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Russell Shannon

OUR economics professor enters the
classroom. Walking over to the lec
tern, he opens his notes, smiles at
the students and utters a single
word: ((Scarcity."

No, it is not the name ofa disco hit
sung by the Bee Gees. No, it is not
engraved on his childhood sled. No,
it is not the secret word, so a duck
will not descend and deliver one
hundred dollars-as it used to do on
Groucho Marx's TV program, uyou
Bet Your Life." Our professor simply
calls attention to the core of his
course.

Scarcity confronts people from
Maine to Miami, from Connecticut
to California. In fact, Canadians,

Professor Shannon is a professor in the Depart
ment of Economics, College of Industrial Manage
ment and Textile Science, Clemson University.

Cubans, Colombians, Czechoslova
kians, Cambodians, and Chinese all
share the same fate. Such different
peoples may choose to deal with
scarcity in different ways. But scar
city is a pervasive, universal prob
lem that no one can duck. Just like
air, scarcity is everywhere.

What is scarcity all about? ((I'm
glad you asked," our professor re
plies, ((because I plan to tell you
anyway." As he points out, scarcity
comprises two integral and conflict
ing aspects-unlimited human
wants and limited resources. ((From
those facts," he says, ((we must con
clude that happiness is elusive. We
cannot satisfy all our desires. We all
are always forced to choose. That's
why we call economics (dismaL'"

What should we choose? How
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should we go about making choices?
First we must understand the un
derlying essence of scarcity. Then
the answers to those questions sim
ply leap out at us.

Consider your own wants. What
would appear on a list of all the
things you'd really like to have?
Probably food, clothes, books, travel;
perhaps football, flowers, furniture,
friends. But the list will go on and on,
and if tomorrow or on another day
you're told to make a list again, it
very likely will be longer still.

Remember when you were a
child--.;...20, 30, 40 or more years
ago-and someone asked about your
Christmas wish? Probably you
sought a doll or a watch, perhaps a
new suit, a train, or a bike. Yet for
many modern children, no single
sleigh can convey all they say they
seek. Now, only a plethora will
please!

Recall reacting to your first big
paycheck? Your income had sud
denly risen-from a measly weekly
allowance to several thousand dol
lars a year. You may have won
dered, How will I ever spend it all?
Yet·by now~h, how you wish you
could earn more! George Stigler
once wrote in reference to Thomas
Malthus that ((he did not deny
categorically the insatiability of
human wants, nor has any married
economist since his time ... "

Our list of wants is unlimited
indeed-and always expanding. But

there's more to such lists than
length. There's also variety. Each
individual's wants are different.

Suppose you ask each member of
a group for a list of wants. Com
pare their lists when they're done.
There may be many common items
-hamburgers, shirts, movie tickets,
books. But each person's list will
be unique. Some will want mayon
naise, button-downs, HAlien," and
Overload. Others prefer ketchup,
tee-shirts, uHair," and Zen and the
Art ofMotorcycle Maintenance. Cer
tain items may appear but once.
Just like fingerprints and snow
flakes, no two lists of human wants
are ever apt to be alike.

Roger J. Williams on
Individual Variations

The basis of this incredible diver
sity of wants was explored not long
ago by Roger J. Williams, a chemist
at the University of Texas. His arti
cle is reprinted in a book called
Essays on Individuality; edited by
Felix Morley, it was recently repub
lished by the Liberty Press of In
dianapolis.

Williams notes, for example, that
in normal people the length of the
small iritestine may vary from 11
feet to almost 30 feet. Thyroid
glands range from 9 to 50 grams in
weight. Our bones and even our di
gestive juices are enormously var
ied. An orange may not always be
sweet, and there is no such thing,
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Williams maintains, as an ~~aver

age" anatomy.
Shakespeare said it in Hamlet:

~~What a piece of work is a man! ...
how infinite in faculty!" He knew,
too, that our human and material
wants are both infinite and infi
nitely varied. We can admire the
bard for both his rhymes and his
ability to reason.

But our economics professor
makes us pause. ~~In the face of all
these diverse wants," he says again,
~~we are confronted with a sad, stark
fact. We simply cannot do or have
everything. Our workers, our land,
our factories, and our equipment are
insufficient. Our transportation and
communication systems now span
the globe, but still they are in
adequate. Our days are too short
and too few. Andrew Marvell la
ments, ~Had we but world
enough, and time!' But we have not.
So we must choose."

But wJw should choose? What is
the most efficient way of deciding
what is best? Should we let •.. our
choices be made primarily on an
individual basis, in the ~~market,"as
we are inclined to do here? Or
should we have instead a centralized
coordinating committee of some sort
to make our crucial choices?

Surely a committee could not
comprehend the vast variety of
human wants. It would inevitably ig
nore individual idiosyncrasies.
Would it be better if we all ate and

dressed alike and if all our homes
looked just the same? What if all our
clothes were brown, if houses all
were brick, and if the only vegetable
allowed were broccoli?

Some people might like it that
way, but they ignore certain crucial
matters. For one, in those countries
where centralized choice prevails
such as Russia and China-the gen
eral standards of living are much
lower than ours. Opportunities are
fewer. Environmental problems
arise. Life is more apt to be drab.

The Results of Choice

Why does permitting more scope
for individual choice produce better
results? Reconsider our resources.
Although they truly are limited,
they too are varied. More impor
tantly, like our wants they can ex
pand!

Roger Williams also notes the
range of human options. Muscular
differences such as those in the
thumb, he says, permit, promote, or
prevent a wide range of activity
from brain surgery to watch making
to pocket picking. Someone with ex
cellent potential for developing a
great voice may end up singing
grand opera-or yodeling! Talk
about resource variety!

But also notice resource expan
sion. For one example, our farmers
have become so productive that now
one farmer in America feeds about
60 people. Only 4 per cent of our



6 THE FREEMAN January

population directly works at raising
crops. It surely hasn't always been
that way. In .fact, in most parts of
the world, it isn't that way even
now. In many places, a majority of
people work at farming, because one
farmer feeds far fewer people. In
some places, the Malthusian specter
of starvation still stalks the land.

The Expansion of Resources

Wilfred Beckerman, an Oxford
economist, offers a similarly dra
matic example of resource expan
sion in his book, Two Cheers for the
Affluent Society. Once upon a time,
Beckerman says, aluminum articles
were produced only for the very rich.
Now we use aluminum to make
common wrappers and throw-away
articles. Aluminum has gone from
treasure to trash.

~~Or," says our own economics pro
fessor, ~~take natural gas. Ip 1955
our gas reserves were reported to be
22.5 trillion cubic feet. In the same
year, we used up 9 trillion cubic feet.
Simple arithmetic tells us that, at
that rate, there won't be any left at
all to heat our homes this winter.
And yet, despite that frigid forecast,
in 1976 we used 20 trillion cubic
feet, and our remaining supplies
were 216 trillion cubic feet. Where
on earth did we get all that gas?"

Of course, no dinosaurs have died
recently. The gas has been there all
along. But gas as an economic re
source is not only a physical but also

a mental matter. It is a function of
man's mind. For example, we dis
cover unknown supplies under
ground-such as in Alaska. We also
develop new methods of extraction
-such as by forcing steam into the
ground. And we devise better meth
ods of resource utilization-such as
the new automobile engines which
greatly improve gasoline mileage.
~~Knowledge," Erich Zimmerman
once wrote, ~~is truly the mother of
all other resources." It is in the fer
tile womb of his mind that man cre
ates resources.

~~Perhaps this may seem to be a bit
out of line for an economist," our
professor says, ~~but let me remind
you ofthe first great act of Creation.
It is reported to us in Genesis, and
you surely recall the ultimate
achievement of that act-the cre
ation of man himself.

{(What is the nature of man? We
are given a clue by the writer of
Genesis, who tells us God created
man ~in his own image.' Of course,
we are surely not the same as God;
we have merely a ~likeness.' Man
cannot create a whole universe. But
just as God spun one with his great
power and inordinate abilities, so
too with this ~likeness' man can
create and expand his resources.
When he does, he can better satisfy
his diverse and growing wants."

Jacob Bronowski approaches the
same matter from a different but
equally striking perspective in The
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Ascent of Man. Like nature herself,
Bronowski says, ~~Man has become
an architect of his environment ...
His method has been selective and
probing: an intellectual approach in
which action depends on under
standing." The wonder and magnifi
cence of man's creative abilities can
thus emerge from the views oftheol
ogy and science as well as econom
ics.

The Market Mechanism

What, then, is the social
mechanism most conducive to the
development of man's abilities and
resources? Certainly an open and
free market has much to recommend
it. After all, no government guid
ance was needed when timber ran
out in the late Middle Ages and man
switched to coal for power. Simi
larly, when we pursued the pros
pects of Petroleum a century ago as
whale oil became increasingly
scarce, no representative of a De
partment of Energy hovered over
Edwin Drake at Titusville.

~~Far too much of what our gov
ernment does," the economics pro
fessor says, ~~is simply restrictive.
Too often governmental policies dis
courage competition, hamper
change, fix prices, limit imports,· re
quire licenses, stipulate procedures,
and reduce options. The minds and
motives of men are too often
cramped, encumbered, and confined.
Look at what has happened as a

result: our rate of economic growth
is now so slow we envy the snail."

We should remember, our
economist might well add, that man
can not only create; he can also
deploy. Given the resource
capabilities man now has, he must
decide how best to utilize them. But
no single man can perceive all the
available options. Though admira
bly well-intentioned, in his limited
individual knowledge, he's bound at
times to err.

Our former Energy Secretary,
James Schlesinger, clearly demon
strates that fact. By all accounts the
man is well-educated, highly in
formed, and hard-working. Yet,
while Energy Secretary, he pre
vented oil companies from buying
oil on the spot market. Then he
required them to devote more refmery
capacity to assuring adequate fuel
supplies for the winter several
months away.

Left alone, what would the giant
petroleum companies have done?
For them, the secret word is profit.
For us, the tragedy is that they have
not been allowed to pursue it. For
some of these giants, there would
have been ample incentive to pro
vide more winter fuel. But others
might have seen better prosPect for
profit in producing motor fuel. With
the decision makers both numerous
and dispersed, last summer's gas
pains would surely have been less
severe.
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The problems inherent in gov
ernment guidance emerge even
more starkly in the government ef
forts to distribute diesel fuel. At
first, farmers were given priority.
That seems to be a sensible decision,
since food is essential for all, regard
less of race, creed, sex, or financial
status. Without adequate fuel for
farmers, what would we eat?

Yet, Meg Cox reported in the Wall
Street Journal for May 25, 1979, a
remarkable but largely unremarked
development in farming. Some
farmers now simply skip plowing
and plant ((right on top of the previ
ous year's crop." There are some
difficulties involved in this
technique, but those farmers who
can manage it require only about
one gallon of fuel per acre-instead
of the 5 to 7 gallons needed for
ordinary tillage. That's a fuel saving
of at least 80 per cent!

Quite obviously, then, the demand
for fuel by at least some farmers can
respond to rising prices and limited
availability. Given such an incen
tive, some farmers surely would
have gotten by with less. What
then? More diesel fuel would have
been available for truckers. Its price
would not have been so high. The
truckers' strike might not have oc
curred. We might have been spared
the terror of snipers aiming at our
highways. And the food that farmers
grew might not have been left to
decay in the fields. We paid a high

price, indeed, for permitting
economic decisions to become more
centralized.

Competing to Serve

Allowing for free and open compe
tition seems to be both a surer and a
safer way to satisfy the diverse
wants of man. In fact, many of our
farmers' crops were saved-because
the railroads came to their rescue.
In the nick of time, removal of regu
lations by the Interstate Commerce
Commission allowed trains to
transport produce across the land on
the ((Salad Bowl Express." Here is a
striking testimony to the marvels of
the free market.

Man's capacity to consume may be
infinite. Given time, his capabilities
to produce may be similarly bound
less. But the knowledge of one man
has limits. It was the presumption
that he knew everything-eating
the fruit of the tree of knowledge
that deprived man of the bounty of
Eden. Even now, our arrogant belief
that all knowledge and wisdom can
reside in a single individual-or in a
handful of government officials-is
denying us the bounty we might
well create.

((What should we do?" our econom
ics professor asks. ((First of all, let's
recognize the enormous range and
diversity of our individual wants.
Then recall the tremendous innova
tive achievements of the people in
our past-our Franklins, our Edi-
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sons, our Wright brothers, our Bor
dens, our Swifts, our Sears, our
Woolworths, and our Walgreens.
Then restore and renew the system
that evoked their efforts so that once
again we might emulate their
achievements.

((If we are determined to approach
the energy crisis and the other prob
lems of scarcity in the most creative
and constructive way, then we will
cut back the constraints imposed by
government. We will grant people

the power to pursue their own pref
erences. We will allow an open sys
tem of free markets. If we will only
do that, then scarcity will be less
oppressive, our horizons will expand
with a multitude of new oppor
tunities, and our future will be
much brighter."

And saying that, our professor
again smiles warmly at the class,
picks up his scattered notes, and
walks slowly out through the open
door. @

Jayne B. Ball

WHY NO
BEEF LINES?

OVERALL supplies of gasoline have
been about 5%-7% below year-ago
levels on a monthly basis. Beef
supplies on the other hand, have
been running approximately 15%
below a year ago. So why are there
no beef lines?

Jayne Ball is vice president and director of research
at the New York Mercantile Exchange where petro
leum product futures are traded.

This article is reprinted by permission from the
September 1979 issue of Commodifies magazine,
Cedar Falls, Iowa.

The answer is simple:
1. Beef prices are not controlled

by the government and were able to
rise to a level which effectively re
duced demand for beef to balance
with the smaller supply.

2. The government does not allo
cate supplies of beef so members of
the trade in the many states and
localities individually were able to
secure supplies by raising their bids
when necessary to draw beef to even
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the most inaccessible corner of
America.

Higher prices contributed to re
duce beef consumption. Some people
could not afford beef cuts, while
others judged that eating beef was
not worth the extra cost relative to
alternative meats and poultry. But
for those willing to pay the
price, beef was and is available. In
fact, the only times that beef is dif
ficult to obtain is when super
markets feature it as a sale item,
drawing customers to pick up bar
gains.

There is a' joke about a woman
complaining to a grocer that he
charges 10 cents more for his
bananas than a competitor down the
street.

~~So why don't you buy your
bananas there?" asks the grocer.

~~He doesn't have any," answers
the woman.

To which the grocer replies,
~~When I don't have any, I'll sell
them for 10 cents less than he will."

The point of this rather unfunny
story is that a low price is meaning
less if you can't get the goods.

Of course, beef is only one kind of
meat and some will argue that al
ternatives to petroleum are neither
so varied nor so quickly generated
as extra broilers or hogs. But that is
just a time factor and not a con
tradiction to the law of supply and
demand.

It's a very elementary fact that

low prices stimulate consumption
and high prices encourage conserva
tion. This is true for every commodi
ty, both essential and luxury items.

Very few Americans are in the
envious position ofnot having to ask
the price of goods or services before
making a purchase. Most of us have
to budget our money to obtain
necessities of life and to, hopefully,
have something left for luxuries. As
a result of higher gas prices, lower
income families may not be able to
buy as much, but those that must
have gas will budget their resources
to get it. If prices rise to a point that
makes it difficult for the shopper to
justify an extra trip to the super
market to buy one or two items
forgotten, the trip won't be made.

Carpooling will increase substan
tially for business, shopping and
pleasure. Use of mass transporta
tion, where available, will also be
greater. In short, conservation
would be promoted without,coercive
government measures, such as odd!
even gas sales, rationing or other
equally ineffective actions.

No Instant Solutions

Decontrol of oil prices and the
abolition of the government alloca
tion system will obviously not bring
an overnight increase in available
supplies of petroleum. There is con
siderable lead time necessary to find
and develop new sources of energy.

The near-term benefits of allow-
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ing prices to rise to··levels which
reflect the balance of supply and
demand are the end of gas lines, the
voluntary cutbacks in consumption
for non-essential purposes and the
assurance that gasoline will be avail
able for those who must have it, al
beit at a higher price.

Long-term, decontrol will enhance
investment in energy. Downside
risks in this industry are great and
limits on prices or profits can only
discourage the inflow of capital into
this vital area.

The answer to our energy prob
lems may not be oil. The profit mo
tive has been responsible for discov
ery of many new sources and the
better application of known re
sources. Some presently known
sources of energy could become
economically feasible in a free mar
ket, and competition would likely

Efficient and Voluntary

result in improved and cheaper
means of refining.

Higher prices for beef increased
cattle ranchers' profits. As a result,
ranchers are once again building
herds, and the outlook for supplies
for 1980 is improving.

Likewise, the potential for profit
can draw capital into the quest to
produce more energy in America.
But whether the source is oil or
some alternative, the answer to our
energy problem does not lie in in
creased government involvement
nor in confiscatory taxation of oil
companies.

Just as the market adjusts to
changing supplies of beef-higher
prices in times of scarcity and lower
prices in periods of heavier produc
tion-so, too, can the free market
assure the orderly distribution of
energy supplies. i

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"



Clarence B. Carson

The Origins
of
American
Unions

IT is widely believed that labor
unions are organized to counter the
weight of and contest with employ
ers. In the common parlance, the
contestants are unions and man
agement or, according to the older
ideological formulation, ttlabor and
capital." Most textbooks which deal
with the subject simply assume that
this is the nature of the contest and
do not regard it as a question worthy
ofexploration. For example, one his
tory text accounts for the rise of
labor unions this way:

Individllal workers were powerless to
battlesinglehandedly against giant in
dustry. Forced to organize and fight for

Dr. Carson has written and taught extensively,
specializing In American Intellectual history. His
recent series In The Freeman, World In the Grip 01 an
Idea, Is being published by Arlington House. It Is
scheduled for release by early January 1980, and
also may be ordered .from The Foundation for
Economic Education, Irvlngton-on-Hudson, N.Y.
10533 at $14.95.
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basic rights, they found the dice heavily
loaded a~ainst them. The corporation
could dispense with the individual
worker much more easily than the
worker could dispense with the corpora
tion. The employer could pool vast
wealth through thousands of stock
holders. . . . He could import strike
breakers Ctscabs") and employ thugs to
beat up labor organizers. . . .1

Another history textbook puts it
this way: ttAs the factory became the
only important producing unit, the
individuals connected with it were
demeaned. An employee could no
longer hope to have his grievances
heard, for he could not compete with
the power of capital and manage
ment."2 That this is the nature of
the conflict is simply affirmed by
this statement in yet another his
tory book: ttRepeated efforts by trade
union lawyers to persuade judges
that trade societies had a legal right
to carry on collective action against
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employers were finally rewarded in
1842...."3 Another says, ((Organized
labor passed through phases of be
wildering complexity before it won
the power to meet organized capital
on equal terms."4 In short, so far as
the present writer's investigation
goes, there seems to be near una
nimity in the view that labor unions
exist for and engage in contests with
management or capital.

Undoubtedly, some portion of the
contest or conflict is between unions
and management. They are the for-
mally designated contenders. The
rhetoric of union leaders is fre
quently filled with charges against
management, and employers have
often been at the forefront in con
tending with unions. If an agree
ment is reached, it is usually be
tween unions and management.
(Unions have often contended with
one another also, but agreements do
not so commonly arise from these.)
Moreover, there is at least one
economic basis for the contest to be
between unions and management. In
their pursuit of self-interest, em
ployers will ordinarily seek to
employ the most effective workers

There seems to be near
unanimity in the view that
labor unions exist for and en
gage in contests with man
agement or capital.

for the lowest price (or wage) they
can attain. And, on the other hand,
workers may be expected to seek
the highest price possible for the
least amount of their work.

Cooperation with Employers

Even so, the basic conflict of labor
unions is not with management (or
employers or capital, or whatever it
should be called). Belief to the con
trary is based on appearances but
tressed by propaganda drawn from
ideology, a point to be taken up
elsewhere. Furthermore, permanent
labor union organizations could not
have arisen from or been sustained
by contentions between employ
ers and employees. The underlying
reason for this is that the employers
and employees are not competitors.
Their basic relationship to one
another is one of mutual benefit and
cooperation. The employer provides
the job, and the employee does the
work. To accomplish their common
purpose, they must work together,
so to speak. An enduring contention
which could sustain an organization
is practically out of the question.

Of course, employers and employ
ees do sometimes contend. Employ
ees have grievances, and employers
have dissatisfactions. On rare occa
sions, employee grievances may be
so general that they will walk out.
There have been a goodly number of
instances of this throughout Ameri
can history, usually provoked by the
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attempt of the employer to lower
wages. But this is not the stuff of
permanent labor union organiza
tion. (Indeed, nowadays such a
walkout, if it were to occur among
unionized employees, would be
called a ~~wildcat strike," i. e., an
improper and unsanctioned union
activity.) Such a walkout could only
fail in its object or succeed; in either
case, the occasion for collective ac
tion would be past, and no perma
nent organization would be called
for. Grievances are usually limited
in scope and rarely arouse collective
action. True, labor unions may es
tablish procedures for dealing with
grievances, but that is an auxiliary
service, not the basis of their Per
manence.

Excluding the ·Competition

What, then, is the basis of the
permanent labor union organiza
tion? It is this, that the union can
and will obtain for its members a
larger return for their efforts, when
employed, than they could obtain on
the open market. There is but one
way this could be accomplished on
anything like a permanent basis: By
reducing the supply of labor avail-
able in a craft, profession, or indus
try. There are many artifices, of
course, by which this can be done.

This should tell us, too, who labor
is organized against, who the basic
and underlying contest is with. And
it does. Organized labor unions are

organized to exclude from a craft,
profession, or industry all competing
workmen who are unorganized or
not under the discipline of that par
ticular union. The enduring contest
on which permanent labor unions
subsist is not unjons versus man
agement but union worker versus
non-union workers or those who are
competitors belonging to a different
union.

The union contest with manage
ment is sporadic, temporary, and,
even when it is in progress, usually
secondary. The enduring contest is
with workers not members of the
dominant or struggling union. Such
union contest with management as
there is has as its primary aim the
formation of an alliance. The pur
pose of the alliance is to align man-
.agement with the union in its reduc
tion of the supply of labor available
to employers. The seal of the al
liance is the agreement or pact be
tween union and management, or,
since management or ~~capital" is
inessential to labor unions, a pact
binding those who Perform the labor
for whatever employer constitutes
the seal.

Reexamining the Premises

Each of these propositions runs
contrary to what is widely believed
about labor unions. Since they do, it
may be helpful to restate them se
rially. When that has been done, we
can proceed to the reason and evi-
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dence on which they are based.
These are the propositions:

1. The premise of the labor union
is that it can and will obtain a larger
return for its members than they
would receive in the open market.

2. The means of accomplishing
this on anything like a Permanent
basis is by reducing the supply of
labor available in a craft, profession,
or industry.

3. The union acts to reduce the
supply of labor by excluding non
members from a craft, profession, or
industry.

4. When there is an agreement
between union and management, it
consists mainly of an alliance by
which management undertakes to
enforce the union terms.

The price of labor in the market is
determined by supply and demand.
~~Labor is not a commodity," accord
ing to a formulation which became a
part of the Clayton Antitrust Act,
and therefore its price ought not to
be determined in the manner of
commodities. But that is a semantic
irrelevance, for whether labor is a
commodity or not, it is offered for
sale in the market, either in goods or
services or directly· to employers.
The argument amounts to this, that
the price of labor ought not to be
determined in the market. That
amounts to the position, however,
that labor ought not to be offered for
sale in the market.

How, then, is labor to be obtained?
There are only two possibilities,
though there are some variations as
to extent. Labor must either be
freely offered (and accepted) or it
must be compelled. There is no evi
dence, to my knowledge, that labor
unions are animated by the desire to
have workers compelled to work, al
though some labor union leaders
have been attracted by totalitarian
systems. Their animus runs in the
opposite direction, to have less work
rather than more performed, less
than would be freely done.

The enduring contest on
which permanent labor
unions subsist is not unions
versus management but
union worker versus non
union workers or competitors
belonging to a different
union.

Labor unions, then, still rely on
labor being offered for sale and
bought in the market. It follows,
then, that the price must still be
detern1ined largely by supply and
demand. (There may be elements of
extortion involved in union activity,
but the means of satisfying human
wants are too numerous and varied
for outright extortion to succeed for
long in any other than a totalitarian
system.) The thrust of labor unions,
then, is to reduce the supply of labor
available in order to raise the price
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for their members. The thrust is to
exclude from availability competing
workers.
Discrimination

On rare occasions, union men
have stated candidly the nature of
their undertaking. For example,
when Local 35 of the International
Brotherhood of Electrical Workers
was hailed before the Connecticut
Civil Rights Commission to answer
charges that it discriminated
against blacks, it attempted to avoid
the charge in this way. ~~Local 35
argued that it had not violated the
law because it discriminated against
all races!"5 Young John L. Lewis put
the matter forthrightly when he
spoke to a conference of union men
and coal operators in the Midwest in
1901. He was explaining why they
were conferring with one another:

As I understand it, it is for the purpose
of wiping out competition between us
miners first, vi~wing it from our side of
the question; next for the purpose of
wiping out competition as between the
operators in these four states. When we
have succeeded in that and we have
perfected an organization on both sides
of the question, then as I understand the
real purpose of this movement, it is that
we will jointly declare war upon every
man outside of this competitive field....6

That is the best statement, too, the
present writer has ever encountered
of the idea of an alliance between
unions and management.

Sometimes there is a confronta-

tion between workers which re
veals clearly the animus behind
unionism. One such took place be
tween Irishmen wanting work on
the Chesapeake and Ohio Canal
which was under construction in the
1830s. Workers from County Cork
organized into a secret society which
attempted to keep workers from
Longford from working. Pitched bat
tles ensued, and President Andrew
Jackson eventually sent in troops to
restore order. The ultimate object of
the contending parties, according to
an engineer who was present, was
((to expel from the canal all except
those that belong to the strongest
party and thus secure for the re
mainder higher wages." According
to an historian, ((Laborers from Cork
. . . sought to keep interloping
Irishmen from competing with them
for jobs on the canal."7

Why Force Is Used,

It should be emphasized, however,
that violence is not essential to
unionism. It is sporadic and tempo
rary, like the contentions between
union and management. What is es
sential to unionism is the limitation
on the supply of labor available and
some means to induce employers not
to avail themselves of the general
supply. Some sort of coercion or in
timidation is necessary to the union
enterprise, however, for two rea
sons. In the first place, some means
must be available to keep jobs from
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those who would seek the higher
paying union jobs. And, secondly,
some means must be used to get
employers to accede to acting
against their best interest, i. e., to
pay more than they would otherwise
have to do to get workers. Both
experience and reason teach that
these conditions are unlikely to pre
vail without coercion or intimi
dation.

Be that as it may, the American
labor union originated as a means of
excluding competing workers from
jobs. A brief history of the begin
nings will show that.

The thrust of labor unions is
to reduce the supply of labor
available in order to raise the
price for their members ... to
exclude competing workers.

The· notion that labor unions in
volve primarily a conflict between
themselves and management-a
contest between employer and
employee-introduces confusion
from the outset in recounting the
history of American labor unions.
One history gives this account of
what happened at Boston around
1760:

The masters themselves sometimes
joined forces to protect their interests....
Thirty-two master barbers ~~assembledat
the Golden Ball, with a Trumpeter at
tending them," and jointly agreed to
raise their rates for shaving from 8s. to
lOs. per quarter, and ~~to advance 5s. on

the Price of making common Wiggs and
lOs. on their Tye ones." It was also pro
posed that ~~no one of their Faculty
should shave or dress Wiggs on Sunday
morning...."8

The writer implies by the phrase,
((the masters themselves," that this
did not quite qualify as union be
havior. On the contrary, it was the
quintessence of union behavior. A
labor union is an organization of
those who perform the work in a
trade, profession, or industry to gain
a monopoly of such employment in
order to establish conditions under
which they will work. Whether they
work for hire for one employer or
serve the general public is irrele
vant. There have been, and are,
unions throughout the history of
them made up largely of self
employed persons-such as barbers,
plumbers, electricians, and so
forth-who serve the general public.
They function, as do all unions, to
increase the rewards of their mem
bers by reducing the number who
may so serve. (They may do so by
intimidating non-members, by get
ting exacting qualifications passed
into law, by charging high member
ship fees, or whatever.)

Unions were of little importance
in the United States until well into
the nineteenth century. Only in the
1830s did union membership consti
tute a significant portion of the
population. For one thing, most
Americans were farmers, and there
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the situation did not lend itself to
unionization. For another, the
courts were indisposed to tolerate
disruptive tactics which they often
described as the product of conspi
racy.

Craftsmen Against Unskilled

There were, however, some efforts
at organization, and it is important
to understand what was involved.
At the time of the founding of the
United States, most manufacturing
done for the public was done by
skilled tradesmen. There were
shoemakers, cordwainers, iron
workers, sailmakers, hatters, and
such like. There were generally
three ranks of such tradesmen: ap
prentices, journeymen, and masters.
Apprentices had to and journeymen
usually did work for a master
craftsman. Masters sometimes
formed trade associations, as al
ready noted, and journeymen some
times organized to effect conditions
of employment. These relationships
were traditional, however, and did
not lend themselves much to what
we think of as union activity.

It was the break-up ofthis mode of
manufacturing by the use of
machinery and the accompanying
specialization that led to many at
tempts at organization. If I may
generalize so broadly, what hap
pened was that craftsmen organized
in an effort to prevent the more
specialized-and less skilled-

workers from being employed. To
put the matter somewhat grossly, it
was the skilled craftsmen against
the industrial workers. One histo
rian has described these early con
flicts this way:

The biggest problem faced by skilled
laborers was the competition they met
from inferior workmen ... whom em
ployers hired in order to reduce their
costs. The locals [organizations of skilled
workmen], accordingly, sought to create
strict rules concerning the number of
apprentices to be employed in a shop and
to establish a minimum wage; adoption
of such a wage would force the employer
to pay the same rates for both good and
·bad workmanship and, it was hoped,
would eliminate the poor worker. 9

Class Warfare

An account by another historian
shows also that these unions were
organized against other.workers:

. . . The attempts on the part of em
ployers to lower standards by hiring un
trained workers-foreigners and boys,
eventually women-also led to vigorous
efforts to enforce what today would be
called a closed shop. The New York
Typographical Society complained bit
terly that the superabundance of learn
ers, runaway apprentices and half-way
journeymen undermine the wage rates of
ufull-fledged workers...." There were
many turnouts in this and later periods
against employers who tried to take on
artisans or mechanics who were not
union members in good standing....10

In the course of the nineteenth
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century, workers other than crafts
men were sometimes organized.
That did not change the fact, how
ever, that they were most directly
organized against other workers.
Workers against whom they were
organized were frequently classi
fied, and it is not unfair to assert
that union people thought of them
as classes. The broadest and most
basic category of workers against
whom unions were organized were
categorized as cCscabs"-those who
would take a union man's job if he
vacated it by walking out or going
on strike. The first category in point
of time was that of unskilled or
lesser skilled workers, as already
pointed out. Women were another
class against which they were or
ganized. One historian points out
that the Unatural tendency was to
regard women solely as competition;
accordingly, men alternately de
plored, condemned, and bitterly op
posed their use by employers."ll
Negroes constituted another class
who encountered opposition. Unions
were much less than enthusiastic
about the abolition of slavery,12 and
once they were freed cCviolent
clashes between white and Negro
laborers became frequent in the
northern industrial centers."13

Opposition to Immigrants

But the one class that excited the
most determined opposition was
immigrants. And, among immi-

grants, Orientals, particularly the
Chinese, were the ones most op
posed.14 The union ire was focused
at first on contract labor brought in
from abroad. The nature of the
union effort is illustrated by the
following story. North Adams, Mas
sachusetts had several prosperous
shoe factories after the Civil War.
Machines were introduced which
greatly increased the number of
shoes a workman could produce and
reduced the skill required in doing
it. The Knights of St. Crispin suc
ceeded in organizing many of the
craftsmen who were fearful of losing
their jobs or having their pay re
duced by bringing in less skilled
workers. One employer hired an in
experienced workman, and the other
workers went on strike. He sent to
the West Coast and contracted for
and brought in 75 Chinese to run his
factory.15 The unions were able to
mount such strenuous opposition
that the contract labor law was re
pealed and a Chinese Exclusion Act
was passed. At about the same time,
immigrants began to come, in ever
increasing numbers, from southern

In opposing unskilled work
ers, women, Negroes,
Chinese, and Europeans they
were trying to exclude com
peting workers so as to get
higher rewards for them
selves.
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and eastern Europe. This aroused
fervor for more and broader immi
gration restriction. An historian de
scribed the impetus behind it this
way: uWhile middle-class critics of
laissez-faire lent. dignity, organized
labor put pressure behind it. Indeed,
the first concentrated attack on the
new immigrants came from labor
leaders."16

My point is not that union mem
bers were guilty of craft status, gen
der, racial, or ethnic prejudices.
They mayor may not have been, but
that is incidental. My point is rather
that in opposing unskilled workers,
women, Negroes, Chinese, and
Europeans they were doing what
they are organized· to do. Namely,
they were trying to exclude compet
ing workers from their undertaking
so as to get higher rewards for them
selves.

The most dramatic evidence of
this occurs when unions resort to
overt intimidation and violence.
Most of this is visited upon other
workers, though the fact is too sel
dom remarked, or is discussed as if it
derived from some norm of human
behavior. There have been in
stances, of course, when supervisory
personnel, managers, and owners
have been physically assaulted. One
organization-the Molly Ma
guires--even concentrated on may
hem against foremen and manag
ers.17 But it was exceptional and
short lived. Moreover, the general

practice is that in labor disputes
owners, managers, and· supervisory
personnel can go about their affairs
unharmed. If the general public are
the employers (in the case of plumb
ers, and such like) they are rarely
molested in labor disputes.
Attacking Competing Workers

It is quite otherwise with compet
ing workmen. The whole wrath-at
least on the physical side-is usu
ally focused on them. This has been
so from the early days to the pres
ent. In the early nineteenth century,
shoemakers walked out in Philadel
phia. Six journeymen stayed on the
job. cCThe strikers kept up a sharp
eye for them and when they briefly
emerged one Sunday night to visit a
near-by tavern, beat them up
severely." Moreover, there CCwas
deep resentment against non-union
workers who would take the place of
strikers and attacks were not un
usual upon persons already being
called cscabs."'18

In 1880, when the Leadville
Miner's Union struck in Leadville,
Colorado, some of the mines tried to
stay in operation. These events
transpired:

The managers employed every avail
able' man· who could handle pick or
shovel hold a drill or swing a sledge. The
strike~s u~d every means at their com
mand to keep men from going to work
and to pull out those who were at work.
... Every day, and sometimes twice each
day, a cCCommittee," composed of several
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hundred strikers, made the rounds ofthe
mines that were working. . . . Fists,
clubs, and sometimes pistols, were used,
but without fatal results.19

Violence at the Herrin Mines

Indeed, for something near to war
fare to occur between contending
groups of workers, when some
workmen persist in working during
a strike is not that unusual. 20

Perhaps the most horrendous exam
ple in American history occurred at
Herrin, Illinois in 1922. A national
coal strike had been called by the
United Mine Workers. The South
ern Illinois Coal Company decided
to operate a strip mine near Herrin.
The steam shovel operators they
employed were ·members of a union,
but their union had been suspended
by the American Federation of
Labor. John L. Lewis sent out a
notice that theirs was an· ((outlaw
organization" and that the operators
should be treated the same.· as any
other ((strikebreakers."

Striking union men armed them
selves and surrounded the strip
mine. Shooting broke out, and three
ofthe strikers were killed. Finally, a
parley was held across the lines, and
the workers were offered safe pas
sage if they would throw down their
arms and surrender. This they did.
They were then lined up and
marched toward Herrin under
armed guard. The leader who had
promised safety to those who would

surrender was deposed and another
took his place. What then occurred
may best be· related in the words of
the grand jury:

The surrendered men were then
marched some 200 yards . . . to the
vicinity of a barbed wire fence,· where
they were told they would be given a
chance to run for their lives under fire.

The firing began immediately, and
thirteen of the forty-five were killed and
most of the others were severely
wounded.

The mob pursued those who had es
caped and two were hung to trees, six
were tied together with a rope about
their necks and marched through the
streets of Herrin to an adjacentceme
tery, where they were shot by the mob
and the throats of three were cut. One of
the six survived.21

It is only fair to note that the
superintendent of the mine was also
killed. He had been with the work
ers at the mine and had been in
strumental in the surrender. He was
crippled and could not keep up with
the marchers. When he fell out, he
was shot to death.

Even so, most of the violence and
direct intimidation in strikes falls
upon those who attempt to continue
working or accept employment at a
struck plant. Nor is this intimi
dation of workers simply a tactic for
getting at employers. It is that, of
course, but it is more. It is of a piece
with virtually the whole of the
union effort, which is to limit the
supply of labor. When there is an
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attempt to operate a struck plant
this attempt to reduce the labor
supply takes on flesh and blood and
force is often directly applied. At
other times, the impact of unions on
other workers has to be established
by analysis, since it expresses itself
in unemployment, employment at
low wages, higher prices, decline in
production, and underemployment.

Employers have often resisted
unionization. Over two centuries,
virtually every conceivable device
has been used to discourage unions.
Above all, most employers resisted
the kind of recognition of the union
which makes it the bargaining
agent for all employees. But once an
employer recognized a union, what
was in his interest then changed in a
significant way. He enters into an
alliance with the union, however
reluctantly, and the expansion of
the union to include his competitors
becomes his interest as well as that
of the union.

The union aim generally is to or
ganize all competing workmen in a
trade, profession, or industry. Ifonly

Once an employer recog
nizes-enters into an alli
ance with the union-the
expansion of the union to in
clude his competitors be
comes his interest as well as
that of the union.

"As I understand the real pur
pose of this movement, it is
that we will jointly declare war
upon every man outside of
this competitive field."

some such workers are organized,
their effort will likely come to
naught, for the employer whose
workers are organized will probably
be driven out of business, or trades
men will lose their clientele to
others. It should be noted, however,
that the employer's interest even in
this respect diverges somewhat from
that of the union he has recognized.
Whether his competitors unionize or
not is no particular concern of his.
His main concern is that non-union
competitors be removed from the
field so that their products not com
pete with his. In so far as this is
accomplished with the proclaimed
goal of unionization, the aims of the
union and the unionized employer
may become as one.

The Boycott

The most direct device for
eliminating non-union competitors
is the boycott. Sometimes boycotts
have been carried out by open
agreements between unionized em
ployers and unions. A flamboyant
case ofa combination between build
ing contractors and union to keep
out competition occurred in New
York City in the 1930s. In fact, local
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manufacturers of equipment were
also in on it.

. . . One of the three parties to this
combination, Local 3 of the International
Brotherhood of Electrical Workers, was
interested in broadening the work oppor
tunities of its members, who were
employed by the local contractors and
the local manufacturers. The local
manufacturers were interested in
monopolizing the metropolitan market
for their products. . . . The local union
contractors were interested in having
more equipment built on the job ... and
also in the protection afforded them as
dealers by the union agreement to
handle only manufactured products that
were purchased by the contractor. 22

Suit was eventually brought against
this combination under the anti
trust acts. When the case was ap
pealed to the Supreme Court that
body affirmed that it was in viola
tion of the anti-trust acts, but only
because unions had acted in con
junction with business. 23 In the
1940s, when William L. Hutcheson,
longtime head of the United
Brotherhood of Carpenters and
Joiners of America, was brought to
court by the government for re
peated boycotts in jurisdictional dis
putes with other unions, the suit
failed. The Supreme Court held that
he was not culpable because only
unions were involved.24

In any case boycotts have usually
been conducted by unions without
overt aid from employers. The
Knights of Labor had employed the

boycott extensively in the latter part
of the nineteenth century.25 But the
most aggressive use of the boycott
was by the American Federation of
Labor in the 1920s, 1930s and 1940s.
They used it, of course, in jurisdic
tional disputes with other unions,
but also extensively to try to exclude
non-union made products from
commerce. No unions were more ef
fective in this than the Longshore
men's, for they oPerated at pivotal
points for blocking the transport of
goods. One such boycott was under
taken in San Francisco in 1916.
Here is a brief account of it:

In total disregard of federal laws the
union boldly proposed to interfere with
the shipping of commodities which were
classed as nonunion or unfair, in order to
fasten closed-shop conditions not only
upon the port of San Francisco but upon
the entire Pacific Coast. Sugar landed on
the docks was refused unloading because
somewhere on its journey it had been
handled by nonunion men. A shipment of
shingles was embargoed because the
shingles had been made in an open
shop....26

And so it went.

Conclusion

Masses of evidence could be com
piled to support the conclusion that
labor unions are organized, basical
ly, against other workers. The evi
dence that they engage in open con
flict mainly with other workers can
hardly be disputed. Reason clearly
supports the conclusion that unions
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can only succeed in getting higher
rewards for their members by reduc
ing the available supply of labor.
That when a union is recognized by
a company an alliance has been
formed is largely an inference, al
beit a logical one. Of course, unions
have done many things which do not
fit closely into this pattern, but
when the matter is surveyed broadly
the conclusion emerges that unions
are organized against other workers
primarily.

It is greatly to be doubted that
labor unions would have gained
much of a following had they flown
those colors. In any case, they did
not. In fact, unions made little
headway for most of the nineteenth
century. It was only after they had
adopted an ideology which helped to
conceal what they were about that
they began to gain anything like
widespread adherence. ®
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James C. Patrick

How to Live Well
WE HEAR and read so much about money that it is a good thing occasionally
to put things back in perspective. In the final analysis, money is a means,
not an end in itself. Money is a medium of exchange. What we really need
and want are the things for which we can exchange money-the goods and
services that we must obtain from other people.

In order to get those goods and services, we must produce some goods or
services ourselves because ultimately, people exchange goods and services
for goods and services.

To be sure, some people are not required to produce but are supported by
the rest of us. For example, small children, some of the elderly, and the
helpless members of society live by our productivity. But somebody must
produce, in order to support such people. We don't eat or wear money; we eat
food and wear clothing, and those things must be produced.

Through the years people here and in certain other countries have been
able to live better because of improving productivity. In 1770, we are told, a
laborer had to work five days to buy a bushel of wheat, but his grandson
could get a bushel for two and a half days' wages in 1870. And in 1970, the
typical American worker could purchase two or three bushels of wheat with
one hour's pay.

A few years ago the president of an insurance company at Rock Island,
Illinois, made a telling point. He said that some people are «beginning to
conclude that our present standards of living, production and accomplish
ment have been reached as a result of ... Social Security, unemployment
insurance, public housing, price controls, poverty and welfare programs,
farm price supports, and aid programs to this and that.... One is reminded
of the rooster who noticed that every morning when he crowed the sun arose
in the east. Before long he concluded that the sun arose because he crowed."

No, it is not government programs that improve human well-being; nor is
it money. Rather, it is human effort, intelligence, and productivity. What is
needed is more of these elements if people are to live well. @

Mr. Patrick holds a Master of Divinity degree from Yale and has filled many lay offices as a churchman. A
former chamber of commerce executive, he now is an officer in a group of small-town banks in Illinois. The
message here is from his broadcast of August 1, 1979 as a volunteer commentator, radio WSOY, Decatur,
Illinois.
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Henry Hazlitt

•The Sphere of fiii'I
Government .

Nineteenth Century Theories:
1. John Stuart Mill

I remarked in ttThe Case for the
Minimal State" (The Freeman,
November 1979) that we might get
some help in dealing with the cen
tral problems of government power
by examining the answers offered
over the years by the great political
thinkers. But I suggested it might be
more interesting to do this rather in
the reverse of their chronological
order, and begin with the latest an
swers first. We accordingly began
with the recent book by Robert
Nozick, Anarchy, State, and Utopia.
I should like now to turn to some of
the answers offered in the
nineteenth century.

Henry Hazlitt, noted economist, author, editor, re
viewer and columnist, is well known to readers of
the New York Times, Newsweek, The Freeman, Bar
ron's, Human Events and many others. Among the
more recent of his numerous books are The Inflation
Crisis and How to Resolve It and a revised edition of
Economics in One Lesson.

26

To try to present the whole of
nineteenth century thought on this
subject would in itself require at
least a full-length book and proba
bly a repetitious one. So I shall con
fine myself to the answers offered by
three or four outstanding writers
who seem to me to offer representa
tive approaches-John Stuart Mill,
Herbert Spencer, Thomas Huxley,
and Auberon Herbert.

Mill's main discussion of the prob
lem occurs in Volume II (Book V,
Chapters I and IX) of his Principles
ofPolitical Economy, first published
in 1848. When one recalls that Mill
was brought up in the laissez-faire
tradition, some of his conclusions
may seem surprising.

He begins by distinguishing be
tween the ~~necessary" and the ~~op

tional" functions of government.
The first are those which ~~are either



SPHERE OF GOVERNMENT: J .S. MILL 27

inseparable from the idea of gov
ernment, or are exercised habitually
and without objection by all gov
ernments." The second are those
functions of which the ((expediency
of its exercising them does not
amount to necessity" and ((on which
diversity of opinion does or may
exist."

Mill's Extended List of Necessary
Functions of Government

The necessary functions of gov
ernment, he insists, are ((considera
bly more multifarious than most
people are at first aware of." The
contention, for example, that ((gov
ernments ought to confine them
selves to affording protection
against force and fraud," and ((that,
these two things apart, people
should be free agents," is much too
narrow. What about, for example,
the laws of inheritance? Not only is
the government obliged to decide
what happens to an estate when
there is no will; it must pass on the
validity of a will; it must decide
among litigants.

Again, the government must en
force contracts. It must decide what
contracts are fit to be enforced. (A
contract to do something contrary to
law? A contract to sell oneself into
slavery?) The state must also es
tablish civil tribunals to settle dis
putes. It must keep a registry of
facts, such as births, deaths, mar
riages, wills and contracts, andjudi-

cial proceedings. It must decide on
the legal competency of children, or
alleged lunatics, and provide for
guardians. It may undertake the
function of coining money, and of
prescribing a set of standard
weights and measures. It may make
or improve harbors, build light
houses, make surveys for accurate
maps and charts, raise dykes to keep
the sea out, or embankments to keep
rivers in. National governments
may build roads, and municipal
governments may pave, light, and
clean the streets. ((Examples might
be indefinitely multiplied without
intruding on any disputed ground."

In a later chapter, Mill considers
some of the reasons for limiting gov
ernment power. ((There is a part of
the life of every person who has
come to years of discretion, within
which the individuality of that per
son ought to reign uncontrolled
either by any other individual or by
the public collectively.... A second
general objection to government
agency is that every increase of the
functions devolving on the govern
ment is an increase in its power"
which may soon become ((arbitrary."
. . . ((A third general objection to
governmental agency rests on the
principle of the division of labor.
Every additional function under
taken by the government is a fresh
occupation imposed upon a body al
ready overcharged with duties. A
natural consequence is that most
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things are ill done; much not done at
all."

There follows a long description of
the reasons why, in general, private
enterprise and initiative are more
efficient than government in carry
ing on any enterprise. In every in
stance these reasons are more than
sufficient, Mill concludes, to throw
Uthe burden of making out a strong
case, not on those who resist, but on
those who recommend, government
interference. Laisser-faire, in short,
should be the general practice: every
departure from it, unless required
by some great good, is a certain
evil." He supplements this with a
recital ofthe incredible restraints on
business imposed historically in
seventeenth-century France and
elsewhere.

But then Mill turns to what he
regards as the ((exceptions" to the,
gen~rally beneficent rule of Iaissez
faire. uThe proposition that the
consumer is a competent judge of
the commodity, can be admitted
only with numerous abatements and
exceptions..... The uncultivated
cannot be competent judges of culti
vation: Those who need most to be
made wiser and better, usually de
sire it least, and if they desired it,
would be incapable of finding the
way to it by their own lights. . . .
Education, therefore, is one of those
things which it is admissible in
principle that a government should
provide for the people. . . .

UWith regard, to elementary edu
cation, the exception to ordinary
rules may, I conceive, justifiably be
carried still further.... It is there
fore an allowable exercise of the
powers of government, to impose on
parents the legal obligation of giv
ing elementary instruction to chil
dren. This, however, cannot fairly be
done, without taking measures to in
sure that such instruction shall be
always accessible to them, either
gratuitously or at a trifling ex
pense." The one safeguard Mill in
sists on is that Uthe government
must claim no monopoly for its edu
cation."

More Exceptions

Mill continues with his ((excep_
tions" to the principle of laissez
faire. HInsane persons are every
where regarded as proper objects of
the care of the state." Ult is right
that children and young persons ...
should be protected, as far as the eye
and hand of the state can reach, from
being over-worked." HCruelty to
animals" should be forbidden. uThe
law should be extremely jealous" of
all ((engagements for life"-in
cluding marriage. If it grants a
monopoly for a private road, canal,
or railway, the state ((should retain,
and freely exercise, the right of fix
ing a maximum of fares and
charges."

The state should have the right to
diminish the hours of adult labor.
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Mill approves the Poor Laws, and
endorses the principles of the Poor
Law of 1834. ~~The claim to help,
created by destitution, is one.of the
strongest that can exist." But the
problem is ~~how to give the greatest
amount of needful help, with the
smallest encouragement to undue
reliance on it." For ~~if the condition
of a person receiving relief is made
as eligible as that of the laborer who
supports himself by his own exer
tions, the system strikes at the root
of all individual industry and self
government." Yet we cannot depend
on ~~voluntary cparitj.~~ ~~In the first
place, charity almosf!'always does
too much or too little: it lavishes its
bounty in one place, and leaves peo
ple to starve in another. Secondly,
since the state must necessarily
provide subsistence for the criminal
poor wbile undergoing punishment,
not to do the same for the poor who
have not offended is to give a pre
mium on crime."

Mill goes on to recommend gov
ernment subsidies for colonization,
for ~~scientific researches," and for
other modes ~~of insuring to the pub
lic the se·rvices of scientific· discov
erers."

And as a final argument for ex
tending government power still
further, he adds: ~~The intervention
of government cannot always prac
tically stop short at the limit which
defines the cases intrinsically suita
ble for it. In the particular circum-

stances of a given age or nation,
there is scarcely anything really
important to the general interest,
which it may not be desirable, or
even necessary, that the govern
ment should take upon itself, not
because private individuals cannot
effectually perform it, but because
they will not."

An Open-Ended Formula

This last argument is capable of
serving as an excuse for almost any
arbitrary government intervention
whatever. Mill ends by granting
most of the contentions of the
present-day statists. As he keeps
adding to his list of ~~exceptions" to
the general rule of laissez-faire, he
gradually seems to forget all his
earlier warnings against piling an
unmanageable· number of functions
on the state and building excessive
powers that can more easily be
abused. In many ofhis exceptions he
unconsciously takes it for granted
that the state will necessarily do
better than .private initiative. He
overlooks the possibility that scien
tists may be subsidized on the basis
of favoritism or that the subsidized
projects will be selected on the basis
of political rather than scientific ap
peal.

After having warned us that the
state may carry out its delegated
powers very badly, he assumes in
particular instances that they will
carry out these powers very well. He
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rightly approved the restrictive
principles of the Poor Law of 1834,
which required from the applicant
for relief, as Nassau Senior put it,
((monotonous and uninteresting" toil
in a workhouse, so that he would
retain an incentive to become again
as soon as possible an independent
laborer. What Mill did not foresee
was the immense political difficulty
of retaining such a disciplinary sys
tem once relief was embarked upon.
He did not foresee that this discipli
nary system would soon come to be
regarded by a large part of the pub
lic as needlessly harsh and even
heartless. The sentimental but pow
erful pen of Charles Dickens, for
example, was shortly to make the
retention of the workhouse system
impossible. The almost inevitable
tendency in any relief system is for
demagogic politicians to remove one
by one all the original restraints and
safeguards and to load the relief
rolls to the point where work incen
tives are destroyed, the national
budget becomes chronically unbal
anced, and a progressive inflation
sets in.

Even more broadly, what Mill

Alexis de Tocqueville

overlooked was that once these
broad powers of control were put
in the hands of the state, under a
popularly-elected government, that
government would be very unlikely
to adhere to the sound economic
(and anti-interventionist) principles
that Mill, and other economists of
his school, were recommending in
their textbooks, but would enact
popular prejudices leading to infla
tion, to price-controls, to Hsoak-the
rich" taxes, to the redistribution of
wealth and income, to anti
capitalistic and anti-productive
policies of every other kind, and in
cidentally to the eventual destruc
tion of liberty.

In his essays on Liberty, on Repre
sentative Government, and on The
Subjection ofWomen, Mill made im
portant contributions to political
theory. But on the central question
of what ought to be the limits of
government power, he clearly
granted too much. He left unan
swered the great problem: How can
we retain interventionist demo
cratic government and yet prevent
majority rule from degenerating
into mob rule? i

IDEAS ON

UBERTY

To manage these minor affairs in which good sense is all that is wanted,
the people are held to be unequal to the task; but when the government
of the country is at stake, the people are invested with immense powers;
they are alternately made the playthings of their ruler, and his
masters-more than kings, and less than men.



Randall R. Rader

Is a philosophy of limited govern
ment worth the worry? Last night,
in an introspective moment, I was
compelled to reevaluate that very
question. I had just returned from
an exhausting choir practice. My
conscience felt a pang when my eyes
fell on the unanswered letter from
my parents. Lisa, my adopted black
daughter, was loudly vocalizing her
displeasure with the circumstances
of the moment. Larke, the world's
cutest four-year-old blonde, would
not wait another minute for her
nightly bedtime story. The open
Sunday School manual on the
kitchen table was a grim reminder
that my lesson was not yet prepared.
When would I have time to prepare
it? Tomorrow my softball team en
tered the all-day play-offs in the
Mr. Rader is Legislative Counsel in the office of
Congressman Philip Crane.

morning and the evening featured
another choir rehearsal. These vari
ous demands converged on me in an
instant. Just the thought of strain
ing to reach another high A, compos
ing letters to my parents, changing
diapers, putting a new twist into the
~~Three Bears," searching for elusive
Bible passages, or chasing fly balls
in centerfield sent me stumbling for
my easy chair. A philosophy of lim
ited government is not easy to live.

Each of these demands is an in
tegral part of my effort to live ac
cording to principles of limited gov
ernment. If an individual really
shares Jefferson's view-~~Thatgov
ernment is best that governs
least"-he must make provision in
his own life to take responsibility for
essential services that government
should not be allowed to monopolize.

For example, no civilized society

31
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will deny that art is necessary to
inspire and uplift the human mind
and spirit. Therefore, if we citizens
do not devote ourselves to creativity,
the government will tax everyone
(force us) to set up an agency to
subsidize artists. But forced gov
ernment programs cannot satisfy
the real need for ennobling art.
Creativity cannot be forced; artists
need absolute freedom to develop
sensitivity (often through Personal
sacrifice) to the symbols and truths
they elucidate. Hence, I sing tenor
several nights a week on top of a
cramped schedule.

Family Obligations

No charitable society will allow
the aged to suffer deprivations when
they can no longer care for them
selves. Therefore, if we do not care
for our own parents or the elderly in
our greater family units, the gov
ernment will tax everyone (force us)
to set up massive nursing home pro
grams. But forced government pro
grams cannot meet the real needs of
the aged. Love cannot be forced; the
elderly need the love and respect of
their posterity as much as they need
food and shelter. Hence, I must
strengthen my ties to my own par
ents.

No enlightened society overlooks
that counseling is necessary to train
youth to accept responsibility.
Therefore, if we do not see that our
own children are schooled in the

principles we have eXPerienced as
the basis for worthwhile living, the
government will tax everyone (force
us) to subsidize mandatory counsel
ing sessions for teenage youth. But
forced government programs cannot
meet the real needs of youth. Will to
learn and desire to develop a well
rounded attitude toward life cannot
be forced; young People need the
guidance of loving parents (long be
fore they are teenagers) to instill
this will far more than they need
compulsory counseling.· Hence,
Larke gets a nightly dose of love
from her father.

No self-respecting society will
deny that all men are ofequal worth
and deserve equal resPect. There
fore, if we do not openly welcome 'all
qualified citizens regardless of race
into our civic associations, schools,
and clubs, the government will tax
everyone (force us) to bus students
and institute civil rights lawsuits.
But government cannot eliminate
racial discrimination at all because
by taking sides in any racial conflict
it is giving the force of law to, and
thereby perpetuating, distinctions
based on race. Respect cannot be
forced. The disadvantaged and mi
norities want no special privileges;
they want only to be welcomed
as any other individual into those
schools, clubs, and associations for
which they qualify. Hence, Lisa gets
exactly the same dose of love that
Larke enjoys.
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No merciful society will leave
abandoned children without some
means of support. Therefore, if we do
not open our homes to parentless
children, the government will tax
everyone (force us) to create a na
tional system of foster homes. But
forced government programs cannot
meet the real needs of parentless
children. Parenting cannot be
forced; these children need more
than a bed and three meals a day.
Hence, Lisa gets an affectionate kiss
with every diaper change.

Moral Standards

No ethical society will refuse to
accept that some moral standards
are essential to its survival. There
fore, if churches and families do not
teach honesty, the government must
tax everyone (force us) to set up
expensive crime prevention pro
grams or juvenile correction institu
tions. But forced government pro
grams cannot meet real needs of
youth and mature alike for moral
guidelines. Lasting respect for the
property and persons of others can
not be forced; youth and mature
alike need motivating clergy and
friends to care enough about them to
present them with constructive al
ternatives to destructive behavior.
Hence, my duty as a Sunday School
teacher cannot be taken lightly.

No humane nation wants to leave
others to endure poor health, the
specter ofa life with pain. Therefore,

if we do not eat correctly, exercise
regularly, avoid harmful agents
(cigarettes, narcotics, and the like)
to remain healthy, the government
will tax everyone (force us) to create
an unwieldy national health pro
gram. But forced government pro
grams which treat people in bulk,
instead of as individuals, cannot
supply universal health. Good
health habits cannot be forced; an
end to pain cannot be legislated. As
long as men are mortal, some will
experience disease and misery. Gov
ernment cannot prevent that. Indi
viduals must, however, take pri
mary responsibility for their own
health, which includes practicing
good health habits. Hence, softball
season will be followed by basket
ball for me.

Individuals within societies, and
hence societies themselves, have
many legitimate needs. Therefore, if
we do not make provision to meet
our own personal needs first and
then supply service to others (itself a
primary personal need), the gov
ernment will tax everyone (force us)
to try to satisfy those needs. Al
though its efforts are sincere and do
apply a bandaid to deep wounds,
government can never completely
meet real needs. Lasting solutions
are only realized when individuals
learn to and acquire the strength to
meet their own needs. This cannot
be forced, only encouraged.

I am not suggesting that govern-
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ment has no role in meeting
individual/societal needs. Instead it
should have a very limited role. It
should be a last line of defense.

If we profess a philosophy of lim
ited government, we profess in the
same breath a faith in unlimited
personal responsibility. When I ar
rived home last night, that thought
made me tired. Yet everything

Life's Deeper Meaning

worth having in life must be earned:
health, respect, creativity, friend
ship, and so forth. Government can
not meet the need because, in most
instances, the need is for personal
effort or activity or growth. If we do
not believe in pervasive govern
ment, we must believe in Pervasive
individual, family, church, and
community responsibility. ®

IDEAS ON

LIBERTY

OUT of all these material gains none compares to the greater gain in
finding that life is more than the bread and bed. This is what America
stands for. There was much reward outside of material gain in the
pioneer life of our forefathers. To be a good neighbor was rewarding. To
be a responsible citizen brought recognition. The secret of our very
successful youth agencies such as the Boy Scouts, the 4-H Clubs, the
Future Farmers, and similar organizations may be that they recognize
the worthiness of any achievement or the extra mile of any individual.

In a government-controlled system much of this may be lost, because
why go an extra mile when some get rewards just because they exist as
numbers? This is why we do not want a system of government where the
State and its agents make the rules. But to avoid such an order for the
masses, we must each of us become individuals who make it a part ofour
character to go the extra mile on every road and do every task beyond
the call of duty, not just for a state or organization or institution or
company, but for much more than these:-for the dignity of man and his
chance to be worthy of being free to choose.

The reward for the extra miles may come in promotions and increased
pay, but more than such remunerations will be the compensation that
will come out of the growing inward satisfaction and the respect and
love of our neighbors. These gains must be earned.

GEORGE D. SCARSETH, "That Extra Mile"



LUdwig von Mises

Socialism

I am in Buenos Aires as a guest
of the Centro de Difusi6n de la
Economia Libre. What is economia
libre? What does this system of
economic freedom mean? The an
swer is simple: it is the market
economy, it is the system in which
the cooperation of individuals in the
social division of labor is achieved
by the market. This market is not a
place; it is a process, it is the way in
which, by selling and buying, by
producing and consuming, the indi
viduals contribute to the total work
ings of society.

In dealing with this system of
economic organization-the market
economy-we employ the term ((eco
nomic freedom." Very often, people
misunderstand what it means, believ
ing that economic freedom is some
thing quite apart from other freedoms
and that these other freedoms-which
they hold to be more important--can
be preserved even in the absence of
economic freedom. The meaning of

economic freedom is this: that the
individual is in a position to choose
the way in which he wants to inte
grate himself into the totality of
society. The individual is able to
choose his career, he is free to do
what he wants to do.

This is of course not meant in the
sense which so many people attach
to the word freedom today; it is
meant rather in the sense that,
through economic freedom, man is
freed from natural conditions. In na
ture, there is nothing that can be
termed freedom, there is only the
regularity of the laws of nature,
which man must obey if he wants to
attain something.

In using the term freedom as
applied to human beings, we think
only of the freedom within society.
Yet, today, social freedoms are con
sidered by many people to be inde
pendent of each other. Those who
call themselves ((liberals" today are
asking for policies which are pre-
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cisely the opposite of those policies
which the liberals of the· nineteenth
century advocated in their liberal
programs. The so-called liberals of
today have the very popular idea
that freedom of speech, of thought,
of the press, freedom of religion,
freedom from imprisonment without
trial-that all these freedoms can be
preserved in the absence of what is
called economic freedom. They do
not realize that, in a system where
there is no market, where the gov
ernment directs everything, all
those other freedoms are illusory,
even if they are made into laws and
written up in constitutions.

Let us take one freedom, the free
dom of the press. If the government
owns all the printing presses, it will
determine what is to be printed and
what is not to be printed. And if the
government owns all the printing
presses and determines what shall
or shall not be printed, then the
possibility of printing any kind of
opposing arguments against the
ideas of the government becomes
practically nonexistent. Freedom of
the press disappears. And it is the
same with all the other freedoms.

Freedom in Society

In a market economy, the individ
ual has the freedom to choose what
ever career he wishes to pursue, to
choose his own way of integrating
himself into society. But in a
socialist system, that is not so: his

career is decided by decree of the
government. The government can
order people whom it dislikes, whom
it does not want to live in certain
regions, to move into other regions
and to other places. And the gov
ernment is always in a position to
justify and to explain such proce
dure by declaring that the govern
mental plan requires the presence of
this eminent citizen five thousand
miles away from the place in which
he could be disagreeable to those in
power.

It is true that the freedom a man
may have in a market economy is
not a perfect freedom from the
metaphysical point of view. But
there is no such. thing as perfect
freedom. Freedom means something
only within the framework of soci
ety. The eighteenth-century authors
of ttnatural law"-above all, Jean
Jacques Rousseau-believed that
once, in the remote past, men en
joyed something called ttnatural"
freedom. But in that remote age,
individuals were not free, they were
at the mercy of everyone who was
stronger than they were. The fa
mous words of Rousseau: ttMan is
born free and everywhere he is in
chains" may sound good, but man is
in fact not born free. Man is born a
very weak suckling. Without the
protection of his parents, without
the protection given to his parents
by society, he would not be able to
preserve his life.
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Freedom in society means that a
man depends as much .upon other
people as other people depend upon
him. Society under the market econ
omy, under the conditions of
CCeconomia libre," means a state of
affairs in which everybody serves
his fellow. citizens and is served by
them.in return. People believe that
there are in the market economy
bosses who are independent of the
good will and support of other peo
ple. They believe that the captains
of industry, the. businessmen, the
entrepreneurs are the real bosses in
the economic system. But this is an
illusion. The real bosses in the
economic system are the consumers.
And if the consumers stop patroniz
ing a branch of business, these
businessmen are either forced to

Ludwig von Mises, 1881-1973, was one
of the great defenders of a rational
economic science, and perhaps the sin
gle most creative mind at work in this
field in our century.

Found among the papers of Dr. Mises
were transcripts of lectures he delivered
in Argentina in 1959. These have now
been edited by his widow and are avail
able as a Regnery/Gateway paperbacked
book. This article, one of the lectures, is
here reprinted by permission of the pub
lishers. All rights reserved.

The book, Economic Policy: Thoughts
for Today and Tomorrow, also may be
purchased at $4.95 from The Founda
tion for Economic Education, Inc.,
Irvington-on-Hudson, N.Y. 10533.

abandon their eminent position in
the economic system or to adjust
their actions to the wishes and to the
orders of the consumers.

One of the best-known prop
agators of communism was Lady
Passfield, under her maiden name
Beatrice Potter, and well-known
under .the name of her husband
Sidney Webb. This lady was the
daughter of a wealthy businessman
and, when she was a young adult,
she served as her father's secretary.
In her memoirs she writes: cCIn the
business ofmy father everybody had
to obey the orders issued by my
father, the boss. He alone had to
give orders, but to him nobody gave
any orders." This is a very short
sighted view. Orders were given to
her father by the consumers, by the
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buyers. Unfortunately, she could not
see these orders; she could not see
what goes on in a market economy,
because she Was interested only in
the orders given within her father's
office or his factory.

Sovereign Consumers

In all economic problems, we must
bear in mind the words of the great
French economist Frederic Bastiat,
who titled one ofhis brilliant essays:
rrCe qu'on voit et ce qu'on ne voit pas"
C(What you see and what you do not
see"). In order to comprehend the
operation of an economic system, we
must deal not only with the things
that can be seen, but we also have to
give our attention to the things
which cannot be perceived directly.
For instance, an order issued by a
boss to an office boy can be heard by
everybody who is present in the
room. What cannot be heard are the
orders given to the boss by his cus
tomers.

The fact is that, under the capital
istic system, the ultimate bosses are
the consumers. The sovereign is not
the state, it is the people. And the
proof that they are the sovereign is
borne out by the fact that they have
the right to be foolish. This is the
privilege of the sovereign. He has
the right to make mistakes, no one
can prevent him from making them,
but of course he has to pay for his
mistakes. If we say the consumer is
supreme or that the consumer is

sovereign, we do not say that the
consumer is free from faults, that
the consumer is a man who always
knows what would be best for him.
The consumers very often buy
things or consume things they ought
not to buy or ought not to consume.

But the notion that a capitalist
form of government can prevent
people from hurting themselves by
controlling their consumption is
false. The idea of government as a
paternal authority, as a guardian
for everybody, is the idea of those
who favor socialism. In the United
States some years ago, the govern
ment tried what was called H a noble
experiment." This noble experiment
was a law making it illegal to con
sume intoxicating beverages. It is
certainly true that many people
drink too much brandy and whiskey,
and that they may hurt themselves
by doing so. Some authorities in the
United States are even opposed to
smoking. Certainly there are many
people who smoke too much and who
smoke in spite of the fact that it
would be better for them not to
smoke. This raises a question which
goes far beyond economic discussion:
it shows what freedom really means.

Granted, that it is good to keep
people from hurting themselves by
drinking or smoking too much. But
once you have admitted this, other
people will say: Is the body every
thing? Is not the mind of man much
more important? Is not the mind of
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man the real human endowment,
the real human quality? If you give
the government the right to deter
mine the consumption of the human
body, to determine whether one
should smoke or not smoke, drink or
not drink, there is no good reply you
can give to people who say: ((More
important than the body is the mind
and the soul, and man hurts himself
much more by reading bad books, by
listening to bad music and looking
at bad movies. Therefore it is the
duty of the government to prevent
people from committing these
faults."

And, as you know, for many hun
dreds of years governments and au
thorities believed that this really
was their duty. Nor did this happen
in far distant ages only; not long
ago, there was a government in
Germany that considered it a gov
ernmental duty to distinguish be
tween good and bad paintings
which of course meant good and bad
from the point of view ofa man who,
in his youth, had failed the entrance
examination at the Academy of Art
in Vienna; good and bad from the
point of view of a picture-postcard
painter. And it became illegal for
people to utter other views about art
and paintings than those of the Su
preme Fuhrer.

Once you begin to admit that it is
the duty of the government to con
trol your consumption of alcohol,
what can you reply to those who say

the control of books and ideas is
much more important?

Freedom to Make Mistakes

Freedom really means the freedom
to make mistakes. This we have to
realize. We may be highly critical
with regard to the way in which our
fellow citizens are spending their
money and living their lives. We
may believe that what they are
doing is absolutely foolish and bad,
but in a free society, there are many
ways for people to air their opinions
on how their fellow citizens should
change their ways of life. They can
write books; they can write articles;
they can make speeches; they can
even preach at street corners if they
want-and they do this, in many
countries. But they must not try to
police other people in order to pre
vent them from doing certain things
simply because they themselves do
not want these other people to have
the freedom to do it.

This is the difference between
slavery and freedom. The slave must
do what his superior orders him to
do, but the free citizen-and this is
what freedom means-is in a posi
tion to choose his own way of life.
Certainly this capitalistic system
can be abused, and is abused, by
some people. It is certainly possible
to do things which ought not to be
done. But if these things are ap
proved by a·majority of the people, a
disapproving person always has a
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way to attempt to change the minds
of his fellow citizens. He can try to
persuade them, to convince them,
but he may not try to force them by
the use of power, of governmental
police power.

Status and Caste

In the market economy, everyone
serves his fellow citizens by serving
himself. This is what the liberal
authors of the eighteenth century
had in mind when they spoke of the
harmony of the rightly understood
interests of all groups and of all
individuals of the population. And it
was this doctrine of the harmony of
interests which the socialists op
posed. They spoke of an ~~irreconcil

able conflict of interests" between
various groups.

What does this mean? When Karl
Marx-in the first chapter of the
Communist Manifesto, that small
pamphlet which inaugurated his
socialist movement--elaimed that
there was an irreconcilable conflict
between classes, he could not illus
trate his thesis by any examples
other than those drawn from the con
ditions of precapitalistic society. In
precapitalistic ages, society was di
vided into hereditary status groups,
which in India are called ((castes." In
a status society a man was not, for
example, born a Frenchman; he was
born as a member of the French
aristocracy or of the French
bourgeoisie or of the French peasan-

try. In the greater part ofthe Middle
Ages, he was simply a serf. And
serfdom, in France, did not disap
pear completely until after the
American Revolution. In other parts
of Europe it disappeared even later.

But the worst form in which serf
dom existed-and continued to ex
ist even after the abolition of slav
ery-was in the British colonies
abroad. The individual inherited his
status from· his parents, and he re
tained it throughout his life. He
transferred it to his children. Every
group had privileges and dis
advantages. The highest groups had
only privileges, the lowest groups
only disadvantages. And there was
no way a man could rid himself of
the legal disadvantages placed upon
him by his status other than by
fighting a political struggle against
the other classes. Under such condi
tions, you could say that there was
an ((irreconcilable conflict of inter
ests between the slave owners and
the slaves," because what the slaves
wanted was to be rid of their slav
ery, of their quality of being slaves.
This meant a loss, however, for the
owners. Therefore there is no ques
tion that there had to be this ir
reconcilable conflict of interests be
tween the members of the various
classes.

One must not forget that in those
ages-in which the status societies
were predominant in Europe, as
well as in the colonies which the
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Europeans later founded in Amer
ica-people did not consider them
selves to be connected in any special
way with the other classes of their
own nation; they felt much more at
one with the members of their own
class in other countries. A French
aristocrat did not look upon lower
class Frenchmen as his fellow citi
zens; they were the ~~rabble," which
he did not like. He regarded only the
aristocrats of other countries-those
of Italy, England, and Germany, for
instance-as his equals.

The most visible effect of this
state of affairs was the fact that the
aristocrats all over Europe used the
same language. And this language
was French, a language which was
not understood, outside France, by
other groups of the population. The
middle classes-the bourgeoisie
had their own language, while the
lower classes-the peasantry-used
local dialects which very often were
not understood by other groups of
the population. The same was true
with regard to the way people
dressed. When you travelled in 1750
from one country to another, you
found that the upper classes, the
aristocrats, were usually dressed in
the same way all over Europe, and
you found that the lower classes
dressed differently. When you met
someone in the street, you could see
immediately-from the way he
dressed-to which class, to which
status he belonged.

It is difficult to imagine how dif
ferent these conditions were from
present-day conditions. When I
come from the United States to
Argentina and I see a man on the
street, I cannot know what his
status is. I only assume that he is a
citizen of Argentina and that he is
not a member of some legally re
stricted group. This is one thing that
capitalism has brought about. Of
course, there are also differences
within capitalism. There are differ
ences in wealth, differences which
Marxians mistakenly consider to be
equivalent to the old differences
that existed between men in the
status society.

Aristocratic Wealth

The differences within a capitalist
society are not the same as those in
a socialist society. In the Middle
Ages-and in many countries even
much later-a family could be an
aristocrat family and possess great
wealth, it could be a family of dukes
for hundreds and hundreds of years,
whatever its qualities, its talents,
its character or morals. But, under
modern capitalistic conditions, there
is what has been technically de
scribed by sociologists as ~~social

mobility." The operating principle of
this social mobility, according to the
Italian sociologist and economist
Vilfredo Pareto, is ~~la circulation
des elites" (the circulation of the
elites). This means that there are
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always people who are at the top of
the social ladder, who are wealthy,
who are politically important, but
these people-these elites-are con
tinually changing.

This is perfectly true in a capital
ist society. It was not true for a
precapitalistic status society. The
families who were considered the
great aristocratic families of Europe
are still the same families today or,
let us say, they are the descendants
of families that were foremost in
Europe, 800 or 1000 or more years
ago. The Capetians of Bourbon
who for a very long time ruled here
in Argentina-were a royal house as
early as the tenth century. These
kings ruled the territory which is
known now as the Ile-de-France, ex
tending their reign from generation
to generation. But in a capitalist
society, there is continuous
mobility-poor people becoming rich
and the descendants of those rich
people losing their wealth and be
coming poor.

Wealth under Capitalism

Today I saw in a bookshop in one
of the central streets of Buenos
Aires the biography of a busi
nessman who was so eminent, so
important, so characteristic of big
business in the nineteenth century
in Europe that, even in this coun
try, far away from Europe, the book
shop carried copies of his biography.
I happen to know the grandson of

this man. He has the same name his
grandfather had, and he still has a
right to wear the title of nobility
which his grandfather-who started
as a blacksmith-had received
eighty years ago. Today this grand
son is a poor photographer in New
York City.

Other people, who were poor at
the time this photographer's grand
father became one of Europe's
biggest industrialists, are today cap
tains of industry. Everyone is free to
change his status. This is the differ
ence between the status system and
the capitalist system of economic
freedom, in which everyone has only
himself to blame ifhe does not reach
the position he wants to reach.

The most famous industrialist of
the twentieth century up to now is
Henry Ford. He started with a few
hundred dollars which he had bor
rowed from his friends, and within a
very short time he developed one of
the most important big business
firms of the world. And one can
discover hundreds of such cases
every day.

Every day, the New York Times
prints long notices of people who
have died. If you read these biog
raphies, you may come across the
name of an eminent businessman,
who started out as a seller of news-
papers at street corners in New
York. Or he started as an office boy,
and at his death he is the president
of the same banking firm where he
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started on the lowest rung of the
ladder. Of course, not all people can
attain these positions. Not all people
want to attain them. There are peo
ple who are more interested in other
problems and, for these people, other
ways are open today which were not
open in the days of feudal society, in
the ages of the status society.

The socialist system, however,
forbids this fundamental freedom to
choose one's own career. Under
socialist conditions, there is only one
economic authority, and it has the
right to determine all matters con
cerning production.

Central Planning

One of the characteristic features
of our day is that people use many
names for the same thing. One
synonym for socialism and com
munism is Hplanning." If people
speak of ttplanning" they mean, of
course, central planning, which
means one plan made by the gov
ernment-one plan that prevents
planning by anyone except the gov
ernment.

A British lady, who also is a
member ofthe Upper House, wrote a
book entitled Plan or No Plan, a
book which was quite popular
around the world. What does the
title of her book mean? When she
says ttplan," she means only the type
ofplan envisioned by Lenin and Sta
lin and their successors, the type
which governs all the activities of

all the people of a nation. Thus, this
lady means a central plan which
excludes all the personal plans that
individuals may have. Her title
Plan or No Plan is therefore an illu
sion, a deception; the alternative is
not a central plan or no plan, it is the
total plan of a central governmental
authority or freedom for individuals
to make their own plans, to do their
own planning. The individual plans
his life, every day, changing his
daily plans whenever he will.

The free man plans daily for his
n,eeds; he says, for example: ttYes_
terday I planned to work all my life
in Cordoba." Now he learns about
better conditions in Buenos Aires
and changes his plans, saying: ttIn_
stead of working in Cordoba, I want
to go to. Buenos Aires." And that is
what freedom means. It may be that
he is mistaken, it may be that his
going to Buenos Aires will tum out
to have been a mistake. Conditions
may have been better for him in
Cordoba, but he himself made his
plans.

Under government planning, he is
like a soldier in an army. The soldier
in the army does not have the right
to choose his garrison, to choose the
place where he will serve. He has
to obey orders. And the socialist
system-as Karl Marx, Lenin, and
all socialist leaders knew and
admitted-is the transfer of army
rule to the whole production system.
Marx spoke of ttindustrial armies,"
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and Lenin called for Uthe organiza
tion of everything-thepostoffice,
the factory, and other industries,
according to the model ofthe army."

Therefore, in the socialist system
everything depends on the wisdom,
the talents,' and the gifts of those
people who form the supreme au
thority. That which the supreme
dictator-or his committee-does
not know, is not taken into account.
But the knowledge which mankind
has accumulated in its long history
is not acquired by everyone; we have
accumulated such an enormous
amount of scientific and technologi
cal knowledge over the centuries
that it is humanly impossible for one
individual to know all these things,
even though he be a most gifted
man.

And people are different, they are
unequal. They always will be. There
are some people who are more gifted
in' one subject and less in another
one. And there are people who have
the gift to find new paths, to change
the trend of knowledge. In capitalist
societies, technological progress and
economic progress are gained
through such people. Ifa man has an
idea,he will try to find a few people
who are clever enough to realize the
value of his idea. Some capitalists,
who dare to look into the future, who
realize the possible consequences of
such an idea, will start to. put it to
work. Other people, at first,may
say:ttThey are fools"; but they will

stop saying so when they discover
that this enterprise,'which they
called foolish, is flourishing, and
that people are happy' to buy its
products.

"Planners" Resist New Ideas

Under the Marxian system, on the
other hand, the supreme govern
ment body must first be convinced of
the value of such an idea before it
can be pursued and developed. This
can be a very difficult thing to do, for
only the group of people at the
head-or the supreme dictator
himself-has the power to make de
cisions. And if these people
because of laziness or' old age, or
because they are not very bright and
learned-are-unable to grasp the
importance ofthe new idea, then the
new project will not be undertaken.

We can think of examples from
military history. Napoleon was cer
tainly a genius in military affairs; he
had one serious problem, however,
and his inability to solve that prob-
lem culminated, finally, in' his de
feat and exile to the loneliness ofSt.
Helena. Napoleon's problem was:
ttHow to conquer England?" In order
to do that, he needed'a navy to cross
the English Channel, and there
were people who told him they had a
way to accomplish that crossing,
people who-in an age of sailing
ships-had come up with the new
idea of steamships. But Napoleon
did not understand their proposal.
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Then there was Germany's fa
mous Generalstab. Before the First
World War, the German general
staff was universally considered to
be unsurpassed in military wisdom.
A similar reputation was held by the
staff of General Foch in France. But
neither the Germans nor the
French-who, under the leadership
of General Foch, later defeated the
Germans-realized the importance
of aviation for military purposes.
The German general staff said:
~~Aviationis merely for pleasure, fly-
ing is good for idle people. From a
military PQint of view, only the Zep
pelins are important," and the
French general staffwas of the same
opinion.

Later, during the period between
World War I and World War II,
there was a general in the United
States who was convinced that avia
tion would be very important in the
next war. But all other experts· in
the United States were against him.
He could not convince them. If you
have to convince a group of people
who are not directly dependent·· on
the solution of a problem, you will
never succeed. This is true also of
noneconomic problems.

Artists Under Socialism

There have been painters, poets,
writers, composers, who complained
that the public did not acknowledge
their work and caused them to re
main poor. The public may certainly

have had poor judgment, but when
these artists said: ~~The government
ought to support great artists, paint
ters, and writers," they were very
much in the wrong. Whom should
the government entrust with the
task of deciding whether a new
comer is really a great painter or
not? It would have to rely on the
judgment of the critics, and the pro
fessors of the history of art who are
always looking back into the past
yet who very rarely have shown the
talent to discover new genius. This
is the great difference between a
system of ~(planning" and a system
in which everyone can plan and act
for himself.

It is true, of course, that great
painters and great writers have
often had to endure great hardships.
They might have succeeded in their
art, but not always in getting
money. Van Gogh was certainly a
great painter. He had to suffer un
bearable hardship and, finally,
when he was thirty-seven years old,
he committed suicide. In all his life
he sold only one painting, and the
buyer of it was his cousin. Apart
from this one sale, he lived from the
money of his brother, who was not
an artist nor a painter. But van
Gogh's brother understood a paint
er's needs. Today you cannot buy a
van Gogh for less than a hundred or
two hundred thousand dollars.

Under a socialist system, van
Gogh's fate might have been differ-
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ent. Some government official would
have asked some well-known paint
ers (whom van Gogh certainly
would not have regarded as artists
at all) whether this young man, half
or completely crazy, was really a
painter worthy to be supported. And
they without a doubt, would have
answered: ((No, he is not a painter;
he is not an artist; he is just a man
who wastes paint;" and they would
have sent him into a milk factory or
into a home for the insane. There
fore all this enthusiasm in favor of
socialism by the rising generation of
painters, poets, musicians, jour
nalists, actors, is based on an illu
sion. I mention this because these
groups are among the most fanatical
supporters of the socialist idea.

Economic Calculation

When it comes to choosing be
tween socialism and capitalism as
an economic system, the problem is
somewhat different. The authors of
socialism never suspected that mod
ern industry, and all the operations
of modern business, are based on
calculation. Engineers are by no
means the only ones who make
plans on the basis of calculations,
businessmen also must do so. And
businessmen's calculations are all
based on the fact that, in the market
economy, the money prices of goods
inform not only the consumer, they
also provide vital information to
businessmen about the factors of

production, the main function of the
market being not merely to deter
mine the cost of the last part of the
process of production and transfer of
goods to the hands of the consumer,
but the cost ofthose steps leading up
to it. The whole market system is
bound up with the fact that there is
a mentally calculated division of
labor between the various business
men who vie with each other in
bidding for the factors of production
-the raw material, the machines,
the instruments-and for the human
factor of production, the wages paid
to labor. This sort of calculation by
the businessman cannot be accom
plished in the absence of prices sup
plied by the market.

At the very instant you abolish
the market-which is what the
socialists would like to do-you ren
der useless all the computations and
calculations of the engineers and
technologists; the technologists can
give you a great number of projects
which, from the point of view of the
natural sciences, are equally feasi
ble, but it takes the market-based
calculations of the businessman to
make clear which of those projects is
the most advantageous, from the
economic point of view.

The Importance of Prices

The problem with which I am
dealing here is the fundamental
issue of capitalistic economic calcu
lation as opposed to socialism. The
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fact is that economic calculation,
and therefore all technological
planning, is possible only if there
are money prices, not only for con
sumer goods but also for the factors
of production. This means there has
to be a market for all raw materials,
for all half-finished goods, for all
tools and machines, and for all kinds
ofhuman labor and human services.

When this fact was discovered, the
socialists did not know how to re
spond. For 150 years they had said:
~~All the evils in the world come from
the fact that there are markets and
market prices. We want to abolish
the market and with it, of course, the
market economy, and substitute for
it a system without prices and with
out markets." They wanted to abolish
what Marx called the ~~commodity

character" of commodities and of
labor.

When faced with this new prob
lem, the authors of socialism, hav
ing no answer, finally said: ~~We will
not abolish the market altogether;
we will pretend that a market
exists; we will play market, like
children who play school." But
everyone knows that when children
play school, they do not learn any
thing. It is just an exercise, a
game, and you can ~~play" at many
things.

This is a very difficult and compli
cated problem and in order to deal
with it in full one needs a little more
time than I have here. I have ex-

plained it in detail in my writings.
In six lectures I cannot enter into an
analysis of all its aspects, therefore,
I want to advise you, if you are
interested in the fundamental prob
lem of the impossibility of calcula
tion and planning under socialism,
read my book Human Action, which
is available in an excellent Spanish
translation.

But read other books, too, like the
book of the Norwegian economist
Trygve Hoff, who· wrote on economic
calculation. And if you do not want
to be one-sided, I recommend that
you read the highly-regarded
socialist book on this subject by the
eminent Polish economist Oscar
Lange, who at one time was a pro
fessor at an American university,
then became a Polish ambassador,
and later returned to Poland.

The Soviet "Experiment"

You will probably ask me: ~(What

about Russia? How do the Russians
handle this question?" This changes
the problem. The Russians operate
their socialistic system within a
world in which there are prices for
all the factors of production, for all
raw materials, for everything. They
can therefore employ, for their
planning, the foreign prices of the
world market. And because there
are certain differences between con
ditions in Russia and those in
United States, the result is very
often that the Russians consider
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The Pricing Process

The pricing process is a social process. It is consummated by an interaction
of all members of the society. All collaborate and cooperate, each in the
particular role he has chosen for himself in the framework of the division of
labor....

It is the very essence of prices that they are the offshoot of the actions of
individuals and groups of individuals acting on their own behalf ...

Prices are by definition determined by peoples' buying and selling or
abstention from buying and selling. They must not be confused with fiats
issued by governments or other agencies enforcing their orders by an
apparatus of coercion and compulsion....

In declaring that it is not the business of government to determine prices,
we do not step beyond the borders of logical thinking. A government can no
more determine prices than a goose can lay hen's eggs.

LUDWIG VON MISES, Human Action

something to be justified and advis
able-from their economic point of
view-the Americans would not
consider economically justifiable at
all.

The cCSoviet experiment," as it was
called, does· not prove anything. It
does not tell us anything about the
fundamental problem of socialism,
the problem of calculation. But are
we entitled to speak of it as an
experiment? I do not believe there is
such a thing as a scientific experi
ment in the field of human action
and economics. You cannot make
laboratory experiments in the field
of human action because a scientific
experiment requires that you do the
same thing under various condi-

tions, or that you maintain the same
conditions, changing perhaps only
one factor. For instance, ifyou inject
into a cancerous animal some ex
perimental medication, the result
may be that the cancer will disap
pear. You can test this with various
animals of the same kind which suf
fer from the same malignancy. If
you treat some of them with the new
method and do not treat the rest,
then you can compare the result.
You cannot do this within the field
of human action. There are no
laboratory experiments in human
action.

The so-called Soviet cCexperiment"
merely shows that the standard of
living is incomparably lower in
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Soviet Russia than it is in the coun
try that is considered, by the whole
world, as the paragon of capitalism:
the United States.

Of course, if you tell this to a
socialist, he will say: ~~Things are
wonderful in Russia." And you tell
him: ~~They may be wonderful, but
the average standard of living is
much lower." Then he will answer:
~~yes, but remember how terrible it
was for the Russians under the tsars
and how terrible a war we had to
fight."

I do not want to enter into discus
sion of whether this is or is not a
correct explanation, but if you deny
that the conditions are the same,
you deny that it was an experiment.
You must then say this (which
would be much more correct):
HSocialism in Russia has not
brought about an improvement in
the conditions of the average man
which can be compared with the
improvement of conditions, during
the same period, in the United
States."

The Buyer as Boss ys.
Control by a "Planner"

In the United States you hear of
something new, of some improve
ment, almost every week. These are
improvements that business has
generated, because thousands and
thousands of business people are
trying day and night to find some
new product which satisfies the con-

sumer better or is less expensive to
produce, or better and less eXPen
sive than the existing products.
They do not do this out of altruism,
they do it because they want to
make money. And the effect is that
you have an improvement in the
standard of living in the United
States which is almost miraculous,
when compared with the conditions
that existed fifty or a hundred years
ago. But in Soviet Russia, where you
do not have such a system, you do
not have a comparable improve
ment. So those people who tell us
that we ought to adopt the Soviet
system are badly mistaken.

There is something else that
should be mentioned. The American
consumer, the individual, is both a
buyer and a boss. When you leave a
store in America, you may find a
sign saying: ~~Thank you for your
patronage. Please come again." But
when you go into a shop in a to
talitarian country-be it in
present-day Russia, or in Germany
as it was under the regime of Hit
ler-the shopkeeper tells you: ~~You
have to be thankful to the great
leader for giving you this."

In socialist countries, it is not the
seller who has to be grateful, it is
the buyer. The citizen is not the
boss; the boss is the Central Com
mittee, the Central Office. Those
socialist committees and leaders and
dictators are supreme, and the peo
ple simply have to obey them. ,
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and

Disorder

IN one part of Spain, some 20,000
demonstrators protest the construc
tion of a generating station to be
equipped with an American-sup
plied nuclear reactor, and police
cordon off access highways to pre
vent the gathering of an estimated
10,000 more. In another part of
Spain, Basque separatists block the
main highway to France, burn buses
and cars, and initiate a general
strike involving tens of thousands in
the, Basque region. And across
Spain, social and economic indi
cators spell other troubles: the crime
rate rises, drug addiction spreads,
unemployment approaches the 9%
mark, and inflation rots the Spanish
peseta at the rate of 16% a year.

Dr. Peterson is the Scott L. ProbelGco, Jr., Professor
of Free Enterprise, director of the Center for
Economic Education at the University of Tennessee
at Chattanooga, and a member of the Mont Pelerin
Society.
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Spain, one discovers, is part and
parcel of ((the Western sickness"
the disorder of the Western democ
racies.

But in Madrid, at a week-long
meeting last September of the Mont
Pelerin Society-an international
group of market economists-the
talk is not only of disorder but of
order: the essential social harmony
and economic growth implicit in a
society of unhampered markets, of
neoliberal values, of freedom and
free enterprise. For example:

• University of Chicago
economist George Stigler reaffirms
the competitive order, with its sys
tem of built-in rewards and penal
ties, as a means of enhancing the
ethics of society.

• British economist Arthur Shen
field gives the case for withdrawing
legal exemptions from unions and
resubjecting them and their mem-
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bers to the law of contract and tort
as a means ofcorrecting labor power
abuses.

• Guatemalan businessman and
university trustee Manuel Ayau
cautions his fellow businessmen
everywhere to do their homework on
the finer points of free enterprise
economics and avoid seeking gov
ernment favors like a plague~r

else risk the image of appearing as
naive and two-faced in the court of
public opinion.

• Erasmus University economist
Roland Vaubel of Rotterdam
employs the Buchanan-Tullock
((theory of public choice" and finds
politicians, bureaucrats and voters,
in utilizing the coercive powers of
the state, a lot less public-interest
ed and a lot more self-interested
than is commonly presumed.

• West German economist
Gerhard Prosi analyzes and rejects
the push for codetermination
government insistence on union
representation on corporate
boards-citing West German ex
perience in which union representa
tives opted for short-run worker ad
vantages at the expense of long-run
company objectives.

• University of Illinois economist
Donald Kemmerer puts in a plug for
((honest money" and the gold stan
dard as a means ofrestoring order in
the current international monetary
turmoil.

The turmoil, monetary and

otherwise, is pervasive as well as
gloomy. Swedish economist Eric
Brodin, for instance, finds Sweden's
famed Hmiddle-way" welfare state
counterproductive, to put it mildly.
Sweden's taxes are about the high
est in the world. This factor has
contributed mightily to its ((brain
drain" and bodes ill for its export
oriented economy to compete in
world markets. To make matters
worse, income tax progressivity
the tax biting deeper and deeper as
incomes inflate-depresses em
ployee productivity by dulling the
incentive to work harder or longer
and by inducing absenteeism.
Swedish absenteeism increased 63%
from 1960 to 1978, Brodin notes.

In addition, he points out, the tax
burden has pushed as much as 10%
of the Swedish economy into the
((underground" of barter and unre
ported sales and incomes, so as to
evade the tax collector. Thus, say, a
Swedish dentist and carpenter swap
some bridgework for some kitchen
cabinets. Things like that prompt
Eric Brodin to suggest that the
Swedish tax system increasingly
puts a tax on honesty; and he quotes
renowned Swedish economist Gun
nar Myrdal who is blunter still on
accelerating tax-cheating: ((We are
becoming a nation of hustlers."

In like manner, University of
Rome economist Antonio Martino
details the spread and repercussions
of statism in inflation-rife Italy. One
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indicator he employs is the ratio of
public sector spending to national
income. He reports that this per
centage has climbed in Italy from
37% in 1960, to 44% in 1970, and is
expected to be between 55% and 60%
in 1979, a trend greatly facilitated
by the Italian government's penchant
for financing its deficits over the
years by money creation-in effect,
the printing press.

Professor Martino notes how
Luigi Einaudi, Italy's first president
and an early member of the Mont
Pelerin Society, had anticipated the
problem of deficit finance. During
the drafting of Italy's postwar con
stitution, Dr. Einaudi sought and
won a provision which states: ~~Ev

ery law which involves new or
greater expenditures must indicate
the means to meet them." But, as
may be expected, this provision has
been progressively ignored by Ital
ian politicians, especially since the
early 1960's when they uopened the
door to the Left."

Helping to break Italian budgets,
says Dr. Martino, has been the pol
icy of purchasing ~~problemfirms" so
as to save threatened jobs. But
~~problem firms" seem to become
even more problem-prone under
state ownership, for losses, appar
ently, are of little consequence. For
example, Alfa Romeo, the presti-

gious state car manufacturer, pro
duces about 200,000 cars a year, and
annually loses on the order of 200
billion lire. In other words, the
manufacturer-or rather the Italian
taxpayer-loses roughly one million
lire, or $1,235, per car.

The irony of these and similar
national examples of disorder put
forth by other Mont Pelerin speak
ers is told by Nobel Laureate in
Economics F. A. Hayek. To restore
~~order" the authorities ignore the
fact that it was their interventions
that largely caused the problems in
the first place, and so they intervene
further. For example, they fight in
flation with price controls. But the
more they intervene, frequently
egged on by interest groups, the
greater becomes the disorder.

So Hayek points to the ~~spontane

ous order" inherent in free markets,
the order springing from the nature
of knowledge. He stresses the dy
namics and wide dispersion of
economic knowledge, especially that
related to supply and demand. It is
the inevitable lack of this knowl
edge, along with the vain attempt to
repeal the law of supply and de
mand, says Hayek, that frustrates
central planners, welfare adminis
trators and industry regulators-as
well as their respective nations. ,
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AGE OF
INFLATION

Hans F. Sennholz

LUDWIG VON MISES said it almost
seventy years ago: ((State regulation
. . . in the sphere of banking, as
everywhere else . . . has been a
failure."

Now one of Mises' most eminent
and articulate disciples, Professor
Hans Sennholz of Grove City Col
lege, has restated that principle
much more forcefully: rrmoney is in
{lated, depreciated and ultimately
destroyed whenever government
holds monopolistic power over it."
That is the main lesson to be learned
from Sennholz's latest book, Age of
Inflation.

This book deals with fundamen
tals: what is money, how was it
created, what determines its value,
how does it operate in an economy,
what happens when money is u man
aged" by government, what alterna-

George Koether Is a businessman, economist, au
thor, journalist, lecturer, consultant, and long-time
advocate of free market principles and practices.

tives are there for present monetary
mismanagement? With an engaging
mixture of logic and history
thoroughly grounded on the rock of
Austrian monetary theory and his
own personal experience with infla
tion in Germany-Sennholz serves
up a feast of good reading upon the
economic problem that has become
the curse of the world. Each chapter
can be enjoyed separately on its
own. This is a book one can pick up,
lay down and come back to many
times-all with profit.

In the tangled labyrinth of
economic myth no truth seems
harder to find than the truth about
money. Happily, Sennholz knows
his way well as he thoroughly ex
poses the major monetary myths:
that money was created by the
State, that a growing economy re
quires a growing money Usupply,"
that unemployment can be cured by
sufficient doses of inflation and that

53
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business cycles are an inevitable
characteristic of a free market.
Especially timely are his treatment
of the Chicago School ((monetarists"
and his strictures on the Federal
Reserve System.

Monetary Policy

He challenges the Chicago
School's Nobel-prize winner, Milton
Friedman, with a frontal attack on
Friedman's monetary theory. Senn
holz generously credits Friedman
and the ((monetarists" for the
((analytical depth, scientific preci
sion and overwhelming empirical
evidence" with which they ((re
emphasized the importance of
monetary policy." He applauds their
((levelling devastating criticisms at
official monetary managers for hav
ing generated feverish booms and
disastrous recessions."

But Sennholz scorns Friedman's
recommendation for a slow but
steady, planned and controlled in
crease in currency and bank depos
its of three to five per cent per year.
This lessened rate of inflation, Senn
holz points out, still has deleteri
ous effects upon the economy lead
ing to recurring depressions. His
summary coup de grace for Chicago
School monetary theory is brief and
to the point: ((It is built on the quick
sand of macroeconomic analysis, it
misinterprets the business cycles
and therefore is bound to fail as a
policy guide for economic stability;

and it is inherently inflationary be
cause it makes government the
guardian ofour money.... After all,
it puts government in charge of
economic stability and then pre
scribes monetary policies that will
continue to generate business cy
cles."

Age of Inflation by Hans F.
Sennholz. Published by
Western Islands, Belmont,
Massachusetts 02178, 1979.
214 pages, $8.95 cloth. The
book also is available from
The Foundation for Econom
ic Education, Irvington-on
Hudson, New York 10533.

In a short discussion of Keynes,
Samuelson, Hansen, Lerner and
other ((fine-tuners" of the economy
who seem to think they can H man
age" the destinies of 200 million
Americans with push buttons from
Washington, Sennholz points out
the inherent conflict between their
((macroeconomic" point of view
with its Phillips Curves, its compu
ter models, its equations and projec
tions-and the ((microeconomic"
principles of Austrian economics
that begin with the action of
individuals-action no person can
predict or measure.

Sennholz's castigation of the Fed
eral Reserve System is unreserved
and devastating. He calls it ((the
most important tool in the armory of
economic interventionism." Oper-
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ated ((with all the planners' usual
assumption of benevolent omni
science.... It provides the govern
ment with the money the planners
think they should have, beyond the
amount they dare take directly in
taxes" and Hit does all this by wreck
ing the purchasing power of the dol
lar . . . through a process exactly on
a par with the coin-clipping of an
cient kings-but much more diabol
ical because so much less visible."

Citing Emergency Banking Regu
lation No.1 which, he says, empow
ers the instant seizure of most bank
deposits ((in the event of an attack
on the United States" and Hprohibits
the transfer of credit sought for any
unauthorized purpose," Sennholz
describes the government's monopo
ly over money via the Treasury
and the Federal Reserve as a ((ready
instrument of tyranny." He recom~

mends that the Federal Reserve
System be inactivated or abolished.

His other recommendations to
bring the United States out of the
Age of Inflation are:

1. the Federal Budget must be
balanced now, next year and every
year thereafter

2. Federal Reserve money now in
circulation must stay in circulation
and be made fully redeemable in
gold

3. legal tender laws should be re
pealed

4. private coinage should be al
lowed

5. business taxes must be lowered
considerably, and

6. the numerous legal im
munities and privileges of labor
unions must be abolished.

The labor union privileges, of
course, must be removed in order to
restore freedom and flexibility to the
labor market. HIt is true," says
Sennholz, ((that labor unions do· not
directly increase the quantity of
money and credit and thus cause the
depreciation." But their policy of
using their power and privileges to
force wage rates above what a free
market would make economically
possible continually creates un
employment. So labor leaders ((be
come advocates of all schemes for
easy money and credit that promise
to alleviate unemployment."

In other words, labor's political
power has given it money power and
now its money power enlarges and
enhances its political power. (Labor
is not only pushing for inflation, it is
now pushing for nationalization of
the nation's petroleum industry.)

((Gold is Money," as Sennholz
wrote in the book of that title, so,
naturally, his restoration of a sound
money requires the use of gold. In
this he agrees with his mentor
Mises. But he differs from Mises in
the methodology of his reform.
Mises had prescribed a currency re
form requiring a government
agency established specifically for
this task.
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«This proposal," says Sennholz,
uassumed a state of economic and
political enlightenment that sur
passes by far the present state of
economic and political thought."
Thus, reasons Sennholz, we may
have to find our way back to mone
tary soundness via rrwnetary freedom
which will give the new gold stan
dard ((birth and meaning through
inexorable economic law." So sound
money should be restored without
the uaid" of government-aid which,
as he has shown, has always been
disastrous, not beneficent. uThat is
why we seek no reform,no restora
tion law, no conversion or parity, no
government cooperation, merely
freedom."

In that freedom Sennholz envi
sions the development of «parallel"
monies: Government's paper money,
and gold money, operating through
free gold markets, free private coin
age, enforceable gold contracts and
a market-established (not govern
ment-established) exchange ratio
between gold money and the gov
ernment's legal tender paper. Peo
ple would be free to use whichever
money they preferred. Hopefully,
some day, an enlightened (or chas
tened?) government might see the
wisdom of making its money fully
convertible into gold.

This proposal opens a Pandora's
box for supporters or critics who will
present a myriad of arguments on
((why it will" or uwill not" work. A

private «parallel" money implies an
unregulated, private-enterprise
banking system. That idea will be
anathema to those who cannot be
weaned from the fallacy that money
is a creature of the State and must
be controlled by the· State.

A Market Money

Yet the existence of today's ((un
derground" or ((other" economy which
has developed as a sort of shunpike
around the heavily-taxed toll road of
our over-regulated enterprise, sug-
gests the very real possibility for
an ((other" money as well as an
((other" economy. After all, even the
man on the street is beginning to see
that the only real money is that cho
sen by the market-i. e., gold or silver.
And if the government, in order to fi
nance deficit after deficit, keeps on
printing more and more paper and
calling it (legal tender" money, that
paper will some day become as
worthless as did the Continental cur
rency and the German mark.

This raises the intriguing image
of Gresham's Law being turned up
side down: good money driving out
bad money instead of the reverse.
Gresham's Law-((bad money drives
out good money"-only applies
when government controls the price
of both parallel monies, i. e., their
ratio of exchange. Under freedom of
choice in the market place, competi
tion among traders will displace bad
money with good money-just as
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competition displaces poor products
and services with better products
and services.

Professor Sennholz does not say
what might happen if the govern
ment forced its paper on the public
in payment for public debts while
requiring, at the same time, that
taxes must be paid in gold (or gold
redeemable certificates). That
stratagem, resorted to by the Byzan
tine Emperor Alexius Comenus (AD
1081-1118) led to the decline and
fall of the Byzantine Empire.

In any case, no solution of our
monetary crisis is possible without a
total reformation of our political,
social and economic understanding.

Says Sennholz: HDepending on the
resistance offered by popular igno
rance and prejudice, by government
greed and lust for power, it may take
us many years" to restore a sound
money system in our country. He
emphasizes that government's pro
pensity to inflate the currency can
only end if pressure group voters
stop asking government for favors at
the expense of all other taxpayers.
And he ends his book with a fervent
call for renunciation of government
subsidies, tariffs, favors and other
gifts by all of us, and a return to
self-reliance and a renewed dedica
tion to the cCgiant educational task"
before us. Ii

The Sennholz Creed of Public Morality

No matter how the transfer state may victimize me, I shall seek no transfer
payments, nor accept any.

I shall seek no government grants, loans, or other redistributive favors, nor
accept any.

I shall seek no government orders on behalf of redistribution, nor accept any.

I shall seek no employment in the government apparatus of redistribution,
nor accept any.

I shall seek no favors from the regulatory agencies of government, nor accept
any.

I shall seek no protection from tariff barriers or any other institutional
restrictions on trade and commerce.

I shall seek no services from, nor lend support to, institutions that are
creatures of redistribution.

I shall seek no support from, nor give support to, associations that advocate
or practice coercion and restraint.
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The Future of
Business Regulation

MURRAY L. WEIDENBAUM, who is Di
rector of the Center for the Study of
American Business at Washington
University in St. Louis, doesn't go so
far as to say that government inter
vention in business is unnecessary.
His message, in a horrifying little
book, The Future of Business Regu
lation (Amacom, a Division of
American Management Associa
tions, 135 W. 50th St., New York,
N.Y. 10020, 183 pp., $12.95), is sim
ply that we can get too much of a
good thing.

This is a subtle study of the law of
diminishing returns-indeed, the
law of negative returns-as it
applies to those well-meaning peo
ple in Washington and fifty state
capitals who seek to save us from
ourselves. Nobody in his right mind
wants to die in an industrial acci
dent, nobody wants to get cancer
from the circumambient air or
strangle on carbon monoxide, and
nobody since the legendary King
Mithridates has relished poison in
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his food. But when the costs of regu
lation deprive every family of four of
$2,000 a year, which is the Weiden
baum claim, most people would be
happy to save the money and to
trust their own common sense to
minimize the risks they must en
counter in their daily living.

Despite his prodigious feats of
cost-benefit analysis and quantifica
tion, Mr. Weidenbaum doesn't set
any minimal standards for regula
tion. He deals in trajectories. In fis
cal 1974 the budget to run the vari
0us federal regulatory bureaus was
$2.2 billion. In fiscal 1979 this had
jumped 115 per cent to $4.8 billion.
There was, of course, the general
inflation, but, as Mr. Weidenbaum
observes in his deadpan manner,
((there are few parts of the private
sector that have recorded such gains
in the same five-year period." Regu
lation, he adds, has ((become a major
growth area of the American econ
omy."

The 115 per cent jump in federal
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regulatory costs in five years was
largely due to the passage of
twenty-five new Congressional acts
and amendments to older acts. One
wonders just who has had his well
being improved to any considerable
extent by any of this Congressional
solicitude. Do we have any more
energy because of the Energy Policy
and Conservation Act? Weren't toxic
substances under firm control before
1974? Couldn't the separate states
be trusted to handle surface mining
control or fair market practices in
transactions between oil companies
and their dealers? Why did the
minimum wage have to be raised in
the very five-year period that had
seen such an increase in black
teen-age unemployment? And why
should Washington be concerned
about levying fines for <tbusiness
payments abroad," meaning money
spent on meeting the customs of
countries whose sense of morality
differs from our own?

A Lower Standard of Living

In short, what do we get out of it
all? We get a lowered standard of
living, for one thing. Innovation in
pharmaceuticals passes to other
countries. Research and develop
ment money flows into defensive
channels. Says the head of the Gen
eral Motors Research Laboratory,
Hwe've diverted a large share of our
resources-sometimes up to half
into meeting government regula-

tions instead of developing better
materials, better manufacturing
techniques, and better products....
It's a terrible way to waste your
research dollars."

The Dow Chemical Company, in
1976, figured that its expenses in
complying with federal regulations
came to $186 million, a twenty
seven per cent jump from the 1975
total. A little more than half of the
compliance money could be justified
as necessary for the safety and pro
tection of workers, customers and the
general public. But the rest was
either duplicative or simply Hbeyond
good scientific manufacturing, busi
ness, or personnel practices," which
is a nice way ofdescribing stupidity.

Beyond the costs of compliance
Dow has a story to tell about the
costs to the community in expansion
that is forgone. Dow had plans for a
$300 million petrochemical complex
in California to meet West Coast
demands for the company's goods
and services. After spending $4 mil
lion Hfor an environmentally sound
project," the company decided it
couldn't afford to waste any more
money threading through «the regu
latory red tape maze."

It's the same sort of story in cop
per. According to an Arthur D. Lit
tle company study, new pollution
control regulations will add from
twenty-three to thirty-nine per cent
to copper prices, and cut smelter
production around twenty-five to
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thirty-three per cent. Copper im
ports will jump by eight per cent.
The air will be cleaner, of course,
but it will be cleaner mostly in areas
that are quite capable of absorbing
pollution without damage to indi
viduals.

Environmental Problems

In a lot of instances ofour concern
for environmental perfection, regu
lation merely serves to shift the na
ture of pollution. In compliance with
the law, the Pennsylvania Power
Company added scrubbers to its new
825-megawatt complex. The scrub
bers take the pollutants out of the
coal, all right, but the by-product is
18,000 tons of sludge a day. To con
tain the sludge, the company has
had to build a 350-foot-high dam,
eethe largest earth and rock em
bankment east of the Mississippi
River." And the lake behind the
dam, a lake of gook, already covers
900 acres of once picturesque coun
tryside.

When the Labor Department pro
posed some new noise standards in
steel. mills, the steel company ac
countants sharpened their pencils.
They figured that the cost of estab
lishing controls that would satisfy
OSHA inspectors would come to $1.2
million for each affected steel
worker. For a mere $42 per em
ployee, the companies could provide
ear protectors ($10), noise monitor
ing ($12) and audiometric testing

($20). Some of the money saved
could go for higher wages, some of it
could go into needed capital forma
tion to make more steel jobs for more
people wearing ear protectors.

Alternatives

Mr. Weidenbaum would like to
see Congress require economic im
pact statements before new regula
tory bureaus are created and new
laws passed. He would like to see the
federal government imitate the
state of Colorado in adopting so
called sunset laws that would force
periodic reviews of the functions and
the budgetary demands of agencies.
Pollution taxes might be adopted,
and fees might be charged for dis
charging effluents. This would force
industries to do their own pollution
monitoring. It would not only con
tribute to a healthier environment,
it would also lighten the bureaucrat
ic payroll in Washington.

What is needed most of all is a
return to a little common sense. Mr.
Weidenbaum paints an amusing pic
ture of a man going to the.bathroom
in the morning and mildly losing his
temper trying to open a bottle of
aspirin which has the child-proof
cap required by the Consumer Prod
uct Safety Commission. Personally
I doubt that this would happen more
than once-the alternative, which is
to throw the child-proof cap into the
wastebasket, is all too easy. It takes
less effort to stow the aspirin bottle



1980 THE FUTURE OF BUSINESS REGULATION 61

on a top shelf out of a child's reach
than it does to put the cap back on.

What we need is a Congress that
will stop treating people like idiots.
But if idiots continue to elect Con
gressmen, what can we do? Ii

AMERICAN ETHNIC GROUPS
ed ited by Thomas Sowell
(The Urban Institute, 2100 M Street,
N.W., Washington, D.C. 20037)
249 pages. $7.50

Reviewed by Allan C. Brownfeld

WHY have some racial, religious and
ethnic groups advanced rapidly in
the American society while others
have progressed economically and
educationally more slowly? Are
some groups inherently superior, or
is there something in the back
ground of each which may account
for both successes and failures?

This study is the product of re
search conducted at The Urban In
stitute from 1972 to 1975 under the
direction of Thomas Sowell. Dr.
Sowell is a widely respected black
economist and the author of a num
ber of important books, including
Race and Economics, a landmark
study of the impact of race upon
economic advancement in the
American society. He is an advocate
of free enterprise and believes that
through the working of the market

blacks will progress as have the var
ious immigrant groups which pre
ceded them to urban America.

Of the dozen or so groups that
were examined, six were selected for
special emphasis: those with black,
Chinese, Japanese, Irish, Italian or
Jewish background. These groups,
writes Dr. Sowell, ((are all mi-
norities, they share many aspects
of the immigrant experience, al
though only blacks suffered the bur
den of slavery; and all have faced
exceptional barriers and experi
enced frustration in achieving
economic and social mobility. One of
the chief structural concepts im
plicit in this study is that the evolu
tion of minority immigrant groups
proceeds in parallel continua, in the
course of which each group experi
ences similar developments, al
though not necessarily at the same
time, with the same intensity, or in
exactly the same way."

In an essay concerning black
Americans, Sowell discusses three
separate and distinct categories: (1)
Those ufree persons of color" who
were emancipated before the end of
the Civil War and in 1830 consti
tuted 14 per cent of the American
Negro population; (2) The largest
component of the American Negro
population, those blacks emanci
pated after the Civil War and their
descendants; and (3) Black immi
grants, primarily from other parts of
the Western Hemisphere, and espe-
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cially from the British West Indies.
Many traditional myths are shat

tered in this study. Dr. Sowell de
clares, for example, that, ((Despite a
large literature which has repeated,
without evidence, the theory that
slavery was responsible for broken
or matriarchal homes among
American Negroes, it was precisely
among freed slaves that the highest
incidence of two-parent families was
found in mid-nineteenth century
Philadelphia and it is only in a
much later era that the incidence of
broken homes in urban ghettoes
reached unusually large propor
tions." Figures show that a similarly
high rate of broken homes may be
found among other, nonenslaved
groups, such as the Irish in an ear
lier era, and Puerto Ricans and
Mexican-Americans today.

The West Indians are ofparticular
interest because their rate of prog
ress in the U.S. has been far ahead
of that of native-born blacks, indi
cating that race has not been the
key factor. Dr. Sowell writes that
slavery in the West Indies differed
significantly from that in the U.S.
because, ((instead of a minority of
blacks surrounded by a larger white
society, the West Indies has long
been a place with an overwhelm
ingly black population.... The West
Indian plantation could not draw
upon a larger white society for its
economic needs, and in fact mem
bers of the enslaved black popula-

tion grew their own food individ
ually, and sold the surplus in the
market off the plantation. Unlike
slaves in the U.S.... slaves in the
West Indies were assigned individ
ual plots of land in which each fam
ily grew its own food. In short, even
during the era of slavery, black
West Indians had generations of ex
perience in individual reward for in
dividual effort ... also, the virtual
absence of a white working class
meant that (free persons of color,'
and later the whole free black popu
lation, could not be restricted to the
most menial occupations, as in the
U.S., or the more skilled and more
responsible positions would have
gone unfilled.... The whole West
Indian experience followed a pattern
reminiscent of European immi
grants rather than the pattern of
their native black contemporaries."

In an essay concerning Chinese
and Japanese immigrants in the
U.S., William Petersen points out
that the gross discrimination and
collective frustration to which these
groups were subjected ((ordinarily
result in a pattern. of poor educa
tion, low income, high crime rate and
unstable family life.... However,
these two minorities themselves
broke through the barriers of prej
udice and, by such key indices as
education and income, surpassed the
average levels ofnative born whites.
This anomalous record, like the ear
lier one of Jews, challenges the
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premises from which the etiologies
of poverty, crime, illegitimacy and
other social ills are typically de
duced. That discrimination is evil in
itself is beyond question . . . the
question is whether even the most
debilitating discrimination need in
capacitate a people if it is not rein
forced by other pressures."

Dr. Petersen writes that, ~~Like

Negroes, Orientals got few loans
from regular banks; but unlike Neg
roes, they used traditional institu
tions to amass the capital needed to
establish small businesses. One sys
tem has worked more or less like a
building-and-Ioan association: sub
scribers paid in regularly, received
interest for their deposits, and were
eligible for interest-bearing loans
when they needed them...."

During World War II, the
Japanese were placed in internment
camps and lost most of their
property-losses estimated at more
than $400 million in 1940 dollars.
~~One might have anticipated that
the camp inmates would succumb to
bitterness and apathy. Instead most
lived out the Japanese proverb, ~Six

times down, seven times up!' ... For
both Chinese and Japanese,. the
self-discipline of individuals was
supplemented by various types of
their own organizations designed to
further their joint efforts."

Discussing the European immi
grant groups, and the reasons for
swift Jewish advance and much

slower advances by other European
groups, particularly the Roman
Catholic Irish and Italians, Alice
Kessler-Harris and Virginia
Yans-McLaughlin note that, ~~When
choices had to be made, such groups
as Italians, Irish and Poles would
sacrifice the educational interests of
their young, withdrawing them
from school, sending them to work,
absorbing their earnings. Such deci
sions increased present earnings at
the expense of future skills. Jews do
not seem to have made similar com-
promises Jewish mobility is
legendary Seventy-five per cent
of the sons of Jewish immigrants
had moved up to middle class status
by 1950, an almost exact reversal of
the proportions among Italians. . . .
Religious tradition and community
approval encouraged the Jew in
America to invest in education and
correspondingly to increase his up
ward mobility. No other group had
this advantage.... By 1953 ... while
one in every 20 Americans had com
pleted college, one in every six Jews
had done so."

The· authors point out that every
group which has been successful has
~~come from a cohesive community,
one characterized by concerned par
ticipation in religious institutions,
charitable enterprises and self-help
groups." They also point out that
political power and economic ad
vance have little relationship to one
another. ~~Irish political acumen, as
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evidenced in the big city political
machines of New York, Chicago,
and Boston, was not translated into
mobility for the ethnic group. . . .
The Boston Irish who had political
control of that city from the 1880s
on, were twice as likely as any other
group, native or foreign, to be low
level manual workers in the 1890s."

This study challenges the idea
that discrimination causes poverty,
crime and other social problems.
The dramatic advance ofblack West
Indians, Japanese, Chinese, Jews
and others indicates that far more is

involved in achieving economic suc
cess. Those who seek to correct so
cial problems by interfering in the
workings of the free market-the
same market which enabled all of
these other groups to succeed as a
result of their own efforts-are mis
reading the problems we face. A free
society rewards hard work, self
discipline, respect for education, and
self-help. How to imbue those who
do not share these values with 'such
an approach to life is our real prob
lem. It cannot be done by one or
another ofthe ~~Warson Poverty" we
have entered into. ®
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The

IT is not possible to define or cir
cumscribe historical periods with
any degree of exactitude. Rather
must we make generalizations. We
can say that the Golden Age of
Greece was approximately from 500
to 200 B.C. When were the Dark
Ages? That too is a period difficult to
designate-perhaps from the 8th to
the 14th century. When did the so
called Modern Age begin? Sometime
after 1750, perhaps in 1776 with the
invention of the steam engine and
the publication of Adam Smith's
Wealth of Nations, as well as the
signing of the Declaration of Inde
pendence. But to fix on any given
year is no doubt an oversimplifica
tion.

Dr. Norman S. Ream is pastor of the First Congrega
tional Church, Wauwatosa, Wisconsin. This article is
from his sermon of October 14, 1979.

Norman S. Ream

rAge

It is even more difficult to deal
with our own age. When we are so
close to something it is impossible to
assess it with a great degree of accu
racy. Ours has, however, already
been nominated as the Aspirin Age,
the Age of Anxiety, and the Atomic
Age, among others. We can only
generalize about when our age be
gan and no one knows when it will
end. There are many, however, who
are exceedingly fearful ofhow it will
end.

There is another name that could
be given to our age and unfortu
nately it too is a name implying that
you and I and many who preceded us
have not done very well with our
Christian Stewardship. Would that
we could call ours an age of
enlightenment, or an age of new
renaissance. But even the most op-
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timistic would be hard put to make
such descriptions believable.

I would suggest that ours could be
defined as an age of moral dis
integration-a time during which
all the old and generally accepted
standards for human behavior began
to crumble and to fall apart. Where
once there was general agreement
as to what was right and wrong,
moral and immoral, good and bad,
now we are a people seemingly
almost hopelessly divided on such
issues. We will not admit that
this is the result of our moral
myopia, however, but would rather
insist that we are just more lib
eral, more tolerant and more under
standing than people used to be. But
if a society is to be judged by its
fruits, as Jesus said a tree was to be
judged-and by implication
individuals-then our society would
seem to be in an extremely precari
0us condition.

"Situational Ethics"

Ours is a society which has
adopted «situational ethics" with a
vengeance. What is right is what
each person thinks is right. In any
society where that is generally so,
then, in that society there is no way
of making valid judgments about
human behavior, and no one form of
behavior can be defended as being
better than any other. No doubt the
widespread belief in egalitarianism
is in part responsible for such a

state of moral anarchy. If we are all
equal in all ways, then the morality
of a saint is no better than that of a
member of the Mafia.

Anarchy and chaos are always the
consequence of a loss of order in
society. Because, by man's very na
ture, he cannot long live without
order, when the situation gets bad
enough he will turn to any kind of
order as being better than none.
What is then offered him is an order
imposed by force. He finds himself in
a totalitarian society where order,
civil and moral, is imposed by the
will of the omnipotent few.

One need only read the two open
ing books of the Old Testament to
discover that mankind always tee
ters between anarchy and order, be
tween barbarism and morality.
Moses had a terrible time trying to
keep his people loyal and faithful to
the moral order God had revealed to
him. But the Ten Commandments
were not new and unique. They were
preceded by the code of Hammurabi.
Wherever there has been any
semblance of civilization there has
been-there has had to be-some
kind of generally accepted moral or
der, or an imposed one. Men do not
survive in community by instinct
alone. And without community
there is little, ifany, progress.,When
a community loses its principles, its
moral guidelines, then it begins to
disintegrate.

Two philosophers have written a
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book entitled Personality and the
Good. Their names are Bertocci and
Millard and this is what they say:

A human being will not accept chaos.
When he can no longer cope with it he
begins to get sick, both physically and
mentally. When chaos has won out he is
dead. But as long as he is alive he is
seeking to reduce chaos in some way or

other.

Lack of Moral Discipline

A French scientist by the name of
J. Rostand has observed that cCsci_
ence has made us gods before we
were even worthy of being men." We
have great means at our disposal
but very little meaning, tremendous
power but a lack of purpose. The
primary need in modern society,
contrary to what we read so much of
in the media, is not the need for
natural resources; oil, or other
material things. What we desper
ately need is not someone to tell us
what we ought to do, but someone to
show us what we ought to be, not
someone who will tell us how to
build a brave new world, but some
one who will show us how to be new
men and new women. What we need
most requires a moral and a spiritual
discipline, and that is the area where
modern man is so sadly lacking.

I am convinced that is not only
what is needed, but by our finest
young people that is precisely what
is most desired, whether they can

define it or not. Let me share a
quotation from a former liberal
modernist who has seen the light
and is now a moral and spiritual
traditionalist. Irving Kristol is his
name. He is a professor at New York
University and a frequent con
tributor to the Wall Street Journal.
He says this:

Young people do not want to hear that
the church is becoming modem. Go tell
the young people that the message of the
church is to wear sack cloth and ashes
and to walk on nails to Rome, and mil
lions would do it. . . . Young people are
looking for religion so desperately that
they are inventing new ones; old reli
gions are pretty good. New ones are
being invented because the churches
capitulated to modernity at the very
time when the rebellious, gnostic, self
confident spirit of modernity was enter
ing a major crisis and was moving to
ward its own discreditation.

It is in the youth that we see most
clearly the reality that men cannot
Iive happily in a state of moral
chaos. They do not live by bread
alone. They require and they desire
rules, standards, principles, to
which the majority will adhere and
which will give them a sense of
oneness as they pursue a high and
worthy goal.

Now, these rules, standards and
principles must have a source, and
only if that source is believed to be
beyond the puny mind of man will it
have any objective validity. The
Hebrew-Christian tradition affirms



70 THE FREEMAN February

the source of all moral validity to be
God. Out of God's love for man; out
of God's plan and purpose for him,
comes the moral law. It has no ul
terior motive nor any selfish pur
pose. It is meant to enhance man's
eternal well-being, but it also en
hances his temporal state as well.

Success Requires Character

Let me offer the simplest of illus
trations, one which has been in my
mind for many years. Who makes
the most successful salesman in the
long run? Is it the man who lies and
cheats and steals? Remember, I said
((in the long run". To be sure, in the
short run, you may get a big order
by sharp practice, but will you get
any repeat business? The most suc
cessful salesman is the one who is
trusted because he is honest, he is
sincere, he is a man of character.
And what is true in sales is true in
every other area of life. These values
promote order and trust. Lack of
them leads to chaos and anarchy
because men and women become
constantly suspicious of one
another. Which kind of world would
you prefer to live in?

A short time ago I received a mild
rebuke for not preaching more Bib
lically oriented sermons. I do not
conceive how any sermon could be
more Biblically oriented than this
one. It's what the Bible is all about
from start to finish. God loves you.
Because he loves you he has a goal

and a purpose for you. To have you
attain that goal and purpose he has
given you a Way in which to walk.
Here in the Old Testament are Ten
Commandments to which you must
adhere if you would walk in that
way. Here in the New Testament
are 'I'wo Commandments to direct
your path-love God with all ofyour
being and love your neighbor as
yourself. How do you do that? Read
the Sermon on the Mount-forgive
endlessly, turn the other cheek, go
the second mile, serve without
thought of reward, do good to those
who despise and persecute you. But
most important ofall, we have in the
New Testament a person who re
veals to us by his example what
each of us can become.

All Christian morality is based on
God's love. Why is abortion an evil
thing? Because God loves that little
child he created, but also because
God loves you and does not want you
to do anything that would destroy
the great potential for good that is
within you.

These Christian values are ulti
mate values. I listened to a professor
of economics recently. He was
speaking to foremen and super
visors of a large Wisconsin corpora
tion. He knew I was present and
that I was a minister. He mentioned
the fact and prefaced one of his re
marks by suggesting that I might
not agree with him. He was right. I
didn't, for what he said was, ((Moral-
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ity is determined by the economic
environment." I would agree that
morality-ultimate truth about
human action-is discovered in the
marketplace, but it is not deter
mined there. It was determined a
long time ago in the mind of God
when he considered the end and the
goal he desired man to achieve. The
market may motivate man to act
morally or immorally, but it does
not determine right and wrong, good
and evil. God has determined that.

You and I live, I am afraid, in a
time of moral confusion bordering
on moral chaos. What can we do

A Worthy National Goal

about it? We can live morally our
selves. We can advocate morality to
others and defend it when it is
attacked. We can pray that God will
reveal the truth about morality to
enough men and women that our
own civilization may be saved before
it goes the way of so many that have
preceded it.

One thing more, we can be com
mitted to the teaching and preserv
ing of the moral principles taught by
Jesus Christ and without which no
free and worthwhile social order can
survive. @

IDEAS ON

UBERTY

WHETHER man's destiny is forced or free; whether he is a robot product of
his environment or whether he can shape his environment; whether he
is a moral, intelligent being who should be left free to plan his own life
or whether he should be considered a pawn, to be planned by the
state-these are among the most important questions of our time.
Several years ago, it was the fashion to project for America so-called
national goals or purposes; a rather futile undertaking because
America, like any free society, is many million purposes-all combining
toward end results far richer and finer than any totalitarian state has
produced.

But it would be a worth-while national goal to rekindle in American
public opinion those attitudes and responses-social, economic, and
moral-appropriately based on the assumption that man is internally
free and, regardless of environment, able to shape his life, for better or
for worse.

WILLIAM HENRY CHAMBERLIN,
"Man's Destiny: Forced or Free?"



George Reisman

I PRICE I
CONTROLS

I AND I
SHORTAGES

PRICE controls are advocated as a
method of controlling inflation. Peo
ple assume that inflation means ris
ing prices and that it exists only
when and to the extent that busi
nessmen raise their prices. It ap
pears to follow, on this view, that
inflation would not exist if price
increases were simply prohibited by
price controls.

Actually, this view of inflation is
utterly naive. Rising prices are
merely a leading symptom of infla
tion, not the phenomenon itself. In
flation can exist, and, indeed, accel
erate, even though this particular
symptom is prevented from appear
ing. Inflation itself is not rising

Dr. Reisman Is Associate Professor of Economics at
Pepperdlne University In Los Angele8.

This article Is reprinted by permission from his
new book, al80 reviewed In this Issue, The Govern
ment Against the Economy.
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prices, but an unduly large increase
in the quantity of money, caused,
almost invariably, by the govern
ment. In fact, a good definition of
inflation would be, simply: an in
crease in the quantity of money
caused by the government. Rising
prices as a chronic social problem
are a consequence of governments
overthrowing the use of gold and
silver as money and putting in their
place unbacked paper currencies
and checking deposits whose quan
tity can be increased without limit
and virtually without cost.

The imposition of price controls to
deal with inflation is as illogical as
would be an attempt to deal with
expanding pressure in a boiler by
means ofmanipulating the needle in
the boiler's pressure gauge. It is no
less self-destructive, as well. Prices
are equivalent to an instrument
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panel on the basis ofwhich everyone
plans his economic activities and
which enables the plans of each in
dividual to be harmoniously ad
justed to the plans of all other indi
viduals participating in the
economic system.

The free market is a truly awe
inspiring complex ofrelationships in
which the rational self-interest of
individuals unites all industries, all
markets, all occupations, all produc
tion, and all consumption into a har
monious, progressing system serv
ing the well-being of all who par
ticipate in it.

All of this is what price controls
destroy.

Controls Cause Shortages

The one consequence of price con
trols that is the most central and the
most fundamental and important
from the point of view of explaining
all of the others is the fact that price
controls cause shortages.

A shortage is an excess of the
quantity of a good buyers are seek
ing to buy over the quantity sellers
are willing and able to sell. In a
shortage, there are people willing
and able to pay the controlled price
of a good, but they cannot obtain it.
The good is simply not available to
them. Experience of the gasoline
shortage of the winter of 1974
should make the concept real to
everyone. The drivers of the long
lines of cars all had the money that

was being asked for gasoline and
were willing, indeed, eager, to spend
it for gasoline. Their problem was
that they simply could not obtain
the gasoline. They were trying to
buy more gasoline than was avail
able.

The concept of a shortage is not
the same thing as the concept of a
scarcity. An item can be extremely
scarce, like diamonds, Rembrandt
paintings, and so on, and yet no
shortage exist. In a free market the
effect of such a scarcity is a high
price. At the high price, the quantity
of the good demanded is levelled
down to equality with the supply
available, and no shortage exists.
Anyone willing and able to pay the
free-market price can buy whatever
part of the supply he wishes; the
height of the market price guaran
tees it, because it eliminates his
competitors. It follows that however
scarce a good may be, the only thing
that can explain a shortage of it is a
price control, not a scarcity. It is a
price control that prevents the price
of a scarce good from being raised by
the self-interest of the buyers and
sellers to its free-market level and
thus reducing the quantity of the
good demanded to equality with the
supply of the good available.

Of course, if a price control on
something exists, and a scarcity of it
develops or grows worse, the effect
will be a shortage, or a worsening of
the shortage. Scarcities can cause
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shortages, or worsen them, but only
in the context of price controls.
If no price control existed, the
development or worsening of a scar
city would not contribute to any
shortage; it would simply send the
price higher.

Shortage Amidst Abundance

It should be realized that a short
age can exist despite a great physi
cal abundance of a good. For exam
ple, we could easily develop a severe
shortage of wheat in the United
States with our present, very abun
dant supplies, or even much larger
supplies. This is because the quan
tity of wheat demanded depends on
its price. If the government were to
roll back the price of wheat suffi
ciently' it would create a major addi
tional demand-not only a larger
export demand, but a larger demand
for raising cattle and broilers, mak
ing whiskey, and perhaps for many
other employments for which one
does not presently think of using
wheat, because of its price. In other
words, no matter how much wheat
we now produce or might produce in
the future, we could have a shortage
of wheat, because at an artificially
low price we could create a demand
for an even larger quantity.

To the degree that the controlled
price is below the potential free
market price, buyers judge that they
can afford more of the good with the
same monetary wealth and income.

They judge that they can carry its
consumption to a point of lower mar
ginal importance. In this way, the
quantity of the good demanded
comes to exceed the supply avail
able, whether that supply is scarce
or abundant.

Price controls also reduce supply,
which intensifies the shortages they
create.

In the case of anything that must
be produced, the quantity supplied
falls if a price control makes its
production unprofitable or simply of
less than average profitability.

Squeezing Marginal Producers

It is not necessary that a price
control make production unprofit
able or insufficiently profitable to
all produ.cers in a field. Production
will tend to fall as soon as it becomes
unprofitable or insufficiently profit
able to the highest-cost or marginal
producers in the field. These produc
ers begin to go out of business or at
least to operate on a smaller scale.
Their place cannot be taken by the
more efficient producers, because
the same price control that drives
them out of business restricts the
profits of the more efficient produc
ers and deprives them of the incen
tive and also the capital required for
expansion. Indeed, the tendency is
eventually for even the most effi
cient producers to be unable to
maintain operations and to be driven
out of business.
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For example, the price controls on
oil have held down the supply of oil.
They have not yet totally destroyed
the supply of oil, but they have dis
couraged the development of high
cost sources of supply, such as oil
from shale rock and even from the
continental shelf in some instances.
They have also made the more in
tensive exploitation of existing oil
fields unprofitable, which, it is esti
mated, could be made to yield from
one-third to two-thirds more oil over
their lives by the adoption of such
methods as thermal or chemical
flooding, sometimes known as {{ter
tiary recovery." At the same time, in
restricting the profits from the
lower-cost oil deposits, price controls
have held down both the incentives
to discover and develop new such
deposits and the capital necessary to
the oil companies for expanded oil
operations of any type.

Rent Controls

Rent controls on housing that has
already been constructed provide a
similar example ofthe destruction of
supply. As inflation drives up the
operating costs of housing-namely,
such costs as fuel, maintenance, and
minor repairs-more and more land
lords ofrent-controlled buildings are
forced to abandon their buildings
and leave them to crumble. The'rea
son is that once the operating costs
exceed the frozen rents, continued
ownership and operation of a build-

ing become a source merely of fresh
losses, over and above the loss of the
capital previously invested in the
building itself.

This destruction of the housing
supply starts with the housing of the
poor and then spreads up the social
ladder. It starts with the housing of
the poor because the operating costs
of such housing are initially so low
that they leave relatively little room
for further economies. For example,
there are no doormen to eliminate
and therefore no doormen's salaries
to save. Also, the profit margins on
such housing (Le., profits as a per
centage of rental revenues) are the
lowest to begin with, because the
land and the buildings are the least
valuable and therefore the amount
of profit earned is correspondingly
low. As a result, the housing of the
poor is abandoned first, because it
provides the least buffer between
rising operating costs and frozen
rents.

A price control reduces supply
whenever it is imposed in a local
market and makes that market un
competitive with other markets. In
such a case, the local market is pre
vented from drawing in supplies
from other areas, as was the North
east and the United States as a
whole during the Arab oil embargo.

In exactly the same way, in the
winter of 1977, price controls on
natural gas prevented areas of the
United States suffering freezing



76 THE FREEMAN February

weather from bidding for additional
supplies from the producing regions
in the South and Southwest. Natu
ral gas shipped across state lines
was controlled by the Federal Power
Commission at a maximum of $1.42
per thousand cubic feet. Natural gas
sold within the states where it was
produced, and thus outside the
jurisdiction of the FPC and free of
price controls, was selling at $2.00
per thousand cubic feet, with lower
costs of transportation besides. It
was therefore much more profitable
to sell natural gas in the states
where it was produced, such as
Texas and Louisiana, than in such
states as New Jersey or Pennsylva
nia.

Export Policies Affected

A price control not only prevents a
local market from drawing in
supplies from elsewhere, but it can
also cause a local market that nor
mally exports, to export excessively.
In this case, as supplies are drawn
out, the price control prevents the
people in the local market from bid
ding up the price and checking the
outflow.

This phenomenon occurred in this
country in 1972 and 1973. Our price
controls on wheat, soybeans, and
other products made possible an
unchecked exportation that jeopar
dized domestic consumption and led
to an explosion of prices each time
the controls were taken off, in Presi-

dent Nixon's succession of on-again,
off-again ~~phases."

In this instance, the fall in the
value of the dollar in terms of
foreign currencies played a critical
role. When President Nixon imposed
price controls in August of 1971, he
also took steps to devalue the dollar
by 10 percent. Over the following
two years, the dollar continued to
fall in terms of foreign currencies
and in 1973 was formally devalued a
second time. The fall in the dollar's
foreign exchange value meant a
lower price of dollars in terms of
marks, francs, and other currencies.
Since the prices of our goods were
frozen, a lower price of dollars
meant that all of our goods suddenly
became cheaper to foreigners. As a
result, they began buying in much
larger quantities-especially our
agricultural commodities. As they
began buying, domestic buyers were
prevented by price controls from
outbidding them for the dwindling
supplies. As a result, vast accumu
lated agricultural surpluses were
swept out ofthe country, and domes
tic food supplies were threatened,
which is why prices skyrocketed
each time the controls were taken
off.

The fact that price controls
jeopardize supplies in markets that
export leads to embargoes against
further exports, as occurred in this
country in the summer of 1973,
when we imposed an embargo on the
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export of various agricultural com
modities. In addition, price controls
in markets that must import make
such markets helpless in the face of
embargoes imposed by others, as we
were made helpless in the face ofthe
Arab oil embargo. It follows that in
degree that countries impose price
controls, they must fear and· hate
each other. Each such country must
fear the loss of vital supplies to
others, as the result of excessive
exportation, and the deprivation of
vital supplies from others, as the
result of their embargoes and its
helplessness to cope with them.
Each such country makes itself
hated by its own embargoes and
hates the countries that impose em
bargoes against it. Our embargo on
agricultural products in 1973 did
not endear us to the Japanese. And
there was actual talk of military
intervention against the Arabs.
Simply put, price controls breed
war. A free market is a necessary
condition of peace.

Reserves Exhausted

A price control reduces supply
whenever it is imposed on a com
modity of the kind that must be
stored for future use. The effect of a
price control in such a case is to
encourage a too rapid rate of con
sumption of the commodity and thus
to reduce supplies available for the
future. As we have seen, buyers are
led to buy too rapidly by the artifi-

cially low price, and sellers are led
to sell too rapidly, since the fixity of
the controlled price does not enable
them to cover storage costs and earn
the going rate of profit in holding
supplies for future sale.

If the buying public is unaware of
the impending exhaustion of
supplies, the effect of sellers plac
ing their supplies on the market
right away is to depress the current
market price below the controlled
price. This process tends to go on
until the current market price falls
far enough below the controlled
price, so that once again it has suffi
cient room to rise in the months
ahead to be able to cover storage and
interest costs. The resulting struc
ture of prices guarantees the prema
ture exhaustion of supplies.

Under conditions such as those
described above, the buying public
sooner or later becomes aware of the
fact that supplies will run out. At
that point, demand skyrockets, as
the buyers scramble for supplies. As
soon as this occurs, and it may be
very early, the larger supplies that
sellers are encouraged to place on
the market under price controls are
not sufficient to depress the market
price below the controlled price, be
cause they are snapped up by the
speculative buying of the public,
which is aware of the shortage to
come. The consequence of the
speculative buying of the public is
that the item disappears from the
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market right away; it is hoarded.
The hoarding of the buying public

is not responsible for the existence of
shortages. The public hoards in an
ticipation of shortages caused by the
price controls. The public's specula
tive demand cannot even be blamed
for hastening the appearance of a
shortage. That too must be blamed
on price controls, because in the ab
sence of the controls the additional
demand of the public would simply
raise prices; at the higher prices, the
rise in the quantity of goods de
manded would be cut back; prices
would rise to whatever extent neces
sary to level down the quantity de
manded to equality with the supply
available.

Speculative Influence

Speculation on the part of the
suppliers of goods is likewise blame
less for the existence of shortages.
Contrary to popular belief, price
controls do not give suppliers a mo
tive to withhold supplies, but, as we
have seen, an incentive to unload
them too rapidly.

There is, of course, an important
exception to the principle that price
controls give sellers an incentive to
sell their supplies too rapidly. This
is the case in which the sellers are
able to look forward to the repeal of
the controls. In this case, a price
control makes it relatively unprofit
able to sell in the present, at the
artificially low, controlled price, and

more profitable to sell in the future,
at the higher, free-market price. In
this case, sellers do have a motive to
withhold supplies for future sale.

Even in this case, however, it is
still the price control that is respon
sible for the existence of any short
age that develops or intensifies. In
this case, the price control discrimi
nates against the market in the
present in favor of the market in the
future; it prevents the market in the
present from competing for supplies
with the market in the future. Fur
thermore, in the absence of a price
control, any build-up of supplies for
sale in the future would simply be
accompanied by a rise in prices in
the present, which would prevent
the appearance of a shortage, as we
have seen repeatedly in previous
discussion.

Finally, it should be realized that
the withholding of supplies in an
ticipation of the repeal of a price
control does not imply any kind of
antisocial or evil action on the part
of the suppliers. Price controls, as
we have seen, lead to inadequate
stocks of goods; in many cases, it is
probable that the build-up of stocks
in anticipation of the repeal of con
trols merely serves to restore stocks
to a more normal level. Even if the
build-up of stocks does become ex
cessive, its effect later on, when the
stocks are sold, is merely to further
reduce the free-market price in
comparison with what that price
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would otherwise have been. In any
event, any ill-effects that may result
are entirely the consequence of price
controls.

The Consumer's Interest

Sometimes, the question is raised
as to what argument one could give
to a consumer to convince him to be
against price controls; especially
what argument one could give to a
tenant to convince him to be against
rent controls. Our discussion of how
price controls reduce supply indi
cates a very simple argument to
give to any consumer against any
price control. That is that if he
wants something, he must be will
ing to pay the necessary price. It is a
natural law-a fact of human na
ture-that a good or service can only
be supplied if supplying it is both
worthwhile to the suppliers and as
worthwhile as any of the alterna
tives oPen to them. If the price is
controlled below this point, then it is
equivalent to a prohibition of sup
ply. To command, for example, that
apartments be supplied at rents that
do not cover the costs ofconstruction
and maintenance, and the going
rate of profit, is equivalent to com
manding that buildings be built out
of impossible materials like air and
water rather than steel and con
crete. It is to command construction
in contradiction of the laws of na
ture. In the same way, to command
that oil be sold less profitably in

New York than in Hamburg, say, or
that natural gas be sold less prof
itably in Philadelphia than in Hous
ton, is equivalent to commanding
that these materials become drink
able and that water become burn
able, for it is no less an act in con
tradiction of the nature of things.

Now it is simply absurd for a con
sumer who wants a good, to support
a measure which makes its supply
impossible. And that is what one
should tell him. That is what the
consumers themselves should tell
the legislators who are busy enact
ing price-control laws for their al
leged benefit. These would-be bene
factors of the consumers are pro
hibiting the consumers from making
it worthwhile for businessmen to
supply them. They are destroying
the businessmen. In effect, they are
destroying the consumers' ability to
find agents to act on their behalf.
They are reducing the consumers to
the point where if they want any
thing, they will have to produce it
themselves, because price controls
will make it unprofitable for anyone
to supply it to them. Already, rent
control has ((benefitted" tenants to
the point that it is becoming
increasingly necessary if one wants
an apartment to own it oneself: one
must buy a ((co-op" or a condomin
ium. Price controls have made it
increasingly difficult, and at times
absolutely impossible, to buy oil
or natural gas. If the legislators
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are to go on ubenefitting" the con
sumers long enough with their price
controls, they will benefit them all
the way back to the economic self
sufficiency that was the leading
characteristic of feudalism.

"The reader of this book may
very well finish it with a radi
cally different understanding
of such events as the oil and
natural gas crises, chronic
power failures, and the de
cline of rental housing in
places like New York City."

-From the introduction by
William E. Simon

The ignorance that underlies the
destruction of our economic system
is made possible by a protective
shell ofenvy and resentment. People
take the attitude that somehow the
utilities, the landlords, the oil in
dustry, or whoever, are ~~already

rich enough," and that they'll be
damned if they'll let them get any
richer. So, on with the price controls.
That is the beginning and the end of
their thinking on the subject, and
they just don't care to think any
further. They are eager to accept
high nominal profits as a confirma
tion of their view that the industries
concerned are ~~rich enough," and to
let it go at that.

However, the simple fact is that

none of these industries is rich
enough, and in preventing them
from becoming richer, or even stay
ing as rich as they are, people
foolishly harm themselves. None of
these industries is rich enough for
the simple reason that we really do
not have enough power plants,
enough good apartment buildings,
or enough oil wells and oil re
fineries. Speaking for myself, as a
consumer, I must say that I would
like Con Edison, the landlords of
New York City, the oil industry,. and
so on, all to be worth many more
billions than they are presently
worth. I would benefit from that
fact. If Con Ed had more power
plants, my supply of electricity
would be assured. If the landlords
had more and better buildings, I
would have a better apartment. If
the oil industry had more wells and
refineries, I would have a more
abundant and secure supply of oil
products.

If one thinks about it, I believe,
nothing could be more absurd than
consumers in a capitalist economy
attacking the wealth of their
suppliers. That wealth serves
them-they are the physical benefi
ciaries of it. All of the wealth of the
utilities, the landlords, the oil
companies-where is it? It is in
power plants and power lines,
apartment buildings, oil wells and
oil refineries. And whom does it ac
tually, physically, serve? It serves
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the consumers. It serves us-all of
us. We have a selfish interest in the
preservation and increase of that
wealth. If we deprive Con Ed of a
power plant, we deprive ourselves of
power. Ifwe deprive our landlords of
more and better buildings, we de
prive ourselves of apartments. If we
deprive the oil industry of wells and
refineries, we deprive ourselves of
gasoline and heating oil.

Trust the Market

There is indeed a harmony of
interests between the consumer and
the producer under capitalism. Be
cause of it, even if businessmen be
come cowardly and do not fight for
their own interests, we, as consum
ers, must fight for them, and
thereby for ourselves. For we have a
selfish interest in being able to pay
prices that make it profitable for
businessmen to supply us. It is to
our self-interest to pay utility rates,
rents, oil prices, and so on, that
enable the producers in these fields
to keep their facilities intact and
growing, and that make them want
to supply us. And I must say that we
do not have to worry about being
charged unfairly in a free market,
because any high profits that might
be made from us are simply the
incentive and the means to an ex
panded supply, and are generally
made only because of special effi
ciency on the part of the producers
who earn them. ®

"Every commentator on current af
fairs who is not a fully trained
economist ought to read this· book if
he wants to talk sense. I know no
other place where the crucial issues
are explained as clearly and convinc
ingly as in this book."

-EA. Hayek
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Robert E. Hood

"SWEET LAND OF LIBERTY"?
LIBERTY, freedom,justice, equality: these are a few of the words
often used to define America. But each time I attempt to
associate these qualities with ((America is" I find myself more
inclined to use ((America was". America is the sum of its
people, its government, and its national character. Our gov
ernment is the people; we elect it and we are directly respon~

sible for its actions. It is a reflection of our national character
or lack of it.

How does one sing .praises to a government that, having
taxed its citizens to the bearable limit, proceeds to inflate the
currency in order to finance its grandiose schemes? How does
one applaud a government whose principal function lfas be
come the redistribution of the wealth and property of its
citizens? How does one extol the virtues ofa government which
preaches human rights while it condones by its actions the
most flagrant violations ofhuman rights all over the world and
consistently abrogates the individual rights of its own people?
How does one glorify a government which at every turn takes
steps to reward slothfulness, indolence, and conformity at the
expense of industry, initiative, and creativity? How does one
honor a government which places political expediency above
the very principles upon which it was founded?

America was great. Today America is less great. Tomorrow
America will cease to be great-if it continues its present
course. Must we forever bungle our way through one unwork
able social plan and government edict after another? When
will we learn to separate the rational from the absurd; justice
from injustice; principle from expediency; the moral from the
immoral?

It was not always so. America has risen from an agricultural
society of tedious hand labor to a technological monolith of

Mr. Hood, a businessman In Meredith, New Hampshire, formerly served In the State Legislature.
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magnificent proportion. It has provided a standard of living for
all which was unknown to previous generations. It has ac
complished all this by the creative genius of mankind in an
atmosphere of freedom and individual responsibility; not by
the beneficence of a government whose only legitimate contri
bution is the protection of individual rights and property.
America has proved beyond doubt the efficacy of a system
whereby each individual is free to pursue his own goals and
enjoy the benefits produced by his own labor, for only freedom
is compatible with human nature and man's infinite range of
interests and abilities. It alone is conducive to the fulfillment
of man's enormous potential.

If America is to remain great it must reaffirm and reestab
lish the principles upon which it was created. We must restore
the ((free" in free enterprise and learn again the limitations of
government as the Founding Fathers once knew them. We
must understand that liberty and freedom mean the right to
pursue one's own goals and the right to earned property
without government intervention. Freedom does not mean
that we should be free of individual responsibility or free of the
necessity of earning our own way. We must understand that
justice and equality mean equality before the law without
regard for color, creed, or sex. Justice does not mean retribu
tion and unearned privilege or favor. We must no longer
subordinate the inalienable rights of all to the whims and
wishes of an undeserving few.

America was founded on the principles of freedom, not
patronage and subsidy. America was built by the creativity
and industry of its people, not by its government. America has
endured by the strength and integrity ofAmericans, not by the
will of its leaders. America will continue to flourish only by a
rededication to its original ideals, not by hopeless dependence on
political solutions. No other nation was ever founded on such a
moral base and no other nation ever had such glorious poten
tial. In the civilized world no other people have ever been so
uniquely blessed as we. ~
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Ludwig von Mises

Interventionism

A famous, very often quoted phrase
says: ((That government is best,
which governs least." I do not be
lieve this to be a correct description
of the functions of a good govern
ment. Government ought to do all
the things for which it is needed and
for which it was established. Gov
ernment ought to protect the indi
viduals within the country against
the violent and fraudulent attacks of
gangsters, and it should defend the
country against foreign enemies.
These are the functions of govern
ment within a free system, within
the system of the market economy.

Under socialism, of course, the
government is totalitarian, and
there is nothing outside its sphere
and its jurisdiction. But in the mar
ket economy the main task of the
government is to protect the smooth
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functioning of the market economy
against fraud or violence from
within and from outside the country.

People who do not agree with this
definition of the functions of gov
ernment may say: ((This man hates
the government." Nothing could be
farther from the truth. If I should
say that gasoline is a very useful
liquid, useful for many purposes, but
that I would nevertheless not drink
gasoline because I think that would
not be the right use for it, I am not
an enemy of gasoline, and I do not
hate gasoline. I only say that
gasoline is very useful for certain
purposes, but not fit for other pur
poses. If I say it is the government's
duty to arrest murderers and other
criminals, but not its duty to run the
railroads or to spend money for use
less things, then I do not hate the
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government by declaring that it is
fit to do certain things but not fit to
do other things.

It has been said that under
present-day conditions we no longer
have a free market economy. Under
present-day conditions we have
something called the ~~mixed econ
omy." And for evidence of our
~~mixed economy," people point to
the many enterprises which are op
erated and owned by the govern
ment. The economy is mixed, peo
ple say, because there are, in many
countries, certain institutions-like
the telephone, telegraph, and rail
roads-which are owned and oper
ated by the government.

That some of these institutions
and enterprises are operated by the
government is certainly true. But
this fact alone does not change the
character of our economic system. It
does not even mean there is a ~~litt1e

socialism" within the otherwise
nonsocialist, free market economy.
For the government, in operating
these enterprises, is subject to the
supremacy of the market, which
means it is subject to the supremacy
of the consumers. The government
-if it operates, let us say, post of
fices or railroads-has to hire peo
ple, who have to work in these en
terprises. It also has to buy the raw
materials and other things that are
needed for the conduct of these en
terprises. And on the other hand, it
~~sells" these services or commodi-

ties to the public. Yet, even though
it operates these institutions using
the methods of the free economic
system, the result, as a rule, is a
deficit. The government, however, is
in a position to finance such a def
icit-at least the members of the
government and of the ruling party
believe so.

It is certainly different for an in
dividual. The individual's power to
operate something with a deficit is
very limited. Ifthe deficit is not very
soon eliminated, and if the enter
prise does not become profitable (or
at least show that no further deficit
and losses are being incurred) the
individual goes bankrupt and the
enterprise must come to an end.

But for the government, condi
tions are different. The government
can run at a deficit, because it has
the power to tax people. And if the
taxpayers are prepared to pay higher
taxes in order to make it possible for
the government to operate an enter
prise at a loss-that is, in a less
efficient way than it would be done
by a private institution-and if the
public will accept this loss, then of
course the enterprise will continue.

Intervention Breeds Inflation

In recent years, governments
have increased the number of na
tionalized institutions and enter
prises in most countries to such an
extent that the deficits have grown
far beyond the amount that could be
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collected in taxes from the citizens.
What happens then is not the sub
ject oftoday's lecture. It is inflation,
and I shall deal with that tomorrow.
I mentioned this only because the
mixed economy must not be con
fused with the problem of interven
tionism, about which I want to talk
tonight.

What is interventionism? Inter
ventionism means that the govern
ment does not restrict its activity to
the preservation of order, or-as
people used to say a hundred years
ago-to ~~the production of security."
Interventionism means that the
government wants to do more. It
wants to interfere with market
phenomena.

If one objects and says the gov
ernment should not interfere with
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of the great defenders of a rational eco
nomic science, and perhaps the single
most creative mind at work in this field
in our century.

Found among the papers of Dr. Mises
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of the publishers. All rights reserved.

The book, Economic Policy: Thoughts
for Today and Tomorrow, also may be
purchased at $4.95 from The Founda
tion for Economic Education, Inc.,
Irvington-on-Hudson, N.Y. 10533.

business, people very often answer:
~~But the government necessarily
always interferes. If there are
policemen on the street, the gov
ernment interferes. It interferes
with a robber looting a shop or it
prevents a man from stealing a car."
But when dealing with interven
tionism, and defining what is meant
by interventionism, we are speaking
about government interference with
the market. (That the government
and the police are expected to pro
tect the citizens, which includes
businessmen, and of course their
employees, against attacks on the
part of domestic or foreign gang
sters, is in fact a normal, necessary
expectation of any government.
Such protection is not an interven
tion, for the government's only legi-
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timate function is, precisely, to pro
duce security.)

What we have in mind when we
talk about interventionism is the
government's desire to do more than
prevent assaults and fraud. Inter
ventionism means that the govern
ment not only fails to protect the
smooth functioning of the market
economy, but that it interferes with
the various market phenomena; it
interferes with prices, with wage
rates, interest rates, and profits.

The government wants to inter
fere in order to force businessmen to
conduct their affairs in a different
way than they would have chosen if
they had obeyed only the consumers.
Thus, all the measures of interven
tionism by the government are di
rected toward restricting the
supremacy of consumers. The gov
ernment wants to arrogate to itself
the power, or at least apart of the
power, which, in the free market
economy, is in the hands of the con
sumers.

Let us consider one example of
interventionism, very popular in
many countries and tried again and
again by many governments, espe
cially in times of inflation. I refer to
price control.

Governments usually resort to
price control when they have in
flated the money supply and people
have begun to complain about the
resulting rise in prices. There are
many famous historical examples of

price control methods that failed,
but I shall refer to only two of them
because, in both these cases, the
governments were really very
energetic in enforcing or trying to
enforce their price controls.

Price Controls in Ancient Rome
and during the French Revolution

The. first famous example is the
case of the Roman Emperor Diocle
tian, very well-known as the last of
those Roman emperors who perse
cuted the Christians. The Roman
emperor in the second part of the
third century had only one financial
method, and this was currency
debasement. In those primitive
ages, before the invention of the
printing press, even inflation was,
let us say, primitive. It involved
debasement of the coinage, espe
cially the silver. The government
mixed more and more copper into
the silver until the color of the silver
coins was changed and the weight
was reduced considerably. The re
sult of this coinage debasement and
the associated increase in the quan
tity of money was an increase in
prices, followed by an edict to con
trol prices. And Roman emperors
were not very mild when they en
forced a law; they did not consider
death too mild a punishment for a
man who had asked for a higher
price. They enforced price control,
but they failed to maintain the soci
ety. The result was the disintegra-
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tion of the Roman Empire and the
system of the division of labor.

Then, 1500 years later, the same
currency debasement took place
during the French Revolution. But
this time a different method was
used. The technology for producing
money was considerably improved.
It was no longer necessary for the
French to resort to debasement of
the coinage: they had the printing
press. And the printing press was
very efficient. Again, the result was
an unprecedented rise in prices. But
in the French Revolution maximum
prices were not enforced by the same
method ofcapital punishment which
the Emperor Diocletian had used.
There had also been an improve
ment in the technique of killing citi
zens. You all remember the famous
Doctor J. I. Guillotin (1738-1814),
who invented the guillotine. Despite
the guillotine the French also failed
with their laws of maximum price.
When Robespierre himself was
carted offto the guillotine the people
shouted, ~~There goes the dirty
Maximum."

I wanted to mention this, because
people often say: ~~What is needed in
order to make price control effective
and efficient is merely more brutal
ity and more energy." Now cer
tainly, Diocletian was very brutal,
and so was the French Revolution.
Nevertheless, price control mea
sures in both ages failed entirely.

Now let us analyze the reasons for

this failure. The government hears
people complain that the price of
milk has gone up. And milk is cer
tainly very important, especially for
the rising generation, for children.
Consequently, the government de
clares a maximum price for milk, a
maximum price that is lower than
the potential market price would be.
Now the government says: ~~Cer

tainly we have done everything
needed in order to make it possible
for poor parents to buy as much milk
as they need to feed their children."

But what happens? On the one
.hand, the lower price. of milk in
creases the demand for milk; people
who could not afford to buy milk at a
higher price are now able to buy it at
the lower price which the govern
ment has decreed. And on the other
hand some of the producers, those
producers of milk who are producing
at the highest cost-that is, the
marginal producers-are now suf
fering losses, because the price
which the government has decreed
is lower than their costs. This is the
important point in the market econ
omy.

Milk Production Curbed

The private entrepreneur, the
private producer, cannot take losses
in the long run. And as he cannot
take losses in milk, he restricts the
production of milk for the market.
He may sell some of his cows for the
slaughter house, or instead of milk
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he may sell some products made out
of milk, for instance sour cream,
butter or cheese.

Thus the government's interfer
ence with the price of milk will re
sult in less milk than there was
before, and at the same time there
will be a greater demand. Some peo
ple who are prepared to pay the
government-decreed price cannot
buy it. Another result will be that
anxious people will hurry to be first
at the shops. They have to wait
outside. The long lines of people
waiting at shops always appear as a
familiar phenomenon in a city in
which the government has decreed
maximum prices for commodities
that the government considers as
important. This has happened
everywhere when the price of milk
was controlled. This was always
prognosticated by economists. Of
course, only by sound economists,
and their number is not very great.

But what is the result of the gov
ernment's price control? The gov
ernment is disappointed. It wanted
to increase the satisfaction of the
milk drinkers. But actually it has
dissatisfied them. Before the gov
ernment interfered, milk was ex
pensive, but people could buy it.
Now there is only an insufficient
quantity of milk available. There
fore, the total consumption of milk
drops. The children are getting less
milk, not more. The next measure to
which the government now resorts,

is rationing. But rationing only
means that certain people are
privileged and are getting milk
while other people are not getting
any at all. Who gets milk and who
does not, of course, is always very
arbitrarily determined. One order
may determine, for example, that
children under four years old should
get milk, and that children over four
years, or between the age of four and
six should get only half the ration
which children under four years re
ceive.

Feed Prices Controlled

Whatever the government does,
the fact remains, there is only a
smaller amount of milk available.
Thus people are still more dissatis
fied than they were before. Now the
government asks the milk producers
(because the government does not
have enough imagination to find out
for itself): ttWhy do you not produce
the same amount of milk you pro
duced before?" The government gets
the answer: ((We cannot do it, since
the costs of production are higher
than the maximum price which the
government has established." Now
the government studies the costs of
the various items of production, and
it discovers one of the items is fod
der.

ttOh," says the government, ((the
same control we applied to milk we
will now apply to fodder. We will
determine a maximum price for fod-
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der, and then you will be able to feed
your cows at a lower price, at a lower
expenditure. Then everything will
be all right; you will be able to
produce more milk and you will sell
more milk."

But what happens now? The same
story repeats itself with fodder, and
as you can understand, for the same
reasons. The production of fodder
drops and the government is again
faced with a dilemma. So the gov
ernment arranges new hearings, to
find out what is wrong with fodder
production. And it gets an explana
tion from the producers of fodder
precisely like the one it got from the
milk producers. So the government
must go a step farther, since it does
not want to abandon the principle of
price control. It determines max
imum prices for producers' goods
which are necessary for the produc
tion of fodder. And the same story
happens again.

Other Products Affected

The government at the same time
starts controlling not only milk, but
also eggs, meat, and other neces
sities. And every time the govern
ment gets the same result,
everywhere the consequence is the
same. Once the government fixes a
maximurn price for consumer goods,
it has to go farther back to produc
ers' goods, and limit the prices of the
producers' goods required for the
production of the price-controlled

consumer goods. And so the gov
ernment, having started with only a
few price controls, goes farther and
farther back in the process of pro
duction, fixing maximum prices for
all kinds of producers' goods, includ
ing of course the price of labor, be
cause without wage control, the
government's ((cost control" would
be meaningless.

Moreover, the government cannot
limit its interference into the mar
ket to only those things which it
views as vital necessities, like milk,
butter, eggs, and meat. It must
necessarily include luxury goods,
because if it did not limit their
prices, capital and labor would
abandon the production of vital
necessities and would turn to pro
ducing those things which the gov
ernment considers unnecessary lux
ury goods. Thus, the isolated inter
ference with one or a few prices of
consumer goods always brings about
effects-and this is important to
realize-which are even less satis
factory than the conditions that pre
vailed before: before the government
interfered, milk and eggs were ex
pensive; after the government in
terference they began to disappear
from the market.

The government considered those
items to be so important that it
interfered; it wanted to increase the
quantity and improve the supply.
The result was the opposite: the iso
lated interference brought about a
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condition which-from the point of
view of the government-is even
more undesirable than the previous
state of affairs which the govern
ment wanted to alter. And as the
government goes farther and
farther, it will finally arrive at a
point where all prices, all wage
rates, all interest rates, in short,
everything in the whole economic
system, is determined by the gov
ernment. And this, clearly, is
socialism.

Controls After World War I

What I have told you here, this
schematic and theoretical explana
tion, is precisely what happened in
those countries which tried to en
force a maximum price control,
where governments were stubborn
enough to go step by step until they
came to the end. This happened in
the First World War, in Germany
and England.

Let us analyze the situation in
both countries. Both countries ex
perienced inflation. Prices went up,
and the two governments imposed
price controls. Starting with a few
prices, starting with only milk and
eggs, they had to go farther and
farther. The longer the war went on,
the more inflation was generated.
And after three years of war, the
Germans-systematically as always
-elaborated a great plan. They
called it the Hindenburg Plan:
everything in Germany considered to

be good by the government at that
time was named after Hindenburg.

The Hindenburg Plan meant that
the whole German economic system
should be controlled by the govern
ment: prices, wages, profits . . .
everything. And the bureaucracy im
mediately began to put this into
effect. But before they had finished,
the debacle came: the German em
pire broke down, the entire bureau
cratic apparatus disappeared, the
revolution brought its bloody
results-things came to an end.

In England they started in the
same way, but after a time, in the
spring of 1917, the United States
entered the war and supplied the
British with sufficient quantities of
everything. Therefore the road to
socialism, the road to serfdom, was
interrupted.

Hitler's Germany

Before Hitler came to power,
Chancellor Bruning again intro
duced price control in Germany for
the usual reasons. Hitler enforced it,
even before the war started. For, in
Hitler's Germany, there was no pri
vate enterprise or private initiative.
In Hitler's Germany there was a
system of socialism which differed
from the Russian system only to the
extent that the terminology and
labeIs of the free economic system
were still retained. There still
existed ~(private enterprises," as
they were called. But the owner was
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no longer an entrepreneur, the
owner was called a ((shop manager"
(Betriebsfiihrer).

The .whole of Germany was or
ganized in a hierarchy of fUhrers;
there was the Highest Fiihrer, Hit
ler of course, and then there were
fiihrers down to the many hierar
chies of smaller fiihrers. And the
head of an enterprise was the Be
triebsfuhrer. And the workers of the
enterprise were named by a word
that, in the Middle Ages, had sig
nified the retinue of a feudal lord:
the Gefolgschaft. And all of these
people had to obey the orders issued
by an institution which had a terri
bly long name: Reichsfuhrer
wirtschaftsministerium, at the head
of which was the well-known fat
man, named Goering, adorned with
jewelry and medals.

And from this body of ministers
with the long name came all the
orders to every enterprise: what to
produce, in what quantity, where to
get raw materials and what to pay
for them, to whom to sell the prod
ucts and at what prices to sell them.
The workers got the order to work in
a definite factory, and they received
wages which the government de
creed. The whole economic system
was now regulated in every detail by
the government.

The Betriebsfuhrer did not have
the right to take the profits for him
self; he received what amounted to a
salary, and if he wanted to get more

he would, for example, say: ((I am
very sick, I need an operation im
mediately, and the operation will
cost 500 Marks," then he had to ask
the fiihrer of the district (the
Gaufuhrer or Gauleiter) whether he
had the right to take out more than
the salary which was given to him.
The prices were no longer prices, the
wages were no longer wages, they
were all quantitative terms in a sys
tem of socialism.

Now let me tell you how that
system broke down. One day, after
years of fighting, the foreign armies
arrived in Germany. They tried to
preserve this government-directed
economic system, but the brutality
of Hitler would have been necessary
to preserve it and, without this, it
did not work.

Britain in World War II

And while this was going on in
Germany, Great Britain-during
the Second World War-did pre
cisely what Germany did: starting
with the price control of some com
modities only, the British govern
ment began step by step (in the
same way Hitler had done in peace
time, even before the start of the
war) to control more and more of the
economy until, by the time the war
ended, they had reached something
that was almost pure socialism.

Great Britain was not brought to
socialism by the Labour government
which was established in 1945.
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Great Britain became socialist dur
ing the war, through the govern
ment of which Sir Winston
Churchill was the prime minister.
The Labour government simply re
tained the system of socialism which
the government of Sir Winston
Churchill had already introduced.
And this in spite of great resistance
by the people.

The nationalizations in Great Bri
tain did not mean very much; the
nationalization of the Bank of Eng
land was merely nominal, because
the Bank of England was already
under the complete control of the
government. And it was the same
with the nationalization of the rail
roads and the steel industry. The
((war socialism," as it was called
meaning the system of interven
tionism proceeding step by step
had already virtually nationalized
the system.

The difference between the Ger
man and British systems was not
important since the people who op
erated them had been appointed by
the government and in both cases
they had to obey the government's
orders in every respect. As I said
before, the system of the German
Nazis retained the labels and terms
of the capitalistic free market econ
0my. But they meant something
very different: there were now only
governmental decrees.

This was also true for the British
system. When the Conservative

party in Britain was returned to
power, some of those controls were
removed. In Great Britain we now
have attempts from one side to re
tain controls and from the other side
to abolish them. (But one must not
forget that, in England, conditions
are very different from conditions in
Russia.) The same is true for other
countries which depend on the im
portation of food and raw materials
and therefore have to export man
ufactured goods. For countries de
pending heavily on export trade, a
system of government control sim
ply does not work.

Thus, as far as there is economic
freedom left (and there is still sub
stantial freedom in some countries,
such as Norway, England, Sweden),
it exists because of the necessity to
retain export trade. Earlier, I chose
the example of milk, not because I
have a special preference for milk,
but because practically all govern
ments-or most of them-in recent
decades, have regulated milk, egg or
butter prices.

Rent Control

I want to refer, in a few words, to
another example, and that is rent
control. If the government controls
rents, one result is that people who
would otherwise have moved from
bigger apartments to smaller ones
when their family conditions
changed, will no longer do so. For
example, consider parents whose
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children left home when they came
into their twentie&, married or went
into other cities to work. Such
parents used to change their apart
ments and take smaller and cheaper
ones. This necessity disappeared
when rent controls were imposed.

In Vienna, Austria, in the early
twenties, where rent control was
well-established, the amount. of
money that the landlord received for
an average apartment under rent
control was not more than twice the
price of a ticket for a ride on the
city-owned street cars. You can
imagine that people did not have
any incentive to change their apart
ments. And, on the other hand,
there was no construction of new
houses. Similar conditions prevailed
in the United States after the Sec
ond World War and are continuing
in many cities to this day.

One of the main reasons why
many cities in the United States are
in such great financial difficulty is
that they have rent control and a
resulting shortage ofhousing. So the
government has spent billions for
the building of new houses. But why
was there such a housing shortage?
The housing shortage developed for
the same reasons that brought milk
shortages when there was milk price
control. That means: when the gov
ernment interferes with the market,
it is more and more driven towards
socialism.

And this is the answer to those

people who say: ((We are not
socialists, we do not want the gov
ernment to control everything. We
realize this is bad. But why should
not the government interfere a little
bit with the market? Why shouldn't
the government do away with'some
things which we do not like?"

These people talk of a ttmiddle-of
the-road" policy. What they do not
see is that the isolated interference,
which means the interference with
only one small part of the economic
system, brings about a situation
which the government itself-and
the people who are asking for gov
ernment interference-find worse
than the conditions they wanted to
abolish: the people who are asking
for rent control are very angry when
they discover there is a shortage of
apartments and a shortage of hous
ing.

But this shortage of housing was
created precisely by government in
terference, by the establishment of
rents below the level people would
have had to pay in a free market.

There Is No Third System

The idea that there is a third
system-between socialism and cap
italism, as its supporters say-a sys
tem as far away from socialism as it
is from capitalism but retains the
advantages and avoids the disad
vantages of each-is pure nonsense.
People who believe there is such a
mythical system can become really
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poetic when they praise the glories
of interventionism. One can only say
they are mistaken. The government
interference which they praise
brings about conditions which they
themselves do not like.

One of the problems I will deal
with later is protectionism. The gov
ernment tries to isolate the domestic
market from the world market. It
introduces tariffs which raise the
domestic price of a commodity above
the world market price, making it
possible for domestic producers to
form cartels. The government then
attacks the cartels, declaring:
~~Under these conditions, anti-cartel
legislation is necessary."

This is precisely the situation
with most of the European govern
ments. In the United States, there
are yet other reasons for antitrust
legislation and the government's
campaign against the specter of
monopoly.

It is absurd to see the government
-which creates by its own interven
tion the conditions making possible
the emergence of domestic cartels
point its finger at business, saying:
~~There are cartels, therefore gov
ernment interference with business
is necessary." It would be much
simpler to avoid cartels by ending
the government's interference with
the market-an interference which
makes these cartels possible.

The idea of government interfer
ence as a «solution" to economic

problems leads, in every country, to
conditions which, at the least, are
very unsatisfactory and often quite
chaotic. If the government does not
stop in time, it will bring on
socialism.

Nevertheless, government inter
ference with business is still very
popular. As soon as someone does
not like something that happens in
the world, he says: (~The government
ought to do something about it.
What do we have a government for?
The government should do it." And
this is a characteristic remnant of
thought from past ages, of ages pre
ceding modern freedom, modern
constitutional government, before
representative government or mod
ern republicanism.

Omnipotent Government

For centuries there was the
doctrine-maintained and accepted
by everyone-that a king, an
anointed king, was the messenger of
God; he had more wisdom than his
subjects, and he had supernatural
powers. As recently as the begin
ning of the nineteenth century, Peo
ple suffering from certain diseases
expected to be cured by the royal
touch, by the hand of the king. Doc
tors were usually better; neverthe
less, they had their patients try the
king.

This doctrine of the superiority of
a paternal government, of the
supernatural and superhuman pow-
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ers of the hereditary kings gradu
ally disappeared-or at least we
thought so. But it came back again.
There was a German professor
named Werner Sombart (I knew him
very well), who was known the
world over, who was an honorary
doctor of many universities and an
honorary member of the American
Economic Association. That profes
sor wrote a book, which is available
in an English translation, published
by the Princeton University Press.
It is available also in a French
translation, and probably also in
Spanish-at least I hope it is avail
able, because then you can check
what I am saying. In this book pub
lished in our century, not in the
Dark Ages, ~~Sir" Werner Sombart, a
professor of economics, simply says:
~~The Fuhrer, our Fuhrer"- he
means, of course, Hitler-~~gets his
orders directly from God, the Fuhrer
of the Universe."

I spoke of this hierarchy of the
fuhrers earlier, and in this hier
archy, I mentioned Hitler as the
~~Supreme Fuhrer" . . . But there
is, according to Werner Somhart, a
still higher Fuhrer, God, the Fuhrer
of the universe. And God, he wrote,
gives His orders directly to Hitler.
Of course, Professor Sombart said
very modestly: ~~We do not know
how God communicates with the
Fuhrer. But the fact cannot be de
nied."

Now, if you hear that such a book
can be published in the German
language, the language of a nation
which was once hailed as ~~the na
tion of philosophers and poets," and
if you see it translated into English
and French, then you will not he
astonished at the fact that even a
little bureaucrat considers himself
wiser and better than the citizens
and wants to interfere with every
thing, even though he is only a poor
little bureaucrat, and not the fa
mous Professor Werner Sombart,
honorary member of everything.

A Remedy?

Is there a remedy against such
happenings? I would say, yes, there
is a remedy. And this remedy is the
power of the citizens; they have to
prevent the establishment of such
an autocratic regime that arrogates
to itself a higher wisdom than that
of the average citizen. This is the
fundamental difference between
freedom and serfdom.

The socialist nations have arro
gated to themselves the term
democracy. The Russians call their
own system a People's Democracy;
they probably maintain that the
people are represented in the person
of the dictator. I think that one dic
tator, here in Argentina, was given
a good answer. Let us hope that all
other dictators, in other nations, will
be accorded a similar response. i



John C. Sparks

Who Shall Carry My Load?
THE FREE MARKET seems to be gaining economic and political favor. But if
this is to be more than a passing fad, the full implications of the term must
be clearly grasped.

Those who will learn to understand the workings of a free market will
find that it can exist to its fullest material advantage only in a society of
individual independence and responsibility. A deeper penetration of the
subject also brings recognition that any infringement of independent
decision-making is not only unproductive ina material sense but is also
immoral. It is immoral to place the load one is responsible for on the back of
another without his willing consent.

Contrasting pictures emerge. One is an unfree, governmental
interference type of society. This is a society where each is required by
government to carryon his back the load of all others-an awkward,
nonproductive and painful way to function. Particularly is it nonproductive
when those who are able and willing to produce the most in goods and
services for themselves and for others are allotted the heaviest burdens, thus
restricting their efforts.

On the other hand, a free market society is one in which each is solely
responsible for his own load. Only insofar as his own judgment and
conscience dictates does he share the burden of another. Unhampered, he
finds that his expanded production can benefit himself only as it benefits
others-a mighty important, but key difference-since his personal con
sumption is very minimal compared with the improved quality of life his
production brings to all others.

In selecting which society I prefer, I may well ask, ~~Who shall carry my
load?"

When measured by the most productivity for the benefit of all, the answer
must be that of a free market society-no one, but me!

When measured by the moral principle of assuming my own responsibil
ity, the answer must be that of a free market society-no one, but me!

Both demand that I carry my own load. To start, let me remove from
others any of the burden of my responsibility now carried by them. ®

Mr. Sparks Is an executive of an Ohio manufacturing company.
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Melvin. D. Barger

CRIME:
THE UNSOLVED
PROBLEM
WHAT causes crime? Why do some
individuals possess tendencies
which lead them to commit acts of
violence and predation: robberies,
assaults, rape, and other felonies?
What sets the habitual or occasional
criminal apart from the mainstream
of society? More important, what
can be done to ~~change" criminals
into productive, law-abiding citi
zens?

The theory that has partly gov
erned public policy for many years is
that crime is caused by an unjust
society. A most eloquent spokesman
for this point of view was Ramsey
Clark, who served as assistant at
torney general in the Kennedy Ad
ministration and attorney general
in the Johnson Administration.
Here's how Clark described the
crime problem in his well-known
1970 book, Crime in America:

Mr. Barger Is a corporate public relations executive
and writer In Toledo, Ohio.
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If we are to deal meaningfully with
crime, what must be seen is the de
humanizing effect on the individual of
slums, racism, ignorance and violence, of
corruption and impotence to fulfill
rights, of poverty and unemployment
and idleness, of generations of malnutri
tion, of congenital brain damage and
prenatal neglect, of sickness and disease,
of pollution, of decrepit, dirty, ugly, un
safe, overcrowded housing, of alcoholism
and narcotics addiction, of avarice, anxi
ety, fear, hatred, hopelessness and injus
tice. These are the fountainheads of
crime. They can be controlled. As impre
cise, distorted and prejudiced as our
learning is, these sources of crime and
their controllability clearly emerge to
any who would see. l

And how would such conditions be
changed? In that same volume,
Clark explains that it's a ~~matter of
will." If society becomes willing, the
conditions that cause crime can be
changed, and then crime will be
greatly reduced.

INew York: Simon and Schuster.
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Clark's theory has a plausible
sound and anybody who visits a
large state prison will find scores of
inmates from deprived backgrounds.
Some of them are not really crimi
nals in the true sense of the word;
they are simply badly adjusted and
disturbed people who need to be in
stitutionalized. There are others
with personal problems which got
them into trouble.

But if a visitor searches out the
professional criminals-both in
prison and out-he may find that
the theory doesn't hold up at all.
There are men, and some women,
who have numerous advantages in
their lives and yet they seem to
become criminals by deliberate
choice.

For example, neither John Dil
linger nor the notorious Alvin Kar
pis really were deprived as young
sters, nor were they getting revenge
on an unjust society. The fact is, the
criminal life simply gave them
power, excitement, and recognition
that they couldn't have found in
most straight professions. Far from
being driven to crime by necessity
and despair, both men had fierce
appetites for the danger and re
wards of their lawlessness. It is even
possible that John Dillinger would
have considered his short life well
spent, for his crimes brought him a
dubious fame that he couldn't have
achieved in any other way. Even
Karpis, who spent more than 32

years in Federal 'prisons for his
crimes, did not seem to regret his
choice of a criminal ca.reer. Indeed,
his personal story published after
his release in 1969 carried few re
grets and tended to glorify and de
fend his criminal career.2

In the introduction to that same
book, a quotation from Ben Hecht
sheds some light on the nature ofthe
criminal mind. Hecht had been
working on a biography of Mickey
Cohen, and this portion was later
published:
(Wrote Hecht): I have been talking to
Mickey Cohen for a number of years and
mingling with his underworld entour
age. Out of my contacts has come what I
think may be a major piece of an
thropological lore. The criminal has no
hates or fears-except very personal
ones. He is possibly the only human left
in the world who looks lovingly on soci
ety. He does not hanker to fight it, re
form it or even rationalize it. He wants
only to rob· it. He admires it as a hungry
man might admire a roast pig with an
apple in its mouth.

I was pleased to find this out, for I have
read much to the contrary. Society does
not, as sociologists and other tony intel
lectuals maintain, create the criminal.
Bad housing, bad companions, bad gov
ernment, etc., have little to do with why
there are killers, robbers and outlaws.
The criminal has no relation to society to
speak of. He is part of man's soul, not his
institutions. He is an old one. A

2Alvin Karpis, The Alvin Karpis Story (New
York: Coward-McCann & Geoghegan, Inc.,
1971).
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thousand preachers, summer boy's
camps, plus a congress of psychiatrists
can barely dent even a minor criminal.
As for the major criminal, he cannot be
touched at all by society because he op
erates on a different time level. He is the
presocial part of us-the ape that
spurned the collar . . .

The criminal at the time of his law
lessness is one of the few happy or con
tented men to be found among us ...

Alvin Karpis certainly was that
kind of criminal. In his biography,
he discussed the few times he had
accepted regular employment in the
straight world. To Karpis, such a life
was boring and pointless, and he
quickly abandoned it for the lure of
crime. He considered himself a pro
fessional thief, and he took consid
erable pride in his competence and
in his standing among other
gangsters. If he suffered any re
morse for his crimes or saw any
thing evil in the robberies or kid
nappings he carried out, it was not
evident in his autobiography. In
reading it, one almost has the feel
ing that Karpis would have selected
such a life again if he could have
returned to his youth and had
choices to make.

Not all criminals have been as
open as Karpis about the attractions
of a criminal career. In any prison, it
is always possible to find convicts
who seem to have changed and who
have shown appropriate responses
to counseling and other supposedly
rehabilitative programs. Some of

them, of course, are sincere people
who really have changed. Other
convicts, however, are usually cyni
cal about the motives of their fellow
inmates. Quite often, the ~~rehabili

tated" inmate is really only a per
ceptive and cunning person who
produces the responses that coun
selors and prison authorities are
seeking.

This is not to say that brutal pris
ons are good institutions for society
or that one should abandon hope in
possible methods of rehabilitation.
We should admit, however, that
crime is a lot like cancer. We may
know more about it than we did in
former days and we may have some
criminals who have dramatically
changed for the better. Still, both
crime and cancer are unsolved prob
lems and nobody has answers that
promise wholesale improvements in
crime statistics.

Self-Responsibility

One recent development is that
some thoughtful people are begin
ning to question the belief that the
criminal is simply the victim of bad
social conditions. They are taking
another look at the problem and are
concluding that the criminal is,
after all, responsible for his be
havior. This was the conclusion of a
psychiatrist, the late Dr. Samuel
Yochelson, who with a clinical
psychologist named Stanton
Samenow studied 252 male hard-
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core criminals. They also inter
viewed people connected with the
criminals, including prison and pro
bation officials, families, girl
friends, employers, and associates.

Yochelson and Samenow eventu
ally made a basic assumption that
flew in the face of popular theory
about the roots of crime. This as
sumption was: The criminal can and
does choose his way of life freely in
his quest for power, control and ex
citement. Moreover, he can choose to
change if he musters courage or will
to endure the consequences of re
sponsible choices. 3

This assumption was surprisingly
close to Ben Hecht's thoughts after
spending time with Mickey Cohen
and his underworld friends. The
criminal, like the rest of us, pos
sesses a human will and is capable of
making choices. Every human being
is controlled by the fact that choices
may lead to unpleasant or unwanted
consequences. For many of us, it is
often necessary to make hard or dif
ficult choices because we want to
avoid certain consequences. For
example, many people choose to plod
away at boring, unsatisfying jobs
simply because they need to make a
living and do not want to live in
destitution or dependency. Most
people, in fact, do not manage to find
a great deal of power, control, or
excitement.

aSee uThe Criminal Mind: A Startling New
Look," The Reader's Digest, May 1978.

It's true that most criminals may
not completely understand their
own motivations. However, this too
is changing. Yochelson and
Samenow started a therapeutic pro
gram aimed at helping criminals
understand themselves and volun
tarily change their thought patterns
and actions. The program was un
apologetically moralistic and was
aimed at helping criminals change
into responsible citizens. They had
promising success with a small
group of persons who were willing to
change. In the process, they also
discovered that a criminal who
comes to the program has CCto wean
himself from the high-voltage jolts
he got out of crime to a steady cur
rent of satisfaction from self-respect
and responsible living." This process
may even produce withdrawal pains
similar to those experienced by a
recovering drug addict!

Helping the Individual
To Help Himself

While the work of Yochelson and
Samenow is still controversial
among professionals in the mental
health and psychiatric fields, it is
likely to attract other disciples who
have become disillusioned with the
conventional deterministic theories
about criminal behavior. Their find
ings also are consistent with the
results obtained by self-help and re
ligious groups which have worked
with criminals. Prison inmates have



102 THE FREEMAN February

been helped by voluntary efforts
such as Alcoholics Anonymous and
the Dale Carnegie speech training
program. The significant element in
these programs is that of personal
responsibility. The individual is
guided to understand himself and to
take voluntary steps to change his
own thoughts and behavior.

At this point, none of these pro
grams have helped more than a
small percentage of the criminal
population. Crime is still an un
solved problem, and nobody has
found ways ofchanging the majority
of criminals. From time to time, the
nation's prisons come under attack
for their failure to rehabilitate crim
inals; some of these institutions also
are rightly criticized for their bru
tality and bestial living conditions.
However, there is nothing about the
prison system that should logically
lead to recovery or rehabilitation of
criminals. Prisons are state or
Federally-run institutions with bu
reaucratic managements which are
forced to respond to political pres
sures. The primary purpose of a
prison is custody and in any conflict
between that purpose and rehabili
tation' custody always wins.

And until rehabilitation measures
can produce a better record of re
sults, custody will continue to be
society's principal way of dealing
with criminals. Maintaining a
prison is expensive and difficult, but
there is a grim logic in the concept of

custody. John Dillinger held up no
banks while he was in prison at
Michigan City, Indiana, and Alvin
Karpis neither robbed nor kidnapped
anybody after he landed in AI
catraz. There is also a strong feeling
in society that violators should be
punished. Even Jonathan Kwitny, a
knowledgeable and seasoned report
er who writes on crime subjects for
The Wall Street Journal, has stated
that the main problem with crimi
nal justice now is that the system
doesn't punish violators-organized
or unorganized-after they are con
victed.4

Punishment as Deterrent

Perhaps another arrangement in
favor of strong custodial measures
and swift punishments is to deter
others who may be weighing the
possible advantages of a criminal
life. Whether it works this way or
not, the public apparently believes
that it does and supports the main
tenance of prison systems.

But there is no reason why self
help programs cannot be offered
even in maximum security prisons.
And while no self-help program has
produced spectacular results in
helping criminals change their
lives, some of the individual
changes have been dramatic. The
present author knows several per-

"See Jonathan Kwitny, "Ford Foundation
Mulls Crime Fight," The Wall Street Journal,
November 18,1976.
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sons whose lives were completely
transformed in prison by accepting
certain new ideas about themselves
and society. One man made such a
complete change that he was later
named to head a prison camp in
another state. Another person who
once had been associated with the
Detroit underworld become so com
pletely rehabilitated that he was
named deputy sheriff of the county
where he lived (legally possible for
felons if they receive a complete
pardon). Still another person had
been considered institutionalized;
that is, he was believed to be in
capable of functioning in society.
However, he eventually met all the
conditions of a parole and has lived
an exemplary life for more than ten
years.

Three greatly changed individ
uals would not be very interesting to
the people who compile statistics
about crime and criminals. Out of
1,000 men, for example, these per
sons would be only .3 per cent of the
total number. In their lives, however,
the changes were 100 per cent. They
changed completely from persons
who had been irresponsible crimi
nals to citizens who could live in
peace with themselves and other
people in society. How were they
able to do it?

All of them reached a point of
becoming dissatisfied with their
past lives and desired change.
Moreover, they realized that the old

ways were wrong and that they had
harmed other people. They also ac
cepted full responsibility for their
own actions. While they knew that
they had been driven by wrong im
pulses and feelings, they did not
place responsibility outside of them
selves. Then they accepted new
ideas and beliefs which resulted in
change. They seemed to become dif
ferent persons, and in a way they
were. They thought differently, they
felt differently, and they acted dif
ferently.

Probably none of these men had
ever heard of Yochelson and
Samenow. Yet they proved the
Yochelson/Samenow thesis: The
criminal chooses his way of life and
can change it if he musters the cour
age or will to do so.

No Miracles Promised

It would be misleading and
thoughtless to say that every crimi
nal can be changed by the sparse
self-help programs now available in
state and Federal prisons. After all,
few people in free society make
dramatic behavioral changes, so
why should criminals be any differ
ent from the normal population?
Crime is an unsolved problem, but it
is not the only unsolved problem.

It also is wrong to say that indi
viduals can be expected to change
their lives without help or assis
tance from others. Actually, all ofus
are part of society and we owe many
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ofour best ideas and beliefs to others
who have helped us, patiently in
structed us, and guided us. There is
no such thing as a good society with
out a great deal of human coopera
tion and voluntary problem-solving.

But this is not the same as saying
that society is responsible for our
condition or that the proper way to
change people is to impose, by coer
cive means, a certain form oforgani
zation on society. The fact is, it
works the other way around. People
think and act in certain ways, and
society becomes a mirror of their
beliefs and actions. Criminals are
sometimes called the victims of an
unjust society. But criminals, like
the rest of us, help make society
what it is. In fact, the criminal helps
destroy the very society that is
blamed for his ills.

In dealing with crime and crimi
nals' we still have no answers that
promise broad, sweeping changes.
We should, however, be very skepti
cal of any proposals for fighting
crime that do not take into account
the individual will and motivations
of each person who is or might be
come a criminal. James Q. Wilson, a
Harvard professor who has served
on crime and drug commissions,
makes an important statement
about the general problem of crime
in closing his book, Thinking About
Crime:
... some persons will shun crime even if
we do nothing to deter them, while

others will seek it out even if we do
everything to reform them. Wicked peo
ple exist. Nothing avails except to set
them apart from innocent people. And
many people, neither wicked nor inno
cent, but watchful, dissembling, and cal
culating of their opportunities, ponder
our reaction to wickedness as a cue to
what they might profitably do. We have
trifled with the wicked, made sport ofthe
innocent, and encouraged the cal
culators. Justice suffers, and so do we
all. S

The professor seems to be saying
that we should be very humble about
our knowledge of crime and its
causes. He does say that we still
.should make distinctions between
innocence and wickedness. There
are criminals whose actions need to
be taken seriously, and who should
be locked up in order to protect the
innocent. The innocent person
should not have to take the rap for
the criminal's actions.

One of the crucial questions in
thinking about crime is whether or
not the criminal is capable of mak
ing conscious choices that govern his
actions. If he is incapable of making
such choices, he should be adjudged
insane and dealt with accordingly. If
he is capable of choosing right or
wrong behavior, then he also can
choose a new way of life. Few crimi
nals do make such choices. Perhaps
that's why crime still is the great
unsolved problem. ®

5James Q. Wilson (New York: Basic Books,
1975), p. 209.



Hal Watkins

Faith
Integrity

and
Shame

WHATEVER happened to shame? We
have lived long enough to see people
from all sectors of the population
line up at the government trough to
beg for tax dollars from the hands of
self-serving politicians at all levels
of ((public service." And they do it
without shame! If you are not get
ting yours from some governmental
bureau or agency, there are other
agencies established to help you find
a law or clause or loophole to open
the cornucopia of limitless ((bread"
looted from the hapless taxpayers
and funnel it right into your pocket.

In the little town where I live in
rural America one of the forward
looking citizens came up .with the
idea of sprucing up Main
Street, through which a lot of

The Reverend Mr. Watkins edits and publishes The
Printed Preacher, a monthly gospel message,
303 North Third, Dayton, Washington 99328.

tourists pass during a year. Busi
nesses were called upon to voluntar
ily fix up the fronts of their build
ings with needed repairs and paint,
soap and water. The idea caught on
and people began to sign up as par
ticipants. But, not more than two
weeks passed when one ofthe social
ist-minded localites discovered a
federal bureau that is programmed
to dispense funds for just such en
terprises. Now several of the
businessmen have decided to wait
until the paper work for the antici
pated largess has been cleared. This
is only one example of many pipe
lines for tax dollars into our com
munity, and it is typical ofhundreds
of thousands of raids on the
treasury-without shame!

About 2500 years ago there lived
a man named Ezra. Like a mis
placed Vietnamese, he was an exile
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from his homeland, and he organized
a pilgrimage of his People to return to
the land from which they had been
led away captive. Being a man of
faith he said, nI proclaimed a fast, so
that we humble ourselves before our
God and ask him for a safe journey
for us and our children, with all our
possessions." If Ezra had been our
contemporary instead of occupying
such a remote slot in history he
would have found bureaucrats
standing in line with financial aid,
trucks, buses, ships, planes or what
ever he might think he needed. In
those days, as you can well imagine,
the state patrol was not cruising the
freeway at the beck and call of dis
tressed pilgrims. They had to
traverse hostile country to arrive at
Jerusalem, their destination. There
was some safety in numbers, of
course, but without an organized
army they were in jeopardy, espe
cially in view of the large quantities
of gold and silver they were trans
porting.

Temptation Resisted

Ezra resisted what must have
been a strong temptation to ask for a
detachment of military support and
protection. nI was ashamed to ask
the king for soldiers and horsemen
to protect us from enemies on the
road, because we had told the king,
(The good hand of our God is on
everyone who looks to him, but his
anger is against all who forsake

him.' So we petitioned our God about
this and he answered our prayer"
(Ezra 8:21-23).

All the peoples of that day were
religious; most of them, including
the Babylonians, the Medes and the
Persians, worshiped idols. Even Ar
taxerxes, king of Persia, bowed to
man-made gods and consulted as
trologers in order to communicate
with the metaphysical realm. But
Ezra and his people worshiped a God
who could not be seen with the phys
ical eye, and for this reason they
were at times called atheists by the
idol worshipers.

Ezra claimed his God was the only
real one and that all the rest were
phony, and now he was going to get
a chance to nput your money where
your mouth is." It was, then, with
some fear and trembling that he led
his people back to the land from
which they had been exiled for 70
years. Having bragged about the
faithfulness and power of Jehovah,
he was ashamed to ask help from a
heathen king, the most powerful in
the world at that time.

Obviously, Ezra was a man of
faith and integrity. He trusted God
and prayed to him because he be
lieved in him. The testimony of his
forefathers and the prophets had
impressed him so deeply that he was
still a believer, even though he and
his people were exiled captives in
the hands of a heathen king.
Furthermore, he was honest enough
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to admit that he couldn't have it
both ways. Either he would walk by
faith all the way, or he would admit
his God was not worthy of trust.

Ezra, come on back; we need you.
Most of the ~~Christians"of our day
pay lip service to God, but they peti
tion the Government for just about
every material thing. And they do it
without shame. They ask for com
modity foods, food stamps, tax
breaks for churches and other non
profit organizations. They go to gov
ernment agencies for welfare, medi
care, pensions, and so on. We have
arrived at the point in time where
the people ofthis nation whose coins
bear the inscription, HIn God we
Trust," have turned their backs on
God and their faces to Government.
The Government even publishes a
virtual library of books detailing
how every citizen may petition Big
G for help of all kinds. Big G will tell
you how to raise bees, make char
coal, buy a car, insulate your house
(and pay you to do it!), save gas,
raise a garden and can its produce,
on and on. You may even subscribe
to publications that tell you how to
get more money out of your
Government.

Government or God?

We as a people have petitioned
our Government so long (nearly 50
years) it is really mockery to talk
about our ((faith in God." As
Government has grown in power

and has come to dominate every
facet of our lives, God has di
minished in the hearts and minds of
each of us. We can't serve God and
Government in the same way at the
same time.

The sense of shame Ezra felt at
the mere thought of petitioning the
government of his time is what we
need in Americans today, but shame
is almost totally non-existent among
us. In fact, the converse is true;
millions of our people tend to think
first of the Government whenever
any need arises. ((There must be
some agency to dispense the funds
we need for this project!" What are
you planning to do? Build a bridge?
Educate your child? Insulate your
house? Pave your streets? Kill your
mosquitoes? Vaccinate your hogs?
The Government can do it for you!
PTL (praise the Leader).

The conviction is growing in my
heart that until Americans lose
faith in ~(Almighty Government"
and turn back to Almighty God,
there is no hope for the survival of
this republic. Faith in Government
as the all-powerful one to whom all
should pray is rank humanism, and
the epitome of it is found in Soviet
Russia, the ((Peoples" Republic of
China, and all the ~tpeoples repub
lics" of the world. Their ~~hearts be
long to Daddy," ((Big Daddy Gov
ernment," and their minds are being
conditioned to send all petitions in
that direction. They become slaves,
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mind and body. They are schooled in
scarcity and can only dream for
fleeting moments of the abundant
life that Jesus came to give us. As
we turn all our responsibilities over
to Government.we develop a scarcity
of everything but bureaucrats, who
sit around like vultures grabbing
whatever else we are allowed to pro
duce. The next step, of course, is
rationing.

Why are we in this sorry mess?
Someone has rightly said we get the
kind of government we deserve. Un
less we can have a resurgence of
men like Ezra, there will be no
change for the better. We need a
restoration of faith and integrity.
We need to re-educate the con
science of the American people to
the place where they can again ex
perience shame instead of blatantly
asking Government to rip off their
neighbors on their behalf at the

Faith and Freedom

point of a gun. Queuing up at the
Government pipeline is legalized
stealing, regardless of the
euphemistic title given it by the
G-men. Federal aid is a transfusion
from one arm to the other-through
a leaky tube. Those who ask for it
because it is legal are still immoral,
and it should be stressed that legal
ity and morality are not synony
mous.

Because of Ezra's faith and integ
rity he became involved in a tre
mendous reconstruction project. If
it's not too late, we too can become
involved in the restoration of a
glorious republic composed of re
sponsible, free men and women who
will be ashamed to petition the Gov
ernment for any kind of financial
help. But it takes faith and integrity
now as much as it did 2500 years
a~. @

IDEAS ON

LIBERTY

BEFORE we attempt to lead other nations toward peace, we first must
reaffirm our own faith in the moral and spiritual principles of Chris
tianity, so that we shall be strong enough to resist the invasion of
Communism and other alien influences. Individually and nationally, we
must cleanse our minds of all dishonest thinking. We must strive
constantly for honesty in government, in politics, in business, and in our
private lives. We must rededicate ourselves to the service of God, and be
ready at all times to give a reason for the faith that is in us.

J. HOWARD PEW, from
Faith and Freedom, a biography

compiled by Mary Sennholz



Clarence B. Carson

An Ideology
for Unions

LABOR· UNIONS had rough sledding
for most of the nineteenth cen
tury. Most of them were short-lived
organizations. During periods of in
flation and industrial expansion,
such as the late 1820s and early
1830s, the number of unions in
creased; they gained in strength and
numbers. But they tended to lose
their following and disintegrate dur
ing periods of deflation and indus
trial contraction.! Until well into
the 1880s, at the earliest, labor
unions were hardly a fixture in the
United States. Here and there, and
in a few industries, they had a slight
hold.

Dr. Carson has written and taught extensively,
specializing In American Intellectual history. His
recent series, World in the Grip 0' an Idea, Is now
available as a book (as advertised on page 119
of this I..ue).

The most obvious explanation is
also the correct one, so far as it goes.
Unions found it difficult, if not im
possible, to survive competition
from unorganized workers in an in
dustrial contraction. When jobs
were scarce and workers plentiful,
union members dropped out, either
because they were unemployed or in
order to obtain employment, and
employers would not treat with the
unions. In like manner, any great
surge of immigrants into United
States, such as occurred during the
potato famine in Ireland in the
1840s, compounded the difficulties
of unions. Since they can only suc
ceed by reducing the supply of labor
available to an employer, their
chances of succeeding were greatly
diminished when the supply was
plentiful.

109
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The supply of labor was not the
only obstacle to unionization, how
ever. Indeed, it was the main reason
for being of unions, and only an
obstacle when they were unable to
deny employment to the unor
ganized. The fundamental obstacles
to unionization lay deeper than that
in nineteenth century America.
Unions had no socially or legally
acceptable object for their mainac
tivities.

The Legality of Combinations

Let us consider the narrow legal
question first, since it can be dealt
with most readily. That men may
associate together for voluntarily
entered into lawful purposes was not
seriously challenged in the history
of the United States. (I except slaves
and slavery from the issue, for that
confuses rather than clarifies the
matter.) What was questioned was
that men might combine so as to set
conditions of employment and
exclude others from employment.
Such combinations were frequently
held to be conspiracies in the early
years of the Republic, and therefore
unlawful. In Commonwealth v. Pul
lis, for example, the Philadelphia
Cordwainers, a union of shoe
makers, were brought to trial in
1806. ((The indictment included
charges that association members
conspired to raise wages, refused to
work for an employer who paid less
than a fixed rate, and prevented

workers who were not members of
the association from being hired."2
The members of the union were
found guilty and fined.

In The People v. Fisher a New
York court isolated and addressed
the specific issue ofwhether or not it
was lawful to combine in order to
exclude non-members of the union
from employment. The decision was
rendered in 1835. The court sub
structured its argument with the
common law rulings and legislative
position on combinations in re
straint of trade. It then proceeded to
the issue:

... The man who owns an article of
trade or commerce is not obliged to sell it
for any particular price, nor is the
mechanic obliged to labor for any par
ticular price. He may say that he will not
make coarse boots for less than one dol
lar per pair, but he has no right to say
that no other mechanic shall make them
for less. The cloth merchant may say that
he will not sell his goods for less than so
much per yard, but has no right to say
that any other merchant shall not sell for
a less price. If one individual does not
possess such a right over the conduct of
another, no number of individuals can
possess such a right. All combinations
therefore to effect such an object are
injurious, not only to the individual par
ticularly oppressed, but to the public at
large....3

The above ruling was based most
specifically on an act of the legisla
ture of New York. Thus, it declared
the act of combination was itself
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illegal when the object was to
exclude non-members from employ
ment. The common law was not
usually interpreted as being quite
so restrictive. Thus, Chief Justice
Shaw gave it as his opinion in
1842 in Commonwealth (of Mas
sachusetts) v. Hunt that combina
tions as such were not illegal. This
has been hailed as a landmark deci
sion by many historians. It was not a
landmark in the sense that it ac
knowledged the right of men to as
sociate to take legal action. That
had been granted all along. The pros
ecuting attorney in Commonwealth
v. Pullis had granted this right read
ily. He said: ~~The defendants formed
a society the object of which was ...
What? That they should not be ob
liged to work for wages which they
did not think a reasonable compen
sation? No: If that was the sole ob
ject of the society, I approve it....
No man is to work without a reason
able compensation; they may legally
and properly associate for that pur
pose...."4 It was, as he went on to
point out, their use of compulsion to
which he objected and about which
the suit was being prosecuted.

Means and Ends

The opinion given by Chief Jus
tice Shaw in support of the decision
in Commonwealth v. Hunt did
muddy the waters. He held that an
association might be legal even
though it may adopt ~~measures that

may have a tendency to impoverish
another, that is, to diminish his
gains and profits, and yet so far from
being criminal or unlawful, the ob
ject may be highly meritorious and
public spirited."5 It all depended, he
said, on the means employed to ac
complish the object. For any courts
inclined to follow in the steps of his
opinion, he did open the way to con
sideration of the object of a labor
union. More, he opened the way for
ignoring the harm that might be
done to non-members-such as loss
ofjob, unemployment, the closing of
businesses-if the end being sought
was a worthy one. However, courts
were decades away from generally
accepting as evidence all the
sociological data that such consider
ations entailed. \

More important, the main thrust
of American society for most of the
nineteenth century was profoundly
individualist. Unionism requires a
collectivist framework within which
to work. The thrust of the American
Revolution was in the direction of
removing special privileges and
legal supports from groups and or
ganizations. The disestablishment
of churches is an important case in
point. Most of the colonies had an
established church, or accorded spe
cial privileges to those of particular
denominations. In most of the new
states both privileges and restric
tions were struck away in the 1780s.
The First Amendment to the Con-
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stitution prohibits Congress to es
tablish a religion.

The abolition of any government
imposed entailment and primo
geniture tended to make property
fully individually owned and at the
disposition of its owner. Aristocratic
titles were proscribed, and the move
ment was away from legally sup
ported classes. Most northern states
abolished slavery; it was prohibited
in the Northwest territory; and
provision was made for the eventual
ending of the slave trade.

Individual Rights

Although the principle was in
completely realized, one emerged
nonetheless. It could be stated this
way: No non-governmental organi
zation should have any legal stand
ing other than such as belonged to
the members comprising it. In The
People v. Fisher the court had ar
ticulated the principle in this fash
ion: ~1f one individual does not pos
sess such a right over the conduct of
another, no number of individuals
can possess such a right." In short,
organizations possessed no rights
beyond those of individuals. The op
position to the Order of the
Cincinnati-a society of veterans of
the Revolutionary War-was based
on the fear of special rights coming
to be attached to its members.
Freemasonry was sometimes at
tacked for similar reasons.

In the realm of economic organi-

zations there were countercurrents
at work at the time of the founding'
of the United States. Mercantilism
still had its followers, as it has from
time to time throughout American
history. It was a common mercan
tilist practice for government to
grant charters to particular busi
nesses which gave them monopolis
tic privileges. It was commonplace
in early American history, for
example, for a company to be given a
charter to build a bridge or road and
to collect tolls from users. The
United States Bank was the most
famous national instance of such a
chartered monopoly. This Bank was
financed both with government and
private funds, a fairly common prac
tice at the time also.

The other current was the move
ment to divest organizations of all
special privileges and to deny them
any special favors. This movement
reached its peak during the Jackson
Era-the 1830s and 1840s. Much of
the ire of this opposition was focused
on banking, but by no means all of
it. The United States Bank was the
national victim of the opposition to
privileged organizations, but in
some states the opposition extended
to all banks. In 1819, the governor of
Kentucky proposed to the legisla
ture that it initiate an amendment
to the United States Constitution to
the effect that tt no incorporated
bank should exist in the United
States."6
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When a constitution for Iowa was
drawn in 1846, it prohibited the
most salient feature of banking at
the time-the issuance of paper
money-in these words: ~~No corpo
rate body shall hereafter be created,
renewed, or extended with the
privilege of making, issuing, or put
ting in circulation any bill, check,
ticket, certificate, promissory note,
or other paper, or the paper of any
bank, to circulate as money...."7

The author of the article from which
these quotations are taken points
out that had these people under
stood the effects of deposit banking
they would have been equally op
posed to it. 8

Opposition to Corporations

The opposition to giving legal
standing to organizations never
quite reached through to all com
mercial and charitable undertak
ings. (In any case, the opposition
was more western than national.)
Perhaps it was deflected from that
course by the furor over special
privileges and chartered monopolies.
From the beginning, state legisla
tures had granted charters and
passed special acts of incorporation
for particular businesses or institu
tions. These special acts not only
smacked of special privilege but
also were susceptible to corrupt
relations between those seeking
them and members of the legisla
ture.

Instead of abandoning the corpo
rate form, many legislatures passed
general acts of incorporation. ~~Led

by Connecticut in 1837, Maryland,
New Jersey, New York, Pennsylva
nia, Indiana, Massachusetts, and
Virginia all passed some type of
general incorporation statute before
the Civil War. In all cases, the laws
sought to bring about uniformity
and to protect the public from spe
cial privileges in the establishment
of corporations."9 General acts of in
corporation did not end opposition to
corporations, of course; that has
been a fairly constant refrain in
American history, and has risen to a
crescendo from time to time.

My main point, however is that an
individualistic ethos prevailed in
America in the nineteenth century.
Not even political parties had legal
standing; they were private associa
tions. Rights were something be
longing to individuals. Slavery was
an anachronism, and as some of the
most astute men saw, it had to go.
Clubs, groups, and various sorts of
organizations abounded; church de
nominations proliferated, and some
prospered. But they subsisted by in
dividual choice, and survived and
prospered only so long as individ
uals gave freely of their time and
substance to them. Work and trade
relations were a matter of contracts
between or among adult individuals
(slavery excepted, as always). In
general, neither government nor so-
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ciety recognized any class, grouping,
order, or organization of men with
special privileges and positions.

There was hardly a place for labor
unions within this ethos. True, they
might exist as private societies so
long as they engaged in no destruc
tive acts. Conceivably, they might
have applied for corporate status,
but that was not a very live option.
In the first place, even limited liabil
ity incorporation would impose
liabilities on unions which they
have usually sought to avoid. In the
second place, incorporation imposed
limits on activities and required the
spelling out of the purpose of the
organization. It is most unlikely
that a corporate charter would have
been issued in the nineteenth cen
tury to a union which stated in blunt
legal language its purpose and the
means by which it was to be
achieved.

Secret Societies

It is not surprising, then, that
most early American labor unions
were secret societies. They some
times adopted names redolent of se
cret societies, such as the Knights of
St. Crispin or the Knights of Labor.
Their membership rolls and rites
were secret; their efforts at organi
zation were often surreptitious. The
Knights of Labor, the first national
union of consequence, resembled in
form the Knights of the Ku Klux
Klan, though its purpose and

methods were different. The head of
the Knights of Labor was styled
HGrand-master."

Labor unions had a large and ap
parently intractable problem to
solve before they could come out into
the open, become respectable, and
gain some sort of recognized legal
status. There was a gaping hole in
their argument. Their basic appeal
for members was that they could
gain something of value for them
higher wages, shorter hours, better
working conditions, or what have
you. Yet most of these im
provements could only be obtained
by labor unions by reducing the
supply of workers available to em
ployers at crucial times. This means
that unions are organizations of
some workers primarily against
other workers. It means that their
basic acts will be against other
workers, as in strikes, boycotts, and
just about any tactics that may be
devised. The usual impact on unor
ganized workers is indirect, of
course; it is experienced as un
employment, underemployment,
and lower returns.

For labor unions to succeed either
in gaining a large following or es
tablishing themselves on anything
like a permanent basis required a
favorable framework. A considera
ble portion of that framework was
provided by ideology, ideology which
shifted the emphasis from the indi
vidual to the collective, ideology
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which papered over or concealed the
primary thrust of unionism, and
ideology which provided a justifica
tion for the conflict which unionists
claimed was involved, i.e., between
management and labor.

Unionism Rests on Socialist
Vision of Injustice

The ideology which undergirds
unionism is socialism. Lest this
statement be misunderstood, some
qualifications are in order at the
outset. In the first place, socialism
was not originated as a doctrine to
support the founding of labor
unions. In the second place, many of
those who support labor unions have
not been consciously, avowedly, or
by their own understanding of the
matter, socialists. The ideological
justification of unions is an offshoot
of socialism, not its primary im
petus. Socialism is a vision of the
good society; unions are conceived as
a partial corrective in an unjust so
ciety. It is that socialist vision of
injustice which informs unionism,
not necessarily its ultimate goal. It
is in this sense mainly that
socialism undergirds unionism.

There are three doctrines which
were variously formulated by
socialists which undergird
unionism. They are: (1) that the
wage system in a capitalistic econ
omy is unjust; (2) class conscious
ness; and (3) the class struggle.
These doctrines serve both to justify

the union activity and to conceal
much of its essential character.

Here is a statement of the first
doctrine, one from among many that
could be adduced. It is general
enough, as many of them are, to
include a variety of explanations of
the injustice that is supposed to be
involved:

It is hardly disputed that capital,
under our modern industrial system, is
receiving more than a just share of the
fruits of labor, and the laborer is receiv
ing relatively less and less of the profits
of his toil. The increase of wealth and
wages is in no sense equitable. There is
not a progressive economist in America
or England who does not say that wealth
is growing out of all proportion to the
benefits which the laborer derives from
his labor. The distribution of wealth is
not according to industry or ability; not
according to one's worth to society, but
according, in large measure to the skill
of some in appropriating to themselves
the fruits of the labor of others by com
mercial legerdemain....10

In general, socialists ascribe this
inequity to the private ownership of
property, or, more precisely, to the
private ownership of the means of
producing and distributing goods.
This ownership-a system in which
some have much, and most have
little or none-is supposed to enable
the owners to claim much more than
their rightful share of the product of
labor.

Indeed, according to Karl Marx's
famous formulation of the labor
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theory of value, the owners of pro
ductive property would be entitled
only to the return from what they
had produced with their own labor.
As Marx put it, ((The relative values
of commodities are, therefore, de
termined by the respective quantities
or amounts of labour, worked up,
realised, fixed in them."l1 That being
the case, anything taken by owners
or managers for themselves was
taken from what rightfully belonged
to the workers. This taking away of
the product of his labor led to the
alienation ofthe worker and a whole
train of unfavorable consequences,
according to Marx:

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....12

Most American union leaders
have not been Marxists, but that
they based their efforts on the injus
tice of the system should be clear
from the following statement. It was
worked out in 1894 in a conference
of labor leaders, including Samuel
Gompers of the American Federa
tion of Labor, in Chicago in 1894:

The trade union movement has its
origin in economic and social injustice.
... It stands as the protector of those who
see the wrongs and injustice resultant of
our present industrial system, and who
by organization manifest their purpose
ofbecoming larger sharers in the product

of their labor, and who by their efforts
contribute toward securing the unity and
solidarity of labor's forces; so that in the
ever-present contest of the wealth pro
ducers to conquer their rights from the
wealth absorbers, we may ... work out
through evolutionary methods the final
emancipation of labor.13

This statement not only affirms
the labor leaders' belief in the injus
tice of the system but also the other
two doctrines of the ideology. The
second doctrine is class conscious
ness. It is stated above as ((the unity
and solidarity of labor's forces." By
Hclass consciousness," I mean to
convey the conception that all
workers-all the ((toilers of the
world," as it was sometimes
stated-are members of a single
class. The notion is that they share a
common interest and a common
goal. As the ideal was often stated,
((an injury to one [is] an injury to
a11."14

Class Consciousness

The doctrine of class consciousness
is absolutely essential to the labor
union effort. In reality, workers are
in competition with one another for
jobs, just as employers are in compe
tition with one another for workers.
In actuality, the primary contest of
unions is with unorganized workers
or with workers in other unions.
This obtrusive fact must somehow
be countered or put out of mind and
sight. Class consciousness is the de-
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vice for doing it. If all workers have
an identity of interest, if they think
of it that way and believe it (or ifthe
general population does), they must
support all justified union efforts.
Class consciousness is the bond of
union collectivism.

This does not alter the fact that
many workers do not belong to
unions. More important, it does not
change the actuality that when
some workers walk out, others may
remain on the job, or when there is a
strike, other workers are sometimes
willing to take their place, or when
there is a boycott, some workers
may ignore it. It does, however, pro
vide a framework for placing those
who ignore the union will beyond
the pale. Such workers are funda
mentally ((defective." They lack the
sense of class consciousness. They
are not, however, objects of pity but
ofscorn, fit to be treated in whatever
way it is necessary in order to be rid
of them.

Union terminology recognizes
three categories for those who work
in defiance of the union decision.
There are, first of all, ((scabs," the
non-union workers who work when
the union has proclaimed a work
stoppage. Then, there are the ((rats,"
an even more contemptible cate
gory, those workers who were for
merly union members but have left
the union to act on their own. Then,
there is a kind of universal category,
that of ((strikebreakers."

In union mythology, ((strike
breakers" are toughs and thugs
brought in by employers to work
during a strike in order to break it.
They are semi-professionals at being
tough enough to endure the abuse
they will receive when they go
through picket lines and unafraid of
the threats of retaliation. Although
there have no doubt been instances
when such people have been brought
in by employers, just as unions
sometimes bring in toughs to fortify
mass picketing lines, any who work
during a strike are likely to be cas
tigated as ((strikebreakers," as well
as by the other unsavory terms.

The important point here, how
ever, is that the doctrine of class
consciousness enables unionists to
place workers who act contrary to
their aims beyond the pale. Thus,
any conflict with them is not viewed
as a contest between workers but as
a contest between noble and righ
teous workers, on the one hand, and
traitors to the cause on the other.

A Class Struggle

The linchpin of unionist ideology
is the doctrine of the class struggle.
It gives coherence and direction to
the whole union effort. It is a doc
trine derived from socialism, though
it existed in embryo fashion in pre
socialist formulations. It was stated
in the 1894 unionist formulation as
((the ever-present contest of the
wealth producers to conquer their
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rights from the wealth absorbers.
..." Most late nineteenth century
socialists described it as a struggle
bet\11een capital and labor. In twen
tieth century America it has been
somewhat softened by referring to it
as a contest between labor and man
agement. (Note, labor unions usu
ally describe the contest in such a
way as to claim that they embrace
all of «labor." The doctrine of class
consciousness fortifies this notion.)

In the preamble to their constitu
tion in 1908, the I.W.W., a revolu
tionary American union, described
the class struggle this way:

The working class and the enlploying
class have nothing in common....

Between these two classes a struggle
must go on until the workers ofthe world
organize as a class, take possession of the
earth and the machinery of production
and abolish the wage system. 15

Most American unionists do not,
of course, subscribe to the revolu
tionary goals professed above. But
the class struggle doctrine is essen
tial to their ideology. It defines who
the struggle is with. It is against the
employers. They are the an
tagonists. They are the source of
whatever injustices are alleged, and
they are the ones who have it in
their power to alter the situation. It
is not supposed to be a struggle to
the death. It is not even a continu
ous struggle. Instead, it is an
episodic struggle, one which may go
on until union recognition has been

achieved and a pact arrived at be
tween the two parties. Then, it is in
abeyance, so to speak, until new
grievances arise or until a new con
tract is due.

In a broader sense, though, it is a
continuing struggle. It is the strug
gle to organize·all workers in a trade
or industry and to get recognition
for these unions. Even more broadly,
there is the tacit, and sometimes
explicit, goal of organizing all
employed workers. Interestingly, es
tablished labor unions never make
an extended effort to organize the
unemployed. (Coxey's Army, an as
sortment of the unemployed during
the depression going on in 1894, did
receive some contributions from
labor unions, but it was not a labor
union and was brought into being to
bring pressure on the national gov
ernment.16) There is sufficient rea
son for them not to do so. For what
purpose would the unemployed be
organized? To get the jobs of some of
those employed. But such an under
taking would blow the cover of the
unions, so to speak.

Attention Diverted

That brings us to the essentiality
of the class struggle doctrine to
unionism. It serves to focus atten
tion away from the primary contest
between workers and upon what is,
at best, a secondary contest between
unions and employers. A widespread
acceptance of the class struggle view
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of the matter tends to focus public
attention on conditions of employ
ment and the grievances alleged by
the unions.

When a strike occurs, reporters do
not ordinarily make surveys of the
available supply of labor. They do
not report the living conditions of
those who were not employed. They

do not describe it as a basic conflict
between employed and the un
employed, or those employed for less
return. Instead, they report the al
leged grievances of unions against
employers and focus attention on
the conduct of the employer. Presi
dential commissions and legislative
committees do not call in the un-
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employed from the surrounding
countryside for interrogation. In
stead, they grill the striking work
ers and the employers.

The class struggle doctrine makes
all this quite plausible. It is only
when the matter is examined
economically, or when concern is
shown for the victims of the vio
lence, ifthere is any, that the matter
takes on a different cast. Then it
becomes clear that unions can only
achieve their aims by excluding
competing workers from employers,
that organized workers are prima
rily organized against other workers.
The class struggle thesis acts to con
ceal this character of the conflict.

In the course of the nineteenth
century, labor unionists came under
the sway of an ideology. It was so
much of socialist ideology, at the
least, as was necessary to buttress
their undertaking. They accepted
the view that individual workers
acting alone would be cheated of
their rightful share of the fruits of
their labor-that the .system was
unjust. They accepted the necessity
for collective action by workers and,
in justification of that, that workers
belonged to a class. They accepted
the class struggle thesis, that theirs
was a contest between capital and
labor. They attempted, of course, to
persuade people generally that their
ideological version was the correct
view of the matter.

Having an ideology did not insure

that labor unions would succeed in
establishing themselves. It did pro
vide a framework within which to
operate. i
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A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

An American
Renaissance

LoNG AGO Albert Jay Nock made a
key distinction between political
power and social power. When one
waxes, the other wanes. In the great
periods in history social power has
been dominant, with wars localized
and infrequent. Nineteenth-century
America is an important case in
point: here, on an open continent,
inventiveness went hand in hand
with low taxation, industry thrived,
and great universities were founded
on the basis of voluntary giving.

Nock was not a person to quantify
his concepts; he relied on common
sense observation to make his
points. But common sense is not
enough, particularly in a world in
which there is so little of it. We have
needed economists to demonstrate
in cold arithmetical terms just how
the seizure of the usufructs of social
power by the political arm can di
minish all our lives.

Recently Jude Wanniski, in The
Way the World Works, has
popularized and expanded upon the
thinking of some of the new pro
social power anti-Keynesian
economists, notably Arthur Laffer of
the University of Southern Califor
nia, and Robert' Mundell of Colum
bia University. Between them, Laf
fer and Mundell have proved the
case for the Nockian insight that
taxation, when pushed to progres
sively high levels and combined
with inflation, can asphyxiate an
economy. But how do you get this
across to politicians who thrive on
the transfer of resources to the State?

Luckily, there are some politi
cians who care more for their
productive-minded constituents
than they do for themselves. One of
them is Jack Kemp, the Congress
man from Buffalo, who was once a
most effective professional football
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quarterback. An observant man,
trained to read an enemy's defenses,
Jack got into politics without much
knowledge of economics. But he was,
as he says in his An American Re
naissance: A Strategy for the 1980s
(Harper and Row, 207 pp., $8.95), an
expert in incentive. In football, he
says, ((your success is easily
measurable. You have three seconds
to get the ball, get back, and choose
a receiver from four or five different
possibilities. It's incentive. It's price
theories, a reward-risk ratio."

This is a little fanciful, but the
subject of reward-risk ratios led
Kemp into the deeper waters ofprice
theory. ((Clearly, work and saving,"
he told an interviewer in 1978, ((are
more important than just consump
tion and leisure, and a society that
rewards consumption and leisure
more than it rewards saving and
work is a society, black or white,
rich or poor, Third World or de
veloped world, that is on the de
cline."

The Incentive to Produce

At first Kemp had difficulty see
ing the whole problem. He thought
that the only way to increase the
nation's productivity was to lower
business taxes as an inducement to
greater profits and production.
Taxes on labor seemed to be in a
different category, for workers were
consumers, and, theoretically, if
they kept more of their income they

would be using it to bid up prices.
But Jude Wanniski, then of the Wall
Street Journal, pointed out to Jack
Kemp that he was still thinking
in Keynesian terms. He had not
stopped to consider that labor, if it
could keep more of its wages after
taxes, would also have more incen
tive to produce.

Once Jack Kemp had grasped the
idea that both capital and labor had
the same interest in tax reduction,
he was ready for Professor Laffer's
theory of the ((wedge." Taxes on cap
ital, taxes on labor, inflation, bu
reaucratic regulation, minimum
wage laws, are all slices of the
wedge that stands between
maximizing individual effort and
reward. True enough, some taxes
are inevitable as long as people pre
fer limited government to anarchy.
But it seemed obvious to Laffer
and to Kemp, as a reader of
Laffer-that reduction of the wedge
should be a prime concern of the
statesman interested in productiv
ity.

Productivity, of course, is the
source of taxes. It follows that there
can be two tax rates along a produc
tivity curve that will produce the
same revenue. A high tax rate on
low volume won't generate any more
government income than a low rate
on high volume. The duty of the
statesman is to find the point on the
HLaffer curve" that will produce
enough revenue to run the govern-
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ment without cutting into the indi
vidual's marginal incentive to pro
duce that last widget, or pair of
shoes, or whatever.

Kemp, in his book, has digested
Laffer's thinking. His response, as a
Congressman, has been to introduce
the so-called Kemp-Roth bill calling
for a thirty per cent reduction in
taxes over the period of a few years.
Kemp is fond of quoting Jack Ken
nedy's phrase, ~~a rising tide lifts all
boats." Kennedy, though sur
rounded by Keynesians, had hit
upon the Laffer solution before Laf
fer had ever been heard of. The
trouble with the Kennedy tax reduc
tion is that it couldn't get the coun
try moving fast enough to sustain
both the Vietnam War and the Lyn
don Johnson Great Society. There is
a necessary limit to the miracles
that a low-tax-rate-high-volume
theory can work, as Jack Kemp
himself realizes. Budget balancing
can't be put off forever, or the infla
tion will get us all.

A Question of Priorities

But what should come first,
budget balancing or tax reduction?
Kemp has his own theory of
priorities here. Americans, he says,
~~have two complementary desires.
They want an open, promising lad
der of opportunity. And they want a
safety net of social services to catch
and comfort those less fortunate
than themselves and those unable to

share in the productive processes
when the economy goes sour."

Kemp's advice is to begin cutting
taxes across the board now and
w'orry about money for the ((safety
net" later. ~~A vibrant economy," he
says, ~~can afford to leave the safety
net in place and at the same time
ensure that the net is as empty as
possible." With ~~real economic ex
pansion" resulting from tax reduc
tion, people would be bouncing out
of the safety net into productive
jobs. We wouldn't need all those ap
propriations for the Department of
Health and Welfare, or for urban
renewal, or for unemployment in
surance or whatever.

There would be a short-term prob
lem in accepting Jack Kemp's
priorities if his fellow politicos hap
pened to be laggard in getting away
from old institutional habits. With
people bouncing out of the social
service ~~safety net" to take produc
tive jobs, the need for a huge net
tending bureaucracy in Washing
ton, D.C., would be diminished. But
would the bureaucrats be inclined to
depart in peace? And would Con
gress have the fortitude to fire net
tenders who had long-term records
of party reliability?

These are questions that Jack
Kemp thinks can be settled as trans
fer payments to individuals become
less of a government problem. With
less work to do, bureaucracies can
wither. Or so we must hope.
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Some two thirds of Kemp's book
are devoted to the problems of incen
tives in society. The remainder goes
into energy matters and into foreign
and military policy in an extremely
intelligent way. There is a great
chapter on ~~exporting the American
idea." The book is much more than a
campaign document; it is a prod to
high and serious thinking about
problems that will be with us well
into the twenty-first century. i

THE MADISONS: A BIOGRAPHY
by Virginia Moore
(McGraw-Hili, 1221 Ave. of
the Americas, New York, N.Y. 10020)
1979
568 pages. $15.00 cloth
THE GREAT RIGHTS OF MANKIND:
A HISTORY OF THE AMERICAN
BILL OF RIGHTS
by Bernard Schwartz
(Oxford University Press, 200
Madison Ave., New York, N.Y. 10016)
1977
279 pages. $11.95 cloth

Reviewed by Haven Bradford Gow

J AMES MADISON firmly believed that
human beings possessed certain
rights; inalienable, ungrantable
rights that emanate not from the
generosity of society or the govern
ment but, rather, from the hand of
God. The duty of government, then,

is to preserve and protect these
God-given rights.

Madison had a trenchantly realis
tic view of human nature. If men
were angels, he said, government
would not be necessary. But human
nature is a mixture of good and evil.
The faculties belonging to man's
higher nature-conscience, sense of
justice, capacity to love, the ability
to subordinate his private, selfish
interests to the common good, and
the inherent capacity to make free
choices and judgments-are traits
which make self-government possi
ble; but characteristics of man's
lower nature such as envy, hatred,
greed, selfishness and violence re
quire a government of law to curb
those who offend against the rights
of others. And to further safeguard
the individual Madison advocated
the addition of a Bill of Rights to the
Constitution to provide legal
safeguards against both a ~~tyran

nous majority" and abuses of gov
ernment power.

When the first Congress convened
in Old City Hall on Wall Street in
New York, in April, 1789, Madison
was at his peak, physically and in
tellectually, a slender, short
statured and soft-spoken man of
thirty-eight, but a giant, morally
and intellectually.

President George Washington, in
his first message to Congress, had
mentioned the widespread popular
demand for amendments to the Con-
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stitution, but had declined to make
ttparticular recommendations on the
subject," leaving that responsibility
to Congress. In an Address to the
President drafted by Madison, the
House responded that the question
of amendments ttwill receive the at
tention demanded by its impor
tance."

The story is well told in the second
book under review, written by
New York University Professor of
Law, Bernard Schwartz.

Madison addressed the first Con..;
gress on the 8th of June, 1789, to
explain his nine amendments. He
defended the bill as a much-needed
check on a potentially tyrannous
majority, and concluded that a bill of
rights would have ((a salutary effect
against the abuse ofpower," because
((independent tribunals of justice
will consider themselves in a pecu
liar manner the guardians of those
rights." Madison emphasized his
fifth amendment, which forbade the
states to violate the rights of con
science, freedom of the press, or jury
trial, because, as he put it, ((It is
proper that every Government
should be disarmed of powers which
trench upon those particular
rights."

Significantly, as Professor
Schwartz points out, the Madison
amendments cover all the articles
that eventually became the Federal
Bill of Rights. Four of Madison's
amendments, though, were elimi-

nated during the congressional de
bates: the first, containing the gen
eral declaration of the theory of
popular government; the fifth, pro
hibiting state violations of freedom
of conscience, freedom of the press
and trial by jury; the sixth, which
limited appeals; and the eighth,
which dealt with the separation of
powers. Two of Madison's amend
ments failed to achieve ratification:
the second and third, concerning
congressional size and compensa
tion. The other Madison amend
ments, though, survived substan
tially as the Bill of Rights itself: a
very remarkable achievement in
deed.

The rights protected by the Bill of
Rights can be grouped under five
general classifications: (1) freedom
of religion; (2) the rights of expres
sion and of association; (3) the right
to privacy; (4) the right to due pro
cess; and (5) freedom from punish
ment that is ,cruel and unusual and
from arbitrary restraint.

Does the Bill of Rights have popu
lar and widespread support among
the American people today?

A 1970 national survey conducted
by CBS Television revealed that
three-fourths of those polled said
they would restrict the right of
peaceful assembly for protests
against the government; a majority
would abridge the right to free
speech and free press for criticisms of
government, and the right of crimi-
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nal defendants to confront the wit
nesses against them, as well as the
guarantee against double jeopardy
and the privileges against self
incrimination. One-third of those
questioned would permit the police

, to search homes for drugs, guns, or
other criminal evidence without
warrants, and one-fifth would per
mit secret criminal trials.

The survey should cause those
who still value the Bill of Rights to
redouble their efforts to protect their
rights, and to recognize just how
much Madison and his colleagues
accomplished for this nation. ,

THE GOVERNMENT AGAINST
THE ECONOMY
by George Reisman
(Caroline House Publishers, Inc., P.O.
Box 738, Ottawa, 11I.61350) 1979
207 pages. $12.95 cloth

Reviewed by Roger R. Ream

((This book is about the destructive
effects of price controls," the author
tells us. HIt explains why price con
trols are destructive in principle and
shows how they have actually been
destructive in practice."

But the book is more than this.
Reisman details how the profit mo
tive and private ownership operate
in a free society to produce conse
quences beneficial to all. He con
trasts this with socialism, which de-

stroys the possibility of rational
economic activity and maintains
control through compulsion. He
demonstrates how housing is pro
vided efficiently in a free market,
then examines the chaos of rent con
trols. He explains why shortages
cannot exist in a free economy, then
explodes the myths surrounding the
energy crisis.

But by far the greatest impor
tance of this book is that it comes at
a time when ttvoluntary" wage and
price guidelines are upon us and
calls are increasing for the imposi
tion of mandatory controls. This
book demonstrates once again that
you cannot fight inflation (an in
crease in the quantity of money) by
trying to hide one of the symp
toms-rising prices-with price
controls. Reisman uses fresh argu
ments and examples to do bat
tle with this worn out economic con
cept.

One of the blessings of a free econ
omy is the peaceful social coopera
tion that results from free exchange.
Reisman describes the free market
as tta truly awe-inspiring complex of
relationships in which the rational
self-interest of individuals unites all
industries, all markets, all occupa
tions, all production, and all con
sumption into a harmonious, pro
gressing system serving the well
being of all who participate in it."
The consumer is sovereign. ttThe
real advocates of the consumers-
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their virtual agents-are busi
nessmen seeking profit, not the
leaders of groups trying to restrict
the freedom of businessmen to earn
profits."

Under price controls, the relation
ship between buyer and seller
consumer and businessman-is
dramatically altered. Price controls
cause shortages; rather than sellers
seeking and serving buyers, the sell
ers have more buyers than they can
possibly supply. As you may have
noticed, your gas station attendant
no longer routinely cleans your
windshield and checks under the
hood. If he loses your business, he
suffers no financial loss since there
are others in line-more than he can
accommodate-hoping to buy his
product. In fact, as we observed in
the summer of 1979, consumers
were offering gifts to gas station
owners and taking their cars in for
unnecessary tune-ups and minor re
pairs, all in an effort to keep on good·
terms with the seller. Price controls
allow sellers to disregard consumer
desires.

To understand this, it is impor
tant to see the distinction Reisman
makes between a scarcity and a
shortage. ((An item can be extremely
scarce, like diamonds, Rembrandt
paintings, and so on," Reisman
writes, Hyet no shortage exists."
Shortages exist when buyers de
mand more goods than sellers are
willing to supply. This can only

occur when prices are not free to
reflect the constantly changing de
mand for, and supply of, the goods
being exchanged. In a free market, if
demand increases or supply de
creases, prices tend to rise. This has
two effects: it discourages the mar
ginal uses of a product, while simul
taneously encouraging the produc
tion of more goods. Controls prevent
prices from approaching market
clearing levels.

Editor's Note: For a more ex
tensive sampling of this book,
see the article, "Price Con
trols and Shortages," page
72. Also, note on page 81 the
publisher's special price for
the book ordered by
FREEMAN readers.

A shortage, in other words, means
that prices are held too low. There
fore, ((in order to blame the oil com
panies for the shortage [of oil], one
would have to show that the oil
companies deliberately charged too
low a price for their oil. That would
be the only conceivable way they
could have caused the shortage. But
that is absolutely absurd. It was not
the oil companies that were respon
sible for too low a price, but the
government, with its price controls."

Reisman also shows how govern
ment acted directly to limit the sup
ply of oil and was responsible for an
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enormous artificial increase in de
mand for petroleum products.

Reisman's analysis of price con
trols is hard-hitting. He uses bril
liant examples to drive home his
points. Unfortunately, his approach
is sometimes holistic, rather than
focusing on the individual. Also, his
explanations of profit and what de
termines price are unclear. But the
overall forcefulness of his conclu
sions concerning the central thesis

of the book more than compensates
and makes this a book well worth
reading.

Americans experienced the chaos
of comprehensive price controls in
the early 1970s and again, on gas
and oil last summer. Let us hope
that Reisman's arguments get the
attention they deserve, so that the
destructiveness controls have caused
over the centuries will be avoided in
the years to come. @
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Robert G. Anderson

2 KINDS OF
SABOTAGE

THE newspaper headline read, Dam
Destroyed,-Damages In Millions.
The copy relates the horrifying de
tails: ~~A group of terrorists an
nounced responsibility for the de
struction of the hydro-electric dam
... A bomb exploding deep in the dam
fractured the superstructure ... The
collapsing dam released a huge wall
of water into the valley below ...
Within hours the lake was drained
completely . . . Power generation
was cut off instantly."

The stunned reader can clearly
recognize the devastation inflicted
on life and property from such an
evil event. Bombs in the hand of
saboteurs can wreak havoc. The
damage, both seen and unseen, is
apparent to all.

The physical destruction of the
dam, the leveling of properties from

Mr. Anderson Is Executive Secretary of The Founda
tion for Economic Education.

the onslaught of water below the
dam, the loss of both electrical
power and the lake itself are im
mediately discernible. Also recog
nized are the losses of future recrea
tional activities from the lake, irri
gation water for agriculture, and a
low-cost source of electrical energy.
The impact of the saboteur's bomb in
terms of capital destruction and a
lower material well being for many
people angers all who read or hear of
such a violent act.

A public debate on the merits of
blowing up the dam would be a dis
cussion reserved for madmen. The
harm from such sabotage is directly
related to the exploding bomb. A
universal condemnation of ter
rorism inevitably results because
the devastation is so clearly recog
nized.

There is, however, another kind of
sabotage. Unlike the exploding

131
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bomb at the dam, the damage from
this sabotage is not as readily per
ceived. This second kind of sabotage
is the tttime bomb" of government
interference in the marketplace.
And unlike madmen· debating the
merits of blowing up dams, practi
cally everyone participates in this
forum of economic sabotage by polit
ical manipulation.

The problem arises not from an
abandonment of common sense in
such debates, but instead from a
failure to grasp the destructive con
sequences that this government
tttime bomb" can impose on life and
property. If the economic conse
quences of government intervention
could be as clear and direct as the
damage from an exploding bomb, no
problem would exist. The great
tragedy, however, is that the effects
of this latter bomb are rarely that
clear.

Windfall Profits Tax
a Time Bomb

An excellent demonstration of
this government tttime bomb"
sabotaging the productivity of the
market has been witnessed in the
public debates over the ttwindfall
profits tax." Political rhetoric seri
ously argued that the ttsolution" to
the energy crisis was yet another
tax. It was argued that such a tax
would ttsolve" the problem of
economic waste, while at the same
time lead us to greater socialjustice.

But what is argued and what is
true are rarely the same in politics
today. The ttwindfall profits tax" is a
classic example of sabotage with a
government tttime bomb." And
whether this sabotage is an act of
evil or ignorance is irrelevant, for it
in no way alters the outcome. The
result of sabotage, intentional or
misguided, is always the same
devastation of life and property.

The Hwindfall profits tax" is a
wedge driven between consumers
and suppliers of a scarce and valu:..
able resource. It deprives the
suppliers of a part of the price con
sumers will pay for additional oil or
other forms of energy. So it is a cost
of production that will have to be
covered by higher prices if the addi
tional production is to be undertak
en. Gasoline prices and cigarette
prices have consistently demon
strated this principle in the past
whenever new taxes were imposed
upon them.

It is, of course, this very result of
increasing product price that has led
to the advocating of a ttwindfall prof
its tax" as a means of curtailing
energy consumption. At least there
seems to be an understanding that
less of a good will be consumed at
higher prices than at lower prices.
But it's the other things that are not
seen, and their harm to life and
property, that is the force of sabo
tage to the marketplace.

It must never be forgotten that
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the advancement of human welfare
is accomplished by increasing the
abundance of goods and services in
society. A curtailment of consump
tion by taxation can only discourage
production and therefore lead to a
worsening of economic conditions.
Such taxation, therefore, is a direct
undermining of our economic well
being as it increases energy costs
and makes energy ever more scarce.

The Function of Price

A distinction between rIsIng
prices generated by increased taxes
and rising prices resulting from
market forces must be made. Rising
prices generated by the market
forces ofsupply and demand perform
a valuable economic function. The
higher market price makes con
sumption more costly and thereby
consumers will demand less. Cor
respondingly, producers receiving
these higher prices are motivated to
supply more of the good. These
higher prices, when market deter
mined, encourage more efficient use
by consumers and greater produc
tive output by producers. This in
creased efficiency in the use of the
higher priced good by the consumer
and the increased incentive to pro
duce more of the good by producers
brings about an ultimate improve
ment in total welfare.

When higher prices are generated
by taxation, however, the market
process is sabotaged. The signal gets

short-circuited. The demand by con
sumers falls in response to the
higher price, but the ~~tax wedge"
prevents the signal from reaching
the producers. The result is a trans
fer of wealth, equal to the tax, from
the consumers to the tax collector.

The public expenditure of the
wealth collected by the tax invari
ably leads to the destruction of that
wealth. Either through its consump
tion in wasteful activities (synfuel
plants) or its employment in gov
ernment regulation of future pro
duction (an energy department) the
wealth collected by the tax is lost.
The final result is a lower standard
of living as the cost of living in
creases and productive activity de
clines.

The devastation to life and prop
erty from the destruction of the dam
was visible to all. The evil of such
sabotage could be clearly seen. But
the sabotage by government taxa
tion is never so visible. The unseen
destruction of future prosperity by
the political consumption of this
wealth is every bit as devastating to
our lives and property as the ter
rorist's bomb. But to see it requires
an understanding of the economic
forces in the marketplace that direct
our lives.

An understanding of all of the
economic consequences, both seen
and unseen, is vital if we are to
guard ourselves from this second
kind of sabotage. @
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The moment you abandon the cardi
nal principle of exacting from all
individuals the same proportion of
their income or of their property, you
are at sea without rudder or com
pass, and there is no amount of in
justice and folly you may not commit

-J. R. McCullough

* * *
MORE than a century ago, a young
radical proposed the notion that the
specter of communism would inevi
tably rise up and conquer the world.
However, several measures had to
be taken before this proletarian
utopia could be ushered in. Young
Marx admitted that these necessary
measures could not be brought
about

except by means of despotic inroads on
the rights of property, and on the condi-
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tions of bourgeois production; by means
of measures, therefore, which appear
economically insufficient and untenable,
but which, in the course of the move
ment, outstrip themselves, necessitate
further inroads upon the old social order,
and are unavoidable as a means of en
tirely revolutionizing the mode of pro
duction.

One of the most significant of these
proposed measures was the applica
tion of ((a heavy progressive or grad
uated income tax."

For more than half a century, our
nation has been experimenting with
such a tax. Objections would be
strenuously raised if one concluded
that these American social ((scien
tists" were consciously working to
implement Marxist ideology. Indeed
such name calling usually produces
more heat than light. It would not be
Mr. Hahn, a recent graduate of Grove City College
where he majored In economics, theology, and phi
losophy, Is now studying at Gordon-Conwell
Theological Seminary.
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improper, however, to examine the
effect that this graduated income
tax has had upon the American soci
ety. For I believe that Marx was
right. This progressive tax truly
represents CC a despotic inroad" which
is cCeconomically insufficient and un
tenable," thus cCnecessitating
further inroads" upon the estab
lishment of American liberty.
Therefore, it would be profitable to
discern how the graduated income
tax has worked to subtly erode the
economic, legal, and moral pillars
upon which our nation has long
rested.

Attacks on Income and Economy

Especially as April fifteenth
comes and goes, taxpayers across
the country ache from the powerful
one-two combination of inflation
and graduated taxation. Through
out the economy, there have ap
peared signs of a sustained rate of
double-digit inflation. This unfortu
nate reality, coupled with the cur
rently steep rates of the graduated
income tax, works as a double poison
which is slowly crippling private en
terprise. This is no small cause for
concern. It is crucial that we per
ceive how this combination subtly
erodes our economic substance. Such
accurate perception is the prerequi
site for proper action. And both are
desperately needed to prevent our
reeling economy from going down
for the count. Let us then briefly

examine the economic consequences
of our graduated income tax in this
age of inflation.

First of all, it is imperative that
we recognize the current under
standing and explanation of infla
tion for what it is: an economic
myth. All are agreed that inflation
is a dreadful evil which short
changes the moneyholders. (The
mainstream economists even assent
to this fact.) All the while, however,
these economists wag their tongues
at the alleged cCcauses" of inflation:
big business or labor unions. (Which
side is blamed usually depends, of
course, on the individual econo
mist's own special interests.)

The accusations of these econ
omists produce much legislation
but little change in the inflation
rate. Well, that's not quite true; the
rate inevitably rises. So, everyone
struggles to stay one step ahead of
inflation. They hope to make a little
profit or just break even. In order to
do this, however, their money
income must steadily rise at or
above the present inflation rate.
Such income increases are main
tained at no small cost to both labor
and management alike. Social con
flict also inevitably rises.

The manner in which mainstream
economists ignore the actual cause
of this economic calamity is as baf
fling as it is reprehensible. The his
tory of economic thought must be
unknown to these men, or else it has



136 THE FREEMAN March

been rewritten. Whatever the case,
the issue will remain obscure until
it is clearly understood that the gov
ernment's expansion of the currency
and credit is truly the cause ofinfla
tion. (Actually, such expansion
should be identified as inflation,
properly defined.) Thus, we wait for
the ebb of economic ignorance and
watch as moneyholders continue to
get shortchanged in the meantime.

If this reality only affected
moneyholdings, it would be bad
enough. However, insult is added to
injury when people fill out their in
come tax returns and discover that
their brutal struggle to stay even
with inflation has lifted them into
higher and more confiscatory rates
of taxation. If inflation were not
harsh enough, the graduated rate of
income tax serves only to rub salt
into their economic wounds. Such
abuse inescapably wreaks havoc on
an individual's incentive to produce.

Inflation Speeds the Erosion

Actually, the inflation is not
necessary for the graduated income
tax to effectively erode the nation's
economic foundation. It only serves
to expedite the process. But the gov
ernment betrays both its impatience
and immoral intention by continu
ally boosting the rate of inflation.
Throughout the economy, the
crunch is felt by all. The whole time,
the ravenous reapers of revenue in
Washington clean up.

One might think that Americans
have always been subjected to this
annual headache. Clearly, such is
not the case. In fact, a Constitu
tional amendment was necessary
before the graduated income tax
could be legally loosed upon the
American taxpayers in 1913. This
fact alone serves to confirm one's
suspicion that such a revenue mea
sure was far from the intention of
the founding fathers. In fact, prior to
the amendment, it was commonly
understood that such a tax flew in
the face of the direct and propor
tioned taxes called for in the Con
stitution. Specifically, the progres
sive income tax marked a distinct
break from the established principle
of nondiscriminating uniformity in
taxation. This principle had long
been recognized as crucial to the
balance and stability of the Ameri
can market economy. It also was
understood to be a necessary means
to protect private property and sus
tain voluntary exchange.

The first century of American in
dependence saw the majority of rev
enues coming from tariffs and
duties. Taxation, when it occurred,
was slight and proportioned so as to
distribute the tax burden impar
tially. This all changed in 1913,
when the relatively young income
tax was apportioned upon a
graduated scale. The break from
tradition has been widening as the
graduated scale has become steeper.
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What was it that motivated such a
distinctive break from the Constitu
tion? It would be profitable to briefly
examine the arguments put forth in
favor of the graduated scale.

~~The rich should pay a greater
proportion of taxes!" ~~Only such a
measure will actually bring about
greater equality of sacrifice!" Gen
erally speaking, these arguments in
favor of the graduated income tax
have been exposed for what they
are: expressions ofegalitarian ideol
ogy. There were very few arguments
which gained any credence in
economic circles as providing ~~scien

tific justification" for this social
dogma of reform.

Punishing Those Who Have
Been Most Productive

One such case ostensibly provid
ing rational grounds was the argu
ment from ~~the decreasing marginal
utility ofsuccessive acts ofconsump
tion."1 In crude terms, this theory
asserted that the rich entrepreneur,
after making a cool million, would
tend to value $10,000 less than
would a typical American bread
winner. Such arguments, however,
are rendered invalid by a proper
understanding of marginal utility
and subjective value. (This under
standing goes all the way back to
the last century when Boehm-

lFriedrich A. Hayek, The Constitution of
Liberty (South Bend, Ind.: Gateway Editions,
1972), p. 309.

Bawerk exposed the inadequate dis
tinction between ~~use value" and
(~exchange value."2) And recently,
even the most dedicated econometri
cians have abandoned the hope of
being able to calculate and compare
different subjective utilities be
tween individuals. Such utility
measurements are in fact as unde
sirable as they are unscientific!
Therefore, the ultimate foundation
for the graduated income tax seems
to have been the dogma of social
equality.

What, then, are the economic con
sequences of implementing this so
cial dogma by establishing a pro
gressive income tax? Quite simply,
this graduated tax structure works
to burden the economy in general
and the most productive members in
particular. This is so beeause there
is a heavier, disproportionate tax
upon those who earn the higher in
comes. And in a market economy,
the more productive people make
the higher incomes. Thus, a greater
proportion ofcapital is diverted from
the most productive channels of the
marketplace. Instead of funding
productive investments, this dispro
portionate amount of income will
find its way into the conspicuously
consumptive hands of the federal
government.

The graduated income tax will

2Eugen von Boehm-Bawerk, Capital and
Interest (South Holland, TIL: Libertarian Press,
1959), II, p. 160.
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only serve to discourage initiative
while dissolving incentive. For what
man would be overly anxious to pool
capital resources into a more pro
ductive combination if his profits
will only serve to lift him into a
steeper tax bracket which offsets his
gains? Only the confident, daring, or
masochistic would be interested. I
think we can then accurately con
clude that the graduated income tax
is at work, even now, slowly con
suming our substance and eroding
the economic base of our indepen
dent republic. This parasite is as
unnatural as it is unnecessary. Here
Americans have gravely erred. We
have sold our birthright of liberty
for a mess of CCprogressive" pottage.

The Distortion of Disproportion

The market order has often been
depicted by its opponents as resting
upon the competitive savagery of
the law ofthe jungle, where only the
strong survive. An examination of
this disparaging allusion is not
within the scope of this essay.
Whether or not this was ever true, it
could be more safely asserted that,
with the dramatic reversal in social
thought in this past century, we are
now living in a society ensnarled in
ajungle of law. The irony of it all is
discomforting. The turning point
came with an exchange of legal
principles.

For centuries, the conflict raged in
Europe between serfs and lords,

peasants and monarchs. The issue at
stake: the nature of the individual
and his rights before the law. The
outcome of the conflict marked a
decisive victory for human liberty.
cCThe equality of all men before the
law" represented a most significant
step in the progress of justice.

What did it all mean for America?
The founding fathers viewed this
hard-fought acquisition as the legal
pillar which would support the re
public. CCEquality before the law"
meant that where an individual
stood before the court, he could be
assured that his guilt or innocence
would be determined without regard
to his economic status. The law
would judge all men impartially. As
Benjamin Franklin stated: cCThe
same for every member of the soci
ety; and the poorest continues to
have an equal claim to them with
the most opulent, whatever differ
ence time, chance, or industry may
occasion in their circumstances."

While the United States enjoyed
legal stability within its land, Euro
pean nations began toying with the
notion ofthe progressive income tax.
They seemed disinterested in under
standing the legal struggle that
their ancestors had undergone to
establish impartiality within the
rule of law. In 1891 Prussia began
its social experiment with the
graduated income tax. Many Ameri
cans and Europeans perceived the
danger. Dissent was raised by many
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who argued that ((the sacred princi
ple of equality before the law" was
((the only barrier against the en-
croachment on private property."3
However, the argument fell on deaf
ears as the progressive rate was too
insignificant to render any force to
the argument against graduated
rates in principle.

In the meantime, American and
British social reformers were sound
ing the battle cry for greater ((equal
ity of sacrifice." With the opposi
tion's arguments rendered ineffec
tive by the very smallness of the tax
burden, these reformers did their
homework. Within less than twenty
years of Prussia's experiment, Great
Britain succumbed to the progres
sive temptation.

America soon followed. So
within one generation, the legal les
sons learned and the advances
made, after the centuries of strug
gle, were forgotten. It was felt that a
majority, by the mere fact of its
numerical strength, could apply a
burden to the wealthier minority
without being affected itself by an
equal load.

At that point, any remainder of
legal clarity was distorted beyond
recognition. Granted, the graduated
burden was seemingly light. How
ever, any attempt to impose a limit
in the future would be arbitrary
and, inevitably, only temporary.

3Hayek, op. cit., p. 310.

Thus, once the floodgate was
opened, there no longer existed any
principle which could prevent the
trickle from becoming a deluge.

So much was lost so quickly.
Where the law had once been
characterized by impartiality and
predictability, it was now an arbi
trary standard which was shifted by
the will of the majority. A man's
relation to the law was now greatly
influenced, if not determined, by his
economic status.

What can this produce but a con
flict society? Suppose, after all, one
man is taxed at one rate and his
neighbor at a lower rate. Now this
does not exactly create social har
mony; rather it breeds suspicion and
envy. So much of this confusion is
brought about by a progressive in
come tax.

The Oppression of Progression

The redistribution of income and
property by progressive taxation is
now universally recognized as a
proper means to attain socialjustice.
It has been argued in this essay that
such a policy is at once economically
unproductive and legally unjust. In
addition, it is morally reprehensible,
contradicting the principles which
established the nation upon the
foundation of freedom and justice.

These principles were formulated
by men who comprehended that a
nation had to be built and sustained
by individuals who understood both
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self-discipline and self-development.
Anything less would not endure. So
long as their actions did not violate
the rights of another, men were free
to pursue happiness according to the
dictates of their· own conscience.
Hence, men learned that individual
enterprise and self-reliance were
gifts of God which were to be culti
vated and utilized. As they were
developed, the American people
prospered.

In the midst of their prosperity, a
subtle shift began to occur. The
change was imperceptible at first.
The results of the change, however,
were most distinct. Perhaps the
prosperity led to economic fatness,
and fatness in turn led to moral
flabbiness. Whatever the causes, the
effects remain with us. Where there
was once individual enterprise and
self-reliance, there is now a growing
dependence upon the state and fed
eral governments. Accompanying
this shift came a growing distrust
directed toward the more productive
members of the society.

This distrust has blossomed into
open hostility. With the instru
mentality of the progressive tax
structure, this hostility has led to an

Frederic Bastiat
IDEAS ON

economic and legal assault upon the
wealth ofthese productive members.
Prior to 1913, such hostility surely
existed. But once a disproportionate
tax was permitted to burden some
more than others, the government
then became the means of economic,
legal, and moral oppression.

When a discriminating income
tax is allowed to become the means
of legal plunder, the spark of envy
within the classes of men is fanned
into a raging fire. No longer is the
state able to restrain the fruits of
covetousness; now it works to pro
duce them. From the spark of envy
to a conflagration of confiscation,
the graduated income tax has led to
democratic tyranny.

The progressive income tax has
come upon us gradually. It began
with a seemingly harmless maxi
mum rate of 7 per cent. Yet within
less than a generation, this rate
climbed higher than 90 per cent.
Of course ((progressive" is a mis
nomer. ((Aggressive" might be closer
to the truth. But alas, perhaps
((regressive" would be best, as this
graduated tax policy has taken
America back centuries-down the
road to serfdom. @

LIBERTY

THE STATE is and ought to be nothing whatever but community force
organized, not to be an instrument of oppression and mutual plunder
among citizens, but, on the contrary, to guarantee to each his own, and
to cause justice and security to reign.
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PEACEFUL RELATIONS among people
depend on voluntary social coopera
tion. And the success of social coop
eration rests in large part on ease of
communication. With the develop
ment, many millennia ago, of primi
tive language and, in time, of the
written word, interpersonal com
munication and cooperation could
begin. Much more sophisticated and
efficient ways of relaying ideas and
knowledge have since been de
veloped and communication
techniques have changed radically
since the time of footrunning
couriers and town criers.

Our modern mass media of com
munication have been made possible
by countless inventions and im-

Mrs. Greaves is a member of the senior staff of The
Foundation for Economic Education and the author
of the two-volume Basic Reader and Syllabus-Free
Market Economics. For many years she has assem
bled material on national high school and college
debate topics.

This essay deals with the SUbject of the current
college debate resolutions.

provements made by unnumbered
individuals over the years. Printing
techniques and the production of
paper, books and newspapers have
been considerably improved. To
day's very remarkable radio, TV,
print and film industries are prod
ucts of extremely complicated
capital-intensive electrical, electron
ic and photographic technologies and
equipment. Readers, listeners and
viewers everywhere want these me
chanical techniques of communica
tion to be continually improved still
more. They also want the quality of
the material published, produced and
broadcast to be upgraded so as to
satisfy better their own personal
interests.

1. What information do people
want to communicate and to have
communicated to them? One
thinks first offof personal messages,
letters and daily newspapers. But
communication involves much more
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than that. Access to theoretical, fac
tual and historical knowledge ac
cumulated throughout the centuries
is most important. People also want
to learn what others have been
doing recently. They want reports on
current events with comments, often
critical of specific persons and their
actions. They want to learn what
their government is doing, or may
do. They are interested in political
events. They want to know about
laws, proposed or enacted, and about
actual or likely administrative deci
sions. They want reports on judicial
procedures and court trials. They
want to be able to petition their
government. They want reports on
business, production, trade and other
economic activities. They want to
know likely production costs, as well
as what prices producers and retail
ers are asking for goods and ser
vices. They want to hear weather
reports and forecasts. They want in
formation on new products and sci
entific developments. They want en
tertainment. They follow competi
tive sports closely. They want to
know about social events, as well as
disasters, accidents, crimes. People
now rely on mass media communi
cation facilities for all these and
many other kinds of information
and entertainment.

2. What forms of communication
are used to transmit all this mate
rial? The traditional mass media of

communication are television, radio,
print and/or film. But ideas, knowl
edge, factual data and entertain
ment are also transmitted by other
means. Personal messages are de
livered by hand, through the mails,
by word of mouth and by telephone.
Printed messages and commentaries
appear in books, newspapers, pam
phlets and on billboards. Radio and
television offer news of all kinds,
sports and entertainment, films, fic
tional and documentary, interviews
with prominent personalities, ad
vertising and much more. Modern
loud speakers, often with radio
and/or TV hook-up, enable speakers
to be heard by hundreds, thousands,
even millions, from outdoor lecture
platforms or even a soap box, as well
as in theaters or auditoriums.

Although not usually classified as
communications media, schools and
universities are among the most im
portant means for transmitting from
one generation to another the vast
body of theoretical knowledge and
factual data accumulated over cen
turies. And businessmen everywhere
look to daily prices and stock market
reports for information about antic
ipated prices and future demands
for products throughout the world.

3. How have communications
media changed over the years?
Inventors and investors have sub
stantially modified and improved
communication facilities. Many more
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individuals may now transmit more
messages to more people more
quickly and more easily than ever
before. We no longer need rely on
direct word of mouth communica
tion or hand-to-hand transmission of
original messages.

Improvements in distribution
came first. By wagon, coach, pony
express, train, automobile and
plane, messages could be delivered
much faster than men could run,
over much longer distances. Print
ing presses, rag and woodpulp pa
pers, book binding equipment,
strong glues, etc., improved the pub
lishing of printed books and news
papers. With the development of
electricity, photography, electronics,
transistors, and so forth, the tele
graph, ticker tape, telephone, radio,
television, teletype, communication
satellites, etc., became possible,
permitting spoken words and pic
tures to be sent through the air.
Using these modern techniques, any
arrangement of words and photos
may be transmitted promptly and
accurately all around the world.
Books, newspapers, statistics, films,
radio broadcasts, TV shows, and the
like, may be transmitted in precise
and accurate reproduction.

Lies, distortions, propaganda and
misinterpretations of truth are re
layed just as faithfully as are truths,
accurate data and reliable knowl
edge. The media themselves are
merely tools created by individuals

to facilitate communication. The
media are not selective; they may be
used for good or evil.

4. How can we best assure that
the media transmit truths, not lies?
The eagerness to know and to com
municate often conflicts with the
desire of individuals to live in pri
vacy and to keep unpleasant mat
ters hidden. Yet freedom ofthe press
has been traditional in this country.
Generally speaking, reporters have
been free to write as they chose, so
long as they were responsible for
what they wrote. The broadcasting
of libelous (defamatory) statements
that destroy a person's reputation
was generally considered a form of
theft. Yet, since the trial of jour
nalist John Peter Zenger (1697
1764) in colonial New York, a de
rogatory statement that was true
was not considered libelous; to de
fend himselfagainst charges ofHbel,
an author had only to demonstrate
his statement was true.

With recent technological ad
vances, .freedom of press principles
have been expanded to apply to
radio, TV, even films and all printed
matter, as well as traditional news
papers. However, the principle of
reporter responsibility has been di
luted. Since New York Times v. Sul
livan I (1964), reporters have been
free to publish almost anything,
true or false, about~~public figures,"
confident that they could not be
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charged with libel unless ((actual
malice" were proved. Some reporters
now refuse to reveal the sources on
which they base a story, claiming
they promised anonymity to obtain
information to satisfy their readers'
((right to know." Some reporters
have lost their jobs as a result. Some
have even been jailed. Marie Torre,
William T. Farr, Daniel Schorr, M.
A. Farber are a few who refused to
reveal sources.

However, the principle of a free
press is not simply protecting the
freedom of reporters to publish what
they choose. How about the readers'
((right to know" the source ofa story,
so as to judge bias and reliability in
a particular instance? How about
the constitutional right (Amend
ment VI) of a person being accused
((to be confronted with the witnesses
against him"? What will happen if
reporters may write what they
choose without any obligation to
demonstrate its truth or to reveal
sources? What assurance will the
public then have of the reliability of
news reporting?

5. Suppose the federal govern
ment assumed responsibility for
the quality and reliability of com
munications by strengthening its
regulation of the media? Govern
ment officials, like private individ
uals, would prefer at times not to be
in the public eye; they would like to
hide their mistakes, misjudgments

and indiscretions. Yet private report
ers want to uncover and publicize
precisely the informat!on govern
ment officials are most intent on
concealing. Thus reporters and offi
cials frequently become adversaries.
If more power is given government,
the officials gain the upper hand and
can threaten recalcitrant reporters
with reprisals. Classification of gov
ernm~nt documents as SECRET or
CONFIDENTIAL (viz. the Pentagon
Papers, released in 1971 by Daniel
Ellsberg) may sometimes be used
simply to avoid government embar
rassment. Such a situation could
lead, on the one hand, to censorship
with the concealment of any infor
mation unfavorable to the govern
ment and, on the other hand, to
propaganda with the release of pro
government handouts only.

6. How does the federal govern
ment now influence the communi
cations media? The federal gov
ernment now exercises considerable
control over the private media, often
by the back door-through FCC re
quirements with respect to licens
ing, radio-TV programming, allot
ment of time to public service and
news programs, equal time provi
sions in political campaigns, free
time for persons to answer criticism
under the ~~faimessdoctrine," adver
tising limitations, and so on. Gov
ernment may also interfere through
antitrust regulations, labor-
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IT is a sad fact that some people try to exploit their fellow men's
plight by offering them patent medicines.... It would not impair the
operation of the market if the authorities were to prevent such
advertising.... But whoever is ready to grant to the government this
power would be inconsistent if he objected to the demand to submit
the statements of churches and sects to the same examination.
Freedom is indivisible. As soon as one starts to restrict it, one enters
upon a decline on which it is difficult to stop. If one assigns to the
government the task of making truth prevail in the advertising of
perfumes and tooth paste, one cannot contest it the right to look
after truth in the more important matters of religion, philosophy, and
social ideology.

LUDWIG VON MISES, Human Action

management relations, the SEC,
CIA and FBI surveillance activities,
etc. Government directly subsidizes
some communications-through
USIA, Radio Free Europe, CETA,
the poverty program, aid to the arts,
etc. Government is also concerned,
necessarily, with publicity given
court cases, for it may contribute to,
or hamper, fair trials for defendants.
All in all, the influence of the fed
eral government over the media is
considerably more pervasive than
appears at first glance.

7. What authority should the fed
eral government have to regulate
communications media? The First
Amendment to the Constitution
provides that the Congress shall
((make no law . . . abridging the
freedom of speech, or of the press

..."Generally speaking, the princi
ples of a free press should prevail
throughout the communications in
dustry. Radio, television, printing,
film production, etc., should all be
completely private enterprises, fi
nanced entirely by the savings of
private investors. They should be
subject to free and open competition
on the market, free to experiment, to
tryout new ideas, dependent for
survival, like any other enterprise,
on satisfying consumers.

In a completely free system, the
communications media would rely
for news of production costs and the
demand for goods and services on
pricing information communicated
through the market. Government's
obligation to them would be the
same as to any other private
enterprise-to protect them from
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those who would use force, fraud or
threat of either to destroy life and
property.

In war, truth inevitably becomes
The First Casualty, as Phillip
Knightley demonstrates in his book
of that title. For patriotic and mili
tary reasons, reporters then usually
submit willingly to censorship. But
once war ends, freedom of the press
principles should prevail. The com
munications media should then be
come once more the eternally vigi
lant ((watchdog," reporting the news
as accurately and as responsibly as
possible.

Thomas Jefferson had profound
confidence in a free press. He wrote,
nWere it left to me to decide whether
we should have a government with
out newspapers, or newspapers
without· a government, I should not

hesitate to prefer the latter.... Rea
son and free inquiry are the only
effectual agents against error." If all
our communications media today
-not only radio, TV, film and
printing industries, but also schools,
libraries, churches, theaters, adver
tisers, politicians, and so on-were
relieved of the hampering effects of
government regulations, controls,
red tape and excess taxes, they
would have to become more respon
sible to the ever-changing wishes of
consumers, or go out of business.
Those enterprises that succeeded
best in presenting sound principle,
truth and lively entertainment to
their customers, in· free and open
competition with all other enter
prises, would become increasingly
more effective and vigorous
communicators. @
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P. Dean Russell

HOW TO
PRODUCE

HUMAN BEINGS
A FEATURE of our tour of a collective
farm in China was a visit to the
home of a worker. To my astonish
ment, our host had five children.

I wondered if he was aware of the
policy of the State Council's family
planning department. The chair
woman, Vice Premier Chen Muhua,
summed up that policy in this clear
statement: ~~The planned economy of
socialism should make it possible to
regulate the reproduction of human
beings so that the population growth
keeps in step with the growth of
material production."

Five children in one family is not
in harmony with the current level of
material production in the People's
Republic of China. In fact, the gov-

Dr. Russell, Professor of Management, University of
Wisconsin at La Crosse, also gains economic In
sight from his observation of people and conditions
around the world.

ernment's plan to equalize them is
based on the production of no more
than two children per couple-and
one, or even none, is preferred.

At my request, our tour guide put
this information into a question to
our farmer-host. He listened care
fully, smiled proudly, and replied
that the official policy on his collec
tive farm of 26,000 members is to
permit the production of children
until a son is born. He and his wife
had produced four daughters before
the son arrived. Then both were
sterilized.

This policy on the production of
human beings in China varies from
province to province and, appar
ently, from collective to collective.
Also the ((child production allot
ment" appears to be larger on collec
tive farms than in collective fac
tories. Increasingly, however, the
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philosophy now followed in rural
Guizhou Province is becoming the
norm for the nation: ((The party or
ganizations at all levels have called
on the masses to resolutely deal
blows to the criminals ... [who]
have used the masses' old ideas,"
(i.e., more sons, more bliss) to sabo
tage socialist population control
measures.

Traditions die hard, however, in
any society. Prime Minister Indira
Gandhi also discovered this truth
when she encouraged the use of
force to sterilize people who refused
to comply with her plans to decrease
the population in India. Her succes
sor as prime minister, Maraji Desai,
once told me that Mrs. Gandhi's
compulsory sterilization policies had
far more to do with her political
defeat than did the charges of cor
ruption against her administration
and family.

Rewards and Penalties

In India and China, a combination
of both ((carrot and stick" measures
are used in the attempt to keep the
production of human beings in har
mony with state plans. For example,
free birth control devices, abortions,
and sterilizations are readily avail
able to all. These control measures
are always actively promoted and
are sometimes even enforced
against reluctant participants. In
some cities in China, e.g., Peking,
the production of a third child may

bring a fine of 10 per cent of pay for
up to 14 years. One-child and no
child families in China are often
rewarded by the government with
more housing space and better job
opportunities. These cooperating
parents may also get special credits
added to their retirement pensions.

Similar reward and punishment
measures are used (in reverse) in
western nations where the produc
tion of children is positively encour
aged. For example, in Sweden the
low birth rate is of great concern to
the government. The allocation of
scarce housing is one of several ways
the government uses to reward the
producers of more Swedish babies.
During my two visits to Stockholm
in the 1960s I found that the waiting
time for an apartment was from four
to ten years. But a woman could
move to the top ofthe waiting list for
scarce and low-rent housing if she
became pregnant. That's a most per
suasive production bonus in a soci
ety where there's a housing short
age.

In France with its declining birth
rate, a friend ofmine in Paris is paid
more (directly and indirectly) by the
government for his five children
than he's paid (take home) by his
employer. He once joked to me that
his family is a two-income family;
his wife is paid for producing more
children while he's paid for produc
ing more lectures.

In New York City, the payment of
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various direct and indirect subsidies
to families with dependent children
usually adds up to considerably
more than the parent could earn at
any available job. And so on, in
every nation of the world, with the
government applying both carrot
and stick to increase or decrease the
production of human beings accord
ing to state plans.

Motivation

There is a strong tendency by
most persons in any society to take
the job that offers the most material
goods and services for the least ef
fort. And quite frequently in various
western nations, the government
pays more for the production of chil
dren than the market pays for the
production of goods and services.

This ~~reward principle" applies to
the· production of anything and ev
erything, at all times, and in all
nations. For example, when the
state planners in Russia wanted
more food produced, they permitted
private farming, market pricing,
and high profits. The socialist plan
ners knew with certainty that the
Russian farmers would respond to
the profit motive in precisely the
same way the managers of General
Motors respond to the same motive.
Both will produce more of the
wanted products. In Poland, I ob
served people standing in line for
three hours at the no-profit govern
ment stores while other people were

getting immediate service in the
~~private sector" of the economy that
operates on the profit motive.

This motivation to increase pro
duction, i.e., the basic desire of
mankind to accumulate products
and services for survival and com
fort, is not restricted to any particu
lar economic system. It is an
inherent-not an acquired
characteristic. It came with the first
human being, and everyone of us
today was born with it in our genes.
Even the persons who use force in an
effort to suppress this motivating
principle ~~to get ahead" are them
selves thereby trying to get ahead of
the rest of us.

This acquisitive characteristic is
responsible for all progress, includ
ing art by the old masters. The
philosopher who argues how the
~~surplus" production should be dis
tributed seems happily unaware
that the surplus was produced by
persons who expected to gain some
thing from it personally. What did
they eXPect to gain? Ask any pro
ducer, including yourself. While the
answers will vary widely, they will
all involve self-interest (including
self-glorification and immortaliza
tion) in one way or another.

As my minister sincerely de
nounced the ~~root of all evil" in his
sermons, I continued to help him in
his search for a larger church that
paid its pastor more money. I rec
ommended him because he was a
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high producer and a good man in
every sense of the word. He, too,
wanted (and I think, deserved) more
of the world's products and services.

What do you want more of?
Babies? Tobacco? Chrysler cars? The
secret ofhow to get them produced is
known to everyone, in Russia as in
the United States. Just pay a bigger
bonus in one form or another, in
cluding the government's support of
prices higher than the market would
tolerate.

Leave to the Individual the
Choice and Its Consequences

What do you want less of? Babies?
Rental housing and apartments? In
vestment in machinery? The secret
of how to decrease production is also
known to everyone, in China as in
the United States. Just penalize
such production in one way or
another, including the government's
setting of prices lower than the
market would offer.

Personally, I'm not in favor of our
government's rewarding or penaliz
ing the producers of any product,
most especially the producers of
human beings. That's a bit too close

The Right to Choose

to cCplaying God" for my taste.
Perhaps we collectively (through
our government) would be well ad
vised neither to reward nor to
penalize anyone for having or not
having babies. Perhaps that deci
sion should be left with the individ
uals who are directly concerned, and
with no one else.

In retrospect, I just can't imagine
that any government planning
agency would have permitted me
(unit number 11) to be added to the
existing 10 children already pro
duced by a dirt-poor family in the
Virginia mountains. Even the worst
of the bureaucratic planners
couldn't make such an obvious
blunder as that.

I think of that when I take the
government-granted income tax de
duction for my own children. If I ask
the government to reward me with
tax rebates (and other subsidies) for
producing human beings, I have no
moral ground to stand on when the
government planners decide to
penalize me for it. If they have the
right to do the one, then most defi
nitely they have the right to do the
other. ®

IDEAS ON

LIBERTY

IT must be obvious that liberty necessarily means freedom to choose
foolishly as well as wisely; freedom to choose evil as well as good;
freedom to enjoy the rewards ofgood judgment, and freedom to suffer the
penalties of bad judgment.

BEN MOREELL, "Survival of the Species"



Ludwig von Mises

Inflation

IF the supply of caviar were as plen
tiful as the supply of potatoes, the
price of caviar-that is, the ex
change ratio between caviar and
money or caviar and other com
modities-would change considera
bly. In that case, one could obtain
caviar at a much smaller sacrifice
than is required today. Likewise, if
the quantity of money is increased,
the purchasing power of the mone
tary unit decreases, and the quantity
of goods that can be obtained for one
unit of this money decreases also.

When, in the sixteenth century,
American resources of gold and
silver were discovered and ex
ploited, enormous quantities of
the precious metals were trans
ported to Europe. The result of this
increase in the quantity of money
was a general tendency toward an
upward movement of prices. In the
same way, today, when a govern
ment increases the quantity of paper
money, the result is that the pur
chasing power of the monetary unit

begins to drop, and so prices rise.
This is called inflation.

Unfortunately, in the United
States, as well as in other countries,
some people prefer to attribute the
cause of inflation not to an increase
in the quantity ofmoney but, rather,
to the rise in prices.

However, there has never been
any serious argument against the
economic interpretation of the rela
tionship between prices and the
quantity of money, or the exchange
ratio between money and other
goods, commodities, and services.
Under present day technological
conditions there is nothing easier
than to manufacture pieces of paper
upon which certain monetary
amounts are printed. In the United
States, where all the notes are of the
same size, it does not cost the gov
ernment more to print a bill of a
thousand dollars than it does to
print a bill of one dollar. It is purely
a printing procedure that requires
the same quantity of paper and ink.
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Ludwig von Mises, 1881-1973, was one
of the great defenders of a rational
economic science, and perhaps the sin
gle most creative mind at work in this
field in our century.

Found among the papers of Dr. Mises
were transcripts of lectures he delivered
in Argentina in 1959. These have now
been edited by his widow and are avail
able as a Regnery/Gateway paper
backed book. This article, one of the
lectures, is here reprinted by permission
of the publishers. All rights reserved.

The book, Economic Policy: Thoughts
for Today and Tomorrow, also may be
purchased at $4.95 from The Foundation
for Economic Education, Inc., Irving
ton-on-Hudson, N.Y. 10533.

In the eighteenth century, when
the first attempts were made to
issue bank notes and to give these
bank notes the quality of legal
tender-that is, the right to be hon
ored in exchange transactions in the
same way that gold and silver pieces
were honored-the governments
and nations believed that bankers
had some secret knowledge enabling
them to produce wealth out of noth
ing. When the governments of the
eighteenth century were in financial
difficulties, they thought all they
needed was a clever banker at the
head of their financial management
in order to get rid of all their dif
ficulties.

Some years before the French
Revolution, when the royalty of
France was in financial trouble, the

king of France sought out such a
clever banker, and appointed him to
a high position. This man was, in
every regard, the opposite of the
people who, up to that time, had
ruled France. First of all he was not
a Frenchman, he was a foreigner-a
Genevese. Secondly, he was not a
member of the aristocracy, he was a
simple commoner. And what
counted even more in eighteenth
centu!y France, he was not a
Catholic, but a Protestant. And so
Monsieur Necker, the father of the
famous Madame de StaiH, became
the minister of finance, and
everyone expected him to solve the
financial problems of France. But in
spite ofthe high degree ofconfidence
Monsieur Necker enjoyed, the royal
cashbox remained empty-Necker's
greatest mistake having been his
attempt to finance aid to the Ameri
can colonists in their war of inde
pendence against England without
raising taxes. That was certainly the
wrong way to go about solving
France's financial troubles.

No Secret Source of Funds

There can be no secret way to the
solution of the financial problems of
a government; if it needs money, it
has to obtain the money by taxing
its citizens (or, under special condi
tions, by borrowing it from people
who have the money). But many
governments, we can even say most
governments, think there is another
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method for getting the needed
money; simply to print it.

If the government wants to do
something beneficial-if, for exam
ple, it wants to build a hospital-the
way to find the needed money for
this project is to tax the citizens and
build the hospital out of tax reve
nues. Then no special Hprice revolu
tion" will occur, because when the
government collects money for the
construction of the hospital, the citi
zens-having paid the taxes-are
forced to reduce their spending. The
individual taxpayer is forced to re
strict either his consumption, his
investments or his savings. The
government, appearing on the mar
ket as a buyer, replaces the individ
ual citizen: the citizen buys less, but
the government buys more. The
government, of course, does not al
ways buy the same goods which the
citizens would have bought; but on
the average there occurs no rise in
prices due to the government's con
struction of a hospital.

I choose this example of a hospital
precisely because people sometimes
say: HIt makes a difference whether
the government uses its money for
good or for bad purposes." I want to
assume that the government always
uses the money which it has printed
for the best possible purposes
purposes with which we all agree.
For it is not the way in which the
money is spent, it is the way in
which the government obtains this

money that brings about those con
sequences we call inflation and
which most people in the world
today do not consider as beneficial.

For example, without inflating,
the government could use the tax
collected money for hiring new em
ployees or for raising the salaries of
those who are already in govern
ment service. Then these people,
whose salaries have been increased,
are in a position to buy more. When
the government taxes the citizens
and uses this money to increase the
salaries of government employees,
the taxpayers have less to spend, but
the government employees have
more. Prices in general will not in
crease.

But if the government does not
use tax money for this purpose, if it
uses freshly printed money instead,
it means that there will be people
who now have more money while all
other people still have as much as
they had before. So those who re
ceived the newly-printed money will
be competing with those people who
were buyers before. And since there
are no more commodities than there
were previously, but there is more
money on the market-and since
there are now people who can buy
more today than they could have
bought yesterday-there will be an
additional demand for that same
quantity of goods. Therefore prices
will tend to go up. This cannot be
avoided, no matter what the use of
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this newly-issued money will be.
And most importantly, this ten

dency for prices to go up will develop
step by step; it is not a .general
upward movement of what has been
called the ((price level." The
metaphorical expression ((price
level" must never be used.

When people talk of a ((price
level," they have in mind the image
of a level of a liquid which goes up or
down according to the increase or
decrease in its quantity, but which,
like a liquid in a tank, always rises
evenly. But with prices, there is no
such thing as a ((level." Prices do not
change to the same extent at the
same time. There are always prices
that are changing more rapidly, ris
ing or falling more rapidly than
other prices. There is a reason for
this.

Early Beneficiaries

Consider the case of the govern
ment employee who received the
new money added to the money sup
ply. People do not buy today pre
cisely the same commodities and in
the same quantities as they did yes
terday. The additional money which
the government has printed and in
troduced into the market is not used
for the purchase of all commodities
and services. It is used for the pur
chase of certain commodities, the
prices of which will rise, while other
commodities will still remain at the
prices that prevailed before the new

money was put on the market.
Therefore, when inflation starts, dif
ferent groups within the population
are affected by this inflation, in dif
ferent ways. Those groups who get
the new money first, gain a tempo
rary benefit.

When the government. inflates in
order to wage a war, it has to buy
munitions, and the first to get the
additional money are the munition
industries and the workers within
these industries. These groups are
now in a very favorable position.
They have higher profits and higher
wages; their business is moving.
Why? Because they were the first to
receive the additional money. And
having now more money at their
disposal, they are buying. And they
are buying from other people who
are manufacturing and selling the
commodities that these munition
makers want.

These other people form a second
group. And this second group con
siders inflation to be very good for
business. Why not? Isn't it. wonder
ful to sell more? For example, the
owner of a restaurant in the
neighborhood of a munitions factory
says: ((It is really marvelous! The
munition workers have more
money; there are many more of
them now than before; they are all
patronizing my restaurant; I am
very happy about it." He does not
see any reason to feel otherwise.

The situation is this: those people
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to whom the money comes first now
have a higher income, and they can
still buy many commodities and ser
vices at prices which correspond to
the previous state of the market, to
the condition that existed on the eve
of inflation. Therefore, they are in a
very favorable position. And thus
inflation continues step by step,
from one group of the population to
another. And all those to whom the
additional money comes at the early
stage of inflation are benefited be
cause they are buying some things
at prices still corresponding to the
previous stage of the exchange ratio
between money and commodities.

Others Must Lose

But there are other groups in the
population to whom this additional
money comes much, much later.
These people are in an unfavorable
position. Before the additional
money comes to them they are
forced to pay higher prices than they
paid before for some~r for practi
cally all-of the commodities they
wanted to purchase, while their in
come has remained the same, or has
not increased proportionately with
prices.

Consider for instance a country
like the United States during the
Second World War; on the one hand,
inflation at that time favored the
munitions workers, the munition
industries, the manufacturers of
guns, while on the other hand it

worked against other groups of the
population. And the ones who suf
fered the greatest disadvantages
from inflation were the teachers and
the ministers.

As you know, a minister is a very
modest person who serves God and
must not talk too much about
money. Teachers, likewise, are dedi
cated persons who are supposed to
think more about educating the
young than about their salaries.
Consequently, the teachers and
ministers were among those who
were most penalized by inflation, for
the various schools and churches
were the last to realize that they
must raise salaries. When the
church elders and the school corpo
rations finally discovered that, after
all one should also raise the salaries
of those dedicated people, the earlier
losses they had suffered still re
mained.

For a long time, they had to buy
less than they did before, to cut
down their consumption of better
and more expensive foods, and to
restrict their purchase of cloth
ing-because prices had already ad
justed upward, while their income,
their salaries, had not yet been
raised. (This situation has changed
considerably today, at least for
teachers.)

There are therefore always differ
ent groups in the population being
affected differently by inflation. For
some of them, inflation is not so bad;
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they even ask for a continuation of
it, because they are the first to profit
from it. We will see, in the next
lecture, how this unevenness in the
consequences of inflation vitally af
fects the politics that lead toward
inflation.

Under these changes brought
about by inflation, we have groups
who are favored and groups who are
directly profiteering. I do not use the
term ~(profiteering"as a reproach to
these people, for if there is some
one to blame, it is the government
that established the inflation. And
there are always people who favor
inflation, because they realize what
is going on sooner than other people
do. Their special profits are due to
the fact that there will necessarily
be unevenness in the process of in
flation.

Inflation as a Tax

The government may think that
inflation-as a method of raising
funds-is better than taxation,
which is always unpopular and dif
ficult. In many rich and great na
tions, legislators have often dis
cussed, for months and months, the
various forms ofnew taxes that were
necessary because the parliament
had decided to increase expendi
tures. Having discussed various
methods of getting the money by
taxation, they finally decided that
perhaps it was better to do it by
inflation.

But of course, the word Hinflation"
was not used. The politician in power
who proceeds toward inflation does
not announce: ~~I am proceeding to
ward inflation." The technical
methods employed to achieve the
inflation are so complicated that the
average citizen does not realize in
flation has begun.

During one of the biggest infla
tions in history, in the German
Reich after the First World War, the
inflation was not so momentous dur
ing the war. It was the inflation
after the war that brought about the
catastrophe. The government did
not say: ~(We .are proceeding toward
inflation." The government simply
borrowed money very indirectly
from the central bank. The govern
ment did not have to ask how the
central bank would find and deliver
the money. The central bank simply
printed it.

Today the techniques for inflation
are complicated by the fact that
there is checkbook money. It in
volves another technique, but the
result is the same. With the stroke
of a pen, the government creates fiat
money, thus increasing the quantity
of money and credit. The govern
ment simply issues the order, and
the fiat money is there.

The government does not care, at
first, that some people will be losers,
it does not care that prices will go
up. The legislators say: ((This is a
wonderful system!" But this wonder-
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ful system has one fundamental
weakness: it cannot last. If inflation
could go on forever, there would be
no point in telling governments they
should not inflate. But the certain
fact about inflation is that, sooner or
later, it must come to an end. It is a
policy that cannot last.

In the long run, inflation comes to
an end with the breakdown of the
currency-to a catastrophe, to a
situation like the one in Germany in
1923. On August 1, 1914, the value
of the dollar was four marks and
twenty pfennigs. Nine years and
three months later, in November
1923, the dollar was pegged at 4.2
trillion marks. In other words, the
mark was worth nothing. It no
longer had any value.

Some years ago, a famous author
wrote: ~~In the long run we are all
dead." This is certainly true, I am
sorry to say. But the question is, how
short or long will the short run be?
In the eighteenth century there was
a famous lady, Madame de Pom
padour, who is credited with the
dictum: ~~Apres nous Ie deluge" C~Af

ter us will come the flood"). Madame
de Pompadour was happy enough to
die in the short run. But her succes
sor in office, Madame du Barry, out
lived the short run and was be
headed in the long run. For many
people the ~~long run" quickly be-
comes the ~~short run"-and the
longer inflation goes on the sooner
the Hshort run."

How long can the short run last?
How long can a central bank con
tinue an inflation? Probably as long
as people are convinced that the
government, sooner or later, but cer
tainly not too late, will stop printing
money and thereby stop decreasing
the value of each unit of money.

The Flight from Money

When people no longer believe
this, when they realize that the gov
ernment will go on and on without
any intention of stopping, then they
begin to understand that prices to
morrow will be higher than they are
today. Then they begin buying at
any price, causing prices to go up to
such heights that the monetary sys
tem breaks down.

I refer to the case of Germany,
which the whole world was watch
ing. Many books have described the
events of that time. (Although I am
no German, but an Austrian, I saw
everything from the inside: in Au
stria, conditions were not very dif
ferent from those in Germany; nor
were they much different in many
other European countries.) For sev
eral years, the German people be
lieved that their inflation was just a
temporary affair, that it would soon
come to an end. They believed it for
almost nine years, until the summer
of 1923. Then, finally, they began to
doubt. As the inflation continued,
people thought it wiser to buy every
thing available, instead of keeping
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money in their pockets. Further
more, they reasoned that one should
not give loans of money, but on the
contrary, that it was a very good
idea to be a debtor. Thus inflation
continued feeding on itself.

And it went on in Germany until
exactly August 28, 1923. The
masses had believed inflation money
to be real money, but then they found
out that conditions had changed. At
the end of the German inflation, in
the fall of 1923, the German fac
tories paid their workers every
morning in advance for the day. And
the workingman who came to the
factory with his wife, handed his
wages-all the millions he got~

over to her immediately. And the
lady immediately went to a shop to
buy something, no matter what. She
realized what most people knew at
that time-that overnight, from one
day to another, the mark lost 50% of
its purchasing power. Money, like
chocolate on a hot oven, was melting
in the pockets of the people. This
last phase of German inflation did
not last long; after a few days, the
whole nightmare was over: the
mark was valueless and a new cur
rency had to be established.

Lord Keynes, the same man who
said that in the long run we are all
dead, was one of the long line of
inflationist authors of the twentieth
century. They all wrote against the
gold standard. When Keynes at
tacked the gold standard, he called

it a Hbarbarous relic." And most
people today consider it ridiculous to
speak of a return to the gold stan
dard. In the United States, for in
stance, you are considered to be
more or less a dreamer if you say:
((Sooner or later, the United States
will have to return to the gold stan
dard."

Yet the gold standard has one
tremendous virtue: the quantity of
the money supply, under the gold
standard, is independent of the
policies of governments and political
parties. This is its advantage. It is a
form of protection against SPend
thrift governments. If, under the
gold standard, a government is
asked to spend money for something
new, the minister of finance can say:
((And where do I get the money? Tell
me, first, how I will find the money
for this additional expenditure."

A Restraint on Spending

Under an inflationary system,
nothing is simpler for the politicians
to do than to order the government
printing office to provide as much
money as they need for their projects.
Under a gold standard, sound gov
ernment has a much better chance;
its leaders can say to the people and
to the politicians: ((We can't do it
unless we increase taxes."

But under inflationary conditions,
people acquire the habit of looking
upon the government as an institu
tion with limitless means at its dis-
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posal: the state, the government,
can do anything. If, for instance, the
nation wants a new highway sys
tem, the government is eXPected to
build it. But where will the govern
ment get the money?

One could say that in the United
States today-and even in the past,
under McKinley-the Republican
party was more or less in favor of
sound money and of the gold stan
dard, and the Democratic party was
in favor of inflation. Of cours~ not a
paper inflation, but of silver.

It was, however, a Democratic
president of the United States, Pres
ident Cleveland, who at the end of
the 1880s vetoed a decision of Con
gress, to give a small sum-about
$10,OOO-to help a community that
had suffered some disaster. And
President Cleveland justified his
veto by writing: ((While it is the duty
of the citizens to support the gov
ernment, it is not the duty of the
government to support the citizens."
This is something which every
statesman should write on the wall
of his office to show to people who
come asking for money.

I am rather embarrassed by the
necessity to simplify these problems.
There are so many complex prob
lems in the monetary system, and I
would not have written volumes
about them ifthey were as simple as
I am describing them here. But the
fundamentals are precisely these: if
you increase the quantity of money,

you bring about the lowering of the
purchasing power of the monetary
unit. This is what people whose pri
vate affairs are unfavorably affected
do not like. People who do not bene
fit from inflation are the ones who
complain.

A Worldwide Plague

If inflation is bad and if people
realize it, why has it become almost
a way of life in all countries? Even
some of the richest countries suffer
from this disease. The United States
today is certainly the richest coun
try in the world, with the highest
standard of living. But when you
travel in the United States, you will
discover that there is constant talk
about inflation and about the neces
sity to stop it. But they only talk;
they do not act.

To give you some facts: after the
First World War, Great Britain re
turned to the prewar gold parity of
the pound. That is, it revalued the
pound upward. This increased the
purchasing power of every worker's
wages. In an unhampered market
the nominal money wage would
have fallen to comPensate for this
and the workers' real wage would
not have suffered. We do not have
time here to discuss the reasons for
this. But the unions in Great Britain
were unwilling to accept an adjust
ment of wage rates to the higher
purchasing power of the monetary
unit, therefore real wages were
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raised considerably by this mone
tary measure. This was a serious
catastrophe for England, because
Great Britain is a predominantly
industrial country that has to im
port its raw materials, half-finished
goods, and food stuffs in order to
live, and has to export manufac
tured goods to pay for these imports.
With the rise in the international
value of the pound, the price of
British goods rose on foreign mar
kets and sales and exports declined.
Great Britain had, in effect, priced
itself out of the world market.

The unions could not be defeated.
You know the power of a union to
day. It has the right, practically the
privilege, to resort to violence. And
a union order is, therefore, let us
say, not less important than a gov
ernment decree. The government
decree is an order for enforcement
for which the enforcement ap
paratus of the government-the
police-is ready. You must obey the
government decree, otherwise you
will have difficulties with the police.

The Impact of Unions

Unfortunately, we have now, in
almost all countries all over the
world, a second power that is in a
position to exercise force: the labor
unions. The labor unions determine
wages and the strikes to enforce
them in the same way in which the
government might decree a
minimum wage rate. I will not dis-

cuss the union question now; I shall
deal with it later. I only want to
establish that it is the union policy
to raise wage rates above the level
they would have on an unhampered
market. As a result, a considerable
part of the potential labor force can
be employed only by people or indus
tries that are prepared to suffer
losses. And, since businesses are not
able to keep on suffering losses, they
close their doors and people become
unemployed. The setting of wage
rates above the level they would
have on the unhampered market
always results in the unemployment
of a considerable part of the poten
tial labor force.

In Great Britain, the result of
high wage rates enforced by the
labor unions was lasting un
employment, prolonged year after
year. Millions of workers were un
employed, production figures
dropped. Even experts were
perplexed. In this situation the
British government made a move
which it considered an indispensa
ble, emergency measure: it devalued
its currency.

The result was that the purchas
ing power of the money wages, upon
which the unions had insisted, was
no longer the same. The real wages,
the commodity wages, were reduced.
Now the worker could not buy as
much as he had been able to buy
before, even though the nominal
wage rates remained the same. In
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this way, it was thought, real wage
rates would return to free market
levels and unemployment would
disappear.

This measure-devaluation-was
adopted by various other countries,
by France, the Netherlands, and
Belgium. One country even resorted
twice to this measure within a
period of one year and a half. That
country was Czechoslovakia. It was
a surreptitious method, let us say, to
thwart the power of the unions. You
could not call it a real success, how
ever.

Indexation

After a few years, the people, the
w.orkers, even the unions, began to
understand what was going on.
They came to realize that currency
devaluation had reduced their real
wages. The unions had the power to
oppose this. In many countries they
inserted a clause into wage con
tracts providing that money wages
must go up automatically with an
increase in prices. This is called in
dexing. .The unions became index
conscious. So, this method of reduc
ing unemployment that the gov
ernment of Great Britain started in
1931-which was later adopted by
almost all important govern
ments-this method of ((solving un-
employment" no longer works today.

In 1936, in his General Theory of
Employment, Interest and Money,
Lord Keynes unfortunately elevated

this method-those emergency mea
sures of the period between 1929
and 1933-to a principle, to a fun
damental system of policy. And he
justified it by saying, in effect: ((Un
employment is bad. If you want un
employment to disappear you must
inflate the currency."

He realized very well that wage
rates can be too high for the market,
that is, too high to make it profitable
for an employer to increase his work
force, thus too high from the point of
view of the total 'working popula
tion, for with wage rates imposed by
unions above the market level, only
a part of those anxious to earn
wages can obtain jobs.

And Keynes said, in effect: ((Cer
tainly mass unemployment, pro
longed year after year, is a very
unsatisfactory condition." But in
stead of suggesting that wage rates
could and should be adjusted to
market conditions, he said, in effect:
((If one devalues the currency and
the workers are not clever enough to
realize it, they will not offer resis
tance against a drop in real wage
rates, as long as nominal wage rates
remain the same." In other words,
Lord Keynes was saying that if a
man gets the·same amount of ster
ling today as he got before the cur
rency was devalued, he will not
realize that he is, in fact, now get
ting less.

In old fashioned language, Keynes
proposed cheating the workers. In-
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stead of declaring openly that wage
rates must be adjusted to the condi
tions ofthe market-because, ifthey
are not, a part of the labor force will
inevitably remain unemployed-he
said, in effect: ((Full employment can
be reached only if you have infla
tion. Cheat the workers." The most
interesting fact, however, is that
when his General Theory was pub
lished, it was no -longer possible to
cheat, because people had already
become index conscious. But the
goal of full employment remained.

Full Employment

What does Hfull employment"
mean? It has to do with the unham
pered labor market, which is not
manipulated by the unions or by the
government. On this market, wage
rates for every type of labor tend to
reach a level where everybody who
wants a job can get one and every
employer can hire as many workers
as he needs. Ifthere is an increase in
the demand for labor, the wage rate
will tend to be greater, and if fewer
workers are needed, the wage rate
will tend to fall.

The only method by which a Hfull
employment" situation can be
brought about is by the mainte
nance of an unhampered labor mar
ket. This is valid for every ·kind of
labor and for every kind of commod
ity.

What does a businessman do who
wants to sell a commodity for five

dollars a unit? When he cannot sell
it at that price, the technical busi
ness expression in the United States
is, ((the inventory does not move."
But it must move. He cannot retain
things because he must buy some
thing new; fashions are changing.
So he sells at a lower price. If he
cannot sell the merchandise at five
dollars, he must sell it at four. If he
cannot sell it at four, he must sell it
at three. There is no other choice as
long as he stays in business. He may
suffer losses, but these losses are due
to the fact that his anticipation of
the market for his product was
wrong.

It is the same with the thousands
and thousands of young people who
come every day from the agricul
tural districts into the city, trying to
earn money. It happens so in every
industrial nation. In the United
States they come to town with the
idea that they should get, say, a
hundred dollars a week. This may be
impossible. So if a man cannot get a
job for a hundred dollars a week, he
must try to get a job for ninety or
eighty dollars, and perhaps even
less. But if he were to say-as the
unions do- ((one hundred dollars a
week or nothing," then he might
have to remain unemployed. (Many
do not mind being unemployed, be
cause the government pays un
employment benefits-out of special
taxes levied on the employers
which are sometimes nearly as high
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as the wages the man would receive
if he were employed.)

Because a certain group of people
believes that full employment can
be attained only by inflation, infla
tion is accepted in the United States.
But people are discussing the ques
tion: Should we have a sound cur
rency with unemployment, or infla
tion with full employment? This is
in fact a very vicious analysis.

Clarifying the Problem

To deal with this problem we must
raise the question: How can one im
prove the condition of the workers
and of all other groups of the popula
tion? The answer is: by maintaining
an unhampered labor market and
thus achieving full employment.
Our dilemma is, shall the market
determine wage rates or shall they
be determined by union pressure
and compulsion? The dilemma is not
((shall we have inflation or un
employment?"

This mistaken analysis of the
problem is argued in England, in
European industrial countries and
even in the United States. And some
people say: HNow look, even the
United States is inflating. Why
should we not do it also."

To these people one should answer
first of all: HOne of the privileges of a
rich man is that he can afford to be
foolish much longer than a poor
man." And this is the situation of
the United States. The financial pol-

icy of the United States is very bad
and is getting worse. Perhaps the
United States can afford to be
foolish a bit longer than some other
countries.

The most important thing to re
member is that inflation is not an
act of God, that inflation is not a
catastrophe of the elements or a dis
ease that comes like a plague. Infla
tion is a policy-a deliberate policy
of people who resort to inflation be
cause they consider it to be a lesser
evil than unemployment. But the
fact is that, in the not very long run,
inflation does not cure unemploy
ment.

Inflation is a policy. And a policy
can be changed. Therefore, there is
no reason to give in to inflation. If
one regards inflation as an evil, then
one has to stop inflating. One has to
balance the budget of the govern
ment. Ofcourse, public opinion must
support this; the intellectuals must
help the people to understand.
Given the support of public opinion,
it is certainly possible for the peo
ple's elected representatives to
abandon the policy of inflation.

We must remember that, in the
long run, we may all be dead and
certainly will be dead. But we
should arrange our earthly affairs,
for the short run in which we have to
live, in the best possible way. And
one of the measures necessary for
this purpose is to abandon inflation
ary policies. @
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As we drove from New Delhi to Agra
to see India's famous Taj Mahal, we
passed through extremely primitive
villages. There was not a petrol can,
broken umbrella or empty bottle to
be seen. We thought, HPerhaps a
Time Machine has carried us back
1000 years or more." In one dusty
hamlet we saw an Indian woman
wearing a crude anklet of silver. The
reason for this abysmal squalor
struck us. That silver was all her
savings and no one was going to
take it from her. She didn't trust her
neighbors and they didn't trust any
one either. There could be no banks,
and businessmen found it almost
impossible to borrow. Progress was
at a standstill and had been for
centuries because an all-important
ingredient was missing in that
economy, the fabric of trust between
men, that enables them to work to
gether willingly toward productive
ends.

When men work with tools and
equipment-economists call these
capital-they can produce more
than when they work with bare
hands. But to produce capital it
takes a willingness to save and to
invest those savings. And men will
save little and invest less unless
they trust their fellow men as indi
viduals and believe that their prop-

Dr. Kemmerer, president of The Committee for
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erty and savings will be safe and
that the money of the realm will
hold its buying power. These are the
warp and woof of the fabric of trust.

Aggravated Inflation

In the United States today, due to
government-caused expansion of the
supply ofmoney and credit, inflation
is raging at a rate of about 13 per
cent a year, double what it was two
years ago. If this continues, the dol
lar will lose half of its present buy
ing power in six years. That present
buying power is only a fifth of what
it was in 1933. Those conditions are
not conducive to saving. The rate of
saving and of capital investment is
five per cent a year, the lowest
among major modern nations.

Such misuse of power by govern
ment sets a bad example to many
who then lash back at government
and often at others too. The govern
ment should set an example of
trustworthiness. Its courts punish
counterfeiters, embezzlers and
thieves. To find the government it
self engaged in similar actions is
demoralizing. A government that
inflates and destroys the buying
power of its money pours, as it were,
a destructive acid over the econ
omy's fabric of trust which rots the
fabric and seriously damages the
economy.

Just how suspicious Americans
are of their government's money can
be seen by the fact that millions of

them are putting more and more of
the savings they have left into gold,
silver, diamonds, rare coins, stamps
and paintings and antique furni
ture, to name just some items. All of
these they increasingly look upon as
preferable to banking their money,
the buying power of which melts
away like an ice cube in July. The
degree of distrust can be gauged by
the fact that the prices of these non
income producing ~~stores of value"
have been bid up much higher than
wholesale or consumer price levels
have risen. Whereas price levels
today are five times higher than in
1933, the price of gold is 29 times
higher, of silver at least 70 times
and of precious gems 20 to 60 times
higher. These prices rise out of dis
trust and fear more than they do
from speculation.

Inflation is rotting away the fab
ric of trust which helped so much to
make this nation economically
strong. Fear is rendering a growing
portion of our savings as unproduc
tive as that Indian woman's anklet.
President Carter has said we must
lower our standard of living. He and
Congress, and preceding adminis
trations too, by their inflationary
policies, have been bringing on that
lowering process for some time. Let
us hope that we never regress to
conditions in those Indian villages,
but we are headed in that direction.
That precious fabric of trust is disin
tegrating before our eyes. @
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WITCH-HUNTING FOR
ROBBER BARONS:

The Standard Oil Story

AMONG the great misconceptions of
the free economy is the widely-held
belief that ((laissez faire" embodies a
natural tendency toward monopoly
concentration. Under unfettered
capitalism, so goes the familiar re
frain, large firms would systemati
cally devour smaller ones, corner
markets, and stamp out competition
until every inhabitant of the land
fell victim to their power. Just as
popular is the notion that John D.
Rockefeller's Standard Oil Company
of the late 1800s gave substance to
such an evil course of events.

Regarding Standard Oil's chief
executive, one noted historian
writes, HHe (Rockefeller) iron
handedly ruined competitors by cut
ting prices until his victim went
bankrupt or sold out, whereupon

Mr. Reed Is Assistant Professor of Economics at
Northwood Institute In Midland, Michigan. This artl·
cle Is based upon one of his lectures for a course,
"Philosophy of American Life and Business."
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higher prices would be likely to re
turn."!

Two other historians, co-authors
of a popular college text, opine that
((Rockefeller was a ruthless operator
who did not hesitate to crush his
competitors by harsh and unfair
methods."2

In 1899, Standard refined 90 per
cent of America's oil-the peak of
the company's dominance of the re
fining business. Though that mar
ket share was steadily siphoned off
by competitors after 1899, the com
pany nonetheless has been branded
ever since as «an industrial oc
topus."

Does the story of Standard Oil
really present a case against the free
market? In my opinion, it most em
phatically does not. Furthermore,
setting the record straight on this
issue must become an important
weapon in every free market advo
cate's intellectual arsenal. That's
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the purpose of the following re
marks.

Theoretically, there are two kinds
of monopoly: coercive and efficiency.
A coercive monopoly results from, in
the words of Adam Smith, ~~a

government grant of exclusive
privilege." Government, in effect,
must take sides in the market in
order to give birth to a coercive
monopoly. It must make it difficult,
costly, or impossible for anyone but
the favored firm to do business.

The United States Postal Service
is an example of this kind of
monopoly. By law, no one can de
liver first class mail except the
USPS. Fines and imprisonment
(coercion) await all those daring
enough to compete.

In some other cases, the govern
ment may not ban competition out
right, but simply bestow privileges,
immunities, or subsidies on one firm
while imposing costly requirements
on all others. Regardless of the
method, a firm which enjoys a coer
cive monopoly is in a position to
harm the consumer and get away
with it.

An efficiency monopoly, on the
other hand, earns a high share of a
market because it does the best job.
It receives no special favors from the
law to account for its size. Others
are free to compete and, if consum
ers so will it, to grow as big as the
~~monopoly."

An efficiency monopoly has no

legal power to compel people to deal
with it or to protect itself from the
consequences of its unethical prac
tices. It can only attain bigness
through its excellence in satisfying
customers and by the economy of its
operations. An efficiency monopoly
which turns its back on the very
performance which produced its suc
cess would be posting a sign, ~~COM
PETITORS WANTED." The market
rewards excellence and exacts a toll
on mediocrity.

It is my contention that the histor
ical record casts the Standard Oil
Company in the role of efficiency
monopoly-a firm to which consum
ers repeatedly awarded their votes
of confidence.

The oil rush began with the dis
covery of oil by Colonel Edwin Drake
at Titusville, Pennsylvania in 1859.
Northwestern Pennsylvania soon
~~was overrun with businessmen,
speculators, misfits, horse dealers,
drillers, bankers, and just plain
hell-raisers. Dirt-poor farmers
leased land at fantastic prices, and
rigs began blackening the land
scape. Existing towns jammed full
overnight with ~strangers,' and new
towns appeared almost as quickly."3

In the midst of chaos emerged
young John D. Rockefeller. An ex
ceptionally hard-working and
thrifty man, Rockefeller trans
formed his early interest in oil into a
partnership in the refinery stage of
the business in 1865.



168 THE FREEMAN March

Five years later, Rockefeller
formed the Standard Oil Company
with 4 per cent of the refining mar
ket. Less than thirty years later, he
reached that all-time high of 90 per
cent. What accounts for such stun
ning success?

On December 30, 1899, Rockefel
ler was asked that very question
before a governmental investigating
body called the Industrial Commis
sion. He replied:

I ascribe the success of the Standard to
its consistent policy to make the volume
of its business large through the merits
and cheapness of its products. It has
spared no expense in finding, securing,
and utilizing the best and cheapest
methods of manufacture. It has sought
for the best superintendents and work
men and paid the best wages. It has not
hesitated to sacrifice old machinery and
old plants for new and better ones. It has
placed its manufactories at the points
where they could supply markets at the
least expense. It has not only sought
markets for its principal products, but
for all possible by-products, sparing no
expense in introducing them to the pub
lie. It has not hesitated to invest millions
of dollars in methods of cheapening the
gathering and distribution of oils by pipe
lines, special cars, tank steamers, and
tank wagons. It has erected tank stations
at every important railroad station to
cheapen the storage and delivery of its
products. It has spared no expense in
forcing its products into the markets of
the world among people civilized and
uncivilized. It has had faith in American
oil, and has brought together millions of
money for the purpose of making it what

it is, and holding its markets against the
competition of Russia and all the many
countries which are producers of oil and
competitors against American oi1.4

A Master Organizer
of Men and Materials

Rockefeller was a managerial
genius-a master organizer of men
as well as of materials. He had a gift
for bringing devoted, brilliant, and
hard-working young men into his
organization. Among his most out
standing associates were H. H.
Rogers, John D. Archbold, Stephen
V. Harkness, Samuel Andrews, and
Henry M. Flagler. Together they
emphasized efficient economic oper
ation, research, and sound financial
practices. The economic excellence
of their performance is described by
economist D. T. Armentano:

Instead ofbuying oil fromjobbers, they
made the jobbers' profit by sending their
own purchasing men into the oil region.
In addition, they made their own sulfuric
acid, their own barrels, their own
lumber, their own wagons, and their own
glue. They kept minute and accurate
records of every item from rivets to bar
rel bungs. They built elaborate storage
facilities near their refineries. Rockefel
ler bargained as shrewdly for crude as
anyone before or since. And Sam An
drews coaxed more kerosene from a bar
rel of crude than could the competition.
In addition, the Rockefeller firm put out
the cleanest-burning kerosene, and
managed to dispose of most of the resi
dues like lubricating oil, paraffin, and
vaseline at a profit.5
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Even muckraker Ida Tarbell, one
of Standard's critics, admired the
company's streamlined processes of
production:

Not far away from the canning works,
on Newton Creek, is an oil refinery. This
oil runs to the canning works, and, as the
newmade cans come down by a chute
from the works above, where they have
just been finished, they are filled, twelve
at a time, with the oil made a few miles
away. The filling apparatus is admira
ble. As the newmade cans come down the
chute they are distributed, twelve in a
row, along one side of a turn-table. The
turn-table is revolved, and the cans come
directly under twelve measures, each
holding five gallons of oil-a turn of a
valve, and the cans are full. The table is
turned a quarter, and while twelve more
cans are filled and twelve fresh ones are
distributed, four men with soldering
cappers put the caps on the first set.
Another quarter. turn, and men stand
ready to take the cans from the filler and
while they do this, twelve more are hav
ing caps put on, twelve are filling, and
twelve are coming to their place from the
chute. The cans are placed at once in
wooden boxes standing ready, and, after
a twenty-four-hour wait for discovering
leaks, are nailed up and carted to a
nearby door. This door opens on the
river, and thereat anchor by the side of
the factory is a vessel chartered for
South America or China or where
not-waiting to receive the cans which a
little more than twenty-four hours before
were tin sheets lying on flatboxes. It is a
marvellous example ofeconomy, not only
in materials, but in time and in
footsteps. 6

Market Competition
Protects the Public

Socialist historian Gabriel Kolko,
who argues in The Triumph ofCon
servatism that the forces of comPeti
tion in the free market of the late
1800s were too potent to allow Stan
dard to cheat the public, stresses
that HStandard treated the con
sumer with deference. Crude and
refined oil prices for consumers de
clined during the period Standard
exercised greatest control of the in
dustry ..."7

Standard's service to the con
sumer in the form of lower prices is
well-documented. To quote from
Professor Armentano again:

Between 1870 and 1885 the price of
refined kerosene dropped from 26 cents
to 8 cents per gallon. In the same period,
the Standard Oil Company reduced the
[refining] costs per gallon from almost 3
cents in 1870 to .452 cents in 1885.
Clearly, the firm was relatively efficient,
and its efficiency was being translated to
the consumer in the form of lower prices
for a much improved product, and to the
firm in the form of additional profits.8

That story continued for the re
mainder of the century, with the
price of kerosene to the consumer
falling to 5.91 cents Per gallon in
1897. Armentano concludes from
the record that Hat the very pinnacle
of Standard's industry (control,' the
costs and the prices for refined oil
reached their lowest levels in the his
tory of the petroleum industry."9
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John D. Rockefeller's success,
then, was a consequence of his
superior performance. He derived
his impressive market share not
from government favors but rather
from aggressive courting of the con
sumer. Standard Oil is one of his
tory's classic efficiency monopolies.

But what about the many' serious
charges leveled against Standard?
Predatory price cutting? Buying out
competitors? Conspiracy? Railroad
rebates? Charging any price it
wanted? Greed? Each of these can be
viewed as an assault not just on
Standard Oil but on the free market
in general. They can and must be
answered.

Predatory price cutting

Predatory price cutting is ((the
practice of deliberately underselling
rivals in certain markets to drive
them out of business, and then rais
ing prices to exploit a market devoid
of competition."lo

Professor John S. McGee, writing
in the Journal ofLaw and Econom
ics for October 1958, stripped this
charge of any intellectual substance.
Describing it as ((logically deficient,"
he concluded, ((I can find little or no
evidence to support it."ll

In his extraordinary article,
McGee scrutinized the testimony of
Rockefeller's competitors who

claimed to have been victims of pred;.
atory price cutting. He found their
claims to be shallow and misdirec
ted. McGee pointed out that some
of these very people later opened
new refineries and successfully chal
lenged Standard again.

Beyond the actual record,
economic theory also argues against
a winning policy of predatory price
cutting in a free market for the
following reasons:

1. Price is only one aspect ofcom
petition. Firms compete in a variety
of ways: service, location, packag
ing, marketing, even courtesy. For
price alone to draw customers away
from the competition, the predator
would have to cut substantially
enough to outweigh all the other
competitive pressures the others can
throw at him. That means suffering
losses on every unit sold. If the pred
ator has a war-chest of ((monopoly
profits" to draw upon in such a bat
tle, then the predatory price cutting
theorist must explain how he was
able to achieve such ability in the
absence of this practice in the first
place!

2. The large firm stands to lose
the most. By definition, the large
firm is already selling the most units.
As a predator, it must actually
step up its production if it is to have
any effect on competitors. As Profes
sor McGee observed, ((To lure cus
tomers away from somebody, he (the
predator) must be prepared to serve



1980 WITCH-HUNTING FOR ROBBER BARONS 171

them himself. The monopolizer thus
finds himself in the position of sell
ing more-and therefore losing
more-than his competitors."12

3. Consumers will increase their
purchases at the rrbargain prices."
This factor causes the predator to
step up production even further. It
also puts off the day when he can
((cash in" on his hOPed-for victory
because consumers will be in a posi
tion to refrain from purchasing at
higher prices, consuming their
stockpiles instead.

4. The length. of the battle is al
ways uncertain. The predator does
not know how long he must suffer
losses before his competitors quit. It
may take weeks, months, or even
years. Meanwhile, consumers are
~~cleaningup" at his expense.

5. Any rrbeaten" firms may re
open. Competitors may scale down
production or close only temporarily
as they ~~wait out the storm." When
the predator raises prices, they
enter the market again. Conceiva
bly, a ~~beaten" firm might be bought
up by someone for a H song," and
then, under fresh management and
with relatively low capital costs,
face the predator with an actual
competitive cost advantage.

6. High prices encourage new
comers. Even if the predator drives
everyone else from the market, rais
ing prices will attract competition
from people heretofore not even in
the industry. The higher the prices

go, the more powerful that attrac
tion.

7. The predator would lose the
favor of consumers. Predatory price
cutting is simply not good public
relations. Once known, it would
swiftly erode the public's faith and
good will. It might even evoke con
sumer boycotts and a backlash of
sympathy for the firm's competitors.

In summary, let me quote Profes
sor McGee once again:

Judging from the Record, Standard Oil
did not use predatory price discrimina
tion to drive out competing refiners, nor
did its pricing practice have that effect.
Whereas there may be a very few cases in
which retail kerosene peddlers or dealers
went out of business after or during price
cutting, there is no real proof that Stan
dard's pricing policies were responsible. I
am convinced that Standard did not sys
tematically, if ever, use local price cut
ting in retailing, or anywhere else, to
reduce competition. To do so would have
been foolish; and, whatever else has been
said about them, the old Standard or
ganization was seldom criticized for
making less money when it could readily
have made more.13

Buying out competitors

The intent of this practice, the
critics say, was to stifle competitors
by absorbing them.

First, it must be said that Stan
dard had no legal power to coerce a
competitor into selling. For a pur-
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chase to occur, Rockefeller had to
pay the market price for an oil refin
ery. And evidence abounds that he
often hired the very People whose
operations he purchased. ((Vic
timized ex-rivals," wrote McGee,
~~might be expected to make poor
employees and dissident or unwill
ing shareholders."14

Kolko writes that ~~Standard at
tained its control of the refinery
business primarily by mergers, not
price wars, and most refinery own
ers were anxious to sell out to it.
Some of these refinery owners later
reopened new plants after selling to
Standard."15

Buying out competitors can be a
wise move if achieving economy of
scale is the intent. Buying out com
petitorsmerely to eliminate them
from the market can be a futile,
expensive, and never-ending policy.
It appears that Rockefeller's mer
gers were designed with the first
motive in mind.

Even so, other people found it
profitable to go into the business of
building refineries and selling to
Standard. David P. Reighard man
aged to build and sell three succes
sive refineries to Rockefeller, all on
excellent terms.

A firm which adopts a policy of
absorbing others solely to stifle
competition embarks upon the im
possible adventure of putting out
the recurring and unpredictable
prairie fires of competition.

Conspiracy to fix prices

This accusation holds that Stan
dard secured secret agreements with
competitors to carve up markets and
fix prices at higher-than-market
levels.

I will not contend here that Rocke
feller never attempted this policy.
His experiment with the South Im
prov~ment Company in 1872 pro
vides at least some evidence that he
did. I do argue, however, that all
such attempts were failures from
the start and no harm to the con
sumer occurred.

Standard's price performance,
cited extensively above, supports my
argument. Prices fell steadily on an
improving product. Some conspir
acy!

From the perspective of economic
theory, collusion to raise and/or fix
prices is a practice doomed to failure
in a free market for these reasons:

1. Internal pressures. Conspiring
firms must resolve the dilemma of
production. To exact a higher price
than the market currently permits,
production must be curtailed.
Otherwise, in the face of a fall in
demand, the firms will be stuck with
a quantity of unsold goods. Who will
cut their production and by how
much? Will the conspirators accept
an equal reduction for all when it is
likely that each faces a unique con
stellation of cost and distribution
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advantages and disadvantages?
Assuming a formula for restrict

ing production is agreed upon, it
then becomes highly profitable for
any member of the cartel to· quietly
cheat on the agreement. By offering
secret rebates or discounts or other
~~deals" to his comPetitors' custom
ers, any conspirator can undercut
the cartel price, earn an increasing
share of the market and make a lot
of money. When the others get wind
of this, they must quickly break the
agreement or lose their market
shares to the ~~cheater." The very
reason for the conspiracy in the first
place-higher profits-proves to be
its undoing!

2. External pressures. This comes
from comPetitors who are not par
ties to the secret agreement. They
feel under no obligation to abide by
the cartel price and actually use
their somewhat lower price as a sell
ing point to customers. The. higher
the cartel price, the more this exter
nal competition pays. The conspi
racy must either convince all out
siders to join the cartel (making it
increasingly likely that somebody
will cheat) or else dissolve the cartel
to meet the comPetition.

I would once again call the read
er's attention to Kolko's The
Triumph of Conservatism, which
documents the tendency for collu
sive agreements to break apart,
sometimes even before the ink is
dry.

Railroad rebates

John D. Rockefeller received sub
stantial rebates from railroads who
hauled his oil, a factor which critics
claim gave him an unfair advantage
over other refiners.

The fact is that most all refiners
received rebates from railroads.
This practice was simply evidence of
stiff comPetition among the roads
for the business of hauling refined
oil products. Standard got the
biggest rebates because Rockefeller
was a shrewd bargainer and because
he offered the railroads large vol
ume on a regular basis.

This charge is even less credible
when one considers that Rockefeller
increasingly relied on his own
pipelines, not railroads, to transport
his oil.

The power to charge
any price wanted

According to the notion that
Standard's size gave it the power to
charge any price it wanted, bigness
per se immunizes the firm from
competition and consumer sov
ereignty.

As an ~~efficiency monopoly,"
Standard could not coercively pre
vent others from comPeting with it.
And others did, so much so that the
company's share of the market de-
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clined dramatically after 1899. As
the economy shifted from kerosene
to electricity, from the horse to the
automobile, and from oil production
in the East to production in the Gulf
States, Rockefeller found himself
losing ground to younger, more ag
gressive men.

Neither did Standard have the
power to compel people to buy its
products. It had to rely on its own
excellence to attract and keep cus
tomers.

In a totally free market, the fol
lowing factors insure that no firm,
regardless of size, can charge and
get ~~any price it wants":

1. Free entry. Potential competi
tion is encouraged by any firm's
abuse of the consumer. In describing
entry into the oil business, Rockefel
ler once remarked that ~(all sorts of
people . . . the butcher, the baker,
and the candlestick maker began to
refine oil."16

2. Foreign competition. As long as
government doesn't hamper inter
national trade, this is always a po
tent force.

3. Competition of substitutes.
People are often able to substitute a
product different from yet similar to
the monopolist's.

4. Competition ofall goods for the
consumer's dollar. Every busi
nessman is in competition with
every other businessman to get con
sumers to spend their limited dollars
on him.

5. Elasticity ofdemand. At higher
prices, people will simply buy less.

It makes sense to view competi
tion in a free market not as a static
phenomenon, but as a dynamic,
never-ending, leap-frog process by
which the leader today can be the
follower tomorrow.

Rockefeller was greedy

The charge that John D. Rockefel
ler was a (~greedy" man is the most
meaningless of all the attacks on
him but nonetheless echoes con
stantly in the history books.

If Rockefeller wanted to make a
lot of money (and there is no doubt
ing he did), he certainly discovered
the free market solution to his prob
lem: produce and sell something
that consumers will buy and buy
again. One of the great attributes of
the free market is that it channels
greed into constructive directions.
One cannot accumulate wealth
without offering something in ex
change!

At this point the reader might
rightly wonder about the dissolution
of the Standard Oil Trust in 1911.
Didn't the Supreme Court find
Standard guilty of successfully
employing anti-competitive prac
tices?

Interestingly, a careful reading of
the decision reveals that no attempt
was made by the Court to examine
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Standard's conduct or performance.
The justices did not sift through the
conflicting evidence concerning any
of the government's allegations
against the company. No specific
finding of guilt was made with re
gard to those charges. Although the
record clearly indicates that ~~prices

fell, costs fell, outputs expanded,
product quality improved, and hun
dreds of firms at one time or an
other produced and sold refined pe
troleum products in competition
with Standard Oil,"17 the Supreme
Court ruled against the company.
The justices argued simply that the
competition between some of the
divisions of Standard Oil was less
than the competition that existed
between them when they were sepa
rate companies before merging with
Standard.

In 1915, Charles W. Eliot, presi
dent of Harvard, observed: ~tThe or
ganization of the great business of
taking petroleum out of the earth,
piping the oil over great distances,
distilling and refining it, and dis
tributing it in tank steamers, tank
wagons, and cans all over the earth,
was an American invention."18 Let
the facts record that the great Stan
dard Oil Company, more than any
other firm, and John D. Rockefeller,
more than any other man, were· re
sponsible for this amazing
development. i

-FOOTNOTES-

lThomas A. Bailey, The American Pageant:
A History of the Republic, 2 vols., 8th ed.
(Boston: D. C. Heath and Company, 1966),
2:532.

2Gilbert C. Fite and Jim E. Reese, An
Economic History of the United States, 2nd ed.
(Boston: Houghton Mifflin Company, 1965), p.
367.

3D. T. Armentano, The Myths of Antitrust:
Economic Theory and Legal Cases (New
Rochelle, N.Y.: Arlington House, 1972), p. 64.

4'fhomas G. Manning, E. David Cronon, and
Howard R. Lamar, The Standard Oil Com
pany: The Rise ofa National Monopoly, part 3:
Government and the American Economy: 1870
to the Present, revised (New York: Henry Holt
and Company, 1960), p. 19.

5Armentano, Myths ofAntitrust, p.67.
6Ida M. Tarbell, The History ofthe Standard

Oil Company, 2 vols. in 1 (Gloucester, Mass.:
Peter Smith, 1950), p. 240-241.

7Gabriel Kolko, The Triumph of Conser
vatism: A Reinterpretation of American His
tory, 1900-1916 (New York: The Macmillan
Company, 1963; reprint ed., Chicago: Quad
rangle Books, 1967), p. 39.

8Armentano, Myths ofAntitrust, p. 70.
9Ibid., p. 77.
lOIbid., p. 73.
llJohn S. McGee,ttPredatory Price Cutting:

The Standard Oil (N.J.) Case," Journal ofLaw
and Economics, I (October, 1958), p. 138.

l2Ibid., p. 140.
l3Ibid., p. 168.
l4Ibid., p. 145.
l5Kolko, Triumph ofConservatism, p. 40.
l6John A. Garraty, The American Nation,

vol. 2: A History of the United States Since
1865, 3rd ed. (New York: Harper and Row,
1975), p. 499.

17Armentano, Myths ofAntitrust, p. 83.
l8Fite and Reese, An Economic History, p.

366.



William H. Peterson

The
Invisible

Hand

PITIFUL helpless giant.
Is that what America is becoming,

wracked by inflation, energy con
strictions and an unfolding reces
sion? If so, it's all, I submit, for want
of understanding the ramifications
of one little word: profits.

The immediate problem may have
started last March when a 26 per
cent advance in fourth-quarter 1978
corporate profits (over fourth
quarter 1977 profits) was greeted by
Administration spokesmen as a
((catastrophe," as putting ((business
on trial," as Hunnecessarily high."

Then, later in the year, the as
sault turned on ((already enormous"
oil profits. In a television address to
the American people, President Car
ter demanded a ((windfall profits

Dr. Peterson Is the Scott L Probasco, Jr., Professor
of Free Enterprise and director of the Center for
Economic Education at the University of Tennessee
at Chattanooga.
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tax" to curb those who would ((cheat
the public and ... damage the na
tion" via ((unearned billions of dol
lars."

Catastrophe? Unearned? Cheat?
Damage? What goes on here?

This is not the place to engage in
extensive statistical rebuttal.
Enough to say that inflation causes
plant and equipment to be under
depreciated and inventories under
valued, due to IRS rules and regula
tions. Profits become overstated,
exaggerated. Remove the resulting
phantom profits, and corporate prof
its are indeed what they have been
for a long time, a ((catastrophe"-a
catastrophic low: for example, a 5.5
per cent return on assets in 1978
against 7.6 per cent 10 years prior.
So talk nowadays of ((record profits"
is really an inflationary mirage, a
national delusion.

One result of this prolonged profit
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famine has been a drop of the cur
rent Dow Jones Industrial Average
by more than half in real terms
since hitting 1,000 in February
1966. Another result has been pro
longed weakening in the rates of
personal saving, business invest
ment and productivity growth
rates now about the lowest in the
Western industrial world, even
though they represent pathways to
job creation and rising living stan
dards, and offsets to inflationary
pressures.

Enough to say, too, that oil profits,
when measured as a return on sales
or equity, were less than industrial
profits as a whole in 1978, that, as
President Carter himself concedes,
oil price controls-read oil profit
controls-have failed, that they
have caused domestic oil production
to lag almost every year since they
were first imposed in 1971.

Profit Controls

Why, then, the masochism in de
nying ourselves desperately-needed
domestic oil supplies via a tax on
~~windfall profits"? After all, it is
profits, or rather, the lure of profits
that induces production, not prices.
The bigger the lure, as a rather
strict rule, the greater the produc
tion. This logic is now officially rec
ognized for heavy oil-why not for
all oil?

And in view of the overall anti
~~big profits" campaign (super-

market operators and meatpackers
have also been singled out), with its
veiled implication that perhaps
profit itself is somehow unethical,
the larger question is: Just what is
profit and how, if at all, is it earned?

Critics from antiquity on have
equated profit with greed and self
ishness. In a typical vein, Cicero
wrote in his De Officiis: ~~Those who
buy to sell again as soon as they can
are to be accounted as vulgar; for
they can make no profit except by a
certain amount of falsehood, and
nothing is meaner than falsehood."
In 1704 Bernard de Mandeville saw
profit as vile in origin but positive in
effect in his Fable of the Bees: Pri
vate Vices, Public Benefits. Man
deville's idea was that not only
wealth but also the arts and
sciences-indeed all civilization-is
the result of not the nobility of man
but rather his baser nature. In other
words, Mandeville labeled as vices
normal longings for the good things
of life-luxury, comfort, well-being
and all the other pleasures stem
ming from man's natural wants.
And more recently, to cite another
example, in the introduction to the
Modern Library 1937 edition of
Adam Smith's classic Wealth ofNa
tions (1776), Max Lerner called
Smith u an unconscious mercenary
in the service of the rising capitalist
class," and held that he gave eta new
dignity to greed and a new sanctifi
cation to the predatory impulses."
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In truth, profit does extend be
yond business and finance. It is,
frankly, gain, advantage, self
interest; and it applies to every man,
woman and child-even to the al
truist, who seeks to profit others. It
can parade under other colors
wages, salaries, fees, interest, tui
tion, rent and so on. It can be seen in
the winning of nonfinancial re
wards-say, the captaincy of a foot
ball team, a prize in a bridge tour
nament, a jury's verdict of ((not
guilty." (Conversely, not winning
these things involves losses in one
degree or another.)

A Natural Motive

The profit-and-loss idea can be
readily inferred from the writings of
philosophers from Aristotle to San
tayana' of psychologists from Freud
to Skinner. It can be seen in all
human motivation, in every human
action, said Austrian economist
Ludwig von Mises, holding that
profit and loss are ultimately
psychic phenomena.

Broadly speaking, I think that
what every individual really wants
is, in the word of early 20th century
labor leader Samuel Gompers,
((more"-more as the individual sees
it. More happiness as a rule. And
more is but another name for profit.
Again, I think that given the
primordial economic law of scarcity,
of the universal urgency to allocate
limited resources, including time,

man must seek the most for the
least, to maximize gain, to minimize
loss. Profit-seeking is part of human
nature. Nobody is exempt.

Adam Smith saw the immensity
and pervasiveness of human incen
tive, of self-interest, of the profit
motive in human affairs when he
wrote in The Wealth ofNations: ~~It

is not from the benevolence of the
butcher, the brewer, or the baker
that we expect our dinner, but from
their regard to their own interest.
We address ourselves, not to their
humanity but to their self-love, and
never talk to them of our own neces
sities but of their advantages."

This is not to glorify profit. Like
sex, the profit drive is subject to
abuse. When profit overrides indi
vidual rights as in fraud or force,
obviously the social fabric is torn.
The mugger in Central Park, for
example, is obeying his self-interest
but to the detriment of his fellow
man.

But in any free exchange both
parties profit or expect to profit, else
the exchange would not take place.
Advantage is two-way. Gain is
mutual. Moreover, it invariably in
volves service to the other or others,
and it is immediately reciprocated.
It is, in this sense, the Golden Rule
in action. The exchangers-buyers
and sellers-are saying to each
other, in the words of Adam Smith:
~(Give me that which I want, and you
shall have this which you want."
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The profit motive is also a great
civilizer. It promotes not only civil
ity and individual responsibility but
division of labor and specialization,
social cooperation and still more ex
changes. Hence productivity im
provement emerges as does in time
an economic surplus beyond mere
provisioning of necessities. Hence
the surplus permits the flowering of
charity, religion, music, painting,
literature, education, science.
Hence-if I may accelerate the
thought-Western Civilization.

So Montaigne and Marx had it all
wrong when they argued one man's
profit involves another man's loss,
that production for profit is at var
iance with production for use.

The Market at Work

The fact is that the prospect of
profit-along with its magnitude
motivates and activates producers,
steering production into those uses
most demanded by consumers, i.e.,
into products broadly considered to
be the most useful. This is supply
and demand in action, the market
place at work. As University of
Chicago economist Yale Brozen and
others have noted, production for
profit is production for use.

Indeed, the genius of the free en
terprise system is that it can take
the profit motive-this innate, ines
capable and potentially destructive
human trait of self-interest-and
peacefully, harmoniously and, above

all, voluntarily convert it into con
structive channels of human effort,
cooperation, service and advance
ment. Are profits, then, earned?
Most assuredly, yes.

In this light the concept of a
~~windfall" profits tax on oil becomes,
however inadvertently, a great
deception-a tax ultimately borne
not by the companies but by the
American consumer, a tax that will
hamper the discovery and develop
ment of new domestic oil supplies.
Windfall? Again, it is the U.S. Gov
ernment itself that has repressed oil
prices, beginning in 1971.

To be sure, repressing and decon
trolling prices and then taxing
~~windfall" gains are done under the
name of the public interest. But
self-interest in a market system
usually advances the public interest
more than those who profess to serve
the public interest (apart from their
own inevitable personal interest).
As Adam Smith observed, the indi
vidual ((neither intends to promote
the public interest nor knows how
much he is promoting it.... By ...
directing (his) industry in such a
manner as its produce may be of the
greatest value, he intends only his
own gain, and he is in this, as in
many other cases, led by an invisible
hand to promote an end which was
no part of his intention."

Energy availability. Inflation al
leviation. Economic growth. Profit
motive. All are of one piece. ®



Leslie Snyder

The administration of a republic is
supposed to be directed by certain
fundamental principles of right and
justice, from which there cannot,
because there ought not to, be any
deviation; and whenever any devia
tion appears, there is a kind of
stepping out of the republican prin
ciple, and an approach toward the
despotic one. -Thomas Paine

* * *
JUSTICE is the only foundation upon
which a society of free and indepen
dent people can exist. Justice is a
concrete, recognizable, and objective
principle. It is not a matter of opin
ion.

In our day and age the word jus
tice is rarely used in political and
economic discussions. The entire
reason for the existence of com
munities, laws, governments and
court systems has been forgotten.

180

But if life and property are to be
protected and secured, which is the
purpose of society, then justice must
be the rule. To quote Paine again,
~~A republic, properly understood, is
a sovereignty of justice."

According to a 1931 Webster's dic
tionary, justice is the ~~quality of
being just; impartiality." Just is
Hconforming to right; normal; equit
able." A 1961 Webster's dictionary
says justice is ~~The principle of rec
titude and just dealings of men
with each other-one of the cardinal
virtues. Administration of law ..."
A 1975 edition of a Grolier Webster
dictionary says justice is HEquita
bleness; what is rightly due; lawful
ness...."

Since 1931 a new. meaning of the
word justice has been added, that of
lawfulness, which is not only er
roneous, but deceitful and mislead
ing. Justice is not based on law;
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rather, law ought to be based on
justice. It is only common sense, for
men lived and worked together be
fore laws were formed. Generally
laws are passed to formalize what
has preceded under common prac
tice, what has stood the test of time
as being just and equitable. Laws
are common practice put down in
black and white for all to see and
know.

Leslie Snyder has specialized in
finance and economics, business
and investments. The growing
pressure of new laws has aroused
her concern for the principled
and peaceful return to justice.

This article is excerpted, by
permission, from her latest book,
Justice Or Revolution, published
in 1979 and available from:

Books In Focus, Inc.
Suite 318
160 East 38th Street
New York, New York 10016

194 pages. $10.95

The ancient philosophers said
that justice is speaking the truth
and paying your debts, giving to
each man what is proper to him,
doing good to friends and evil to
enemies. Therefore, there must be
something more basic, more funda
mental than laws on which to found
justice. In fact, the French jurist
Charles de Montesquieu (1689
1755) ably contended that ~~before

laws were made, there were rela-

tions of possible justice. To say that
there is nothing just or unjust but
what is commanded or forbidden by
positive laws, is the same as saying
that before the describing of a circle
all the radii were not equal."

Minding One's Own Business

The Greek philosophers had the
simplest definition of justice. To
Plato (c. 428-348 B.C.), in The Re
public, Book IV, justice is simply
~~doing one's own business, and not
being a busybody.... A man may
neither take what is another's, nor
be deprived of what is his own....
This is the ultimate cause and con
dition of the existence of all" other
virtues in the State, ~~and while re
maining in them is also their pre
servative."

In Book XII of Plato's Laws, the
conclusion is drawn that ~~by the
relaxation of that justice which is
the uniting principle of all constitu
tions, every power in the state is
rent asunder from every other." In
other words, without justice the
threads of society unravel and soci
ety disintegrates into barbarism.

Aristotle (384-322 B.C.) in
Nicomachean Ethics, Book V, gives
greater perception to what justice is.
It ~~is found among men who share
their life with a view to self
sufficiency, men who are free. . . .
Thereforejustice is essentially some
thing human." (Emphasis added.) In
other words, free men may choose to
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bejust or unjust. Justice, as an ethi
cal term, is voluntary; ~( ... a man
acts unjustly or justly whenever he
does such acts voluntarily." When
wrong is done and done voluntarily,
it then becomes an act of injustice.
In short, HAll virtue is summed up in
dealing justly," said Aristotle.

More concretely, Aristotle claims,
in Rhetoric, Book I, ~(Justice is the
virtue through which everybody en
joys his own possessions in accor
dance with the law; its opposite is
injustice, through which men enjoy
the possessions of others in defiance
of the law." There is the problem of
using the law to legalize theft and to
redistribute the property of one
group to another group, but for the
time being, we must assume Aris
totle means the use of laws that are
rightful and just. For when he says
~Justice has been acknowledged by
us to be a social virtue, and it im
plies all others," he has laid the
foundation of a just society.

Furthermore, Aristotle maintains
that ~~legal justice is the discrimina
tion of the just and the unjust." And,
~~Of political justice part is natural,
part legal-natural, that which
everywhere has the same force and
does not exist by people's thinking
this or that." Natural justice must
precede law and form the basis of
law thereon.

In the sixteenth century Michel de
Montaigne (1533-1592), in his The
Essays, eloquently said: ~~The justice

which in itself is natural and uni
versal, is otherwise and more nobly
ordered, than that other justice,
which is special, national, and con
strained to the ends of government."
He continues, ~~There cannot a worse
state of things be imagined, than
where wickedness comes to be
legitimate, and assumes with the
magistrate's permission, the cloak of
virtue.... The extremest sort of
injustice, according to Plato, is
where that which is unjust, should
be reputed for just."

Hobbes on Natural Justice

In Thomas Hobbes' (1588-1679)
Leviathan, further ground is laid on
which to base natural justice. The
names just and unjust, says Hobbes,
when they are attributed to men's
actions, signify conformity or non
conformity to reason. Therefore,
~~Justice . . . is a rule of reason by
which we are forbidden to do any
thing destructive to our life, and
consequently a law of nature."

Then Hobbes leads beautifully
into the virtue ofjust actions: ~(That

which gives to human actions the
relish of justice is a certain noble
ness or gallantness of courage,
rarely found, by which a man scorns
to be beholding for the contentment
of his life to fraud, or breach of
promise. This justice of the manners
is that which is meant where justice
is called a virtue; and injustice, a
vice."
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Earlier it was established that
justice is the social virtue on which a
just society is constructed. Hobbes
adds to this not only by tying vir
tues to the laws of nature, but to
moral philosophy as well. ~~Now the
science of virtue and vice is moral
philosophy; and therefore the true
doctrine of the laws of nature is the
true moral philosophy.... For moral
philosophy is nothing. else but the
science of what is good and evil in
the conversation and society of
mankind." Thus, Hobbes establishes
the fact that ajust society is a moral
society.

Saint Augustine (354-430) in The
City of God, Book XIX, declares
~~Where, therefore, there is no true
justice there can be no right. For
that which is done right is justly
done, and what is unjustly done
cannot be done by right." Hence,
justice precedes Hrights."

Joseph Joubert eloquently
phrased justice as truth in action.

Since practicing the virtue of jus
tice is voluntary, man ought to have
the courage to stand up and fight for
what is right and against what is
wrong. Cato the Younger said it this
way: ~~ ... a man has it in his power
to be just, if he have but the will to
be so, and therefore injustice is
thought the most dishonorable be
cause it is least excusable."

Another way to consider what jus
tice is, is to compare it with injus
tice. For example, in Utilitarianism,

John Stuart Mill (1806-1873) states
that (( ... it is just to respect, unjust
to violate, the legal rights of any
one." Second, U ••• injustice consists
in taking or withholding from any
person that to which he has a moral
right." Third, ((It is universally con-
sidered just that each person should
obtain that (whether good or evil)
which he deserves." Fourth, ((It is
confessedly unjust to break faith
with anyone: to violate an engage
ment, either expressed or im
plied...." Fifth, HIt is, by univer
sal admission, inconsistent with jus
tice to be partial."

A Moral Issue

Mill, too,sees justice as a moral
issue. He concludes: ((Whether the
injustice consists in depriving a per
son of a possession, or in breaking
faith with him, or in treating him
worse than he deserves, or worse
than other people who have no
greater claims, in each case the sup
position implies two things-a
wrong done, and some assignable
person who is wronged. Injustice
may also be done by treating a per
son better than ot_hers; but the
wrong in this case is to his competi
tors, who are also assignable per
sons.... Justice implies something
which it is not only right to do, and
wrong not to do, but which some
individual person can claim from us
as his moral right."

Thomas Paine's Dissertations
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speak about justice where the public
good is concerned. He maintains
that, ~~The foundation-principle of
public good is justice, and wherever
justice is impartially administered,
the public good is promoted; for as it
is to the good of every man that no
injustice be done to him, so likewise
it is to his good that the principle
which secures him should not be
violated in the person of another,
because such a violation weakens
his security, and leaves to chance
what ought to be to him a rock to
stand on."

The great American constitu
tional lawyer of the nineteenth cen
tury, Lysander Spooner, wrote a
pamphlet entitled: Natural Law, or
The Science of Justice, which suc
cinctly summarizes what justice is:

The science of mine and thine-the
science of justice-is the science of all
human rights; of all a man's rights of
person and property; of all his rights W
life, liberty, and the pursuit of happi
ness.

lt is the science which alone can tell
any man what he can, and cannot, do;
what he can, and cannot, have; what he
can, and cannot, say, without infringing
the rights of any other person.

It is the science of peace; and the only
science of peace; since it is the science
which alone can tell us on what condi
tions mankind can live in peace, or ought
to live in peace, with each other.

These conditions are simply these: viz.,
first, that each man shall do, towards
every other, all that justice requires him
to do; as, for example, that he shall pay

his debts, that he shall return borrowed
or stolen property to its owner, and that
he shall make reparation for any injury
he may have done to the person or prop
erty of another.

The second condition is, that each man
shall abstain from doing to another, any
thing which justice forbids him to do; as,
for example, that he shall abstain from
committing theft, robbery, arson, mur
der, or any other crime against the per
son or property of another.

So long as these conditions are fulfilled
men are at peace, and ought to remain at
peace, with each other. But when either
of these conditions is violated, men are at
war. And they must necessarily remain
at war until justice is re-established.

Through all time, so far as history
informs us, wherever mankind have at
tempted to live in peace with each other,
both the natural instincts, and the col
lective wisdom of the human race, have
acknowledged and prescribed, as an in
dispensable condition, obedience to this
one only universal obligation: viz., that
each should live honestly towards every
other.

The ancient maxim makes the sum of
man's legal duty to his fellow men to be
simply this: "To live honestly, to hurt no
one, to give to every one his due ..."

Never has such a complex subject
as justice been treated so clearly and
simply. To summarize justice thus
far: Justice means that each must be
accountable for his own actions, en
titled to the reward of his labor, and
responsible for the consequences of
his wrong doings.

The love of justice should be in-
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stilled in every man, woman and
child-all should wish to see justice
done. For without justice the rule of
men (dictatorship), not of law, as
sumes power. Without justice, soci
ety disintegrates into barbarism,
where courts of law are adminis
tered by favor and pull instead of
objective law, and without objective
laws, the individual is at the mercy
of the ruling power and its agents.
The ancient atrocities return, such
as no trial by jury, confiscatory
taxes on life and properly, the pur
chasing of judges, legislators, and
sheriffs; all previous forms of the
prior administration of justice be
come part of the current machinery
which administers not justice, but
injustice or tyranny.

In short, all that is good rests on
justice. Where there is no justice,
there is no morality-no right or
wrong-anything goes and usually
does. Justice is a social virtue to be
practiced by individuals. Justice
demands that the individual reward
or recognize good and condemn evil.
To practice justice one should know
a man for what he is and treat him
accordingly, whether he be honest,
dishonest, friend or thief. The good
should be rewarded, the bad
punished.

The Highest Goal

Society cannot place before it a
higher or nobler goal than the ad
ministration ofjustice. Thus, here is

a bit of advice from Conversations
with Goethe, March 22, 1825: cCA
great deal may be done by severity,
more by love, but most by clear
discernment and impartial justice."

Once the meaning of justice has
been established, next comes the
understanding of freedom and lib
erty, which are crucial because only
under freedom can the individual
achieve his highest potential and
pursue his happiness.

To speak of liberty and freedom is
to speak first of natural laws or the
right of nature. Hobbes lays an ex
cellent foundation ofnatural laws or
rights. He affirms that the right of
nature is the liberty each man has to
use his own power for the preserva
tion of his own life, and his own
judgment and reason are the best
means for achieving it.

The first law of nature, according
to Jean Jacques Rousseau (1712
1778), results from man's nature.
cCHis first law is to provide for his
own preservation, his first cares are
those which he owes to himself; and,
as soon as he reaches years ofdiscre
tion, he is the sole judge of the
proper means of preserving him
self...."

Therefore, ifman's first obligation
is to provide for his own life, he
must live under the proper condi
tions in which to sustain his life,
namely, liberty. By liberty is under
stood the absence of external im
pediments, the absence of opposition.
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Hayek on Liberty
In The Constitution of Liberty,

Nobel-prize winner FriedrichA.
Hayek points out that liberty is a
negative concept like peace. ((It be
comes positive only through what
we make of it. It does not assure us
of any particular opportunities, but
leaves it to us to decide what use we
shall make of the circumstances in
which we find ourselves.... " He
continues, ((Liberty not only means
that the individual has both the op
portunity and the burden of choice;
it also means that he must bear the
consequences of his actions and will
receive praise or blame for them.
Liberty and responsibility are in
separable." (Emphasis added.)

To expound further, Mill explains
that one cannot take away another's
freedom no matter how sincerely
one tries to protect another. Only by
our own hands can any positive and
lasting improvement in our lives be
worked out. And through ((the influ
ence of these two principles all free
communities have both been more
exempt from social injustice and
crime, and have attained more
brilliant prosperity, than any
others...."

Further, ((. . . any restriction on
liberty reduces the number of things
tried and so reduces the rate ofprog
ress. In such a society freedom of
action is granted to the individual,
not because it gives him greater
satisfaction but because if allowed to

go his own way he will on the aver
age serve the rest of us better than
any orders we know how to give."

In short, liberty is the only object
which benefits all alike and should
provoke no sincere opposition. Lib
erty ((is not a means to a higher
political end. It is itself the highest
political end," says Lord Acton. It is
required for security in the pursuit
of the highest objects of private life
and civil society.

Morality Requires Freedom

If liberty is to live upon one's own
terms and slavery is to live at the
mercy of another's, then it follows
that to live under one's own terms
means the individual has a choice of
actions. He can be virtuous or not;
he can be moral. Therefore, morality
requires freedom. Thus, only free
men can be just men!

In his The Road to Serfdom,
Hayek ties liberty to morality. Since
morals are of necessity a phenome
non of individual conduct, to be
moral one must be free to make
choices. Where man is forced to act
by coercion, the ability to choose has
been pre-empted. Only under liberty
and freedom can man be moral. As a
result, only ((where we ourselves are
responsible for our own interests ...
has our decision moral value. Free
dom to order our own conduct in the
sphere where material circum
stances force a choice upon us, and
responsibility for the arrangement
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of our own life according to our own
conscience, is the air in which alone
moral sense grows and in which
moral values are daily recreated in
the free decision of the individual.
Responsibility, not to a superior, but
to one's conscience, the awareness of
a duty not exacted by compulsion ...
and to bear the consequences of
one's own decision, are the very es
sence of any morals which deserve
the name."

The facts have been established
thus far that man must live under
liberty to become as productive, as
noble, and as just as he can, since
liberty is the condition under which
morality thrives. Also, only the in
dividual knows what is best for him
self. And finally, liberty does not
provide opportunities, but leaves the
individual free to choose those ac
tions which he thinks will best suit
him and to bear the consequences of
those actions.

The Price of Freedom

There is one more thing to con
sider about freedom and liberty
the price. Tocqueville remarked,
HSome abandon freedom thinking it
dangerous, others thinking it im
possible." But there is a third rea
son. Some abandon freedom think
ing it too expensive. Freedom is not
free. ~~Those who expect to reap the
blessings of freedom, must, like
men, undergo the fatigues of sup
porting it," noted Paine.

HFreedom is the most exacting
form of civil government-it is, in
fact, the most demanding state of all
for man. That is because freedom
demands-depends upon-self
discipline from both the governed
and the governing. The foundation
of freedom is self-government and
the foundation of self-government is
self-control," explains author Rus
Walton, of One Nation Under God.
Freedom requires more, however. It
requires a strong and vigilant de
fense. ~(The greater the threat of evil,
the stronger that defense must be.
That which is right does not survive
unattended; it, too, must have its
defenders. . . . "

Is liberty worth the effort? Accord
ing to Frederic Bastiat, all you have
to do is look at the entire world to
decide. That is, which ~~countries

contain the most peaceful, the most
moral, and the happiest people?
Those people are found in the coun
tries where the law least interferes
with private affairs; where govern
ment is least felt; where the indi
vidual has the greatest scope, and
free opinion the greatest influence;
where administrative powers are
fewest and simplest; where taxes are
lightest and most nearly equal, and
popular discontent the least excited
and the least justifiable; where indi
viduals and groups most actively
assume their responsibilities, and,
consequently, where the morals of
... human beings are constantly im-
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proving; where trade, assemblies,
and associations are the least re
stricted; ... where mankind most
nearly follow its own natural incli
nations; ... in short, the happiest,
most moral, and most peaceful peo
ple are those who most nearly follow
this principle: although mankind is
not perfect, still, all hope rests upon
the free and voluntary actions of
persons within the limits of right;
law or force is to be used for nothing
except the administration ofuniver
sal justice."

What this means to us today is
that our society, so filled with gov
ernment regulations and laws, has
taken away many of our liberties.
For example, we cannot go into some
businesses without being licensed,

Justice vs. Charity

taxed, and regulated. We are pre
sumed guilty (of dishonesty) until
proven innocent (which is impossi
ble). Our reputations are continu
ally under attack and, for the most
part, stand for nothing. Honesty and
integrity, once the backbone of our
society, have been replaced by gov
ernment regulations and promises.
Under this system of injustice all of
us are losing our liberties, wealth,
and happiness.

What better way to summarize
the spirit of liberty and freedom and
justice than to quote Tocqueville,
who said, ttl should have loved free
dom, I believe, at all times, but in
the time in which we live I am ready
to worship it." @

IDEAS ON

UBERTY

JUSTICE is the execution of the law which treats all men equally. In its
exercise the state has the monopoly of the use of force.... The state has
the power of the sword to execute justice.

Some feel that this idea of justice is a cold, heartless concept. They
want the state to produce social and economic justice as well. They want
justice to include a more equal distribution of the goods of this world.
They want charity and sympathy to be effected by the power of the law.
In the process of broadening the meaning of justice to include these
political activities, real justice is destroyed. The use offorce to take from
some to give to others is the very opposite ofjustice. Economic equality
or economic redistribution cannot be effected by force apart from an
unequal, and thus unjust, treatment of individual citizens. When this
becomes the policy of the state, justice no longer prevails.

FRANCIS E. MAHAFFY, "Social Justice"



A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

Reflections on
History

WHEN Jacob Burckhardt, the Swiss
historian of art and culture, died in
1897, he left a series of classroom
lecture notes that he considered un
ready for book publication. It was
only as he was dying that he gave
permission to his heirs to bring
them out if they saw fit. The notes
were originally published in Ger
many in 1905, but it was not until
some forty years later, in the middle
of a war against the very to
talitarianism that Burckhardt had
predicted, that the first English
translation was made.

The original American title, as of
1943, was Force and Freedom;
Reinhold Niebuhr and others seized
upon the book at once for its as
toundingly accurate prophecies
about the coming of the Goliath
State. The odd thing was that
Burckhardt, no Hegelian, did not

believe in historical determinism.
His fluid conception of history could
have done wonders to counteract the
Marxism and neo-Marxism that
have bemused so many of our intel
lectuals. But his influence has been
limited, and his name has been pret
ty much forgotten.

Now, as part of a program that is
seeing many neglected classics re
stored to contemporary use, the Lib
erty Fund of Indianapolis has repub
lished Force and Freedom as Reflec
tions on History (Liberty Classics,
7440 North Shadeland, In
dianapolis, Indiana 46250, 354
pages, $9.00 cloth; $4.00 paper),
with a beautifully comprehensive in
troduction by Gottfried Dietze.
What immediately strikes the reader
is that Burckhardt, a man of the
nineteenth century, explains the
1980 headlines as no modern com-

189
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mentator has succeeded in doing.
Take his discussion of Islam, for
example. In the West, he. says, state
and church have not fused into Hone
oppressive whole." But in Islam the
fusion took place. ~~The whole of cul
ture," he wrote, Hwas dominated,
shaped and colored by it. Islam has
only one form of polity, of necessity
despotic, the consummation of
power, secular, priestly, and theo
cratic.... This aridity, this dreary
uniformity of Islam, which is so ter
ribly limited on the religious side,
probably did more harm than good
to culture, if only because it ren
dered the peoples affected by it quite
incapable of going over to another
culture."

If our editorialists had known
about Burckhardt, they would not
have been caught so short by the
apparition of the Ayatollah Kho
meini. And if our policy makers in
Washington had absorbed some of
Burckhardt's wisdom, they would
never have been deluded into think
ing that detente with a totalitarian
power could ever come to anything.

Consequences of Intervention:
A Subtle Understanding

Burckhardt did not believe in his
torical ~~laws." But if nothing was
fated, how could he have been such a
good prophet? Only by a subtle un
derstanding of the word ~~if." Des
potism would result Hif" the State
were to be permitted to absorb all

the activities of men. But such ab
sorption leads to stagnation and de
cay. History, as Burckhardt ob
served, is filled with overturns and
interruptions. Great men can make
a difference, for good or for ill. One
whole chapter in Reflections on His
tory is given over to a discussion of
luck. It was lucky that the Greeks
conquered Persia and the Romans
Carthage, unlucky that Athens was
defeated by Sparta. It was unlucky
that Caesar was murdered before he
had time to consolidate the Roman
Empire into u an adequate political
form." In the eighth century it was
lucky that Europe held Islam at bay.
(Query: can we count on luck a sec
ond time around?)

Marx defined history as the his
tory of class struggles. Burckhardt
said Hnonsense" to Marx and to
Marx's master Hegel. In
Burckhardt's estimation, history
was a result of the interaction of
State, religion, and culture, and
could take protean forms. Some
times culture (as determined by so
cial power) dominated the scene,
sometimes it was religion. There
could be totalitarianisms that were
atheistic; on the other hand, there
could be theocracies as despotic as
any secular tyranny.

The Criminality of Rulers

Burckhardt regarded force as evil,
but he had no illusions about its
inevitable exercise. Great men were
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quite capable of great crimes in con
solidating a state, and genius and
madness often went together. A jus
tification for the crimes of great men
seemed to lie in the fact that by
them Han end could be put to the
crimes of countless others." ((The
greatest example," said Burckhardt,
((is offered by the Roman Empire,
inaugurated by the most frightful
methods . . . and completed by the
subjection ofEast and West in rivers
of blood." The end result of Roman
crimes was the Hcreation of a com
mon world culture, which also made
possible the spread of a world reli
gion, both capable of being trans
mitted to the Teutonic barbarians of
the Volkerwanderung as the future
bond of a new Europe."

But even though good may have
come from the evil of Roman
methods of conquest, Burckhardt re
fused to condone violence. The re
sults of violence could be overcome
as men strove ((to tum· mere power
into law and order." But not every
destruction entails generation.
Sometimes, so Burckhardt observed,
«a people which has been too bru
tally handled will never recover."
Asia, so it appeared to Burckhardt,
has been broken by the two periods
of Mongol rule.

The Plague of Centralization

Burckhardt's ideal· civilization was
one in which culture and religion
established unseen· but effective

boundaries which the State did not
dare to pass. His own Switzerland
was a case in point. As Gottfried
Dietze points out in his introduction,
Burckhardt was a product of the
aristocratic Swiss city of Basel,
which had somehow escaped the
leveling and centralizing effects of
the French Revolution and the
Napoleonic conquests.

Burckhardt admired the Germany
of Goethe, a land of small prin
cipalities and culture-loving courts.
He considered Bismarck an evil ge
nius, and regarded the Franco
Prussian War as the beginning of
the end of everything he had ad
mired in the Germany where he had
studied under Ranke. Since Ger
many, under Bismarck, had taken
politics as its principle, it would
have, so Burckhardt said, to con
tinue on that course. Dietze men
tions a letter Burckhardt wrote to a
friend during the Franco-Prussian
War in which the prediction was
made that the learned gentry of
Germany would have a rude awak
ening when they saw the spiritual
sterility that would come with Prus
sian centralization.

The Italy that Burckhardt loved
as a student and historian ofart was
pre-Garibaldi and pre-Cavour. After
all, the Renaissance took place in
small independent principalities
and cities, not in a land that made
((unification" a virtue. Burckhardt
stopped writing for publication
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when it became apparent that the
centralizers were going to win
everywhere. He had enjoyed writing
about Ubeautiful things" in his The
Civilization of the Renaissance in
Italy (1860) and The History of the
Renaissance (1867). But after the
Franco-Prussian War he became, as
Ernst Cassirer said, a ~~pathologist"

of a civilization that he saw on the
downgrade. It was because he felt he
could no longer cheer his readers
that he wanted his reflections on
world history to remain unpub
lished. He wanted his gloomy prog
nostications to be limited to a re
stricted audience. Luckily for us, he
relented at the last. ®
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BILLBOARDS,
FREEDOM OF SPEECH

AND
PROPERTY RIGHTS

((When I think of cities in the West,
it makes me want to cry with long
ing. The beautiful advertising
those bright lights! That's where the
life is!"

Each time the Courts, various
City Councils, or the legislature at
tempt to further abridge freedom of
speech and regulate advertising, I
am reminded of the words above,
spoken by an East Berlin student.1

The essence of what he is saying
the very heart of his cry-is that
billboards, and other forms of adver
tising, are signs of life. They are the
signs of human int,eraction,

Mr. Schnaubelt, a former real estate broker, Is now a
San Diego City Councilman. His emphasis as an
elected offtclal Is on "Individual liberty and the tree
market-to encourage private solutions to problems
and to educate people about economics."

lSteven Kelman, uLetter from East Ger
many," The New Yorker (September 30,1972),
p.88.

economic vitality, and the need for
information.

Envision in your mind's eye for a
moment life in East Germany-the
gray buildings, drab colored cloth
ing, people walking the streets with
shoulders slumped and heads hung
low.

In contrast, now think of New
York, Broadway, the great white
way! It becomes readily apparent
that advertising is the hallmark of a
vital economy. Advertising is infor
mation, and it is the constant flow of
information that is so essential to a
marketplace in which millions of
people act-selling, buying, trading,
bartering, constantly shifting in
formation about.

It may be very difficult for some of
us to sympathize with the view of
the East Berlin student for we have
grown up with advertising and take

195
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it for granted. Today many people
even feel that advertising takes ad
vantage of us: ((It is claimed that
advertising waylays people forcing
them to buy things they would not
otherwise buy, that it preys on the
fears and psychological weaknesses
of people, that it is misleading with
its juxtaposition of beautiful women
and the commercial product, fooling
the gullible into believing that if
they buy the product the woman is
somehow a part of the deal; that it is
silly with its contests, marching
bands, andjingles and is an insult to
our intelligence."2 Others feel that
advertising with its garish messages
in the form ofbillboards destroys the
natural beauty around us.

But what is so surprising, given
our exposure to advertising, is how
little aware we are of the many
positive values that it represents in
our lives.

When we strip away the jingles,
the parables, the catchy phrases, the
appeals to our vanity, what is left is
information. Billboards substitute
cheaply provided information for
expensive search costs. One should
hardly have to tell jurists and legis
lators that information is a valuable
resource: knowledge is power. And
yet, outdoor advertising occupies a
slum dwelling in the township of
informational economics.

Information is not costless for we

2Walter Block, ttA Libertarian Perspective
on Advertising," Reason (October 1972), p. 16.

live in a changing world. Firms
must constantly determine what to
produce, in what quality and quan
tity. Additionally, they must inform
consumers about their products and
services in the least expensive man
ner.

It used to be that even economists
did not understand the informa
tional function of advertising and
thought it useless. Economist Yale
Brozen explains: nThese ideas
emerged among economists in the
1930's from a two-dimensional
analysis of an hypothetical static
world with costless information and
unchanging tastes, technology, and
resources (including population). In
such a world, advertising performs
no useful function. Advertising ex
penditures in these circumstances
waste capital."3

But as economic models began to
more resemble the ((real" world, this
view began to broaden. In a real-life
economy ((information is a valuable
resource: knowledge is power."4

The case becomes clearer ifwe try
to imagine what life would be like in
a world without advertising.

Picture yourself driving down a
freeway late at night-hungry,
sleepy, and nearly out of gas. There

aYale Brozen, UThe FrC's Outmoded Cam
paign Against Advertising," Reason (June
1973), p. 18.

4Qeorge Stigler, uThe Economics of Informa
tion," Journal ofPolitical Economy, 69 (1961),
213, cited in Brozen, op. cit., p. 19.
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are no billboards anywhere, and all
you can do is hope to recognize some
lights offthe freeway in time to exit.
Or maybe you should exit anyway
and wander the streets in hope of
finding an open station. .But, no,
even though your gas indicator is
sinking fast, you decide to continue.
You become more and more tense
mile after mile, as there are no signs
of life. You wonder how much longer
your gas will hold out, and is it true
that a car always has another three
miles after the needle hits the
Hempty" mark? You wonder how
much longer you can keep your eyes
open without a cup of coffee.

You are about to give up when
suddenly you notice a glow around
the next curve. You press the ac
celerator with great anticipation,
and rounding the curve you see it,
looming before you-a sight to be
hold! Your heart begins to quicken
with relief. Suddenly you are wide
awake. For around that curve is a
huge brightly lit billboard that
boasts, .((Holiday Inn, 2 miles. Food,
Gas."

It is an easy thing to construct a
scenario like the one above to make
a point. It is more difficult, however,
to explain the threat to our liberty
that arises when government at
tempts to control the very essence of
that liberty-our freedom to express
our ideas regardless of the form in
which we might choose to express
them.

When you come right down to it,
banning billboards or even regulat
ing their use is a violation of indi
vidual rights. And there are three
specific consequences arising from
government interference of this
kind.

First ofall, let us look at freedom of
speech as it relates to billboards and
other kinds of advertising.

Freedom of Speech

Jefferson and Madison properly
perceived that ideas must have a
marketplace and that our First
Amendment is the guarantor of that
marketplace and the protector of
dissenters who offer new or different
ideas. All ideas are potentially incit
ing, provocative, and controversial,
but to deny them a forum through a
distorted interpretation of the First
Amendment strikes at the very
foundation that the First Amend
ment was designed to protect. All
too often, when courts and juries
have been forced to deal with ideas
that are perceived as ~~offensive" or
~~threatening" or ~~too provocative,"
they have succumbed to the hysteria
of the times-or, as some courts
have phrased it, ~~Modern

Thought"-and trampled on First
Amendment guarantees.

The First Amendment is not a tool
of the press. It is a tool of the people.
It is not nearly so much a protector
ofthe media as it is a protector ofthe
people's right to know, their right to
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hear the ideas of others, and their
right to have their ideas heard with
out interference from the govern
ment.

While most people might be will
ing to concede that freedom of
speech is of great importance, many
of them fail to make the connection
when this principle is applied to
commercial speech.

Clearly, First Amendment rights
should be universally applied to all
segments of the marketplace of
ideas-to all media where those
ideas might appear whether they be
newspapers, magazines, ((under
ground" publications, radio, televi
sion, or . . . billboards.

The First Amendment guarantees
people freedom to choose the
medium they prefer in which to ex
press their ideas (be those ideas so
cial, political, religious, or commer
cial).

Recently, the newspapers and
television have been somewhat re
miss in their defense of the First
Amendment when it applies to bill
boards. Perhaps their owners do not
really believe billboard companies
should have freedom of speech. Or,
perhaps it's because the outdoor ad
vertising industry takes in millions
of dollars in advertising revenues
each year in direct competition with
those television and newspaper
corporations. I do not know.

But whatever the case, the real
test of the media's commitment to

freedom of speech, especially for
newspapers, is determined by the
conviction and forcefulness by which
their editorials defend the outdoor
advertising firm's right to exist. And
that defense should be with the
same fervor (as an absolute First
Amendment right) that they defend

.their own freedom of the press.
Secondly, consider the economic

consequences of banning or regulat
ing billboards.

Narrowing the Choices

Economically, what forcefully
eliminating billboards does is to
narrow the range ofchoice for people
who want to advertise. The market
has naturally supplied many differ
ent ways in which advertisers can
get their messages across. Eliminat
ing or regulating billboards narrows
the competition between various
advertising sources. It does away
with an extremely profitable part of
the market as well as a certain
number ofjobs related to this part of
the market. In other words, regulat
ing billboards will have the same
effect as regulating any other part of
the economy. Government will only
succeed in upsetting the balance of
the market-giving some people
competitive advantages that they
may not have had in an unregulated
situation.

In the third place, forbidding bill
boards or regulating their use is a
blatant violation of property
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rights-the right of individuals to
use their own property as they see
fit. The right to property is essential
if our right to our own lives and the
right to our own liberty is to be
exercised.

Most billboards stand on private
property. Not to allow the owners of
this property to use it as they wish is
a punishment. It is unfair to deprive
owners of the income from their
property or to tell them how their
property should be used.

Much of the pressure to get rid of
billboards is exerted on the basis of
aesthetic preference. Some people
believe that billboards are offensive
in appearance. But, in fact, this is a
very poor point from which to argue,
especially if it results in limiting the
freedoms of other persons. We don't
like or want every product or service
available to us in the free market.
And our preferences help to deter
mine what is freely offered or intro
duced in the future. But in a free
marketplace we have a choice. And
that choice can only exist as long as

no one is making coercive judgments
(even if they are aesthetic).

But there is something else that
should be considered here. We
should ask ourselves why that
which is created by human
beings-those symbols of thriving
human life-should be so despised
by the very people whom they serve.
We should also ask ourselves why it
is that people fail to recognize the
fact that billboards tend to exist
only in places where they are
useful-namely, along those
thoroughfares where people who
might need the information they
provide can see them.

The complaint of the East Berlin
student was that none of the life
associated with advertising existed
in his country. In the final analysis,
it was not really the lack ofadvertis
ing that he was complaining
about-but the lack· of things that
advertising represented and that
only a truly free society can pro
vi~. ,

IDEAS ON

LIBERTY

The Crusade Against Excellence

THE processes of civilization are impaired when insincere politicians,
seeking votes at any price through boob appeal, or hucksters, looking
solely at ratings, reenact Gresham's law in a new area. Gresham
admonished that (tbad money drives out good" and, by the same token,
uncritical worship of boob appeal stops the flow of information and
inspiration to those capable of creative innovation.

MERRYLE STANLEY RUKEYSER



William J. Staley

Saying NO
toa

Snow Job
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It is reported in Greek lore that Diogenes sought with a
lantern in broad daylight trying to find an honest man. If
he were to return today he might find the search for a
businessman who refuses government assistance in times
of distress to be almost as fruitless an effort. But it
wouldn't be totally futile were Diogenes to visit the
SugarCreek Ski Hills in Bellbrook, Ohio.

It is heartening when examples of men and women
acting on sound principle come to our attention. William
J. Staley is such an individual. As the owner of the
SugarCreek Ski Hill, Bill Staley is facing a financial
crisis because ofa lack ofsnow this past winter. The cause
of his troubles seems completely beyond his control; can
he be blamed for poor management decisions because he
didn't anticipate a mild winter? And even if he had
superior forecasting abilities, there is not much a ski
industry entrepreneur can do to compensate for a lack of
snow.

What follows is an open letter written by Mr. Staley, a
participant in a 1979 FEE Summer Seminar, in response
to suggestions that the federal government provide low
interest loans to help ski operators faced with financial
problems. It is an inspiring example that self-reliance is
still alive in the United States.
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Dear _

This letter is in response to your
request for information to be sub
mitted to the Small Business
Administration-the end view being
low interest government loans.

First, let me introduce myself. I
am the owner of SugarCreek Ski
Hills, Inc., in Bellbrook, Ohio.
SugarCreek is a medium sized back
yard ski area, grossing seven
hundred fifty thousand to one mil
lion dollars per year from all
sources. Over the fifteen years ofour
existence, we have grown slowly
via the rope tow, T-bar, poma
route-installing our first chair lift
in 1977. There have been good
years, the late sixties and late
seventies, and monumental
monstrosities, such as 1972 thru
1975.

Today is Thursday, January 17,
1980. Out my window I see ugly
patches of ice separated by green
grass and blotches of mud, all of
which translate to a disaster area.
The weekend weather forecast is for
completely marginal snow-making
and if anything can be salvaged, it
may cover the weekend payroll, cer
tainly no more. The unpaid bills
stacked on my desk are no longer
accommodated by the proverbial
~~hat" in which they are thrown-no
hat is that big. In short-and to
extract a quote from your letter-I

am not ~~one of those fortunate
operators who are doing well."

My position is probably no differ
ent than hundreds of operators east
of the Mississippi-add or subtract a
zero here and there to reflect the
relative size of operation. Our di
lemma is the same. We have a prob
lem and, somehow, it must be
solved. I applaud any effort to help.
However-parenthetically and
emphatically-Washington, D.C. is
the wrong answer. Wrong for two
reasons:

1. Involvement with Washington
is a disastrous short-run solution
that will ultimately extract pay
ment far exceeding any benefit re
ceived. Resultant spillover regula
tion, intervention and red tape can
literally be expected to drive the cost
of skiing completely out of the mar
ket place-beleaguered and bank
rupt operators with it.

2. Any help received from Wash
ington (low interest loans, guaran
tees, etc.) can only be gained at the
expense of every taxpayer in the
country-widows, orphans, poor
people, and all of those millions of
people who don't give a damn about
skiing. We would never think of
ttbegging" them for a dollar, but we
are willing to surreptitiously steal it
from them via special legislation,
preferential treatment, and the like.
Washington has no money to give
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that it has not taken from someone
else.

So the. issues are practical and
moral. Government help ends self
help and ultimately devours the ef
ficacy and the spirit of its supposed
beneficiary. What then is the alter
native? I can only give you mine.

1. Immediate and candid com
munication with my bank/bankers
and suppliers.

2. An absolute, twenty-four hour
per day commitment to providing
every hour of skiing to my custom
ers in the remaining days of this
winter. There should be six to eight
weeks left, so the jury is still out.

3. A willingness to go all the way
to resolve the current crisis
personal notes, personal guarantees,
and complete absorption of my per
sonal estate into the financial mix.

4. A resolve to solve my own prob
lems with those where a mutuality
of interest exists-skiers, suppliers,

employees, family and friends-but
in no case with innocent bystanders.

Finally, we must realize that we
are a capitalistic free enterprise
economy, where success and failure
are earned-not granted or
bestowed-whether by King Arthur
of King Bureaucrat. If we are will
ing to reap the rewards of profitable
enterprise, a corollary responsibility
is accepting the agony of defeat. In
no way can we justify shifting that
responsibility to someone else.

If our planning has been deficient,
our calculated risk miscalculated,
our illusions of grandeur a little too
grand, and our lust for growth a
little arrogant-we can at least ac
cept the responsibility for our plight.
We must say, with Cassius, ((The
fault dear Brutus is not in the stars,
but in ourselves." We got ourselves
into this mess. We will get ourselves
out.

Respectfully,
William J. Staley

Mr. Staley's stand against Federal aid calls to mind a lesson
learned from one of his constituents by Davy Crockett during a
campaign for reelection to Congress.

A violation of the Constitution, said the man, about a grant of aid to
the victim of a fire. A copy of Crockett's tale, "Not Yours to Give," is
available on request from The Foundation for Economic Education,
Inc., Irvington-on-Hudson, N.Y. 10533.



CULTS are not a new phenomenon:
they may be as old as man-or even
animal herds. Cults may form
around an individual, an object, an
animal, or a concept. Invariably, the
members of the cult ascribe magical
powers to their object of worship
powers to manipulate the environ
ment to protect the cult members
against evil spirits, the devil, natu
ral disasters, bankruptcy, illness, or
whatever.

The core concept in cultism is a
followership dependent upon some
one or something outside itself to
assist it in coping with a threaten
ing external environment. The more
inadequate and inferior the follower
feels himself to be, the more magical
and mystical the omnipotence pro-

Along with years of experience as a hospital emer
gency department physician, Dr. Barker recently
completed a psychiatric residency at Camarillo
State Hospital In California. This article, from a
speech prepared for medical staff personnel, bears
a wider hearing.

Ben Barker

the
Psychology
of
Cultism
jected onto the leader. However, it is
a mistake to focus on the leader or
object of veneration. The leader is
usually merely a resourceful indi
vidual perceptive enough to recog
nize the varied types of helplessness
in those about him who offers to
take away those feelings. That his
offer is frequently overstated and
illusory is beside the' point. The
point is that the followers willingly
take the bait-hook, line and sinker.

Many were shocked by the sub
missive, dependent, compliant fol
lowers of Charles Manson who
carved x's in their foreheads and
chanted on the Los Angeles County
Courthouse steps. They were even
more shocked to learn that some
men and women had brutally an
nihilated other human beings on
Manson's satanic command. Then
there were the ill-fated followers of
Jim Jones whose beliefs led them to
a rotting death in the steamy jungles

203
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of Guyana. Numerous other exam
ples could be cited. Where do they
all come from? We shake our heads
and wonder, while physicians and
other societal leaders continue to
reinforce exactly the type of be
havior that will produce more cul
tists.

The Roots of Dependency

What are the roots of dependency
in human behavior? The answer
should be obvious. Each of us began
life as a totally dependent parasite
encased in a constant-temperature
liquid environment with our nutri
tional needs satisfied effortlessly.
Through some miracle, the mater
nal host does not set up an appropri
ate foreign body rejection reaction
and the fetus enjoys this total de
pendency state for some 40-odd
weeks before expulsion.!

It is presumptuous to assume that
this experience precedes awareness.
Single-cell living forms demonstrate
avoidance behavior to noxious
stimuli. Are they aware? If they are,
then is it not reasonable to suppose
the fetus to be at least as aware? For
me, though, the strongest evidence
that the intrauterine life is experi
enced as pleasurable is the sus
tained effort adults make to recreate
a similar experience through envi
ronmental manipulation. HTo be

lCf. S. Ferenczi, ttStages in the Development
of the Sense of Reality," Outline of Psycho
analysis, by J. S. Van Tesslar, page 112.

waited on hand and foot" by spouse,
servant, child, and others has long
been associated with cCall the things
money can buy."

Once expelled from the uterus, the
infant must struggle to meet some of
his own needs. The struggle is
multi-faceted, beginning with an
immature autonomic nervous sys
tem which must stabilize his inter
nal environment in the face of a
shifting external environment.
Mother assists in this process by
attempting through appropriate
nurturing techniques to minimize
the fluctuations of heat, cold, air
circulation, and the like upon the
infant. He remains extremely de
pendent upon her even though the
biological umbilical cord has been
ruptured. A more profound attach
ment persists which defies logical
analysis.

In a slow, incomprehensible,
years-long process, mother gradu
ally weans the infant from his de
pendence on her. One of her tools is
to promote his interaction with
other adults, sibling and peers. Ob
viously, no two parents accomplish
this task in exactly the same way
nor do any two individuals react
identically to the same stimulus.
However, there are cultural
similarities in the process which
conspire to create more than surface
similarities in the same generation
of offspring.

Herein rests the central point of
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my thesis: the cultural factors which
have produced so many dependent,
submissive followers among our
youth are also behind the decline
and fall of the United States as a
force of geopolitical significance.
Excessive dependency is endemic in
our society and those who are in
positions .of power and prestige
including many in my profession
encourage and perpetuate this de
pendency.

An Age of Specialization

We live in an age of specialization
so extreme that most of us are truly
helpless outside our specialties.
Our ((system" thus has become an
incredibly complex web of interact
ing specialties which provides great
comfort when all is going well but
reduces us to extreme helplessness
in times of crisis. Examples abound:
Supermarkets are very convenient
unless trucks stop delivering. Au
tomobiles are a nice way to get
around unless there is no gasoline.
Washing machines are dandy unless
yours breaks down and the repair
man has a two-week waiting list.

The trade-off in our age of
technological marvels is this: We
gain convenience and security but
may sacrifice self-reliance and inde
pendence. For example, antibiotics
are available over-the-counter in
many countries and individuals are
free to take the responsibility for the
management of their own illnesses.

But here in the United States, we do
not have that freedom. In fact, pa
tients here have been so pro
grammed to depend upon physicians
that we must take responsibility for
all their bumps, bruises and
sniffles-hardly leaving us with
adequate time to care for those who
truly require our skilled services.

Our cult of dependency medicine
has been so successful that disen
chanted followers are literally suing
us out of business. They are impa
tient and demanding that all dis
eases be cured-and cured now! In
turning over the responsibility for
their health to us, they gave us an
illusory omnipotence. Our fallibility
crushes this illusion and their re
sponse is vindictive anger. Discred
ited cult leaders are adjudged
harshly by their disappointed fol
lowers.

The Drug Cult

Perhaps the largest cult of all that
our profession has had a hand in is
the drug cult. By that, I don't mean
the HSuperfly" white El Dorado
Cadillac jockey who drives his exotic
automobile through Harlem or
Watts nor do I refer to the Mafia
Godfather, the French Connection
mystery men or the Colombian
cocaine millionaires. I'm talking
about the ttdrugstore cult"-the
widespread dependence of American
citizens on the soothing syrups and
pills available on the shelves of
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drugstores, supermarkets, news
stands and elsewhere. It is the cult
that has pushed Valium into the
number one all-time best-seller spot.

Our undergraduate, professional
and post-graduate medical educa
tion is drug oriented and drug satu
rated, hence our primary weapon
against illness is, of course, phar
macological. Was it not fitting and
symbolic that so many at Jonestown
were put out of their misery by an
injection from a doctor? They
trusted him to do the right thing.

Not only medicine but many other
careers and skills have enthroned
science and the scientiQc technique.
Our educational systems perpetuate
the myths of science ad nauseam.
How much of the science and math
shoved down your throats in high
school, college, and medical school
were really useful to you either in
specialty training or in practice?
Admit that much of your schooling
is pure ritual and you will see that
tteducation" itself has become a cult.
College graduates enter the real
world with magical expectations,
waving their hard-earned degrees in
the wind. When their skills are not
snapped up, they are disillusioned
and angry.

Schooling as Religion

In attempting to achieve power
over the environment, students
have literally endowed the schooling
process with the status of religious

veneration and plugged themselves
into it. The teachers and professors
are the high priests and the process
is supposed to mystically and mys
teriously protect the follower from
risk or harm ifthe prescribed rituals
are followed. Believe it or not, many
who educate themselves into over
.crowded fields simply return to
school for another degree. Others of
the educated cultists simply change
cults.

Basically, then, we see that the
psychology of cultism is simply the
persistence of the parent/child rela
tionship beyond an appropriate
time. Followers or members feel
helpless or overwhelmed by an envi
ronment they perceive as threaten
ing and respond to this feeling by
embracing a concept or leader to
whom they ascribe magical power.

This is a sign of excessive depen
dency; and excessive dependency in
a society can come either from in
adequate parental directing toward
self-reliance, individual rejection of
such directing, or programming
from external sources which directs
towards dependency. Additionally,
the environment may become truly
so threatening that dependency
upon an authority or higher power
source may be appropriate, in war,
say, or in specific subcultures as
depicted in the film, ttThe God
father." Modern technology also
shares the guilt, for it has contrived
to capture a formerly active and
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mobile social order and transformed
it into a sedentary spectator society.

The principal villain in this trans
formation process is television. By
and large, it is a dehumanization
process which tends to dull the
senses and produce emotional zom
bies who respond primarily to sub
liminal and repetitive advertise
ment slogans. What then occurs is
much akin to disuse atrophy: the
spirit within dwindles like melting
wax and the mind dulls. The prod
ucts of this process suffer endemic
obesity and emotional indifference
to their actual environment.

What Jim Jones and his ilk have
offered to these unfortunates is an
antidote to the poisonous, de
humanizing processes induced by
the age of technology. Few who leap
for the bait really care that the anti
dote itself is toxic, for what they
have been experiencing is a living
death and any escape hatch is ac
ceptable, even if it leads into an
endless maze. The visible result is
the phenomena of cults so alive in
the land today.

In a society of people programmed
almost from birth to follow-the
leader, it is inevitable that some will
fall into the clutches of mad leaders.
That is but one of the many conse
quences of the loss of self-reliance
and of independent judgment in
American citizens. Before joining in
an emotional condemnation of((cults,"
perhaps it would be best to under-

stand that a cult is but a system of
worship or ritual. It is a system of
belief gone pathological, to be dis
tinguished from religious beliefs
which inculcate independence.

Freedom of Worship

The freedom to worship God after
your own manner of belief is as
valuable to the spirit of indepen
dence as is freedom of speech. These
freedoms, guaranteed by the First
Amendment to the Constitution, are
about all we have left of the dream
of the Founding Fathers and should
not be carelessly dismissed.

Genuine religious beliefs have the
special quality of satisfying intellec
tual and emotional needs simul
taneously. They account for unequal
life fates, promise release from ill
ness and suffering, and offer hope
for a better life. They are, indeed, a
special, poorly understood, poten
tially adaptive set of ego defense
mechanisms. Do we psychiatrists
have a socially sanctioned right to
intervene in religious beliefs, par
ticularly when we know so little
about the influence of religion on
psychopathology?

If we deprive someone of his reli
gion, what substitute do we have for
him? And ought we to impose such a
substitute? Physicians for years
have ignored nutrition, exercise,
and relaxation as techniques for
combating or preventing illnesses.
Indeed, we have ignored preventive
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medicine itself. We are, for the most
part, disease-oriented high priests
in a cult of science and technology
which is leading us all into a fate
which appears particularly unat
tractive. Chronic stress-related dis
eases plague both us and our pa
tients (hypertension, strokes, heart
attacks, colitis, ulcers, asthma, and
so forth), yet we persist in disregard
ing the spiritual element in man
and rely solely upon chemical po
tions and invasive techniques to
combat diseases.

Perhaps God does exist. Perhaps
He was around before Plato and
Aristotle. Perhaps He spoke to
Moses and Paul and many others.
Perhaps His Holy Spirit is within
each human being and resists the
sadness of a mechanized, deper
sonalized, technological social order.
Media manipulators who sen
sationalize the fates of unfortunate
cultists cannot destroy the source of
all life which beats within each of
our breasts and breathes freely of
the air that His plants provide.

The psychology of cultism is but
one indication of an intrinsic desire
in each of us to offer veneration to
the Creator. This process becomes
pathological only if the surrogate
leader is mad, as with Jim Jones, or
when the path followed leads into a
blind maze, as with scientific
technology. Almost every day
another ((accepted" scientific fact is
discredited in yet another labora-

tory experiment. It appears, then,
that science offers no final solutions
or ultimate explanations. Is our own
worship of the microscope and the
wonders of microbiology, neuro
chemistry and physiology as mis
placed as the blind faith that Jones's
followers had in him?

Blind Departures from Basic
Principles of Freedom

This nation was founded upon
principles taken from the Judeo
Christian ethic and as long as these
prevailed, we grew and prospered.
Now, there is no prayer in the
schools and unionized, socialist
teachers insidiously program our
youth. Mindless violence and sense
less trivia beam at us from the tele
vision, our newspapers are full of
lies and scantily clad females posing
for underwear ads. Heroin is the
opiate of the ghetto, alcohol of the
middle class community, and
cocaine of the wealthy. VaHurn,
which we supply, is abused by all
social classes.

We correctly perceive the sea as a
dangerous, hostile environment for
man and few would attempt to navi
gate it for any significant distance
without the benefits of a buoyant
and protective superstructure. W(hat
many fail to realize is that man's
journey on dry land is at least as
hazardous. In neglecting the
spiritual aspects of our own exis
tences, and of our patients' as well,
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we are up a creek without either
boat or paddles.

Cults, worthless dollars, gasoline
shortages and dependent patients
are the long-term consequences of
too many of us learning to rely on
Big Brother. The processed foods we
eat and drink are as suspect as the
poisoned potion was in Guyana-it
simply takes longer for them to kill
us.

Erich Fromm tells us that all
human beings are religious in one
way or another, religion being ((any
system of thought and action which
... gives the individual the frame of
orientation and object ofdevotion he
needs."2 The psychology ofcultism is
all around us, as men elect to place
their faith and trust in other men,

2Ashok Rao, M.D., and Jennifer A. Katze,
M.D., "The Role of Religious Belief in a De
pressed Patient's Illness," Psychiatric Opinion,
June, 1979, pp. 39-43.

their machines or their technologi
cal products.

As long as we pass on shallow
values to our youth and let them see
us worshipping at the altar of sci
ence, or the government, or the dol
lar, or gold-they will do likewise.

As long as we promote depen
dency in our patients, we are rein
forcing the psychology of cultism.
The white coat and the stethoscope
are counter-productive when used as
talismans in a cult of science. We
should learn and teach self-reliance
and preventive medicine principles,
for when these attitudes and values
are mixed with genuine faith in the
Creator, we may return to being a
nation of healthy and sane individ
uals rather than a society of drugged,
dependent sheep and we may
finally reverse the decline of the
United States as a force of geopoliti
cal significance. Ii

IDEAS ON

LIBERTY

How State Help Destroys Self-Help

IT is time to cut through the underbrush ofdetail and face up to the basic
question in this issue of state help versus self-help. What kind of society
do we want? One of independent self-reliant citizens, prepared to take
care ofthemselves and their families, asking from the state only to leave
them alone and get off their backs? Or a society of government
pensioners, willing to sign away their political and economic liberty in
exchange for ever bigger handouts? Which is the more desirable type of
citizen-the chronic recipient of reliefor the sturdy hardworking Amish
farmer who had his horses confiscated and sold by order of some local
bureaucrat because he wanted to contract out of both the benefits and
the payments involved in the social security system?

WILLIAM HENRY CHAMBERLIN



Melvin D. Barger

PARENT POWER:
Can It Help
Public Education?

THE SHORTCOMINGS of the public
schools have become common news
fare. The typical complaints are that
the schools don't teach, students' test
scores are falling, the schools are
overrun with drugs and violence,
and too much money is being wasted
on administration and ((frills."
Moreover, public disenchantment
with the schools is causing home
owners to vote down ordinary tax
measures for school support.

Most of the proposed remedies in
clude more Federal funds for educa
tion, better teacher training, and
renewed emphasis on the basic
skills of reading and writing. Now a
new proposal is being heard. It's a
demand for ((parent power" in run-
ning the schools.

Mr. Barger Is a corporate public relations executive
and writer In Toledo, Ohio.
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((Parent power" is an idea that
sounds logical and reasonable. It
means that parents should have a
voice in school policy decisions and
perhaps should have something to
say about curricula, choice of
textbooks, and the hiring of teachers
and administrators. This supposedly
would make the people active partic
ipants in the educational process
and might help cool the rising anger
toward the schools. The parents, in
sharing power over the schools, will
have only themselves to blame if the
schools ((do not work."

Unfortunately, ((parent power"
appears to be another bad idea that
may bring more confusion to public
schooling. It's true that parents
should have a strong voice in choos
ing their children's education. But
parents, as a group, have no more
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competence in running the sCMols
than they might be expected to
exhibit in running other enter
prises. It makes no more sense to
involve groups of parents in the
management of schools than it
would to include them in the man
agement of supermarkets, auto re
pair garages, clothing stores, or
lumberyards.

A second problem with ttparent
power" is that control of public edu
cation is shifting to the professional
educational establishment. While
members of this group may pay lip
service to the concept of parent
power, they really hope to bypass
parents completely in choosing edu
cational philosophy and objectives.
The professional educators in the
public school system want parents
as compliant allies, but not as
policy-makers and directors.

The Power of the Market

There is an effective way of exer
cising parent power, however, and
that is through the market place.
Since there is no real ttmarket" in
public education, one has to look at
commercial enterprises to see how
parents and other citizens exercise
proper forms of control.

With supermarkets and other re
tail establishments, parents have ef
fective power of control because they
possess power of choice in making
purchases. No sensible parent, as a
shopper, really cares who is chosen

as manager of a local supermarket
or what policies are selected in run
ning the store. Parents, as store cus
tomers, have complete confidence
that the store's management will try
to provide goods and services at rea
sonable prices. If the store fails to do
this, the customers do not solve their
problem by demanding a role in the
management of the store. They sim
ply transfer their shopping to a store
that they consider more satisfactory.
Meanwhile, the management that
failed to please them is eventually
succeeded by persons who may try
harder to win them back.

But imagine the chaos and confu
sion that might result if parents
attempted to Hreform" the retail es
tablishment by joining in its man
agement! First, there would be pub
lic meetings, often with angry decla
rations about the needs and rights of
the people. The current managers
would attempt to defend themselves
and would argue that they had met
most of the standards for running a
business of that type. There would
be demands for publicity and adver
tising programs, new ideas, better
training of employees, and the like.
Finally, committees would be ap
pointed to ttstudy" the store's ac
tivities and to make further recom
mendations. Meanwhile, the em
ployees of the establishment would
gather their forces and vow to strike
if any changes were made in their
current compensation and privileges.
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Under such conditions, the retail
establishment would be fortunate to
survive at all. Yet that's how par
ents and other groups try to ~~re

form" the public schools. There is a
persistent belief that something
constructive is being done when
people meet to discuss issues and to
demand changes in the schools. The
advocates of such measures are
often critical of parents who refuse
to become involved in these ~~reform"

programs. Such parents are even
accused of not caring about their
children or of abdicating their re
sponsibilities to the oncoming gen
eration. If they really cared, the ac
cusation goes, they would attend
school improvement meetings or
work as volunteers to help in the
learning process.

Supporters and Reformers

Parent groups to ~~reform" the
schools often fall into two categories.
In one category are the conciliatory
people who usually support worth
while community and church
projects. The administrators and
teachers easily manage to win these
people over and to put them to work
in various ~~school improvement" ac
tivities. These people will help the
schools with private fund-raising
campaigns, athletic programs, and
special development projects. With
out realizing it, they are subsidizing
the public school system with labor
and services that otherwise would

have to be supplied by all the tax
payers.

There is another category of par
ents that employs abrasive, adver
sary tactics to ttchange" the schools.
This group is made up of punitive,
critical people who believe that
other people need constant intimi
dation and harassment in order to
do their duty. They like to ttshake up
the schools" and to ~~make de
mands," using the tactics of labor
organizers and radical dem
onstrators. As a rule, their abra
sive tactics do succeed in forcing
through certain changes in school
policies, so they mistakenly believe
that they have successfully exer
cised ~~parent power." All they've
done, however, is to impose their
own views and values on parts of a
public system, often without the
consent of others who also support
the schools.

It is true that good parenting in
cludes a strong interest in children's
education. Many parents, in fact,
are so critical of public education
that they have transferred their
children to private schools or have
made special arrangements with
tutors to offer what the public sys
tem fails to supply. If parents really
were as unconcerned about educa
tion as they are accused of being,
they would not have become so criti
cal of public education.

But the parents who refuse to par
ticipate in ~~parent power" programs
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may have sensed that it is a futile
exercise. The public education
system-which really should be
called the ((government" education
system-is not likely to become
more efficient in the future, even
with more funds and more groups
taking an interest in its operations.
In fact, parents will be very fortu
nate if the public school system does
not slide into deeper difficulties.

Schools Are Sacred

One problem with efforts to ((re
form" education is that the public
school has occupied a sacredniche in
the national consciousness. It is the
free public school, so the argument
goes, that has given everybody a
basic level of literacy, taught de
mocracy and equality to our society,
and brought together the various
classes. The person who would dare
tamper with the public school risks
being labeled a ((closet fascist" who
would rob the ordinary person of his
right to an education. It is consid
ered wrong and antidemocratic to
look upon education as a commodity
or to suggest that schools should
operate with the efficiency of
supermarkets.

This ((sacred" status of public edu
cation grows out of our feeling for
our children. A defender of the pub
lic system can throw us off balance
immediately by reminding us of
Hour children's future" or Hthe right
of every child to a decent chance in

life." Speaking before an educa
tional reform group, an educator care
fully explained that one Hmust view
every child as a person of infinite
value." This immediately implies, of
course, that it's wrong even to men
tion such matters as cost-efficiency
and limited budgets for public school
systems.

This special, sacred status of the
public school helps confuse parents
when they're meeting with
educators and others to discuss the
schools. It helps close off discussion
of issues that ought to be raised. It
helps perpetuate the belief that the
schools really are serving society
with considerable efficiency and
need only more money and more
public support to do the job that
ought to be done. The people who
run the system manage to assume
the role of public benefactors while
outside critics-even when they are
parents-are cast as enemies of the
children.

Closely related to the ((sacred"
status of the public school is the
power of the professional educa
tional establishment. This. group
now controls the public schools and
makes most of the decisions about
curricula, education policy, and
standards. Some members of the ed
ucational establishment may call for
((parent power," but they do not
want parents to exercise any real
power in deciding how schools
should be run. They want parents to
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participate in ways that will create
the illusion of power. In any show
down, however, effective decision
making power always will be exer
cised by professional educators, not
parents.

The "Professionals"

Who are the members of the pro
fessional educational establish
ment? The teachers are the most
visible group, of course, and they
have organized into powerful unions
which have become influential with
Congress and state legislatures.
However, the professional educators
also include administrators, coun
selors, and people who create and
market teaching systems and aids.
Education also supports a large
group of professionals who write
and publish textbooks. The group
must include, too, a large number of
lecturers and consultants who par
ticipate in seminars and other
education-related activities. Fi
nally, the establishment is influ
enced by people who want to use
public education as an instrument
for social change and social en
gineering.

Most of these groups want parents
only as their allies and assistants.
Professional educators tend to view
parents as a somewhat conservative
group that can become troublesome
and must be dealt with in a tactful
manner. The long-term goal of most
professional educators, however, is

to bypass parents by becoming inde
pendent of local voters and school
boards. This can be done by central
izing all power over education at the
state and Federal levels. Teachers'
unions and other professional edu
cational groups already are making
considerable progress in reaching
this goal.

Still another problem is that par
ents are not really in agreement
about the goals of public education.
Since the public schools have many
constituencies, it is virtually impos
sible to meet the demands of all
groups in a society that has become
badly fragmented. For example,
some groups of parents may demand
that the schools require specific
standards for graduation from high
school and admission to state col
leges. Other groups of parents, how
ever, may insist that standards are
harmful to them and will demand
open admission to the state schools.
There is really no way that all of the
parents can have ((their way."

Finally, most parents who try to
improve public education will soon
find themselves blocked by bureau
cratic processes and political
realities. Like most public institu
tions, the schools are bureaucracies
established for specific public pur
poses. While it makes good political
sense to portray the schools as being
in everybody's service and ((owned
by all of us," the public schools
would not exist at all without a
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great deal of coercion and compul
sion. For example, taxes to support
the schools are taken from every
body, whether or not they receive
any direct benefit in education.
Compulsory standards are estab
lished by state boards and other
agencies. Students are compelled to
attend the schools in most states
and, increasingly, the school ad
ministrators are required to retain
students in classes even when they
are disruptive and rebellious.
Meanwhile, the proponents of vari
ous causes campaign endlessly to
make certain subjects ~~compulsory"

in the schools. It is doubtful that
groups of parents would behave dif
ferently; indeed, in some com
munities parents have attempted to
exercise power by making their own
religious and social views ~~compul

sory" in the local schools.
Still, even if parents were united

in their views and the professional
establishment really sought their
participation, it's doubtful that an
exercise of Hparent power" would
improve the schools. The profes
sional educators may be self
aggrandizing and self-righteous, but
they are at least correct in saying
that schools should be run by profes
sionals. As a group, ,parents can only
be eXPected to be amateur manag
ers, and they could even make the
schools less effective if they attemp
ted to take charge of them.

How, then, should ~~parent p<?wer"

really be exercised? What is needed
is a free market in education. Ifsuch a
market place existed, parents could
exercise control by the power of
choice. They would tend to seek out
the schools that would best serve
their children's needs (as deter
mined by the parents) and they
would shun the schools that did not
serve them. In other words, parents
would shop for education in the
same way they now shop for food: by
seeking out the supermarkets that
offer them the best commodities at
the most attractive prices.

It is argued that this is elitist and
antidemocratic. But that argument
exists only because the public school
has so thoroughly dominated educa
tion that other forms of educational
services haven't been tried to any
great extent. However, the paro
chial schools have been oPerated with
great success, and without becoming
either elitist or antidemocratic. Now
we are witnessing the rapid growth
of evangelical Christian high
schools which often enroll paying
students from moderate income
families. Even with public education
available at no direct cost to the
student, average citizens are turn
ing from the public schools and
choosing private institutions at
rates which take large amounts of
the family budget. One can only
speculate about the types of schools
that might be established if every
body had to contract for his own
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children's education. Nobody really
knows how this would work because
it hasn't been tried.

Parental Neglect

It also is argued that some parents
would not send their children to
school at all if there were no public
system. Some children would be al
lowed to grow up illiterate. This is
probably true, although the public
system has not succeeded in wiping
out illiteracy in the United States.
The real problem, in such cases, is
parental neglect, and the public
school system has no special capac
ity for dealing with such neglect.

Another argument is that educa
tion is too important and too special
to be treated as a ~~commodity." A
child's education is too precious to
carry an ordinary price tag. Who can
place a value on the education that
may help produce a future Einstein?
Education, it is argued, cannot be
packaged and delivered like cans of
food in a supermarket.

The fact is, parents can and
should judge their children's educa
tions by the standards of the market
place. This is the efficient way to
determine what types of education
should be offered and how it should
be delivered. In making such deter
minations, parents would have
many things in mind, including the
probable economic benefits of chil
dren's education. A market place in
education would also reward the

more efficient school (and teachers)
and would punish the poor schools.

What about the potentially bril
liant scholar who might have been
born into a poor family or into a
family that is indifferent to his edu
cational needs? One ofthe shortcom
ings of the public school system is
that it sometimes mistreats or ig
nores the gifted child. However, so
ciety can provide for the gifted per
son simply by changing its views on
education. Quite often, the brilliant
person is capable of acquiring his
own education and does indeed ob
tain it without completing high
school or college. The handicap, if
there is any, is in not having educa-
tional credentials. This can be over
come simply by eliminating di
plomas and degrees as requirements
for professional work.

Another criticism of a free market
in education is that it would tend to
become largely vocational. Most
parents would simply educate their
children for trades and careers. The
traditional courses in history, lan
guages, and social sciences would be
largely neglected. Moreover, this
vocational education would become
obsolete in a few years and students
would be left with nothing.

Nobody can really know what
kinds of education parents would
select if they had to choose it and
also to pay directly for it. However,
parents already spend money for
training and education that have
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nothing to do with vocational pro
grams. For example, many parents
send their children to private music
and art classes without expecting
them to become professional musi
cians or commercial artists. Parents
do have considerable interest in
helping their children obtain what
is called a ((well-rounded" education.

Some people have argued that a
((voucher" system would help create
a market in education. Under this
system, families would receive
vouchers for educational services
which could be used at any accred
ited school. Milton Friedman, a
staunch supporter of voucher pro
grams, believes that this system
would help improve public education
and that both parents and students
would shun the poor schools or the
ones that could not maintain order.

A voucher method might be
slightly better than the present sys
tem of supporting schools. It is not,
however, a ((free market" approach
to education. It is still a form of
government education, with the
student receiving the subsidy rather
than the tax money being sent di
rectly to the school. Government
and political factions would still use
it to control the schools and to im
pose their own standards on «ac
credited" institutions. The voucher
system also has the drawback of
being a «third party" payment. The
student or his family can «spend"
the voucher only for education and

do not necessarily (value" it to any
great extent. But the family that
directly spends its own income for
education is showing considerable
value preference.

There is currently no widespread
movement to give parents more
power over the schools by releasing
education to the free market. But a
quiet revolution appears to be tak
ing place in the attitude of the pub
lic toward education. In the past 15
years, private and parochial secon
dary schools have been gaining
gr,ound steadily, while many public
school systems that were once con
sidered exemplary have become
troubled and ineffective. The growth
of the private secondary schools is
astonishing in view of the fact that
students have the option of attend
ing public schools without paying
tuition. It's as if the government
built free cars for everybody and
still lost business to private produc
ers who charged full market prices.
This growth of private education
must be embarrassing to the public
educational system, and it is certain
to raise future suggestions about the
feasibility of a private system for
everybody.

When that time comes, «parent
power" may become more effective
in controlling education. Right now,
it does keep supermarket operators
on their toes without requiring par
ents to become supermarket manag
ers in the process! ,



Earl Zarbin

FREE
ENTERPRISERS
ALL

PEOPLE using the words ((free enter
prise" usually associate them with
business. So, too, does Webster's
Seventh New Collegiate Dictionary,
which starts its definition this way:
((freedom of private business to or
ganize and operate for a profit . . ."
(emphasis added).

This part of the definition is too
narrow for two related reasons:
First, it says nothing about the free
dom of individuals to organize and
operate for a profit; and second, it
ignores that businesses are made up
of individuals, which must be said
because too many ofus have come to
depersonalize business in the same
way we do government.

We speak of business and gov
ernment as doing this or that as

Mr. larbln Is In the buslnes~ of writing, reporting,
editing. He Is associated with the Arizona Republic
In Phoenix.
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though they have lives of their own
independent of and apart from
human action.

Many people have come to regard
government as omniscient and be
lieve it should regulate business.
They want business regulated for a
variety of reasons, but I suspect the
most common are to hold down
prices and to repress competition.

Government regulation, of course,
doesn't just happen. It is people
politicians and bureaucrats
consciously deciding to interfere in
the relationships individuals de
velop with one another to satisfy
wants and needs.

The regulators appear on the
scene out of their own conceptions of
what constitutes justice and injus
tice and in response to demands by
groups whose favor they curry.

The destructive results of political
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interference in the marketplace are
all about us. Yet, all about us, too,
are continuing technological ad
vances, and signs of wealth and
prosperity.

The fear-and I think it is very
real-is that people will mistake
these material innovations and
monuments as evidence that free
enterprise is well and thriving.

Rather, I see these as demonstrat
ing that private individuals intent
on improving their own conditions
are more creative than the misan
thropes who have done their best to
regulate us. It seems predictable
that the regulators will someday
catch up and succeed in creating
total chaos because they have
means-coercive authority-un
available (and, indeed, undesirable)
to individuals (beyond self-protec
tion, including defense of property).

Even then, creativeness will not
be fully stifled, because individ
uality and the drive of people to
improve themselves and their condi
tions will not abate.

The evidence is ample that under
the meanest and severest condi
tions, individuals will organize and
operate to improve their circum
stances. They need not be instructed
or directed in this. They do this out
of the most basic drive-survival.

Thus, free enterprise, or enter
prise, is nothing more than unham
pered individuals doing what is
necessary to maintain their lives

and health. Whatever they do to
accomplish this, so long as it is
peaceful, is appropriate.

It is observable that, once people
are capable of meeting basic needs,
they will turn to an unknown and un
imagined number of ways to effect
entrepreneurial exchanges. In this
respect, their activities may be iden
tified as being both self,;.choosing
(free) and self-organizing and self
operating (enterprise).

In essence, all of them, whether
identified as employee, employer, or
self-employed, are free enterprisers
and are in the business of improving
their own lots.

It is arbitrary, and imprecise,
though perhaps convenient, to con
fine the term free enterprise to
business. But it ignores that every
productive person is engaged in
business. It is simply that most peo
ple, for an unknown number of rea
sons and causes, have not organized
and operated in business in the
sense of being a partnership, corpo
ration, or individually owned com
pany.

Because many people do not or
ganize and operate in the Hconven
tional" business sense, this in no
way diminishes their participation
in free enterprise.

For example, throughout my
working years I have sold my ability
as a researcher, writer, and editor to
others. These others have relied on
my willingness to produce, just as I
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have depended upon them to meet
commitments made to me to induce
me to accept employment.

I regard my employment as a
partnership. My well-being, the
well-being of those with and for
whom I have worked, have been
mutually dependent. There is not a
single nongovernmental enterprise
that could not be put out of business
in short order if the People working
in it withdrew their labor.

At any time, even now, I could
withdraw my labor and organize
and operate myself as a ((business."
But my business would be no differ
ent than it is today so long as I didn't
change my occupation. My becoming
and remaining self-employed would
depend, of course, upon consumer
demand and satisfactory service.

Serving Others

But this should ever be the way of
the unhampered market.

Entry into the market should be
uninhibited. Sellers-and all who
work are sellers of their time and
abilities-remain sellersjust so long
as what they have to offer is de
manded. When auto sales decline,
car makers layoff workers. The
same can occur in any nongovern
ment business, industry, or profes
sion.

Free enterprise, then, is the free
dom of individuals to organize and
operate for profit singly, in partner
ship, or however else they care to
come together. The individual has
as much right to think of himself as
being a businessman, or being in
business, as Persons usually iden
tified as being in ((business." ®

IDEAS ON

LIBERTY

IN a free country such as ours, laws aren't designed to apply to specific
individuals but to all of us equally. Ifwe attempt to legislate against the
particular man who squanders his wealth on riotous living and idle and
nonproductive pleasures, we also automatically legislate against the
overwhelming majority of the persons who use their wealth wisely for
the benefit of all.

Personally, I can see nothing wrong or evil about self-interest and
serving others because you have to have them serve you in turn. Like
anything else, the profit motive and the resulting accumulation of
wealth can also be used for evil purposes by evil people. But by and
large, the motivation of profit is primarily responsible for the vast
amount of mutual service we find among us today. It is responsible for
the constantly increasing standard of living in our country and the
world in general. It is a moral method of encouraging all of us to serve
each other better and effectively.

BENJAMIN F. FAIRLESS



Jarret B. Wolistein

The Idea of Equality **j
IT IS doubtful if any social concept in
the entire history of man has been
more fervently championed, more
fiercely denounced, more misun
derstood, more poorly defined, or
more misrepresented than the idea
of equality.

Many Christians proclaim all men
~~equal in the eyes of God." The
United States was founded on the
principle of Uequality of rights." The
basis of modem Western jurispru
dence is ~~equality before the law."
The rallying cry of the French Revo
lution was ~~Liberty, Equality,
Fraternity." A central goal of com
munism and socialism is ueconomic
equality." The American Civil
Rights Movement seeks ~(equalityof
opportunity." And the modem wom
en's movement champions Hequal
rights for women" and uequal pay
for equal work."

While the meaning and compati
bility of this multi tude of
~(equalities" is far from clear, it is

Mr. Wollstein is a founder of the Society for Individ
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currently heads his own typesetting and publIca
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obvious that they do not all mean
the same thing. Just what does
equality mean?

What is Equality?

For two things to be equal means
for them to be identical in some
respect. Thus if two trees are both
precisely 6 feet tall, they are equal in
height. If two men both earn pre
cisely $9,500 a year, they are equal
in income. And if two people both
have the same chance of winning a
lottery, they have (in that respect)
equality of opportunity.

However, while two things may be
identical with respect to one or a
limited number of attributes, no two
physical objects can ever be identi
cal with respect to all attributes. For
example, all atoms differ in position,
direction and history. And all
human beings differ with respect to
anatomy, biochemistry, tempera
ment, knowledge, skills, goals, vir
tue and a thousand other charac
teristics.

Here we will primarily be con
cerned with three types of equality:

1. Political equality, a major goal of

221
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both the American and French revo
lutions, has traditionally meant
equality of individual rights and
equality of liberty. Stated simply,
political equality means that the in
dividual's right to life, liberty and
property is respected and that gov
ernment abstains from conferring
any special advantage or inflicting
any special harm upon one individ
ual (or group) in distinction to
another. Clearly, political equality
is at best only approximated and
never exists completely.

2. Economic equality means in es
sence that people have the same
income or total wealth.

3. Social equality generally
means either (a) equality of social
status, (b) equality of opportunity,
or (c) equality of treatment. Social
equality is also increasingly coming
to mean (d) equality of achievement.

Equality and Liberty

A little reflection will quickly dem
onstrate that economic and social
equality can only be achieved at the
expense of political equality. Be
cause people differ in ability, drive,
intelligence, strength and many
other attributes it follows that, with
liberty, people' also will differ in
achievement, status, income and
wealth. A talented singer will com
mand a higher income than a ditch
digger. A frugal, hardworking man
generally will accumulate more
wealth than an indolent spendthrift.

A brilliant scientist will command
more respect than a skid row bum.

Nor are all of these differences of
social and economic achievement
the result of environment. Because
people are individuals-genetically,
biochemically, anatomically and
neurologically-differences in
strength, intelligence, aggressive
ness and other traits will always
exist. While environmental factors
can and do exaggerate physical and
mental differences between People,
diversity and non-equality remain
the natural biological order and
hence are the natural social and eco
nomic order.

There is only one way to make all
people even approximately economi
cally or socially equal, and that is
through the forcible redistribution
of wealth and the legal prohibition
of social distinction.

As Dr. Robert Nozick, of the Har
vard Philosophy Department, has
pointed out in Anarchy, State and
Utopia, economic equality requires a
continuous and unending series of
government interventions into pri
vate transactions. Even if people's
incomes are made equal once, they
will quickly become unequal if they
have the liberty to spend their own
money. For example, many more
people will choose to pay $10 to hear
Linda Ronstadt sing than will pay
$10 to hear me sing, and Linda
Ronstadt will very quickly become
far wealthier than I am.
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Economic equality can thus only
be maintained by totalitarian con
trol of people's lives, and the sub
stitution of the decisions of a hand
ful of state authorities for the free
choices of millions of men and
women.

Political equality is fundamen
tally inimical to economic and social
equality. Free men are not economi
cally equal, and economically equal
men are not free. Because the
achievement of social and economic
equality inherently requires the
forcible interference with voluntary
choice, I will subsequently refer to
the doctrine that social or economic
equality should be imposed upon a
society as coercive egalitarianism.

Equality as an Ethical Ideal

In reality people are unequal:
Americans are-on average-far
wealthier than Russians, doctors
tend to earn more than garbage col
lectors, and so on. But should people
be unequal?

At its root, egalitarianism is an
ethical doctrine. It is often asserted
that ~~ethics is just a matter of opin
ion" and that ~~one moral system is
just as good as any other." But in
fact any ethical code can be judged
by at least three critera: (1) is it
logical-have the basic concepts of
the doctrine been meaningfully de
fined and are the arguments for it
valid; (2) is it realistic-is it a doc
trine which human beings can live

by, or does it require that people act
in a way which is fundamentally
contrary to their nature; and (3) is it
desirable-are the consequences of
adopting the doctrine what are
claimed, or would they be something
entirely different; and if people
adopt this doctrine will it lead to the
creation of a society in which they
are happy and fulfilled, or will it
lead to a society of hopelessness,
repression and despair?

Let us now apply these criteria to
the doctrine of coercive egalitar
ianism.

1. Is coercive egalitarianism logi
cal? Egalitarianism states that all
people should be equal, but few coer
cive egalitarians define ~~equality."

As stated previously, complete
equality between people is an im
possibility, so it can be rejected at
once. But we are hardly better off
when we speak of social or economic
equality. Does ~~economic equality"
mean equal income at a given age,
for a given job, for a certain amount
of work, or for a particular occupa
tion? Does ~~equal wealth" mean
identical possessions, possessions of
identical value, or something en
tirely different? Does ~~social equal
ity" mean equal status, equal popu
larity, equal opportunity, equal
treatment, or what? All of these con
cepts of economic and social equality
are distinctly different, and until
they are defined, the doctrine of
egalitarianism is illogical.
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2. Is coercive egalitarianism
realistic? People are different and
have different values. To some hap
piness requires many material pos
sessions, to others material posses
sionsare relatively unimportant. To
some people intelligence is a great
value, to others strength or beauty
are far more important. Because
people differ both in their own
characteristics and in the way in
which they value traits in others,
people will naturally discriminate
in favor of some persons and against
others.

Since variety and distinction are
natural parts of the human condi
tion, by demanding that people
abandon such distinctions, coercive
egalitarianism is contrary to human
nature.

3. Is coercive egalitarianism de
sirable? Coercive egalitarianism,
the doctrine of complete social and
economic equality of human beings,
logically implies a world of identical,
faceless, interchangeable people.
Such a world sounds much more like
a nightmare than a dream, and in
deed it is.

Perhaps no nation on earth has
come closer to complete economic
and social equality than Pol Pot's
Cambodia. Under Pol Pot's regime
entire populations. were forcibly
marched out of cities and everyone,
regardless of age, sex, skills or pre
vious social status, was forced to
labor with primitive agricultural

implements on collective farms. In
Pol Pot's Cambodia, everyone had to
think, work and believe the same;
dissenters were killed on the spot.

In northern Cambodia stands the
remains of one of Pol Pot's ((model
villages." The houses are neat, clean
and completely identical. Nearby
sits a mass open grave with hun
dreds of human skeletons-the piti
ful remains of those who displayed
the slightest individuality. The vil
lage and mass grave are a fitting
symbol of the fruits of coercive
egalitarianism.

While coercive egalitarianism
masquerades as an ethical doctrine,
in fact it is the opposite. Ethics pre
sumes that one can make a distinc
tion between right and wrong for
human beings. But coercive
egalitarianism demands that we
treat people equally, regardless of
their differences, including differ
ences in virtue. To demand that vir
tuous and villainous people-for
example, Thomas Edison and
Charles Manson-be treated
equally, is to make ethical distinc
tion impossible in principle.

In summary, coercive egalitar
ianism is illogical because it never
defines precisely what ((equality"
consists of; it is unrealistic be
cause it requires that we deny our
values; and it is undesirable because
it ultimately requires a society of
human insects.

While coercive egalitarianism
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fails as an ethical doctrine, many
contentions based upon coercive
egalitarianism nevertheless remain
emotionally compelling to many
people. Let us now examine some of
those contentions.

Myths of Egalitarianism

1. Social and economic inequality
are a result of coercion, an accident
of birth, or unfair advantage. Let us
consider these contentions one at a
time.

It is certainly true that some in
equality is a result of coercion in
such forms as conquest, theft, con
fiscatory taxes or political power.
But it is hardly true that all inequal
ity is a result of coercion. A person
can, after all, become wealthy or
popular because he or she is highly
talented or extremely inventive, and
talent and invention coerce no one.

Being born wealthy certainly con-
stitutes an advantage, but hardly an
insurmountable or unfair one.
Sociological studies in the United
States and Europe show tremendous
mobility between lower, middle and
upper classes, despite advantages
and disadvantages of birth. Except
for all but the greatest fortunes,
one's parents' wealth and success
are no guarantee of one's own
wealth or success. And there is noth
ing immoral about helping out one's
own children as much as possible.
Such aid takes away nothing to
which anyone else is entitled.

Last, there is the argument that
being born with below average intel
ligence, or strength, or attractive
ness constitutes an ((unfair disad
vantage." Here egalitarianism re
veals itself to be (in the words of Dr.
Murray Rothbard) ((a revolt against
nature." We can either act ration
ally and rejoice in our diversity and
make the most of the abilities we do
have, or we can damn nature and
hate everyone who is in any way
better than we are and attempt to
drag them down to our level. I leave
it to you which is the more rational
and humane policy.

2. If people would only share the
world's bounty equally, there would
be enough for everyone, and no one
need starve or be seriously deprived.
This contention is based upon two
false assumptions: (a) that wealth is
a natural resource, so one person's
gain is another's loss; and (b) that if
the world's wealth were equally re
distributed it would remain con
stant.

Wealth in fact is a product of
human productivity and invention.
Some people are poor not because
others are wealthy, but because the
poor are insufficiently productive
(often because of authoritarian
political systems).

Any attempt to redistribute the
world's wealth by force would also
greatly diminish the total wealth in
existence for at least three reasons:
(a) large scale redistribution would
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disrupt the world's productive
machinery, (b) confiscation of
wealth would destroy the incentive
to produce more (why bother produc
ing if it's going to be taken from you
anyway), and (c) the process of redis
tribution would require an enor
mously costly and essentially
parasitic bureaucracy. (Not to men
tion losses from shooting people who
resist, and starvation from bureau
cratic inefficiency and mistakes.)

The cure for poverty is more pro
ductivity, less state economic inter
vention, and an end to barriers to
trade. The cure is not redistribution
of wealth.

3. It is better that everyone be poor
than for some to have more than
others. Better for whom? For the
middle class and wealthy stripped of
their property? For the poor robbed
of the possibility of ever improving
their lot?

The production and accumulation
of wealth is the benchmark of
human prpgress. Wealth in the form
of better communications systems,
environmental control, pest control,
improved transportation, better
medical care, more durable and at
tractive clothing, more comfortable
housing and so on, ad infinitum,
improves the quality and increases
the quantity of human life and
makes possible leisure, science and
art. To attack wealth is to attack an
essential condition for the achieve
ment of virtually every human

value from the fulfillment of
physiological needs, to safety, to the
pursuit of beauty and truth.

This argument reveals the ulti
mate and ugly motive of many
egalitarians: A hatred of human
ability per se. By that hatred they
betray their human heritage and
would condemn men to exist at the
level of barbarians.

Free and Unequal vs.
Coercive Egalitarianism

Equality of rights and equality
under the law are preconditions for
any just and humane society. But
such political equality is the very
antithesis of coercive egalitarianism.

Coercive egalitarianism asserts
that people ought to be made equal
by force, and that ability and virtue
should be ignored or punished to
bring all people down to the lowest
common denominator.

The disabilities of others should
evoke our compassion. But those
disabilities do not justify the forced
looting of the productive or the ob
literation of liberty in the name of
some undefined concept of equality.

The natural order of human soci
ety is diversity, variety and inequal
ity. The fruits of that natural order
are progress, productivity and in
vention. In the final analysis, virtue
and compassion can only flourish in
a world of men and women free and
unequal. @



William L. Baker

Frederic Bastiat:
Harmonious
Warrior

Ah! whenever you come to pronounce
these words~ I BELIEVE you will be
anxious to propagate your creed~ and
the social problem will soon be re
solved~ for let them say what they
will it is not of difficult solution.
Men~s interests are harmonious~

-the solution then lies entirely in
this one word-LIBERTY.

-Frederic Bastiat
Harmonies of Political Economy

* * *

LIKE a twisting, writhing snake, the
Nive River cuts its tortuous descent
down the treacherous northern
slopes of the icy Pyrenees. It is a
brutal course strewn with boulders.
This is Basque country, home of pic
turesque, red-tiled villages and
sturdy, independent mountainfolk.
About four miles distant from the

Mr. Baker teaches In the school system In Lubbock,
Texas.

Bay of Biscay the Nive merges with
the Adour. Complacently perched
upon the confluence of these rivers
lies the medieval city of Bayonne. It
is said that the bayonet originated
here either in the 1490s or the
1650s. No one is really quite sure
which. Napoleon once met with the
emperor of Spain here. In fact, it was
in Bayonne that he chose to force the
abdication of Ferdinand VII in favor
of the coronation of his own brother,
Joseph Bonaparte. Other than that,
history has seemed fairly content
more or less to ignore Bayonne and
its robust inhabitants.

The modern traveler who jets in
from Paris or who motors down from
Bordeaux understandably prefers to
vacation in nearby Biarritz, a
fashionable spa featuring beaches,
golf courses, horse racing, and
casinos. It is only the occasional
tourist who makes his way to
Bayonne to tt see the sights": a
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museum, an arsenal, a fortress.
Tucked quietly away and isolated
from the mainstream of French
political and intellectual life to be
found in the major metropolitan
areas, Bayonne has seen little of and
contributed even less to the rough
and-tumble world of Gallican in
trigue and the ineffable ferment of
bold, innovative ideas.

In 1801, however, there was born
to the Bastiats of Bayonne an infant
who would prove no stranger to the
world of ideas. Frederic (for so the
youth was named) fell early prey to
the seductive lure of language, lit
erature, and the humanities. Cer
tain it was that he read and ab
sorbed the works of the classical
economists; Smith, Malthus,
Ricardo, Say: all left their mark
upon him in one way or the other.
And Cobden, the political prac
titioner of the Economists, proved
an able light to the eager mind
across the Channel.*

An Ordered Universe
of Majestic Harmony

Like Pythagoras before him, Bas
tiat saw in the world a ((majestic
harmony," a divine clockwork-not

*Most strictly biographical information on
Bastiat in this paper derives from the excel
lent 1860 UNotice of the Life and Writings of
the Author" by Patrick James Sterling,
F.R.S.E. prefaced in Frederic Bastiat, Har
monies of Political Economy (London: John
Murray, 1860), ix-xl.

the Pythagorean divinity of nu
merical sequence and mathematical
structure, but a somewhat Newto
nian beauty and order of (~natural

law" which channeled all ~~legiti

mate" actions into industrious,
harmonious endeavor. These actions
of productive men of goodwill,
spurred by greed and enlightened
self-interest, would be guided (in
the terminology of Adam Smith) by
an unseen or ~~invisiblehand" to the
unquestionable welfare of the
commonwealth.

The marketplace, unhindered by
counterproductive restraints and
heavy-handed bureaucrats, was
Bastiat's ideal. The bloody rebel
lions and palace revolts that rocked
European society during the 1840s
produced in him no illusions, no fur
tive hopes for a better world; armies
and gunplay were unacceptable an
swers to the stirrings of popular dis
content. In Bastiat's mind there
would be little use for barricades
and power plays if only man worked
in harmony with his colleagues. He
believed that the market economy
produced (and derived from) that
essential goodwill between man and
his fellow citizens.

An armed rebellion could never
really be anything more than a sub
stitution of one despotism for
another. What was really needed
was a radical alteration in the way
people thought. As long as govern
ment was regarded as merely an
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instrument for seizing the rewards
and production of one's fellowman,
then war and rebellion were all but
inevitable, inherent defects of the
establishment.

Issues Examined

Bastiat's life was one of struggle
and intellectual combat. He was a
prodigious pamphleteer, hurling
epithets, anathemas, rebukes at his
ideological foes. For Bastiat was a
shameless popularizer dedicated to
the eccentric notion that the com
moner had the intelligence to
understand the economic doctrines
so hotly debated in the legislative
halls of his day. Bastiat merely
stripped them of the technocratic
jargon, the intellectual pretense in
which they had been for so long
disguised.

Bastiat dreamed of producing a
book which would present his phi
losophy as a unified, harmonious
whole. In this he was not quite suc
cessful. He died before the work had
been entirely finished. The ideologi
cal passions which hounded him, the
disease which eventually killed him,
spurred him to superhuman lengths.
But when Bastiat finally suc
cumbed, the Harmonies was woe
fully incomplete. Bastiat's literary
remains have provoked endless de
bate, attracted numerous followers,
and generated significant esteem
among latter-day conservatives and
libertarians. Of all his literary ef-

forts, Bastiat treasured most highly
his stoically written Harmonies.

The first ten chapters of the Har
monies are all that appeared during
the lifetime of the author. Bastiat
had intended to expand and revise
his work before death intervened in
1850. In it, Bastiat laid his founda
tion by classifying the ((mechanism
of society" into ((natural" organiza
tion on the one hand and H artificial"
organization on the other.

Within this taxonomy, the ((natu-
ral organization" of society is predi
cated upon the ((natural laws" of the
marketplace. The Hartificial
organization" of the ((social
mechanism" is the restriction of na
ture's general laws by the intrusion
of man-made law. This unnatural
defiance of nature and its laws was
bound to have adverse effects, Bas
tiat contended. The harmony inher
ent within a market society based
upon a division of labor would, of
necessity, be rendered impotent by
the interference of ((artificial" regu
lation.

Did man wish a favor of his fel
low? Did he desire a change in the
status quo? Then what recourse is
available? Bastiat noted two: per
suasion or the use of authoritarian
force. And no amount of camouflage
could obscure from Bastiat that law,
whether legislated or decreed, was
nothing else, in the final analysis,
but raw, naked force masquerading
under the cloak of respectability.
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Legislation, he seems to tell us, is a
weapon to which we ought to resort
much less frequently.

Self-Interest at Work

Personal interest, long an
anathema of the socialists and the
cafe intellectuals, was, to Bastiat,
the ((mainspring of human society."
But as expressed in the competition
of the marketplace under the divi
sion of labor, cold necessity demands
work, production, and want-satis
faction which all neatly coalesce and
dovetail in social harmony. Few
rules, no elaborate ,Utopias are
necessary. Self-interest impels each
to serve his fellowman.

Bastiat recognized two essential
possibilities regarding human
interaction. One was force and
plunder; the other was peace and
trade. Exchange was the basis of all
society. It is dependent upon peace
ful intentions. On the other hand, if
society regards exchange, that
uniquely human activity, with sus
picion and disdain, then there is
nothing left but plunder and fratri
cidal strife. Exchange is ((natural";
it develops of itself. Whenever it
becomes more onerous than useful,
it will stop ((naturally" because it
will be in the interest of people to
discontinue harmful practices.

Bastiat was particularly incensed
by the various Utopian schemes of
his day. Individually and collec
tively, Bastiat arraigned the prom-

ulgators of ((primitive Equality" and
took them to task for the unwork
able communities which they pre
scribed as the remedy of erring
man's social ills. Considerant, Louis
Blanc, Cabet-were each in his turn
subject to the ruthless scrutiny of
Bastiat's withering analytic logic.

Utopian paradigms had no place
in Bastiat's philosophy. In his own
words:
Men of property and leisure!-whatever
be your rank in the social scale, what
ever step of the social ladder you may
have reached by dint of activity, probity,
order, and economy-whence come the
fears which have seized upon you? The
perfumed but poisoned breath of Utopia
menaces your existence. (Harmonies, p.
189)

Property Defended

Property was not, as the socialists
and communists tended to believe,
heartless theft. Landowners are not
reckless malefactors who have
maliciously intercepted the benefits
of nature intended for the equal use
of all men. They are not, Bastiat
insisted, usurpers from whom res
titution is due. Guided by selfish
ambition and greed, men of property
are (perhaps unwittingly) necessary
instruments in the hands of Provi
dence for the distribution of the
((useful effects" which they had often
obtained at the mere whim of na
ture.

To the poor, to the ((men of toil and
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privations," he declared that all
wealth, no matter in whose hands,
inclines to the amelioration of all.
No step of progress can be made but
that each does not share in some
small way. This the Divine Ar
chitect Himself, in the skillful ar
rangement of ~~the order of things,"
has so decreed. And to attack this
providentially cerebrated order, to
assault it in any way, is not merely
homicide, but suicide. Individual
property is the underpinning of
civilization (and thus the division of
labor) itself.

To the men of philanthropy and
~~defenders of the suffering classes"
Bastiat warned against the unwis
dom of impugning all ~~received

wisdom" and unsettling all estab
lished interests. What would become
of human liberty if ~~artificial" or
Utopian schemes were adopted and
executed according to plan? In fact,
does God want for wisdom and in
sight? Does Providence need you
(Bastiat queried the reformers) to
accomplish His sacred purposes?
God does not trust to the com
munalistic craftiness of collectivist
philosophers but to the principle of
enlightened self-interest. This, and
only this, is what accounts for civili
zation, productivity, community.

It is therefore fitting, Bastiat rea
soned, that men's interests are in
deed harmonious, provided, of
course, that Hright prevail." And
right can only prevail if services are

freely and voluntarily exchanged,
removed from the fear of confisca
tion and seizure. It is in this prin
ciple, then, that all proprietors (in
cluding the worker who is after all,
((proprietor" of his own labor) and
reformers of all schools ought to
unite. If all men have the full right
to their own services produced by
their own labor (or that of their bene
factors), then there can no longer
be any question whatever of a col
lective right to education, employ
ment, credit, or assistance.

To Bastiat there could not be any
thought of ~~community" under
communism. Community cannot
exist under communism because the
otherwise natural harmony of man
is disrupted in a society of seizure by
the arbitrary substitution of forci
bly imposed political will for lib
erty and freedom. Such a commu
nity is at perpetual war with itself, a
festering carcass of running sores,
contagiously dangerous. Partisan
ship, not harmony, is its predictable
legacy.

The Free Market

The only .legitimate and feasible
form of human interaction was lais
sez faire. It angered and exasperated
Bastiat that the socialist had been
thus far successful in tarring the
market society with onerous and
unpalatable insinuations. Liberty
does not lead to monopoly, Bastiat
argued. Laissez faire society is not
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really the questionable collection of
heartless felons and odious parasites
portrayed by unthinking propagan
dists. Indeed, it is only in a society
which has as its chief value prop
erty that Hcommunity" is at all pos
sible. And all this, Considerant,
Cabet, and Louis Blanc notwith
standing.

It bears noting that practically all
Utopian schemes put into practice
during the nineteenth century
failed. Mostly they foundered upon
the same rock which Bastiat had
observed: that individual men have
individual minds and individual
wills of their own, deeply rooted in
self-interest. When the Utopian
communities were erected, they sel
dom lasted very long. Bickering over
tasks, hours, and remuneration took
its toll in these authoritarian ham
lets. Even the so-called libertarian
or anarchist Utopias dedicated to
collectivist theory rarely endured
beyond a few agonizing years.

What is one to think of the Har
monies? Bastiat generously invoked
the Deity a trifle too often for scien
tific and analytical comfort. It was
God who gave man his materials,
talents, wants, desires, and values.
God fashioned the conditions and
laws by which man lived. Bastiat
relied too heavily on such
enlightenment concepts as ttnatural
law," rarely bothering to pause and
define his terms. One might, like
Schumpeter, be tempted to write

Bastiat off, dismissing him as little
more than a popular journalist pas
sionately wedded to the elucidation
of a technical subject beyond his
ken. Blunders, contradictions, naive
indiscretions-they are all there in
full force Iurking implicitly in the
brashest terminology.

Yet. And yet. It is hard to fault an
author, and an iconoclast at that, for
adhering to some of the ideologies,
ambiguities, and methodologies of
his o~n day. It would be unduly
harsh rigorously to insist that Bas
tiat be judged solely (if at all) by the
criteria of the irreverent twentieth
century.

Individual Sovereignty

It is perhaps enough to acknowl
edge his unwavering intellectual
and moral support of the sovereign
individual in an age of growing
governmental paternalism. In Bas
tiat's own mind the germ of all ttso_
cial harmonies" was included in two
principles: liberty and property. The
fratricidal strife, the domestic
rivalry which characterized the
ttsocialist commonwealth" was the
civil dissonance inspired by statist
ttspoliation" and political oppres
sion. There is no justice but the
prevention of injustice, he averred;
anything more or less than this
cometh of evil.

The great tragedy of Frederic Bas
tiat was the genius that permitted
him a glimpse of the work yet to be
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done, and then, shown the glimmer
of the Promised Land, denied entry.
Crushed by the ~~mass of harmonies"
that struggled for expression in his
illimitable prose, the dying Bastiat
had to content himself with the bit
ter bread of what might have been.
It was cold comfort. The intelligence
which allowed him the vision also
permitted him the realization that
his death could not be much longer
evaded. He was possessed by the
driving necessity to complete his
work. The Harmonies was at once
fiend and ideal; perhaps in the end it
even destroyed him.

Much work yet remained. A study
of man was needed, he felt, then an
investigation of economics, then ...
then there was no longer any time.
He had wanted to paint a picture; he
succeeded only in penciling a sketch.
But what a sketch it was!

By 1850 Bastiat knew he had lit
tle left. His breath came in tortured,
painful gasps, and he could only
with great difficulty force anything
down his constricted throat. He bat
tled valiantly to finish the Har
monies but his good moments were

now few and far between. These last
days were filled with futile flight,
searching for the right climate, the
right resort, the right location, the
elusive panacea that would restore
his drained and pallid vitality.

Perhaps, thought his physicians,
the fabled waters of the Pyrenees
would do him some good. When that
failed, he withdrew to Pisa in a
desperate attempt to bolster his
sagging health. But he fared no bet
ter there than in the Pyrenees. Mus
tering his ebbing reserves he jour
neyed to The Eternal City. He suf
fered there in Rome, broken and
emaciated, an old man of forty-nine.
It was his final struggle. On
Christmas Eve he breathed his last.
The long fight was over. ®

Economic Harmonies and
other books by and about
Bastiat are available from The
Foundation for Economic
Education, Inc., Irvington
on-Hudson, N.Y. 10533. Ask
for Literature of Freedom
catalogue and order form.

IDEAS ON

UBERTY

Self.lnterest, Competition, Harmony

SELF-INTEREST is that indomitable individualistic force within us that
urges us on to progress and discovery, but at the same time disposes us
to monopolize our discoveries. Competition is that no less indomitable
humanitarian force that wrests progress, as fast as it is made, from the
hands of the individual and places it at the disposal of all mankind.

FREDERIC BASTIAT, Ecorwmic Harmonies



Bruce D. Porter

ON LIBERTY
AND

LIBERATION

FOR at least half a century now the
word liberty has been declining in
popular usage and the word libera
tion has been advancing. Today in
the United States the word liberty
has all but disappeared from public
discourse, while liberation has be
come a fashionable term, enthusias
tically invoked in political oratory,
in everyday conversation, and in re
spected works of scholarship.

This is not a mere case of linguis
tic drift. The decline of liberty and
the rise of liberation reveal the ex
tent to which doctrinal myths and
political folly have come to dominate
our age. Americans are forgetting
the meaning of liberty in pursuit of
a phantom liberation. Over two cen
turies ago at Buckinghamshire Ed
mund Burke observed that, ((The

Dr. Porter is a Research Fellow at Harvard Universi
ty's Center for International Affairs.
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people never give up their liberties
but under some delusion." With mad
abandon contemporary Americans
are jettisoning many of their once
cherished freedoms and values as
they seek an impossible form of
liberation-from moral restraints,
self-discipline, responsibility, work,
necessity, competition, struggle, in
equality, natural law, and the con
sequences of their own behavior. It
is a senseless, tragic course which
can lead only to subservience, de
pendency, and decadence. It is a de
lusion.

An imperative prerequisite to our
survival as a free nation is that we
recapture-in our hearts and minds,
as well as in our politics-an under
standing of the true nature of lib
erty. A love of liberty and a clear
comprehension of the foundations
upon which it rests will quickly dis-
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pel every attraction of the false
ideologies of liberation.

Liberty is a divine gift, one of the
most priceless of God's bequests to
man, and the natural, inalienable
right of every person who enters the
world. In simplest terms liberty may
be defined as the freedom of the
individual to shape his own destiny
and to govern his own affairs. Of
necessity this implies the freedom to
choose one's associations, loyalties,
beliefs, opportunities, and economic
relationships, as well as the freedom
to exercise control over the fruits of
one's own labors.

Though liberty is God-given, mor
tal efforts are required to sustain
and preserve it. Human institutions
do not grant liberty, but they often
usurp it. Individuals are born free,
but they can willfully sell, abandon,
or reject that birthright. For these
reasons, liberty is never free. When
not defended, it will not survive;
when not exercised, it will atrophy.

Essentials of Liberty

Liberty can only endure when cer
tain conditions are met. First, there
must be an absence of coercive ac
tions intended to impede the free
exercise of will or to rob individuals
of their labors and investments.
Coercive force is justified only when
it is imperative to the defense of
liberty, i.e., when exerted to prevent
a yet greater coercive act. Criminals
and tyrants of every form stand

ready to destroy human freedom, to
rob the property of others, to impose
their will upon whole societies.
Their influence must be checked if
liberty is to prosper.

A second necessary condition for
the survival of liberty is that indi
viduals possess and are free to ac
quire the positive means needed to
pursue rational ends. These means
include material resources, talent,
initiative, knowledge, energy, disci
pline, and a love of progress and
freedom. Liberty does not consist of
undirected, impotent, and senseless
expressions of the human will;
rather, it thrives as the individual
acquires power to act and to focus
his efforts in meaningful directions.
Liberty requires power-not power
over others, but power to effect per
sonal progress, to change one's cir
cumstances for the better.

Thirdly, the preservation of lib
erty requires that individuals man
ifest moral commitment and self
restraint in the choice and pursuit of
their goals. Liberty means the ab
sence of coercive restraints, but it
does not mean the absence of all
restraints. We cannot escape the
consequences of our own behavior.
The unrestrained pursuit of power
means enslavement to ambition, the
unrestrained pursuit of wealth
means enslavement to avarice, the
unrestrained pursuit of pleasure
means enslavement to passions.

Without moral limits liberty de-
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generates into license and license
turns inevitably toward destructive
ends. The moral authority which
sets limits on the scope of an indi
vidual's actions must flow from
within him, the product of con
science and reason; when imposed
by a higher authority, however
well-intentioned, moral laws are
transformed into instruments of
coercion and domination.

A Constitutional Structure

Keeping these conditions in mind,
it is instructive to inquire into the
kind of social structure which will
foster liberty. In order to insure the
first condition of liberty, a constitu
tional and legal framework must be
erected and upheld, its principal end
being to guard against all coercive
challenges to personal liberty
whether from individuals, institu
tions, foreign armies, or from the
state itself.

The threat to liberty of the state
itself should be emphasized, for un
less such a constitutional system is
strictly self-limiting its administra
tive apparatus will grow in size and
power until it comes to dominate the
entire society according to its own
vested interests. Consensus and
consent are fundamental to the es
tablishment and operation of a free
government, but the goal sought is
not so much Hgovernment of the
people"-for this can imply that ma
jorities deserve coercive power-as a

government of laws, administered as
impersonally and fairly as possible.

By itself alone a constitutionally
limited government will never suf
fice to insure the survival of human
liberty. This is because government
cannot bring about the second and
third conditions of liberty discussed
above-the power and means neces
sary for positive action and the
moral limits within which liberty
operates. Government can be an ar
biter, but it can never be a provider.
It can enforce protective laws, but it
cannot produce virtuous people or
act as a higher moral authority.

A cycle of futility results
whenever the state attempts to pro
vide the resources and human
energy necessary for progress.
Every resource a government pro
vides to the individuals in a society
must first be taken from those indi
viduals. Because the process of in
jecting them back into the society
will always incur a net loss, the
result over time will be economic
stagnation, declining initiative in
society as a whole, depletion of real
resources, debasement of currency,
decline in productive capital, and
the disintegration of social cohe
siveness. The end of this cycle of
futility is the dependency of the peo
ple on the government and the death
of liberty. Liberty is certain to
perish in any society which relies
solely on government to create the
conditions of liberty.
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No matter how carefully struc
tured and well-defined are the legal
rights, checks, and balances of a
constitutional system, this cycle of
futility will at some point ensue un
less the citizens of the common
wealth possess a strong spirit of in
dependence and self-reliance, and
the moral sensibilities to recognize
true liberty when they see it. When
the moral will and independence of
the majority of a population decline,
the checks and balances of any sys
tem will erode. No constitutional
system can long endure if its legis
lators are not devoted to higher
principles, if its judiciary is corrupt,
if its administrators do not place
integrity above all other qualities.

Moral Foundations

The constitutional framework of
liberty must rest upon a firm foun
dation: the love of independence in
the hearts of a people, their moral
commitment, and the vast human
and material resources which they
possess and independently control.
The institutions which transmit this
foundation from generation to gen
eration are almost all private:
families, churches, corporations,
firms, associations, publishers,
newspapers, and the like. (Schools
can also play a key role if they are
under the control of those who pay
for them, rather than under the cen
tral government.) Standing inde
pendent from the state, these in-

stitutions are the foundations of a
society's liberty. If the state en
croaches upon their domain and
subsumes their functions, liberty
declines. But so long as a people
cherish the moral and material re
sources which give them the power
to be independent and so long as the
state is a strictly limited constitu
tional government of laws, liberty
will prosper.

The increasingly difficult and un
fortunate circumstances in which
America finds itself today may be
traced in large part to a general
decline in liberty. Genuine freedom
continues to diminish even as large
numbers of Americans are seduced
by the muddle-headed mythology of
liberation, believing that it will
somehow make them freer. Quite
the opposite consequence will result,
for the doctrine and practice of lib
eration constitute a direct assault on
the conditions and structure of lib
erty.

In order to discern the destructive
potential underlying the multitude
of contemporary theories and pro
grams advocating liberation, it suf
fices simply to ask: liberation from
what? We learn to begin with that
we are to be liberated from ~~artifi

cial" self-restraints and moral
limits-from the third condition ·of
liberty discussed above.

Proponents of liberation preach
that freedom is an unrestrained,
limitless, spontaneous expression of
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the human will, ignoring the reality
that meaningful progress can only
be made when disciplined efforts are
rationally directed. Liberty is not a
bundle of whims and passions. In
order to promote this doctrine it is
necessary to attack all the tradi
tional and independent sources of
morality: religion, family, private
property, private schools, local con
trol of education, corporate indepen
dence, and so forth. In this manner
liberation seeks to undermine the
very foundation of liberty.

"Effortless Abundance"

This is only the beginning. We are
also to be liberated from work, want,
necessity, and struggle. Thus, liber
ation ignores the second condition of
liberty: that individuals must pos
sess and acquire the positive in
struments of action in order to be
free. The assumption is that
freedom-the power to act, choose,
and progress-can somehow exist
without effort and investment.

In the pursuit of this chimera goal
of an effortless world of abundance
for all, the advocates of liberation
seek naturally to use the coercive
power of the state in order to extract
resources from others. In this man
ner liberation becomes a predatory
doctrine which can only accomplish
its ends by dismantling the constitu
tional checks of limited government
and replacing it with an all
powerful bureaucracy devoted to

central planning, income redistribu
tion, economic dictatorship, and to
talitarian control over individual
lives. And thus perishes the first
condition of liberty-the absence of
coercive power.

Liberation is a delusion which
cannot lead to real freedom because
it is based on principles and values

.fundamentally contradictory to true
liberty. The consequences of the de
cline of liberty and the rise oflibera
tion in America have never been
described more eloquently than by
William Simon:

There has never been such freedom
before in America to speak freely . . . to
publish anything and everything, in
cluding the most scurrilous gossip; to
take drugs and to prate to children about
their alleged pleasures; to propagandize
for bizarre sexual practices: to watch
bloody and obscene entertainment. Con
versely, compulsion rules the world of
work. There has never been so little
freedom in America to plan, to save, to
invest, to build, to produce, to invent, to
hire, to fire, to resist coercive unioniza
tion, to exchange goods and services, to
risk, to profit, to grow.

. . . Americans are constitutionally free
today to do almost everything that our
cultural tradition has previously held to
be immoral and obscene, while the police
powers of the state are being invoked
against almost every aspect of the pro
ductive process.1

It is not difficult to discern the logical

lWilliam Simon, A Time for Truth (New
York: Berkely Press edition, 1979), p. 251.
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end of this trend: America will be
liberated of its liberty.

Prior to the American revolution
the world was imbued with the no
tion that liberty was dangerous and
irresponsible, that its establishment
could lead only to anarchy, indo
lence, and the breakdown of society.
The birth of the American republic
and the astonishing release of hu
man energy and productivity which
resulted shattered this myth forever.
America was both free and stable; it
possessed both liberty and order.

The liberty of America became the
cherished ideal of oppressed peoples
everywhere. Liberty suddenly ac
quired a respectable name. Never
thereafter was it possible for the
enemies of freedom to attack it fron
tally. The most bitter opponents of
genuine liberty came to portray their
policies, programs, and ideologies as
pathways to freedom.

Preserve Our Defenses

Instead of liberty, however, the
favorite watchword became libera
tion. Under this banner march the
tyrannies of our time, from Soviet
Russia with its wars of national lib
eration to the kaleidoscope of coer
cive political programs in America
which invoke the mirage of libera
tion. The twentieth century has
been a century of liberation-of a
war on freedom fought in the name
of freedom.

The irony of America's present
course is that in the name of free
dom from restraints, every source of
independent power and morality is
being undermined; in the name of
freedom from work, want, and scar
city, the constitutional framework of
liberty is being dismantled, at
tacked, and perverted past recogni
tion. Beyond the irony stands the
very real tragedy that in the name
of freedom we are being led inexora
bly toward oppression and slavery.@

IDEAS ON

LIBERTY

INNOVATION, invention, change, all depend on the freedom of the
individual to stand on his own feet. We can revert to communism very
easily for it is the only system mankind has known throughout the far
greater part of his existence. It is not a system to be attained by effort
but one which returns to us when we dodge responsibility and fail to
preserve our defenses; particularly our religious defenses. It is like the
jungle awaiting silently around us ready to creep back and swallow up
our feeble efforts the moment we cease struggling to hoe our vegetables
and sow our grain. When it comes, it will not be an advance in evolution
but a reversion to barbarism.

GEORGE WINDER



LUdwig von Mises

Foreign Investment

SOME people call the programs of
economic freedom a negative pro
gram. They say: ~~What do you lib
erals really want? You are against
socialism, government interven
tion, inflation, labor union violence,
protective tariffs.... You say ~no' to
everything."

I would call this statement a one
sided and shallow formulation of the
problem. For it is possible to formu
late a liberal program in a positive
way. If a man says UI am against
censorship," he is not negative; he is
in favor of authors having the right
to determine what they want to pub
lish without the interference of
government. This is not negativism,
this is precisely freedom. (Of course,
when I use the term ttliberal" with
respect to the conditions of the
economic system, I mean liberal in
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the old classical sense of the word.)
Today, most people regard the

considerable differences in the stan
dard of living between many coun
tries as unsatisfactory. Two hundred
years ago, conditions in Great Brit
ain were much worse than they are
today in India. But the British in
1750 did not call themselves ttunde
veloped" or Hbackward," because
they were not in a position to com
pare the conditions of their country
with those of countries in which
economic conditions were more
satisfactory. Today all people who
have not attained the average stan
dard of living of the United States
believe that there is something
wrong with their own economic
situation. Many of these countries
call themselves ttdeveloping coun
tries" and, as such, are asking for
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aid from the so-called developed or
even overdeveloped countries.

Not Better Workers,
but More Capital

Let me explain the reality of this
situation. The standard of living is
lower in the so-called developing
countries because the average earn
ings for the same type of labor is
lower in those countries than it is in
some countries of Western Europe,
Canada, Japan, and especially in
the United States. If we try to find
the reasons for this difference, we
must realize that it is not due to an
inferiority of the workers or other
employees. There prevails among
some groups of North American
workers a tendency to believe that
they themselves are better than

Ludwig von Mises, 1881-1973, was one
of the great defenders of a rational
economic science, and perhaps the sin
gle most creative mind at work in this
field in our century.

Found among the papers of Dr. Mises
weretranscripts of lectures he delivered
in Argentina in 1959. These have now
been edited by his widow and are avail
able as a Regnery/Gateway paper
backed book. This article, one of the
lectures, is here reprinted by permission
of the publishers. All rights reserved.

The book, Economic Policy: Thoughts
for Today and Tomorrow, also may be
purchased at $4.95 from The Founda
tion for Economic Education, Inc.,
Irvington-an-Hudson, N.Y. 10533.

other people-that it is through
their own merit that they are get
ting higher wages than other people.

It would only be necessary for an
American worker to visit another
country-let us say, Italy, where
many American workers came
from-in order to discover that it is
not his personal qualities but the
conditions in the country that make
it possible for him to earn higher
wages. If a man from Sicily migrates
to the United States, he can very
soon earn the wage rates that are
customary in the United States. And
if the same man returns to Sicily, he
will discover that his visit to the
United States did not' give him qual
ities which would permit him to
earn higher wages in Sicily than his
fellow countrymen.
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Nor can one explain this economic
situation by assuming any inferior
ity on the part of entrepreneurs out
side the United States. It is a fact
that outside of the United States,
Canada, Western Europe, and cer
tain parts of Asia the equipment of
the factories and the technological
methods employed are, by and large,
inferior to those within the United
States. But this is not due to the
ignorance of the entrepreneurs in
those ((undeveloped" countries. They
know very well that the factories in
the United States and Canada are
much better equipped. They them
selves know everything they must
know about technology, and if they
do not, they have the opportunity to
learn what they must know from
textbooks and technical magazines
which disseminate this knowledge.

Once again: the difference is not
personal inferiority or ignorance.
The difference is the supply of capi
tal, the quantity of capital goods
available. In other words, the
amount of capital invested per unit
of the population is greater in the
so-called advanced nations than in
the developing nations.

A businessman cannot pay a
worker more than the amount added
by the work of his employee to the
value of the product. He cannot pay
him more than the customers are
prepared to pay for the additional
work of this individual worker. If he
pays him more, he will not recover

his expenditures from the custom
ers. He incurs losses and, as I have
pointed out again and again, and as
everybody knows, a businessman
who suffers losses must change his
methods ofbusiness, or go bankrupt.

Marginal Productivity

The economists describe this state
of affairs by saying ((wages are de-
termined by the marginal productiv
ity of labor." This is only another
expression for what I have just said
before. It is a fact that the scale of
wages is determined by the amount
a man's work increases the value of
the product. If a man works with
better and more efficient tools, then
he can perform in one hour much
more than a man who works one
hour with less efficient instruments.
It is obvious that 100 men working
in an American shoe factory,
equipped with the most modern
tools and machines, produce much
more in the same length of time
than 100 shoemakers in India, who
have to work with old-fashioned
tools in a less sophisticated way.

The employers in all of these de
veloping nations know very well
that better tools would make their
own enterprises more profitable.
They would like to build more and
better factories. The only thing that
prevents them from doing it is the
shortage of capital. The difference
between the less developed and the
more developed nations is a function
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of time: the British started to save
sooner than all other nations: they
also started to accumulate capital
and to invest it in business. Because
they started sooner, there was a
higher standard of living in Great
Britain when, in all other European
countries, there was still a lower
standard of living. Gradually, all
the other nations began to study
British conditions, and it was not
difficult for them to discover the
reason for Great Britain's wealth. So
they began to imitate the methods of
British business.

Since other hations started later,
and since the British did not stop
investing capital, there remained a
large difference between conditions
in England and conditions in those
other countries. But something hap
pened which caused the headstart of
Great Britain to disappear.

Investment Abroad

What happened was the greatest
event in the history of the
nineteenth century, and this means
not only in the history of an individ
ual country. This great event was
the development, in the nineteenth
century, of foreign investment. In
1817, the great British economist
Ricardo still took it for granted that
capital could be invested only within
the borders of a country. He took it
for granted that capitalists would
not try to invest abroad. But a few
decades later, capital investment

abroad began to play a most impor
tant role in world affairs.

Without capital investment, it
would have been necessary for na
tions less develOPed than Great Brit
ain to start with the methods and
the technology with which the
British had started, in the begin
ning and middle of the eighteenth
century, and slowly, step by step
always far below the technological
level of British economy-try to im
itate what the British had done.

It would have taken many, many
decades for these countries to attain
the standard of technological de
velopment which Great Britain had
reached a hundred years or more
before them. But the great event
that helped all these countries was
foreign investment.

Foreign investment meant that
British capitalists invested British
capital in other parts of the world.
They first invested it in those Euro
pean countries which, from the point
of view of Great Britain, were short
of capital and backward in their
development. It is a well-known fact
that the railroads of most European
countries, and also of the United
States, were built with the aid of
British capital. You know that the
same happened in this country, in
Argentina.

The gas companies in all the cities
of Europe were also British. In the
mid 1870s, a British author and poet
criticized his countrymen.. He said:
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((The British have lost their old vig
our and they have no longer any
new ideas. They are no longer an
important or leading nation in the
world." To which Herbert Spencer,
the great sociologist, answered:
HLook at the European continent.
All European capitals have light be
cause a British gas company pro
vides them with gas." This was, of
course, in what seems to us the ~~re

mote" age of gas lighting. Further
answering this British critic, Her
bert Spencer added: ~~you say that
the Germans are far ahead of Great
Britain. But look at Germany. Even
Berlin, the capital of the German
Reich, the capital of Geist, would be
in the dark if a British gas company
had not invaded the country and
lighted the streets."

British Capital in the U.S.

In the same way, British capital
developed the railroads and many
branches of industry in the United
States. And, of course, as long as a
country imports capital, its balance
of trade is what the noneconomists
call ~~unfavorable."That means that
it has an excess of imports over
exports. The reason for the ((favor-
able balance of trade" of Great Brit
ain was that the British factories
sent many types of equipment to the
United States, and this equipment
was not paid for by anything other
than shares of American corpora~

tions. This period in the history of

the United States lasted, by and
large, until the 1890s.

But when the United States, with
the aid of British capital-and later
with the aid of its own procapitalis
tic policies-developed its own
economic system in an unpre
cedented way, the Americans began
to buy back the capital in stocks
they had once sold to foreigners.
Then the United States had a sur
plus of exports over imports. The dif
ference was paid by the importation
-by the repatriation, as one called
it-of American common stock.

This period lasted until the First
World War. What happened later is
another story. It is the story of the
American subsidies for the bellig
erent countries in, between, and
after two world wars: the loans, the
investments the United States made
in Europe, in addition to lend-lease,
foreign aid, the Marshall Plan, food
that was sent overseas, and other
subsidies. I emphasize this because
people sometimes believe that it is
shameful or degrading to have
foreign capital working in their
country. You have to realize that, in
all countries except England, foreign
capital investment played a consid
erable part in the development of
modern industries.

If I say that foreign investment
was the greatest historical event of
the nineteenth century, you must
think of all those things that would
not have come into being if there



1980 FOREIGN INVESTMENT 245

had not been any foreign invest
ment. All the railroads, the harbors,
the factories and mines in Asia, and
the Suez Canal and many other
things in the Western hemisphere,
would not have been constructed
had there been no foreign invest
ment.

Safe from Expropriation

Foreign investment is made in the
expectation that it will not be ex
propriated. Nobody would invest
anything if he knew in advance that
somebody would expropriate his in
vestments. At the time when these
foreign investments were made in
the nineteenth century, and at the
beginning of the twentieth century,
there was no question of expropria
tion. From the beginning, some coun
tries showed a certain hostility to
ward foreign capital, but for the
most part they realized very well
that they derived an enormous ad
vantage from these foreign invest
ments.

In some cases, these foreign in
vestments were not made directly to
foreign capitalists, but indirectly by
loans to the foreign government.
Then it was the government that
used the money for investments.
Such was, for instance, the case in
Russia. For purely political reasons,
the French invested in Russia, in
the two decades preceding the First
World War, about twenty billion
gold francs, lending them chiefly to

the Russian government. All the
great enterprises of the Russian
government-for instance, the rail
road that connects Russia from the
Ural Mountains, through the ice
and snow of Siberia, to the
Pacific-were built mostly with
foreign capital lent to the Russian
government. You will realize that
the French did not assume that, one
day, there would be a communist
Russian government that would
simply declare it would not pay the
debts incurred by its predecessor,
the tsarist government.

Unexpected Confiscation

Starting with the First World
War, there began a period of
worldwide open warfare against
foreign investments. Since there is
no remedy to prevent a government
from expropriating invested capital,
there is practically no legal protec
tion for foreign investments in the
world today. The capitalists did not
foresee this. If the capitalists of the
capital exporting countries had
realized it, all foreign investments
would have come to an end forty or
fifty years ago. But the capitalists
did not believe that any country
would be so unethical as to renege
on a debt, to expropriate and confis
cate foreign capital. With these acts,
a new chapter began in the econom
ic history of the world.

With the end of the great period in
the nineteenth century when
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foreign capital helped to develop, in
all parts of the world, modern
methods of transportation, man
ufacturing, mining, and agriculture,
there came a new era in which the
governments and the political par
ties considered the foreign investor
as an exploiter who should be ex
pelled from the country.

In this anti-capitalist attitude the
Russians were not the only sinners.
Remember, for example, the expro
priation of the American oil fields in
Mexico, and all the things that have
happened in this country (Argen
tina) which I have no need to dis
cuss.

Anticapitalism in India

The situation in the world today,
created by the system of expropria
tion of foreign capital, consists
either of direct expropriation or of
indirect expropriation through
foreign exchange control or tax dis
crimination. This is mainly a prob
lem of developing nations.

Take, for instance, the biggest of
these nations: India. Under the
British system, British capital
predominantly British capital, but
also capital of other European
countries-was invested in India.
And the British exported to India
something else which also has to be
mentioned in this connection; they
exported into India modern methods
of fighting contagious diseases. The
result was a tremendous increase in

the Indian population and a corre
sponding increase in the country's
troubles. Facing such a 'worsening
situation, India turned to expropria
tion as a means of dealing with its
problems. But it was not always
direct expropriation; the govern
ment harassed foreign capitalists,
hampering them in their invest
'ments in such a way that these
foreign investors were forced to sell
out.

India could, of course, accumulate
capital by another method: the
domestic accumulation of capital.
However, India is as hostile to the
domestic accumulation of capital as
it is to foreign capitalists. The In
dian government says it wants to
industrialize India, but what it
really has in mind is to have social
ist enterprises.

A few years ago the famous
statesman Jawaharlal Nehru pub
lished a collection of his speeches.
The book was published with the
intention of making foreign invest
ment in India more attractive. The
Indian government is not opposed to
foreign investment before it is in
vested. The hostility begins only
when it is already invested. In this
book-I am quoting literally from
the book-Mr. Nehru said: ttOf
course, we want to socialize. But we
are not opposed to private enter
prise. We want to encourage in
every way private enterprise. We
want to promise to entrepreneurs
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who invest in our country, that we
will not expropriate them nor
socialize them for ten years, perhaps
even for a longer time." And he
thought this was an invitation to
come to India!

The problem-as you know-is
domestic capital accumulation. In
all countries today there are very
heavy taxes on corporations. In fact,
there is double taxation on corpora
tions. First, the profits of corpora
tions are taxed very heavily, and the
dividends which corporations pay to
their shareholders are taxed again.
And this is done in a progressive
way.

Taxing Profits

Progressive taxation of income
and profits means that precisely
those parts ofthe income which peo
ple would have saved and invested
are taxed away. Take the example of
the United States. A few years ago,
there was an cCexcess-profit" tax,
which meant that out of one dollar
earned, a corporation retained only
eighteen cents. When these eighteen
cents were paid out to the share
holders, those who had a great num
ber of shares had to pay another
sixty or eighty or even greater per
cent of it in taxes. Out of the dollar
of profit they retained about seven
cents, and ninety-three cents went
to the government. Of this ninety
three percent, the greater part
would have been saved and in-

vested. Instead, the government
used it for current expenditure. This
is the policy of the United States.

I think I have made it clear that
the policy of the United States is not
an example to be imitated by other
countries. This policy of the United
States is worse than bad-it is in
sane. The only thing I would add is
that a rich country can afford more
bad policies than a poor country. In
the United States, in spite of all
these methods of taxation, there is
still some additional accumulation of
capital and investment every year,
and therefore there is still a trend
toward an improvement of the stan
dardof living.

But in many other countries the
problem is very critical. There is
no--or not sufficient-domestic sav
ing, and capital investment from
abroad is seriously reduced by the
fact that these countries are openly
hostile to foreign investment. How
can they talk about industrializa
tion, about. the necessity to develop
new plants, to improve conditions,
to raise the standard of living, to
have higher wage rates, better
means of transportation, if these
countries are doing things that will
have precisely the opposite effect?
What their policies actually accom
plish is to prevent or to slow down
the accumulation of domestic capi
tal and to put obstacles in the way
of foreign capital.

The end result is certainly very
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bad. Such a situation must bring
about a loss of confidence, and there
is now more and more distrust of
foreign investment in the world.
Even if the countries concerned
were to change their policies im
mediately and were to make all pos
sible promises, it is very doubtful
that they could once more inspire
foreign capitalists to invest.

International Cooperation

There are, of course, some
methods to avoid this consequence.
One could establish some interna
tional statutes, not only agree
ments, that would withdraw the
foreign investments from national
jurisdiction. This is something the
United Nations could do. But the
United Nations is simply a meeting
place for useless discussions. Realiz
ing the enormous importance of
foreign investment, realizing that
foreign investment alone can bring
about an improvement in political
and economical world conditions,
one could try to do something from
the point of view of international
legislation.

This is a technical legal problem,
which I only mention, because the
situation is not hopeless. If the world
really wanted to make it possible for
the developing countries to raise
their standard of living to the level
of the American way of life, then it
could be done. It is only necessary
to realize how it could be done.

What is lacking in order to make
the developing countries as prosper
ous as the United States is only one
thing: capital-and, of course, the
freedom to employ it under the dis
cipline of the market and not the
discipline of the government. These
nations must accumulate domestic
capital, and they must make it pos
sible for foreign capital to come into
their countries.

For. the development of domestic
saving it is necessary to mention
again that domestic saving by the
masses of the population presup
poses a stable monetary unit. This
·implies the absence of any kind of
inflation.

A great part of the capital at work
in American enterprises is owned by
the workers themselves and by
other people with modest means.
Billions and billions ofsaving depos
its, of bonds, and of insurance
policies are operating in these en
terprises. On the American money
market today it is no longer the
banks, it is the insurance companies
that are the greatest money lenders.
And the money of the insurance
company is-not legally, but
economically-the property of
the insured. And practically every
body in the United States is insured
in one way or another.

The prerequisite for more
economic equality in the world is
industrialization. And this is possi
ble only through increased capital
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investment, increased capital ac
cumulation. You may be astonished
that I have not mentioned a mea
sure which is considered a prime
method to industrialize a country. I
mean . . . protectionism. But tariffs
and foreign exchange controls are
exactly the means to prevent the
importation of capital and industri
alization into the country. The only
way to increase industrialization is
to have more capital. Protectionism
can only divert investments from
one branch of business to another
branch.

The Failure of Protectionism

Protectionism, in itself, does not
add anything to the capital of a
country. To start a new factory one
needs capital. To improve an al
ready existing factory one needs
capital, and not a tariff.

I do not want to discuss the whole
problem of free trade or protec
tionism. I hope that most of your
textbooks on economics represent it
in a proper way. Protection does not
change the economic situation in a
country for the better. And what
certainly does not change it for the
better is labor unionism. If condi
tions are unsatisfactory, if wages
are low, if the wage earner in a
country looks to the United States
and reads about what is going on
there, if he sees in the movies how
the home of an average American is
equipped with all modern comforts,

he may be envious. He is perfectly
right in saying: ((We ought to have
the same thing." But the only way to
obtain it is through an increase in
capital.

Labor unions use violence against
entrepreneurs and against people
they call strikebreakers. Despite
their power and their violence, how
ever, unions cannot raise wages con
tinually for all wage earners.
Equally ineffective are government
decrees fixing minimum wage rates.
What the unions do bring about (if
they succeed in raising wage rates)
is permanent, lasting unemploy
ment.

But unions cannot industrialize
the country, they cannot raise the
standard of living of the workers.
And this is the decisive point. One
must realize that all the policies of a
country that wants to improve its
standard of living must be directed
toward an increase in the capital
invested per capita. This per capita
investment of capital is still increas
ing in the United States, in spite of
all of the bad policies there. And the
same is true in Canada and in some
of the West European countries. But
it is unfortunately decreasing in
countries like India.

We read every day in the news
papers that the population of the
world is becoming greater, by
perhaps 45 million people-or even
more-per year. And how will this
end? What will the results and the
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consequences be? Remember what I
said about Great Britain. In 1750
the British people believed that six
million constituted a tremendous
overpopulation of the British Isles
and that they were headed for
famines and plagues. But on the eve
of the last world war, in 1939, fifty
million people were living in the
British Isles, and the standard of
living was incomparably higher
than it had been in 1750. This was
the effect of what is called
industrialization-a rather in
adequate term.

Capital Migration

Britain's progress was brought
about by increasing the per capita
investment of capital. As I said be
fore . . . there is only one way a
nation can achieve prosperity: ifyou
increase capital, you increase the
marginal productivity of labor, and
the effect will be that real wages
will rise.

In a world without migration bar
riers, there would be a tendency all
over the world toward an equaliza
tion of wages rates. If there were no
migration barriers today, probably
twenty million people would try to
reach the United States every year,
in order to get higher wages. The
inflow would reduce wages in the
United States, and raise them in
other countries.

I do not have time to deal with
this problem of migration barriers.

But I do want to say that there is
another method toward the equali
zation of wage rates all over the
world. This other method, which op
erates in the absence of the freedom
to migrate, is the migration of capi
tal. Capitalists have the tendency to
move towards those countries in
which there is plenty of labor avail
able and in which labor is reason
able. And by the fact that they bring
capital into these countries, they
bring about a trend toward higher
wage rates. This has worked in the
past, and it will work in the future,
in the same way.

When British capital was first in
vested in, let us say, Austria or
Bolivia, wage rates there were much,
much lower than they were in Great
Britain. But this additional invest
ment brought about a trend toward
higher wage rates in those coun
tries. And such a tendency prevailed
all over the world. It is a very well
known fact that as soon as, for in
stance, the United Fruit Company
moved into Guatemala, the result
was a general tendency toward
higher wage rates, beginning with
the wages which United Fruit Com
pany paid, which then made it
necessary for other employers to pay
higher wages also. Therefore, there
is no reason at all to be pessimistic
in regard to the future of ttunde
veloped" countries.

I fully agree with the Communists
and the labor unions, when they say:
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CCWhat is needed is to raise the stan
dard of living." A short time ago, in
a book published in the United
States, a professor said: ceWe now
have enough of everything, why
should people in the world still work
so hard? We have everything al
ready." I do not doubt that this pro
fessor has everything. But there are
other people in other countries, also
many people in the United States,
who want and should have a better
standard of Iiving.

Outside of the United States-in
Latin America, and still more in
Asia and Africa-everyone wishes
to see conditions improved in his
own country. A higher standard of
living also brings about a higher
standard of culture and civilization.

So I fully agree with the ultimate
goal of raising the standard of living
everywhere. But I disagree about
the measures to be adopted in at
taining this goal. What measures
will attain this end? Not protection,
not government interference, not
socialism, and certainly not the vio
lence of the labor unions (euphemis
tically called collective bargaining,
which, in fact, is bargaining at the
point of a gun).

No Instant Paradise

To attain the end, as I see it, there
is only one way! It is a slow method.
Some people may say, it is too slow.
But there are no short cuts to an
earthly paradise. It takes time, and

one has to work. But it does not take
as much time as people believe, and
finally an equalization will come.

Around 1840, in the western part
of Germany-in Swabia and
Wiirttemberg, which was one of the
most industrialized areas in the
world-it was said: cCWe can never
attain the level of the British. The
English have a head start, and they
will forever be ahead of us." Thirty
years later the British said: ceThis
German competition, we cannot
stand it, we have to do something
against it." At that time, of course,
the German standard was rapidly
rising and was, even then, approach
ing the British standard. And today
the German income per capita is not
behind that of Great Britain at all.

In the center of Europe, there is a
small country, Switzerland, which
nature has endowed very poorly. It
has no coal mines, no minerals, and
no natural resources. But its people,
over the centuries, have continually
pursued a capitalistic policy. They
have developed the highest standard
of living in continental Europe, and
their country ranks as one of the
world's great centers of civilization.
I do not see why a country such as
Argentina-which is much larger
than Switzerland both in population
and in size-should not attain the
same high standard of living after
some years of good policies. But-as
I pointed out-the policies must be
good. @
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In Defense of
Decadent Europe

HENRY KISSINGER has called
Raymond Aron's In Defense of Dec
adent Europe (Regnery-Gateway,
P. O. Box 207, South Bend, Indiana
46624, 297 pp., $14.95) ~~one of the
most important intellectual state
ments of our time." Certainly its
acceptance in France, where Aron
was long ago hailed as the Walter
Lippmann of his country and then
ignored, is indicative 'of its
bellwether value.

Aron has attempted nothing less
than to confute Joseph Schumpeter's
famous prediction that capitalism
would be undermined not by any
economic shortcomings but by a
fatal inability to enlist the continu
ing support of the intellectuals, or
those among them whom Irving
Kristol calls the ~~new class."

Schumpeter's thesis always
seemed particularly relevant when
one looked at the French scene. The
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French intellectuals, young and old,
listened respectfully when Jean
Paul Sartre, the playwright, wrote
that ~~Marxism remains the unsur
passable philosophy of our era." All
through the Sixties the French uni
versity students flocked to the
Sartre standard, even erupting
without visible grievances into the
type of violence that, in America,
was blamed on the Vietnam War.

The Communists, of course, con
tinued to get something like a fifth
of the French vote. Combined with
the two-fifths commanded by the
socialists, the Communist vote
might have pushed France over the
brink. The fact that it didn't was due
to a semi-Stalinist headstrong lead
ership that refused to follow the Ital
ian ~~Eurocommunists"who have
tried to sneak up on the bourgeois by
pretending to a belief in the eternal
relevance of democratic procedures.
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Time has passed in France since
the student outbreaks of 1968, and
the intellectuals have had some sec
ond thoughts. They are now discov
ering that, in Raymond Aron, they
have had the sort of thinker that
goes in the United States by the
name of neo-conservative. Former
socialists such as Jean-Francois
Revel are, amid some continuing
confusions, coming to see that Aron
has all along been right in champi
oning the virtues of a free economy
and classical, as opposed to collec
tivist, liberalism.

Developments in Europe

It was thirty years ago that Aron,
a professor of sociology, joined forces
with Jean Monnet in the effort to
unite western Europe both economi
cally and politically. Despite a «par
liament" at Strasbourg, Monnet's
hopes have never been fulfilled. The
nations of the Ctwestern rump of
Europe" have followed different
courses. West Germany has been the
most capitalistic. Spain has just re
cently emerged from the extreme
authoritarianism of the Franco
years. Portugal was saved by a
miracle from going wholly Com
munist. Switzerland remains its in
dividualistic self, but the virus of
social democratic welfarism has
sapped the economic strength of
England, Scandinavia and, to a les
ser extent, the Low Countries.
France and Italy have survived, one

gathers, because of a cynicism that
has always enabled productive Lat
ins to elude the tax collector and
maintain the health of the ((other,"
or subterranean, economy.

Western Europe might be called
«decadent" for a number of reasons.
But Aron uses the word affection
ately, as if to say, «If this be dec
adence, make the most of it." The
true decadence, he thinks, is what
he calls ~~the Marxist vulgate." And
he wonders that so many in the
Europe of his affections should have
been so impressed by Marxism
Leninism-and even Stalinism
over the years.

Aron's chief rhetorical tool is his
Gallic sarcasm. Marxism, he notes,
has never yet managed to create a
state that has shown any tendency
to wither away. Nor has the pro
letariat, or the «working class," ever
taken the lead in pulling off a revo
lution. Lenin and Trotsky, in Rus
sia, relied on a small band of profes
sional revolutionaries drawn from
the intellectual classes. They were
terrorists even more than they were
Marxists-Lenin believed that it
was better to kill a hundred inno
cent people than let one guilty per
son go free, and he actually put this
in writing. In China, Mao depended
on his professional revolutionary of
ficers, and he worked through the
peasantry, not the city proletariat.
Eastern Europe was taken over by
the Red Army in 1945 and 1946 and
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forced to become Communist in spite
of itself. In Cuba and Chile, Marxists
succeeded by cheating. Castro posed,
for a period, as the voice of the
anti-Batista middle classes. Al
lende, in Chile, was voted into office
as a ttdemocrat." Fortunately, the
Chilean middle classes caught on to
the swindle before Chile weRt under
completely. The Cuban middle class
es were not so lucky.

A Parade of Ironies

What impresses Aron is that all of
the ttMarxist" and Hproletarian"
revolutions occurred in parts of the
world that had never been industri
alized. This was certainly not what
Marx had predicted. Lenin's theory
that the West European countries
must have colonies to exploit if they
were to preserve high standards of
living at home also proved an utter
fallacy. The Dutch were far better
off after their loss of Indonesia; the
French were never so prosperous
once they relinquished Indochina
and Algeria. As for the West Ger
mans and the Japanese, they have
proved conclusively that the need
for ttlebensraum" is a delusion.

Aron concludes from his parade of
ironies that Marxism-Leninism and
Maoism are theories for ttthe use of
fanatics and dunces." The whole
theory of central planning, he says,
would be disastrous if it were to be
adopted in any.advanced economy.
Where there are thousands of differ-

ing relationships between prices,
not even a central planning board
consisting ofSolomons could provide
a system that would bring the right
materials to the right place at the
right time and in the right quan
tities. Without a capitalist outer
world to provide pricing informa
tion, the Soviet and the East Euro
pean economies would be in a truly
appalling mix-up.

As for ttsurplus value," which
might better be defined as the wage
that is earned by those who provide
the machinery and the requisite
management skills, it exists in any
economy that seeks the means to
perpetuate itself. In socialist coun
tries it is siphoned off by the state
for various purposes which include,
besides the development of new
business, the maintenance of all the
special privileges of the bureauc
racy. It is no accident, to use a Marx
ist expression, that there are few
private cars in Russia, or that a
peasant, seeking a hoe for his pitiful
private plot, has to improvise one for
himself.

True enough, there is no un
employment in Soviet Russia, but
this is because every existing job is
split in many ways. Russia boasts
that it outproduces the United
States in steel. But with all its steel
capacity it cannot provide its work
ers with decent housing or small
tools.

Aron piles irony upon irony. But
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the strangest irony of all is that the
West has been ~~unaware of its own
superiority." Aron paints a picture
of western Europe as ~~its own vic
tim." He suggests that it has en
gaged in ideological drug addiction.
The question, with Aron, is whether
it can emerge from its dope dream in
time to arm itself against the new
Genghis Khans who' use Marx to
cover their predatory instincts. The
response to Aron's book in France is
encouraging. One hopes it has not
come too late. ®

PERCEPTION, OPPORTUNITY,
AND PROFIT: STUDIES IN THE
THEORY OF ENTREPRENEURSHIP
by Israel M. Kirzner
(University of Chicago Press, 11030 S.
Langley Ave., Chicago, III. 60628), 1979
274 pages. $15.00 cloth

Reviewed by Brian Summers

IF economics is to be of any practical
use, it must relate to the real world.
But most economists make unrealis
tic assumptions--equilibrium, per
fect competition, and the like
which, if not handled with great
care, lead to absurd policy conclu
sions.

Perfect knowledge is implicit in
many of these assumptions. If we
assume that individuals have per
fect knowledge of all available op-

portunities, then nothing remains to
be discovered. With the assumption
of perfect knowledge, human action
is reduced to a mechanical alloca
tion of given resources among a
given hierarchy of ends.

But, Israel Kirzner points out,
people do not instantly perceive all
opportunities. There are always op
portunities for mutually beneficial
exchanges waiting to be discovered.

For example, a basket of oranges
may be available in the market for
$5, while consumers may be willing
to pay $12 for the same oranges
converted into marmalade. The en
trepreneur who perceives this, and
who keeps his other costs below $7,
brings about a mutually favorable
trade between orange growers and
marmalade users while earning a
profit for himself.

This insight-that the free mar
ket profit and loss system facilitates
the discovery of opportunities for
mutually beneficial exchanges
sheds new light on the workings of
the market economy.

For instance, advertising is seen
not as a device for manipulating
consumers, nor merely as a means of
conveying information. Rather, ad
vertising alerts consumers to the
availability of products. If an adver
tisement is colorful, funny, or noisy,
it is because the advertiser believes
that this is needed for consumers to
notice that a purchase opportunity
exists.
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Besides casting new light on the
free enterprise system, Professor
Kirzner offers profound insights into
the consequences of government in
tervention. For example, in a
thought-provoking chapter on indi
vidual liberty, he points out that
freedom is usually ~~identified with
the power to achieve chosen goals.
Loss of freedom quite similarly,
comes to be identified with thwarted
desires. Freedom comes, from such a
perspective, to be something whose
curtailment triggers immediate
pain. One cannot lose freedom, in
this view, without feeling its loss.
The matter is seen quite differently
from the entrepreneurial perspec
tive on freedom.

~~The entrepreneurial view of
freedom permits us to see how free
dom to choose may inspire the dis
covery of opportunities that may be
invisible to those to whom this free
dom is denied. Those to whom the
freedom to choose has been denied
will, in such cases, have no inkling
that they are being denied an
otherwise attainable goal. One de
nied the right to choose to enter
college may never realize that he
possesses the intellectual potential
to be admitted to college. Denial of
freedom to choose, from this
perspective, does not necessarily in
flict the pain of thwarted desires. In
fact, one may lack freedom and be

convinced that one's well-being is
wholly unaffected by its lack."

Thus, the very nature of govern
ment intervention precludes a c~n

crete specification of all the liberties
which have been impaired by the
growth of the state. Similarly, it is
impossible to know-much less
measure-all the costs of interven
tion. We simply cannot know what
exchange opportunities might have
been noticed had government inter
vention not removed the means of
exploiting them.

Perhaps the most important chap
ters in this book deal with property
rights. Rather than viewing prop
erty rights as arising solely from (1)
~~mixing labor" with unowned re
sources and (2) voluntary transac
tions, Kirzner offers a finders
creators-keepers approach. Accord
ing to this view, entrepreneurs dis
cover and hence create new values.
An entrepreneur who discovers that
he can buy a product for $8 and sell
it for $10 can be thought of as creat
ing the $2 profit.

Perception, Opportunity, and
Profit is replete with such profound
insights. The style is easy to follow,
but where Kirzner has broken new
ground, the reader had best proceed
with careful deliberation. And when
the reader is finished, he may find
that some of his old assumptions
have been dropped along the way.'
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IF the term ((growing old gracefully"
ever applied to any particular indi
vidual, it sure fits my Aunt Elsie. At
90 she needs a magnifying glass to
read the paper, but read the paper
she does, as well as live alone and
keep house, braid room-size rugs,
make needlepoint pictures, refinish
furniture, and baby-sit great
grandchildren. She goes to church,
takes care in her appearance and
always maintains a cheerful disposi
tion. Ask her for a recipe of life and
she would tell you to ((take pride in
your work and let other people be, so
they can do the same."

And you know this recipe has
more than individual application. It
is really the answer also to the eco-

This article Is from the 1979 Annual Report of the
Abingdon (illinois) Bank and Trust Company of
which Mr. Heiple Is President.

nomic and political problems that
beset the nation and the world. It is
the simple solution to the current
conflict in the economics profession
between micro-economics and mac
ro-economics.

Macro-economics is the economic
theory which looks to the statistics
of a nation's total economic activity
(gross national product, etc.) and
holds that policy change designed
to alter these total statistical aggre
gates is the way to determine
economic policy and promote eco
nomic progress. Micro-economics,
in contrast, is the economic theory
which says the statistics of total
economic activity are valueless as
far as providing clues to policy de
cisions. Micro-economics holds that
the individual person and the way
his individual activity is influenced
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by governmental policy is the ex
planation to economic progress or
the lack of economic progress.

Economists, like doctors, tend to
make simple things sound difficult.
It may be that ((a transverse fracture
of the ulna" is medically precise but
a simple ((broken arm" is often a
superior explanation. The conflict
between micro vs. macro can also be
simplified. The macro believers
would have government plan the
economy and they would force the
individual citizen through regula
tion and taxation to spend his
money and time in ways the plan
ners think desirable, even though
the individual would not make the
same choice if left to his own desire.
Individuals like Karl Marx, Nikolai
Lenin, John Maynard Keynes, Ken
neth Galbraith and Walter Heller
are individuals who could be de
scribed as macro-economists.

On the other hand individuals
such as Adam· Smith, Ludwig von
Mises, Friedrich Hayek, and my
Aunt Elsie are micro-economists.
They believe that each individual
person is able to make his own deci
sions better than some bureaucrat.
They believe that each individual, if
faced with the choice of working or

J. Ollie Edmunds
IDEAS ON

going hungry, will work, and that no
individual as a matter of right has a
claim to another person's property.
This does not mean charity is pre
cluded. It does mean that giving to
another is voluntary and not com
pulsory. They believe that people, if
left alone unhindered by regulation
and excessive taxation, will produce
more, consume more, save more, and
in so doing create a better nation
and society for everyone.

My Aunt Elsie, without ever hav
ing gone to college or read an eco
nomics book, knows human na
ture, the way life really is, and more
about economics than Galbraith,
Heller, and Keynes put together. She
knows instinctively that inflation,
unemployment, excessive taxation,
oppressive welfare, shoddy mer
chandise, a shortage of competent
help, and a general feeling of dis
satisfaction are all the results of
macro-economic policy of regulation
and taxation. How much better it
would be if our national policy was
to let people alone to take care of
themselves. The progress, prosper
ity, and well-being that would flow
from this philosophy would stagger
the imagination of the supreme op
timist. ®

LIBERTY

THE time has come for us to re-establish the rights for which we
stand-to reassert our inalienable rights to human dignity, self-respect,
self-reliance-to be again the kind of people who once made America
great.



Free
Enterprise
and
Health
Care

Frank J. Primich

ANY discussion of free enterprise or
of the free market requires a clear
definition of these terms. Free refers
to freedom of choice, not freedom
from cost or responsibility. Free re
fers to freedom from regulation and
restriction, other than those laws
necessary to protect individuals
from force and fraud. The free mar
ket implies the willful exchange of
goods or services, either directly or
through the intermediate utilization
of a stable measure of value, such as
money.

This country's economy was origi
nally based upon such a system, and
prospered in direct proportion to the

Frank J. Prlmlch, M.D., Is Assistant Director of
Obstetrics and Gynecology at Riverside General
Hospital In secaucus, New Jersey. This article Is
drawn from a lecture In a course on "Understanding
American Business" offered to secondary and
elementary school teachers through the Foundation
for Free Enterprise of Hackensack, New Jersey.

extent of adherence to the principles
involved. From the very beginning,
there were those who realized the
advantages to individuals or pres
sure groups of selected interference
with the process which would bene
fit some, at the expense of others.
The miracle ofmarket exchange and
pricing is that it tends to bring sup
ply and demand toward a balance.
The steadily increasing intervention
of government into the process has
deprived the free market of the pric
ing mechanism indispensable to its
success. It is the ultimate irony for
those responsible for our current di
lemma to justify further interven
tion by claiming that the free mar
ket does not work, when in reality it
is government which created and
continues to intensify the problems.

Inflation, once it is understood,
illustrates most clearly how gov-
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emment creates problems, and then
deceitfully uses its access to the
media to shift the blame onto the
victims of its action. Inflation is
purely and simply the expansion of
the money supply. By printing
worthless paper dollars to pay for
deficit spending, previously circulat
ing money is diluted and devalued.
Rising prices, rising wages, and the
rising cost of living are not the cause
of inflation; they are its results. Ap
peals to ~~fight inflation" by volun
tary or mandatory restraints consti
tute a smokescreen.

To obtain votes, essential for elec
tion and reelection, and ensure the
power and benefits to which their
offices entitle them, our elected offi
cials, in varying guises, have
brought into being innumerable
programs for the involuntary trans
fer of wealth. Since there are more
poor than rich, even in our affluent
society, it is effective political prac
tice to appeal to the masses with the
usoak the rich" approach. The truly
rich have the influence and means
to avoid most if not all of the burden
supposedly aimed at them. As it
turns out, the ~~rich" who are being
~tsoaked" are you and I.

Every additional governmental
rule and regulation created in the
past fifty years can be readily shown
to offer an advantage to some indi
vidual or group, at the expense of
competitors and the general public.
Subsidies, bailouts, wage and price

controls, mInImum wages, Hfree"
services, and the like further disrupt
and destroy what is left of our no
longer free market.

When Wealth Is Dissipated

The socialist egalitarian concept
of redistribution of wealth requires
a wealth to be redistributed. What
happens when that wealth, in our
case the product of the free market,
has been dissipated, and no new
wealth created? More ~tfunny mon
ey" from the federal printing press
will not forestall for very long the
inevitable economic collapse and
subsequent social chaos.

Health care is a rather vague
term that is interpreted in many
differing ways. There are some
well-documented facts that must be
understood in order to intelligently
discuss the subject. Of the physical
and emotional problems for which
people seek aid, about 80 per cent
are directly or· indirectly self-in
duced, and as such, with adequate
understanding, are amenable to
self-correction.

Since it is often easier to have
someone else correct the problem
through the use of medication,
surgery, or any of the prevalent
methods of mind control, such ser
vices must represent a value to the
recipient. Willingness to pay for
such services with part of the in
come from one's productive efforts is
in keeping with the free market
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principles. When that service be
comes ((free at the point of consump
tion" demand becomes infinite, ex
ceeds supply, and astronomically in
creases the actual cost of provision.

As a rather simple example of the
above, let us assume that you come
to me for relief of what we will both
eventually agree is a common head
cold. You present with a runny nose,
a headache, a slight temperature
elevation, a cough, and ((generalized
malaise," which means you feel
lousy all over. I now order a com
plete blood count, and since we have
drawn the blood, a battery of blood
chemistry tests. A chest X-ray and
X-rays of your sinuses come next.
Since your headache could be an
early symptom of a brain tumor, a
C.A.T. scan is ordered. Assuming
none of these studies show any sig
nificant abnormalities, I might now
prescribe a cough medicine, a
((strong" pain reliever, a nasal de
congestant, and an antibiotic, use.;.
less for a cold, but occasionally jus
tified as preventing further compli
cations. Hopefully, I will also sug
gest that you go home to bed and
drink plenty of fluids.

If I were to tell you that there was
no charge for all of these services,
you might consider me very
thorough and efficient. Were I to
demand the going rate, you would
certainly view me as a charlatan.
Am I any less a charlatan because
you fail to realize that ultimately

you or your neighbor will pay that
bill through higher taxes or higher
insurance premiums?

Irresponsible Promises

Medicare and Medicaid were pro
posed to cost a fraction of their
present expense. Part of the problem
was the unrealistic projection by
would-be experts who had little un
derstanding of the unlimited de
mand that arises for anything pre
sented as free of charge. A far
greater responsibility should be
borne by those who were aware of
this fact, but for political benefit
gave their support, confident that
they could eventually shift the
blame for failure to the would-be
providers of these services. This in
turn would justify additional ex
penditures and further intrusive
regulations by a bigger bureaucra
cy to control the scapegoats. When
this predictably failed, still another
round of the same would maintain
the upward spiral of cost, while as
suring the comparable degree of de
terioration in the quality of care.

We are well into the scenario I
have just outlined, and the oft
repeated accusations against the
scapegoat providers are gradually
gaining credibility through mere
repetition. I have long contended
that physicians, and health provid
ers in general, are made up of a
relatively small percentage of truly
dedicated and highly ethical indi-
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viduals, an equally small but far
more evident number of rip-off art
ists, with the vast majority spread
between the two extremes. Unfortu
nately, as the realities of the situa
tion become more obvious, those
near the lower end of that middle
group are opting to become dishon
est in order to survive in a dishonest
system.

These defectors have discovered
that in our contemporary society
crime not only pays, it pays well.
Faced with unrealistically low re
muneration for their services, they
have used the easy expedient of ad
ditional short unnecessary visits
and rarely or barely indicated tests

. and procedures to resolve the in
equity. I do not offer this observa
tion as any justification for their
actions but simply as a sad commen
tary on the results one might easily
have predicted for these pie-in-the
sky programs.

We hear much about the high cost
of health care, which I freely admit is
exorbitant. At present, hospitals are
under attack with threats of «man
datory cost containment," a concept
as anti-free market and short-sight
ed as one will find. It is another
name for the old wage and price
control approach. Even the «liberal"
economists have, after observing re
peated failures of such programs,
conceded that they do not work.
There is a limited short-run effect
that has appeared politically advan-

tageous, but is impossible to sustain.
The best description is to liken the
process to locking the lid on a boil
ing pot. Unless you put the fire out,
an explosion is inevitable.

High Hospital Costs

Let me give you my analysis of the
causes of high hospital costs. These
opinions are not something I
dreamed up, but the result of my
study of those free market
economists whose advice has been so
much scorned and suppressed by
ttliberal" politicians and communi
cations media.

1. Inflation. Government caused,
it is reflected in the higher prices of
supplies, labor, and capital im
provements.

2. Compliance with governmental
regulations. Recent estimates of the
cost of compliance with those regu
lations not directly related to pa
tient care in New York range be
tween $45 and $50 per patient day.

3. Minimum wage laws. This
greatest single cause of unemploy
ment strikes particularly hard at
hospitals. The biggest single item in
any hospital budget is payroll.
While. most of us agree that nurses
are underpaid, the relegation of in
creasing numbers of them to pa
perwork may reopen that old argu
ment.Rules, regulations, and at
tempts at giving adequate service
necessitate the employment ofmany
individuals not directly involved in
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patient care. Many of these have
menial jobs with productivity that
in the free market would not merit
the $3.10 hourly minimum wage.
Mandatory employer contributions
to social security, unemployment
and disability funds raise this
hourly cost excluding Ufringe bene
fits" to between $5 and $6. Do you
still wonder where your money is
going?

4. Excess beds. This frequently
distorted factor, originally created
by governmental promises and sub
sidies, would be readily correctable,
were it not for governmental regula
tions and job security considera
tions.

These four major factors are gov
ernment caused, and can only be
made worse by government
takeover. Removal of government
involvement would resolve, or at
least vastly improve, the problem in
each category.

5. Cost of technological advances.
To some degree, this is a necessary
price for progress. Injudicious
exploitation can only be controlled
by individual responsibility on the
part of both doctors and patients.
Declaring a moratorium on progress
is a poor solution.

6. Overutilization and unneces
sary surgery. Both abuses exist, the
degree depending upon definition.
The cause is shared by mercenary
providers and irresponsible pa
tients. Since this subject is so often

distorted in its presentation, it de
serves discussion.

Let me start by not merely conced
ing, but deploring the fact that there
are far too many doctors who mis
diagnose, or worse yet, misrepresent
in order to perform what I call t~re_

munerative surgery." I am not ad
vocating the abandonment of fees.
The term Uremunerative surgery" is
reserved for those cases where the
sole indication for the operation is
the fee. In this same category are
those physicians who hospitalize pa
tients for non-surgical conditions
when hospitalization is not essential
to the treatment. The current policy
of third party payers which rejects
claims for the same services if per
formed on an out-patient basis is a
major contributing factor. These
same doctors are often guilty of ex
tending hospital stays for no better
reason than the prospect of payment
for additional daily token visits.

In most better hospitals, these
practices are kept to a minimum by
means of the long-standing Peer re
view process. This requires but a few
of the staff members to be willing to
expend the time and effort needed to
police the activities of all the staff
members through the appropriate
review committees. Sadly, there are
innumerable obstacles, legal and
otherwise, to the exposure and con
trol of the guilty. However, persis
tence and what can only be de
scribed as harassment have proved
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effective. Real punishments are
rare, but the deterrent effect is in
disputable.

Real Demand Stems
from the Individual Consumer

Probably the most vital factor in
the health care equation is the con
sumer. Since it is the demand for
services that governs the amount,
quality, and cost of provision, let's
examine the word demand. As used
in the law of supply and demand it
represents a desire or need for a
product or service. In reference to a
hold-up man, tax collector, or the
holder of a promissory note, it is a
more forceful term. The respect of
such demands, backed by law or
force, or both, becomes mandatory.

As with so many political perver
sions of our language and our con
stitution and bill of rights, you may
be surprised to learn that there is no
such thing as a «right to health
care." Nor is there a ((right to food,"
a ((right to clothing," a ((right to
shelter" or any of the other·wrong
rights being advocated. Where
health care is concerned, the uncon
stitutional application of majority
rule to provide benefits to almost
everyone at the expense ofrelatively
few gains wide acceptance. In the
free market, on the other hand, one
gets what one pays for. As such,
responsibility for the nature and de-

gree of demand rests with the indi
vidual consumer.

Remember that individual re
sponsibility, or lack of it, is the de
termining factor in the preservation
or loss of individual freedom. If an
individual desires to live his life as
he chooses, so long as he does not
infringe upon the equal rights of
others, he must accept full responsi
bility for himself. Ifgood health care
were freely available, we could then
afford the waste of government allo
cation and control. But because it is
so scarce and costly is precisely the
reason why concerned individuals
should rely upon the efficient mar
ket process of bringing.supply and
demand toward balance.

My solution to the problem of me
dical indigency is, as you might
guess, the same as my solution to
the problem of health care in gen
eral: a return to the free market
throughout our economy. Freed of
governmental restrictions, we would
rapidly approach full employment.
Without the huge involuntary plans
of wealth-sharing, we would be fi
nancially able to exercise our well
established charitable instinct to
help the incapacitated and the truly
needy.

Freed of government harassment,
we might again exercise our in
alienable rights of life, liberty, and
the pursuit of happiness. ®
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truancy laws have served to remind
children and their parents that the
doors of the schoolhouse are open
wide to all, and that they not only
have the right to enter, but the duty
to learn. No one but they themselves
can ever do that. What needs restat
ing is not the right to an education,
but the duty of every child to learn.
Whatever pedagogues may claim,
there is no such thing as teaching;
there is only such a thing as learn
ing. If the aery-fairy Year of the
Child is to lead the young into the
real world where he may become a
mature adult, he must meet duty
face to face. He must discover his
first duty is to learn, because to be
ignorant is a shameful state. With
out that duty, all of the education in
the world will drain from his brain
like rain off a duck.

The Double-Headed
Coin of Rights
and Duties

M '/ ~.
({I;-,!wl1t1

A COUNTRY in which everybody
demands his rights is like a house in
which everyone is shouting for his
supper with no one in the kitchen
to cook it.

The International Year of the
Child spawned a rash of rights
that look much like the pimples of
puberty on the faces of the pupils
of at least one Canadian public
school.

The object of the exercise was to
create a ((tribute to the Interna
tional Year of the Child that would
be everlasting." Here are some of
the debts said to be owed to
children by teachers, parents and
others-all framed and enshrined on
a prominent wall in the M. J. Cold
well School in Regina.

"The Right to an Education"

There is scarcely a child of the
past half a century who has not had
this right served up to him on heap
ing platters. Indeed for years,

267
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"The Right to Develop His
Potential to the Fullest"

Everyone has the right to develop
his muscles so that he can lift a
hundred and fifty pounds, the right
to strengthen his brain so he can
understand Einstein's mass-energy
theory, the right to stretch his legs
so he can run the four-minute mile
like Bannister, and the right to ac
quire the skill to play the violin like
Yehudi Menuhin. But what do those
rights mean until the individual
recognizes that the responsibility of
improving his body and his mind,
his Iegs and his fingers are his
alone? Nothing can happen to realize
any of those wonderful results until
the individual applies effort and
hard work to achieve what he
genuinely wants. The right to de
velop without the will to grow is a
seed that is neither planted nor cul
tivated, but is cast on a concrete
road and dries and disintegrates for
lack of nutriment, and so is lost to
the world at the end of the day.

"The Right to Be a Useful
Member of Society"

Every community hungers for
comPetent, educated and energetic
people to take on the responsibilities
of caring for its parks and public
places, of beautifying the dumps, of
producing clear cold water for the
dwellers of the tenements, of bring
ing light to the slums and letting

pure air into the caverns of the city.
Everyone has, a right to improve
himself and his community. The
smallest child can keep his yard and
neighborhood clean, can refrain
from heaving rocks through win
dows and drag-racing on main street
and breaking beer bottles on the
sidewalk. He will then become a
useful member of society. It is not a
((right" to adopt a life style that is
civilized, it is a duty. Every new
generation that is born into this
world is a fresh barbarian invasion
that will seize and grasp and de
mand and consume everything in
sight, until it is civilized into under
standing its duty to give and yield
and respond and produce.

"The Right to Be Raised in the
Spirit of Peace, Understanding,
Cooperation and Friendship"

Peace, understanding, coopera
tion, friendship. These are not gifts
that fall from heaven to those who
sit idly by awaiting their blessings.
Peace is not a right: it is a duty, the
burden of which men and women of
good will must carry upon their
shoulders knowing it to be a trea
sure beyond all measure. Coopera
tion is not conduct that one may
demand of another; it is a quality of
the human state that one can give
and, in offering it, learn that it is
returned like the smile in a girl's
eyes or a handshake when the fin-
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gers linger long, carving the mem
0ry of a moment into the lines of
your hand and heart. Friendship is
not a bank account established by a
stranger to pick your lucky ticket in
a lottery. It is a bundle of duties and
obligations that may bud and blos
som into a rose for those you love,
that one day may be returned to you
with all of its fragrance gone, but
shorn of every thorn.

"The Right to Affection, Love and
Understanding from Teachers and
Fellow Students"

To consider ((affection and love"
our right is to misunderstand the
individual's humanity. Love is not
taken like an apple from a tree, but
only given. And understanding is
not a right, but a pilgrimage on a
long and tortuous road that has no
end. No one can demand affection,
no one can elicit love-not even with
the most complex machine man's
ingenuity can create. To claim love
as a right is as foolish as to demand
that the rain cease to fall upon you.
The greater the demand, the greater
will be your disappointment.

The simple fact of life is that there
are no rights that bloom in the
human state. There are only obliga
tions; it is they that are the seeds
which, planted and laboriously nur
tured, may one day blossom into
rights.

Bills of Human Rights and laws
that pretend unconditionally to dis-

tribute ((rights" are illusions like the
commercials that advertise free
money, or effortless muscle build
ing, fat melting or wrinkle routing.
They exist only in one's imagina
tion.

To my young friends so preoccu
pied with the gimmies that mas
querade as rights, may I suggest
this: If you hope to enjoy the right to
a hot bowl ofsoup at lunch time, you
will be doomed to disappointment
and will never have it unless some
one assumes the duty of finding the
meat and vegetables to cook it, and
takes the time and trouble in the
kitchen to produce it, and with affec
tion (or out of a sense of duty) places
that bowl of soup on a plate on the
table for you to eat and enjoy. With
out duty there is no soup. And no
one has a right to expect to enjoy
soup unless he also is prepared to
perform his duty to cook it!

You may think you have a right to
walk down the street at night in
safety. But simply to declare that
such a right exists will give you
neither safety nor comfort. It is only
if I, and every other citizen assume
the duty to give you free passage
and not molest you, that you can
walk in safety on the city street
you claim to be your own.

A ((right" is a coin with only one
side. Unless it has another side on
which the word ((duty" appears, the
coin is as worthless as a Czarist
ruble. You may have the right to pass
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it on to buy an apple, but if your
grocer thinks it worthless, he has no
obligation to accept it for his fruit,
and you will go hungry. How valu
able, then, is your one-sided coin that
reads ((rights," without the other
side that spells duties?

Have you .ever thought that the
Ten Commandments, older than the
hills of Galilee and as durable as
Mount Sinai, speak not a single
word about human rights? They do
not suggest you have a right to God's
love, but rather, that you have a
duty to love your God.

They do not create a right to make
demands upon your parents, but
they speak of the duty of every child
to love and cherish and honor his
mother and father: the duty to care
for them as they grow old and feeble.

The United Nations Declaration
of Human Rights was written in
1948 in the belief it would make us

Character Must Be Earned

all more mindful of our duty to act
justly toward our neighbors, what
ever their color, creed or origin.
Ever since, we have heard more and
more about human rights, and less
and less about Personal duties. It
was once considered enough for
legislatures to declare, Ulet light
abound that right be found." But
laws can no more grant the smallest
right to Peter without imposing a
corresponding duty on Paul. If Peter
is to be a pumpkin eater, Paul must
be a pumpkin picker.

Let us then place alongside the
Declaration of the Rights of the
Children of the M. J. Coldwell
School, a Proclamation of the Duties
of the young to themselves, their
parents and teachers, their friends
and their neighbors. And let us not
forget how large a part simple cour
tesy and good manners make up the
basket of our duties. ,

IDEAS ON

UBERTY

WHEN a man is on his own, an individual responsible for himself, he
must earn a character-a personal character that is perhaps his first
necessity. Others may then learn and imitate his qualities and
capabilities. In a planned society he has no need of a character, for no
such thing is wanted. No national or universal plan can afford to take
the least notice of his personal character.

As an individual responsible for himself, a man must also acquire
credit. Others must be convinced that he is credit-worthy; that he can
be trusted; that what he undertakes he will perform to the limits of his
ability. But when he is planned, nothing so troublesome is in the least
necessary.

SIR ERNEST BENN. "Rights for Robots"
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HEALTH
CARE:

Cross Questio
Crooked Answ

AT the sometimes innocent parties I
went to when I was an adolescent we
occasionally played a game called
uCrossQuestions and Crooked An
swers." Boys were lined up on one
side and girls on the other. Each boy
was handed a slip of paper on which
a question was written. Each girl
got one with an answer. When they
had been written, each question had
an appropriate answer to it. But
they were passed out randomly so
that, hopefully, the questions no
longer matched the answers when
they were read. If all went well,
there would be a series of mala
props, inanities, and ribaldries.

Dr. Caraon haa written and taught extenalvely,
specializing In American Intellectual history. The
most recent of tllaMvera' books, World In the Grip
01 an 'dea, Is available at $14.95 from The Founda
tion .for Economic Education, Inc., Irvlngton-on-
Hudson, New York 10533.

A variation of Cross Questions
and Crooked Answers has now
achieved adult status. Political in
volvement in medicine has made it
commonplace without our being
aware of it. Let us take a statement
first. It is usually worded something
like this: UEvery American should
have quality medical care." Now,
the question, ((Don't you want the
best quality medical care possible?"
It is tempting to treat this as a
straight question, and to make what
appears to be the only reasonable
answer. Namely, ((Of course, I want
the best quality medical care possi
ble." From that point on the discus
sion degenerates into a debate as to
which is the best possible system for
providing quality medical care. It
may notbe a futile debate, but it is
apt to be inconclusive because the
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best points have been conceded by
the answer given to the question.

This is so because ((Don't you want
the best medical care possible?" is a
Cross Question. It is a Cross Ques
tion which will most likely elicit a
Crooked Answer. Indeed, it is what
one of my professors in graduate
school called a false question. A
false question is one which can only
be answered by giving an answer
that will be in some part wrong,
regardless ofwhat angle you take on
it.

To illustrate, let me give the oppo
site answer to the question, a some
what perverse answer, if you like.
UNo, I do not want the best possible
medical care. In fact, I do not want
medical care at all. Medical care is
not something one drools over, like a
steak, the best cut ofwhich everyone
should have. I do not long for the
ministrations .of physicians or for
the comforts of a hospital bed. In
deed, my preferences run in the op
posite direction, to have as little
truck with any of these as possible."

The answer is evasive, of course,
but it is evasion with a point. I want
the question reworded. The first
order ofbusiness is not the quality of
medical care; medical care is only a
means, not an end. The quality of
life is my main concern, not the
quality of medical care. The ques
tion might be rephrased this way:
What do you want from life to which
medical care (and its quality pre-

sumably) is directly related? Now
that is a straight question which can
be given a straight answer.

My answer would go something
like this. I want the use of my facul
ties with as little impairment as
possible. I want to see, hear, smell,
feel, walk, taste, talk, and use my
limbs well so that I can function
normally. Why? So that I can look
after myself. So that I can manage
my own affairs. So that I can be
independent in order to fulfill my
purpose as a man. In short, my con
cern with medical care is as an ad
junct to my personal independence.

Restore the Patient

Contemporary medical practice
has this as its primary aim. Its aim
is to maintain or restore the inde
pendence of the individual, to get
him up and walking again, to get
him to looking after his bodily
needs, to get him to exercising his
faculties, and so on. The desired goal
is dismissal of the patient and a
minimal dependence on drugs. In
short, good medical practice re
quires that the patient be restored to
independent status as quickly as in
the judgment of the attending
physician he is ready for it.

Medical care cannot correctly be
considered in a vacuum. When we do
so we can only ask Cross Questions
and get Crooked Answers about it. It
is part of the larger corpus of life
itself, and ordinarily a subordinate
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part. In the context of the state
ments made above, the aim ofmedi
cal care-the maintaining and re
storing of personal independence
is part ofthe broader aim ofpersonal
independence for individuals.
Whatever impairs the independence
of the individual will tend to be
detrimental to the aims ofmedicine.

Government intervention is on a
collision course with the best in con
temporary medical practice. This
may be clear to some when the mat
ter is considered only from the angle
ofquality medical care, but it should
be apparent to all when it is looked
at from the broader angle of the
independence of individuals. The
purpose of medicine is to foster indi
vidual independence; the impact of
government intervention is to re
duce the independence of the indi
vidual and make him dependent on
government. It is this case that is
conceded or ignored when we focus
exclusively on quality of medical
care.

Perpetual Dependence

Here is a story which illustrates
how government intervention tends
to thwart the broader purpose of
medicine by establishing perpetual
dependencies. It is a true story. It is
even a kind of horror story when its
implications are contemplated. Here
it is.

Several years ago I was living and
working in Pennsylvania. My father

lived in Alabama and was, when
most of these events transpired, in a
small hospital in Georgia. One eve
ning, I got a call from my sister who
told me that our father was very ill
and that the doctor had said the
family should be notified. Presum
ably, he was dying. It would not have
been surprising, for he was 88 years
old and had not been in good health
for some time.

We flew the next day to see him.
Two aspects of his condition stood
out. One was that he had lost
weight-in fact, was not far from
being emaciated. The other was that
he had been having hallucinations.
He was conscious most of the time,
knew everyone, and was lucid
enough in conversation. Except, it
soon became clear to me that when
he was at his best he still believed in
the reality ofwhat he had seen when
he was hallucinating. I spent the
better part of a day at his bedside,
and he seemed to want to talk about
his hallucinations. (He did not call
them that, of course, they were to
him unpleasant things he had actu
ally experienced.)

When I talked to the attending
physician-in fact, he was the only
doctor associated with the hos
pital-he was rather vague. His
prognosis was that my father might
die at any time, or he might live for
a while longer. Beyond that, he only
observed that it was good for me to
visit with my father. I began to
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learn some interesting, and disturb
ing, things about the hospital, too. It
was preternaturally quiet, and they
tried to keep it that way. There were
few visitors, except those who came
to see my father. One did not en
counter patients in the hallways,
though there were several nurses
about. On inquiry, I was told that
the patients were all old and bedrid
den.

In fact, it was not what I would
call a hosptial; it was a nursing
home with a physician and nurses in
attendance, and hospital rates were
being charged. Whether all the pa
tients were being given tranquiliz
ers, I do not know, but my father
was. It was a place where old people
on Medicare were brought to die.

We moved my father to another
hospital as .soon as we could get an
ambulance. I later talked with the
new physician who had examined
him there. He indicated that it was
too soon to make a firm prognosis
but that the vital signs were all
good. My father was in no imminent
danger, as far as could be deter
mined. I asked if the medication he
had been given would be continued.
No, the doctor said, for the time, at
least, he would be taken off all
drugs. What about diet, I asked. My
father could eat anything he
wanted,he said, and would be en
couraged to eat. (He had been on a
restricted diet under the other
physician.)

The atmosphere in this hospital
was quite different from the other
one. It was alive. Patients were
clearly there only temporarily for
healing, hOPefully, and recUPeration.
I was there once when the physician
came in to see my father. He talked
to him about going home, about his
getting up from the bed, and about
going hunting, which was one of my
father's favorite activities. Subtly,
he was getting my father to think of
getting well and inviting him back
to life.

Within a day a considerable
change had occurred in my father.
He was more cheerful; he had begun
to eat, and was beginning to do
things for himself. Within a short
time, he returned home to take up
the normal course of his life. He
lived for several years after these
events, and most of the time he was
up and about. The memory of the
hallucinations only faded slowly,
but otherwise he was better than he
had been for some time.

A Cure that Kills

From what illness was my father
suffering? It is reasonable to con
clude, ex post facto, that he was
suffering most directly from mal
nutrition and drug-induced halluci
nations. Add to that the fear that
arises from helplessness when one
suspects he is terminally ill and is
waited on hand and foot. The mal
nutrition was no doubt a conse-



1980 HEALTH CARE: CROSS QUESTIONS AND CROOKED ANSWERS 275

quence of the restricted diet plus an
habitual finickiness about eating.
There may have been somejustifica
tion for the restricted diet, for he
had arteriosclerosis and complained
from time to time of angina attacks,
though they were not usually se
vere. As for the tranquilizers, I can
only speculate as to why they were
prescribed. Father was inclined to
be a noisy patient, groaning and
making some loud sound when a
pain struck him. The tranquilizers
were supposed to keep him quiet,
though they did not succeed in doing
so.

More broadly, he was a victim of
the Dependency Syndrome induced
by government involvement in
medicine. My father had become de
pendent on government to pay for at
least a portion of his medical care.
The physician had become depen
dent upon government for much, or
most, of his income. This arrange
ment is conducive to the establish
ing of a relation of continual dePen
dence upon medical care in the pa
tient. For quite a while before my
father had been confined in that
small hospital he had gone regularly
to that physician's office for injec
tions. There was no prospect that he
would get well or be dismissed. After
each brief session with the physi
cian, he was let go with these words,
USee you again in two weeks."

So far as a layman may judge of
such matters, that man had earlier

been a comPetent physician. He had
been a skilled surgeon with a good
practice. I knew him some two de
cades before the events related above,
and at that time he was interested
in healing his patients, getting them
back on their feet, and dismissing
them from his care as soon as the
situation warranted it. The eventual
indePendence of his patients was his
goal.

In the interval, he had changed.
He was no longer practicing
medicine. He was practicing Medi
care. He had bought the govern
ment's line. Government had pro
claimed, by its actions, that medical
care was a good for the aged. It was a
good of such importance that it
should be made readily available at
the taxpayer's expense. If medical
care is such a good, is it not reason
able to conclude that the aged
should continually receive it? And
there could be no doubt that he was
dispensing a considerable amount
of medical care, or something that
had the look of it.

Too Much Care

But medical care is not a good. It
is, if I may so phrase it, a ubad."
Drugs can have disastrous side ef
fects. Diets can starve. Lying in bed,
even in a hospital, can have de
bilitating effects. Dependency on
doctors,nurses, and medicines is
unwholesome. True, a skillful
physician, with sound and indepen-
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dent judgment, attentive to the con
dition of his patients, can use
medicine, diets, hospitals, and all
the other paraphernalia of modern
medical practice to good effect. This
tells us, too, what is good: it is the
skill, the sound judgment, the inde
pendence, and the careful attention.
That is the good for which we should
pay, and, having had to pay, we are
reminded that it is scarce and
should be used only when there is
some need.

The quality of medical care is a
secondary issue. What is at issue
primarily in the thrust of govern
ment into medicine is individual in
dependence. The great aim of medi
cal practice is not to provide medical
care; it is to restore patients to
whatever status of independence is
possible. The best medicine is some
times no medicine at all. However,
that decision should not be made by
dispensers of medical care but by
medical doctors of independent
judgment. Government intervention
reduces the independence of physi
cians and of the population gener
ally. A physician may still heal a
particular disease, but he cannot re
store the full independence of a man
who has become deeply dependent
on government. The doctor in the
small hospital was not on a collision
course with government; he had ac
cepted the dependent status of those
whom he treated and was bent on
perpetuating it.

It is not my purpose here, how
ever, to dismiss the question ofqual
ity. Once it has been placed in the
broader context to which it
belongs-the quality of life-it can
be properly considered. No doubt,
most people would like to have a
high quality of treatment when they
stand in need of medical attention.
Thus, some observations on the im
pact of government intervention on
the quality of medicine are now in
order.

Why Intervention Fails

The tendency of government in
tervention is to increase the quan
tity and reduce the quality. It does
so for three reasons mainly.

First, by removing or reducing the
cost factor in medical treatment, it
increases the demand for it. Given
the same number of medical person
nel, the result is longer waits in
doctor's offices, less attention per
patient in hospitals, and a dilution
of the quality of what is received.

Second, when government pre
scribes standards of treatment they
are, and must be, minimum stan
dards. To put it another way, what
ever standard government pre
scribes becomes the minimum stan
dard. The way this works was well
illustrated in housing. Most houses
built over the last thirty or forty
years have four inches of insulation
above the ceiling. Much of this is
blown-in insulation. Why? Because
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F.R.A. required four inches of insu
lation, and that is what most houses
got. It was widely claimed that the
F.H.A. requirements became the
standard of the industry. They were,
of course, minimum (and inadequate)
standards, something the rising cost
of energy has helped to bring to
our attention. (The F.H.A. standard
having been discredited did not, of
course, lead that organization to re
tire from the field. It has simply set
higher standards which, in turn, be
come the minimum standard.) A
similar development is occurring in
the generic drug movement. If the
F.D.A. and other agencies are suc
cessful, minimally effective drugs
will become the standard. To the
extent that government pays for
medical attention, it will be in ac
cord with minimal requirements.
Open heart surgery with a triple
by-pass, will be open heart surgery
with a triple by-pass, and that is
what will be paid for. In short, far
from providing the highest quality
medical care possible, we will tend
to get the lowest quality which the
law allows.

Third, government intervention
tends to restrain and inhibit innova
tion. No standards can be set for
that which does not exist, and no
price scales can be devised. Weare
experiencing already the slowdown
that results from having to gain gov-

ernment approval before new drugs
can be put on the market. The test
ing requirements are already so pro
hibitive that men will tend to turn
their energies away from trying to
innovate. The same restrictions do
not yet apply to procedures, but
there is an inhibitive tendency there
also.

The Quality of Life

This brings us back, however, to
my original point. The quality of
medical treatment cannot be fully
considered as separate from the
quality of life in general. The inno
vations which raise the quality of
medicine are themselves a product
of the independence and freedom of
individuals. Reduction in the inde
pendence of individuals by restric
tions must inevitably result in lower
quality medical treatment than
would otherwise have been avail
able. But medical treatment itself is
but an adjunct to the independence
of individuals.

In the final analysis, then, there is
one straight question that can be
asked which, when it is answered
straight, provides the answers to the
subordinate questions as well. It is
this: Do you want that quality of life
which is possible when individuals
are independent? If so, you will want
as well the availability of the high
est quality of medical treatment. @



David P. Hunt

Two YEARS AGO much of the United
States experienced a natural gas
shortage of emergency proportions;
today, there is a surplus of natural
gas. What happened to turn a short
age into a surplus so quickly? What
similarities are there between the
natural gas shortage and today's
gasoline shortages?

There has been little change in
basic natural resources in the last
two years to explain the shift from
shortage to surplus. New discoveries
of natural gas still fall short of an
nual production. The ratio of proven
reserves to production is still declin-
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ing as the carrying cost of this 10
year inventory rises. But the much
publicized decline in annual produc
tion has halted and seems poised to
turn upward. Geologists now esti
mate that at today's prices the U.S.
probably has another 50 year's re
serves that could be economically
produced if wells are drilled.
World-wide potential gas reserves
are now at least 200 times the
world's annual consumption. And
these figures don't count gas from
coal, gas from shale, or gas from
other technologically feasible alter
natives that can supplement con
ventional natural gas supplies.

The reason for the natural gas
shortage was not a lack of natural
resources but the lack of an
economic policy permitting the de
velopment of these resources. Why
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was the U.S. the only country in the
world to experience a natural gas
shortage?

Federal ceiling prices on natural
gas production sold across state
lines were first established in 1954.
For almost 15 years the ceiling
prices remained nearly constant
while inflation eroded the number of
new wells that could be drilled with
the revenue stream from past drill
ing investments. By 1968 interstate
price ceilings were too low to attract
new capital investment for drilling
ventures, and over half of the inde
pendent producers in the U.S. had
gone out of business. Natural gas
distributors in consuming states
such as Ohio, which obtains 90 per
cent of its gas from out of state,
found that they were no longer able
to contract for new interstate
supplies to meet growing market
demands stimulated by low prices
relative to alternate fuels. What fol
lowed was the destruction of market
equilibrium that could have been
predicted by any economist.

While consumers can change their
energy consumption patterns signif
icantly in the long run, the demand
for energy, and each specific form of
energy, is rather inelastic in the
short run. Consumers can switch
fuels or reduce consumption only if
they make the capital investment to
replace or modify their existing
appliances, buildings, industrial
processing equipment or vehicles.

There are also three to five years
lead times between investment deci
sions and the development ofenergy
resources. In the severe natural gas
shortage of the winter of 1977, sup
ply fell short ofdemand by only 3 Per
cent and yet the impact was felt by
almost everyone. Likewise, the re
cent gasoline shortage is the result
of a very small supply/demand im
balance relative to the total market.

The Market at Work

The natural gas shortage would
have been far more severe and still
exist today were it not for the fact
that market forces eventually pro
vide the incentive to circumvent
government controls. For example,
blocked from interstate sources of
gas in 1969, The East Ohio Gas
Company turned to two other
sources not subjectto federal regula
tion: Ohio intrastate resources and
the·world market.

Company management recog
nized the need for a short-term sup
ply to fill in the gap until gas could
be obtained from the world market
or until U.S. policy would again en
courage gas production for in
terstate sales. For that vital interim
supply, the Company turned to the
previously marginally economic
Ohio gas fields. The unregulated
price paid to small independent
Ohio producers was doubled, then
tripled, and within several years
Ohio production tripled also. The
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share of market met with Ohio gas
increased from 5 per cent to 15 per
cent in three years.

As vital as the Ohio gas has been
in minimizing shortages, it must
still be kept in perspective. It is not
the long-term solution to Ohio's
energy problems. All of the gas be
lieved to be in Ohio could meet the
needs of Ohio consumers for only
two years.

For a longer-term solution, East
Ohio Gas, as part of the Consoli
dated Natural Gas System, signed a
25-year contract in 1970 to bring
liquefied natural gas by tanker from
Algeria. After years of government
red tape and $2 billion of construc
tion, LNG deliveries began in 1978.
LNG will increase supplies by 15 per
cent and satisfy market growth for
the next ten years.

In the meantime, federal policy on
natural gas has become more realis
tic. Interstate price ceilings have
been increased in real dollar terms
beginning in 1975 and the Natural
Gas Policy Act of 1978 established
interim price ceilings leading to
complete decontrol by 1985. The
stage is now set for free market

The Price of Price Controls

forces to do what federal regulation
has been unable to do: to balance
supply and demand at the lowest
reasonable price.

Despite an eightfold increase in
the wellhead prices ofnew sources of
gas in the last ten years, natural gas
is still the bargain energy. Natural
gas distributors have moderated
much of this increase by blending
the new supplies with lower cost
supplies under older contracts. For
the customers of The East Ohio Gas
Company, rates have just doubled in
the last ten years-a pace only
slightly exceeding the general infla
tion rate. Natural gas is still only
two-thirds the cost of home heating
oil or coal and one-fourth the cost of
electricity.

Higher prices have already begun
to dampen demand and increase
drilling. Conservation, primarily in
response to increased· cost, has re
duced residential use per customer
by 15 per cent since October 1973,
and gas well completions· are on the
rise again-proof again that energy
shortages are more the result of
economic policy than the availabil
ity of natural resources. ,

IDEAS ON

LIBERTY

THE evidence is clear and overwhelming. Throughout forty centuries of
human experience, price controls at their best have always been a
miserable failure. At their worst, they have led to famine and to
bloodshed-to defeat and to disaster.

IRVING s. OLDS



Donald McLaughlin

GOLD
HAS RISEN
But Remains
the Same

NOT very long before his untimely
death, Jacques Rueff in his fluent
but slightly accented English com
mented that further debates on the
status of gold in the monetary sys
tem seemed hardly necessary for
ttevents were taking over." And in
deed they have.

With surprisingly little fanfare,
gold is maintaining its finn place in
the world's reserves where it com
mands a respect far greater than
any of the. fiat currencies that pass
for money these days. That this
could happen in spite of the persis
tent anti-gold position of successive
United States Administrations over
more than four decades still further
emphasizes its durability as money
and the firm faith all manner ofmen
have in it-apart from those who

Dr. Donald H. Mclaughlin, mining geologl.t and
.ngl....r, form.rly served a. pre.ldent and contln
u.. a. a director and chairman of the .x.cutlve
commltt.. of Hom.stak. Mining Company.

rule in Washington and bankers
whose skill is largely in manipula
tion of the technicalities of increas
ingly complex instruments of credit.

The long record of human history
surely reveals that when money,
whether in the form of precious
metal or credit, is debased and
abused, a nation or even the entire
world suffers. Today we are in a
period of such misbehavior and
mismanagement but the persistent
strength of gold even under these
trying conditions offers hope that, if
it is used wisely and effectively,
order can eventually be restored.

The principle currently known as
Gresham's Law has been recognized
for tens of centuries. It is as sound
today as it was when Aristophanes
used it in a metaphor to illustrate
how good men were driven from
public life in Athens in the same
way that untrustworthy money
forced better money out of circula-
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tion. At about the same time, Aris
totle stated the concept more logi
cally perhaps, but less poetically.
Today, the principle is well under
stood in most high circles in Europe.
In 1973, Milton Gilbert noted that
gold remained unused in the vaults
of the central banks-but not un
loved. In America, unfortunately,
the money managers and politicians
seem less familiar with the classics.

Since. then, eighteen governments
(but not the United States) are valu
ing their official gold stocks closer to
market prices-or more rationally
expressed are putting the currencies
they hold in a realistic ratio to gold.
Furthermore, by utilizing gold at a
market-related rate, the recently
created European Monetary System
has provided the Common Market
countries with a mechanism for
employing their gold reserves
effectively in foreign exchange
transactions. These wise moves tend
to reduce the discrepancies that tend
to immobilize gold in response to
Aristophanes' or Gresham's Law,
even though they do not remove all
fears arising from the continued de
preciation of fiat money.

According to our official policy,
gold has now been demonetized and
henceforth fiat currencies and credit
instruments will be relied upon ex
clusively to perform the services ex
Pected from money. Their most dis
tinctive quality unfortunately ap
pears to be a tendency to decline in

purchasing power, a very trou
blesome defect in anything that
claims to be money.

"Paper Gold"

To overcome the restrictions im
posed by national sovereignty and
political borders, a strange device
known as SPecial Drawing Rights
was created by the International
Monetary Fund, at first vaguely at
tached to gold and now defined in
terms of a cCbasket" of currencies, all
of which are depreciating in real
value though at different rates. In
essence, the SDRs were an attempt
to create an international form of
fiat money. For a time, their en
thusiastic supporters even referred
to them as cCpaper gold." So far, their
acceptance even under duress has
been restrained, to put it mildly.

Even though cCdemonetized" by
the dictum of the United States,
nearly a billion troy ounces of gold
are still firmly held in the official
reserves of the western nations,
rather a substantial amount to de
clare was no longer legal money.
This obvious preference for gold
should be rather disquieting for
those who regard Gresham's Law as
obsolete.

A monetary system based exclu
sively on credit possibly could be
made to function, if managed by a
small group of knowledgeable men
of intelligence and integrity, with
complete political independence and
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power, as well as mastery of the
technical intricacies of money and

.finance and unprejudiced under
standing of both national and inter
national conditions that influence
policies. Until such paragons can be
brought into existence, however, it
will be safer to retain the discipline
of gold as an element of the mone
tary system than to expect that those
who manage money based on credit
and on government fiat will do so
with sufficient skill that it will in
time attain the confidence now
commanded by gold. From the re
cord of centuries this can hardly be
regarded as even a forlorn hope.

Significant Experiments

In the natural sciences, ideas and
hypotheses are tested by controlled
experiments and confirmed or re
jected by their outcome. In the social
sciences such definitive tests are
rarely possible. But with regard to
gold's place in the monetary system
there have been episodes that have
provided results of unusually posi
tive sort.

The first that should have been
regarded as a significant experi
ment was the effort of several gov
ernments at the instigation of the
United States 22 years ago to main
tain the official price of gold at $35
per ounce by making gold available
at this rate on the London market to
all who desired to purchase it. It was
a costly experiment. After several

billion dollars had been spent with
little effect, except to transfer gold
into hands eager to accept it at a
bargain price, the drain on gold re
serves soon became too apparent
and excessive to be tolerated and the
sales were abandoned close to the
Ides of March in 1968, with self
serving explanations that the mis
sion had been accomplished. It was
accompanied by the abrupt an
nouncement that sales and pur
chases of gold by the participating
governments would be discontinued
at the official rate except between
Central Banks.

The restrictions on ownership of
gold were not repealed but miners
and others with gold to sell were
permitted to do so on the market to
specifically authorized purchasers
for whatever price their metal might
command..In spite of predictions by
several prominent economists and
politicians that without the support
of the dollar the gold price would
sink to much lower levels, this didn't
happen. After a short period of little
change, the price started to rise, and
this trend has continued with the
usual market swings but with each
new peak rising above the last. The
results of this experiment alone
should have been accepted as proof
that the price of gold can not be tied
to an unconvertible currency, sub
ject to manipulations that cause it to
depreciate in value.

A second test with equally deci-
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sive results occurred during the
international financial turmoil in
1971 that led to the closing of the
~~gold window" on August 15th,
when the United States Administra
tion announced that it would (or
could) no longer redeem dollars held
by Central Banks in gold at the
official price which by that time had
been raised from Roosevelt's $35 an
ounce to the strangely precise figure
of $42.22 per ounce. The magnitude
of claims in dollars had for some
time made it apparent that the
pledge to honor them in such terms
had become impossible to meet. In
effect, the United States admitted
bankruptcy, as far as its obligation
was concerned to redeem such dol
lars in gold at the official rate.
Again it was made clear except to
those whose anti-gold fixation made
them blind to realities that a fiat
dollar can not control the worth of
gold.

The third experiment was the at
tempt to check the rising price of
gold on the market and the weak
ness of the dollar that it revealed by
substantial sales of gold from the
reserves of the United States Trea
sury and the gold held by the Inter
national Monetary Fund. Whatever
those who initiated this policy had
in mind, it is unlikely that they
anticipated or desired that the mar
ket price of gold would rise in spite
of the large quantities they disposed
of.

Furthermore, in the course of
these sales, the Central Banks of
Europe have not reduced their
stocks of gold and indeed have
firmly held the gold returned to
them by the IMF which hardly
seems in accordance with the deci
sion, sponsored by the United
States, that gold had been de
monetized. Even a number of the
Developing Countries have pre
ferred to accept their allotment of
the IMF sales in gold rather than in
the paper in which the so-called aid
would have presumably been paid to
them.

In the natural sciences, when the
outcome of a series ofexperiments is
so definite, even the most ardent
advocates of the ideas being tested
usually accept them as conclusive.
Unfortunately, the anti-gold group
in power in Washington continues to
ignore their clear message.

An Encouraging Sign

Restoration of the gold standard,
which would require redefinition of
the major currencies in terms ofgold
and establishment of unrestricted
convertibility at new fixed rates,
hardly seems attainable until the
abuses of credit and the increasing
worldwide inflation have been cor
rected and ended. It is still an objec
tive worth striving for but to achieve
it would require more drastic and
disciplined action than our elector
ate and our politicians seeking
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reelection are likely to accept in the
foreseeable future.

Even though restoration of the
gold standard for the time being
may be ruled out, a new monetary
system appears to be evolving in
which gold will continue to have an
important place and be a strong and
stabilizing element. Progress to
ward this end is revealed, not only
by the firm retention of gold stocks
by the major reserve banks-with
the exception of the ill-considered
sales by the U.S. Treasury and its
sycophant, the IMF-but also by the
removal of restrictions on ownership
of gold by citizens and the issuance
by many nations of gold coins whose
worth is primarily determined by
their weight in gold. Among them,
the one-ounce Krugerrand, various
handsome Mexican coins with gold
content stated in metric units, and
new coins struck from old dies such
as the Austrian Krona are notable
examples. The designations in na
tional currency units that some still
bear are obviously meaningless. The
principal contribution by the issuing
government is its seal that justifies
confidence that the gold content is
as stated.

A timely step that would simplify
and create better order, as well as
strengthen the function of gold in
the evolving monetary system,
would be the creation and dissemi
nation of a coin of uniform gold
content, fineness and size that could

become a standard by which other
monetary devices could be mea
sured.

A Coin of Uniform Weight

With one gram of gold adopted as
the basic unit, a coin containing 10
grams of gold (0.322 ounces troy), in
the 90% alloy with copper commonly
used in coinage to provide hardness,
would be a convenient size, slightly
larger than the old American five
dollar gold coin or the British
sovereign.

The acceptance of such a golden
unit would probably be facilitated if
the coins were minted by each of the
major nations and their authenticity
established by them. Uniformity in
design would not be necessary.
Their essential quality would be the
common gold content. Competition
in beauty and esthetic appeal would
have much to commend it.

If an appropriate name for such 10
gram gold coins could be found that
would be easily comprehended
internationally, so much the better,
but ifnot, there would be no harm in
each nation using a term based on
some aspect of the design in which it
took pride.

The unit of measurement, how
ever, should be one gram of gold
which could be abbreviated as 1 gm
Au, a designation that would be un
derstood and translated into any
language in this age of common sci
entific nomenclature. The 10 gm Au



286 THE FREEMAN May

coin which could be acquired and
handled would give the unit a tan
gible reality. This is a quality that
Special Drawing Rights can never
acquire, in spite of the presumption
of their creators in calling them
upaper gold."

Leave It to the Market

The rigid discipline of the gold
standard, however, need not be im
posed until desired. No tie need exist
between any national fiat currency
and the golden units. Any country
would be completely free to indulge
in whatever political, social or
economic policies (or nonsense) it
desired. The only restraint imposed
by the gold in the reserves and the
golden coins would be the effect on
the market price of the currencies
expressed in grams of gold. The ob
jectionable term Uthe price of gold"
could be abandoned, with curren
cies, as well as commodities and
services, priced on the market in a
unit containing a specific weight of
gold. The plethora of quotations of
currencies--dollars, marks, francs,
yen, sovereigns, and the like ex
pressed in each other, all variables
measured by other independent and
sometimes erratic variables~ould

be eventually abandoned. It would
do no harm to continue such ex
change quotations as long as the
momentum of tradition required.
But they should be accompanied by
quotations in the proposed gold un-

its, which would reveal the status of
each national currency in one com
mon standard.

Abuses of credit and excesses in
creation of fiat currencies based on
debt could hardly be concealed, for
they would be promptly revealed in
the price of the paper in gold. The
economy obviously needs both
elements~redit and stable mon
ey-but with gold effectively
utilized in the monetary system a
badly needed base would be pro
vided upon which deficits, changes
in quantity of fiat money and infla
tion, among other evils of the times,
could be clearly revealed.

The Individual's Choice

The individual should of course
have the privilege of acquiring the
golden coins at rates determined by
the market price of the currency he
possessed. The denial of such a free
dom by any government would in all
probability be immediately and un
favorably reflected in the price of
the currency.

The right to buy gold--especially
coins-actually puts into the hands
of anyone desiring to do so, a very
special commodity that has long
possessed the essential qualities of
money, viz., a medium of exchange,
a means of measuring the relative
value of other commodities and ser
vices, and a safe way to store wealth.
The latter quality is not possessed
today by any national currency.
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The existence of a dominant gold
coin-such as the one proposed, con
taining 10 grams of gold-would
provide a simple constant, so to
speak, against which all currencies
could be measured with ease and con
fidence. It would, of course, not be a
constant of value in the strict sense
the term is used in mathematics and
the physical sciences, but it would at
least stand for a fixed quantity of
gold. No commodity-not even
gold-can claim to be invariable in
worth and to provide an unchanging
base for measurement of values of
materials and services, but over the
centuries gold has come nearest to
doing this, as Roy Jastram has so
well demonstrated in his recent
book, The Golden Constant: The En
glish and American Experience,
1560-1976 (John Wiley & Sons, Inc.,
1977)~

Three years ago, the title ofa
speech I gave at an annual gather
ing in a redwood grove in Califor
nia was ~~The Resurrection of Gold
Without Benefit of Clergy." Since
then, in spite of the high priests in
the Treasury and· elsewhere in the
government, Gold Has Risen as the
dollar and other fiat currencies have
deteriorated, and yet its worth, ex
pressed in the cost in gold of a good
dinner, a suit ofelothes, a haircut or
even a barrel of oil has not changed
much. The Resurrection of Gold
should now be regarded as demon-·
strated and as an important advance

toward a sounder monetary system,
with clear distinction between the
status of money based on the rela
tively stable worth of the traditional
monetary commodity-gold-and
the variable national currencies
that represent nothing more than
credit in one form or another.

If this is coming about without
formal conferences and long de
bates, so much the better. The open
market even for currencies is a mas
terful device and one that is essen
tial for economic freedom. It will
continue to prevail and exert its
influence even over the value of un
convertible currencies. With the va
riety of trustworthy coins now avail
able, gold is already gaining more
and more recognition as money in
which currencies can be measured,
and if a gold coin of established
quality gains wide acceptance, the
monetary system will be approach
ing a status in which there will be
far better hope of attaining stability
than has existed since World War II.

Fiat Money Rejected

How the present uncertainties
will end is hard to predict. In the
last few months, the market ~~price"

of gold has risen at an unexpectedly
rapid rate. There are undoubtedly
some undesirable factors involved,
such as excessive transactions in
gold futures, but by and large the
accelerating rate at which gold has
risen is to a much greater extent a
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result of the growing concern about
the domestic economy and the de
teriorating international situation,
not to mention the persistence of
deficit financing and the resulting
unavoidable inflation. If the price of
currencies were quoted in units of
gold rather than the other way
around, the instability attributed to
gold by some of its detractors would
be more clearly revealed as weak
nesses in the artificial devices we
now must use as money.

I do recall, however, that a few
years ago when I was asked in a radio
interview how high the price of gold
would go, I replied that it had ap
proached infinity in German marks
in 1923. That need not and should
not happen in America but with a
few more years of persistent deficits
and unwillingness to forgo ex
travagances in our way of life, it is
a possibility that should not be
lightly dismissed.

Stop Deficit Spending and
Monetization of Debt

The first essential step to prevent
such a disaster is to keep expendi
tures by the government within its
income and to end monetization of
debt. The second even more serious
need is to find the least painful
means of dealing with the tremen
dous and still mounting debt
domestic and international-that
has now reached magnitudes that
make its retirement by conventional

means practically impossible. Re
duction by default and/or by infla
tion are unfortunately much easier.
Repudiation of debt in a more dra
matic way would be the substitution
of a new dollar for a number of
existing dollars. Unfortunately this
procedure is not without precedent.
In 1926-28 Poincare and in 1958
Charles de Gaulle created new
francs for the then current francs
that became known as U ancien
francs." The creation of the
Deutsche Mark is another example.
These procedures were drastic
though probably unavoidable. Such
moves, however, in general are
likely to be a mixture of good and
evil-probably more of the latter
than the former. But, if a country is
forced to ((bite the bullet" to correct
past mistakes and excesses, liquida
tion of excessive debt by payment of
a small fraction in sound money
may not be the worst way and might
even be the best way if the new
currency-or the new dollar or
whatever it might be called-were
made convertible into gold, when a
durable rate could be established.

None of these disturbing de
velopments is inevitable, but unless
the American people and their lead
ers who are dependent on their votes
have the will to put our house in
order and accept the austerity that
must be faced, events will indeed
take over-and they are not likely to
be pleasant. @



Ludwig von Mises

Politics and Ideas

IN the Age of Enlightenment, in the
years in which the North Americans
founded their independence, and a
few years later, when the Spanish
and Portuguese colonies were trans
formed into independent nations,
the prevailing mood in Western
civilization was optimistic. At that
time all philosophers and statesmen
were fully convinced that we were
living at the beginning of a new age
of prosperity, progress, and freedom.
In those days people expected that
the new political institutions-the
constitutional representative gov
ernments established in the free na
tions of Europe and America
would work in a very beneficial way,
and that economic freedom would
continuously improve the material
conditions of mankind.

We know very well that some of
these expectations were too optimis
tic. It is certainly true that we have
experienced, in the nineteenth and
twentieth centuries, an unpre-

cedented improvement in economic
conditions, making it possible for a
much larger population to live at a
much higher standard of living. But
we also know that many of the hopes
of the eighteenth century
philosophers have been badly
shattered-hopes that there would
not be any more wars and that revo
lutions would become unnecessary.
These expectations were not
realized.

During the nineteenth century,
there was a period when· wars de
creased in both number and sever
ity. But the twentieth century
brought a resurgence of the war-like
spirit, and we can fairly well say
that we may not yet be at the end of
the trials through which mankind
will have to go.

The constitutional system that
began at the end of the eighteenth
and the beginning of the nineteenth
century has disappointed mankind.
Most people-also most authors-

289
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who have dealt with this problem
seem to think there has been no
connection between the economic
and the political side of the problem.
Thus, they tend to deal at great
length with the decay of
parliamentarianism-government
by the representatives of the
people-as if this phenomenon were
completely independent of the
economic situation and of the
economic ideas that determine the
activities of people.

But such an independence does
not exist. Man is not a being that, on
the one hand, has an economic side
and, on the other hand, a political
side, with no connection between the
two. In fact, what is called the decay
of freedom, of constitutional gov
ernment and representative institu
tions, is the consequence of the radi
cal change in economic and political
ideas. The political events are the
inevitable consequence of the
change in economic policies.

A Common Goal
Different Ways to Reach It

The ideas that guided the states
men, philosophers and lawyers who,
in the eighteenth century and in the
early nineteenth century developed
the fundamentals of the new politi
cal system, started from the as
sumption that, within a nation, all
honest citizens have the same ulti
mate goal. This ultimate goal, to
which all decent men should be ded-

icated, is the welfare of the whole
nation and also the welfare of other
nations-these moral and political
leaders being fully convinced that a
free nation is not interested in con
quest. They conceived of party strife
as only natural, that it was perfectly
normal for there to be differences of
opinion concerning the best way to
conduct the affairs of state.

Those people who held similar
ideas about a problem cooperated,
and this cooperation was called a
party. But a party structure was not
permanent. It did not depend on the
position of the individuals within
the whole social structure. It could
change if people learned that their
original position was based on er
roneous assumptions, on erroneous
ideas. From this point of view, many
regarded the discussions in the elec
tion campaigns and later in the
legislative assemblies as an impor
tant political factor. The speeches of
members of a legislature were not
considered to be merely pronounce
ments telling the world what a polit
ical party wanted. They were re
garded as attempts to convince op
posing groups that the speaker's
own ideas were more correct, more
beneficial to the common weal, than
those which they had heard before.

Political .speeches, editorials in
newspapers, pamphlets, and books
were written in order to persuade.
There was little reason· to believe
that one could not convince the ma-
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jority that one's own position was
absolutely correct ifone's ideas were
sound. It was from this point of view
that the constitutional rules were
written in the legislative bodies of
the early nineteenth century.

But this implied that the govern
ment would not interfere with the
economic conditions of the market.
It implied that all citizens had only
one political aim: the welfare of the
whole country and of the whole na
tion. And it is precisely this social
and economic philosophy that inter
ventionism has replaced. Interven
tionism has spawned a very differ
ent philosophy.

Under interventionist ideas, it is
the duty of the government to sup
port, to subsidize, to give privileges
to special groups. The idea of the

Ludwig von Mises, 1881-1973, was one
of the great defenders of a rational
economic science, and perhaps the sin
gle most creative mind at work in this
field in our century.

Found among the papers of Dr. Mises
were transcripts of lectures he delivered
in Argentina in 1959. These have now
been edited by his widow and are avail
able as a Regnery/Gateway paper
backed book. This article, one of the
lectures, is here reprinted by permission
of the publishers. All rights reserved.

The book, Economic Policy: Thoughts
for Today and Tomorrow, also may be
purchased at $4.95 from The Founda
tion for Economic Education, Inc.,
Irvington-on-Hudson, N.Y. 10533.

eighteenth century statesmen was
that the legislators had special ideas
about the common good. But what
we have today, what we see today in
the reality of political life, practi
cally without any exceptions, in all
the countries of the world where
there is not simply communist dic
tatorship, is a situation where there
are no longer real political parties in
the old classical sense, but· merely
pressure groups.

A pressure group is a group of
people who want to attain for them
selves a special privilege at the ex
pense of the rest of the nation. This
privilege may consist in a tariff on
competing imports, it may consist in
a subsidy, it may consist in laws
that prevent other people from com
peting with the members of the
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pressure group. At any rate, it gives
to the members of the pressure
group a special position. It gives
them something which is denied or
ought to be denied-according to the
ideas of the pressure group-to
other groups.

The Form Remains

In the United States, the two
party system of the old days is seem
ingly still preserved. But this is only
a camouflage of the real situation.
In fact, the political life of the
United States-as well as the politi
cal life of all other countries-is de
termined by the struggle and aspi
rations of pressure groups. In the
United States there is still a Repub
lican party and a Democratic party,
but in each of these parties there are
pressure group representatives.
These pressure group representa
tives are more interested in coopera-'
tion with representatives of the
same pressure group in the opposing
party than with the efforts of fellow
members in their own party.

To give you an example, if you
talk to people in the United States
who really know the business of
Congress, they will tell you: ttThis
man, this member of Congress rep
resents the interests of the silver
groups." Or they will tell you
another man represents the wheat
growers.

Of course, each of these pressure
groups is necessarily a minority. In

a system based on the division of
labor, every special group that aims
at privileges has to be a minority.
And minorities never have the
chance to attain success, if they do
not cooperate with other similar
minorities, similar pressure groups.
In the legislative assemblies, they
try to bring about a coalition be
tween various pressure groups, so
that they might become the ma
jority. But, after a time, this coali
tion may disintegrate, because there
are problems on which it is impossi
ble to reach agreement with other
pressure groups, and new pressure
group coalitions are formed.

That is what happened in France
in 1871, a situation which historians
deemed ttthe decay of the Third Re
public." It was not a decay of the
Third Republic; it was simply an
exemplification of the fact that the
pressure group system is not a sys
tem that can be successfully applied
to the government of a big nation.

You have, in the legislatures, rep
resentatives of wheat, of meat, of
silver, and of oil, but first of all, of
the various unions. Only one thing
is not represented in the legislature:
the nation as a whole. There are
only a few who take the side of the
nation as a whole. And all problems,
even those of foreign policy, are seen
from the point of view of the special
pressure group interests.

In the United States, some of the
less-populated states are interested
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in the price of silver. But not every
body in these states is interested in
it. Nevertheless, the United States,
for many decades, has spent a con
siderable sum of money, at the ex
pense of the taxpayers, in order to
buy silver above its market price.
For another example, in the United
States only a small proportion of the
population is employed in agricul
ture; the remainder of the popula
tion is made up of consumers-but
not producers-of agricultural
products. The United States, never
theless, has a policy of spending
billions and billions in order to keep
the prices of agricultural products
above the potential market price.

One cannot say that this is a pol
icy in favor of a small minority,
because these agricultural interests
are not uniform. The dairy farmer is
not interested in a high price for
cereals; on the contrary, he would
prefer a lower price for this product.
A chicken farmer wants a lower
price for chicken feed. There are
many incompatible special interests
within this group. And yet, clever
diplomacy in congressional politics
makes it possible for small minority
groups to get privileges at the ex
pense of the majority.

The Sugar Lobby

One situation, especially interest
ing in the United States, concerns
sugar. Perhaps only one out of 500
Americans is interested in a higher

price for sugar. Probably 499 out of
500 want a lower price for sugar.
Nevertheless, the policy of the
United States is committed, by
tariffs and other special measures,
to a higher price for sugar. This
policy is not only detrimental to the
interests of those 499 who are con
sumers of sugar, it also creates a
very severe problem offoreign policy
for the United States. The aim of
foreign policy is cooperation with all
other American republics, some of
which are interested in selling sugar
to the United States. They would
like to sell a greater quantity of it.
This illustrates how pressure group
interests may determine even the
foreign policy of a nation.

For years, people throughout the
world have been writing about
democracy-about popular, repre
sentative government. They have
been complaining about its in
adequacies, but the democracy they
criticize is only that democracy
under which interventionism-is the
governing policy of the country.

Today one might hear people say:
ttIn the early nineteenth century, in
the legislatures of France, England,
the United States, and other na
tions, there were speeches about the
great problems of mankind. They
fought against tyranny, for freedom,
for cooperation with all other free
nations. But now we are more prac
tical in the legislature!"

Of course we are more practical;
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people today do not talk about free
dom: they talk about a higher price
for peanuts. If this is practical, then
of course the legislatures have
changed considerably, but not im
proved.

Representatives Shackled

These political changes, brought
about by interventionism, have con
siderably weakened the power of na
tions and of representatives to resist
the aspirations of dictators and the
operations of tyrants. The legisla
tive representatives whose only con
cern is to satisfy the voters who
want, for instance, a high price for
sugar, milk, and butter, and a low
price for wheat (subsidized by the
government) can represent the peo
ple only in a very weak way; they
can never represent all their con
stituents.

The voters who are in favor of
such privileges do not realize that
there are also opponents who want
the opposite thing and who prevent
their representatives from achieving
full success.

This system leads also to a con
stant increase of public expendi
tures, on the one hand, and makes it
more difficult, on the other, to levy
taxes. These pressure group repre
sentatives want many special
privileges for their pressure groups,
but they do not want to burden their
supporters with a too-heavy tax
load.

It was not the idea of the
eighteenth century founders of mod
ern constitutional government that
a legislator should represent not the
whole nation but only the special
interests of the district in which he
was elected; that was one of the
consequences of interventionism.
The original idea was that every
member of the legislature should
represent the whole nation. He was
elected in a special district only be
cause there he was known and
elected by people who had confi
dence in him.

But it was not intended that he go
into government in order to procure
something special for his constitu
ency, that he ask for a new school or
a new hospital or a new lunatic
asylum-thereby causing a consid
erable rise in government expendi
tures within his district. Pressure
group politics explains why it is al
:r:nost impossible, for all govern
ments, to stop inflation. As soon as
the elected officials try to restrict
expenditures, to limit spending,
those who support special interests,
who derive advantages from special
items in the budget, come and de
clare that this particular project
cannot be undertaken, or that that
one must be done.

Dictatorship, of course, is no solu
tion to the problems of economics,
just as it is not the answer to the
problems of freedom. A dictator may
start out by making promises of
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every sort but, being a dictator, he
will not keep his promises. He will,
instead, suppress free speech im
mediately, so that the newspapers
and the legislative speech-makers
will not be able to point out-days,
months or years afterwards-that
he said something different on the
first day of his dictatorship than he
did later on.

The terrible dictatorship which
such a big country as Germany had
to live through in the recent past
comes to mind, as we look upon the
decline of freedom in so many coun
tries today. As a result, people speak
now about the decay of freedom and
about the decline of our civilization.

A Dubious Doctrine

People say that every civilization
must finally fall into ruin and disin
tegrate. There. are eminent suppor
ters of this idea. One was a German
teacher, Spengler, and another one,
muchbetter known, was the English
historian Toynbee. They tell us that
our civilization is now old. Spengler
compared civilization to plants
which grow and grow, but whose life
finally comes to an end. The. same,
he says, is true for civilizations. The
metaphorical likening of a civiliza
tion to a plant is completely arbi
trary.

First of all, it is within the history
of mankind very difficult to distin
guish between different, indepen
dent civilizations. Civilizations are

not independent; they are interdepen
dent, they constantly influence each
other. One cannot speak of the de
cline of a particular civilization,
therefore, in the same way that one
can speak of the death of a particu
lar plant.

But even if you refute the doc
trines of Spengler and Toynbee, a
very popular comparison still re
mains: the comparison of decaying
civilizations. It is certainly true that
in the second century A.D., the
Roman Empire nurtured a very
flourishing civilization, that in
those parts of Europe, Asia, and Af
rica in which the Roman Empire
ruled, there was a very high civiliza
tion. There was also a very high
economic civilization, based on a
certain degree of division of labor.
Although it appears quite primitive
when compared with our conditions
today, it certainly was remarkable.
It reached the highest degree of the
division oflabor ever attained before
modern capitalism. It is no less true
that this civilization disintegrated,
especially in the third century. This
disintegration within the Roman
Empire made it impossible for the
Romans to resist aggression from
without. Although the aggression
was no worse than that which the
Romans had resisted again and
again in the preceding centuries,
they could withstand it no longer
after what had taken place within
the Roman Empire.
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What had taken place? What was
the problem? What was· it that
caused the disintegration of an em
pire which, in every regard, had
attained the highest civilization
ever achieved before the eighteenth
century? The truth is that what de
stroyed this ancient civilization was
something similar, almost identical
to the dangers that threaten our
civilization today: on the one hand it
was interventionism, on the other
hand, inflation. The interventionism
of the Roman Empire consisted in
the fact that the Roman Empire,
following the preceding Greek pol
icy, did not abstain from price con
trol. This price control was mild,
practically without any conse
quences, because for centuries it did
not try to reduce prices below the
market level.

But when inflation began in the
third century, the poor Romans did
not yet have our technical means for
inflation-they could not print
money. They had to debase the coin
age, and this was a much inferior
system of inflation compared to the
present system, which-through the
use of the modern printing press
can so easily destroy the value of
money. But it was efficient enough,
and it brought about the same result
as price control. For the prices which
the authorities tolerated were now
below the potential price to which
inflation had brought the prices of
the various commodities.

Unseen Consequences
The result, of course, was that the

supply of foodstuffs in the cities de
clined. The people in the cities were
forced to go back to the country and
to return to agricultural life. The
Romans never realized what was
happening. They did not understand
it. They had not developed the men
tal tools to interpret the problems of
the division of labor and the conse
quences of inflation upon market
prices. That this currency inflation,
currency debasement, was bad, this
they knew of course very well.

Consequently, the emperors made
laws against this movement. There
were laws preventing the city dwel
ler from moving to the country, but
such laws were ineffective. As the
people did not have anything to eat
in the city, as they were starving, no
law could keep them from leaving
the city and going back into agricul
ture. The city dweller could no
longer work in the processing indus
tries of the cities as an artisan. And,
with the loss of the markets in the
cities, no one could buy anything
there anymore.

Thus we see that, from the third
century on, the cities of the Roman
Empire were declining and that the
division of labor became less inten
sive than it had been before. Finally,
the medieval system of the self
sufficient household, of the Hvilla,"
as it was called in later laws,
emerged.
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Therefore, if people compare our
conditions with those of the Roman
Empire and say: ~~We will go the
same way," they have some reasons
for saying so. They can find some
facts which are similar. But there
are also enormous differences. These
differences are not in the political
structure which prevailed in the
second part of the third century.
Then, on the average of every three
years, an emperor was assassinated,
and the man who killed him or
caused his death became his succes
sor. After three years, on the aver
age, the same happened to the new
emperor. When Diocletian, in the
year 284, became emperor, he tried
for some time to oppose the decay,
but without success.

Planned Chaos

There are enormous differences
between present-day conditions and
those that prevailed in Rome, in
that the measures that caused the
disintegration of the Roman Empire
were not premeditated. They were
not, I would say, the result of rep
rehensible formalized doctrines.

In contrast, however, the inter
ventionist ideas, the socialist ideas,
the inflationist ideas of our time,
have been concocted and formalized
by writers and professors. And they
are taught at colleges and univer
sities. You may say: UToday's situa
tion is much worse." I will answer:
uNo, it is not worse." It is better, in

my opInIon, because ideas can be
defeated by other ideas. Nobody
doubted, in the age of the Roman
emperors, that the government had
the right and that it was a good
policy to determine maximum
prices. Nobody disputed this.

But now that we have schools and
professors and books that recom
mend this, we know very well that
this is a problem for discussion. All
these bad ideas from which we suffer
today, which have made our policies
so harmful, were developed by
academic theorists.

A famous Spanish author spoke
about Uthe revolt of the masses." We
have to be very cautious in using
this term, because this revolt was
not made by the masses: it was made
by the intellectuals. And those intel
lectuals who developed these doc
trines were not men from the mas
ses. The Marxian doctrine pretends
that it is only the proletarians that
have the good ideas and that only
the proletarian mind created
socialism. All the socialist authors,
without exception, were bourgeois in
the sense in which the socialists use
this term.

Karl Marx was not a man from the
proletariat. He was the son of a
lawyer. He did not have to work to
go to the university. He studied at
the university in the same way as do
the sons of well-to-do people today.
Later, and for the rest of his life, he
was supported by his friend Fried-
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rich Engels, who-being a
manufacturer-was the worst type
of ((bourgeois," according to socialist
ideas. In the language of Marxism,
he was an exploiter.

Everything that happens in the
social world in our time is the result
of ideas. Good things and bad things.
What is needed is to fight bad ideas.
We must fight all that we dislike in
public life. We must substitute bet
ter ideas for wrong ideas. We must
refute the doctrines that promote
union violence. We must oppose the
confiscation of property, the control
of prices, inflation, and all those
evils from which we suffer.

The Power of Better Ideas

Ideas and only ideas can light the
darkness. These ideas must be
brought to the public in such a way
that they persuade people. We must
convince them that these ideas are
the right ideas and not the wrong
ones. The great age of the
nineteenth century, the great
achievements of capitalism, were
the result of the ideas ofthe classical
economists, of Adam Smith and
David Ricardo, of Bastiat and
others.

What we need is nothing else than
to substitute better ideas for bad
ideas. This, I hope and am confident,
will be done by the rising genera
tion. Our civilization is not doomed,
as Spengler and Toynbee tell us.
Our civilization will not be con-

quered by the spirit of Moscow. Our
civilization will and must survive.
And it will survive through better
ideas than those which now govern
most of the world today, and these
better ideas will be developed by the
rising generation.

I consider it as a very good sign
that, while fifty years ago, practi
cally nobody in the world had the
courage to say anything in favor of a
free economy, we have now, at least
in some of the advanced countries of
the world, institutions that are cen
ters for the propagation of a free
economy, such as, for example, the
((Centre" in your country which in
vited me to come to Buenos Aires, to
say a few words in this great city.

I could not say much about these
important matters. Six lectures may
be very much for an audience, but
they are not enough to develop the
whole philosophy of a free economic
system, and certainly not enough to
refute all the nonsense that has
been written in the last fifty years
about the economic problems with
which we are dealing.

I am very grateful to this center
for giving me the opportunity .to
address such a distinguished audi
ence, and I hope that in a few years
the number of those who are sup
porting ideas for freedom in this
country, and in other countries, will
increase considerably. I myself have
full confidence in the future of free
dom, .both political and economic. ®



P. Dean Russell

In Defense
of

Government

SoME of the worst evils in this world
are committed by persons on gov
ernment payrolls. This includes the
official acts of the agents of Genghis
Khan, Stalin, and Hitler-as well as
those of the Shah and the Ayatollah
Khomeini in Iran. It also includes
such official acts as the Inquisition
in Spain, the various slaughters re
corded in the Old Testament, and
the Russian soldiers in Afghanistan
today.

The evil that's committed in the
name of government includes
economic destruction along with
human destruction. To cite but one
of hundreds of similar examples,
just look around you at the results of
government housing programs. For
more than half-a-century now, our
officials have poured hundreds-of-

Dr. Russell Is Professor of Management, University

of Wisconsin at La Crosse.

billions of our tax dollars into pro
grams to clean up slums and to help
the people who live in them. As a
direct result of these governmental
activities, we now have more slums
(and more slum dwellers) than ever
before.

These destructive governmental
activities have been going on for
many thousands of years. The trend
appears to be increasing.

I have several friends and ac
quaintances who have reached the
conclusion that the only way to stop
this continuing evil is to get rid of
the institution that's causing it, i.e.,
to abolish government itself. But
even though I understand their
motivation, it's literally impossible
for any person or group of persons to
abolish government. When they try,
they are faced by a sort ofHcatch 22,"
i.e., the persons who abolish gov-

299
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ernment are the government, and
there's no possible way to get around
it.

You see, government is not an
object. It's a process. And it happens
in one form or another when two or
more people first meet and decide
to cooperate or not to cooperate, as
the case may be. It can't be abolish
ed (even in theory) for this simple
reason: Government is however a
people acting together as individ
uals. The only situation in which
uno government" can exist is when
no human beings ever do anything
with (or for or against) other human
beings. Even then, government
hasn't been abolished; it just doesn't
exist.

Thus the only option open to suc
cessful rebels (whether by ballot or
bullet) is to change the form of their
new government and, of course, to
repeal laws they don't like and to
add laws they do like.

Maximize Self-Government

The first preference of every
peace-minded person is, of course, to
maximize self-government, Le., to
settle agreements and dis
agreements voluntarily rather than
to resort to compulsory processes. In
fact, there can be no freedom at all if
self-government is totally missing.
But even peaceful solutions to dis
agreements are also a method of
government; for that process, too,
includes procedures for (1) paying

for the services of the CCarbitrator,"
however selected, and (2) what to do
when some persons inevitably prove
their humanness by finding the ac
tions of other persons unacceptable.

Thus, while there's no possible
way we can abolish the governing
process as such-or even perma
nently restrict its activities-any
one of us can refuse to obey a par
ticular law. Many of us do. Much of
the enduring literature of mankind
is inspired by this ever-present con
flict between conscience and con
formity. It always encourages me
when I hear about a person who
refuses to obey a law that's contrary
to his or her conscience. Of course,
we law-breakers must pay a price
sometimes a fearful price-for our
illegal actions.

That consequence is hardly sur
prising. After all, a law can't be
voluntary. That would be a con
tradiction in terms. Without excep
tion, all laws (all acts of govern
ment) compel an unknown number
of people to do something we
wouldn't do voluntarily. The acts we
are compelled (or forbidden) to do
may be good or bad. That's another
issue, and it's not related to the
inherent nature of government it
self.

I encountered this no-government
or Hvoluntary law" idea in the
American Civil Liberties Union in
the 1960s. I discovered that intelli
gent lawyers in my own New York
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chapter of ACLU were using that
argument to defend persons who re
fused to participate in our war in
Indochina. I did my level best to
convince the leaders ofour organiza
tion that they were using an illogi
cal (even nonsensical) approach to
the problem. I failed to dissuade
them.

Those leaders were with me com
pletely in my opposition to the draft,
as well as to our government's deci
sion to send troops to Vietnam at all.
But in spite of my written· protests
and arguments, they continued to
use my membership dues to advance
the strange idea that laws should be
voluntary, i.e., every person should
have the right to disobey a law with
out penalty if the law is contrary to
his moral convictions. That concept
(stripped of legal phraseology) was
in the mainstream of ACLU defense
of draft evaders during the 1960s.

I had been attracted to ACLU be
cause of its magnificent work for
((equal treatment under law" for ra
cial minorities and most everyone
else. I wanted to continue my sup
port of that type of work. But I
couldn't figure out any way to sup
port the one without supporting the
other. Thus (with great reluctance) I
finally resigned from my longtime
membership in ACLU. I just
couldn't continue to associate myself
with people who participated in such
shallow thinking as voluntary law.

When all is said and done, the

officials of government never deal
with nthings" but only with people
and our interrelationships. For
example, it is impossible to pass a
law against high prices. The law is
necessarily against persons who
raise prices above a level set by an
official. Whether or not our govern
ment should involve itself in various
human relationships is debatable
-and is debated. Necessarily the
debate always concerns persons,
and what we should be compelled
to do and forbidden to do. Things,
e.g., tides and floods, are not sub
ject to man-made laws; only people
are.

Do you remember when the
Swedish people began their national
debate concerning whether or not
parents would be permitted to spank
their children? We Americans
laughed. We shouldn't have. In the
United States, we spank our chil
dren only with the permission of
government. It's always been that
way. And if you-the-parent exceed
the legal limit of punishment dele
gated to you by our government
you can end up in jail and have your
children taken away from you. Your
crime will be called ((child abuse."
Personally, I'm in favor of laws
against parents who beat up and
physically injure their children.
And vice versa!

We are legally forbidden (as
specified by government) from abus
ing any human being. The ages of
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the persons involved-and their
relationships-doesn't deny this re
ality of the purpose of government.
And the fact that governments al
ways (no exception) exceed the
limits of this protective function
doesn't deny the logic for legal pro
tection against aggressors.

Early Forms of Government

Some form of government ap
peared when the first two people on
earth had their first disagreement
or agreement, as the case may have
been. The first government was
most likely a patriarchal dictator
ship; for example, the process of gov
ernment followed by Abraham
when he decided to sacrifice Isaac.
It could have been some form of
democracy, however; for example,
the type of majority rule followed by
Joseph's brothers when they de
bated his fate. Nobody knows.

We can logically deduce from the
inherently self-centered nature of
man, however, that some sort of
government automatically came
into existence whenever two or more
people lived in the same neighbor
hood. For whatever reason, they ob
served at least a few simple rules,
with known ways of enforcing them.
Even one rule or understanding
backed by an effective threat ofsanc
tions of some sort is, by any defini
tion, government.

Whether the particular commu
nity is a family, a tribe, or a nation

will surely alter the form of gov
ernment and how to pay for its ser
vices. But that doesn't alter the
principle of government.

Government in one form or
another has existed throughout the
thousands (or millions) of years that
man has been on this earth. There
have never been people without
laws and ways to pay the enforcers
of the laws, i.e., government. That's
persuasive evidence indeed that
government is inherent in the na
ture of man and his relationships
with other human beings. It even
supports the idea that government
is perhaps as necessary and as natu
ral as eating. They both came at the
same time and for the same purpose,
i.e., survival. True, in our efforts to
survive, we human beings do
strange things, both individually
and collectively. That proves only
that we are human beings.

A Contradictory Process

Another compelling reason why
government won't be abolished
(even in theory) is that the people
who say they wish to do away with it
are persons who sincerely want to be
helpful. That's why they want to
abolish government-because it's
evil. And obviously they won't leave
in place all those unjust laws that
caused them to topple the govern
ment in the first place. A clean slate
is called for.

How would they go about rectify-
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ing all those bad laws? Surely not by
whim or chance. Something more
logical is required, such as one final
use of the political mechanism
itself-for a noble purpose. That's
why the philosophers who argue for
the abolition of government make
this promise in one way or another:
First we'll wipe the slate clean by
abolishing all those bad laws. Then
we'll do away with government it
self.

But, again, government is not
merely a mechanism or thing; it's a
continuing process. It continues to
exist as long as people continue to
exist. It's however people act to
gether. And if the rebels refuse to
direct this process in one way or
another, the deposed leaders of the
former government will be happy to
return.

Thus those good people would
have no choice but to use the power
of government to do good to you and
me in whatever ways that appealed
to their particular sense of justice.
Probably the primary difference
from what we now have is that the
new leaders might well be more dedi
cated and sincere than their pre
decessors. I'm not· totally convinced

Hanford Henderson

that would be an improvement. I
keep remembering that the Ayatol
lah Khomeini is a sincere and dedi
cated person who truly wants to do
good for mankind. If you doubt it,
just ask him.

Perhaps we people who so clearly
understand the evils committed in
the name of government are ill
advised to try to gain control of it for
any purpose. Perhaps we could more
readily accomplish our purpose of
maximizing peace and prosperity
and self-government in this fashion:
just learn how to better explain the
merits of a readily available alter-'
native for most of the activities now
performed by government.

That alternative is, of course, the
market economy of private own.;.
ership and freedom of choice. The
market, too, is a process. And (ex
cept for the power-mad) it's the pro
cess most likely to bring to. every one
of us whatever it is we most want.
But if we ourselves devote our pri
mary efforts to political attempts to
gain control of that continuing proc
esscalled government, then no one
is likely to believe our promise to
use it only for good purposes. That's
what all the politicians say. ,

IDEAS ON

UBERTY

WE ask of the State and Society only one thing-a fair field and no
favors . . . a strict cutting' out of all paternalistic activities, and the
unfaltering insistence that government shall really perform its basic
and fundamental duty, the protection of the individual citizen from
violence and interference.
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GOVERNMENT COST/BENEFIT
ANALYSES

The Impetus and the Impotence

The Impetus

As the activities of government
grow to consume more and more of
the available scarce resources, the
question of the productivity of the
various government activities be
comes more and more important. By
various measures, the government's
consumption of resources is enor
mous. The proposed federal budget
for 1981 exceeds $600 billion in ex
penditures. The funded national
debt approaches a trillion dollars.
The unfunded federal obligations
run to an additional eight trillion
dollars. Government, at all levels,
consumes about 40 per cent of the
national"income.
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advanced degree In business administration at
Arizona State University.

304

The continuous stream of expo
sure of government induced waste
raises serious questions about the
utility of government activities.
Senator Proxmire's cCGolden Fleece"
award, highlighting atrocious
episodes of government waste, is
merely the tip of a vast iceberg of
misallocation of scarce resources. In
addition to this direct evidence of
the frivolous expenditure of money,
there are the costs of fraud, as dem
onstrated by the General Services
Administration's purchasing prac
tices. The costs of government are not
always revealed in government out
lays. An imposing burden ofexpense
for a series of government regula
tions is inflicted upon private busi
ness and individual consumers.

The outpouring of negative pub~

licity has inspired demands that the
government put its house in order.
On the basis of financial return on
investment, most, if not all, of the
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government's activities are losing
propositions. It is asserted, though,
that there are vast social benefits
that are generated as a result of
government programs and that
these benefits are not reflected in
financial return calculations. Criti
cisms of costly government pro
grams were routinely brushed aside
with the broom of social benefits.
Who can place a price on a human
life? Who can evaluate the economic
value of social justice?

Outrage over the egregious abuse
of the non-quantifiable social bene
fits arguments has produced pres
sure to justify the effectiveness of
government social programs. This
pressure has often manifested itself
in the demand that a cost/benefit
analysis be performed in order to
evaluate the benefits received in ex
change for government expendi
tures. A number of well-known
economists have been prominent in
the clamor for costlbenefit studies as
a means of assessing the value of
government programs.

The inclusion of requirements for
cost/benefit analyses in recent legis
lation may be seen by some as a
forward step in the effort to control
government waste. However, a care
ful examination of the rules and
procedures laid down for the cost/
benefit analyses reveals that hopes
for relief from this sector are not
well founded.

It is largely a case ofHmonkey see,

monkey do." The government proce
dures for cost/benefit analyses are
all too often crude distortions of the
financial budgeting practices of pri
vate industry. These distortions
stem, in part, from simple incom
petence-the inability to apply
sound economic or financial prin
ciples to the evaluation of a pub
lic investment. The distortions also
receive some impetus from conscious
intent to mold the methodology and
the data to produce the desired an
swers. An examination of the cost/
benefit methodology prescribed by
the Federal Railroad Administra
tion (FRA) in compliance with re
quirements of the Local Rail Assis
tance Act of 1978 will serve as a
demonstration of the futility of re
liance upon government directed
cost/benefit analyses as a check on
public spending.

Income Gains vs.
Income Transfers

Advocates of government sub
sidies are sensitive to the apt criticism
that subsidies are merely income
transfers. The whole tax financed
nature of government expenditures
would seem to lay a strong prima
facie case for the mere transfer
hypothesis.

The FRA's guidelines on cost/
benefit analyses are careful to re
quire a distinction between impacts
of local rail assistance which are
~~real" and those which are ~)ust
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transfers." This is all very nice as
far as directives. go, but how the
distinction is to be made is unclear.
The description of ((real" losses from
a prospective rail abandonment read
as follows: ~(If the employee remains
unemployed for a period, his/her
production is lost for that period.
This is a real loss."

On the surface, the description of
((real" losses may appear straight
forward. The problem with this ap
proach is its simplistic view of((real"
losses. Ifwe can show that Mr. Jones
or Ms. Smith will be unemployed ifa
rail abandonment occurs then their
production is lost. What goes unac
knowledged is the prospective
employment impacts of alternative
uses ofthe funds which are proposed
for use in subsidizing rail service.
This is the classic case of the seen
versus the unseen that was illus
trated by Frederic Bastiat in the
early 19th century.

The rail line in question may pro
vide service for several shippers, a
number of whom might go out of
business if required to bear the full
cost of providing rail transportation.
The closing of these businesses
would result in some incidence of
unemployment of specific individ
uals. The production of these indi
viduals would be lost. Therefore,
the subsidy is supposedly justified.
Unnoticed in this neat little
scenario is what the incidence of
unemployment is among industries

that must be taxed in order to pro
vide funds for the rail subsidy.
While it might even be admitted
that government taxation can cause
marginal businesses to go bankrupt,
the actual tax dollars extracted can
not be directly traced to a specific
government expenditure. Thus, the
two incidents of unemployment are
segregated from one another in
terms of the FRA's superficial con
sideration of ((real" losses.

An Untenable Position

One possible explanation of this
simplistic segregation of integral
components of the taxation and sub
sidization transfer program is that
the focus is only on local impacts.
Such an explanation would recog
nize the absence of any net social
gain in a broader context, but still
justify the program on the grounds
of promoting purely local benefits.
An attempt to explain the purpose of
the program in these terms was,
however, characterized as H unac
ceptable." The disruption costs of
individual unemployment, business
relocation· and the like are Ureal,"
Unet" social losses,. according to the
FRA.

The FRA's position is, of course,
untenable. In an advanced economy,
where money serves asa medium of
exchange. and a representation of
various prices and values through
out the society, there is no need to
identify specific dollars in order to
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draw a conclusion that a transaction
is a transfer of resources rather than
a generator of resources. Further
more, the weight of the evidence
indicates that the net effect of the
transfer program involving local
rail assistance is negative.

To begin with, the subsidy pro
gram is a consumer rather than a
creator of wealth. Enterprises which
produce positive returns on invest
ment are taxed at progressive rates
in order to fund services which are
not self-supporting. This has the
consequence of reducing the net fi
nancial return on the total capital
investment of the entire society. The
sustained effect of such transfers is
to reduce the real wealth of the
community in all subsequent in
vestment periods. In short, the suc
ceeding generations of humans will
be less well off as a result of the tax
and subsidy transfer.

That the social returns would
compensate for the financial losses
is, at best, implausible. If there were
significant community impacts, it
would seem logical that the affected
communities would be willing to
fund the subsidy program. Just the
opposite is the case. Not only are
communities not usually willing to
fund the subsidies, they often have
the programs forced on them by the
federal government. No tax rebates
for non-participation are awarded.
Any eligible community that does
not grab for its share of the federal

money loses out. The local clamor
for federal assistance arises from the
fact that programs are designed to
make the federal grant a free good.
As any economist could tell you, at a
price of zero, demand will be virtu
ally unlimited. The fact that the
grant programs have to be struc
tured in this manner is impressive
evidence that the social benefits are
exceeded by the financial costs ofthe
program.

Consumer Surplus

A large part of the rationale be
hind the FRA's cost/benefit analyses
guidelines is tied in with the concept
of Hconsumer surplus." Consumer
surplus is the benefit enjoyed by

)consumers who do not have to pay
their full reservation price for a good
or service. At any specific price for a
good or service, there will always be
customers who would have been
willing and able to pay more. Since
the price paid serves as a proxy for
the value of a good or service to the
purchaser, the acquisition of a good
or service at less than the highest
price a purchaser would be willing
to pay leaves such a purchaser with
a so-called consumer surplus.

The phenomenon of consumer
surplus is used by the FRA to justify
subsidies for services whose reve
nues are inadequate to cover costs:
((If the railroad could practice per
fect price discrimination, then it
may generate an economic profit; if
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so, then there would exist a net
economic gain in keeping the service
rather than abandoning it. This
gain would exist even if institu
tional and logistic considerations
made it impossible for the railroad
to practice price discrimination. Al
though the railroad may suffer a
loss, it would be more than offset by
the surplus value enjoyed by the
shippers."

There is no explanation of how we
know that the economic losses to the
railroad are ((more than offset" by
the gains of the shippers. Even if it
is true that in a given case the price
of rail service is held below levels
that represent the ((true" value of
the service, it does not follow that
the gains to the shippers must be
larger than the income losses to the
railroad. The relevant basis for
comparison is not perfect price dis
crimination. Rather, it is some mar
ket clearing price (or prices) that
must be compared to the regu
lation-depressed price used in the
FRA approach. Under such con
ditions it is not at all obvious that
the consumer gain from subsidy ex
ceeds its cost.

The whole presumption that con
sumer surplus exceeds the cost of
subsidy is contingent upon our
knowledge of what the demand
curve would look like given a
schedule of prices. In real life, we do
not know such things. All we can
know for sure is the quantity sold at

a given price at a given moment in
time. The convenient curves used for
academic exposition are hypotheti
cal models of static conditions. In
conveniently, the market is a dy
namic process in which the price
system acts as a signaling device to
guide production decisions. Using
the suppression of the price system
in railroading via the mechanism of
government regulation as the jus
tification for ignoring the signals
employs convoluted logic. The most
obvious remedy would be the re
moval of railroad price controls.

On the Other Hand

An unrestricted price system
would be the most effective way of
dealing with the problem of imbal
ances in consumer surpluses. In
stead, the rigged prices under regu
1ation pave the way for rigged com
putations of consumer surpluses. As
elaborate as the discussion of the
issue of consumer surplus is in the
FRA guidelines, absolutely no con
sideration is given for the loss of
consumer surpluses experienced
when funds are extracted for the
financing of rail subsidies. The op
portunity cost calculation used to
allow for alternative uses of the sub
sidy considers only the financial re
turns of the cost of capital.

In the business world, the cost of
capital is usually computed on the
basis of what the firm would have to
pay in the line of interest on bor-
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rowed money or earnings to equity
of owner-supplied capital. Since the
firm cannot capture consumer
surpluses it can legitimately ignore
them. Consequently, business fi
nance has developed no methods for
assessing the impact of consumer
surplus in the cost of capital.

The FRA has borrowed the tradi
tional business finance computa
tion, but has distorted the outcome
by applying consumer surplus con
siderations to only one side of the
equation. Consistently employed,
such a methodology would produce a
false picture of the comparative re
turns of subsidized programs versus
taxpaying programs. Followed to its
logical conclusion, the FRA's ap
proach would lead to the absurd
proposition that social benefit could
be maximized only when all
economic activity is subsidized. Ap
prised of this situation, the FRA has
promised to re-examine its prem
ises. In the meantime, the proce
dures resulting in inflated social
benefits as a consequence of rail
subsidy will continue as before.

Avoidable Dislocation Costs

Confronted with the ineluctable
fact that economic progress entails
the birth, life, and death of individ
ual business entities, the FRA has
postulated that some inefficiency re
sults from the market's lack of con
sideration for certain sunk costs.
Resources may completely lose their

value due to rail line abandonment,
says the FRA. For exampIe, a coal
mine relying upon rail service could
become worthless if abandonment
occurred. The example is an inver
sion of the typical cause and effect
relationship, i.e.: because the mine
can no longer produce at a profit
given the costs of its inputs, includ
ing the cost of transportation, it can
no longer justify the cost of that
transportation. Shifting these costs
to the general taxpayer is hardly
a rational answer to the scarce
resource allocation problem.

The FRA's contention is that a
needless shifting of production
facilities will lead to avoidable dis
ruption costs. The FRA says pre
venting factories, farms or commer
cial enterprises from losing value as
a result of the loss of service is less
costly than having to re-establish
these activities in other locations.
Such an outlook, universally
applied, would prevent the reloca
tion of any business activity. It
should not be surprising to learn
that a bill to inhibit business reloca
tion has been introduced in Con
gress.

Once again, though, this line of
argument contradicts the evidence.
If the cost of relocating or closing
down were greater than the cost of
sustaining rail service, the affected
firms should be willing to pay
higher rail rates. Generally, this is
not the case, although there is some
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truth to the contention that regula
tion prevents the payment of higher
rates.

Pressed to the wall with the evi
dence of shipper unwillingness to
pay higher rates or to fork over a
subsidy, the FRA argues that maybe
the long run efficiency calls for relo
cation, but the short run costs may
be too high. The lag time between a
shut down operation in one locale
and a new start up in another repre
sents a dead loss due to idle re
sources. Unfortunate for this line of
argument is the phenomenon of long
range business planning. There may
not be a hiatus between a closing at
one location and an opening at
another. In fact, as far as lag time is
concerned, it would seem that the
lapse of time between the collection
of taxes and the disbursement of
subsidies with all the red tape that
typically accompanies government
programs would make a case for
disruption in other parts of the
economy preceding the rescue of a
local rail line from abandonment.
So, as far as short run costs are
concerned, the local rail assistance
program would appear to increase,
rather then decrease, the net social
losses.

Untenable Working Assumptions

The FRA's favorite cost/benefit
analysis (at the time of this writing)
was one in which every factor, save
one, was held constant. The state

performing the analysis was able to
announce triumphantly that the
proposed rail project was justified
because the cost of switching to
trucks exceeded the cost of the sub
sidy. On the route to reaching this
conclusion the following assump
tions were made: (1) the demand for
transportation is not affected by its
price; (2) revenues are a function of
costs, i.e.: ifwe can forecast operating
expenses we can add a mark-up for
profit and have an estimate offuture
revenues; (3) public expenditures
produce values in excess of their
cost, but private expenditures do
not; (4) taxes have no impact on
private decision making; and (5) the
~~real" cost of capital is in the 3-5 per
cent per year range.

To any reasonable person, these
simplifying assumptions are clearly
untenable. There is no real world
instance in which such assumptions
could even approach the bounds of
reasonableness. The explanation for
finding such an absurd methodology
for assessing the cost/benefit rela
tionships of government funded
projects combines a mixture of
academic naivete, bureaucratic
cynicism, and plain incompetence.

The draft of cost/benefit instruc
tions passed out by the FRA is re
plete with the classic equilibrium
models one experiences in introduc
tory economics courses. Neatly
drawn demand curves intersecting
marginal cost curves yield tidy
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triangles of values to be calculated.
Persons attempting to compute a
cost/benefit ratio are admonished to
begin by calculating what prices
would be under perfectly comPeti
tive conditions.

The use of the tools of academic
exposition in such a simplistic fash
ion cannot be expected to lead to
superior, or even adequate, invest
ment decisions. Two unfortunate
components of the economic envi
ronment in the real world are the
ruling principles of uncertainty and
change. 'Demand curves are not
known. Data collected to estimate
demand curves may give estimates
of what demand was at some point
in time. However, such information
is ancient history in terms of the
status of demand in current and
future markets. To structure the de
cision aiding cost/benefit procedures
along these lines is an act of
sophomoric economic naivete that,
at best, will result in self-delusion.

A worse consequence than self
delusion is the element of public
deception involved in the whole pro
cess. The procedure has been made
inordinately complicated. Unfamil
iar terminology makes it difficult to
determine what the FRA is talking
about. Where most investment
analysis procedures refer to streams
of cash flow, the FRA uses the terms
~~benefits" and ~~disbenefits." Pre
sumably, this changed terminology
is necessary because of the non-cash

flow benefits or costs resulting from
the public investment, but no glos
sary of unfamiliar terminology ac
companies the guidelines.

An Unreal World

The creation of the concept of
~(transportationefficiency" is a pro
cedure that is virtually guaranteed
to produce benefits so large that
almost any subsidy could be jus
tified. It is here that the assumption
of the insensitivity of demand for
transportation to the price of trans
portation comes into play. Starting
with the not unreasonable proposi
tion that the demand for transporta
tion may be relatively inelastic, an
FRA endorsed simplifying assump
tion of an elasticity of zero, opens
the door to the outrageous conclu
sion that all the freight not moved
by rail' will be moved in some alter
native manner. With the quantity of
freight moved taken as a constant,
ridiculously high savings from rail
subsidies can be ((demonstrated,"
particularly in the movement of
heavy raw materials. Unmentioned
in such a comparison are the prob
lems encountered when the cost of
alternative transportation exceeds
the total value of the delivered
freight. In the real world no firm
could afford to view the quantity of
freight to be moved as an unaltera
ble given, especially if the cost of a
second-best transportation option
exceeds the recoverable revenue
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from the delivered price of the com
modities shipped.

The simplifying assumption usu
ally is justified on the grounds of
conservatism. That is, even though
the numbers produced may not re
flect actual decisions, they at least
reflect a lower limit of the costs
entailed in a course of action. In the
case of rail abandonment it is simply
assumed that the cost of not trans
porting the potential freight would
be greater. The example given is
that of a body of ore whose value
would go to zero if it were not trans
ported.

The fatal flaw in this whole ap
proach is that it cannot take cogni
zance of the market's response to the
various costs involved in producing
and transporting goods. Left to its
own devices, the price system of the
free market would determine the
least costly alternative. The calcula
tions based upon FRA approved
methodologies will produce dis
torted values which can serve no
useful allocation role. Participants
in the program are unofficially
counselled to adopt procedures and
assumptions which will give their
projects the best chance of being
funded. The purpose of the program
is to shovel money out to the par
ticipating governmental units and
railroads. The better the cost/benefit
figures look, the easier will be the
disbursement of funds.

Lest we attribute more sinister

intent than is warranted to the ap
parent machinations of the railroad
bureaucracy, it must be pointed out
that a large measure of the blame
for the distorted methodology is likely
the result of pure incompetence.
What else could explain an estimate
of future rail revenues based upon a
simple cost-plus formula? The
genesis of the entire rail subsidy
program could be found in the
phenomenon of rail costs rising fast
er than rail revenues on specific
branch lines. If it were possible to
maintain a constant relationship be
tween rail revenues and costs by use
of the cost-plus formula, the whole
FRA program would have no
rationale for its existence.

Ignoring the Risk

The selection of a so-called real
rate of interest for the purpose of
considering the opportunity cost of
rail subsidies is another convincing
piece of evidence for the incompe
tence hypothesis. The FRA suggests
that current interest rates include a
premium for inflation and that un
less the whole future streams of
benefits and disbenefits are to be
adjusted for inflation, a real cost of
capital rate of between 3 and 5 per
cent should be used. Aside from the
fact that there can be no assurance
that both revenues and expenses
will be equally affected by inflation,
the element of risk is completely
overlooked.
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The notion that government in
vestments can ignore the element of
risk has a curious origin. In the
world of finance, government debt
instruments are considered to be es
sentially risk-free in terms of safety
of principal and interest payments.
The fact that a government bond
may be secure for the holder of the
bond says absolutely nothing about
the risks of the uses to which the
funds will be put. The investment
decision in the rail subsidy program
is no different from any other use of
funds-public or private. Funds
committed to the program will be
converted into irretrievable capital
goods or paid out in operating ex
penses. The risk that funds thus
committed may not earn a return
sufficient to justify such a conver
sion is no less than for any other use
of the funds. Neglect of this risk
factor, because government can bor
row money more cheaply because
the debt instruments are risk-free to
the holders, is clearly a demonstra
tion of ineptitude.

A final example of incompetence
is the failure to consider the indirect
benefits of alternative uses of scarce
resources when computing the op
portunity cost of rail subsidies. The
entire rail assistance program is
contingent upon the concept that
benefits not reflected in the price sys
tem can be preserved via subsidy.
This is the rationale for rejecting the
market's· indication, as exemplified

in the net loss position of a particu
lar rail branch line, that resources
can be put to better use elsewhere.
Thus, the FRA guidelines layout
elaborate procedures for calculating
consumer surpluses and indirect
community benefits that are to be
preserved by subsidizing the rail ser
vice. The opportunity costs of uses of
scarce resources for other than rail
subsidy include only the prospective
financial returns of those uses. The
conSUlner surpluses and indirect
benefits of any use other than rail
subsidies are completely ignored.

Apprised of this imbalance in
their methodology, the FRA's only
response was that they just hadn't
thought of it. Since it is the conten
tion of the FRA that the program is
increasing the net social benefit to
the nation, what possible excuse can
there be for the failure to even think
of the ramifications of the diversion
of scarce resources from other uses?
Personal experience inclines one
toward the hypothesis that incompe
tence is the most likely explanation.

The Impotence

Those who look to the enactment
of mandatory cost/benefit analyses
as a check on the excesses of gov
ernment had better not place much
reliance 'upon it. The ((state of
the art" in government circles would
seem to indicate that cost/benefit
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analyses will not perform as some
are wont to claim.

The fundamental issue centers on
the appropriate mechanism for the
efficient and equitable allocation of
scarce resources. Thus far, no
mechanism superior to the market
has been discovered. The assertion
that the price system is ineffective
in instances such as local rail ser
vice because of government rate
regulations cannot serve as an
adequate reason for ignoring mar
ket mechanisms. The proposition
that we must resort to a less effec
tive allocation device because of a
prior government intervention is
preposterous. Rail rate regulation is
not an· irreversible fact of nature.
Treating it as if it were can only
make things worse.

The assertion that there are ex
ternalities that are not reflected in
the price system may be true, but it
cannot serve as a blanket endorse
ment of nonprice allocation schemes.
The rising suspicion that government
interventions may be reducing the
net general welfare has produced

P. M. Fox

well-meant concern. Advocates of
continued and expanded interven
tions are pressed to prove that these
interventions are producing net
benefits. The bureaucracy has been
badgered to come up with cost/
benefit evaluations of government
programs that can prove the worth
of these interventions. One should,
then, not be surprised that such
methodologies as are adopted will
generally ((prove" the worth of gov
ernment intervention.

The most unfortunate conse
quence of the cost/benefit charade is
the ultimate cost of the inevitable
misallocation of resources. The only
assured result of subsidy programs
is a lower return on investment.
Resources will be diverted to less
productive ends. Over time, the ef
fects of compounding this lower re
turn will mean much lower stan
dards of living and much .lower so
cial benefits as well. This. is hardly
the result advertised or anticipated
by proponents of government inter
vention for the purpose of promoting
the social welfare. i

IDEAS ON

LIBERTY

EVERY person who is opposed to unrestricted welfarism thus has a public
duty to say so, and there is no place where the subject does not belong: in
homes, churches, social groups, business. Every one of us has freedom
and perhaps survival at stake in calling a halt to the fatal combination
ofwelfarism-bureaucracy-inflation. To sit back and not bother means to
lose by default.
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Conservatively
Speaking

IN a delightful foreword to Rene
Wormser's Conservatively Speaking
(Wayne E. Dorland Co., Box 264,
Mendham, New Jersey 07945, 323
pp., $10.00), Bill Buckley says the
author does much of his writing, so
to speak, in the subway. Since Mr.
Wormser rivals Albert Jay Nock in
the art of relevant quotation, it is
obvious that a library as well as a
subway seat has been involved in
the creation of a remarkable book.
What Bill is trying to tell us is that
Mr. Wormser, a lawyer and estate
planner, is the most diligent man
alive. Like Anthony Trollope, he can
write anywhere. Conservatively
Speaking is a Herculean effort to
understand every possible aspect of
our contemporary muddle, both
domestic and foreign. A President of
the United States, seeking proper
counseling on ways to meet the

manifold problems of the republic,
could substitute Rene Wormser for
an entire cabinet without fear of
losing anything in the exchange.

There is art in the composition of
Rene Wormser's book. He begins by
telling us how we were misled by
liberalism. By this he means con
temporary liberalism, not the c1assi
cal kind. The liberal, he tells us,
~~shows little faith in the capacity of
the individual to take care of him
self." It follows in the liberal's mind
that Papa State must know best:
hence the contemporary liberal's
addiction to controls and the quasi
socialism of paternalistically deter
mined transfer payments. Mr.
Wormser quotes from some of his
own past writings to make his points.
He also quotes Milton Friedman.

Mr. Wormser wisely follows his
chapter on liberal misleading with

315
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discussions of the liberal suborning
of education and liberal penetration
and control of communications. The
quotations come thick and fast here.
So do the names. Back in 1905,
which was long before Tom Hayden
and Jane Fonda started to preach
the virtues of ~~industrial democ
racy," Jack London and Upton
Sinclair created something called
the Intercollegiate Socialist Society,
which later became the League for
Industrial Democracy.

A Collectivist Bias

The worst of it was that Jack
London and his Fabian socialist
friends infected our professional
educators, from John Dewey at Co
lumbia Teachers College to the au
thors of the Carnegie Corporation's
report on education for the ~~new age
of collectivism." The collectivist bias
of George Counts and William Kil
patrick, both of Columbia Univer
sity, has been transmitted to the
National Education Association,
whose Political Action Committee
on Education has a terrifying politi
cal clout. Educators with a leftist
outlook have trained a whole gener
ation of journalists and TV and
radio commentators. The poisoning
of the wells of thought has been
antecedent to the legislative deba
cles which Mr. Wormser next con
siders.

Mr. Wormser deals with ~~our dis
astrous inflation" in a chapter that

neatly reconciles the thinking of the
Friedmanites, who contend that in
flation is a purely monetary
phenomenon, with the reasoning of
Lawrence Fertig, who thinks that
the satisfaction of the demands of
the big labor ~nions has something
to do with the case.

The Friedmanites are right when
they say that it is the politicians
who start the printing presses run
ning at the Treasury. But Wormser
observes that there are ~~inflation

propellants" (a most felicitous
phrase). When labor strikes for
wage increases that are in excess of
productivity increases, it forces the
politicians to give an inflationary
boost to the money supply in an
attempt to absorb higher prices. In
sistence on the government's duty to
create full employment is an obvious
~~inflation propellant." So are gov
ernment interventions of all sorts.
Inflation is admittedly a monetary
phenomenon, but the politicians
would not seize upon it if what
Wormser calls the ~~propellants"

were not at work in society.
Wormser thinks a. basic Hpropel

lant" to inflation was set in motion
when we abandoned the gold stan
dard. He quotes von Mises: ~~The

eminence of the gold standard con
sists of the fact that it makes the
determination of the monetary unit's
purchasing power independent of
the measures of governments. It
wrests from the hands of the
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economic Tsars their most redoubt
able instrument." True enough, if
budgets were balanced, inflation
might be contained without going
back to gold convertibility. But
without the discipline supplied by a
fixed standard of value, the tempta
tion to inflationary spending is too
strong.

Mr. Wormser's estate planning
specialty enables him to discuss our
((egalitarian" tax system with both
wisdom and justified passion. Our
tax code so thoroughly penalizes
savers that it is a miracle that the
economic system expands at all. In
taking money away from producers,
our welfare state shrivels the very
tax base that is needed to sustain
cradle-to-grave security.

Money paid into the social secu
rity fund is dissipated, and taxes
must be substituted for the income
that should be coming from the in
vestment of State-collected insur
ance funds. We are now bungling
our energy problem by failure to let
the market work. And economic
hopelessness has something to do
with the wave of crime, particularly
among those who can't find
employment because of unrealistic
minimum wage legislation.

Foreign Policy

On top of our domestic bungling,
we have had a disastrous foreign
policy. Mr. Wormser thinks we have
permitted ourselves to be used by

nations more experienced than we.
We rushed to pull the Allies'
chestnuts out of the fire in World
War I. Woodrow Wilson could not
prevent a thoroughly bad peace. His
League of Nations could not correct
the mistakes of Versailles, and Hit
ler was the inevitable result.
Franklin Roosevelt did no better
than Woodrow Wilson-the World
War II settlements let Joe Stalin
move deeply into Europe. We
forswore our own legal heritage
when we stooped to Bill of Attainder
justice at Nuremberg. This does not
excuse the seizure of American hos
tages by the Iranian ((students." But
Nuremberg, in any long-term
perspective, means that we do not
come into any international court
with clean hands.

Wormser is rightly critical of our
policy of fighting no-win wars. He
thinks we would do better without
the United Nations. The U.N. has
acquiesced in the separation of East
and West Germany. It remained
inert while the Berlin Wall was
being built. It did not protest the
invasions of Hungary and Czecho
slovakia by Russian tanks. It has
done nothing about Fidel Castro's
Hessians in Mrica. But it did take
action against Rhodesia, a country
that threatened no one.

All through the period of detente
we have fooled ourselves. The loss of
Iran has left us vulnerable in the
oil-bearing Middle East. The West
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needs the oil of Iran and Saudi
Arabia-but in pursuing detente the
West has allowed itself to fall be
hind in the armaments needed to
defend the oil routes.

In spite of everything Mr. Worm
ser retains some optimism; after all,
we have had a ~~tax revolt," at least
on the Pacific coast. Rene Wormser
is confident enough in his own pow
ers to feel that his own estimable
book is not a ~~vain and futile
exercise." Ii

WILL CAPITALISM SURVIVE?
A CHALLENGE BY
PAUL JOHNSON WITH
TWELVE RESPONSES
edited by Ernest W. Lefever
(Ethics and Public Policy Center,
1211 Connecticut Avenue, N.W.,
Washington, D.C. 20036)
69 pages. $3.00 paperback

Reviewed by Bruce Alan Johnson

FEW people know that we could fit
2'h Americas into the massive con
tinent of Africa, but that wasn't
hard for me to believe after a
three-month safari through many of
its countries. And throughout this
1979 business travel, one phenome
non stood out boldly in almost every
one of the countries I visited: the
cities of the developing nations of
Africa are crowded beyond anything
imaginable to comfortable Ameri-

cans. These cities grow by thousands
each year, as people pour in from the
jungles and outlands in search of
employment and a better way of life.
Instead of finding pots of gold, how
ever, they invariably find poverty
worse than they left behind, starva
tion' epidemics, massive unem
ployment-and crime.

Why aren't these striving peoples
finding the employment that one
would expect to find in countries
developing industries and interna
tional trade? That, too, was appa
rent. In almost every case, the de
velopment of a healthy, growing,
free economy was held in check by a
central government operating either
out of raw fear or oppression by
design. In the latter case, these cen
tral governments decry the ~~poisons

of the West," when many of them
know only too well that with the
inception of industrial capitalism in
the 1780s, wealth, productivity, and
the economic well-being of the indi
vidual has risen unlike any period
in the history of mankind.

But, as the distinguished British
historian Paul Johnson notes in this
impressive little book, ~~most gov
ernments fear and resent" this
never-ending one-way flow of people
from countryside to city. Indeed at
the very same time they view the
free market system as a force, and a
force that threatens the power of
central governments. And yet,
Johnson points out, ~~There are now
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literally scores of million-plus
cities all over the Third World," and
many of these cities have become
havens for individuals seeking to
raise their standard of living and
find greater freedom of choice (cities
and city-states like Hong Kong,
Singapore, Taiwan, Mexico City, Is
tanbul come to mind), but only when
the central governments agreed to
let the market mechanism function
unhampered by restrictive legisla
tion or wealth-skimming policies of
confiscation. After noting that short
ofevacuating these developing cities
by force or terror, nothing will stem
this human flood, Johnson observes:
t~There seems to be an almost ir-
resistible urge in human beings to
move away from the status society
to contractual individualism, the
central feature of industrial capital
ism."

Beginning with an eleven-page
essay bearing the book's title, the
publishers have chosen to use what
was presented by Johnson as a
speech to Bermuda businessmen in
1978 as a springboard for responses
from twelve other social figures
whose views range from close sup
port for the free market viewpoint to
outright castigation of the free way
of life. Every now and then there
comes along a book in the freedom
literature which actually does
stimulate some hard thinking on the
collectivist assaults on the free-mar
ket way of life. Will Capitalism Sur-

vive? is one of those books, and its 69
pages are veritably packed with
provocative commentary designed to
sharpen the skills of that natural
aristocracy of mankind who believe
in and practice a way of life which
denies the omniscience of govern
ment guidance.

Mr. Johnson sees five principal
threats to capitalism's future: the
intellectual challenge of collectiv
ist-oriented universities and aca
demies; an irrational passion-rid
den ecological movement neglecting
such crucial factors as social costs;
the unchecked growth of Ubig gov
ernment" and unionism; and the
ever-present threat of Soviet en
croachments wherever nations are
poorly armed or inclined to accept
Soviet overtures of ~~aid."

Some of the respondents are think
ers of clarity: Berkeley's Paul Sea
bury; First National Bank of
Chicago's (and National Review's)
Alan Reynolds; American Enter
prise Institute's Michael Novak;
Hudson Institute's Herman Kahn;
and Congressman Jack Kemp. And
indeed it must be said that many of
their arguments are barbed attacks
on ·some of Johnson's points.
(Johnson's claim, for example, that
the 1974 birth of the OPEC cartel
spells the end to cheap energy in
America is deftly refuted by Alan
Reynolds.) But these differences of
opinion merely serve to further
clarify and refine the excellent
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points made by Paul Johnson in one
of the most readable economic es
says I've ever seen.

For decades The Freeman has ar
ticulately shown why it is that social
improvement can begin only with
the improvement undertaken by the
individual-you and I-in our daily
lives. The Ethics and Public Policy

Center has rendered a fine service in
this direction by offering a challenge
and twelve responses which exam
ine the need for the preservation of
economic freedom, not least because
only under a capitalist system can
man maximize his own potential for
achieving good, and hence that of
his society. @

HANDSOME BLUE LEATHERLEX

FREEMAN BINDERS

$3.00
Order from:

THE FOUNDATION FOR ECONOMIC EDUCATION, INC.

IRVINGTON-ON-HUDSON, NEW YORK 10533



the

Freeman
VOL. 30, NO.6 • JUNE 1980

Runaway Investors Robert G. Anderson 323
The flight from dollars to things signals the economic collapse that
is inevitable unless sound money is restored.

A Market Choice of Money Ellis W. Lamborn 330
The Federal Reserve System is one more failure of governmental
effort to regulate the value of money.

Union Contest with Government Clarence B. Carson 337
Union violence threatens the government's monopoly of the use of
force for the protection of life and property.

Exploitation and Freedom P. Dean Russell 350
When private ownership and the profit-motivated market economy
disappear, human freedom disappears at the same time.

Socialism In Theory and Practice Shawn A. Bozarth 356
As seen through the eyes of a U.S. exchange student in Britain.

The Right to Discriminate Scott W. Bixler 358
Laws forbidding discrimination deny individuals the freedom to
choose and to trade.

The Lesson of Alta Vista Dorothy Palmieri Doyle 368
A reminder from the past that the individual can and should be
more than a ward of the State.

Fisher Ames: Forgotten
Defender of Liberty Gregory Wolfe 371

He helped lay the economic and political foundations of liberty
in America.

Book Reviews: 377
"Seeds of Progress" by Leonard E. Read
"American Made: Men Who Shaped the American Economy" by
Harold C. Livesay
"The United States in the 1980s" edited by Peter Duignan and
Alvin Rabushka.

Anyone wishing to communicate with authors may send
first-class mail in care of THE FREEMAN for forwarding.



FOUNDATION FOR ECONOMIC EDUCATION
Irvington-on-Hudson, N.Y. 10533 Tel: (914) 591-7230

Leonard E. Read, President

Managing Editor: Paul L. Poirot
Production Editor: Beth A. Hoffman

Contributing Editors: Robert G. Anderson
Bettina Bien Greaves
Edmund A. Opitz (Book Reviews)
Roger Ream
Brian Summers

THE FREEMAN is published monthly by the
Foundation for Economic Education, Inc., a non
political, nonprofit, educational champion of pri
vate property, the free market, the profit and loss
system, and limited government.

The costs of Foundation projects and services
are met through donations. Total expenses aver
age $18.00 a year per person on the mailing list.
Donations are invited in any amount. THE
FREEMAN is available to any interested person
in the United States for the asking. For foreign
delivery, a donation is required sufficient to cover
direct mailing cost of $5.00 a year.

Copyright, 1980. The Foundation for Economic Education, Inc. Printed in U.S.A.
Additional copies, postpaid: 3 for $1.00; 10 or more, 25 cents each.

THE FREEMAN is available on microfilm from University Microfilms International,
300 North Zeeb Road, Ann Arbor, Mich. 48106.

Some articles available as reprints at cost; state quantity desired. Permission
granted to reprint any article from this issue, with appropriate credit except "Union
Contest with Government."



Robert G. Anderson

RUNAWAY
INVESTORS

AFTER a generation of exported U.S.
inflation, resulting in a worldwide
flood ofdollars, the tide is starting to
reverse. Foreigners are finally con
vinced that it's time to send some of
those dollars back. Observing the
bargain basement prices in the
United States when compared to
what these same dollars will buy in
their own countries, foreign dollar
holders are beginning to UBuy
American" with a vengeance.

For years dollars have been ac
cumulated overseas, billions of them
being held as foreign currency re
serves. In the beginning such dollars
were acquired by foreign govern
ments because they were redeem
able in gold. But that option was
withdrawn in August 1971. Since
that time the acquiring and holding
Mr. Ande....... Executive Secretary ofT'" Fo...da·
lion for Economic Education.

ofdollar reserves has resulted either
from inertia or in some vain hope
that the dollar's value would remain
intact.

Throughout the 1970s the U.S.
Gove,rnment's monetary policies
have literally inundated the world
market with dollars, destroying any
hope that the dollar's value would be
preserved. Aggravated by the
monopoly pricing policies of OPEC
oil, the world is glutted with dollars
ofdiminished purchasing power. For
years, foreign dollar holders have
absorbed billions of newly-created
dollars, thus preventing those dol
lars from bidding up U.S. prices. But
foreign holders are less and less
willing to play the ((sucker role" in
the game of ((exported" inflation.

The first signs of realization came
to these dollar holders when they
began to observe the massive dispar-

323
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ity between the dollar's purchasing
power in the United States and in
the world market. Not only was
America getting OPEC oil while the
Arabs accumulated our paper, but
foreign dollar claimants throughout
the world were helping to pay for the
oil in an ever-declining dollar pur
chasing power.

A Flood of Dollars

The most surprising aspect of this
monetary development is that it has
taken foreign dollar holders so long
to wake up. And their awakening is
not going unnoticed in the United
States. The American buying public
is reading the lesson from abroad,
and reacting in a buying spree that
is rapidly driving domestic prices
into line with higher world market
levels. The result is that the dollar
strengthens in world money mar
kets while it plummets at home.

These changing events are most
frustrating to the masters of
econometrics. The tools of their
trade, the computers, have been
churning out all kinds of mathemat
ical data, assuring us of a coming
recession. Meanwhile, consumers
continue to confound them with
their buying surge, utterly indiffer
ent to the computers' messages. The
macro economist's meek response is
that the recession is still out there,
but like the Amtrak train, just a
little behind schedule.

The errors of the macro economists

can be found in their computer pro
gramming. Looking back instead of
forward, they totally ignore that
there have been fundamental
changes in the ~~rules of the game."
Devoting all their attention to
statistical aggregates of the past, all
ofwhich fit so neatly into their com
puters, they have ignored the chang
ing actions of the individuals
lumped into their totals.

If macro economic statistics are
reflecting no recession now and that
times today are good, then it's time
to take a closer look. For the fact is
that this country is in deep economic
trouble. The recession which may
appear hidden by the computer's
statistics, is nevertheless very much
upon us.

As everyone is now painfully
aware, we have entered the era of
double-digit inflation. While this
certainly represents a new experi
ence for today's United States citi
zen, it is an old development that all
too often has devastated other socie
ties. Whether our path will end in
such destruction cannot be known,
but it is clear that we are heading in
that direction.

Even the casual observer must
sense the growing conflict and de
terioration in our society. The high
costs of energy, housing, and medi
cal care are denying such resources
to the needy. Pensioners and others
on fixed incomes are pauperized by
the destruction of their purchasing
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power. Urban transportation in
many cities barely functions. The
quality of educational services in
our schools is at an historic low.
Violence and crime threaten our
public safety. A· revolt of the special
interests generates conflict and
thrusts unbelievable hardship on
innocent victims.

The Burden of Interventions

The impact of government inter
vention on our lives has reached a
breaking point. Not a day passes
without some new insanity of regu
latory harassment. Investment in
centives in productive activity are
being crushed under a punitive tax
burden. Existing controls and the
constant threat of more controls
have placed a moratorium on a
multitude of ventures.

In sum, we are witnessing a de
cline in our material way of life.
People are travelling less, driving
smaller cars, living in con
dominiums instead of single family
homes, turning down the heat or
turning off the air conditioning, cut
ting back on dining out, and reduc
ing the menu quality at home. No
matter how one rationalizes it all,
such changes clearly reflect a de
cline in the quality of life.

The concentration of macro
economic statistics on aggregates
such as gross national product has
told us little about this concealed
decline in our material standard of

living. The impact of double-digit
inflation on the accumulated wealth
of the individual has received far too
little attention. While the toll of
higher prices on personal income
has been scrutinized closely, the loss
of real wealth in money holdings is
largely ignored. The facts are that
the economic burden from a dou
bling of gasoline prices pales before
the awesome loss of real wealth in
flicted on individual savings ac
counts, pensions, and fixed income
securities in our country today.

This insidious nature of inflation
destroys the purchasing power of all
money instruments. And while it is
readily recognized that current in
comes buy less, we seem to need
reminding that accumulated money
buys even less tomorrow. It is from
this uhidden" loss on accumulated
savings that our society is today
floundering in a growing recession,
a decline in the material well-being
of millions of citizens.

After two generations of inflation
that has consumed over eighty per
cent of the dollar's purchasing
power, the American people are fi
nally awakening along with the rest
of the world. Folks in New York are
starting to think and act like folks
in Buenos Aires.

Victims of accelerating inflation
can not stay passive forever. The
panic for survival changes both
their outlook and their economic be
havior. In the face of double-digit
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inflation individuals act in a radi
cally different way than under con
ditions of sound money. Everything
changes, from our values and ac
tions to their impact upon the in
stitutional foundations of society. A
society of sound money and orderly
growth rapidly gives way under in
flation to a society ofchaotic decline.

Panic Buying

Throughout history the appear
ance of double-digit inflation has
more often than not been a prelude
to the ultimate destruction of
money. As more and more holders of
money come to realize this, the
growing response is to abandon
money in the hope that one can
somehow escape the ravages of in
flation. The tragedy of such action,
however, is that panic buying only
worsens and accelerates the pace of
the runaway inflation.

The first principle of preserving
real wealth in an era of double-digit
inflation is to acquire Hthings."
Anyone holding his wealth in money
is eventually doomed by double
digit inflation. The transformation
of ttmoney" savings into ttthings"
savings becomes a first priority in an
age of inflation. The passing of time
proves over and over to inflation's
victims that money today can no
longer buy what it bought yester
day.

The ominous results of these
changing attitudes and behavior

are becoming ever clearer in the
United States. A reduction in saving
and an increase in consumption is
observed. Speculation replaces pro
duction. Bond prices collapse while
stocks fluctuate wildly. Higher
prices accompany falling productiv
ity. Controls and regulations
supplant economic freedom. Pockets
of poverty and prosperity appear
everywhere. Confusion and dismay
grip everyone.

The individual's response to
double-digit inflation is never
pleasant, but it is inevitable. The
first rule has been learned: get out of
money. With a vengeance, infla
tion's victims incur debt and with
draw savings to do so. Rising inter
est rates hopelessly try to reflect the
onslaught of buying and the vanish
ing money market. But as interest
rates lag behind the double-digit
rates of inflation, they only make
ttthings" investment all the more
attractive. The high bank rates be
come a Hsignal" that the money
market is rapidly collapsing.

The withdrawal of savings and the
sale of bonds to buy ttthings" accel
erates the process of rising goods
prices. The collapse of the money
market accompanies the panic. The
rush out of monetary investments
and into real goods in order to pre
serve one's wealth takes on a
psychology of a bank run. The panic
feeds upon itself as it races out of
control.
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Threats ofprice and wage controls
in such an economic climate only
speed the process. Anticipating the
inevitable shortages that must come
from such controls, the panic buying
of ((things" increases. Producers,
fearing the ((cost trap" from coming
controls, raise their prices even fas
ter. Speculators likewise respond by
hedging in any and all areas where
they believe controls cannot reach,
anticipating the\future profits wait
ing them in the coming black mar
kets.

At this point appears one of the
great ironies in the final stage of
runaway inflation. It is a shortage of
money. As individuals seek more
debt in order to acquire Uthings," as
the money market vanishes due to a
failure of lenders, the increasing
volume of buying activity creates an
illusion of scarce money. In the end,
the massive inflation which in
creased the supply of money and
precipitated the panic, creates the
illusion of money shortages.

Inflation Invokes New
Rules of Prudence

What the computers have not
been telling their econometric pro
grammers is that the ((old rules" are
no longer obeyed in an age of
double-digit inflation. Folks no
longer buy to consume, but instead
they buy to ttsave." Rising interest
rates do not attract savers, but in
stead serve as a signal to savers that

inflation is outpacing them. The de
struction of money forces all money
holdings into the haven of ((things,"
in a last ditch effort to preserve
what wealth remains.

The flight from money to precious
metals is merely the tip of the ice
berg. It reflects the beginning of a
panic process by those individuals in
society who understand what is
happening. But while it is a begin
ning, it is not an end. The end comes
with the ultimate destruction of
money in a final burst of runaway
inflation-an inflation so extreme
that it renders the money worthless
as a medium of exchange and there
fore unacceptable to anyone in the
market.

The sharp increase in precious
metal prices should serve as a re
minder and warning to everyone of
how quickly a panic can begin. Just
a moderate loss of dollar confidence
led to an explosion of precious metal
prices. Imagine the· impact on all
prices should such a panic extend
to all dollar holders. Gold and silver
have provided a frightening and
cheap lesson to all dollar holders-if
we will have learned it.

The greatest danger of double
digit inflation is that it can establish
the base for tomorrow's panic. Al
ready foreign dollar holders seem to
be leading the way. The traditional
statistics on personal debt or dispos
able income, rates of saving or prof
its, no longer have their old mean-
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ing. They can only conceal the
runaway inflation in the form of a
ttdelayed recession."

In such an atmosphere the indi
vidual has no choice but to become a
runaway investor. His money
wealth is being rendered worthless.
To forgo consumption becomes ever
more costly. Present buying for fu
ture consumption proves his best
investment. When he needs one of a
thing, he learns instead to buy two,
three, or more.

The runaway investor discovers
that his used goods sell for more
than when new. Only when he re
places goods does he learn that his
dollar gains are not wealth gains.
The market quickly teaches him
that ttthings" are a better invest
ment than dollars.

Neither the limitation of heavy
consumer debt nor productive in
come will stop the runaway
investor-not until all his money
savings are transformed into
ttthings." By then it is all over, for
runaway inflation has run its course
and the dollar has been destroyed as
a medium of exchange.

The fear of a runaway inflation
has finally drawn the attention of
the engineers who have fed it. The
rhetoric and actions of the Federal
Reserve Board reflect concern. But
Federal Reserve policies ofmoderate
growth in bank credit and higher
discount rates are too little and too
late. The awesome magnitude of the

outstanding money supply that can
be liquidated for Hthings" by
panicked consumers demands
stronger action. Nothing less than
monetary contraction may now be
required to restore confidence in the
minds of dollar holders. Otherwise,
an uncontrollable dollar panic, feed
ing upon itself, can lead to a final
burst of runaway inflation.

If such a scenario should be our
curse, the yields or earnings in the
stock market will be meaningless.
Holding shares in a tire company
may at least give the dollar holder
an owner's claim to a tire-a real
good that will be far more valuable
than depreciating money. Dollars in
a six per cent passbook savings ac
count won't compare to the pair of
shoes that has doubled in price. The
race for ttthings" becomes the only
concern of the runaway investor.

A Game Without Winners

The tragedy of runaway inflation
is that it is a negative-sum game.
While one may think he is winning
in the beginning, the final result is
that all must lose. The destruction of
money through runaway inflation
cripples our social division of labor,
annihilates all money markets, con
sumes productive capital, and thus
lowers the general standard of liv
ing for everyone. In its aftermath,
the political, social, and economic
foundations of society are seriously
threatened. All too frequently the
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chaos, conflict, and impoverishment
that it generates has led to the au
thoritarian society.

It is imperative, therefore, that
inflation be stopped now. Many al
ready believe that it may be too late.
But to fail because we did not try
would be unconscionable. Not since
1860 has this nation faced a greater
threat to its survival than it does
today.

The prospect of this kind of runa
way inflation is terrifying. Fortu
nately, another path does exist. It is
the path of restoring sound money.
And sound money means the restor
ation of gold as money.

Such a solution, however, is a
paradox. It is both exceedingly sim
ple and profoundly difficult to im
plement. The economic solution is to
simply stop expanding the supply of
money and reinstate gold converti
bility for paper dollars. The first
action could be implemented by the
Federal Reserve today, the latter by
Congress later. But, only if they
wished to do so.

And here lies the profound diffi
culty. Have the political forces in
America reached a point where such

action cannot or will not be done?
The answer to this question will
determine whether our destiny is
sound money or runaway inflation.

The present magnitude of gov
ernment deficits, the massive
growth in the size of the upublic
trough," voters' expectations ofmore
political largess, a continuing pen
chant for further political direction
of our society-all must be reduced
if the choice is sound money. Any
hope at this point for more of the
same is sheer fantasy.

Now is the time to face the conflict
between the political problem and
the economic solution. The inexora
ble economic repercussions from
years of past inflation are closing in
on the political managers. The hor
ror of runaway inflation is immi
nent. It can and must be prevented.

Otherwise, the people who hold
our nation and economy together
the middle class-will be wiped out
financially. At such a point, a closed
society and the loss of individual
freedom of choice becomes a very
real possibility.

Let's hope it's not too late. i

IDEAS ON

UBERTY

The Longer We Live

To any thoughtful student of monetary history, ancient and modem
alike, the deadliest enemy of the man and woman over 65 years ofage is
paper money under political control.

ALLEN W. RUCKER
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MONEY

Ellis W. Lamborn

THE most powerful individual in any
organization is the person who con
trols the purse. The person control
ling the keys to the vault where the
cash is kept really has more power
than many people who in an organi
zational sense should be in a posi
tion to order, or refuse to order,
disbursement of funds.

In any attempt to control the Fed
eral Government and the activities
of the government we must first
discover who is the keeper of the
purse. Which branch, which person
or which agency is actually in con
trol. It does little good to look at an
organizational chart-it will only
confuse the issue. However, if we
examine the actions of the Federal
Government it soon becomes appar
ent that it is not the President, nor
Dr. Lambom Is a profeseor In the Department of
Economics at Bol.. State University In Idaho.

is it the Congress· that is really in
control, although both of these fre
quently announce that they are in
charge. The real control is a semi
public agency known as the Federal
Reserve System. Any person in con
trol of the Federal Reserve really
controls the system.

Governments have been success
ful in hiding the cost of many new
programs because they have a
monopoly in the creation and control
of money. Because of this monopoly
the government does not have to
support new programs and other
activities by taxation or the closing
down of old programs. These new
programs can be financed by the
proper control of the money system.
Nearly everyone thinks that this
important activity must be run by
and supervised by the government.
It was thought to be so important

330
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that it was even written into the
original United States Constitution,
and it has remained there.

The Article is written tt... shall
have the power to coin money· and
regulate the value thereof." It has
been fairly easy for the government
to discharge the responsibility to
coin money, but this regulation of
the ttvalue thereof" is a bit more
difficult.

Tied to Gold

Some want the money supply tied
to some particular metal, the most
popular of which has been gold
and/or silver. The argument in its
simple form is that the value of the
money supply will be controlled au
tomatically, and there seems to be a
profound trust in anything that is
automatic. But although it is auto
matic there is no assurance that the
money supply will behave in such a
way as to give us anything like a
stable price level or full employment
or any of many other things which
we desire.

Under the gold or some metal
standard whether or not your price
level remains stable will depend on
three factors: (1) the supply ofgoods,
(2) the supply of money (gold), and
(3) the price of the money-usually
referred to as the price at which the
government will buy and sell gold.
Under conditions where the supply
of goods and the supply of gold re
main constant or change at the same

rate, the price level will remain re
latively stable. However, that would
be a rather unique situation and has
happened only a few times in his
tory.

The factors that control the supply
of goods in a general sense are not
the same factors that control the
supply ofone particular good such as
gold (and it won't help much if the
standard money is to be one, two or
even three commodities). Witness
what happened to the general price
level following the discovery of gold
in California in 1849, or the period
from 1872-1896.

But the gold standard people have
one ace in the hole. If things get too
far out of balance they can always
change the price of gold. However,
this presents two problems:

(1) If the price is not changed
quickly enough, we may have either
deflation or inflation.

(2) This gives some government
agency the power to control the
money supply and thus control the
price level and the change in the
price level.

So it should be apparent, if we
adopt or revert to the classical gold
standard and then let it alone to
operate in its automatic way, we
will be subject to long periods of
inflation or deflation and not stable
prices at all. Whether we have infla
tion or deflation will depend upon
the increase in supply of goods and
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services relative to the increase in
the supply of money. Even this as
sumes we know something about
money velocity (the number of times
a unit of money is used in a given
period of time).

The other alternative, ofcourse, is
changing the price of the money,
and that supposes that some indi
vidual (or group of individuals in
some government agency) is able to
determine when and by how much the
price of money should be changed. It
is likely that the price of the metal
that is used as money might be
changed to help finance. new pro
grams in situations where it seems
undesirable to increase taxes or to
eliminate older programs. Ifa metal
is selected as our money standard,
the price of the metal should at least
be allowed to change as market con
ditions change on a worldwide basis,
which means that the price ofmoney
should be determined by supply and
demand conditions on a worldwide
market. Indeed, this might well be
the second best solution to our
money problem.

Some individuals who can see the
need for some changes in the supply
of money over time but sense the
inherent weakness of the classical
gold standard are willing to settle
for a constant increase in the money
supply. These people point out that
the productive capacity of the coun
try will no doubt increase over time,
so some increase in the money sup-

ply is needed (the alternative being,
of course, long term deflation). If the
money increases at about the same
rate as the production of goods and
services the result will be stable
prices. This, of course, assumes that
the velocity of money does not
change to any significant degree.
This rather simple solution to a
complex problem overlooks at least
three rather basic problems:

(1) It is difficult to increase the
money supply at some prean
nounced rate. Although we may
want the money supply to increase
at four per cent or five per cent or
some other magic figure, it is neces
sary to control the actions of the
commercial banks as well as the
saving institutions to achieve this
desired result.

(2) Short time fluctuations in the
growth rate of either the money
supply or of goods and services may
cause serious periods of inflation or
deflation. These periods of inflation
and deflation will of course come to
an end if we are willing to wait and
do not give in to the third defect of
the system.

(3) If the government or some
agency of the government has the
power to set the rate of increase in
the money supply, they also have
the power to alter the rate of in
crease, and the rate of increase can
be changed to provide for inflation.
That is the most serious defect of the
system.
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The Federal Reserve
We, in the United States, have

tried to avoid the pitfalls of either
the gold standard or fixed increase
in the money supply. We have
turned the control and operation of
our monetary system over to a semi
public agency known as the Federal
Reserve System. The Fed, as it has
come to be called, is a rather large
bureau and has become self
supporting, gaining its revenue
from the services it sells to commer
cial banks and the interest on the
government securities which it
ttowns." The Federal Reserve also
performs many services for the Fed
eral Government, such as acting as
its agent in the selling of bonds.
However, the primary and most im
portant function of the Federal Re
serve is to control the monetary sys
tem. The Fed has been in existence
since 1913 and is one of the most
respected of all government agen
cies. However, when the Fed is mea
sured against the yardstick of what
it is supposed to be doing, the record
is not only unimpressive-it looks
like complete failure.

The best time to judge an institu
tion is when it is working under
stress, but when the Fed is placed
under stress it fails to perform as we
thought it would. This has been the
case in every period of economic
stress since 1913.

For example, during wars the
government needs and uses large

sums of money. The government re
ally has only two ways tOlobtain the
needed funds: taxation or borrow
ing. In my opinion, taxation is the
preferred method, but they have
chosen in every war and ~tpolice ac
tion" to borrow large sums. This
borrowing action has been handled
by the"Federal Reserve, and in order
to get the large sums needed the
money supply has been expanded at
too rapid a rate, and the result has
been higher prices.

The alternative to money expan
sion was for the Fed to bid the re
sources away from the private sector
by raising the interest rate paid on
government securities, but in the
short run situation we in the United
States seem to prefer inflation over
high interest rates. Following World
War II when the Federal Reserve
complained about carrying this bur
den for the United States -Treasury,
the result was the ~~accord"signed in
1951 which officially relieved the
Federal Reserve of this burden
which they never really had in the
first place. The Fed sometimes keeps
the money supply expansion at too
low a rate causing unemployment.
However, the most usual error has
been to expand the money supply at
too fast a pace so that prices have
risen. This has been especially true
since 1950. The inflation rate has
recently been above a figure that
was completely unacceptable in
1955.
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The Great Depression
The worst recession, or depres

sion, that this country experienced
was in 1929-33. At the time, few
people understood what happened or
the reasons for what happened. But
after the smoke cleared it seemed
apparent that the Federal Reserve
was too busy getting the gold stan
dard restored in England during the
1920s, which was a questionable ob
jective for the United States Federal
Reserve System. Then, when it ap
peared that we were to have a slight
or minor recession, the Fed re
sponded by actually forcing a reduc
tion in the money supply. At the
bottom ofthe depression the officials
made the statement which by now
has almost become a classic: UWe
could have stopped the recession ex
cept that we didn't have enough
power." The Congress responded by
giving them more power, and the
Federal Reserve then used their new
weapons to cause the recession of
1937-38. This recession was more
severe but more short-lived than the
recession of 1929-33. The short du
ration of the recession was due to
the upcoming war in Europe and the
fact that the Fed was shifting over to
their new position of continuous in
flation to help the Federal govern
ment finance the war effort.

There have been times when the
Federal Reserve has done the right
thing at the right time. But the
more important question is, have

their good decisions outweighed
their bad decisions?

It is true that there were reces
sions before the creation of the Fed
eral Reserve in 1913. It is also true
that there were periods of inflation
before 1913. The important question
is, has the Federal Reserve been
stabilizing or destabilizing? It seems
to me that the Fed has been de
stabilizing. Monetary authorities
that are not government connected
are coming to this same conclusion.

The problem is that although
many are able to agree that the
Federal Reserve System has worked
less than perfectly, most want to
keep the government involved in the
monetary system in some fashion
and try to correct the defects. How
ever, it appears that the Federal
Reserve has worked so poorly that
any attempt to patch the system,
which in most people's minds means
giving it more power, will not solve
the problem. Everyone makes mis
takes. Usually when a person makes
mistakes he affects his own future
and the future of people with whom
he deals. When a government deci
sion is a mistake it affects the people
that deal with that agency.
Everyone is affected by the mone
tary system, so this is one govern
ment agency that influences the
lives of everyone.

The solution, then, is to repeal the
act (actually it will be several acts)
that created and expanded the Fed-
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eral Reserve System, and then
amend the Constitution of the
United States so that the Federal
Government no longer has the
power or the responsibility ((to coin
money and regulate the value
thereof." This is drastic action, but
drastic action is needed.

Mistakes Inevitable

Any government unit will make
mistakes, but there are additional
hazards with an agency that con
trols the money supply. Any gov
ernment unit that wants to run con
tinuous deficits over a period of time
can do so only with the cooperation
and aid ofthe people in control ofthe
monetary system. Money is too im
portant to the operation of the econ
omy to trust the operation of the
monetary system to government. It
must be left in the hands of the
people. The new system that will
arise will handle our needs in better
fashion, but of course the system
will not be perfect.

The result of getting the govern
ment out of the money business will
be chaos for awhile at least. After
all, people for generations have been
accustomed to the government con
trolling the monetary system. The
point is that patching up the Federal
Reserve, the gold standard, or any
automatic monetary rule is not
going to solve the problem. The
problem is the government itself. A
matter as important as money can-

not be left to central government ac
tion.

Without government control there
will be increased uncertainty, espe
cially in the short run. After we
have developed a new system the
uncertainty will be at a minimum
and the costs of operating the sys
tem will be no greater than the
present costs-they might even be
less. Remember that though the
Federal Reserve operates without
using money obtained from the Fed
eral Treasury, they collect both for
services rendered to commercial
banks and interest on the securities
that they own.

Cost of operating the new system
will not be of major consideration.
The cornerstone of the system will
be that anyone who wants to can get
into the production and sale of
money. There is, of course, the prob
lem of getting customers. This may
be referred to as acceptability, but in
the marketplace it is known as pro
ducing a product that consumers
like.

Hopefully, under such a system
the person or corporation that issued
money would be interested in main
taining acceptability for that
money. Some money would be worth
more than others, and exchange
rates would be established in the
marketplace among the various
monies offered. Some of these
monies would become completely
worthless. In time (and this time
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period would be years, not days,
weeks or months) it is rather safe to
assume that there would be only a
few issuers of currency.

Advantages of a
Market Monetary System

The important point is that under
this system there would be no infla
tion. Individual issuers of currency
would be interested in maintaining
the value of their currency, or else it
would not be used. There would, of
course, be some fly-by-night opera
tions. Some peopl~ would be taken
in by worthless currency. These
costs and the cost of operating the
system would be less· than the cost of
operating the present Federal Re
serve System, especially when infla
tion is assessed as one of the costs of
the present system. The issuers of
the currency would keep the system
in operation, not because they are
particularly public spirited, but be
cause it would be in their own best
interests.

Individual banks and/or other in
stitutions would be free to make
loans, collect interest and perform
other monetary transactions. They

Universal Money

would even be free to insure their de
posits if they thought it was in their
own best interest to do so. Some are
apt to point to the Federal Deposit
Insurance Corporation as a well-run
government agency. Needless to say,
its record is somewhat better than
the record of the Federal Reserve,
but then the FDIC has been operat
ing as an insurance agent during a
period of almost continuing infla
tion. Under these conditions there
can be some bad debt, but one must
wonder if the FDIC would be able to
survive a situation such as existed
in 1929-33. It would be better to
have several insurers of deposits,
and there is no reason why these
could not be international in scope.

In summary, then, the thesis is
that the government should take
itself by Constitutional amendment
out of the money business and turn
it over to private interests. It is not
that the private interests will oper
ate the system in a perfect manner,
because they will not. But the pri
vate sector can and would operate
the system better than the govern
ment has during the period since
1913. ,

IDEAS ON

UBERTY

FOR SOME 2500 YEARS small pieces of gold and silver, called coins,
constituted universal money. It survived two millennia in spite of
countless attempts by hosts of governments to manipulate it or replace
it with their own media.

From the book Gold Is Money edited by HANS ... SENNHOLZ
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UNION
CONTEST

WITH
GOVERNMENT

Haymarket Riot, 1886

LABOR UNIONS are an enigma. Their
enigmatic character begins to sur
face as we explore the questions of
what they are and what they do. It
does not take long to come upon
aspects of unions that do not jibe
with what they appear or claim to
be. Labor unions claim to be or
ganized against employers. In fact,
however, they are most basically
organized against other workers.1

Moreover they conceal this contest
behind the screen of ideological for
mulations taken from socialism.2

There is more to the enigma than
that, however. One way to get to it is
to look more closely at the character
and functions of unions. In one

Dr. Caraon haa written and taught extenalvely,
specializing In· American Intellectual hlatory. Hla
moat recent book, World In the Grip of an IdN,
published by Arlington House, alao .a available at
$14.95 from The foundation for Economic Educa·
tIon.

sense, there is no mystery about
what a union is. It is an organiza
tion, .an organization of workers.
When we go beyond that, however,
we enter upon confusion. For exam
ple, what sort of organization is a
labor union? Is it a charity? Is it a
fraternity? Is it a business? Is it a
government? In short, where does
the labor union fit within the spec
trum of organizations that are fa
miliar?

In several respects, a union re
sembles a business. If those who are
employed by the union are consid
ered as distinct from the worker
members, the union takes on some
of the aspects of an agency. That is,
those who are employed by the
union are representatives or agents
of the rank and file members. But
what sort of agency? In one of its
aspects, it bears some resemblance

337
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to an employment agency. In
another, it resembles an agency
such as actors, writers, and artists
sometimes employ to make
arrangements for their work. In
another, it may resemble an insur
ance agency, collecting and han
dling retirement funds. However, a
union is not just a business, for it
also resembles a mutual aid society
or a fraternal organization, and may
sometimes do works of charity.

Unions Employ Coercion

Be that as it may, there is one
crucial difference between labor
unions and the above organizations.
It is that unions employ coercion.
They .have a tendency to compel
people to become members, and,
when they fail at this, to treat them
as if they were. In their efforts to
exclude non-union workers or those
from other unions, they are
monopolistic. And many of the tac
tics employed in organizing, in boy
cotting, and in labor disputes are
coercive. In their use of coercion,
unions resemble government. And it
is their use of coercion that brings
them into conflict with government.

Indeed, the contest between
unions and government is a basic
one. Union coercion challenges es
tablished government at its founda
tion. It challenges government's
monopoly of the use of force. A
government-any government-is
that body which has a monopoly of

the use of force within its jurisdic
tion. If it does not have it, the stage
is set for armed conflict.

Union ideology lays claim to a
jurisdiction for unions in which gov
ernment (or other governments) is
not supposed to interfere. The ar
gument is usually made oblique
ly-unions do not claim to be
governments-and goes something
like this. Capital and labor (or man
agement and labor) are the contes
tants in any labor dispute. Indeed,
whatever is in dispute is solely be
tween them. But capital has a large
initial advantage in the dispute be
cause of the accumulated wealth it
represents and the control over the
livelihood of workers involved. Not
only are individual workers power
less to deal with them but also or
ganized workers unless they are
permitted to use the tactics which
will enable them to match the power
of wealth with the force of their
numbers.

Unionists usually draw the battle
lines in such a way that it is only
possible for government to intrude
into the dispute on one side or the
other. UYou are either for us or
against us," they say, in effect. The
basic posture of union leaders has
usually been that government
should stay out, though they have
not been averse to legislation favor
able to unions.

Their position came out rather
clearly when they testified before
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the Senate Committee considering
amendment of the Wagner Act after
World War II. The chairman of the
committee accused Walter Reuther
of taking the position that uGov_
ernment should not interfere at all
and that we should not pass any
laws because the Government
should not interfere." But, the
chairman pointed out, there were
already laws on the book. To which
Reuther replied, ((The Wagner Act
was remedial legislation to correct a
particular abuse. Nobody can deny
it was created because American
labor in the face of this concentrated
wealth could not begin to get the
rightful status in American indus
try around the bargaining table."3

John L. Lewis was asked this
question by one Senator: ((Do you not
think there is a point where the
exercise of the right and freedom by
any group ofindividuals impinges so
drastically on the rights, privileges,
and freedoms of all others that the
Government has to step in and do
something about it?" Lewis an
swered, ((No, I think definitely the
Government should not, Senator,
not if you want to preserve America
as we know it, and its freedom, be
cause you cannot regulate the
human beings who work for a living
in this country, and who, in a major
sense are not rich and in a substan
tial sense are quite poor...."4

In sum, labor unions claim the
right to use coercive tactics.

Moreover, they claim a special
jurisdiction within which they can
employ these tactics. The bounds of
that jurisdiction are supposed to be
in the organization of workmen and
in labor-management disputes. For
any government to grant such a
jurisdiction is either to recognize
unions-or unions in conjunction
with management-as having the
status of a government or sharing in
the powers of existing government.
For example, they might be con
ceived as. comparable to a town or
city in the United States, incorpo
rated by states to exercise certain
political powers but not independent
of the states.

No Special Standing

Actually, however, unions have
had no special legal standing for
most of American history. They
were private organizations with no
particular power, authority, or re
sponsibility. Such rights as they
possessed were those belonging to
individual members. As one book
puts it, ((They are voluntary organi
zations without limited liability and
are generally without a personality
apart from that of their individual
constituent members."5 Only one
state has required incorporation
and, though a Federal law permitted
incorporation in the District of Col
ymbia from 1886 to 1932, there was
no rush of unions to achieve that
status. They were organized into a
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body, banded together for concerted
action, given to using coercive tac
tics, yet before the law they dis
solved into their component parts.

It is not difficult to see why union
action brings them into conflict with
government. Every resort to coer
cion is a challenge to government.
There is the continuing underlying
conflict arising from government's
effort to monopolize the use of force.
Beyond· that, there are the difficul
ties unions pose for government in
the performance of its basic func
tions. Its basic functions are to pro
tect the life, liberty, and property of
those within its jurisdiction. To the
extent that unions use coercive tac
tics, they challenge the exercise of
these functions.

Contrary to union ideology, labor
disputes are not simply a contest
between unions and management
(hence, nobody else's business). Ba
sically, unions are organizations of
some workers for the purpose ofrais
ing the price of labor by excluding
competing workers from employ
ment. If there is a strike, and man
agement attempts to operate the
struck facility, the visible conflict is
usually between strikers and those
who are willing to work. Union
ideology attempts to conceal the
character of the conflict by describ
ing those who would work as in
struments of the employer. They are
described as ~~scabs," Hrats," and
CCstrikebreakers." This invective

helps to obscure, too, a much
broader situation that may prevail.
There are not only those who do
work during a strike but also others
who might apply for work and be
employed were they not intimidated
by the strikers. These are the silent
interests in what is billed as a
labor-management dispute.

InJury to Employers, Suppliers,
and Consumers

To say that the conflict with man
agement is in the background-is
secondary, if you will-is not to
imply that the owners of facilities
may not be harmed by union coer
cion. On the contrary, there are fre
quently assorted damages from
which government action to prevent
or bring a halt to the coercion might
protect them. Their property may be
trespassed upon. There may be work
stoppages because workers are pre
vented from entering the plant.
They may be unable to meet con
tractual obligations. They may lose
business to competitors. They may
be unable to pay their bills when
they come due. And so on.

A third line of effects extends out
ward from strikes and boycotts. The
flow of commerce may be inter
rupted. Suppliers may be damaged
by the loss of a market. Those de
pendent upon the struck facility for
goods or materials will have to look
elsewhere or do without. Transpor
tation facilities may lie idle. A
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whole category of interdependencies
may be disrupted.

A fourth order of effects may also
result from union coercion. It is the
effect upon consumers. If strikes,
boycotts, or other disruptive tactics,
succeed in shutting down facilities,
goods will not reach the marketplace.
Shortages may develop, and prices
will rise. If the product is in any way
unique, customers will be denied
choices. But whether any of this
occurs, if unions succeed in raising
wages, there will tend to be a rise in
prices to compensate for the raise.

Union use of coercion inevitably
brings it into a contest with gov
ernment, then. It challenges the
government monopoly of the use of
force. Its coercion is exercised
against those whom government is
committed to protect. The extended
effects reach eventually to all the
inhabitants of the country.

How Governments Have Responded

Governments in the United States
have responded to the challenge im
plicit in union activity in three ways
historically. One writer on labor pol
icy describes them this way: ffsup
pression, toleration, and encourage
ment."6 Until after the passage of
the Sherman Antitrust Act in 1890
the federal government had no
primary involvement in labor dis
putes. The responsibility for main
taining the peace and protecting life
and property was exercised by the

states. In the few instances prior to
the 1890s when the federal govern
ment did become involved it was in
response to requests from governors
of states for military help.

Suppression is too strong a term
for describing state action toward
unions during the first half century
or so of the existence of the United
States. Some unions existed
throughout this period. However,
when cases came before the courts,
unions were often found to be guilty
of conspiracy either because of coer
cive tactics or for the exclusion of
competing workers from employ
ment. In short, unions had the same
right to existence as any private
organization, but they could not
employ coercion to fix wages or
other conditions of employment. For
a variety of reasons, and it is not at
all clear that their legal status was
the most important, unions were
usually shortlived and insignificant
for the first half of the nineteenth
century. There were no nationwide
unions and little enough national
commerce.

Toleration is imprecise for de
scribing the posture of governments
toward unions in the latter part of
the nineteenth century (and well
into the twentieth, for that matter).
It might be more accurate to say
that unions were usually ignored
until they created some disturbance.
At that point, when police or troops
were called in, an ad hoc solution
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was applied. Courts did not gener
ally concern themselves with such
effects as the financial impact on
workers excluded from employment
or those which reached through to
the consumer. Indeed, courts re
stricted themselves largely to trying
individuals for acts ofviolence ifand
when such cases were brought be
fore them until well into the 1890s.

Unions after the Civil War

Unions did begin to become na
tionally important after the Civil
War. Several national unions were
organized, and there were successful
efforts to organize workers in many
industries. ttThe Industrial Commis
sion of 1900 reported that there
were 22,793 strikes between 1881
and 1900 which affected some
117,000 businesses. During the
same period there were 1,005 lock
outS."7 A lockout occurs when
facilities are closed to protect the
premises from trespass and the
property from damage. The number
of them may provide some indica
tion of the fear ofdestruction during
labor disputes.

The union contest with govern
ment became visible, vociferous,
sometimes violent during this
period. The first national instance
was the Railway Strike of1877. This
was not a single strike coordinated
by a central union but a series of
strikes which spread to several rail
roads and states during that year.

The strike began in Baltimore fol
lowing the announcement of a wage
cut on the Baltimore and Ohio Rail
road. Crewmen refused to move
trains, replacements were hired,
and when the strikers remained in
the yards, they were arrested. The
trouble then shifted to Martinsburg,
West Virginia. When the crewmen
refused to take the trains through,
the railroad asked the governor for
troops. When the state troops met
resistance they killed a striker and
one of them was wounded. The gov
ernor requested Federal troops, and
several hundred were dispatched.
After a change of commander, these
were able to get the trains moving
again.

Much worse violence lay ahead in
Pittsburgh, however. The reduction
ofwages was not the issue there. The
trouble arose over the decision of the
Pennsylvania Railroad to haul
longer trains by using two engines.
Crewmen and yardmen refused to
move the train and, when an at
tempt was made to move it, they
attacked it. All train traffic was
stopped, and the sheriff wired the
governor for troops. Local Guards
men from Pittsburgh were supple
mented by a large contingent from
Philadelphia.

When the sheriff, assisted by
Guardsmen, attempted to arrest the
leaders, shooting broke out, and the
Pittsburgh troops threw down their
weapons and took sides with the
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strikers. The Philadelphia Guard
withdrew to the railroad round
house. ((Shut up in the roundhouse,
the guardsmen were surrounded by
a large crowd that called upon
them to surrender. A gun brought
by the rioters and loaded with cou
plings and broken rails steadily
pelted the roundhouse, but the
guardsmen held out and marched
out only when the pickets had
pushed burning oil cars against the
building. The retreating troops were
fired upon as they moved through the
streets, and several fell from revol
ver and rifle shots."8 Mter another
day of violence, things quieted down,
but trouble was spreading in Penn
sylvania.

The governor requested troops
from President Hayes. These were
dispatched from Baltimore, but
((Strikers blocked the road at Al
toona and refused to allow National
Guardsmen to proceed to Pitts
burgh. . . . The governor set up
headquarters in Philadelphia, as
sembled troops and set out for West
ern Pennsylvania, followed by sev
eral hundred regular army troops
equipped with artillery."9 When a
sympathy strike broke out in Scran
ton, large damage in mines was an
ticipated. ((A clash between pickets
and a posse that had been recruited
by the mayor ofScranton resulted in
the killing of four and the wounding
of several others. Aid was sought
from the governor while armed citi-

zens patrolled the city streets. A
force of 1,800 men was dispatched
and was followed by 2,000 addi
tional troops."lO

Trouble spread to Ohio, Indiana,
and Illinois. In Chicago, pickets
went from one plant to another at
tempting to make them close down
and go out on strike. Pleas from the
mayor and governor were unavail
ing, for ucrowds clashed with the
police, some of them were killed and
many others wounded." The army
was brought in. ((Order was restored
with the arrest of rioters and their
leaders."ll

The Haymarket Riot

Surely, these clashes between
unions and government were un
usual in scope and severity. How
ever, there were instances when
clashes were more pointedly ideolog
ical than those in the Railway
Strike. Perhaps the most well
known was the Haymarket Riot in
1886. There were anarchists directly
involved in events which led to this
series ofevents in Chicago, men who
believed and taught that govern
ment was an instrument of capital
ists to oppress the workers, that
government, then, was an enemy to
be overthrown.

Cyrus McCormick, owner of a
harvester works in Chicago, had re
fused to accept a union to represent
his employees. When pressed, he
closed his factory and opened it later
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with non-union workers. Conflicts
between the union men now on
strike and the workers were fre
quent. Meanwhile, organized labor
launched a campaign for the 8-hour
day with a general strike. For what
ever reasons, probably as a con
ciliatory measure toward his work
ers' McCormick granted the 8-hour
day and gave his workers a half-day
holiday to celebrate. ttAs the work
ers came out of the factory they were
greeted with hoots of contempt and
derision by the union men assem
bled near by. Not far away, in a
vacant lot, striking lumbermen
were holding a meeting.... The two
groups joined forces. The owner
summoned the police and, in the
fighting that followed, several
workingmen were killed and a score
or so wounded."l2

A protest meeting was scheduled
for the next night to be held in
Haymarket Square. Circulars were
printed up in English and German
and distributed over the city. The
heading read: ttRevenge! Revenge!
Workmen to arms!" The body of it
spelled out the antagonism toward
the police:

Men of labor, this afternoon the blood
hounds of your oppressors murdered six
of your brothers at McCormick! Why did
they murder them? Because they dared
to be dissatisfied with the lot which your
oppressors have assigned to them. They
demanded bread, and they gave them
lead for an answer.13

Toward the end of the meeting a
squad of police arrived and asked
the crowd to disperse. A bomb was
thrown into the ranks of the police;
the explosion killed one and
wounded others. Shooting broke out;
sixty-eight policemen were
wounded, and seven of them died.
Four people in the crowd were
killed. In the aftermath several
anarchists were tried and convicted
of murder.l4

The Homestead Strike

The Homestead Strike of 1892
provides an example of another as
pect ofthe contest. Companies some
times hired their own police. When a
strike portended, these might be
supplemented by private forces such
as the Pinkerton Detective Agency.
The Homestead (Pennsylvania)
plant was a part of Carnegie Steel.
Henry C. Frick was the chief ad
ministrator. When the Amalga
mated Association of Iron and Steel
Workers called a strike in 1891,
Frick tried to operate the Home
stead plant. More than a hundred
deputy sheriffs were sent to the site.
However, pickets refused to allow
them to enter the plant, and the
deputies would not force the picket
lines. The sheriff managed to get
negotiations opened, and the strike
was settled.l5

Things went differently in 1892.
Frick caused a three-mile-long fence
to be constructed around the plant.
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The fence was topped with barbed
wire, spaced holes were cut in it, and
search-lights were mounted along it.
When the union decided to strike,
the company did ask the sheriff for
protection, but Frick did not intend
to place much reliance on him. In
stead, he had already placed a tenta
tive order with Pinkerton Detective
Agency to supply guards, for he had
concluded, he said, that ~~it would be
necessary to protect our own prop
erty and secure new workmen."16

Three hundred Pinkerton detec
tives tried to reach the plant by way
of boats on the river. However, their
approach was detected by the strik
ers who broke through the fence
that had been erected and would not
permit them to land. Shooting broke
out and several were killed. The
Pinkertons made two other unsuc
cessful assaults before they surren
dered. The plant was taken over by
the strikers and the guards held
captive. The sheriff applied to the
governor for troops, and 7,000 were
sent. They removed the strikers
from the premises, and the mill was
eventually reopened without them.
In the midst of these developments
an anarchist shot and stabbed Frick
but failed in the effort to kill him.

The Pullman Strike

The Pullman Strike of 1894 pro
vided the setting for a major shift in
dealing with labor disputes. There
tofore, state and local governments

had been primarily responsible for
maintaining the peace in labor dis
putes. In this strike, the United
States became involved on its own
initiative (not simply as a backup
force). A contest between a union
and the federal government de
veloped. Secondly, it began the shift
to the widespread use of the injunc
tion in labor disputes. Third, the
Sherman Antitrust Act was invoked
in a labor dispute.

Actually, Pullman Strike is a
misnomer for the events that
brought action by the federal gov
ernment. There was a Pullman
strike, but it was only the approxi
mate cause of the trouble. It could
more aptly be called the American
Railway Union Boycott. When the
workers at the Pullman plant near
Chicago went out on strike, the
American Railway Union pro
claimed a boycott of Pullman cars on
trains. That is, the members of their
union were not to handle Pullman
cars on the train that they worked.
The associated railroads which came
into Chicago determined that the
lines would not be used in that way,
that they would continue to use·and
pull Pullman cars. When the union
men refused to comply with com
pany orders, they were replaced by
those who would. Many railway
workers then struck.

The railroads experienced in
creasing difficulty in operating. The
mail was piling up in some cities
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because the railroads were tied up by
the strike. Injunctions were ob
tained which enjoined interference
with the railroads. A witness de
scribed the response to the reading
of the injunction this way:

Marshal Arnold stood in a mail car
and read one injunction. He was jeered
considerably ...; then the other injunc
tion was read from the back of a pas
senger car by his deputy.... The men, of
course, gathered around and I suppose
there were 500 men upon the hill, in the
roadway and around the cars.... It was
from that crowd that the cry came, UTo
hell with the Government!" uTo hell with
the President!" cCTo hell with the court
and injunctions."17

The United States Marshal wired
that he was unable to enforce the
injunction and requested that troops
be sent in. This was done, but the
immediate result was an increase in
the violence. Several marshals and
their resisters were killed and
wounded.18 Shortly after the union
leaders were arrested, the violence
subsided, and the strike was called
off.

The United States Strike Com
mission, appointed by President
Grover Cleveland, described the
situation this way in the latter part
of the nineteenth century:

It is encouraging to. find general con
currence . . . in condemning strikes,
boycotts, and lockouts as barbarisms
unfit for the intelligence of this age, and
as, economically considered, very in
jurious and destructive forces. Whether

won or lost is broadly immaterial. They
are war-internecine war-and call for
progress to a higher plane.... These
barbarisms waste the products of both
capital and labor, defy law and order,
disturb society, intimidate capital, con
vert industrial paths where there ought
to be plenty into highways ofpoverty and
crime, bear as their fruit the arrogant
flush of victory and the humiliating
sting of defeat, and lead to preparations
for greater and more destructive con
flicts....19

The Commission recommended that
the government encourage labor
combinations as it had capital for
mation in the interest of industrial
peace.

Except for the railroads and more
generally for a brief period during
World War I, that would not be the
course the government followed for
the next four decades. (When the
government did eventually turn to
the encouragement of unions, as
Metz called it-it might better be
called empowerment-it hardly re
sulted in industrial peace.) The con
test between unions and govern
ment did, however, shift to a differ
ent plane between the 1890s and
early 1930s. Much of the initiative
for maintaining the peace shifted
from the police (and armed forces) to
the courts. The main instrument for
controlling labor unions was the in
junction.

The injunction was increasingly
used in labor disputes from the
1880s through the 1920s. Both state
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BeSIDES their vital interest in eliminating as much competitive labor as
possible and expanding job opportunities to the greatest possible extent for
their own members, union leaders are driven by one more unremitting goad:
they must keep alive the destructive myths and superstitions upon which
class-warfare thrives.

If the union leaders for one moment admitted to their members the obvious
truth that employers and employees are bound together by the strongest
bonds of mutual and reciprocal self-interest known to mankind-perhaps
exceeding even the family bond-the party would be over as far as the union
leaders were concerned.

SYLVESTER PETRO, "Unemployment, Unions and Inflation"

and Federal courts issued them. A
total of 28 such injunctions were
issued in the 1880s, 122 in the
1890s, 328 from 1900 through 1909,
446 from 1910 through 1919, and
921 in the 1920s. One authority de
scribed the impact of this use of the
injunction this way:

For almost a generation and a half,
from the 1890s to the early 1930s ... the
power of the courts was invoked to assist
in defeating most of the more important
strikes-among them, the Pullman
Strike of 1894, the coal strike of 1919,
the shopmen's strike of 1922-and only a
smaller proportion of the relatively less
important ones . . . to prevent the suc
cessful spreading of labor boycotts . . .
and ... to prevent organizing activities
where the workers were engaged under
individual nonunion or uyellow-dog" con
tracts.20

Sherman Act of 1890

The Sherman Act of 1890 pro
vided legislative support to the use
of the injunction in labor disputes. It
was not essential to the use of the

injunction in this way, per se, since
courts of equity could, and did, issue
injunctions to forestall irreparable
damages where they were the ap
propriate remedy. The Sherman Act
went much further, however. It pro
hibited combinations or conspiracies
which restrained or obstructed
interstate commerce. It provided for
criminal prosecution, for injunction
relief, and for suits in which triple
damages could be awarded.

Labor unions were neither exempt
ed from nor specifically mentioned
in the Sherman Act. However, a
provision to exempt combinations of
laborers from its application was not
adopted by Congress, and the lan
guage was altered to refer not only
to trusts but to ~~other" combinations
as well.21 In any case, the courts
began to apply it, and in the Dan
bury Hatters case, heard in 1908,
triple damages were assessed
against a union. The Supreme Court
eventually affirmed its validity.

The courts had now moved toward
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the position that labor unions were
at least partially responsible legal
entities. The fine in the Danbury
Hatters case was levied against the
membership of the American Feder
ation of Labor. I say partially re
sponsible, however, for only damage
to employers was assessed, not that
to non-union workers, to govern
ment, or to the general public. In
deed, there may be no way equitably
to arrive at such damages. In any
case, these developments concerned
union leaders greatly. They
launched a political campaign to get
the antitrust laws modified so as to
exempt unions from their applica
tions.

The Clayton Act:
"Labor's Magna Carta"

This campaign bore fruit, or so
many union leaders thought, with
the passage of the Clayton Antitrust
Act in 1914. Section 6 of the Act does
appear to exempt labor unions. It
reads, in part:

That the labor of a human being is not
a commodity or article of commerce.
Nothing contained in the anti-trust laws
shall be construed to forbid the exis
tence and operation of labor ... organiza
tions ...; nor shall such organizations, or
the members thereof, be held or con
strued to be illegal combinations or con
spiracies in restraint of trade, under the
anti-trust laws.22

Samuel GQmpers, head of the AFL,
hailed it as uLabor's Magna Carta,"

and declared that it was ((the most
important and comprehensive mea
sure ever enacted touching the free
dom of workers."23

Indeed, the Act may have been a
boon to ((the freedom of workers,"
but it was hardly a victory for labor
unions, as matters turned out. Sec
tion 20 ofthe Act did provide that no
restraining order should be issued
by the courts of the United States in
cases involving employers and em
ployees, but there was an exception:
((unless necessary to prevent ir
reparable injury to property, or to a
property right, of the party making
the application, for which injury
there is no adequate remedy at law.
. .."24 Section 20 goes on to assert
that labor organizations may engage
in ((peaceful" and ((lawful" acts.
Many states proceeded to pass acts
modeled on the Clayton Act.

What the courts tended to do
thereafter was to rule that the
Clayton Act made no substantial
change in the situation. (It did make
one change, for theretofore the gov
ernment had to initiate requests for
injunctions; this power was now ex
tended to private parties.) It had
simply declared what was settled
law and good construction before,it
had been enacted. The injunction
was more widely used than ever
after its passage.

The Clayton Act did not, ofcourse,
end, or even reduce, the contest be
tween unions and government. If
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anything, ·it sharpened and focused
it. One writer says that ttThe result
was that the labor injunction
tweakened and undermined the
courts' and so respect for law and
government, since unions consid
ered the law so unfair and unduly
restrictive of their right to self
protection." Moreover, ttthey did not
prevent the violence which con
tinued to be an accompaniment of
industrial disputes."25

In essence, there is a conflict be
tween union coercion and govern
ment. The conflict has often been
obscured by treating labor disputes
as if they were simply something
between employers and employees.

When viewed in that light exclu
sively, government action becomes
Uinterference" in a labor dispute.
However, when the matter is looked
at from the broad perspective of its
impact on others, it takes on a dif
ferent cast. When unions resort to
coercion, government becomes a
party to the dispute, else it forgoes
its monopoly of the use of force.
More, if government does not inter
vene, it does not perform the func
tion which justifies its existence,
namely the maintenance of the
peace and the protection of life and
property. These have been at issue
in the union contest with govern
ment. ,
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P. Dean Russell

EXPLOITATION
and

FREEDOM..................: .
AFTER two years of unemployment,
58-year-old Vincent Sgroi found a job
answering the night-phone in a
police station in New York City.
While Mr. Sgroi would rather have
back his old job as a highly-paid
linotype operator in a printing com
pany that went broke, he does find a
form of comfort in his lower-paying
government job: CCAt least no one is
making money off me."

I suspect that Vincent Sgroi has
here offered the primary reason for
our continuing trend away from
competitive jobs that depend on
profits, and toward non-competitive
jobs that depend on taxes. He's con
vinced that profits are made at the

Dr. Ru....... ProIe••r of Management, UnlYeraity
of Wlaconaln at ... ero.... He value. hi. freedom of
tpMCh, and look. to the market economy a. the
fIrat line of defen...
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expense of the workers, Le., by
exploitation.

His belief is shared by perhaps
more than 90 per cent of the world's
people, including millions of intelli
gent Americans. For example, the
idea that profits are made by
exploiting labor is the basic theme
behind most of today's television
plays about business. As the TV
story unfolds, the following idea will
usually appear in one way or
another: Profit-driven businessmen
grow fat by exploiting the labor of
others. We watch those plays be
cause, basically, millions of us
hard-working and anti-communist
Americans agree with the message.

Those plays include situation
comedies, soap operas, and serious
drama. In them, businessmen lie,
cheat, and steal in a continuous ef-
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fort to increase their profits. The
evil acts of the Mafia are usually
portrayed as typical ttbig business"
activities. I have seen TV plays in
which international businessmen
(usually represented as Americans)
pay large sums of money to the lead
ers of foreign governments in an
effort to increase profits from gov
ernment contracts. If they can't buy
those leaders, they sometimes have
them blackmailed, or even assassi
nated.

The businessman always wears
the black hat on TV as he gets rich
by following the dictionary definition
of exploitation: ((An unjust or im
proper use of another person for one's
own profit or advantage."

A Dim View of Businessmen

This belief that businessmen are
evil-especially the leaders of big
business-is also found among our
highest officials in Washington.
Many of us still remember that fa
mous incident in 1961 when the
president of the United States in
formed the president of one of our
largest corporations that Hall
businessmen are sons-of-bitches."
That belief sometimes appears to be
the prevailing viewpoint in both
houses of Congress as they pass laws
against the ttexcessive profits" that
big businessmen make by exploiting
the poor and helpless. I have even
heard businessmen-fathers advise
their college-bound sons and

daughters to study for careers in
government, not in business, if they
want to make a worthwhile contri
bution to our nation and people.

This attitude is not inspired by. a
communist conspiracy. For the most
part, the writers and politicians who
think that profit-motivated busi
nessmen are bad people are them
selves good people. They write and
speak as they do because they're
convinced that profits can't be made
except by exploitation.

They are just as sincere in that
belief as was that real-estate agent
in Florida who gained ownership of
the home of a poor couple by pay
ing a $3 overdue tax bill they didn't
know about. He defended his action
by claiming that, in business, the
only way anyone can make a profit
is to make sure someone else takes a
loss, i.e., by exploitation.

If that were actually the case, of
course linotypist Vincent Sgroi
would be the exploiter; he got paid
in full for. many months while the
businessmen-owners of the printing
press made no profits at all and went
broke. But most ofus, like Mr. Sgroi,
are as likely to base our decisions on
emotion as we are on logic.

I'm convinced that those anti
business writers of TV and movie
scripts are sincere people who truly
want to stop exploitation. And they
are equally sincere when they say
that the best way to stop this exploi
tation is to abolish our profit-
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motivated economy in one way or
another. The usual solution they
advocate is government ownership,
i.e., let business be owned in com
mon (through our government) and
be used for the benefit of all the
people instead of for the profit of a
privileged few.

A writer-producer of popular tele
vision shows, Douglas Benton,
summed up the belief (and hope) of
most of his fellow-writers in these
words: uThe big corporations like
General Motors and International
Business Machines ... will die out.
. . . We are inevitably moving to
ward socialism."

The McCarthy Era

Before they increase their efforts
to take us there, however, I do hope
those writers will take one last look
at the early 1950s and a senator
name McCarthy-and what hap
pened to a fairly large number of
television writers and actors when
our government decided to take a
more active interest in that industry
and those who worked in it. Please
remember that Senator Joseph
McCarthy truly believed that com
munism is bad and that we Ameri
can people are entitled to be pro
tected against communist prop
aganda in the entertainment media.

Those writers and actors of a
quarter-century ago quickly discov
ered that writers and actors can lose
their jobs for political reasons in the

United States just as they do in
Russia. This happens in any nation
when the government is powerful
enough to question the viewpoints
expressed in TV and movie scripts.

An important difference between
the situation of those writers in
Hollywood in the early 1950s and
their counterparts in Moscow was
this: In our profit-motivated econ
omy of the United States, other
companies and individuals who
wanted to make a profit from the
work of skilled workers could (and
did) hire those blackballed writers
to work for them. Also, some ofthose
Upolitically discredited" writers
found that, in our relatively free
economy that's motivated primarily
by the desire to make profits, they
could continue writing under as
sumed names. In that fashion, sev
eral of them continued to earn good
salaries. One of those writers even
won an ~~Oscar" for superior work
under his assumed name! But under
the no-private-ownership and no
profit system of socialism, there is
no employer other than the govern
ment. And if a writer in Russia tries
to conceal his identity, he'll surely
end up in prison.

You would think that anyone
would be quick to understand that
Aleksandr Solzhenitsyn and Andrei
Sakharov (and other urefusenik"
writers in Russia) were only able to
get their books and articles printed
by the privately-owned and free-
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market publishers in the capitalist
nations. The owners ofthe presses in
our profit-motivated economies were
happy indeed to get those manu
scripts because they made huge
profits by publishing them. But
neither Solzhenitsyn nor Sakharov
has yet seen the connection between
private ownership, profits, and a
free press. As far as I can determine,
both still believe that the presses
should be used for the benefit of all
the people instead of for the profit of
a few.

Like their fellow-writers in the
American movie industry, those
Russian writers honestly believe
that government ownership and/or
control of industry is in the best
interests of everyone-provided, of
course, that it is properly and fairly
administered. Both of those Russian
writers are unimpressed by the view
point· that the control of ideas (Le.,
people) can become a permanent
situation only when there is no
profit to be made by hiring someone
or by publishing his works.

Ownership in Common

Writers in the United States
today cannot claim the excuse of ig
norance concerning this relation
ship. All they need· to do is look at
any economy where the presses (Le.,
the means of producing or reproduc
ing words) are owned in common
and must be used for the benefit of
all the people instead of for the

profit of a few. In every case-under
line no exception-there is complete
and absolute censorship in the
eccommon ownership" nations. The
leaders of government (acting in the
name of the people) determine what
will be printed. Anyone caught
printing anything else is, by legal
definition, a criminal.

True, in the profit-motivated
economies of private ownership,
there can be government censorship,
and sometimes there is, e.g., McCar
thy in the United States and Franco
in Spain. But the censorship is never
as complete as in the ((common own
ership" nations and it eventually
disappears because the private own
ers of the presses find it highly prof
itable to print and sell suppressed
works and ideas that you and I want
to read and are willing to pay for. If
it were otherwise, i.e., more profit
able to work for a press that's totally
controlled by government, I have no
reason to doubt that's what we
would have.

We Americans especially enjoy
talking about freedom in the
abstract as some sort of lofty ideal
that we're all quite willing to die for
at any time and for any reason. I'm
personally convinced, however, that
the primary defense against censor
ship in the United States (and
everywhere else) is the attitude of
the owner of a printing press toward
the machine itself and the profit it
can bring him. As long as the
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machine is his and he can sell its
services to anyone who wants to
have a book printed, he's likely to
defend his press with his life.

For precisely that same reason (in
both Russia and the United States)
farmers will die in defense of their
land against anyone who tries to
take it from them, including their
own government. Millions of farm
ers actually did die in Russia for
that reason; and millions will die in
the United States, if necessary. But
let the land or the press be owned in
common and used for the benefit of
everyone equally-Le., no profits for
anyone-and no one is eager to risk
his life in its defense. I'll defend my
home and my typewriter against all
comers. I'm not nearly as willing to
die defending the Tennessee Valley
Authority and the Tellico Dam
which we all own in common.

They Dare to Speak

It was our privately-owned
presses-which are directly depen
dent on circulation to make profits
and survive-that told us about the
activities of the top officials in the
Nixon Administration. Suppose The
New York Times, The Washington
Post, and other profit-motivated
newspapers in the United States
were ttowned in common" as are
Pravda and Izvestia in Russia. Sup
pose that their survival was not
based on circulation and profits but
on decisions by the government

managers. Do you imagine we would
have had the Watergate story?

When the presses are owned in
common and are used for the benefit
of all the people instead of for the
profit of a few, the top government
officials can literally commit per
sonal murder against their col
leagues and families, and never be
exposed by the newspapers they con
trol. Stalin (and other top govern
ment officials in Russia) actually did
participate in outright murder.
Profit-motivated newspapers and
magazines reported it. To the sur
prise of no one, the no-profit and
common-ownership papers in Russia
didn't.

When private ownership and the
profit motive disappear, human
freedom vanishes. You can count on
it.

Those TV writers (and others)
who condemn the profit motive are
not looking for subsidies or unfair
advantages. They want only the
money they themselves generate;
not a penny more. They honestly
believe that they are being ripped
off by the publishers and dis
tributors. That's precisely what
causes them to support common
ownership or government control.
They think they'll thereby get
what's rightfully theirs. I've never
heard any persuasive defense of
common ownership except this: The
deserving people (the workers) will
thereby get more of the fruits of
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their labor, and the less deserving
(the exploiters) will thereby get less
or none at all.

I, too, want what is rightfully
mine. All of it. If I believe I'm being
cheated or exploited, I'll protest vig
orously. Further, I'll take whatever
measures I think will stop it.

I'm puzzled, however, by the naive
belief of those writers that they'll
get a better material deal from
McCarthy (or Carter or Reagan or
whomever is our next president or
senator) than they'll get from the
private owner who is motivated
primarily by his desire to make a
profit by publishing the works
created by others. Since the liveli
hood of the private owner is totally
dependent on publishing books and
plays, you can depend on him to
publish anything he thinks will sell
at a profit, Le., that people want to
read. The politician, however, is in
terested in getting elected; making a
profit doesn't concern him. These
differing motivations, however, do
determine what each will want
printed. It's clear to me that I'm
most likely to get this article printed
by the owner of a private press who
wants Uto make money" from my
work. Does anyone imagine I could
get it printed by a government press
that just wants to serve the best
interests of the people?

Those popular and influential TV
writers and actors seem blissfully
unaware that the actions they dis-

approve of in the capitalist economy
of private ownership do not (and
cannot) disappear in the socialist
economy of government ownership.
Some arrangement of owners, man
agers, and workers necessarily con
tinues to exist in any and all
economic systems. In truth, the
primary evil those writers abhor,
Le., economic power of man over
man, is actually accentuated in the
socialist system they endorse.

The Freedom to Move

The sheer economic powers of
managers over workers in a socialist
economy with only one employer
(government) is obviously far
greater than the power of managers
over workers in General Motors or
The Wall Street Journal. Under pri
vate ownership, employees are
forever quitting their jobs in one
company and going to work for
another employer elsewhere. Under
the socialist system of government
ownership, however, there's no
other employer to work for. And you
must have official permission before
you can change from one job to
another.

In no sense is our problem of di
minishing freedom due to a conspi
racy on the part ofanyone, including
our TV writers and all other intel
lectuals. Our problem is actually
based on a sincere and ever-present
desire of almost all of us for jus
tice-as we see it. And there's the
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difficulty, Le., ~~as we see it," for
justice is a purely subjective con
cept.

I have no mathematical solution
to the problem of a (Just division" of
cooperative effort. This issue has oc
cupied the best minds of the human
race since we first gathered into
groups to work together. I know only
that ttturning it over to government"
is not the answer. For how can an of
ficial (elected or appointed) set.a fair
price on this article without also
rendering an official verdict on the
merit of my ideas?

Shawn A. Bozarth

I'm convinced that justice (what
ever it is) is more likely to exist in a
private-ownership and profit
motivated arrangement than in a
common-ownership and govern
ment-controlled arrangement.

My conviction is based on a rela
tionship to which I can find no ex
ception, either currently or histori
cally. It is this: When private own
ership and the profit-motivated
market economy disappear, human
freedom disappears at the same
time. ,

Socialism in
Theory and Practice

As seen through the eyes of a U.S. exchange student in Britain

ENGLAND is a hotbed of radicalism
these days, mostly socialist and fre
quently violent. I was introduced to
this brand of revolutionary
socialism through one of my profes
sors, an admitted Marxist who was
sympathetic to the Socialist Work
ers' Party.

His argument was simple: (tThe
capitalist system is flawed. Capital
ists overproduce, rob the workers for
the sake of profit and reduce them to
paupers. Faced with increasing mis-

ery, the worker must sell himself to
earn money for food. He has no lib
erty. He spends his life at a job and
has no say as to his work condi
tions. When will this degradation
end? When the working class rises
up and controls the workplace."

I also observed the rising up of the
working class that fall and winter of
1978-1979. A wildcat strike of 33
toolmakers at a British Leyland fac
tory in Birmingham was sustained,
without punishment, when the
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other 3,000 workers in the plant
threatened to strike in support of
the 33. And this type of industrial
action was not unusual in many
unionized plants. The London Times
stopped printing because workers
refused to accept modem machinery
that might have enabled the news
paper to earn a profit while meeting
wage demands.

There were signs of a general
strike by early 1979. Lorry drivers
walked off the job. Soon there were
shortages of food, especially milk for
children. Dock workers struck and
beat up fellow workers forced by
financial necessity to try to cross
picket lines. Some who did cross
were subsequently expelled from
the union and thus virtually barred
from continuing their trade after
the strike. Car bombings were· re
ported. One newspaper was discour
aged from publishing articles criti
cal of union tactics because the
newsprint union threatened to
strike.

In Liverpool the morgue was
closed by a strike of 12 gravediggers.
London ambulance drivers struck
for higher wages, leaving emer
gency patients to fend for them
selves until the government called
on the Army Medical Corps for help.
Several London hospitals were so hit
by walkouts of medical personnel
that sick patients, including chil
dren, were unattended for hours.
Striking union employees voted to
search school children for
sandwiches, hoping the hungry
youngsters would then force their
parents to persuade the schools to
settle.

The strikes and ugliness subsided
in March. But I had seen enough of
Socialism to realize the emptiness of
the promise ofliberty and prosperity.
for the workers. Putting socialist
theory into practice involves vio
lence against persons, destruction of
property, censorship of· ideas, and
suffering for everyone concerned. ,

IDEAS ON

UBERTY

Sylvester Petro

CORRUPrION and disguised anarchy will characterize both the state and
voluntary associations when they have confused their respective roles.
While their services to society are of the highest order of importance
when confined properly in accordance with the principles of the free
society, private associations and the state become the worst and most
vicious enemies of man's freedom when they confuse their nature and
function. The result ofsuch confusion is not really ttsociety"; it is the war
of all against all.



Scott W. Bixler

The Right
to

Discriminate

MUCH ofthe case for the free market
is built upon the belief in the sanc
tity of free choice. This includes not
only the freedom to trade and as
sociate with whomever one chooses,
but also, and equally important, the
freedom not to trade or associate.

There are only two ways for man
to satisfy his needs. One method
involves the use of coercion, which
includes the threat of violence or
force. The other is freedom, involv
ing the process of voluntary ex
change.

In acting to further his own well
being, man will not exchange values
unless he believes he will benefit by
doing so. A man who purchases a
new suit for example, values the suit
more than he values the money
given in exchange. The merchant

Mr. Bixler Is a graduate of Grov. City Colleg. with a
deg.... In economics. He Is pr••ntl, an officer of
the Union Bank and Trust Co., Erie, Pennsylvania.
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values the money more than the
suit. Both parties have improved
their positions.

Whenever a third party enters the
picture, either preventing ex
changes that would normally have
taken place, or forcing a person on
either side of a trade to make an
exchange against his will, mutual
benefit is no longer present. One or
both parties to the transaction must
necessarily lose.

Such a restriction of freedom is
evident in the various laws intended
to provide equal employment oppor
tunity for minorities, women, hand
icapped individuals, and the like.
These laws are essentially denials of
the market process of voluntary ex
change, with consequences detri
mental to all parties involved.

The Random House Dictionary de
fines discrimination as follows: Uta
make a distinction in favor of or
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against a person or thing on the
basis of the group, class, or category
to which a person or thing belongs,
rather than according to actual
merit." The alleged intent of the
equal opportunity laws is to insure
against discrimination. In order to
prove that employers have discrimi
nated against minorities in their
hiring and promoting policies, the
government must have a method to
demonstrate that discrimination
has occurred.

One method commonly used is
statistical representation. An
analysis of the percentages of vari
ous minority groups in the popula
tion is compared to the percentages
employed in a given industry. As
suming a minority comprised
twenty per cent of a given popula
tion, this theory holds that if the
percentage of this same minority in
the industry is only five per cent,
then discrimination has taken place.

This procedure, however, does not
allow for differences in age and edu
cation among individuals. The fal
lacy of statistical representation as
evidence of discrimination is well
documented. Thomas Sowell, a
black economics professor at
U.C.L.A., writes the following:

If various ethnic groups were approx
imately similar in age distribution and
education,. representation, based on
comparisons of a given group's percent
age in the population, might make sense.
. . . Virtually every underrepresented

racial or ethnic group in the U.S. has a
lower than average age and consists dis
proportionately of children and inexperi
enced young adults. Almost invariably
these groups also have less education,
both quantitatively and qualitatively ...

Half of the Jewish population of the
U.S. is forty-five or older, but only twelve
per cent of the Puerto Rican population
is that old. Even if Jews and Puerto
Ricans were identical in every other re
spect, and even ifno employer ever had a
speck of prejudice, there would still be
huge disparities between the two groups,
in top level positions, just from age dif
ferences alone.... Representation in
such jobs cannot be compared to repre
sentation in a population that includes
many five year oids. Yet it is.1

Affirmative Action Quotas

Government bureaucrats, how
ever, armed with supposedly conclu
sive proof of discrimination, then
impose various quotas which they
believe will insure that no individ
ual will suffer any form of discrimi
nation. Wrapped in the guise of ((af-
firmative action" laws, these quotas
present an employer with a curious
dilemma. If the law dictates, for
example, that he increase the
number of minority group employ
ees from five to ten, he must in the
process, actually discriminate
against those individuals who are
not members of a minority group.
This is referred to as reverse dis
crimination. To be consistent, it
should be opposed as fervently as
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discrimination against minorities.
The employer has clearly cCmade a
distinction in favor or' those mem
bers of a designated minority group.

Similarly, because of quotas, an
employer is forced to discriminate
against individuals who are not in
cluded in such categories
individuals such as disabled vet
erans, Vietnam veterans, and hand
icapped persons. How is the em
ployer to explain his failure to
adhere to a supposed policy of non
discrimination while in the process
of implementing various quotas he
must blatantly discriminate against
non-categorized individuals?

The government, in its attempt to
provide equal employment opportu
nity, has, in effect, designated spe
cial categories of people as automat
ically less qualified simply because
they fall within that group. This
seems to indicate a belief that
minorities are losers who will never
have anything unless someone gives
it to them. As a result, members of
minority groups eventually must
come to wonder if they receive their
positions because of their merits
(measured as for everyone else) or
because they are a minority.

The Unchangeable Past

One of the major arguments pre
sented by those in favor of affirma
tive action is that it will in some
way atone for the ill-treatment of
minorities in the past. A closer

Is it reasonable to believe that
giving someone a special priv
ilegetoday will compensate
for the mistreatment of some
one else one hundred years
ago?

examination of the logic behind this
argument reveals that it embodies
the belief that two wrongs make a
right. Is it reasonable to believe that
giving someone a special privilege
today will compensate for the mis
treatment of someone else one
hundred years ago? Again, Professor
Sowell explains:

The past is a great unchangeable fact.
Nothing is going to undo its sufferings
and injustices, whatever their mag
nitude.... Neither the sins nor the
sufferings of those now dead are within
our power to change. Being honest and
honorable with the people living in our
own time is more than enough moral
challenge, without indulging in illusions
about rewriting moral history with
numbers and categories.2

Affirmative action has other ef
fects upon the employer and the em
ployees which must be considered.
In most cases, employees working
together will get along better, and
thus be more productive, if they
know they were all hired or pro
moted on the basis of roughly simi
lar qualification standards, rather
than to fill some quota mandated by
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government. Cooperation among
employees and higher productivity
are goals for which most employers
continually strive.

Additionally, the lowering of
employment standards in order to
reach certain objectives is highly
suspect. These lower standards
mean that an employer is forced into
hiring and promoting people other
than the best available to him.
Operating efficiency is correspond
ingly lower than it otherwise would
have been. These policies must ul
timately lead to ill will and conflict
among employees.

Unseen Consequences
In many cases affirmative action

has provided employers with incen
tives which are contrary to its in
tent. Employing someone to fill a
quota gets the government off an
employer's back for the moment, but
somewhere down the road he faces
the possibility of a costly lawsuit
brought by unhappy applicants or
employees claiming that quotas de
nied them a position. The threat of
such action is an incentive not to
hire or promote from the groups des
ignated by the government.

Similarly, the logic of the equal
opportunity laws presents another
dilemma to the employer. Suppose a
given employer actually wants to
hire more minority group members
and afford them greater oppor
tunities than he believes they have

had in the past. If he consistently
hires the minority group member
from a number of applicants with
similar qualifications, he is not
complying with the law. The current
law dictates that he should not be
allowed to put his beliefs into prac
tice!3

The law thus harms (1) the em
ployer, who seeks higher productiv
ity, greater efficiency, and larger
profits, (2) other employees who de
sire to be treated fairly, and (3) the
minority group member, who must
suffer a loss ofpride and self-esteem.

Looking at the other side of the
employer-employee relationship af
fords another perspective on the ar
gument.

An applicant for a job is filling the
same role as does a consumer in any
other transaction. What is often for
gotten is that a job is really the same
as any other exchange. The differ
ence is that it is ongoing. The em
ployer trades wages or salaries in
exchange for the employee's labor
and/or services. The employee ex
changes his labor for wages.

Employees and applicants dis
criminate in their choice of and in
their dealings with their employers.
These choices are quite often made
on the basis of what many people
would refer to as irrational reasons.
As an example, it would probably be
impossible to ascertain how many
applicants refused a position (or how
many simply did not apply) because
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they believed their future super
visor's dress was inappropriate, hair
too long, or skin color objectionable.

Intervention by government on
only one side of the employer
employee exchange seems inconsis
tent. Surely an employer cQuld show
that he had been harmed by quali
fied applicants who had refused po
sitions on the basis of whim or prej
udice.

Only one person can work at each
job. Consequently, there must be
discrimination; someone must
choose the one for the job. The ques
tion then is: Who shall have the
right of decision?

An Arbitrary Decision

The government has no basis for
deciding who shall have a particular
job in the private sector. The
bureaucrat can make only an arbi
trary decision. He is usually far re
moved from the day-to-day person
nel decisions made by individual
employers. Laws passed to eliminate
discrimination in employment in
reality do not eliminate it at all.
They merely transfer the right of
discrimination to the government
bureaucrat.

We frequently lose sight of the
fact that government is not the self
less, unerring, organization it is
often pictured to be. It is indeed
made up of individuals subject to the
same fundamental laws of human
action as are all other persons. Be-

cause we sometimes forget this fact,
government is often assigned pow
ers that, if thought of in terms of
particular individuals, would be
considered totally unacceptable.

Only one person can work at
each job. Consequently, there
must be discrimination; some
one must choose the one for
the job.

What would our reaction be, for
example, if our neighbor were to
threaten us at gunpoint ifwe did not
hire his fifteen-year-old son to mow
our lawn? Surely we would consider
this a flagrant violation of our indi
vidual freedom of choice.

What accounts for this widespread
belief in the omniscience of govern
ment? Why is the bureaucrat looked
to for answers to problems that most
people would consider to be none of
his concern? The answer might be
found by taking a closer look at the
nature of bureaucracy.

The bureaucrat has an unques
tioned and seemingly never-ending
desire to extend his power and influ
ence. Lacking a market test of his
skills, he must prove his value
through his ability to curry political
favor. He feels that in order for any
thing to function smoothly, he must
control it.

Coupled with this is the bureau
crat's belief that individuals for the
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most part simply are not intelligent
enough to handle their own affairs.
Yet, these same individuals sup
posedly are smart enough to elect
their rulers, who will gladly tell
them how to run their own affairs!

Furthermore, the bureaucrat
usually cannot see, or is not in
terested in, the long-term conse
quences of his actions. He is in
terested only in what will enable
him to maintain his position. The
bureaucrat tends to lose sight of the
indirect effects upon all other indi
viduals who are not directly in the
path of his regulations.

Possibly the overriding reason
why bureaucrats favor anti
discrimination laws is that it simply
is not in their interest to lose the
uminority problem" issue. Huge em
pires have emerged to administer
the various equal employment op
portunity programs. It is in the best
interests of the individuals con
nected with these agencies to see
their particular bureaucracy grow
larger. It is not in their interest to
find a solution to the uproblem" for
which their agency was created. If
suddenly the problem were to be
solved, there would no longer be a
need for these empires, and the
bureaucrats would be out of a job.

The question remains: Who is to
have the right to choose the one for
the job?

If we think of a job or position in
terms of an ongoing voluntary ex-

change, it follows that the employer
and the employee are the only two
persons who have a proper interest
in the matter. Third party claims
usually introduce conflict and injus
tice.

Whose Choice Is Valid?

Proponents of affirmative action
claim that, in cases where relative
equality in productivity can be
shown, there is harm done to minor
ity groups when an employer refuses
to hire from these groups. Is this a
valid claim?

If we think of a job or posi
tion in terms of an ongoing
voluntary exchange, it follows
that the employer and the em
ployee are the only two per
sons who have a proper inter
est in the matter.

Would we consider it ~~discrimina

tion" for example, if an individual
chose to go to a concert to hear a
classical pianist rather than a jazz
pianist? Certainly not. It would be
viewed as evidence of the individ
ual's taste.

Many people object, however,
when an employer prefers to hire a
white person over a black person, or
a male over a female. The objectors
claim that those not hired have been
harmed. But what about the jazz
pianist? Assuming a great many
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people prefer classical music to jazz,
is the jazz pianist not also harmed as
a result of the limiting of his
employment opportunities?

In fact, the jazz pianist is being
uharmed." He would obviously be
better off if more people preferred
his music to that of the classical
pianist. But if one person can find
employment and another cannot, it
means that one is rendering services
which the community regards as
worth paying for and the other is
not. As Milton Friedman points out,
there are two very different kinds of
harm:

One kind is the positive harm that one
individual does another by physical
force, or by forcing him to enter into a
contract without his consent. An obvious
example is the man who hits another
over the head with a blackjack.... The
second kind is the negative harm that
occurs when two individuals are unable
to find mutually acceptable contracts, as
when I am unwilling to buy something
that someone wants to sell me and there
fore make him worse off than he would
be if I bought the item. . . . There is a
strong case for using government to pre
vent one person from imposing positive
harm, which is to say, to prevent coer
cion. There is no case whatsoever for
using government to avoid the negative
kind of uharm." On the contrary, such
government intervention reduces free
dom and limits voluntary cooperation.4

In our example, discrimination
has occurred in both cases. The dif
ference is that we sympathize with

the individual's choice, but we do
not agree with the choice made by
the employer. But what areas of the
market are to be exempt from laws
prohibiting free choice if the justifi
cation for such laws is the belief that
one group may impose their tastes
on another?

Discrimination involves the right
to choose between values. The indi
vidual's right to choose is funda
mental to the process of voluntary
exchange. In order to make a choice
between alternatives, he must pos
sess the ability to distinguish be
tween values. Laws against dis
crimination attempt to eliminate
the differences in these values, in
the process removing the ability to
differentiate. Ultimately all ex
change would come to an end. As F.
A. Harper points out:

One cannot question the basis for a
choice without questioning the right of
choice itself. There isn't much sense to
saying that I have the right, for instance,
to select any kind of cheese I wish, but
that I have no right to select one in
preference to another because it tastes
better, or has a more appealing color, or
is made from the milk ofbetter cows. The
right of choice is the right of choice; the
reasons therefor become a sacred part of
the right of choice itself.5

Government Dictates Everything

Equal opportunity laws, if taken
to their logical conclusion, appoint
government as the sole determinant
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not only of who is to be employed,
but also where a person works, at
what wages, conditions, hours, and
so on. If it is admitted that govern
ment intervention is necessary in
one area of individual consumption
because some persons make choices
which are deemed unacceptable,
then shouldn't government dictate
all choices?

Equal opportunity laws, if
taken to their logical conclu
sion, appoint government as
the sole determinant not only
of who is to be employed, but
also where a person works, at
what wages, cond itions,
hours, and so on.

Soviet Russia and similar to
talitarian countries are examples of
nations that have attempted to
eliminate freedom of choice in
employment. Are we to think that
there is greater opportunity in such
countries? Are working conditions
and living standards in these coun
tries superior to those enjoyed by
people who have been allowed some
measure of free choice?

In any society, some individuals
may indeed be extremely prejudiced
or even bigoted. What must be rec
ognized, however, is that prejudice
and bigotry are impossible to elimi
nate by passing laws. Man should be
entitled to whatever prejudices he

wishes. This is his opinion. What he
should not have is the right to im
pose his prejudices on others. As
Ayn Rand points out:

No man . . . has any claim to the
property of another man. A man's rights
are not violated by a private individual's
refusal to deal with him. Racism is an
evil, irrational and morally contemptible
doctrine-but doctrines cannot be for
bidden or prescribed by law. Just as we
have to protect a communist's freedom of
speech, even though his doctrines are
evil, so we have to protect a racist's right
to use and dispose of his own property.
Private racism is not a legal, but a moral
issue-and can be fought only by private
means, such as economic boycott or so
cial ostracism.8

Proponents of the equal opportu
nity laws are thus faced with the
reality that what they advocate is
actually an embodiment of the very
principles which they supposedly
abhor. By clamoring for uracial
equality" they are, in effect, calling
for a clear distinction among various
minorities. This serves only to
stereotype certain minority groups
as underprivileged, uneducated, or
whatever. One wonders who the real
advocates of racism are if the title
cannot be applied to those propo
nents who favor special treatment
for some individuals at the expense
of the rights of others.

We must then object to the equal
opportunity laws for two reasons.

First, they do not accomplish what
is intended. Indeed they are actually
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detrimental to all parties concerned,
including those whom they were de
signed to help.

Second, they are based on the fal
lacy of interventionism which, when
taken to its logical conclusion, de
nies all men the freedom of choice,
thereby violating the principles of
individual liberty.

Assuming that the ends we desire
involve a reduction in the extent to
which minorities will suffer disad
vantages in the market, what can be
offered to provide these ends?

Clearly, it must be a system that
provides incentives for employers
and consumers to cast aside such
differences in individuals as skin
color, religion, background, and so
forth. It must be a system that em
phasizes man's productive ability
and not who his ancestors might have
been-one that rewards ambition
and individual ability. This system
is called free market capitalism.

The free market provides
great incentive for producers
to use the factors of produc
tion as efficiently as possi
ble. An employer who prac
tices irrational discrimination
in employment will suffer as a
result.

It is the free market that has
provided minorities the greatest
source of opportunity with respect to

their economic activities. The free
market provides great incentives for
producers to use the factors of pro
duction as efficiently as possible. An
employer who practices irrational
discrimination in employment will
suffer as a result. Milton Friedman
explains this process as follows:

... there is an economic incentive in a
free market to separate economic effi
ciency from other characteristics of the
individual. A businessman or an entre
preneur who expresses preferences in his
business activities that are not related to
productive efficiency is at a disadvan
tage compared to other individuals who
do not. Such an individual is in effect
imposing higher costs on himself than
are other individuals who do not have
such preferences. Hence, in a free mar
ket they will tend to drive him out.7

Similarly, a consumer must also
bear the costs of his discrimination
in the form of lost services. If he
refuses to buy goods or services from
individuals he dislikes, he thereby
limits his range of choices. He may
then have to go without such goods
or services or will generally pay a
higher price for what he does buy or
receive elsewhere.

Far from being the enemy of
minority groups, it is the free mar
ket that can provide real gains for
all minorities as it continually im
poses high costs upon employers
who choose to hire on the basis of
irrelevant characteristics instead of
on the basis of merit and qualifica
tions.
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If some people make deci
sions which we view as im
moral, the way to change
these values is by peaceful
persuasion. The solution is
surely not to impose our val
ues on others.

The market process of voluntary
exchange will always be superior in
its ability to satisfy consumer de
sires. Those who defend free market
capitalism see discrimination as a
necessary ingredient in this process.
Our freedom to make choices is the
basis for all market activity. In the
words of F. A. Harper:

If there were no discrimination in
employment-no rights of choice-there
would be no means by which persons
could find their best place to work; no
means by which persons could develop
and use their best talents; no means by
which management could be good rather
than bad; no means by which ac
complishment and merit could find re
ward.8

Discrimination, then, is vital to
the proper functioning of the market
economy. It is a process of dif
ferentiation-a process by which we
demonstrate our preferences. The
individual must be free to choose.
He must have the right to discrimi
nate between values.

Laws which restrict two or more
individuals from entering into vol
untary contracts, or which force
them to exchange against their will,
cannot be shown to be the policies
necessary for human progress. If
some people make decisions which
we view as immoral, the way to
change these values is by peaceful
persuasion. The solution is surely
not to impose our values on others.

If our goal is to provide a system
that will produce the highest stan
dard of living for all men, one which
provides the most efficient means of
satisfying human wants and desires,
one that is consistent with the prin
ciples ofprivate property and volun
tary exchange, then we must take
every opportunity to advance the
fundamental concepts of individual
liberty. We must choose freedom. ,
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The Lesson
of

Alta Vista
THE auto repair jack lifted my car
from the oil-spattered floor. Were it
not for a contrary device called an
alternator, I could have been wind
ing into misty, morning clouds on a
shaded mountain road. Instead, I
trudged across the red, Georgia clay
toward the only excitement the city
of Gainesville held within the reach
of my tender, city feet-the ceme
tery. It beats looking at motel walls
for two hours, I reasoned.

The old city with its noisy, dash
ing, morning traffic disappeared
into the trees and rolling country
side as I climbed the hill. Alta Vista,
highest view, they had called it. The
peaceful hillside provided a classic
scene of gentle, green Georgian
beauty. I followed the grassy path
strewn with wildflowers to the
headstones.
Dorothy Palmieri Doyle I. a free lance writer In
Miramar, Florida.
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Some gravestones marked the
resting spot of people born in the
1700's, but most were from the
1800's and early 1900's. The family
unit had been treasured judging
from all those buried in family plots.
The ghastly reason was revealed in
cold, stone figures. Members of
households were often little more
than transients. Memorial cradles
dotted the hillside. The number of
graves of children and babies hor
rified me. I stifled a belated cry of
grief as I passed a plot holding eight
tiny headstones. Many graves held
the remains of young women, evi
dence that new life had been a risk
to mother as well as child. Men, too,
were no strangers to early death.
Carved Bible quotations and mes
sages revealed the pain of those who
had loved, their unshakable faith,
and finally, their acceptance.

I was overwhelmed by a sense of
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loss that I could never meet those I
walked among. In the relative his
tory of man, only brief seconds had
passed, yet their lives were remote
from ours. They had lost wives, chil
dren, husbands as routinely as we in
our mobile society lose addresses.
Nevertheless, almost in defiance of
the power of death, they had found
the strength to cope with their mor
tality. The enormity of their courage
made me feel insignificantly small.

I moved through the grass at the
edge of the trees to the grave of
James Milton Smith, Governor of
Georgia, Lt. Colonel in the Confed
erate Army, Chairman of the
Georgia Railroad Commission, and
Superior Court Judge. I pictured
Georgia as it was when Jim Smith
was growing up-horses, carriages,
kerosene lanterns, small academies
and one-room schools. It wasdif
ficul t for me to conceive of an
American having the background to
meet his many challenges without
modern education. Yet, as a child,
Governor Smith had been educated
with little more than a few books
and a slate-no electronic equip
ment nor standardized assessment
tests, no alien experts were his mea
sure. Magnificent simplicity.

I felt indebted to James Smith and
all those buried at Alta Vista along
with the multitude like them across
the United States. They had striven
valiantly to plant the seeds for our
world of longer, better lives. They

had been free to choose an alternate
path, but in their innate goodness,
they had chosen to improve the
quantity and the quality of our exis
tence. I was awed with admiration. I
had to admit I was also envious. It
must have been glorious to have
such freedom, such control over your
own life! Though I shared the goals
of those I walked among, I had to
admit that the impassable gap that
lay between us was larger than
death.

Something frightening had hap
pened between the lives of the peo
ple buried at Alta Vista and ours. It
had begun innocently and benign.
((They should do something about
it!" was the cry and catalyst. The
chorus of they shoulds grew larger
and louder. They should widen this
road. They should do something to
prevent the deaths of pedestrians.
They should protect us from un
scrupulous merchants using dan
gerous chemicals to hide the fact
that they are selling stale, spoiling
food. They should help the poor.
They should see that no one is de
nied a college education. They
should assist those who cling to life
by a fragile thread. The requests
that they take action are endless.

To those buried at Alta Vista, they
meant us. Today it is different. They
has a life of its own, a life apart from
ours. It is unapproachable, unreach
able, untouchable. It is all powerful.
It renders us helpless. Somewhere



370 THE FREEMAN

through· the busy years without our
noticing, progress became more im
portant than those it served. We
created a monster of technology and
information that turned on its
creators diminishing the brilliant
minds that conceived it, dehumaniz
ing our good will. We stopped believ
ing in ourselves and accepted the
notion that we are no longer worthy
of our own control. We are left
stumbling, bewildered by a way of
life that tells us what we may eat,
where we may walk, and what med
ical treatment we may have.

The fruit of our labor is taken
from us and the half-eaten remains
are given back grudgingly, turning
the pride of men and women into
childish anticipation. We are so
grateful to the provider for recogniz
ing our right to consume and so
pleased by the fruit's pleasant taste,
that the means of its creation es
capes us. We tend to think of the
provider as an all-powerful god that
created something from nothing.
The fact that the provision's exis
tence depends on individual initia
tive, effort, talent, and trade is as
relevant to us as a traffic jam on the
other side of the world-it means
nothing to us far away on the receiv
ing end. The flashy new packaging
obscures our vision of the product.
We don't even recognize our own
creations and sacrifices. We forget
that they took from someone in order
to give-they took from us.

At the end of the road is our ulti
mate loss of human dignity. Mter
being denied all the medical ((long
shots" at life, ironically, we lie with
arms secured to prevent our inter
fering with the perverse, mechani
cal magic that forces cold, institu
tional air in and out of our weary,
unwilling lungs in an absurd at
tempt to make human bodies last
forever.

I reluctantly descended the grassy
hill, my face and arms prickling
with the sun's growing intensity. I
had come to aging Alta Vista ceme
tery looking for something to enter
tain my city mind. I had received,
instead, a country lesson from those
who had long ceased to speak. We
are a nation rich in people, each one
different from the rest, each valu
able to the others because of his
unique way of meeting life's chal
lenges, each a temporary gift to our
nation. We are descendants of the
courageous, intelligent, resourceful
people buried at Alta Vista and
across our nation, magnificent peo
ple who turned the death of children
into long life spans and kerosene
lanterns into laser spectaculars.
Can we be any less than that we are
made or?

I passed through the iron gates of
Alta Vista into the buffeting gusts
from passing cars, the ageless wis
dom of Wordsworth resounding in
my brain-ttThe world is too much
with us." i
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Fisher
Ames:

Forgotten Defender
of
Liberty

WHEN students of the. free society
look back into history for the first
exposition of the private enterprise
economy, they rightly turn to
Adam Smith's The Wealth of Na
tions. Smith contended that the
wealth of a nation is not dependent
on how much gold or other precious
metals it has in its coffers, but on
the quantity of the goods and ser
vices produced by the people. Indi
viduals, if left alone by the state,
Smith wrote, would work together
in the competitive market to pro
duce wealth for the whole of society.

Another outstanding historic de
fender of ordered liberty is the
French economist, statesman and
author, Frederic Bastiat. Writing at
the time of the Revolutions of 1848,

Mr. Wolfe .. completing hi. undergredu.'e 81udle.
e' HHI••1e Colle... In Machlg.n.

Bastiat combatted the socialist fal
lacies which were threatening to
take over European society. Both in
such written works as The Law, and
in his role as statesman, Bastiat up
held the principles of limited· gov
ernment, private property, and the
market economy.

In the context of early American
history, and especially the founding
of the United States, two of the best
known proponents of a free economy
were Pelatiah Webster and Thomas
Jefferson. Webster warned Ameri
cans that inflation would destroy
the economy by increasing the
money supply without a correspond-
ing growth in production, and thus
debase the currency to worthless
ness. And Jefferson is often quoted
as saying that individuals compet
ing freely in the marketplace will
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help bring about a prosperous com
monwealth.

But there is an American of the
generation of the Founding Fathers
who had read and understood the
theoretical principles of the free
market as expounded by Adam
Smith, and, like Bastiat, had acted
out these principles in the realm of
politics. He is one of out forgotten
defenders of ordered liberty, and de
serves the attention of all serious
students of the free society. Fisher
Ames, of Dedham in Massachusetts,
was a lifelong champion of private
property, and of an economy un
hampered by government interven
tion.

Educational Background

Born of a family long settled in
New England, Fisher Ames received
a superior. early education, being
steeped in the classics and a
thorough knowledge of antiquity.
Ames was admitted to Harvard Col
lege at the age of twelve and soon
gained a reputation for his oratori
cal skills. After studying under one
of Boston's leading lawyers, Ames
joined the bar and rose to promi
nence in Massachusetts politics. He
was sent to the Concord Convention
which met during the Revolution to
regulate prices, and also to the Mas
sachusetts Ratifying Convention,
which debated the newly-framed
Constitution. Later, Ames was
elected to the first two sessions of

the Congress of the United States,
and participated in the writing ·of
the First Amendment and in struc
turing the· American government.

Fisher Ames's career in Congress
was short, for as Russell Kirk has
pointed out, Ames ~~was many years
dying."l Plagued by illness most of
his life, Ames was a melancholy
man who had a pessimistic outlook
on America's future. Yet, his was a
penetrating intellect, and his warn
ings about the ~~dangersto American
liberty" (as he phrased it) now carry
a prophetic ring. In his later years,
Ames set his ideas down in numer
ous essays, and this legacy shows a
man who deserves to be recognized
as one of the greatest advocates of
the free society in American history.

Ames's ideas on politics and eco
nomics were formed during the
tumultuous years at the close of the
18th century. It was during this
period in Ames's native Mas
sachusetts that such events as
Shays' Rebellion forced men to come
to grips with the relation ofthe state
to society. In 1786 a number of rural
inhabitants of western Mas
sachusetts, aggravated by rigid fi
nancial policies and falling agricul
tural prices, prevented the meeting
of the county court houses as a form
of protest. Shays and his followers
acted under the assumption that in
dividuals had an inherent right to
forceful protest. This anarchic at
titude frightened and outraged
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Ames and convinced him ofthe need
for a state which would protect the
rights of individual citizens. Ames
thus came to the same conclusion
that the Founding Fathers would
reach: only through a limited but
competent government could the in
dividual's rights be protected from
force or fraud.

Though Ames was convinced that
government was needed to prevent
anarchy in society, he by no means
envisioned a state which intervened
in the economy or the private affairs
of citizens. To be sure, Ames felt the
state should be vigorous and capable
of carrying out its role of ~~umpire"

and guarantor of individual free
dom. He also crusaded for a strong,
central government for the United
States. But he wanted a government
which would ensure peace and or
der, and would leave men free to
pursue their own ends within the
bounds of the law.

Private Property Defended

To Ames, private property was
one of the essential requirements of
a free society. Without the right to
own and dispose of property as the
individual saw fit, Ames felt society
would degenerate into tyranny and
mediocrity. For a man is free only
when he can gain a livelihood and
choose how to dispose of it. This
fundamental right of private prop
erty Ames felt was jeopardized by
such events as Shays' Rebellion. As

Theodore Sedgewick, a prominent
Federalist and friend ofAmes, wrote
at this time: ~~Every man of observa
tion is convinced that the end of
government security cannot be at
tained by the exercise of principles
founded on democratic equality. A
war is now actually levied on the
virtue, property and distinctions of
the community."2 Throughout his
life, Ames would fight to defend pri
vate property.

Ames's convictions about the role
of government in relation to the
economy were clear from the begin
ning of his public life. At the very
time when Smith's The Wealth of
Nations was being published in Eng
land, Ames went as a delegate from
Dedham to a convention in Concord.
Called by the Boston Committee of
Correspondence, the convention met
to regulate prices during the Revo
lution. Ames's position at the Con
cord convention is summed up well
by his biographer, Winfred Bern
hard:

Ames spoke emphatically against the
whole concept of restrictions. He was
convinced that employing the power of
the state to establish the value of com
modities was false, as prices resulted
from agreement and consent between
buyer and seller and could not be arbi
trarily determined. The embarrassment
of a depreciating currency, he stated,
was inevitable and could be met only
with patience and fortitude. 3

Ames was not heeded in his own
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day; nor would he be heard today.
Ames felt that the market could be
supported only by moral and
spiritual principles. Our own society
has far less patience and fortitude
than that ofAmes, and it is doubtful
whether most Americans could sac
rifice their immediate satisfaction to
any form of economic ((hardship."
Ames knew that freedom in society
and the economy could arise only
from a people whose souls were or
dered and virtuous.

Freedom to Trade

In his statements at Concord"
Ames displayed an understanding of
the workings of the free market. His
belief that government intervention
was detrimental to the economy was
reinforced by his reading of Adam
Smith. During the First Congress,
Ames admired and supported many
of the economic proposals of James
Madison. He felt sure that Madison
had read Smith and was intelli
gently applying Smith's concepts to
economic legislation. Ames's satis
faction did not hist long, however,
for Madison soon began introducing
bills which in effect declared war on
all of America's trading partners,
using economic restrictions as
weapons. Ames thought these ef
forts at forcing other countries to
trade ((favorably" with the United
States would either be ineffectual or
actually harmful. In one of his best
orations in the House, Ames argued

against Madison's proposals. uWere
I invested with the trust to legislate
for all mankind," Ames declared, ((it
is very probable the first act of my
authority would be to throw all the
restrictive and prohibitory laws of
trade onto the fire.... " Speaking of
the regulations and tariffs in Madi
son's bill, Ames continued:
On the whole, the resolutions contain
two great principles: to control trade by
law, instead of leaving it to the better
management of the merchants; and the
principle of sumptuary law. To play the
tyrant in the counting house, and in
directing the private expenses of our
citizens, are employments equally un
worthy of discussion.4

Ames saw these measures as in
fringements on individual freedom
as well as just poor economics.
Madison's bill was eventually tabled
and then abandoned, but the tide
was against Ames here as
elsewhere, and interventionist
policies would triumph in time.

Ames was influenced not only by
Adam Smith but also by another
British liberal: Edmund Burke.
Along with that philosopher of con
servatism, Ames knew that a free
economy existed only within a free
society. But free societies do not
arise out of some conscious ((social
contract" or from the abstract plan
of the political metaphysician. Or
der, justice and freedom in the com
monwealth emerge gradually· as the
laws and institutions of a people
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build up the framework of society.
Habit and custom, prescription and
prejudice are the buttresses of the
commonwealth. Tampering willy
nilly with the constitution of society
can only break civilized forms loose
from their grounding. Both Ames
and Burke saw the American revo
lution not as a radical reconstitution
of things, but as an effort to preserve
the American colonial tradition
from English innovation and med
dling. These men knew that change
would and should come. But for
change to be true progress, it must
be seen in the light of the experience
and tradition of a people.

The French Revolution

The close of the 18th century was
dominated by the French Revolu
tion. That catastrophic political up
heaval preoccupied Ames as well as
Burke. To them, this was a real
revolution, for it was an attempt to
restructure French society accord
ing to an ideological system of ideas.
Ideology, as understood by Ames
and Burke, is a Usecond reality," an
abstract set of ideas dreamed up in
the mind of someone who is con
vinced his society is totally evil and
unredeemable. The French revolu
tionaries sought to impose this
ideological ttdream" upon their na
tion, and the clash of ideology with
reality culminated in the horror and
bloodshed of the Reign of Terror.
Ames feared that the ideology of the

French Revolution would take root
in America, and he argued
eloquently against it. The desire for
innovation and reform, Ames said,
perennially tempts people into ac
cepting ideology.

The two main concepts to emerge
from the ideology ofthe French Rev
olution were equality and natural
rights. Though they are noble-
sounding words, Ames knew them to
be inimical to the free society. In
stead of civil rights, based on man's
spiritual nature and secured
through centuries of tradition, the
ideologists posited the rights of na
ture which existed in some idyllic
pre-civilized time. Ifonly men would
throw off their institutions and laws
which are corrupt and evil, a new
dawn of freedom would come. But
Ames understood man's nature to be
fallen and not essentially good, and
thus he realized that institutions
and law were precisely the guaran
tors of order, and hence of freedom.

Ames believed that the ideological
notion of equality was perhaps the
most dangerous idea to come out of
the French Revolution. Equality ac
cording to the ideologists meant not
only equality before the law and
before God, but equality of condi
tion. This too arose from the idea
that men in the state of nature were
perfectly equal. The ideologists were
not satisfied with the fact· that the
free society gives each man the op
portunity to better his condition
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through effort, discipline and sac
rifice.

Ames held that the egalitarians
would attack both private property
and free enterprise in order to
achieve their ends. HThe
philosophers among the democrats
will no doubt insist, that they do not
mean to equalize property, that they
contend only for an equality of
rights ... " But, Ames goes on to say,
tton close examination, it turns out,
that their notion is, that all the
citizens of a republick have an equal
right to political power."5 As Ames
warned time and again, the de
magogues will promise ttpower to
the people," but will take the purse
strings and wield the power them
selves. Property rights inevitably
will be violated by egalitarians.
John Randolph of Roanoke formu
lated succinctly what he felt the
demagogues were saying in the
phrase: ttWe are numbers. You are
property."

An Equality of Poverty

The drive for equality of condi
tion, said Ames, would ultimately
end in the loss of individual free
dom, the impoverishment of the
people, and the aggrandizement of
the demagogues. State-enforced
equality would end merely in
mediocrity, an equality of poverty,
Ames said. Without the opportunity
to better oneself and enjoy the fruits
of one's labors, there will be no in-

centive to produce wealth. At the
end of his life, Ames believed that
the very pillars of the free society
were being destroyed. Fisher Ames,
as Russell Kirk has put it, ttexpired
sunk deep in despair, prophesying
mediocrity in spirit, anarchy in soci
ety."6

This short survey of Ames's ideas
does little justice to the man. His
greatness lies not in the originality
of his ideas, but in his learned and
eloquent exposition of those princi
ples of limited government and the
free economy, and in his ability to
apply those principles in the realm
of public life. Despite the fact that
he died expecting the imminent col
lapse of American liberty, Ames's
prophecies have been fulfilled in
many ways. To study Fisher Ames is
to see that the clash of ideas be
tween the proponents of the free
society and its enemies is as rele
vant to our own time as it was to
W& i

-FOOTNOTES-

lRussell Kirk, The Conservative Mind
(Chicago: Henry Regnery Company, 1972), p.
70.

'Quoted in Winfred E.A. Bernhard, Fisher
Ames: Federalist and Statesman, 1758-1808
(Chapel Hill, N.C.: University of North
Carolina Press, 1965), p. 47.

3Bernhard,pp.35·6.
"Fisher Ames, Works of Fisher Ames (Bos

ton: T.B. Wait & Co., 1809), p. 48.
sAmes, pp. 232-234.
8Kirk, p. 71.



A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

(:fbSEEDS OF
PROGRESS

IN his twenty-sixth book, Seeds of
Progress (Foundation for Economic
Education, $6.00 cloth, $1.50 paper
back), Leonard Read talks a good
deal about the Law of Attraction.
Creation, he says, is a magnetic
force. Wise men, applying the Di
vine Principle at the human level,
draw others to their standard by
their exemplary behavior. Whether
Mr. Read interprets the Cosmic
Order correctly or not I leave to the
theologians. But as for himself, he
has been a living embodiment of the
power of attraction for many, many
years.

Basically, one Read book is like
another, for Leonard Read staked
out his ((freedom philosophy," with
its free market and limited govern
ment principles, back in the Nine-

teen Thirties and Forties. Once he
knew where he was headed, he
never swerved-or, as he likes to put
it, ~~leaked." But if one Read book
resembles another in philosophical
orientation, they abound in fresh
nuances. Anatole France said criti
cism was the adventures of a soul
among masterpieces. A Leonard
Read book is the adventure of a soul
among philosophers. Whether it is
the stoic Epictetus or Saint Augus
tine, or the Goethe who unburdened
himself to Eckermann, some newly
encountered philosopher is always
setting Leonard Read off on a fresh
tangent in building or sustaining
the case for the freedom philosophy.

As a result, Leonard Read gets
away from the cliches of his subject.
There is, for example, his discussion
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of the idea of responsibility. A cer
tain type of conservative can be
counted on to say there are no rights
without reciprocal duties. Implicit
in this formulation is the suggestion
ofcompulsion: you must do thus and
so in order to earn a given right. The
thing won't wash in law, for the Bill
of Rights was not accompanied by a
Bill of Duties. It won't wash under
any theory of democratic politics,
either, for if rights are dependent on
duties it would set the State up as
the arbitrator in a trade. The idea of
uinalienable" rights would disap
pear. It would mean that a fifty-one
per cent majority-or a logrolling
alliance of several on-the-take mi
norities-has the power to force a
single pattern of behavior on
everyone. That way lies tyranny.
Rights under such a theory become
permissions, with dictocrats (a fa
vorite Read word) telling the indi
vidual what he must do.

Leonard Read, a different sort of
conservative (assuming that he is a
conservative at all), does not link
rights and duties. He prefers to talk
about Uthe twin virtues of (responsi
ble and responsive'." People should
be responsible for themselves. If
they are, they will be responsive to
others. Quoting Vema Hall, he says
that, ((to the extent that an individ-
ual turns the responsibility for self
over to another or allows govern
ment to take it away, to that extent
is the very essence of one's being

removed." Leonard Read also quotes
Josiah Stamp, the English financier
who was killed by a Nazi bomb. UIt is
easy," said Stamp, ((to dodge respon
sibilities, but we cannot dodge the
consequences of dodging our respon
sibilities."

Countries are saved, not by com
pulsory enforcement of a code of
duty, but by those who are the self
responsible. We have all seen what
happened when drafted soldiers
were compelled to fight wars they
couldn't believe in. One has a duty
to defend one's country, but if one
can't be ((responsive" about it volun
tarily as a matter of belief that the
State has set a wise course in foreign
policy the war will inevitably be
lost.

Leonard Read's subtle distinc
tions about responsibility and re
sponsiveness are important now
that the idea ofcompulsory registra
tion, including the registration of
women, is once again in the air. The
justification that is offered for com
pulsory registration is that it is good
for the State to know where you are
so that it can come and get you if it
so chooses. Naturally, this assertion
that one's body belongs to the State
fails to create a feeling of respon
siveness in the young. It results au
tomatically in a (Chell no, we won't
go" reflex. A responsible govern
ment would be less fanatic about
compulsion and more concerned
with proving the case for a foreign
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policy that would command free as
sent and so attract volunteers to the
colors.

Speaking of duties, Leonard Read
takes off from Goethe on the subject
of finding one's duty. Goethe said
that man is not born to solve the
problems of the universe, but to find
out what he has to do-Hand to
restrain himself within the limits of
his comprehension." There should
be no compulsion on people to work
for the ~~commongood," for there are
far more conceptions of what consti
tutes the common good than there
are people. Individual assessments
of the common good vary from mo
ment to moment with ~~billions of
changing perspectives." Going from
one philosopher to another, Read
quotes William Graham Sumner:
~~Making the most of one's self ... is
not a separate thing from filling
one's place in society, but the two
are one, and the latter is ac
complished when the former is
done."

Most people who start with an
idea and build an institution to sup
port it eventually succumb to the
feeling that the institution must go
on regardless of what happens to its
original raison d'etre. Some time
ago Ben Rogge led a discussion
about the future of The Foundation
for Economic Education. Leonard
Read, at a FEE Trustees' meeting in
a time of financial difficulties,
turned thumbs down on the proposal

to launch a fund drive to establish
an endowment to cover, through
earnings or interest, the Founda
tion's operating expenses. Such a
fund, he argued, might rob the staff
of the incentive to do a good daily job
of persuasion.

The Foundation, as Leonard Read
notes, survived its period of finan
cial troubles. Manna continues to
come from heaven as long as the
~~exemplarity"of the FEE staff sus
tains its power of attraction. As to
the question. of the far future of the
institution, Leonard Read quotes
Ralph Waldo Emerson, who said ~~we

do not guess today the mood, the
pleasure, the power of tomorrow,
when we are building up our being."

Taking Emerson at his word on
Hunguessability," Leonard Read
concludes his book by saying that
~~there is only one appropriate aim
for those of us on the Senior Staff: to
so conduct ourselves that we shall
have superior successors." The fu
ture will be determined by present
performances. ~~The power of tomor
row, as related to human liberty,"
says Read, His determined by our
power on its behalf today. Let us not
interfere or try to out-think the
Great Ordainer. Be assured of a
series of surprises-pleasant and
rewarding ones!"

On such a note of affirmation
Leonard Read ends his twenty-sixth
book. I am sure he is already at work
on his twenty-seventh. i
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AMERICAN MADE: MEN WHO
SHAPED THE AMERICAN
ECONOMY
by Harold C. Livesay
(Little, Brown & Co., Boston) 1979
310 pages. $11.95 cloth

Reviewed by Russell Shannon

WHAT is the reason for America's
remarkable success? Some people
say it's our religious heritage-the
principles of Judeo-Christian moral
ity and the Protestant work ethic.
Others might argue that the cause
is mainly political-the democ
racy which allowed first all white
men and then anyone aged 18 or
older to vote.

Yet still others claim that our
economic system made America
great-a vast market growing be
hind our expanding frontier, unhin
dered by trade barriers and other
legal restrictions, promoting the ef
ficiencies which arise from the
specialization of labor and the
economies of large scale production.

But what about individuals? An
historian, Harold C. Livesay, ar
gues persuasively that some of the
credit for America's achievements is
due to the contributions of great
men. Livesay profiles nine individ
uals whose creative endeavors in the
field of management revolutionized
our system of production and con
verted the small craft shops ofwhich
Adam Smith spoke in 1776 to the

vast industrial enterprises of today.
Livesay begins with Eli Whitney,

who introduced not only the cotton
gin but also the use of interchange
able parts, thereby extending the
employment opportunities for un
skilled labor. Whitney also realized
that producers should seek out op
portunities provided by changing
markets, for he switched from man
ufacturing gins to producing
firearms when that became more
lucrative.

Second on Livesay's list is Cyrus
McCormick, inventor of the reaper,
But before it could sweep the plains,
the reaper had to be sold to farmers
with precious little mechanical
knowledge and even less ready cash.
So, setting up shop in Chicago,
McCormick established a chain of
dealers to provide prospective cus
tomers with service, information,
and financing.

Andrew Carnegie used the new
cost accounting when he integrated
production of steel. He realized that
a corporation's goal is not simply to
produce as much output as possible,
but to make for stockholders the
highest possible return. As an
economist would say, if a producer
cannot make money on his product,
then the scarce resources he
employs could be used more effec
tively elsewhere.

Thomas Edison institutionalized
the process of invention. But while
cutting costs and enriching himself,
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Edison also wrought wonders for us.
As Livesay writes, ((before electric
ity most urban Americans lived
dark, smelly, tattle-tale gray lives
in the homes and streets lit by gut
tering wicks and flickering gas
lamps, suffused with the reek ofcoal
smoke, human excretion, and horse
manure." By the same token, before
Edison, ((farm families (endured)
numbing toil and embittering isola
tion." Edison helped bring an end to
all that.

Similarly, Henry Ford made
Americans more mobile. Pierre S.
du Pont used market forecasting to
stabilize production. Alfred G. Sloan
likewise put General Motors on a
sounder footing. Henry Ford II
turned his father's faltering firm
into a prodigious business on an
international scale. And Edwin
Land, in the tradition of Thomas
Edison, showed that large modern
organizations can enable the inven
tive inclinations of individuals to
enhance the lives of all mankind.

Livesay does not make these men
demi-gods. Their quirks and flaws
are revealed-from Cyrus McCor
mick, who despite his openly pro
fessed Christianity opposed the
abolition of slavery and allowed his
hard-working brother a meager sal
ary, to Henry Ford, who bought a
Dearborn, Michigan, newspaper to
broadcast his harsh and horrid
anti-Semitism.

Readers of Livesay's lively book

will learn that, by improving ag
riculture, transportation, communi
cation, and industrial orgnization,
these American innovators have al
lowed greater numbers of people
than ever before to visit, hear, en
joy, and even photograph the mag
nificent achievements of the past
and to anticipate a more attractive
future. That is no mean feat.

It was due in no small part to our
open system which allowed for
greater economic and social mobil
ity. And now that we have flung
open the doors of opportunity for
women, blacks, and other
minorities, there are even greater
chances for individuals not only to
advance themselves but also to en
hance society. ,

THE UNITED STATES IN THE 1980S
Peter Duignan and Alvin Rabushka,
editors
Foreword by W. Glenn Campbell
(Hoover Institution Press: Stanford,
California 94305) 1980
868 pages • $20.00 cloth

Reviewed by Roger R. Ream

No ONE can accurately forecast the
events of the future. In today's com
plex and tension-filled world, it is
even difficult to predict what next
week's headlines will be. Yet we can
make reasonable guesses, based upon
the past, as to what problems the
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U.S. will face during the decade
ahead.

The editors of this tome have
selected twenty-nine domestic and
foreign policy topics which are likely
to be major public policy issues during
the decade. Taken as a whole, this
book offers vital information on many
important issues. Thirty-two scholars
discuss different topics, providing a
wealth of knowledge.

The book opens on an optimistic
note with Rose and Milton Friedman
arguing that the intellectual basis
of Fabian socialism and New Deal
liberalism ((has been eroded as experi-
ence has repeatedly contradicted ex
pectations. Its supporters are on the
defensive. They have no solutions to
offer to present-day evils except more
of the same." Although it remains to
be determined whether the ideas of
human freedom will be the tide of the
future, clearly the opportunity exists
for reversing the ominous trends of
the 1970s.
TheHoo~rm~~tiooistaki~

advantage of this opportunity for
change by offering specific public pol
icy proposals. Each author, writing on
a specific issue, analyzes a problem,
discusses many of the available op
tions, then offers practical recom
mendations. Among the contributors
on domestic issues are Alan
Greenspan, economic policy; Martin
Anderson, welfare reform; Thomas
Gale Moore, energy; Alvin Rabushka
and Dan Throop Smith, each on vari-

ous aspects of tax policy; and John
McClaughry, neighborhood revital
ization.

Greenspan's essay is particularly
important because he discusses an
issue with long-term consequences:
capital investment. He observes that
unemployment and unstable eco
nomic conditions in recent years are
due to inadequate private invest
ment. Two important reasons for this
inadequate investment are the infla
tion rate and the regulatory environ
ment, both of which increase the risk
premium. Capital expenditure is
going into short-lived, low risk in
vestments. Inflation introduces uncer
tainties concerning rate-of-return cal
culations and the regulatory process
presents an unknowable assortment
of rulings and delays. Greenspan ar
gues that government programs must
be curbed and acknowledges that ttal_
though the choices may be hard ones,
the potential rewards are large. For if
we are capable of defusing the under
lying inflationary forces in our econ
omy, thereby lowering risk premiums
associated with potential new capital
investment projects, the 1980s can
usher in for the United States a period
of sustained expansion...."

The foreign affairs essays in this
book cover ((our dealings with foreign
countries during the 1980s . . . [and
the] need to understand and accept
the limits of American power."
Among the authors and topics in this
section are: P. T. Bauer, foreign aid to
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Third· World nations; Ray S. Cline,
U.S. intelligence operations; Hendrik
S. Houthakker, world energy sources;
and Edward Teller, writing on
ttTechnology: The Imbalance of
Power." This section also includes
essays on six geographic regions of
the world.

The general conclusions these au
thors reach, although not with abso
lute unanimity, are that the U.S.
has lost much of its ability to influ
ence events around the world; that
foreign aid doesn't cure poverty, or
bring modernization and democracy
to the third world; and that the
Soviets have achieved military
superiority and therefore ttthe major
problem facing the United States in
the 1980s is to gauge the intentions
and strategies of the Soviet Union."
The general recommendations in
clude increasing our currently slim
technological superiority over the
Soviets; pursuing a consistent policy
of containment of Soviet-Cuban im
perialism; and allowing the price
mechanism to operate, thereby
enabling us to get out from under
neath our reliance on Middle East
oil. They offer specific proposals for
achieving these ends.

Richard F. Staar has a particu
larly insightful essay concerning
opportunities for the U.S. vis-a.-vis
the Soviet Union. It is likely that a
change of leadership will take place
in Moscow in the 1980s. ttOne of the
great weaknesses of the Soviet sys-

tem," Staar writes, ttis that no
means exist for any constitutional
transfer of power or for the removal
of overaged or otherwise disqual
ified leaders except by conspiracy."
He predicts the struggle for power
following Brezhnev's departure may
ttinvolve an extended period of dis
orientation in Moscow." However,
following this period of vulnerabil
ity, the new Soviet leadership can be
expected to remain narrow-minded
and totally dedicated to their system
ofterror. Staar recommends specific
actions we can take to be in position
to exploit the opportunities created
following Brezhnev's departure, in
cluding projecting the U.S. to the
Third World ttas a revolutionary sys
tem that has brought prosperity to
the American working class ... and
where human rights are strongly
upheld...."

Compiling a volume as broad as
this book can present several prob
lems for the editors. There is the
difficulty of selecting the issues
which will be ofgreatest importance
in the 1980s. While the verdict on
this count cannot be handed down
until 1990, it appears that all major
areas are covered in this book with
the possible exception of crime. The
crime rate is approaching such a
level in this country that peaceful
political, social, and economic activ
ity is endangered. The problems dis
cussed in this volume contribute
both directly and indirectly to the
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increasing crime rate and stem from
the same source, a growing disre
spect for life and property.

The selection of scholars to con
tribute to the volume is also excel
lent. The topics are thoroughly cov
ered and the proposed alternatives
are accompanied with well-reasoned
arguments.

It is unlikely any reader will find
himself in complete agreement with
a book of this breadth and diversity.
Each author has his own somewhat
distinctive philosophical outlook.
The intention of the book is to offer
public policy proposals. Solutions
consistent with free market princi
ples are sometimes dismissed be
cause they are not politically viable.
Several of the authors reluctantly
Ubegin with the premise that any
serious plan for ... reform must be
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politically, economically, and so
cially feasible. . . ." The difficulty
here is that we sometimes find our
selves trying to make socialism
work, rather than proposing bold
initiatives which are consistent with
the principles of freedom. By con
cerning ourselves with the politics of
an issue, we sometimes offer solu
tions that are not wholly consistent
with our principles.

The Hoover Institution has done a
great service by publishing a book
which forcefully analyzes problems
confronting the U.S. and offers use
ful and creative solutions. The 1980s
will present numerous opportunities
to restor~ greater freedom and secu
rity to Americans. This book brings
into focus many of the opportunities
and challenges we are likely to
face. i
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Clarence B. Carson

WHITHER
INDEPENDENCE
1980 A.D.l

IT might be more appropriate to hold
a memorial service for American in
dependence than to celebrate it in
the Year ofOur Lord 1980 and ofour
independence 204. There is cer
tainly reason for questioning the ex
tent of our independence today. In
any case, it is surely in order to
assess where we seem to be headed
on the matter of independence and
to call to mind the ideals which
called this country into being.

The ((Fourth of July," Indepen-
dence Day, is, of course, a day set
aside to mark the anniversary ofour
independence from England. It.was
on that day in 1776 that those oftpe

Dr. Carson has written and taught extensively,
specializing In American Intellectual history. He has
further explored the subject of this essay In several
books, Including The American Tradition, The Flight
from Reality, The RebIrth of Uberty, and World In the
Grip of an Idea.

members of the Second Continental
Congress who could and would
signed the Declaration of Indepen
dence. From the earliest years, how
ever it came to mean more than
that. It caught up the aspirations of
America. The American dream ofan
empire for liberty took on body in
the Fourth of July celebrations,
which, before too many years, be
came national in scope.

The ideal of independence had at
least three dimensions from the out
set. They were not separate dimen
sions but were intertwined with one
another. One dimension was na
tional independence. A second was
the independence of the states. The
third was personal independence.
All three dimensions were believed
to be the necessary condition for
individual liberty.

387
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Almost from the beginning, na
tional independence meant much
more than removing English politi
cal control from America. It meant
that, of course, and that was what
the Declaration of Independence
was about. Beyond that, however,
thoughtful Americans were not long
in concluding that it would be best
to follow a politically independent
course toward Europe generally. To
that end, provisions should be made
to retire the foreign debt, the United
States should avoid making al
liances which entangled them in
European quarrels, and, in general,
avoid dependence on foreign gov
ernments.

George Washington stated the
ideal clearly and directly, yet dip
lomatically, in his Farewell Ad
dress:

The great rule of conduct for us in
regard to foreign nations is, in extending
our commercial relations to have with
them as little political connection as pos
sible. So far as we have already formed
engagements let them be fulfilled with
perfect good faith. Here let us stop.

He went on to point out that the
United States enjoyed the advan
tage of distance from Europe and
could, by making the effort, gain the
necessary respect to have other na
tions leave us alone. He recom
mended independence strongly:

Why forego the advantages of so pecul
iar a situation? Why quit our own to stand
upon foreign ground? Why, by inter-

weaving our destiny with any part of
Europe, entangle our peace and prosperity
in the toils of European ambition, rival
ship, interest, humor, or caprice?

He made clear, however, that in
recommending independence he was
appealing to enduring principles,
not simply a favorable set of circum
stances:

Harmony, liberal intercourse with all
nations are recommended by policy, hu
manity, and interest. But even our com
mercial policy should hold an equal and
impartial hand, neither seeking nor
granting exclusive favors or preferences
..., constantly keeping in view that it is
folly in one nation to look for disin
terested favors from another; that it
must pay with a portion of its indepen
dence for whatever it may accept under
that character. . . . There can be no
greater error than to expect or calculate
upon real favors from nation to nation.

But this was more than presiden
tial rhetoric; it was the cogent
statement of what was an American
ideal in the nineteenth century.
While he was President, Washing
ton had to take a stand on American
national independence. When war
broke out in Europe in the wake of
the French Revolution, both France
and England tried to involve the
United States in it. Washington
proclaimed the neutrality of the
United States, and this proclama
tion was later affirmed by the Con
gress.

During the Napoleonic Wars
other Presidents and Congresses
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took even stronger action to follow
an independent course. There was
the Embargo Act of 1807, the Non
Intercourse Act of 1809, and Ma
con's Bill Number 2, passed in 1810.
Finally, when the United States
went to war against England in the
War of 1812, it did so independent of
the other warring powers, or, as
President Madison put it in his war
message: ~~avoiding all connections
which might entangle it in the con
test or views of other powers. . . . "1

Indeed, until well into the twentieth
century, the United States followed
a resolutely independent course in
international affairs.

National Independence from
Control by Foreign Nations

National independence, then,
means the independence of the
United States government from
domination, control, or political in
fluence of foreign nations. It carries
with it, of course, the freedom of the
American people from such domina
tion or control. It does not connote
any opposition to trade, exchanges,
or discourse between the people of
the United States and those of other
lands nor of the dependencies and
interdependencies that may arise
from these activities. And it cer
tainly does not mean that the gov
ernment of the United States is in
dependent of the electorate, nor the
branches of the government entirely
independent of one another, nor

that the federal government is inde
pendent of the states.

The original states were indepen
dent of the United States govern
ment in that they existed prior to
the national government. They were
formed before the Articles of Con
federation were adopted. They had
governments and constitutions of
several years standing when the
United States Constitution was
ratified. They retained most of their
independence under the Constitu
tion, and when new states came into
the union they shared in such inde
pendence.

The federal system of government
was devised for the purpose mainly
of enabling the states to retain their
independence. There was some talk
at the Constitutional Convention of
a consolidated government under
which the states would become mere
appendages. The idea did not gain
favor. On the other hand, there was
much sentiment in favor of a gen
eral government which would not be
dependent upon the states for its
revenue and force. They attempted
to resolve the problem by tracing the
authority and power of the general
government to the people. This is
not only stated in the Preamble-
UWe the people of the United States
... do ordain and establish this Con
stitution for the United States of
America"-but also by the method
of ratification and choosing those
who would govern.
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There are some lines of depen
dence running both ways between
the United States government and
those of the states. For example, the
original states were to come into the
union by holding ratifying conven
tions. The initiative for doing so
rested with the states. (The question
never was answered as to what
would happen to a state which did
not ratify the Constitution, and the
document itself is silent on the
point.) Elections are held within
states for Federal officeholders, and
some of the rules are left to state
determination. Moreover, in the
original Constitution, Senators were
to be appointed by state legislatures.
The states are dependent upon the
United States government for the
conduct of foreign relations, for the
regulation of commerce, and to
ttsuppress Insurrections and repel
Invasions." Also, the United States
is charged with guaranteeing to
each state a republican form of gov
ernment.

Independence of the States

The ideal, however, was the inde
pendence of the states. At one place
in the Constitution, as noted, the
general government is authorized to
suppress insurrections. At another,
however, it says that tton the Appli
cation of the Legislature, or of the
Executive (when the Legislature
cannot be convened)" the United
States shall protect each of them

uagainst domestic violence." The
tendency of this is to leave to the
states the initiative in seeking aid
from the general government.

The crucial point, though, is that
the powers to be exercised by the
states are not set forth in the United
States Constitution. They do not,
therefore, derive from it. Certain
powers are denied to the states. For
example, ttNo State shall enter into
any Treaty, Alliance, or Confedera
tion...." Beyond the denial of
certain powers to the states, how
ever, there is only the provision of
the Tenth Amendment: uThe powers
not delegated to the United States
by the Constitution, nor prohibited
by it to the States, are reserved to
the States respectively, or to the
people." In short, the powers of the
states have an origin independent of
the United States. They exist in
their own right and are not deriva
tive.

There are beliefs so firmly in
grained, so generally accepted, and
so much a part ofa people's make-up
that they do not feel a need to make
extended statements about them.
The belief in the desirability of per
sonal independence was like that for
Americans. They made no procla
mations about it, issued no manifes
tos, nor ever set aside a day for it.
(One exception comes to mind, the
Declaration ofFemale Independence
set forth in the 1840s. But that had
political overtones.) Americans were
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long vocal about their rights. Indi
vidual liberty was the subject of
treatises, declamations, essays, and
even poems. As George Washington
said in his Farewell Address, UInter
woven as is the love of liberty with
every ligament of your hearts, no
recommendation of mine is neces
sary to fortify or confirm the at
tachment."

Independence of the Individual

By contrast, the desirability of
personal independence was an as
sumed value. One can glean it from
folk sayings such as that a man
ought to stand on his own two feet,
that he ought to be beholden to no
one, and the longing with which
boys looked forward to becoming
men of their own. The belief in it as
a value did lead some to write essays
on self-reliance. It was the usually
unstated means to the widely valued
end of self-fulfillment. It moved Jef
ferson to write these words in favor
of the agricultural over the indus
trial way of life: ttThose who labor in
the earth," he said, ttare the chosen
people of God, whose breasts he has
made his peculiar deposit for sub
stantial and genuine virtue. It is the
focus in which he keeps alive that
sacred fire.... It is the mark set on
those, who not looking up to heaven,
to their own soil and industry, as
does the husbandman, for their sub
sistence, depend for it on casualties
and caprice of customers. Depen-

dence begets subservience and ven
ality, suffocates the germ of virtue,
and prepares fit tools for the designs
of ambition...." Whether Jefferson
was correct or not about the virtues
of the agricultural life, he bespoke a
common belief in the necessity of
personal independence as the bul
wark of a free republic. As he put it,
ttlt is the manners and spirit of a
people which preserve a republic in
vigor. A degeneracy in these is a
canker which soon eats to the heart
of its laws and constitution."2

If one man had to be chosen as the
apostle of personal independence in
America, I would nominate Benja
min Franklin. He did not write
much directly about it, yet it was the
central concern of so much that he
did write in Poor Richard's Al
manac. Note these admonitions
about going into debt:

. . . Then since, as he [Poor Richard]
says, The Borrower is a Slave to the
Lender, and the Debtor to the Creditor,
disdain the Chain, preserve your Free
dom; and maintain your Independency:
Be industrious and free; be frugal and
free.3

Franklin wrote ever and again
about the importance of work, of
rising early, of applying oneself dili
gently, of doing without luxuries, of
saving, of investing, and so on. He
did not always connect these admo
nitions with independence, but he did
often enough to make clear that it
was a central goal, as when he said:
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UFrugality and Industry freeing me
from my remaining debt, and pro
ducing affluence and indepen
dence...."4

Perhaps the best evidence of all of
the role of the ideal of personal in
dependence is the great propulsive
migrations by which America was
settled. In the hope of independence,
people crossed the ocean, went into
the wilderness, hacked out a clear
ing, built rude houses, and sought to
make a living. In the same quest,
they moved out upon the Great
Plains, devised ways to turn the
heavy sod, learned to make do with
out trees, and began to produce the
great quantities of grain for which
America became famous. Nor did it
end there. Others sought passes
through the Rocky Mountains,
loaded their Conestoga wagons, and
pressed on to the Pacific. The vision
that drew them was of a place
oftheir own, hopefully fertile, where
a man might raise his children in
independence, and look after his
own. This quest was in considerable
measure the saga of America.

Avoid Entangling Alliances

George Washington believed that
the key to national independence
was to abstain from permanent al
liances with foreign powers. Tem
porary alliances might properly be
formed from time to time for joint
purposes. He approved, too, acting
with other peaceful nations to ad-

vance rules of trade and exchange.
For example, presumably he would
have favored such things as interna
tional copyright agreements. My
main point, however, is that it was
the permanency of alliances that he
thought crucial. Entangling al
liances were also often proscribed in
the early years of the Republic.
Those are alliances in which there
are prior commitments to actions in
which one may be drawn by other
nations.

There is a clue in this to the main
tenance of independence, whether of
nations, states within a nation, or
individuals. As noted earlier, inde
pendence does not imply a lack of
relations with others. Indeed, there
is some measure of dependency en
tailed in all interaction; production,
construction, trade, commerce,
sports, entertainment, public wor
ship, communications, and so on,
require interdependency. To forgo
this would be to forgo all social coop
eration, and if it were consistently
carried out life itself would become
impossible.

The distinction is not between in
dependence and dependence or in
terdependence; rather, as Thomas
Jefferson suggested, it is between
independence and subservience. To
put it another way, independence is
threatened or being lost at the point
at which dependence becomes sub
servience.

VVhen does dependence become
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subservience? Dependence is on the
way to becoming, if it has not al
ready become, subservience when it
becomes permanent. Dependence is
headed for subservience when one
becomes so entangled with others in
interdependency that he can no
longer determine his course. To put
it more broadly, dependency be
comes subservience at the point at
which one party regularly serves the
other(s) at the behest of the latter.
When interdependence loses its
mutuality, subservience follows.

Seeds of Servitude
Within the Family

Pathological conditions that
sometimes develop in children
parent relationships illustrate the
permanency factor. Infants and
small children are dependent upon
their parents, more or less abso
lutely. As the children grow up, they
learn and are taught how to become
progressively independent. If, how
ever, the child insists upon being
served by his parents regularly after
he could do for himself, he is trying
to induce servitude into the rela
tionship. On the other hand, if par
ents cling to their grown children,
insist on their living at home and
doing for them, that can become a
form of servitude. Permanent de
pendency begets servitude.

Entanglement is the mode of col
lectivism. Collectivist democracy is
a device for getting everyone's af-

fairs entangled with everyone else's.
Collectivism proceeds by describing
our interdependencies as requiring
common decisions. The decision
making process-the vote-becomes
a means for rigidifying interdepen
dency as entanglement.

Americans are by way of losing
their independence. Individuals are
becoming increasingly dependent
upon government, and the depen
dence is becoming fixed. The states
have lost much of their indepen
dence by changes in their relation to
the federal government. Our na
tional independence has been seri
ously compromised by both entan
gling alliances and by the belief
that we should only act in foreign
affairs in concert with other nations.

It is an attractive notion that
Americans have been seduced into
yielding up their independence, that
they have been surreptitiously in
duced to sell their heritage for a
mess of pottage, so to speak. It is not
only attractive, but much evidence
could be adduced in support of the
notion. Undoubtedly, politicians
have laid great emphasis upon the
gains and downplayed the costs
when they were advancing their pro
grams. Undoubtedly, too, many in
tellectuals have drawn beautiful
word pictures of the future their
ideas would bring into being when
put into effect. The thrust to
socialism, by which so much of inde
pendence is being lost, has been ad-
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vanced by every artifice known to
man.

That, however, is a considerable
distance from being the whole story.
The Founders of the United States,
who knew next to nothing about
what we call socialism, would not
have been surprised by the loss of
independence by Americans. Many
of them feared that the Republic
they brought into being, the federal
system they devised, and the rights
they proclaimed would not last.
They knew that constitutions are
but pieces of paper unless men
breathe life into and sustain them.
They knew what we seem to have
forgotten, that governments are de
rivative not originative, and that
republican governments derive
their style and modes from the life of
the people. When these have degen
erated, the people will be Ufit tools,"
as Jefferson put it, cCfor the designs
of ambition," and rule will be by
those who are most proficient in
drawing up such designs.

Government Is Not· Creative

The late Ludwig von Mises con
cluded that government cannot
create money. On the contrary,
money comes into currency by the
valuations people place on certain
goods as money. Governments can
adopt such currency; they can place
their stamp upon it, but its value
does not derive from government.
They can, of course, debase it, coun-

terfeit it, and flood the market with
simulacrums of it. In short, they can
exploit it, but they cannot create it.

In like manner, personal indepen
dence, the independence of states,
and national independence arise
from the habits and spirit of a peo
ple. If they are not there govern
ment cannot create them. If they are
there, representative governments
have rough sledding in debasing
them. In fact, representatives lack
the incentive for attempting it.

My point is this.·Americans, by and
large, lost the habits and spirit of
independence before they yielded it
up by way of government action. As
recently as 1914, say, the United
States was following a resolute
course of national independence.
The states were still on their his
toric path of independence from the
general government. (It should be
noted, .however, that the Seven
teenth Amendment had just been
ratified, providing for the direct
election of Senators, thus removing
some of a state's leverage in main
taining independence.) Nor had the
populace become dependent upon
government to any significant de
gree.

Nonetheless, increasing numbers
of Americans were already develop
ing habits of dependence. Millions of
Americans were going into factory,
mine, and mill for work. There they
became dependent upon others to
provide them with a job. Millions of
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others had become or were becoming
share croppers and tenant farmers.
These depended upon the landlord
for housing, land, and for much of
the capital with which to operate. In
the absence of coercion, they were
free, but to the extent that they
remained in these conditions they
became acclimated to dependence.

Indebted and Dependent

Living ~~on credit" became a way
of life for many people. Farmers fre
quently borrowed against the forth
coming crop, not only for seed, fer
tilizer, and equipment but also for
buying food and clothing. If the crop
was not as large as anticipated, or if
prices were lower, they would be
unable to payoff the debt. Thus, they
would go from year to year indebted
and dependent upon the creditor.
Wage-workers, too, often stayed in
debt to storekeepers. UEasy terms"
were becoming more generally
available in the 1920s, and more
and more people were availing
themselves of the opportunity to
Uenjoy" new appliances and au
tomobiles while they paid for them.
Farmers borrowed from banks to
buy farms, and many who got into
straitened circumstances mort
gaged their land and buildings to
get money to operate. Businesses
turned to credit for expansion. In
deed, by the late 1920s, an unpre
cedented number of people were try
ing to get rich on the basis of credit

by buying common stock ~~on mar
gin."

Government did have a hand in
this mounting dependence on credit.
The Federal Reserve system fueled
this credit binge by making easy
money available on a large scale. (It
was doing on a much broader scale
what fractional reserve banking had
been doing periodically for some
time.) The habits of dependency
were now widely formed and deeply
ingrained.

The credit-fueled prosperity of the
1920s was like a house built upon
sand. It could not stand when the
storms of adversity came. The gov
ernment gave, and the government
took away. The Federal Reserve
banks raised the rediscount rate and
tightened the credit restrictions. A
wave of selling hit the stock market,
and as prices fell, more and more
margin buyers had to sell. In the
wake of the stock market crash in
1929, the house came tumbling
down, so to speak.

Collectivist thought offered the
solution that would be adopted.
Habits of dependence prepared fer
tile soil in which collectivism could
grow. In the 1930s, many people
gladly availed themselves of one or
more of the great array of programs
which governments offered for aid
and relief. Unionist collectivism
made great strides as governments
adopted policies promoting collec
tivist activity. Habits of dependence
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were creased in the mold of perma
nence by the force which govern
ment intruded into the situation.

Stages of Dependency
as Government Intrudes

There has been a pattern to the
yielding up and loss of independence
in America. First came the de
velopment of habits of dependence.
The spirit of independence, where it
had been acquired, was not strong
enough to resist the lure of the gains
from dependence. In this first stage,
to the extent that government
played a role, it was usually remote
and indirect.

The second stage is widespread
dependence ofpeople on government.
This has taken hundreds of forms: a
moratorium on mortgage payments,
government guaranteed loans to
business, government guaranteed
loans for farmers and homeowners,
crop subsidies, relief payments,
privileges for collective action, so
cial security, government decreed
minimum wages, housing projects,
school lunch programs, and so on,
almost endlessly. Much of the de
pendence has become permanent,
and living off government .favors a
way of life for many people.

The third stage is the loss of
independence by the states. They
have become increasingly dependent
on the federal government. Many pro
grams have been enacted by which
F~deral funds are made available

when states provide their portion of
the funds. Highway building has be
come increasingly dependent upon
Federal funds. Federal funds for
schools have become an ever more
important source of monies for these.
So called revenue sharing by which
Federal funds are parceled out to
the states is one of the more recent
of such activities. (Since the federal
government has been operating
with a deficit, it has had no excess
revenue to share. It might better be
called sharing in the proceeds of the
mounting Federal debt.)

Though the states yield up much
independence of action by par
ticipating in these programs, they
have also lost much of their inde
pendence by Federal intrusion. The
centralization of power in Washing
ton has been accompanied by its
decline in the states. By congres
sional enactments and court deci
sions uniform rules prevail in many
areas throughout the United States.
The states·are losing much of their
authority over city and local gov
ernments because there is so much
direct Federal aid and control over
them.

The independence of the states is
important as an expression of local
preferences and ways, the political
reflex of an independent people. Its
ultimate importance, however, is as
a counterweight to the overweening
power of the federal government.
Power diffused is power contained
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and limited, the necessary condition
for the liberties of a people. The
intermingling of Federal and state
power is hardly distinguishable
from its being concentrated in one
government and unrestrained.

The fourth stage, the yielding of
national independence, has been the
result both of the general decline in
the spirit of independence and of the
thrust to collectivism. Since World
War II, the United States has fol
lowed a course compromising and
detrimental to national indepen
dence generally. By participating in
the making of the United Nations
Charter, joining the organization,
and participating in its decisions
and actions, the United States has
committed itself, symbolically at
least, to collective action. The
United States has committed itself
to a series of mutual security pacts
which were nothing short of perma
nent alliances. These, and other
international agreements, consti
tute entangling alliance. Many
American leaders have come to ex
pect that other nations will, or at
least should, act with the United
States against their own interests.
The compromise of national inde
pendence has succeeded only thus
far in proving that George Washing
ton was right in his Farewell Ad
dress.

Whither independence in 1980,

then? Much of it remains only in the
memories of some of our older citi-

zens. By their dependence upon gov
ernment many have surrendered
their independence for the promise
of security. State and Federal action
has been so intertwined, Federal
control so vastly expanded, and local
governments so drawn into a depen
dence on the federal government
that what remains of state indepe
dence takes on the appearance of
relics. National independence has
been compromised, hamstringing
the nation in international affairs
with little compensating augment
ing of power.

We have neglected the sage advice
of the Founders, and we are reaping
the consequences. Ask not for whom
the bell tolls, as the poet said, the
bell is tolling for the passing of
American independence.

Rekindling the Spirit

I, for one, have no desire to attend
a memorial service for American in
dependence this Independence Day,
1980. The recalling of the signing of
the Declaration of Independence can
have but one useful purpose-to
kindle anew the spirit of indepen
dence which gave rise to the events
which we bring to mind. Better that
the day should pass unnoticed, how
ever, than that it be utilized simply
for the call for some kind of political
action. There is undoubtedly much
political action needed to undo
much of what has been done in the
last half century or so. There was
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much political activity which pre
ceded and followed the signing of
the Declaration of Independence.

But political activity from a peo
ple whose dependence has rendered
them subservient would be little to
the purpose. Republican govern
ment can hardly rise above its
source in the people. It is the spirit
of independence which produces in
dependence. It is the habits of inde
pendence which maintain it. If we
wait until the Federal Reserve sys
tem has been abolished to retire our
personal debts, we will never be
prepared to favor its abolition. Ifwe
wait to practice independent habits
until the programs which foster our
dependence are abolished, we could
not endure it when it happened.
When we have men who have reso
lutely trod the path of personal in
dependence we shall have men who
are worthy of political office, be
cause they will be men, by and
large, who do not want it. Then, we
will have political action to the pur
pose.

A Blessing in Disguise

Benjamin Franklin believed that
personal independence was essen
tial to individual morality. George
Washington believed that national
independence was essential to right
action by nations. Thomas Jefferson
believed that only those men who
looked up to Heaven for their well
being would keep alive the love of
liberty. Their vision ofindependence
is surely worth recalling, and a day
on which the spirit was rekindled
would be worth celebrating. @

-FOOTNOTES-

lHenry S. Commager, Documents ofAmeri
can History, vol. I (New York: Appleton
Century-Crofts, 1962, 7th eel.), p. 209.

2Quoted in Vernon L. Parrington, The Colo
nial Mind (New York: Harcourt, Brace and
Company, 1954), p. 353.

3Edwin H. Cady, eel., Literature of the Early
Republic (New York: Holt, Rinehart and
Winston, 1950), p. 311.

4Qerald N. Grob and Robert N. Beck, Ameri
can Ideas, vol. I (New York: Free Press of
Glencoe, 1963), p. 126.

E. sMYTHE GAMBRELL, "Our Principles
of Freedom Must Stand"

IDEAS ON

LIBERTY

THE great truths of humanity do not spring newborn to each new
generation. They emerge from long experience. They are the gathered
wisdom of the ages. They are renewed in times of conflict and danger. In
this sense, the current challenge to our political institutions may prove
to be a kind of blessing in disguise. If the times in which we are now
living do not bring a further understanding of the great traditions ofour
civilization and a deeper desire to affirm them, we are not worthy of our
heritage.



John V. Denson

DEMOCRACY
AND

FREEDOM

A common error in political dialogue
today is the interchangeable use of
the words ((democracy" and ((free-
dom," as though they mean the
same thing. They definitely do not;
in fact, democracy can be a severe
threat to freedom and individ
ualism.

One of the most astute and intel
ligent observers of the American ex
periment with democracy was a
Frenchman, Alexis de Tocqueville.
His classic, Democracy in America
was published in 1835, soon after his
visit to America. The book is more
pertinent today than when it was
written. Tocqueville then theorized
about the nature of democracy and
its dangers to freedom, but these

Mr. Denson Is an attomey In Opelika, Alabama and
writes a regular column of libertarian viewpoint for
several newspapers In which he holds an Interest.

theories have been proven correct, to
a great extent, in the 20th Century.

Tocqueville recognized that aris
tocracy, monarchy, and such forms
were quickly dying out in the West
and that democracy was the wave of
the future. The Old-World system of
legalized privilege, which was in
herited, and rule by the few, was
being overthrown in favor of equal
ity of opportunity and mass political
control. Tocqueville stated very
prophetically that, ((The destiny of
the world will be in the hands of
America and of Russia; these two
great nations, each going a different
way, will determine what will hap
pen."

Tocqueville further stated that
((Democracy is irresistible, it is
going to come." ((Democracy has
enormous benefits . . . but also

399
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democracy has the most dangers.
We had better prepare for it so we
take advantage of the benefits and
avoid the dangers. Democracy is po
tentially the best of all forms of
society and government; it is also
one of the most dangerous forms of
all society and government."

Potential Tyranny

One danger that Tocqueville saw
was the potential tyranny of the
majority and loss of individualism
due to enforced conformity by an
uninformed, and possibly, manipu
lated public. He also saw a threat to
both civilization and culture in
democracy. He pointed out that in
aristocratic societies you saw in
stances of great wealth and extreme
poverty, great learning and extreme
ignorance. In a democratic society,
the extremes would be more or less
eliminated and a much higher gen
eral standard of Iiving would be
available. He stated, tta state of
equality is less elevated but it is
more just; and its justice constitutes
its greatness and its beauty."

Tocqueville warned that a democ
racy must be very careful not to
stamp out dissent which provides
meaningful change. He recognized
that differences of opinion often pro
duce the most progressive changes
and that conformity produced by a
democracy could severely restrict
such progress.

Tocqueville also saw that cen-

tralization ofpower in a government
run by an unelected bureaucracy
would continue to be the great
threat to individual liberty in the
democratic system just as it had
been under the old, autocratic sys
tems. He felt that centralization of
power and democracy may be even
more of a threat in a democratic
state since the public would tend to
be less suspicious of a government
when the people possessed the right
to vote and to elect their representa
tives.

When kings and aristocrats ruled,
the people knew they had to be sus
picious and careful of government
since they realized that they had
little influence or power. However,
democracy had the potential to
create a false sense of security from
the force of government. One of the
architects of the American system of
democracy, George Washington,
continued to recognize the true na
ture of government, even though
democratic, when he stated: ttGov_
ernment is not reason, it is not
eloquence-it is force! Like fire, it is
a dangerous servant and a fearful
master; never for a moment should
it be left to irresponsible action."

Following the lead of Tocqueville
in analyzing democracy, two En
glish libertarians, in a later period,
seemed to grasp, better than
Tocqueville, that democracy would
not necessarily change the true na
ture and danger of government.
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Herbert Spencer stated: uWhen we
have made our constitution purely
democratic, thinks to himself the
earnest reformer, we should have
brought government into harmony
with absolute justice. Such faith,
though perhaps needful for the age,
is a very erroneous one. By no pro
cess can coercion be made more
equitable."

The Initiation of Force

Spencer's student, Auberon Her
bert, correctly perceived that it was
the initiation of force which was the
key to tyranny and he stated: ttMa_
jority rule is not founded-any more
than the emperor's rule-on reason
or justice. There is no reason or
justice in making two men subject to
three men ... no one has the moral
right to seek his own advantage by
force. This is the one unalterable,
inviolable condition of a true soci
ety. Whether we are many or
whether we are few, we must learn
only to use the weapon of reason,
discussion, and persuasion."

One of the authorities on Tocque
ville's Democracy in America is his
tory professor Henry Steele Com
mager. He recently appeared on the
television program, ttBill Moyers'
Journal," and analyzed Tocque
ville's book. Commager commented
that' all governments, even democ
racies, advance like gravity in a
natural flow, towards centraliza
tion, but that liberty does not. He

stated: ttLiberty must be worked at,
must be achieved, and it has rarely
been achieved anywhere in the
whole of history. It requires a most
extraordinary self-control, self
denial, wisdom, sagacity, vision to
protect liberty in the face of all the
forces that mitigate and militate
against it. And Tocqueville regarded
centralization as the most danger
ous of all the threats to liberty."

Commager's quote about the na
ture of government gives special
emphasis to the earlier warning:
UEtemal. vigilance is the price of
liberty."

Commager also reminded us that
Nazi Germany was a result of the
democratic process and ttis perhaps
the outstanding example in modern
history ofhow an overwhelming ma
jority can exercise the most ruthless
tyranny over a minority." Govern
ments throughout the democratic
West continue to grow larger and to
become more oppressive, especially
in the area of taxation. Government
domination of education and regula
tion of almost every form of human
conduct, especially in economic mat
ters, is far more extensive today
under democratic governments than
existed in the Old-World autocratic
systems of the past.

Our present situation in demo
cratic America, where we are being
threatened with a peace-time draft
and actually have a large portion of
our Army stationed in Europe and
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other foreign countries coupled with
numerous entangling treaties,
would have been unthinkable condi
tions to our founding fathers. Demo
cratic governments in the 20th Cen
tury hav; shown strong militaristic
tendencies and have produced the
most widespread wars known to man
kind. The noted historian, Arnold
Toynbee, author of the massive,
six-volume A Study ofHistory, ques
tioned the assumption that democ
racies were automatically more
peace-loving or anti-militaristic
than other forms of government. He
also found Uthe suicidalness of
militarism" by far the most common
cause of the breakdown of civiliza
tions.

Professor Commager, at the con
clusion of Bill Moyers' interview,
and after being asked to comment
upon the future of democracy, said,

Democracy in America

UI feel like Justice Holmes, late in
life, when some of his young clerks
came back to him and he said, (I
myself have little hope for change,
but I'm happy to see that the
younger generation consults its
hopes and not its fears.' "

We must continue to recognize
that democracy, while being the best
form of government, nevertheless,
like all government is potentially
dangerous, depending upon its size
and·power.

No government, even a democ
racy, should have the right or power
to initiate force; it should only repel
or defend against force. Government
must be kept extremely limited in
its scope of influence, and individual
rights must be carefully protected.
We should never lose sight of this
goal nor lose hope of achieving it. ®

IDEAS ON

LIBERTY

OUR contemporaries are constantly excited by two conflicting passions;
they want to be led, and they wish to remain free: as they cannot destroy
either one or the other of these contrary propensities, they strive to
satisfy them both at once. They devise a sole, tutelary, and all-powerful
form of government, but elected by the people. They combine the
principle of centralization and that of popular sovereignty; this gives
them a respite: they console themselves for being in tutelage by the
reflection that they have chosen their own guardians. Every man allows
himself to be put in leading-strings, because he sees that it is not a
person or a class of persons, but the people at large that holds the end of
his chain.

ALEXIS DE TOCQUEVILLE



ALL educated Americans are aware
that the eighteenth century was an
era of intense international conflict,
if for no other reason than the fact
that the French and Indian War and
the American Revolution were
minor parts of the great interna
tional conflicts raging from England
to India. Fewer of them are aware
that the Americans were able to win
their war against the far more
powerful British precisely because
theirs was a minor war, almost a
side-show, in the bigger struggle
which kept the British pinned down

Dr. Douglas.s Professor of Sociology at the Univer
sity of California at San Diego, though his studies of
human action range beyond the usual professional
or academic bounds of anyone discipline. He has
written and edited twenty-five books on various
aspects of the social sciences and his articles have
appeared In many professional Journals and other
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Jack D. Douglas

around the world. Almost none of
them know that this century of
wasteful warfare (which I think
should be called the First World
War and our most recent one the
Third) and its culmination in the
catastrophe of the French Revolu
tion and Bonapartism was highly
((rational" from the standpoint of the
political economic theories domi
nant among European rulers.

But how could such a vast waste of
human life, of accumulated wealth
cast into guns and shot instead of
industrial investment, and of
human creativity be ((rational"? It's
frighteningly simple when you un
derstand the fundamental premises
of Mercantilism, the political
economic theory which dominated
the thinking of rulers and most
((practical" men.

403
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Mercantilist theory took the
common-sense view of wealth and
applied it to the national level. The
key idea is that the precious metals,
gold and silver, constitute the real
wealth of a nation, so the nation
should maximize its possession of
gold and silver. The mercantilists
also assumed that the primary way
by which this could be done (in all
nations without gold and silver
mines) was by maximizing exports
and minimizing imports. They would
thus receive more payments of pre
cious metals than were paid out.
And, fatefully, they also assumed
that the most efficient means of
doing this is by controlling the
foreign markets which buy one's ex
ports. These assumptions led them
to the logical conclusions that they
should maximize their political (mil
itary) power to control colonies
abroad (or, at least, markets) and,
most fatefully, that they could only
become more wealthy by decreasing
the wealth of other nations by using
such power.

One's Gain, Another's Loss

The mercantilist ideas thus led
the rulers to look at their relations
with other nations in a ((beggar thy
neighbor" way, or what economists
call a zero-sum game: if you gain, I
necessarily lose; if I gain, you neces
sarily lose.. The only rational thing
to do, if you wanted to be richer, or
simply avoid getting poorer, was to

seize foreign markets and precious
metals. Since everyone looked at it
the same way-War.

All of those assumptions were
wrong, as all economic history since
then has shown, yet almost all of the
brightest people, from goatherds to
prime ministers and kings, believed
those things implicitly. The genius
of classical economics, especially of
David Hume's theories ofmoney and
international trade, of Adam
Smith's theory of economic growth
or wealth, and of Ricardo's theory of
comparative costs, consisted in
showing how they were wrong and
how all nations could get richer at
the same time and at vastly acceler
ated rates by an international sys
tem of cooperative competition.

In vastly oversimplified terms,
they showed that money is merely
an aggregate symbolic representa
tion of the exchange value of real
goods, so that an increase in the
quantity of money of any form will
in time only produce higher prices
(unless the real goods have in
creased); that this works interna
tionally as well as within a nation;
that all increases in real wealth come
only from increased efficiency and
investment; and, fatefully, that two
of the major ingredients of efficiency
are (1) task specialization, which
allows those most skilled to produce
goods at lowest cost and, thus, price,
and (2) competition, which not only
spurs people to greater effort to be
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efficient, but also allows the natural
selection of the most efficient and
the subsequent redirection of the
casualties into more efficient pro
duction.

The general implications were
exactly the opposite of Mercan
tilism. A nation that only increases
its money only increases its prices.
(This is what Spain did by seizing
the gold and silver of the Aztecs and
Incas. The resulting inflation pre
vented the rise of industrial produc
tion because it was cheaper to buy
from abroad, due to long time lags in
the spread of the inflation, and pro
duced a basic movement away from
efficient investment. The most suc
cessful of all mercantilists was the
biggest disaster.)

Free Trade

A nation that directs its wealth to
the military destruction of wealth
decreases its wealth. A nation that
insists on buying its own goods
when it could import them more
cheaply because foreign task
specialists are more efficient in
those goods gets poorer, not richer.
The general implication was that all
nations should stop wasting wealth
in war, concentrate on saving and
investing and becoming more effi
cient, and compete peacefully
(cooperatively) with complete free
dom of economic competition among
and within the nations.

These· classic ideas of classic

liberalism (the opposite ofAmerican
((liberalism" today) became the dom
inant ideas of the ruling elite in the
first three quarters of the
nineteenth century. Laissez faire
ideas in international trade and
politics were never completely
applied even in England, but on bal
ance they were distinctly dominant.
This was an era of almost unbroken
peace in Europe, a rare thing in
European history, an era of explod
ing wealth, and an era without
major internal economic civil war
(class warfare).

That era began to end in 1870
with the Franco-Prussian war. That
war owed much to the old bitterness
between the two nations, especially
the Prussian resentment of the de
feat by Napoleon. But it is also very
important that the German political
economists had turned strongly to
ward a form of neo-Mercantilism
embodied in the ideas eventually of
the institutional economists, List
and Sombart. (Germany never re
ally accepted the liberal theories
very much. The. so-called classicists
held sway until the institutional
theorists entered the scene.)

The institutional economists ar
gued strongly, even bitterly, that
institutions, especially political
ones, are the ultimate determinant
of wealth. Most ominously of all,
they argued that international free
trade was rigged in favor of the rich
and already efficient and, thus, was
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against the interest of unindustri
alized Germany. They insisted on
protective tariffs to protect their in
dustries from cCunfair foreign compe
tition." The defeat of France led to
an immediate flip-flop of the French
social analysts (especially the lions
of Paris, Renan and Taine) from
internationalism to nationalism.

A great, decade-long economic de
pression hit the West in 1873. Na
tions everywhere' began building
tariff walls to protect their indus
tries from bankruptcy. The political
voices of neo-Mercantilism became
dominant even in England in the
great new surge of imperialism in
the late nineteenth century. The
zero-sum game returned with vigor
as nations tried to build their ex
ports and minimize the costs of im
ports by controlling colonies. The
armies grew, the navies grew. By
the early twentieth century Europe
was a cctinder-box" armed to the
teeth, living breathlessly through
one military-political incident after
another, lulled by the century of
peace and wealth produced by ideas
now rejected as absurd, waiting un
knowingly for the random match of
Sarajevo. Zero-sum thinking pro
duced the inevitable conflict.

The Growth of Socialism

The imperialist and protectionist
theories were joined in the late
nineteenth century by a far more
rhetorically powerful zero-sum

theory-the melange of ideas known
as Socialism. Socialism rejected all
the ideas of the liberals and re
instated in somewhat different (and
certainly in a hidden or CCcleaned up"
form) the ideas of the Mercantilists.
Above all, they insisted that one
man could only get wealthy at the
expense of another: ifone man hired
another and got money from his ef
forts, then the hired man was
ccexploited," or lost, even though
they both got richer by the transac
tion. Only complete equality, an end
to the competition that gave the
more efficient an advantage over the
less efficient, and an end to the
interest advantage of saving could
lead to wealth for everyone. Other
wise, the zero-sum process would
inevitably lead to greater concentra
tion of wealth in fewer hands and
the deprivation of more and more.
The conclusion: class warfare within
and across nations is inevitable and
glorious-War!

All Western history has proven
the socialist myth false. But myths
are created and accepted because
they appeal to deep feelings, espe
cially those like envy, resentment,
fear and aggression. These particu
lar zero-sum myths could not be ac
cepted by many educated people be
cause they were so clearly wrong.
But their emotional appeal led in
ventive people to find a new way
the Keynesian revolution.

Keynes himself did not agree with
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many of the ideas of the socialist
zero~sum game, though he was emo
tionally committed to the working
class cause before he developed his
theory.

"Overs8ving"

The high unetnploytnent rates of
Britain during the 1920s (as much
as 10 per cent) can be explained by
classical economists as due to the
deflation caused by Britain's return
to the gold standard (at parity
value) in the 1920s; higher taxes
forcing capital abroad; an inefficient
(thus more costly) work force at
home, because of union monopoly
powers granted politically in 1906,
leading to the same capital flight;
the growing taxes used to pay for the
new unemployment benefits causing
further flight; and the increasing
incentives of the unemployment
benefits to avoid work-to be un
employed.

Keynes decided, without consider
ing this kind of argument, that
there was an inevitable tendency of
a sort· even Marx had not seen-an
Uinevitable" tendency of advanced
capitalist societies to ttoversave," or
save relatively more than they in
vested, so you inevitably get unem
ployment. The remedy was to have
the government intervene by using
its borrowing and taxation powers
to ttgive" money to consumers and,
thus, increase demand, which would
then increase incentives to invest,

and eventually· decrease unemploy
ment.

The Keynesian Revolution con
sisted not only of this idea, but its
combination with the old ideas of
the socialist zero-sum theory. This
started in Britain as early as the
1890s, becatne dotninant there in
the 1930s, and became dominant in
the United States only in the 1960s.
It now dominates the thinking of the
great mass of our Western rulers
and educated people. Everyone
knows the ideas. Equality is the
only way to maximize real wealth
for everyone. Competition is the
source of poverty, not wealth. Effi
ciency is repression. And, according
to Keynes, we should emphasize
consumption and decrease saving
(oversaving).

Most fatefully of all, the instru
ment of all of this is the central
power ofgovernment: government is
to use its physically enforced powers
of taxation to increase equality
through redistribution of income
and, most especially, by providing
uservices" to the ttdisadvantaged."
(The implicit assumption, of course,
is that under the laissez faire system
the higher incomes of the few was
due to their being unfairly Had
vantaged" by the system, not due to
their greater efficiency in saving
and investment and work-because
it is always the case that one man's
loss is another man's gain and vice
versa-life is a zero-sum game!)
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This melange of Keynesian ideas
and neo-socialist zero-sum ideas is
what we know as the Welfare State
theory.

The Redistributive State

The theory itself teaches, even in
sists bitterly, that life is a zero-sum
game. In order for the less well off to
get better off, something must be
taken away from others. (Soci
ologists who share these views,
which is most of them by far, call
this a Hconflict theory." Fateful
name.) But, even if the state and the
intellectuals did not teach people
this, they would probably under
stand it or believe it. (The zero-sum
game is really the most ancient way
of thinking, found in all primitive
societies and highly exaggerated in
peasant mentality.) In any event,
they all come to act in accord with
the theory in the Welfare State
dominated by that theory. That is,
they all act as if they know and
believe with all their hearts that
someone else getting more means
they are going to get less, and that
the crucial thing is to get more than
someone else-maximize your in
take of government services, money
and rights, and minimize your out
flow of taxes and duties. The conclu
sion is now apparent to those with
memories and eyes-War!

In our pluralistic societies of pres
sure group politics, in which there
are many massive groups and in

which political decisions are made
by coalitions of these groups, the
warfare is primarily between mas
sive groups; but it also becomes
more and more individual, as the
individual comes more and more to
play the same zero-sum game
against the members of his own
group. The overall effect is to pit
each big group, and then individ
uals, against the others in an increas
ingly bitter struggle for the dis
tribution of the pie-the rights, ser
vices, benefits, monies of the body
politic-the spoils of victory.

In the societies that are relatively
homogeneous, like Japan and Swe
den, the war of all against all pro
duced by the zero-sum assumptions
of the welfare state comes much later
and at a higher level of redistribu
tion than in the highly pluralistic
societies. The United States is
unique among the Western nations
(and very like Russia) in having a
massive number of pressure groups
and no dominant group. These
groups, especially the ethnic and ra
cial groups, already envied and re
sented each other, precisely as the
nations of Europe did over the cen
turies. By greatly amplifying the
zero-sum warfare games in our na
tion, the Welfare State Revolution
has pushed us far along the road
toward Hobbes' state of nature, that
nasty and brutal war of all against
all.

A nation that had little sense of
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historical community, and was
pasted together with shallow patrio
tism and deep shared self-interest in
making the whole nation richer by
the pursuit of capitalistic growth for
all, has been ripped and torn in
every seam of its national life. Ev
erything has become politicized
work, sex, parent and child rela
tions, life itself. The most ignorant
mugger in the big cities now mouths
the zero-sum theories of our ~~lib

eral" (socialist) politicians. But we
have only begun down the road to
that great calamity of civil war, the
war of all against all.

Peace and Prosperity

The zero-sum game of internal
war· will inevitably slow our
economic growth to zero and possi
bly begin the final stages of
deprivation-disinvestment of the
British sort. When the pie becomes
stagnant (the glorious goal of zero
growth, at last!) these human beings
turned into wolves will hurl them
selves on each other in all their fury,
unless their fury is directed against
a common foe in the time-honored
way of tyrants-foreign war! Or un
less we use the solution the Russian
socialist zero-summers know so
well-tyranny. i

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 demonstrate to the warring world that individ
ualliberty 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
followed 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
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GOOD..PEOPLE ~~ I)

SYNDROME

Do you remember when we Ameri
cans thought of the Ayatollah Kho
meini as a good man trying to help
his people who were suffering under
a dictatorial government? He was in
exile in France, and he was getting a
great deal of favorable publicity on
international television as he taped
his revolutionary messages and
smuggled them back into Iran. His
obviously sincere and deeply reli
gious life-style-along with his
promise of freedom and justice to his
oppressed countrymen-won him
the support of the overwhelming
majority of the Iranian people. In
addition, he soon gained the best
wishes of good people all around the
world, including millions of Ameri
cans.

Then the Ayatollah (the revered
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leader of the religion of the majority
ofhis people) gained political control
of the nation. He immediately began
approving the confiscating of prop
erty from the rich and giving it to
the poor, the kidnaping of hostages
for ransom and blackmail, the re
stricting of minority religions
throughout the land, and the public
execution of ((traitors and other
enemies of the Iranian people."

To show their approval of the
Ayatollah's particular brand of free
dom and justice, the Iranian people
voted overwhelmingly for a new
constitution that made him dictator
for life. Apparently they felt they
could safely entrust their lives to
such a good man.

The universal appeal of this per
suasive idea of giving political
power to ((good people" to be used for
the benefit of everyone has always
been with us. It was an already-
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popular literary theme in ancient
Greece when the philosopher Plato
developed it into the political theory
still studied by students of govern
ment in all nations today. We hear it
everywhere in the United States in
this popular political maxim: If we
elect good people to public office,
we'll have good government.

Goodness and Power

As I watched the unfolding of the
most recent disaster to the Iranian
people, the thought struck me that
perhaps most of the evil in this
world is committed by good people
who are sincerely trying to help. Let
it never be forgotten that the
Ayatollah Ruhollah Khomeini is a
good man who is quite willing to
make every personal sacrifice in his
sincere efforts to help his people. He
does not wish to become rich from
his efforts. When he refers to him
self as a servant of God and of the
people, he is totally sincere. He has
always worked hard and lived fru
gaIly. He devotes much time to
prayer. He would be called a good
man in any nation and age.

Invariably, however, these good
people become corrupted by the
political power they possess to help
others. The fact that they may be
deeply religious seems only to in
crease the terror they use to do good
as they understand it.. To see this,
you need only study the history of
the Christian church (or the history

of any religion) and note what hap
pens when the religious leaders gain
political power. Usually the corrup
tion appears immediately. But
sometimes it doesn't appear in a
virulent form for a few months. In
evitably, however, this corrupting
influence of power always appears,
and the terror begins in one form or
another. Even the leader of all
Christians, Jesus Christ himself,
recognized that fact when he indi
cated that the corrupting influence
of earthly political power applied to
him also. Thus he refused to accept
it, even though he was tempted by
the possibility of using it for a good
purpose.

A primary reason that helps me to
better understand this good-people
syndrome (as well as to appreciate
the corrupting nature of power and
the desire for it) is that I once suf
fered from it myself. There was a
four-year span in my life when I
truly wanted to do good for the
American people (and for the world
in general) and wished I had the
political power to accomplish my
good intentions.

I was 16 years old at the time. I
had just gone through a dramatic
religious experience and I was
firmly convinced I had discovered a
sure way (and probably the only
way) to eternal life. As a dedicated
youngman, I felt a responsibility to
share my good fortune with my fel
lowmen. That's the nature of the
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good-people syndrome, Le., we want
to share and to help the less fortu
nate. We really and truly do, and
we'll go to any lengths to ac
complish it.

Youthful Victims

Probably all of us have endorsed
this compelling syndrome to some
extent at one time or another. We
just wouldn't be human if we hadn't.
In my classroom discussions with
those wonderfully idealistic stu
dents between the ages of 17 and 23,
I encounter this good-people syn
drome all the time. Most of those
students truly want to help their
less fortunate fellow-humans all
over the world. And some of them
literally lust for the power of gov
ernment to do good to mankind.
They are beautiful people. I respect
them and wish them well. And I also
suggest to them that the desire to
use political power to do good to
people is bad for everyone's health,
including their own.

While young people are perhaps
more susceptible to this emotional
good-people syndrome than are
older people, it's a mental aberra
tion that can strike at any age. And
it can last from a few days to a
lifetime. The Ayatollah Khomeini at
age 80 has a far more severe case of
this syndrome than I ever had in my
teens. But I can better understand
the irrational thought processes and
abnormal actions of that elderly

leader because I remember so well
the devastating effect the syndrome
had on me as a youth.

Beginning with my teen-age reli
gious experience and continuing for
several years thereafter, I would
have been happy indeed to enforce a
law that compelled everyone in the
United States to join the ttone true
religion" I had accepted. I only
wanted to help! And the idea of a
government-enforced religion ap
pealed to me then, just as it has
appealed to many millions ofAmeri
cans before me and still today. My
reasoning at that time was as fol
lows: ttlf I were blind to the truth
like so many of my misguided
neighbors, I would surely want them
to do to me what I wanted to do to
them-for their own good, of
course." Fortunately for all con
cerned, I didn't have the power to
impose my fantasies (my syndrome)
on others.

In a like manner, the Ayatollah
Khomeini will unhesitatingly use
whatever means he has available to
convert or destroy anyone who
stands in the way of the advance
ment of his true-theological
political-system. Unfortunately, the
Ayatollah has the political power to
carry out many of his fantasies.

As often as not, the possessors of
this good-people syndrome are fully
prepared to die (literally) for what
they believe will help other people.
For example, I honestly believe that,
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at age 16, I was prepared to give up
my life if that became necessary in
my campaign to save the immortal
souls of others. The Ayatollah Kho
meini has stated several times that
he expects to be killed because ofhis
religious beliefs and the political ac
tions that are inspired by them.

In short, the motives of us victims
of this syndrome are unselfish and
pure. We are truly good people who
only want to help. And we are fully
prepared to pay a high price person
ally for our beliefs and our desire to
serve the people.

Strangely, only good people seem
to become possessed by this particu
lar mental abnormality. This is so
much the case that I have here
named this syndrome in honor of all
good people everywhere who want to
use political power to do good to
others. While bad people, Le., mur
derers and rapists, can also suffer
from this syndrome, they seldom
offer it as an excuse for their anti
social and destructive behavior. But
our very best people, i.e., those who
are most eager to do good to man
kind, almost always use the good
people rationale to defend their ac
tions. The fact that their programs
don't work as advertised doesn't
seem to distress them in the least.
The failures aren't their fault! And
since they're good people who are
sincerely trying to help, they're al
ways willing to try again.

This good-people syndrome has

existed as long as mankind. It came
with us; the first human beings to
appear on earth were born with the
desire to do good to others as they
saw it. It is clear to me that this
inherent emotion and compulsion
was (and still is) necessary for the
preservation of any sort of viable
social order and for the survival of
the human race itself. The absence
of this compulsion, Le., the absence
of any desire to do anything at all to
help any other human being, would
obviously mean the end of mankind.
Thus the only workable procedure
we have (individually and then col
lectively) is to learn to control this
inherent desire to impose our wills
on others-even when we think it's
for their own good.

I'm convinced this can be done
because, to some considerable ex
tent, I've actually learned to do it,
Le., I have resolved never again to
use force or the threat of force (legal
or illegal) to impose my will or
viewpoint on any peaceful person.
And I actually live by that principle
to the full extent permitted by polit
ical reality and my own all-too
human fallibility. Thus while I may
sometimes deviate from my own
principle, at least I have a clear
reference point and a basic guide to
help me select the best alternative
among the available choices.

Perhaps we could learn to follow
this ideal: Let us help others by doing
for them what they want done; if we
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can't Or won't, then at least let us
have enough respect for humanity to
leave them alone. It's simply not a
good idea to try to make over
another human being in your own
image. It can't be done and, anyway,
one is enough.

Do you suppose this inherent
good-people syndrome that causes

us to try to impose our wills on
others for their own good could be
the ttoriginal sin" we're born with?
At least that possibility would offer
a logical explanation for those famil
iar .allegories in all religions that
tell us about cupidity and arrogance
and ignorance-and the fall that
comes with them. i

IDEAS ON

UBERfY

Popular Causes and Unpopular Effects

IT is being discovered that good intentions are not enough. If good
intentions are to accomplish anything, they must be translated into
concrete economic measures, and such measures mayor may not
produce the intended effects. Even if they do, they are almost sure to
produce unintended ones as well. Where some groups are benefited,
others are hurt. Competition for productive efficiency tends to degener
ate into a scramble for political favor. Government of, by, and for the
people tends to become government of, by, and for pressure groups. The
promise of cradle-to-grave security weakens economic incentive, tends
to make men financially irresponsible and reduce them to the moral
level of dependent children. Why should a man strain nerve and muscle
to provide for himself, to keep his job, to lay something by for a ««rainy
day," to make provision for his old age, to protect his family from want,
when a paternal state promises to do these things for him? Every
personal financial misfortune, every source of dissatisfaction with one's
economic lot, tends to become a grievance against the State....

When our own and other governments assumed or accepted the
responsibility of protecting the people against the risks of unemploy
ment, disability, old age, and other hazards, they built into their
economies an inflationary bias against which they are still striving, in
most cases with very ind~fferent success, and which, unless arrested,
must eventually bring hardship rather than welfare, insecurity rather
than security, to the intended beneficiaries.

From The Guaranty Survey, November 1957,
Albert C. Wilcox, editor
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PROGRESS
INA
FREE

ECONOMY
THE FREE MARKET, operating through
the profit motive, has been respon
sible for the tremendous success of
the American economic system. It
has ensured the maximum possible
effort to introduce innovations and
to extend their application as
rapidly as possible, with the result
that in comparatively short periods
of time revolutionary improvements
have become commonplace. Because
of this and because of the rapid
adaptation it assures to all changes
in economic conditions, it has ren
dered every crisis, from natural dIS

asters, to wars, to absurd acts of
government, a merely temporary

Dr. Reisman Is Associate Profenor of Economics at
Pepperdlne University In Los Angele8.

Thl8 article Is reprinted by permission from hl8
new book, The Government Against the Economy.

setback in a steady climb to greater
prosperity.

The picture I have painted of a
free economy is one of continuous
progress and improvement. And so
it has been in the United States over
the last two hundred years, during
most of which time we had a sub
stantially free economy. As the free
economy has come to be steadily
undermined and the transition to a
form of socialism drawn even closer,
however, the foundations of eco
nomic progress have been eroded.
For reasons that should become pro
gressively clearer from now on, a
controlled or socialist economy can
not have economic progress.

I believe that the advocates of
socialism know this, or at least that
they sense it, and that, as a result,

415
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they have launched a widespread
campaign to try to deny the very
possibility of continuous economic
progress. The nature of their at
tempt is summed up in the phrase
uThe Limits to Growth." The moti
vation of the supporters of that
phrase, I believe, is to be able to
blame the end of economic progress
not on the end of capitalism, but on
the fundamental nature of the world.

Therefore, let us consider the ba
sic facts that underlie the possibility
of continuous economic progress.

How Knowledge Spreads

As far as man himself is con
cerned, the basic fact is that knowl
edge can be transmitted from gener
ation to generation and that each
generation has the ability to add to
the total ofwhat it has received. The
only limit to this process would be
the attainment of omniscience.

Let us consider the physical world
in which man lives. Is there a limit
to the supply of natural resources on
earth?1

Yes, there is. But the limit is
utterly irrelevant to human action.
For practical purposes it is infinite,
because the limit is the entire mass
of the earth. The entire earth, from
the uppermost limits of its atmo
sphere to its very center, four
thousand miles down, consists ex
clusively of natural resources, ofsol
idly packed natural resources. For
what is the earth made out or? It is

made exclusively out of chemical
elements found in different combi
nations and in different proportions
in different places. For example, the
earth's core is composed mainly of
iron and nickel-millions of cubic
miles of iron and nickel. Aluminum
is found practically everywhere.
Even the soil of the Sahara desert is
comprised of nothing but various
compounds of silicon, carbon, oxy
gen, hydrogen, aluminum, iron, and
so on, all of them having who knows
what potential uses that science
may someday unlock. Nor is there a
single element that does not exist in
the earth in millions of times larger
quantities than has ever been
mined.

Now this limit of natural re
sources has existed from the very
first day that man appeared on
earth, and in all the millennia since,
it has not diminished by so much as
a single atom. This is because chem
ical elements are never destroyed.
They simply reappear in different
combinations, in different propor
tions, in different places.

Resources Rearranged

Apart from what has been lost in a
few rockets, the quantity of every
chemical element in the world today
is the same as it was before the
Industrial Revolution. The only dif
ference is that instead of lying dor
mant, out of man's control; the
chemical elements have been moved
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about, as never before, in such a way
as to improve human life. For in
stance, some part of the world's iron
has been moved from the interior of
the earth, where it was useless, to
now constitute buildings, bridges,
automobiles, and a million and one
other things ofbenefit to human life.

Some part of the world's carbon,
oxygen, and hydrogen has been
separated from certain compounds
and recombined in others, in the
process releasing energy to heat and
light homes, power automobiles and
railroad trains, and in countless
other ways serve human life. Nor is
the world running out of energy by
virtue of the energy released in
these ways. For heat from the sun
every year provides a constantly re
newed supply that is millions of
times greater than the energy con
sumed by man. It follows from these
facts that all that has occurred as a
result of the Industrial Revolution is
that man has improved his environ
ment.

Production Means Improvement

It should be realized that by its
very nature, production means an
improvement in the environment.
All that production of any kind fun
damentally consists of is the rear
rangement of the same chemical
elements that nature gives us, but
in ways that make them stand in a
more useful relationship to man.
Consider further examples. To live,

man needs to be able to move his
person and his goods from place to
place. If an untamed forest stands in
his way, such movement is difficult
or impossible.

It represents an improvement in
the environment, therefore, when
man moves the chemical elements
that constitute some of the trees of
the forest somewhere else, and lays
down chemical elements brought
from somewhere else to constitute a
road. It is an improvement in the
environment when man builds
bridges, digs canals, opens mines,
clears land, constructs houses, or
does anything else that represents
an improvement in the external,
material conditions of his life. All
economic activity has as its sole
purpose the improvement of the en
vironment: it aims exclusively at the
improvement of the external, mate
rial conditions of human life.

In trying to restrict man's freedom
to improve his living conditions, the
misnamed uenvironmental move
ment" seeks to force man to live in a
less favorable environment.

Now because the world is com
posed entirely of natural resources
and possesses a virtually irreducible
and practically infinite supply of
energy, the problem of natural re
sources is simply one ofbeing able to
obtain access to them, of being able
to obtain command over the re
sources, that is, ofbeing in a position
to direct them to the service of
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human well-being. This is strictly a
problem of science, technology, and
the productivity oflabor. Its solution
depends merely on learning how to
break down and then put together
various chemical compounds in ways
that are useful to man, and having
the equipment available to do it
without requiring an inordinate
amount of labor. Human intelli
gence certainly has the potential for
discovering all the knowledge that
is required, and in a free, rational
society, the incentive of profit virtu
ally guarantees that this knowledge
will both be discovered and provided
with the necessary equipment to be
put to use.

An Impressive Record

The record of the last centuries,
certainly, demonstrates that such a
society has no problem of a scarcity
of accessible natural resources.
While the total volume of chemical
elements in the world has remained
the same, the volume of useful ele
ments and compounds at the dis
posal of man has been enormously
increased. Today, for example, be
cause of improved knowledge and
equipment, it is probable that man
can more easily extract minerals
from a depth of a thousand feet than
he could a century ago from a
depth of fifty feet. In the same way,
he has learned how to use elements
and compounds he previously did
not know how to use-such as

aluminum and petroleum, which
have ·only been in use for approxi
mately a century, and, more re
cently, uranium.

There is no reason why, under the
continued existence of a free and
rational society, the supply of acces
sible natural resources should not go
on growing as rapidly as in the past
or even more rapidly. Further ad
vances in mining technology, for
example, that would make it possi
ble to mine economically at a depth
of, say, ten thousand feet, instead of
the present limited depths, would so
increase the portion of the earth's
mass accessible to man, that all pre
vious supplies of accessible minerals
would appear insignificant by com
parison. And even at ten thousand
feet, man would still, quite literally,
just be scratching the surface, be
cause the radius of the earth extends
to a depth of four thousand miles. In
the same way, dramatic advances
are possible in the field of energy,
such as may occur through the use of
atomic energy, hydrogen fusion,
solar power, tidal power, or thermal
power from the earth's core, or still
other processes as yet unknown.

Untouched Reserves

Because the earth is literally
nothing but an immense solid ball of
useful elements and because man's
intelligence and initiative in the
last two centuries were relatively
free to operate and had the incentive
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to operate, it should not be surpris
ing that the supply of accessible
minerals today vastly exceeds the
supply that man is economically
capable of exploiting.

In virtually every case, there are
vast known deposits of minerals
which are not worked, because it is
not necessary to work them. Indeed,
if they were worked, there would be
a relative overproduction of miner
als and a relative underproduction
of other goods-i.e., a waste of capi
tal and labor. In virtually every
case, it is necessary to choose which
deposits to exploit-namely those
which by virtue of their location,
amount of digging required, the de
gree of concentration and purity of
the ore, and so forth, can be
exploited at the lowest costs.

Today, enormous mineral deposits
lie untouched which could be
exploited with far less labor per unit
of output than was true of the very
best deposits exploited perhaps as
recently as a generation or two
ago-thanks to advances in the
state of mining technology and in
the quantity and quality of mining
equipment available.

As just one example, and a very
important one, consider the fact that
there are petroleum deposits in
shale rock and tar sands in our own
Rocky Mountain states and in
Canada of a size far exceeding the
petroleum deposits of the Arab
countries. Until now, these deposits

have not been exploited, because it
has been cheaper to obtain petro
leum from liquid deposits. Even
though oil obtained in these ways
would be more expensive than oil
obtained in its liquid state, still, it is
undoubtedly cheaper-in terms of
the labor required to produce i t--to
obtain oil in these ways today than
it was to obtain liquid petroleum a
century ago and probably even a
generation or two ago.

Technological Advancement

There is no reason why further
advances in mining technology and
in the availability of mining equip
ment would not enable oil obtained
in these ways in the future to be less
expensive than oil obtained in its
liquid state today. Similarly, there
are vast untapped known coal fields
in the United States containing
enough coal to supply present rates
of consumption for many centuries.

In some important respects, these
coal fields must be considered not
merely a substitute, but the full
equivalent of petroleum deposits.
For it is possible to produce some of
the identical products from coal as
from oil-for example, gasoline.
This too has not been done commer
cially until now, because it has been
cheaper to produce gasoline from
petroleum. But there is no reason
why, with the further progress of
technology and the availability of
equipment, gasoline produced from
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coal in the future should not be
cheaper than gasoline produced
from oil today, just as gasoline pro
duced from coal today would un
doubtedly be cheaper than was
gasoline produced, from oil in the
past.

"The reader of this book may
very well finish it with a radi
cally different understand ing
of such events as the oil and
natural gas crises, chronic
power failures, and the de
cline of rental housing in
places like New York City."

-From the introduction by
William E. Simon

If it were necessary, a free Ameri
can economy could respond to a loss
of foreign supplies by turning to
such other sources of oil and gas
oline as these, and, in not very much
time, both through reducing their
costs of production and by develop
ing other, newer sources of fuel,
would enjoy lower costs and more
abundant supplies of energy than
ever before. In a free American eco
nomy, it would not matter in the
long run if the Arabian peninsula
and its oil simply did not exist. As a
free economy, we would not need
Arab oil. Neither our survival nor
our long-run progressive prosperity
would depend on it.

The growing threat to the supply
of natural resources that people are
beginning to complain about is not
the result of anything physical-no
more than it was the result of any
thing physical in the days when
these terrible words of despair were
written:

((You must know that the world
has grown old, and does not remain
in its former vigour. It bears witness
to its own decline. The rainfall and
the sun's warmth are both diminish
ing; the metals are nearly ex
hausted; the husbandman is fail
ing in the fields, the sailor on the
seas, the soldier in the camp, hon
esty in the market, justice in the
courts, concord in friendships, skill
in the arts, discipline in morals.
This is the sentence passed upon the
world, that everything which has a
beginning should perish, that things
which have reached maturity should
grow old, the strong weak, the great
small, and that after weakness and
shrinkage should come dissolu
tion."2

That passage is not a quotation
from some contemporary ecologist or
conservationist. It was written in
the third century-ages before the
first chunk of coal, drop of oil, ounce
of aluminum, or any significant
quantity of any mineral whatever
had been taken from the earth. Then
as now, the problem was not physi
cal, but philosophical and political.
Then as now, men were turning
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away from reason and toward mys
ticism. Then as now, they were
growing less free and falling ever
more under the rule of physical
force. That is why they believed, and
that is why people in our culture are
beginning to believe, that man is
helpless before physical nature.
There is no helplessness in fact. To
men who use reason and are free to
act, nature gives more and more. To
those who turn away from reason or
are not free, it gives less and less.
Nothing more is involved.

Scarcity Is Inevitable
if Socialism Prevails

There are no significant scarcities
of accessible raw materials as yet.
But the enemies of reason and capi
talism sense the consequences of the
social system that they hope to im
pose, and they project it on to the
present. Thus they admonish us to
save every little tin can and every
scrap of paper. Their world, if it ever
comes, will· have to live like that.
But we, who are capable of produc
ing in abundance-we do not have to
regard bits of garbage as priceless
treasures.

To us, used tin cans, paper wrap
pings, and the like, which cost us
hardly any labor to produce or to
replace, are generally not worth the
trouble of saving or reusing. In fact,
it is usually wasteful for us to do so:
it wastes our labor and our time,
which are the only things in life we

should be concerned about not wast
ing. For if we can produce new tin
cans easily, by scooping iron ore out
of the earth in ten or twenty-ton
loads, -it is simply ludicrous to take
the trouble to gather up each little
tin can and carry it off to some
recycling center, because in doing so
we spend far more labor than we
save.

Nor is it ~~wasteful"or uneconomic
in any way that we use so many tin
cans or so many paper wrappings. If
we consider how little labor it costs
us-in terms of the time it takes us
to earn the money we spend for
it-to have things brought to us
clean and fresh and new, in new
containers and new packaging, and
what the alternatives are" for the
spending of that money or the use of
that time, it becomes clear that the
expenditure is well made. For con
sider the alternatives: We could
have our food and other goods
wrapped in old newspapers and put
in jars, bags, or boxes that we would
have to carry along with us
whenever we went shopping, or
which we would have to make a
special trip to go and fetch whenever
we came on something unexpectedly
that we wanted to buy.

We could then use the money we
saved in that way to buy a handful
of other goods. Conceivably, we
could use the money we saved to
work a few minutes less at our jobs
each day, and earn correspondingly
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less. But these alternatives would
simply be bizarre, because neither
a handful of extra goods nor working
a few minutes less at our jobs each
day would compensate us for the loss
of cleanliness, convenience, aesthetic
satisfaction and also time saved in
shopping that is provided by modem
packaging.

Let the ecologists adopt the
poverty-stricken life-style of East
ern Europe if they choose. Let them
go about like old Russian grand
mothers in Moscow, with an ever
present shopping bag and herring
jar, if that is what they like. Let
them pick through garbage pails
while pretending that they live in a
spaceship-uspaceship Earth" they
call it-rather than in the richest
country of the planet earth. But
there is absolutely no sane reason
why anyone should or needs to live
this way, and certainly not in mod
em America. Above all, let them
keep their peculiar values to them
selves and not seek to impose them
on the rest of us by the enactment of
laws. i

-FOOTNOTES-

1I limit the discussion to the resources avail
able on earth. Actually, advances in space
technology are making it clear that this re
striction is far too narrow.
~e quotation appears in W. T. Jones, The

Medieval Mind, Volume n of A History of
Western Philosophy, Second Edition (New
York: Harcourt, Brace, and World, 1969), p. 6.

"Every commentator on current af
fairs who is not a fully trained
economist ought to read this book if
he wants to talk sense. I know no
other place where the crucial issues
are explained as clearly and convinc
ingly as in this book."

-EA. Hayek
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Donald J. Senese

Government,
Heal
Thyself

A belief is growing among suppor
ters of free market economics:
uThere is nothing wrong with the
American system of medical care
that more governmental interven
tion could not make worse." As we
examine governmental intervention
in the health care field, we discover
it has inflated health care costs to
the patient and has failed to deliver
a better medical product. If the ad
vocates of more governmental con
trol have their way, a program such
as hospital cost containment or a
program of nationalized health in
surance (socialized medicine) will
skyrocket health care costs, increase
bureaucratic regulations, turn med
ical care into a ~~public utility" to be

Dr. senese, former associate profeaaor of history at
Radford College In Virginia, now specializes In
health related Issues as Senior Research As
sociate, Republican Study Committee, U.S. House of
Representatives.

dispensed by government, and re
duce the quality of health care.

The U.S. government uses the dol
lars of taxpayers to provide health
care to the elderly (Medicare), to aid
states via grants to provide aid for
the poor (Medicaid), and to subsidize
hospital construction (e.g., Hill
Burton). The federal government
also operates hospitals to provide
care to veterans, merchant seamen,
military personnel, and American
Indians.1

Advocates of government regula
tion in the health care field main
tain that health care is a Uunique
good" and that the principles of the
free market, especially the law of
supply and demand, do not apply to
it. Since it is Hunique," only those
wise and all-knowing government
bureaucrats are qualified to plan
and allocate health resources. These
officials demean the free market and
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promise, through more govern
mental intervention, better health
care services at lower costs. The per
formance, however, never meets the
promises. As governmental regula
tions increase, a poor medical pro
duct is delivered at greater and
greater costs to the patient, either
directly through higher premiums
or indirectly through higher taxes.

The health care field is not im
mune to the laws of the market
place. Experience has shown that
more governmental intervention
leads only to chaos and confusion.

Cost Containment

The major effort of the current
national administration to deal with
rising health care costs was by plac
ing government-mandated price re
straints on the nation's hospitals.
While outwardly rejecting controls
for other sectors of the economy, the
federal government imposes on one
industry its Hinflation control" pro
gram. Citing hospital costs as rising
faster than the Consumer Price In
dex, these advocates of expanded
centralized control would set an
amount for cost increases before
mandatory federal controls would go
into effect.

The proposed solution, by ignor
ing certain economic facts in the
health field, would create more
problems than it would solve.

It is a fallacy to compare the hos
pital cost increases with the rate of

increase of the Consumer Price In
dex. The comparison ignores two
important factors in the health care
field: (1) the provision of services to
a growing population, and (2) the
growth in ((service intensive" costs
including capital investment in
diagnostic and remedial equipment.
The great advances in medical ser
vices in the United States such as
kidney transplants, cardiac surgery,
and coronary care and burn treat
ment units have come about because
the incentive has been available to
develop and produce new medical
technology. Better and more effec
tive treatment increases the cost of
specialized care; such a climate of
freedom to develop new medicines
and better machines for health care
prevents stagnation in the health
care field and brings about greater
advances for mankind.

The United States devotes about
nine percent of its Gross National
Product to health care, a percentage
similar to that of other countries
like Germany, Sweden, and the
Netherlands.2 Despite the claims of
some politicians that the poor in the
United States do not receive
adequate health care, Dr. Harry
Schwartz of the research depart
ment of the Department of Surgery
at the Columbia University College
of Physicians and Surgeons has
documented that the poor in the
U.S. get on the average at least as
much medical care from physicians
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in hospitals as do those in higher
income groups.3

Regulatory Measures

Restrictions on costs in patient
care and on development of new
health care equipment can lead to a
rationing ofhealth care. This ration
ing will place the best interest of a
free people secondary to the cost
policies of government bureaucrats.

Even in the hospitals where waste
and inefficiencies exist, govern
ment-mandated controls will only
have a limited effect because relative
cost cuts will look impressive on the
surface. It will be the efficient and
cost-conscious hospitals which will
be forced to cut costs to meet govern
mental guidelines-and the area for
the quickest cost cutting will be in
the area of serving patients.

A large measure of the health cost
increases comes not from deficien
cies in the free market but as a
direct result of governmental con
trols. Personnel costs occupy a sig
nificant part of a hospital's budget,
and government-mandated in
creases in the minimum wage have
significantly increased costs in the
hospital industry. Increasing gov
ernmental regulations through
Medicare and Medicaid have placed
additional costs on hospitals
through an abundance of new regu
lations. A two-year study by the
Hospital Association of New York
state revealed that government reg-

ulation was a major factor in in
creasing health costs. This study,
focusing on hospitals in the state of
New York, estimated that twenty
five percent of hospital costs were
attributable to meeting government
regulatory requirements at an an
nual cost of one hundred fifteen mil
lion man hours or over one billion
dollars per year! The report noted
that each of four hospital depart
ments (administration, personnel,
social services, and utilization re
view) devote over fifty percent of
their costs to complying with
government-ordered regulations.4

Additional Government Controls

A careful examination of the
health care industry shows a myriad
of government controls which
hamper the operation of the free
market in medical care-and drive
up costs for the consumers.

The federal government adopted
the certificate-of-need program as a
control mechanism to prevent hospi
tals from putting resources into ((ex_
cessive investment" in health care
facilities. The passage of Public Law
93-641 in 1974 required states to
establish certificate-of-need pro
grams in order to qualify for federal
subsidies for health planning and
other federal grant programs. What
has been the result of this govern
ment cost control program? The pro
gram did not reduce the total dollars
for hospital investment but merely
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changed the direction from invest
ing in hospital beds to investments
in more sophisticated medical
equipment. In addition, the
certificate-of-need program failed to
reduce substantially the rise in hos
pital costs per capita and to bring
about ~ny significant sayings in
health care costs.5

Government intervention in the
medical market place brings de
cisions by government bureaucrats
rather than medical experts. These
government bureaucrats have added
non-health criteria before even
granting the certificates-of-need. In
the District of Columbia, a private
nonprofit hospital received approval
for a renovation· and modernization
project only on the condition it
would change the sexual and racial
composition ofits governing body. In
New Jersey, an attempt was made to
coerce a certificate-of-need applicant
to allow an outside organization to
select members of its governing
body. In Colorado, a hospital was
told its certificate-of-need would be
granted only if the applicant re
duced its number of obstetric and
pediatric beds.6 All of these exam
ples, as well as others, show that the
certificate-of-need program has been
used by government bureaucrats to
do certain things which are unre
lated to the original purposes of the
program. These bureaucrats prac
tice political medicine by imposing
arbitrary and unfair requirements

on those hospitals which seek reno
vation, modernization, or additional
facilities.

Professional Standards Review

Another government-promoted
cost containment proposal led to the
adoption of the Professional Stan
dards Review Organization (PSRO)
as part of Public Law 92-603 in
1972. The promoters of this reform
sought to reduce unnecessary medi
cal procedures while minimizing the
length of stay in hospitals; they
sought to encourage· the use of out
patient and extended care facilities.
The omnipotent government reg
ulators aimed to accomplish this ob
jective through a detailed review
procedure in implementing the
PSRO. However, studies by the In
stitute of Medicine and medical pro
cedure experts concluded that
PSROs had not appreciably reduced
costs or brought about a significant
improvement in the quality of care.
In fact, the limited amount of sav
ings appeared insufficient to cover
the cost of the review process.7 Even
government promoted tax incen
tives to employers to encourage in
dividuals to buy health insurance
policies have had the effect of pro
moting the buying of packages of
health insurance without any care
ful analysis of needs or costs since
the program is government sub
sidized.

During the very time a major ef-
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fort was underway to promote the
adoption of a hospital cost contain
ment program, another branch of
the Health, Education and Welfare
complex issued preliminary regula
tions for a new government regula
tory measure-the SHUR (System
for Hospital Uniform Reporting)
program. This totally new govern
ment-mandated method of keeping
hospital records would have greatly
increased administrative costs for
all hospitals.

The other attempts to interfere
with the free market in health care
to contain costs have all been fail
ures resulting in more regulations,
additional costs, and a threat to the
quality of medical care. It is assured
that any hospital cost containment
program will bring the same failure.
One Congressman, Representative
David E. Satterfield III of Virginia,
predicted the failure of such a mea
sure to his colleagues during debate
on the bill on the floor of the U.S.
House of Representatives:

It is not a bill which would contain
hospital costs. It is a hospital revenue
control bill, and the real growth in hospi
tal revenues is not due to inflation. The
only savings [this bill] could achieve
would be through reduction· in the
amount and quality of hospital care
made available to the American people.8

The Intervention Record

Those advocates of increased gov
ernment power over the health field

prefer to ignore the lack of ac
complishment and the new problems
such intervention brings.

Voluntary efforts by the hospital
industry succeeded in limiting the
increases in health costs-a de
crease from 15.6 per cent in 1977 to
13 per cent in 1978 and 13.4 per cent
in 1979. Yet, the hospitals operated
by the federal government experi
enced in 1977 a cost increase of
between 19 and 22 per cent.

The federal government has a
poor record in estimating and con
trolling costs even in programs it
directly controls. The Department of
Health, Education and Welfare es
timated that the cost for Medicare
hospitalization for the first year
would be less than one billion dol
lars. The actual cost was three bil
lion four hundred million
dollars-more than three times the
original estimated cost. The tenth
year cost estimate was $1.7 billion
but actually was $12.6 billion, or
seven times the original estimate.
The cost for Medicaid in 1977 was
$17.1 billion or more than sixteen
times the original estimate.9 View
ing the Fiscal Year 1981 budget, the
estimated outlays for Medicare are
$37.3 billion and $15.9 billion for
Medicaid.10

The evidence of experience with
centralized medical systems such
as those of Canada and Great
Britain should be a lesson for Amer
icans. While eliminating the price
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barrier by a government controlled
system, the government has caused
the following long-term results: a
net reduction of resources chan
neled to health care, an increase
in the maldistribution of doctors,
no new doctors produced, and no
new hospitals built or even fi
nanced.11 The lessons are clear that
further intervention will increase,
not decrease, health care problems.
J. Enoch Powell, who served the
British government as Minister of
Health for three years, has pointed
out that under a government
controlled medical system where
demand is unlimited and where
medical care is ~~free," there has to
be a method to squeeze demand to
equal supply:

In brutal simplicity, it has to be
rationed; and to understand the methods
of rationing is also essential for under
standing Medicine and Politics. The task
is not made easier by the political con
vention that the existence of any ration
ing at all must be strenuously denied.
The public are encouraged to believe
that rationing in medical care is im
moral and repugnant. Consequently
when they, and the medical profession
too, come face to face in practice with the
various forms of rationing to which the
National Health Service must resort, the
usual result is bewilderment, frustration
and irritation.12

He noted that the people desiring
medical care are put on the waiting
list. If they are on long enough, they
will die, usually from some cause

other than that for which they
joined the line. Or, they ~~frequently

get bored or better, and vanish."13

Conclusion

Government attempts to inter
vene further in the health field will
erode the quality of medical care
and will substitute bureaucratic de
cisions which should be made by
health experts- in the market place.
Cost containment will result in
~~price control," leading to a ration
ing of health care. Considering the
past record of governmental inter
vention in the health (and other)
fields, the results will be negative
and individual choice will be nar
rowed as the power of government is
expanded in the decision-making
process. Controls will not curb infla
tion or bring beneficial results to the
U.S. economy; the prospect offailure
is the same even if they are only
applied to the hospital industry.

Emphasis needs to be placed on
expanding the opportunity for com
petition in the health care field, not
expanding government controls.
The free market solution is to in
crease competition through such ini
tiatives as certification of health
providers rather than occupational
licensure, repeal of fair practice
laws, more advertising of services,
and greater use (and direct reim
bursement) of health professionals
(e.g., nurse practitioners) and em
phasis on preventive care and the
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individual's responsibility to main
tain his or her own health.14 When
government administrators come
forth with a complex set of interven
tionist measures to ~~solve" the
government-created health care
crisis, advocates of freedom need to
resist and give these government
planners the admonition: ~~Govern

ment, heal thyself." @
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IDEAS ON

LIBERTY

Arguments Against Socialized Medicine

IT is a mistake for the government to consider the problems of the sick
apart from those of society as a whole.... The broader problem is, in a
moral sense, one of promoting respect for the individual and the
furtherance of initiative and self-providence; in an economic sense, one
of increasing production for the benefit of all citizens; and in a political
sense, one of removing government as a battlefield for special favor and
substituting cohesion and solidarity for division and disintegration.

DARRYL W. JOHNSON, JR.
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The
Philosophy
of
Ludwig von Mises

.AN invitation to speak at Grove City
College is a great honor, doubly so, in
that I've been asked to talk about
Ludwig von Mises. But I am hum
bled when I contrast the size of the
debt lowe to Mises with the meager
gesture that is all I am able to offer
as a token payment.

I had read Mises' major works
before I met the man. I then had the
rare privilege of getting to know one
of the finest minds in our time, a
man who belongs with the great
masters of his discipline, Economics;
a scholar who advanced that disci
pline in several particulars by his
own genius. And not only that,
Mises was an inspired teacher; from
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the days of his celebrated Vi
enna Seminar almost till the end of
his life, men and women sat at his
feet, and some of them have become
famous in their own right. The Mis
esian influence spreads and will
continue to manifest itself.

Mises lived his active life during
the first two-thirds of this cen
tury-a period of world turmoil
which affected him personally and
tragically, forcing him out of his
native land and finally out of
Europe, losing most of his precious
library and other belongings in the
course of his escape. Some refugee
scholars came to America in the late
thirties and early forties and we
rolled out the red carpet for them.
But not for Mises. Mises had set his
entire life resolutely against the
ideological absurdities of the twen
tieth century which produced the
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totalitarian upheavals in Europe, as
well as the milder but related politi
cal and social events in America.

Those European intellectuals who
had opposed European fascism and
communism in the name of so
cialism were welcomed here by their
domestic counterparts-American
socialists, liberals and New Dealers.
Lectureships, academic appoint
ments and other honors were made
available to them. With Mises it
was different. His teachings were a
threat to every variety of statism,
whatever the label: communism,
fascism, Naziism, state interven
tionism, national planning.

Communist and fascist gangs
fought pitched battles in the streets
of European cities, but these brawl
ers were really brothers under the
skin; both were statists and collec
tivists. They fought each other for
power; they hankered for the au
thority to put a nation under red
shirts versus brown shirts versus
black shirts. But they had a common
enemy, and they knew it. The com
mon enemy of all the totalitarians
was the old-fashioned Whig philoso
phy, which, in the second quarter of
the nineteenth century began call
ing itself ttliberalism."

Classical Liberalism

Classical liberalism believed in
liberty and justice for all; it severely
restricted the role of government
and politics; it stood for the Rule of

Law, private property, and the free
market economy. It designed a set of
rules which maximized every per
son's opportunity to pursue his per
sonal goals; it worked for equal free
dom. by abolishing the legal
privileges which had hitherto given
some groups in society unfair ad
vantages over others. It got rid of
serfdom and slavery.

Mises was a liberal in this old
fashioned sense, at a time when the
intellectual currents in Europe and
America were nearly all moving in
other directions. And so, his arrival
in New York went almost without
notice. But Mises did have readers
in this country, and one of them was
Henry Hazlitt, who had reviewed
Mises' great book, Socialism, shortly
after the English translation be
came available. Mises and Hazlitt
had exchanged letters, and Hazlitt
tells about receiving a phone call
one day in 1940, a short time after
Dr. and Mrs. Mises arrived in Man
hattan. ttThe voice at the other end
of the line," Hazlitt recalls, Hsaid
tThis is Ludwig Mises.' It had the
same effect on me," Hazlitt con
tinues, ttas if the voice had said tThis
is Adam Smith'." Such-in the eyes
of a select few-was the stature of
the man who arrived in New York
on the 2nd of August, 1940.

Cast your mind back about a quar
ter of a century, to the mid-fifties.
Mises had been here for fifteen
years, he had gained a number of
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friends and his influence was spread
ing. Yale University had published
his monumental Human Action and
reprinted his Theory of Money and
Credit and Socialism. These are
among the great books of our time,
although their time is yet to come.

The news began to filter down into
the universities that here was a man
of massive intellect and broad culti
vation who had devoted a lifetime of
rigorous thought to expounding and
defending the free market economy
-eall it capitalism-together with
its correlate, the old-fashioned
liberal social philosophy. This was
but the echo of a forgotten language
on most campuses, where orthodoxy
in the social sciences included
central planning of the society and
governmental regulation of the eco
nomy among its basic tenets. It
occurred to several faculties that
it might be a nice gesture in the
direction ofacademic balance to give
Mises an hour on campus to tell the
students all about capitalism.

Mises has told us why he refused
to accept these invitations. ~~Some of
these teachers," he wrote, ~~try ... to
demonstrate their own impartiality
by occasionally inviting a dissenting
outsider to address their students.
This is mere eyewash. One hour of
sound economics against several
years of indoctrination of errors!

~~If it were possible to expound the
operation of capitalism in one or two
short addresses," he continued, Uit

would be a waste of time to keep the
students of economics for several
years at the universities. It would be
difficult to explain why voluminous
textbooks have to be written about
this subject. It is these reasons that
impel me reluctantly to decline your
kind invitation."

I am in perfect accord with the
sentiments expressed in this letter
of Mises; Mises' philosophy is not to
be summarized; not in an hour, not
in a semester. I shall not try; but if I
succeed in intriguing even one per
son into reading Human Action who
otherwise might have neglected it
the purpose of this lecture will have
been achieved.

Mises as a Man of Thought
A Man of Action

Ludwig von Mises was a man of
action; but by action I do not mean
Uactivity." As the world tends to
judge activity, men of action are
presidents, generals, explorers,
mountaineers, race car drivers and
the like. Mises' action was thought,
and thought is the most intense
form of action there is, and the most
enduring. If some present day
Emerson were to write an essay on
Man: As Thinker, he could do no
better than to hold up Mises as his
exemplar. In Mises, thought and ac
tion joined, and were as one.

I do not mean to suggest that
when Mises was asked to list his
occupation he wrote in ~~Thinker," or
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"Philosopher." I suspect he wrote
uEconomist." In popular under
standing, an economist is someone
who concerns himself with the work
ings of business, in~ustry, and trade
or one who forecasts the ups and
downs of the stock market. Now,
these are indeed important human
concerns; and Mises did write sev
eral big books about production and
distribution, capital and interest,
money and credit,work and wages,
the business cycle, and the several
other topics dealt with in academic
courses in economics. But Mises'
thought and his writings ranged
over the whole spectrum of knowl
edge, from epistemology to history;
he wrote about human action over
time-from the inner motivations
which give rise to action to the re
mote consequences of a person's de
cision to act one way rather than
another.

I used to walk past a store window
in a town where I lived, in which
was displayed a drawing of the old
pirate symbol, a skull and cross
bones. As you walked past this
drawing of a death's-head it
changed, all of a sudden, as if by
magic, into the portrait of a lovely
woman. Change perspective and
things have an entirely different
focus. Misesian economics repre
sents a new focus; the subject matter
changes from a mere bread-and
butter affair into an affair of the
mind and spirit; economics deals

with valuing, purposeful, goal
seeking man.

uProduction is not something
physical, natural and external,"
writes Mises, "it is a spiritual and
intellectual phenomenon. Its essen
tial requisites are not human labor
and external natural forces and
things, but the decision of the mind
to use these factors for the attain
ment of ends. . . . The material
changes are the outcome of spiritual
changes."

A Disposition Toward Freedom
Nearly everyone in the modern

world has a disposition toward free
dom, and this disposition is power
fully strengthened by the Christian
philosophy. Nevertheless, freedom
lives precariously in our time in the
few places where it survives at all.
Freedom may be lost because people
do not care enough for it, but that is
not our trouble. We want it, but
perversely we try to implement
freedom by social policies which in
hibit and destroy it. There is an
anti-economic mentality; it is a re
fusal to face up to the way-things
are in this significant portion of the
human situation.

The theologian may give lip ser
vice to the idea of God's overlordship
of the whole of life yet in practice
refuse to admit the existence of an
economic realm in which prevails a
regularity of phenomena to which
he must adjust his action. Man may
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try to deny his creaturehood in this
area, and think to annul economic
laws by statute. But if there are
regularities here, man must reckon
with them; or they will have their
reckoning with him.

It is a fact of the human situation
as such-regardless ofthe nature of
the social order-that mankind does
not find, ready-made in its natural
environment, the wherewithal to
feed, house, and clothe itself. There
are raw materials only, and most of
these are not capable of satisfying
human needs until someone works
over these natural resources and
transforms them into consumable
goods. Man learns to cooperate with
nature and make use of natural
forces to serve his ends. He has to
work in order to survive. Work is
built into the human situation; the
things by which we live do not come
into existence unless someone grows
them, harvests them, manufactures
them, builds them, transports them.

Learning to Economize

Work is irksome and things are
scarce, so people must learn to
economize and avoid waste. They
invent laborsaving devices; they
manufacture tools, they specialize
and exchange the fruits of their
specialization. They learn to get
along with each other, our natural
sociability reinforced by the discov
ery that the division of labor·bene
fits all. Division of labor and volun-

tary exchange constitute the market
place, which is the greatest labor
saving device of all.

((This division oflabor, from which
so many advantages are derived,"
wrote Adam Smith, cCis not origi
nally the effect of any human wis
dom which foresees and intends that
general opulence to which it gives
occasion. It is the necessary, though
very slow and gradual, consequence
of a· certain propensity in human
nature ... the propensity to truck,
barter, and exchange one thing for
another.... It is common to all men,
and to be found in no other race of
animals."

The longest journey must begin
with a single step, and it is a very
long journey that leads from those
primitive beginnings to the complex
economic order of our time. But at
every step along the way there is
that human need to cope with scar
city, to satisfy creaturely needs, to
provide for material well-being. And
it is just as true now as it ever was
that human labor is required before
goods appear, and that prosperity
depends upon productivity.

Signs of the Market

The visible signs of our economic
activities are all about us; factories,
stores, offices, farms, mines, trans
portation systems, power plants,
and so on. These are the locations
where work is performed, things
transformed, services rendered, goods



1980 THE PHILOSOPHY OF LUDWIG VON MISES 435

exchanged, wages earned, money
spent. This is the economy, and the
hallmark of the free society is that
the economy is not under govern
mental control; politicians do not
regulate the economy, consumers
regulate the economy by their buy
ing habits. The billions of consumer
decisions made daily in the market
place to buy or not to buy determine
what goods will be produced, in
what quantities, sizes and colors.
Consumers, by their market-place
decisions, determine who shall stay
in business, and how large and pros
perous a business shall be. The
changing needs, desires, and tastes
of consumers regulate wages and
salaries. If an entrepreneur makes a
profit it is a sign that consumers
approve of the services he renders
them. In the market place the con
sumer is sovereign.

The free society has an indispens
able role for government. The law,
in a society of free people, protects the
life, liberty, and property of all per
sons alike, ensuring peaceful condi
tions within the community. Gov
ernment performs as an impartial
umpire, by interpreting and enforc
ing the previously agreed upon
rules. A free society endeavors to se
cure and preserve freedom of per
sonal action within the rules, and
the rules are designed to maximize
liberty and opportunity for every
one.

Government, in the interest of

maximum freedom, uses lawful
force against criminals in order that
peaceful citizens may go about their
business. The use of lawful force
against criminals for the protection
of the innocent is the earmark of a
properly limited government, and it
stands in utter contrast to the state's
use of tyrannical force on peaceful
citizens-whatever the excuse for
such action. It's the contrast be
tween defensive force and aggressive
violence; it's the rule of law versus
oppression.

Laissez-faire Capitalism

In a society where people are free
the economic order is referred to as
capitalistic. Some prefer to call it
the market economy, or the private
property order. Laissez-faire capi
talism-when the term is shorn
of the pejorative connotations that
opponents have injected into it
laissez-faire· capitalism is the ideal
of individual liberty and voluntary
association applied to the workaday
economic world. It is the economic
counterpart of a social order where
individual persons have maximum
latitude to pursue their personal
goals.

Mises believed in the unhampered
market economy, and with enor
mous erudition in several large vol
umes he expounded the operations
of this intricate system. Starting
with the self-evident truth that peo
ple would rather be more prosperous
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than less prosperous, other things
being equal, Mises demonstrated
with devastating logic that every
political interference with the mar
ket hurts some people and makes
the entire society poorer. The way to
make the nation richer and benefit
everyone is to turn the market loose;
remove every obstruction that inter
feres with people's freedom in the
market place and the nation's
wealth will be maximized. There is
no way to upgrade the general wel
fare except by increasing productiv
ity, and a free people is more produc
tive than a politically regulated
people.

Political Intervention

Government is not an economic
institution; government is a politi
cal institution, and there's no way
that you can employ a political
means to accomplish an economic
end. All political interventions can
do is transfer wealth from one set of
people to another set; political ac
tion does not produce the wealth it
redistributes. Furthermore, gov
ernment is society's power struc
ture, and when the government uses
a power play to garnishee wealth
from producers it will redistribute
that wealth to those who possess
enough political clout to go to Wash
ington and lobby for subsidies. And
this will not be the poor.

The welfare state operates, osten
sibly, for the benefit of ttthe poor,"

but ttthe poor" are in reality its prin
cipal victims. Every economic pro
gram launched by government
defeats the purposes for which the
program is proposed. For example,
government embarks on a vast pub
lic housing project, and Mises dem
onstrates that the end result will be
a misallocation of resources and
fewer housing units than would be
available were housing left to the
market.

The welfare state is a misnomer; a
more apt label for what we have is
the provider state. The theory back
of the provider state is that govern
ment will supply the material wants
of the people by way of food stamps,
public housing, free schooling, med
ical care, direct relief, or whatever.

Now, the government has nothing
of its own to give away so what it
gives to Peter it must have first
taken from Paul. The government
takes from producers a portion of
everything they manufacture or
grow, and it takes a portion ofevery
thing people earn by rendering ser
vices of one kind or another. The
government redistributes a portion
of the wealth siphoned into its cof
fers by taxation, and thus another
accurate label for the kind of gov
ernment we now have is the redis
tributive state. The market place
allocates rewards peacefully, and
then government forcibly reshuffies
the original apportionments.

It goes without saying that the
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market place does not always propor
tion reward to merit. But the state is
not a meritocracy either! The
populace, when free, rewards its
heroes, and they may not be yours.
On the other hand, the market place
never punishes merit; the rack, the
wheel, and the stake are exclusively
instruments of the state. If the state
is allowed autocratic power in the
market place it will curb freedom
everywhere else.

If the mood of the citizens is to
demand or accept government
handouts a new breed of politicians
will emerge, soliciting votes on the
promise of more government largess
to satisfy the demands of the various
pressure groups and lobbies. The
siren song is: Vote yourself a raise in
pay, or vote yourself better housing,
cheaper food, free medical care, and
the like.

What Government Gives,
It Must First Take Away

Now we know that this world of
ours is not run along the lines of
something-for-nothing; there is al
ways a quid pro quo. If government
gives you something-for-nothing or
something-for-Iess, it is obvious that
this same government is forcing
some of your fellow citizens to take
nothing-for-something, or less-for
something. Your gain is another's
loss; you are living at the expense of
someone else. Other people are
being victimized for an assumed

benefit you enjoy. This is unfair; it is
immoral.

The ethical code is violated
whenever you pick another person's
pocket or steal his purse, and the
violation is compounded when you
do it legally, that is, when you allow
government to do your thieving for
you. But only a people with larceny
in their souls will write a form of
theft into their statutes. Some cynic
has suggested that robbery is the
first laborsaving device. He's at
least half right. And if people do
covet their neighbor's property they
will surely find legal ways to get
their hands on it, and conscience
will bend around to approve.

An exclusive preoccupation with
economizing may lead some people
to neglect ethical and other consid
erations in their single-minded
drive to have their own way, to suc
ceed, to get more for less-more re
ward for less effort; maximum gain,
regardless; something for nothing,
whenever possible. So economic sci
ence, from the very beginning, has
been joined symbiotically to a philos
ophy of society called Whiggism or
Whiggery in the eighteenth century,
later to adopt a more fitting label,
liberalism. The term, Whig, derives
from Whiggamore, a label contemp
tuously applied to some of the
seventeenth-century English Dis
senters and Nonconformists who led
the opposition to the court party.
Adam Smith was a Whig, so was
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Edmund Burke, and so were most of liberalism, and the free economy
the men we speak of as Founding or capitalism-is the only way a free
Fathers. The Whig Party ofEngland people can conduct their economic
became the Liberal Party in 1829. affairs.

The Wealth of Nations

Adam Smith, writing in 1776, de
scribed the prevailing ~~mercantile

system, in its nature and essence a
system of restraint and regulation."
In contrast to this ~~system of re
straint and regulation" Adam Smith
offered ctthe liberal plan of equality,
liberty and justice." These words of
Adam Smith shed a good deal of
light on our efforts to understand
what men like Mises mean by
cClaissez-faire capitalism."

Laissez faire has never meant a
free-for-all; capitalism has never
implied the absence of rules. Adam
Smith does speak of uallowing every
man to pursue his own interest in
his own way," and if those words are
lifted out of context they do suggest
a desperate no-holds-barred, rough
and tumble struggle for money and
power. But when we know that
these two lines I have quoted from
Smith follow one another in the
same sentence his meaning is unmis
takable. He is advocating a society
based on equality, liberty and jus
tice.

Once you have a society whose
rules are designed to offer equal
justice for all persons, then everyone
is free to pursue his personal goals.
This is the free society of classical

Spiritual Foundation

Classical liberalism presupposes a
religious philosophy which regards
man as a created being who bears a
unique relation to God, being
formed in His image-meaning that
man possesses free will and the abil
ity to initiate and command his own
actions. This free being is under the
moral law laid down in the original
constitution of things, responsible
for discovering this law and obeying
it. He is given dominion over the
earth. He is commanded to work in
order that he might eat; he is the
steward of the earth's scarce re
sources and held accountable for
their economic use.

Classical liberalism, in other
words, is the secular projection of
Christian philosophy. The American
Dream, as Jacques Maritain put it,
kept cCalive, in human history, a
fraternal recognition of the dignity
of man-in other words, the terres
trial hope of man (expressed) in the
Gospel." The thing called cCliberal
ism" today, bears no resemblance
whatsoever to classical liberalism;
it has nothing in common with the
Whiggism of Adam Smith or the
liberalism of Ludwig von Mises.

Mises wrote a book entitled
Liberalism, describing liberalism as
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U a doctrine directed entirely towards
the conduct of men in this world ...
it has nothing else in view than the
advancement of their outward,
material welfare and does not con
cern itself directly with their inner,
spiritual and metaphysical needs."

A Deeper Meaning

Now, some critics of classical
liberalism have judged it to be crass,
too neglectful of man's higher na
ture. Not so, says Mises: ttThe critics
who speak in this vein show only
that they have a very imperfect and
materialistic conception of these
higher and nobler needs. Social pol
icy with the means that are ~t its
disposal, can make men rich or poor,
but it can never succeed in making
them happy or in satisfying their
inmost yearnings All that social
policy can do is further a system
that feeds the hungry, clothes the
naked, and houses the homeless.
Happiness and contentment do not
depend on food, clothing and shelter,
but, above all, on what a man
cherishes within himself. It is not
from disdain of spiritual goods that
liberalism concerns itself exclu
sively with man's material well
being, but from a conviction that
what is highest and deepest in man
cannot be touched by any outward
regulation."

Mises further describes some of
the central principles of classical
liberalism as individual liberty,

equal treatment under the law, and
the elimination of class privileges;
private property, the free market,
free trade, and the peaceful coopera
tion ofall mankind. Most Americans
still respond positively to these
ideals because they are part of our
heritage inscribed in our basic
documents, celebrated on patriotic
holidays.

Man has an innate urge to live
better, including the drive to im
prove. his material circumstances
and enjoy more prosperity. To this
end he has always engaged in some
degree of specialization, and he's
traded and bartered things he wants
less for whatever it is he wants
more. These voluntary exchanges
are market transactions.

The Cultural Framework

The market has always existed;
voluntary exchanges occur among
primitive peoples, and there is a
brisk under-the-counter market in
communist nations like Russia and
China. But mere wishes do not
transform the market into the
market economy. The market econo
my emerges only when the cultural
conditions prepare the ground for it,
as was the situation in certain
western nations in the eighteenth
century.

When a nation's cultural
framework includes such spiritual
ingredients as the rule of law, equal
liberty, security for property, a high
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level of morality, and that respect
for rationality which makes science
and technology possible, then the
impulses and incentives which
everywhere produce the market will
give rise to capitalism, or the mar
ket economy-which is the market
institutionalized.

uThe reformers of the oriental
peoples want to secure for their fel
low citizens the material well-being
that the Western nations enjoy,"
writes Mises, ~~ they think that all
that is needed is the introduction
of European and Western technol
ogy." What they really need, Mises
continues, is ~~the social order which
in addition to other achievements
has generated this technological
knowledge.... The East is foreign to
the Western spirit that has created
capitalism."

How can a society whose world
view includes such doctrines as
Maya, karma and caste produce the
social structure upon which the
market economy is based? Accept
the idea of Maya and you exclude
the idea of a rationally structured,
cause and effect universe. The doc
trine of karma makes it virtually
impossible for individuals to have
the necessary self-responsibility and
will to succeed which are essentials
for a going-concern economy. And
caste divisions in a society are in
compatible with the idea of inherent
rights and equality before the law.
Capitalism is rooted in the cultural

heritage of the West, Christendom,
and you can't have the fruits with
out the roots; you cannot merely
wish an end result-to will the end
is to will the means.

A Creative Intelligence

The pivot on which Western cul
ture has turned is the conviction
that a Creative Intelligence is work
ing out its purposes through nature,
history and persons; and that every
individual enjoys a unique relation
ship with this Power. Because he is
a created being, there is a sacred
essence in man, which, in the full
ness of time was understood as con
ferring certain rights and im
munities in the political sphere.

By the eighteenth century, our
philosophical forebears regarded as
self-evident the truth that all men
are created equal, possessing certain
rights endowed by the Creator. Gov
ernment was to be structured
around the sovereign person so as to
secure his rights and protect his
private domain. Americans or
ganized themselves politically
around a spiritual framework
which, paradoxically, regarded poli
tics as relatively unimportant. The
law was to protect life, liberty and
property, so that men and women
could better attend to the more im
portant things in life-such as reli
gion, art, education, science, socia
bility and play.

The philosopher-king idea had
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prevailed in most ages: Find the
wisest and best men and then give
them power over the nation so as to
magnify their capacity to do good.
The American notion was just the
opposite. Americans had had some
experience of the corrupting influ
ence of power, and they were aware
of the depravity of human nature-
that man is a fallen creature. So the
brand new political idea adum
brated on these shores was to limit
political power so drastically that
even if evil men do seize power they
can't do much harm. I'd phrase their
insight this way: Never advocate
any more power for your best friends
than you would want to have
wielded by your worst enemies.

The Political and Economic
Aspects of Freedom

Two centuries ago things came to
a head, in two great social achieve
ments. In the Declaration of Inde
pendence and Constitution we had
the political philosophy and the
legal structures for a society of free
people. The economic counterpart of
our unique politics was the free
economy, which promised a society
of prosperous people.

But at this very period, Western
civilization was to undergo a process
of radical secularization which vir
tually destroyed the ideas of human
nature and destiny which under
girded our freedom and prosperity.
The human person underwent a rad-

ical devaluation; once regarded as
the lord of creation he came to be
looked upon as the accidental end
product of natural and social
forces-ttlittle more than a chance
deposit on the surface of the world,
carelessly thrown up between two
ice ages by the same forces that rust
iron and ripen com."

Gone was the idea of a moral law
for man's guidance and fulfillment;
gone was the idea of free will: a
man's character was not made by
him, but for him. Man was the mere
creature of circumstance, deprived
of initiative, he could not act, he
could only react.

An English critic named Chris
topher Booker, writing on Samuel
Johnson, makes reference to this
enormous transformation in the
human outlook. ttOn the eve of the
French Revolution and the age of
Romanticism, European civilization
stood on the verge of one of the most
astonishing and fundamental shifts
in collective consciousness in
history-the keynote of which was
to be an almost exact reversal of
every truth about human nature
and experience which Johnson had
fought through to with such
remorseless honesty and pain ... it
was proclaimed that human happi
ness could be achieved by political
means, that the causes of most
human ills did not lie within us, but
outside us. If there was one belief
which was to characterize western
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civilization with ever increasing
force from the time Johnson passed
away, it was that most human suf
fering is caused by external factors.
In Marx, in Freud, in almost every
philosopher and thinker who has
shaped western attitudes over the
past two hundred years (with one or
two towering exceptions, such as
Dostoevsky), we find this same
overpowering drive to oflload the
blame for all our guilt, our pain,
onto others, onto society, onto our
parents, onto political structures,
onto our material circumstances."
(The American Spectator, October,
1978.)

The Consequences of Error

The religious and philosophical
errors of the eighteenth and
nineteenth centuries produced the
social and personal disasters of the
twentieth century-faulty thinking
and fallacious ideas have come to
violent issue in the wars of our time.
We tried, and we erred; but we can
learn from our mistakes. Try a new
direction, and we may succeed. In
deed, we are succeeding as more and
more thoughtful people examine the
philosophy of freedom in its several

Books by Mlses

dimensions and deeper levels. And
as they search, more and more peo
ple are encountering the towering
figure of Ludwig von Mises. Here
was a man of unwavering integrity,
a man who lived the truths he
taught.

It is impossible to summarize the
philosophy of Ludwig von Mises, but
I shall close with what might be
construed as a personal testimony
by Mises himself, which does sum up
the character of the man. It is a
paragraph from his little book
Bureaucracy.

HMankind would never have
reached the present state of civiliza
tion without heroism and self
sacrifice on the part of an elite.
Every step forward on the way to
ward an improvement of moral con
ditions has been an achievement of
men who were ready to sacrifice
their own well-being, their health,
and their lives for the sake of a
cause that they considered just and
beneficial. They did what they con
sidered their duty without bothering
whether they themselves would not
be victimized. These people did not
work for the sake of reward, they
served their cause unto death." ,

Of the numerous volumes written by and about this outstanding economist,
a dozen or more are stocked for resale by: The Foundation for Economic
Education, Inc., Irvington-on-Hudson, N.Y. 10533.

Ask for "A Literature of Freedom" catalogue and order form.



A REVIEWER'S NOTEBOOK

mE
SQUEEZE

JOHN CHAMBERLAIN

JAMES DALE DAVIDSON, the chair
man of the National Taxpayers
Union, is a forceful man of action, as
those who have watched his efforts
in behalf of a constitutional conven
tion to balance the budget are well
aware. He is also a true man of
letters. His The Squeeze (Summit
Books, 1230 Avenue of the
Americas, New York, N.Y. 10020,
281 pp., $11.95) is both a trenchant
and witty analysis of what happens
when the money system of a great
country goes sour and an item-by
item prescription for dealing with
ills that are most uncomfortably
close to reaching a point of no re
turn.

We are, says Mr. Davidson, vic
timized by nine separate squeezes
(he lists them as money, taxes, qual
ity, underemployment, health-care,
housing, legal, bureaucratic and
energy), though it is obvious that all
of them derive from the central fal
lacy that money is something that

should be under the control ofpoliti
cians. Since Mr. Davidson's concern
here is not with international poli
tics, he does not mention the biggest
squeeze of all, which is the one
exerted by the Russian bear hug.
That, however, is the unspoken part
of his picture; if we don't do some
thing about the nine domestic
squeezes, our general debility will
be such that the bear hug will get us
with only a perfunctory effort on the
part of the bear.

Mr. Davidson's theory is that most
of our woes derive from a system
that allows the government an ex
treme latitude in monetizing its
debt. This results in an ever
accelerating emission of paper
which represents no production.
What happens is that Say's Law
the law that says production creates
its own purchasing power in the
form of wages, payments for raw
materials, dividends and interest
is sabotaged. The money created by

443
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political fiat enters the bidding
stream, disrupting the closed circuit
of J. B. Say's truism.

The original beneficiaries of the
government's paper emissions
such as bureaucrats, government
contractors-cash in before the gen
eral populace is aware that the sig
nals of exchange have been dis
torted. What Mr. Davidson calls the
Hinformation deficit" could be
avoided ifthe federal budget were bal
anced. With government income
equaling government outgo, there
would be no need for the federal
borrowing that creates usecurities"
that can be used as the basis for
inflationary bank credits.

Balancing the budget, however,
would not be enough to rid ourselves
of the nine squeezes. Theoretically,
the budget would be in balance if the
government were to tax the underly
ing population at 100 percent, giv
ing back to people whatever it chose
to leave to individual discretion in
spending. There would, of course, be
no production under such a dispen
sation, for the incentives to invest
and earn would be nil. It is obvious,
then, that the place where the
budget is balanced is all-important.
Mr. Davidson recognizes this when
he gets to talking about the CCthree
species of capital."

Three Forms of Capital

The individual trying to get along
in the world has three choices. He

can, says Mr. Davidson, throw in his
lot with productive capital, which
was the way favored by the
nineteenth century. But in an in
flationary age, with productive capi
tal earning little if anything in ex
cess of the inflationary gap, the
temptation is to divert one's wealth
into static capital (Le., gold, silver,
diamonds, works of art). Finally,
with the growth ofthe State, there is
a third alternative. Financial writer
Scott Burns has used the phrase
CCtranscendental capital" to describe
the right of those favored by politi
cians to latch on to money laid out
by the government in one form or
another. Bureaucrats, of course, are
prime beneficiaries of transcendental
capital. But the Chrysler Corpora
tion, which is attempting to avoid
bankruptcy by applying to Wash
ington, is seeking a transcen
dental-capital claim to a cash-flow
that the market has denied to it.

Inflation means less money for
productive capitalists for the simple
reason that people can do better for
themselves by seeking a store of
value in precious metals, fallow land
and old masterpieces. Those who
lack capital to put into static forms
will, of course, be tempted to settle
for bureaucratic employment that
carries with it all sorts of perqui
sites. The typical federal employee,
says Mr. Davidson, receives almost
twice as much vacation pay
$1,14o-as the typical employee of
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business-$636. And government
sick leave is more than 200 percent
more generous than that provided
by most private firms.

The illusions that one can perma
nently better one's self by betting on
the market for old masterpieces or
latching on to an early-retirement
government pension must, at some
point, be shattered. For it is produc
tive capital that provides the money
needed to keep people housed, fed
and clothed. When the productive
side of the economy falters, general
impoverishment results. So it is im
portant to balance the budget at a
point that will leave plenty ofmoney
in the hands of producers. We need,
in addition to a constitutional
amendment to balance the budget,
an overall limitation on the per
centage of the gross national pro
duct that politicians are entitled to
seize. When they grab more than
thirty percent of the GNP the result
is chronic stagflation.

Interventions That Fail

Mr. Davidson's treatment of the
nine squeezes is generally brilliant.
He warns us that any effort to halt
inflationary price rises by compul
sory wage and price controls will
result in a severe quality deprecia
tion. Enterprisers who are forbidden
to pass the cost of qualitative im
provement along to the buyer will
simply degrade their wares. It is the
only way that bankruptcy can be

avoided in a controlled economy.
We have a health-care squeeze,

says Mr. Davidson, because the
monopoly achieved by our doctors
precludes experimentation with
ttparamedics" who are perfectly
qualified to do hospital work with
out spending four years in medical
school to get a physician's license.
We have a housing squeeze because
building codes and zoning regula
tions deprive people of the right to
make their own decisions about how
and where to build. We have a bu
reaucratic squeeze because of the
built-in incentives that federal
commissions and bureaus have to
extend their empires. We have an
energy squeeze because it is profit
able for government to create crises
that can be used to extend the reach
of the professional allocator and
price fixer.

Accepting the ttimperative" to free
productive capital, Mr. Davidson
urges people to strike out for them
selves as their ancestors did when
they built sod houses on the prairie.
He wants to see a compulsory
budget-balancing amendment com
bined with a provision for propor
tional taxation. He favors a redeem
able currency based on silver and
gold. He would abolish capital gains
taxes. He would do away with
monopoly forms of medical licens
ing. He does not say that lawyers
should be denied the right to enter
Congress, but he does think that
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voters should be aware that if they
send a lawyer to represent them he
will have a vested professional
interest in passing more compli
cated laws.

Finally, Mr. Davidson would limit
government service. This would
force people to give up their trans
cendental right to squeeze the pro
ductive side of the economy for a
lifetime.

All in all, Mr. Davidson has writ
ten a great book. It is both analytic
and constructive, in a heartening
blend that allo\vs for just enough
optimism to have a creative effect. Ii

LAW, LEGISLATION AND LIB
ERTY, Volume 3: The Political
Order of a Free People
by F. A. Hayek
(The University of Chicago Press, 5801
S. Ellis Ave., Chicago, III. 60637)
244 pages. $14.00 cloth

Reviewed by Paul Westman

F. A. HAYEK, 1974 Nobel laureate in
economics, is the foremost living ex
ponent of classical liberalism, the
philosophy which largely dominated
economic and political thinking and
policies during the nineteenth cen
tury in Great Britain, America, and
to a large extent the Continent
until World War I.

The ideal of classical liberalism
was individual liberty, promoted

through limited government and the
free market. Among Hayek's intel
lectual forebears, as the footnotes to
this volume testify, are John Locke,
David Hume, Adam Smith and John
Stuart Mill.

The aim of the volume under re
view is to provide ((a guide out of the
process of degeneration of the exist
ing form of government, and to con
struct an intellectual emergency
equipment which will be available
when we have no choice but to re
place the tottering structure by
some better edifice rather than re
sort in despair to some sort of dic
tatorial regime."

He continues, ((Government is of
necessity the product of intellectual
design. If we can give it a shape in
which it provides a beneficial
framework for the growth of society,
without giving to anyone power to
control this growth in the particu
lar, we may well hope to see the
growth of civilization continue."

In 1960 Hayek wrote The Con
stitution ofLiberty, a major attempt
to restate the principles of classical
liberalism for modern readers. Law,
Legislation and Liberty in three
slender volumes, was intended to fill
the gaps left by that work, but is
actually a comprehensive philosoph
ical statement in its own right.

The first volume in the series,
Rules and Order (1973), deals with
the distinction between legislative
law and natural or ((grown" law, and
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its implications for freedom. Volume
2, The Mirage of Social Justice
(1976), attacks the widespread con
temporary belief in political redis
tribution and ((social justice" (the
latter a myth, Hayek argues).

Hayek argues persuasively that
modern society has destroyed the
original conception of the legisla
ture, and that as a consequence
there has been a miscarriage of the
democratic ideal. Ours has become a
((bargaining democracy," in which
government is little more than the
football of special interests.

In tracing precisely how and why
this situation arose, Hayek con
fronts the central flaw of modern
democracy: the notion of govern
ment as sugar daddy, confiscating
income and doling it out to those
with the greatest political clout. To
halt this destructive process, Hayek
urges Hthe containment of power
and the dethronement of politics,"
together with the rules which per
mit the formation of a ((spontaneous
order" in which law is king and
government has neither a mandate
nor the power to achieve particu
lar-as opposed to general-ends.
He logically demonstrates the in
consistency of a centralized, gov
ernmentally-controlled society with
freedom. The two, he insists, are
incompatible.

Hayek's astounding intellectual
range encompasses politics, philoso
phy, economics, anthropology,

sociology and the history of ideas.
His language is nontechnical, pos
sessing clarity of style and thought.
The book has a consistency, bril
liance, insight and accessibility
rarely found among thinkers of any
age, much less our own. Reading
Hayek is a bracing experience,
something like the intellectual
equivalent of drinking from a cold,
clear brook. i

POWER GRAB: THE CONSERVER
CULT AND THE COMING ENERGY
CATASTROPHE
by James A. Weber
(Arlington House, 333 Post Road West,
Westport, Connecticut 06880) 1979
407 pages • $12.95 cloth

Reviewed by Tommy W. Rogers

THE author contends that the
energy crisis confronting the United
States today is not due to insur
mountable scientific or technical
problems, nor is it the result of
dwindling energy sources. The
energy crisis is in large measure
attributed to a power grab by an
ideological (tConserver Cult," which
serves a variety of constituents
ranging from utopians envisioning a
low-energy, low-technology future to
those who would erect a totalitarian
police state in the present. Since the
United States must either grow in
domestic energy use or go down the
drain of history for lack of energy
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capabilities, the wrong energy pol
icy would be catastrophic in its re
sult for the American people.

The Conserver Cult is said to be
fueled by the aversion of elite, upper
class members of society to anything
which might adversely affect their
positions and comforts, including
advancement of people lower than
themselves on the socio-economic
ladder. Having already attained a
high standard of living, most of the
conserver cultists see little gain for
themselves if others should improve
their economic standard. Those who
can afford the hot tub under the
trees, pastoral sequestration, and
installation of solar energy provi
sions may find it virtuous for others
to trim the fat off their hoped-for
consumption; but note that the
clamor for doing without energy is
not heard from blacks, the poor, the
elderly, or the retirees-people for
whom self-denial is imposed as a
steady, grinding, daily way of life.

It is, of course, one thing to select
a lifestyle for oneself, quite another
thing to impose a lifestyle on some
one else who neither chooses nor
desires it. What changes would the
Conserver Cult impose on America?
Mr. Weber quotes a recommenda
tion-typical of its silliness-of a
HLow Energy Scenario for the
United States: 1975-2050," which
envisions the ((phase out of fast food
services and other Junk' commerce.
The popular fact that McDonald's

hamburger chain uses enough
energy a year-largely for packag
ing-to provide electricity for the
cities of Pittsburgh, Boston, Wash
ington, and San Francisco illus
trates the American penchant for
throwaway containers." Defending
the youngsters who happen to like
hamburgers with all the trimmings,
Weber asks, HWho would have
thought that Ronald McDonald was
an enemy of the people?"

Weber comes to factual grips with
such issues as the Carter policy on
energy, the realities of fthard"
energy and ((soft" energy, energy
and environment, energy and
safety, energy and price controls,
energy and conservation, the turn
ing off of growth in the production of
domestic energy in the United
States, and the motivation of the
elitist elements who would summar
ily turn off growth in hard energy
production.

Insofar as government has insti
tuted laws, regulations and controls
which have retarded energy de
velopment, it has hurt the American
public by denying them needed and
vital energy resources. The author
examines the techniques, vision,
ideology, and programs of those who
would squelch energy production,
and provides a convincing argument
that ((the price of the Conserver Cult
utopia is not only the throttling of
future energy production but the
end of our free society." ,
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GOVERNMENTS around the globe
today shudder in the grip of a vio
lent force as ancient as that which
took the life of biblical Abel. One
after another, nations are shutting
down normal channels of interna
tional diplomacy and replacing
them with the brutal tactics of ter
rorism and war. Both advanced and
primitive social orders lurch from
crisis to crisis, eventually being
wrenched asunder by rebellious
forces who sprout humanistic
rhetoric while slaughtering all who
oppose them.

These forces are often terrorists
and they speak with the voice of
guns. They claim to be advance
cadres of liberation armies but their
intent appears to be to liberate hu-

Ben Barker, M.D., of Oxnard, California Is a spe
cialist In psychiatry and contemporary therapeu
tic techniques.

Ben Barker

manity from any trace of the veneer
of civilization which still exists.

What are the roots of terrorism?
Why have terrorist tactics so
thoroughly saturated modern politi
cal behavior? Is there any possibility
of restoration of less violent modes
of persuasion or is our time destined
to sink beneath a morass of mutual
slaughter? These questions hang in
the wind, haunting our era. Unless
answers are found, and soon, the fire
of terrorism may decimate the en
tire civilized world.

Epidemics race through suscepti
ble populations, leaving death and
disability in their wake. If the
epidemic is virulent enough or host
resistance low enough, entire na
tions may fall and in restrospect
only is it then labeled a plague. The
historical record acknowledges
plagues caused by infectious micro-
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organisms but mistakes those
caused by infectious ideas for other
things. They are called wars, or
crusades, or invasions, or migra
tions, or a host ofother names which
disguise the infectious origin of the
ideas which precipitated the events
considered.

Virulent, destructive ideas re
semble infectious micro-organisms in
that they do not disappear-the host
organisms merely develop resis
tance. The original Black Plague
bacillus is still with humanity, wait
ing for the conditions to recur which
once allowed it to run amuck. So is
the polio virus, the syphilis
spirochete and the tuberculosis bac
terium. In a similar way, Hitler's
ideas on racial superiority are still
around and still causing problems.

Ideas Have Consequences

The epidemic of terrorism now
with us is the natural and inevitable
consequence of ideologies almost
universally endorsed and supported
by existing governments and domi
nant institutions. This is especially
true of institutions of higher educa
tion. The more these ideologies pro
liferate and the more complete their
societal implementation, the more
likely are they to result in the de
struction of all existing govern
ments' social orders and institu
tions. This includes, but is not lim
ited to, institutions of higher educa
tion.

The apparently diverse mix of
ideas which have linked to spawn
terrorism appear more similar in
what they deny than in what they
advocate. Marxism, hedonism and
determinism all agree that man or
his creations (the state or social or
der) are the ultimate arbiters of in
dividual behavior. In so doing they
deny the existence and preeminence
of a source of behavioral standards
external to the mind of man. That
could be a suicidal mistake.

The significance of this denial of
an external primary source of mor
ality is that morality must then
spring from subjective sources. So
cial orders which take this first step
seal their own fate, only the manner
of death is in question, for the First
Rule of government is thereby
abandoned. That rule is that gov
ernment must serve the common
good. If this rule of right is lost in a
culture it is but a matter of time
before all traces of that culture sink
into the abyss of timeless anonym
ity.

When confusion and subjectivity
enter a social order and the common .
good is no longer self-evident, then
that society is in danger of extinc
tion. But what is the common good?
Merely that which has stood the test
of time as being fair and equitable.
This also defines justice, and for
justice to serve its function properly
it should be a concrete, recognizable
and objective principle. The appro-
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priate implementation of justice,
then, is based upon the common ac
ceptance of objective principles of
behavior-or upon morality.

As is obvious, searching for a def
inition of morality, justice or the
common good becomes an exercise in
circuitous logic unless a reality
which precedes and is independent
of man's mind is acknowledged.
Such a reality, whether it is labeled
God, Tao, the natural order or what
ever, is precisely what modern
man-centered ideologies deny. This
denial has helped to bring on the
current plague of terrorism, and
until this truth is recognized by
enough thinking men we will re
main infected by this virulent force.

The Rule of Expedience

When the rule of right is aban
doned, it is most often replaced by
the rule of expedience. Whose ex
pedience? If the expedience of the
wealthy few, then we have oligar
chy, if the state bureaucracy itself,
then we have socialism. In any case,
the rule of right is defunct and re
placed by a subjective code im
plemented through the use of coer
cive tactics. This is the rule of force
and the rule of force is lawlessness:
it says that you may do whatever
you please to your neighbor, pro
vided your weapons are more
numerous and deadlier than his.

In such circumstances any force
that works will receive societal

sanction, for standards of morality
are no longer applicable. Can it be
true that even the U.S., born of the
Constitution and nurtured on the
principles of the Bible, has suc
cumbed to the rule of force? Let us
examine the evidence.

In her 1957 book Atlas Shrugged,
author Ayn Rand defined appropri
ate government as follows, ((The
only proper functions of a govern
ment are: the police, to protect you
from criminals; the army, to protect
you from foreign invaders; and the
courts, to protect your property and
contracts from breach or fraud by
others, to settle disputes by rational
rules, according to objective law."

This is a definition that appears to
resemble the ideal that the U.S.
founding fathers had in mind when
the Constitution and Bill of Rights
were drafted and implemented. It
endorses a concept of limited gov
ernment intervention in the affairs
of citizens. In the same work quoted
above, Rand goes on to describe her
version of a government gone ber
serk.

UBut a government that initiates
the employment of force against
men who had forced no one ... is a
nightmare infernal machine de
signed to annihilate morality. Such
a government reverses its only
moral purpose and switches from
the role of protector to the role of
man's deadliest enemy, from the
role of policeman to the role of a
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criminal vested with the right to the
wielding of violence against victims
deprived of the right of self-defense."

Violation of Property

It is especially inimical to liberty
and justice if government fails to
respect private property. So it fol
lows that if government uses coer
cion to extract private property or
wealth from one citizen in order to
distribute it to another it has aban
doned the rule ofright in favor of the
rule of force. The victims are the
inventive, productive, thinking
minority who have been hood
winked into accepting an ideology
which betrays their minds.

All property and all forms of
wealth are produced by man's mind
and his directed, purposeful labor.
In a free society, each productive
person has the right to determine
the disposition of his own property
(wealth, products, services). To
talitarian societies, on the other
hand, often forcefully take property
away from individuals and dispense
it as the government sees fit.

It does not make the government
any less evil or totalitarian if it
dispenses such forcefully looted
property to other needy citizens,
other needy countries, or simply re
tains it within its own coffers. The
common good has been breached, for
coercion was used to take private
property from a productive citizen.
The basic premise of the ideology of

Marxist socialism is, ttfrom each ac
cording to his ability, to each accord
ing to his need." This premise thus
appears to fly in the face of the rule
of justice.

A state which implements this
socialist premise will use force if
necessary to take assets from the
productive and distribute them to
the indolent. Do the income tax and
welfare systems accomplish this
end? Does my neighbor's need enti
tle him to use a gun to remove food
from my table? Does handing the
gun to an agent of the state make
the actual act of armed robbery less
evil?

Forms of Lawlessness

The use of force to accomplish
ends not in the interest of the com
mon good is lawlessness, whether
done in the name of a national gov
ernment or a so-called Liberation
Front. The use of the process of edu
cation to inculcate abandonment of
morality endorses lawlessness
whether accomplished with gov
ernment funds in modern colleges or
in jungle huts in Africa. The use of
public funds to purchase murder is
lawlessness whether it buys the fir
ing squads of Ayatollah Khomeini
or the suction catheters of the abor
tionists.

When enough Americans learn to
recognize identities, we will under
stand why terrorism is sweeping the
globe. The Marxist ideology which
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saturates the halls of higher educa
tion both here and abroad endorses
the rule of force and abandons the
rule of justice when it disavows pri
vate property. It places the mythical
state in the place of God, and in so
doing replaces the rule, of objective
morality with the rule of subjective
expedience. Such a system denies
something very basic to the human
being and results in destruction and
dissolution, not love and sharing.

The something basic that is
crushed is very likely the spirit
within, which requires a moral en
vironment in order to achieve ex
pression.. Individualists are compel
led to flee or rebel against a social
system which demands conformity,
for mindless conformity. is alien to
their personalities. Some, the ter
rorists, are fascinated by and drawn
to violent rebellion. They are the
lawless breed spawned. by govern
ments which have abandoned the
rule of right in favor of the rule of
force.

So that is quite possibly why on
lookers experience ambivalence to
terrorist scenarios. When two law
less gangs engage in combat the
result is entertainment, not a moral
conflict. From the murder of the
Israeli athletes at the 1972 Munich
Olympics to· the current stalemate
in Iran, one glaring theme prevails:
terrorism is theater. It seems just
and fitting that an'era so hypnotized
by the myopic, numbing 'gaze of

television should bring into being
outlaws who gauge their effective
ness by the amount of prime-time
coverage they garner.

A Barrage of Violence

Day after day, sacraments of vio
lence are flashed. into our homes to
outrage, thrill, titillate and amaze
us. Tourists are shot down or blown
apart in airports, children as
saulted, executives and politicians
snatched or slain. And with each
escalation of violence our sensation
saturated culture grows more indif
ferent and jaded. The passive accep
tance of these heinous. events may
in itself be as dangerous an omen as
the terrorist acts themselves, for it
suggests a culture insensitive to evil.,

Often, in fact, the perpetrators of
these violent assaults are accorded a
glamorous notoriety akin to that
given motion picture idols. The bold,
reckless and flamboyant nature of
their deeds appears to excite admi
ration and the antisocial, destruc~

tive aspect of their actions is nearly
overlooked. Such,then, have become
the heroes in this age of decadence:
nihilistic malcontents who lay down
the lives of others··at random in the
guise of a noble cause.

To heap adulation upon such indi
viduals is but one more symptom of
the demise of morality in our social
order. An element in producing this
state of affairs has been the miscon
ception that absolute, unrestricted
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personal freedom was not only pos
sible but desirable in a social set
ting. The perverse effect which fol
lows from this concept is that the
ultimate good is pleasure, and that
full gratification· of the appetites
and passions is a worthwhile indi
vidual aim.

This philosophy of hedonism has
also been cultivated by our institu
tions and commercial enterprises.
Such an ideology compels the be
liever to view the social order with
its restrictions, rules and regula
tions as an inhibiting influence
upon his behavior. Thus, this is also
a philosophy of lawlessness.

By contrast, in a society in which
moral precepts function as a guide to
the equity of human and property
rights, internal individual controls
function as powerful tools of be
havioral restraint. If the majority of
citizens truly believe that stealing is
wrong, then they will choose not to
steal and the job of guarding prop
erty will be relatively easy. Re
peated reiteration of the moral code,
especially to the young, will serve to
inculcate within them the capacity
for shame. Shame is, in such cases, a
painful emotion caused by the con
sciousness of guilt, shortcoming or
impropriety. The susceptibility to
this emotion will be especially
marked in those families in which
the parents appear to function by
the same moral code they teach
their children.

So, we see another ideology which
is an obvious invitation to social
disaster. Hedonists place sensual en
joyment at the pinnacle of their
preference code, and the end justifies
the means. The Marxist places the
mythical proletariat at his pinnacle,
and again the ends justify any
means. Likewise, the Machiavellian
power brokers playing the game of
control and dominance in all the
capitals of the world worship ends
and rationalize all means as accept
able.

Blaming the Environment

The individual capacity for shame
is diminished by yet another preva
lent modern idea, that is the concept
that man is no more then the final
result of the forces acting upon him.
In this ideology, man cannot be
guilty of wrongdoing. The blame is
cast upon the environment and
hence evaded by transference and
projection. The terrorist, it would
propose, is not an evil, angry man
acting on his own destructive im
pulses, he is merely another victim
of society. He has been passively
infected, so to speak.

Man, thus, is not responsible for
his own lawlessness-it is hereditary
or due to any number of external
forces. The blame must belong to the
non-criminal who has somehow fos
tered the repugnant chain of reac
tions we call crime. Intrinsic to this
ideology of determinism is that the
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personality of an individual is al
most solely a consequence of social
interactions, especially his early in
fantile relationships.

But is that true? Anyone who has
watched newborn infants in a nur
sery knows that these squirming,
screaming miniature humans are
not inert lumps of clay. Each one is
different somehow from all the rest
and from all who have gone before or
who will follow. Determinists credit
differing intrauterine environments
or differing chromosomal make-up
for these inherent differences in re
sponse patterns. Perhaps they are
correct.

Perhaps, though, what we see in
newborn infants is the initial ex
pression of free will. Within each
there may be a spirit beyond man's
intellectual comprehension which
modifies and shapes the individ
ualistic responses to identical exter
nal stimuli. Perhaps, too, this unde
finable spirit within possesses both
the capacity for moral behavior and
for wrongdoing, and the direction in
which it moves is influenced by the
free will of the organism.

Free Will

Free will is, always has been, and
always will be a major causative
element underlying specificindi
vidual behavior. It cannot be ig
nored merely because it cannot be
quantified by behavioral scientists.
People who will themselves toward

success tend to enjoy full, stimulat
ing lives and tend to minimize dull
ness and repetition in their career
choices. Is it not possible that ter
rorists and major criminals of other
types engage a similar motivational
mechanism into their personality
and will themselves toward crime?

The drive to achieve power, noto
riety and excitement can be ex
pressed in ways very harmful to
society, and that appears to be what
happens in the case of the unrepen
tant criminal. Any number of legen
dary lawbreakers in published biog
raphies and autobiographies refer to
the stimulating challenges they
found in their calling. Malcolm X, in
his ghost-written autobiography
was specific and particularly
graphic in describing the thrills as
sociated with his life of crime and
debauchery. His conversion to the
Muslim religion and to an accom
panying life style of evangelistic
fervor and self-denial speak strongly
for the role of free-will in modifying
behavior.

What is missing in the ideology of
determinism is any absolute stan
dard of moral conduct. Neither jus
tice nor a viable social order may be
possible without such standards
and it is this truth that the voice of
guns is spelling out to us all.

So, the plague of terrorism sweeps
the globe, invading host nations
whose resistances are impeded by
ideologies which either foster or for-
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give terrorist acts. As long as
hedonistic and Marxist ideologies
dominate the intellectual climate of
our colleges and universities these
institutions will turn out products
who will serve the rule ofexpedience
rather than the rule of morality.

As long as governments and. the
criminal justice system endorse and
implement an ideology which de
fines the lawbreaker as the passive
victim of external forces we will
breed more lawbreakers. When law
breakers are coddled, not punished,
then the rule of justice is extinct.

It is possible that the deadly
plague of terrorism now loose in the
world is but a warning of worse

Violence as a Way of Life

times to come. Perhaps if men of
thought and action take steps to
restore the rule of morality to gov
ernmentour drift into lawless chaos
may be reversed.. Liberty, private
property and.· objective standards of
moral behavior are inextricably
linked in a, free society. One can
not be sacrificed without the others
eventually tumbling away.

Unless we take warning, ((From
each according to his abilitY,to each
according to his need" may sound
the death knell. to civilization. The
terrorists may merely be one of
many deadly plagues that we may
soon face. i

IDEAS ON

UBERTY

I can still remember when the income of farmers came from willing ex
change; when people lived in houses ,built with the fruits of their own
labor; when wage earners, for the most part, were no more compelled to
join unions than businessmen were forced into·chamber of commerce
membership or parents into the P.T.A. Violence as a way of life was in
those days perhaps at an all-time minimum.

Man either accepts the idea that the Creator is the endower of rights,
or he submits to the idea that the state is theendower of rights. There is
no third alternative.

Those who accept the Creator concept, can never subscribe' to .the
practice of violence in any form. They have been drawn to this concept,
not coerced into it. Ifwe would emulate, as nearly as we can, that which
we have learned from this relationship, we, would confine ourselves to
this same drawing power. As Gerald Heard so clearly puts it: uMan is
free to torture and torment himself until he sees that his methods are
not those of his Maker."

LEONARDE. READ



SPENDING LIMITS

ARE NOT ENOUGH

THE enormous increase in govern
ment expenditures over the last fIfty
years has inspired efforts to place
some sort of control on the expan
sion of government budgets. One
popular approach, favored by the
National Taxpayers Union, would
enact a Constitutional amendment
requiring a balanced budget. An
other approach, favored by econo
mist Milton Friedman, would limit
government revenues to a fixed per
centage of the national income.

While these ideas have merit as
devices for placing some degree of
constraint on the government's con
sumption of resources, they are not
enough. In fact, unless such propos
als are explicitly recognized as
interim measures, they could lay the
groundwork for a more serious ero
sion of property rights later on.

The balanced budget proposal fo-

Mr. Semmens Is an economist for the Arizona De
partment of Transportation and Is studying for an
advanced degree In business administration at
Arizona State University.

cuses on the government's deficit
between receipts and expenditures.
Beyond question, the perpetual re
sort to deficit finance must result in
the diversion of resources from the
private sector to the government's
coffers. This can happen either
through the ~~crowdingout" of would
be private borrowers when large
public debt issues absorb available
investment capital, or by inflating
the money supply. The ~~crowding

out" phenomenon shifts resources
from more productive private pur
poses to less productive government
purposes. Inflation employs legal
means to diminish the value of all
dollar holdings and fixed income re
ceipts. The havoc wrought in the
corporate bond markets, where top
rated bonds issued when interest
rates were two and three percent
now sell for fractions of their origi
nal cost, is a dramatic demonstra
tion of the ill effects of both
phenomena.

Stopping these ill effects is a
worthy objective, but a balanced
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budget alone will not achieve it. The
government may just as easily ba
lance the budget by raising taxes as
by cutting. spending. An increase in
taxes does not require Congres
sional action. The government has
all the power it needs to increase
taxes without going through the
trouble of enacting new levies, al
though the enthusiasm shown for
the imposition of a uwindfall profits"
tax on oil illustrates the willingness
of Congress to use manufactured
crises as a means of raising taxes.
Because the tax system is ttprogres
sive," Le., the rates increase as the
taxable resource rises in nominal
value, the government can raise
taxes by inflating the money supply.
The heart of the President's plan to
balance the budget is to increase the
tax take by pushing taxpayers into
higher tax brackets.

While a balanced budget might be
an improvement over the current
situation, the key weakness of such
a device as a control over govern
ment spending is that it says noth
ing about the magnitude of that
spending. The primary evil in gov
ernment spending is not that it is
deficit spending, but that it is con
suming ever larger proportions of
the nation's wealth. In the last 50
years, the government's ((take" of
the national income has risen from
under 15 per cent to over 40 per
cent. It is to remedy this situation
that we have the proposals to limit

government spending as a percent
age of the national income.

Spending limitation measures
have been discussed and even, in
some jurisdictions, passed as a
means of controlling the govern
ment's appropriation of resources.
Without limits, the projected out
come of existing trends is for the
government to consume the entire
national income within 30 years. A
number of proposals have been in
troduced in Congress. Whether any
of these can serve as a real con
straint on spending, however, is
doubtful. On the one hand, it is a
fundamental principle of legislative
procedure that a subsequent body of
Congress cannot be bound by an
action of a prior body of Congress.
Any limitations legislated in one
session may be overridden.by a sim
ple majority vote in a later session.
It is obvious, then, that if a spending
limit is to be binding, it must come
in the form of a Constitutional
amendment.

Limiting spending by Constitu
tional means was the route taken by
the Arizona Legislature in 1978.
The problem with virtually all of the
proposals to use Constitutional
means is the overwhelming reluc
tance to draw a hard line on the
spending issue. Such was the case in
Arizona. While the Constitution
now limits state spending to no more
than 7 per cent of the personal in
come of the inhabitants, the deter-
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mination of what constitutes state
spending is a matter of legislative
enactment. Not all state spending is
state spending, or so it seems. Cer
tain categories of revenues and out
lays are declared exempt from the
spending ceiling. Curiously, the
rationale for exemptions is that ser
vices rendered for fees should be
excluded from the spending limit.
This says much about the character
of the remaining outlays-namely,
that they are not services rendered
for fees. This is an admission that
the bulk of state government expen
ditures are for activities that would
not be purchased on a fee basis.

One should not be surprised to
discover attempts at reclassification
of which expenditures are to be
exempt. It is barely a year since the
enactment of the Arizona spending
limit and the legislature has already
passed a measure designed to
exempt additional gasoline taxes
from the 7 per cent limit.

The fundamental problem with
the spending limits proposed to date
is the lack of respect for basic pri
vate property rights. The proposals
rest on the premise that the gov
ernment is entitled to take as much
of the national income as it needs.
This explains the universal provi
sion for loopholes and escape
clauses. In essence, the spending
limit proposals are concessions to
the current taxpayer outrage. The
government is willing to reach a

temporary compromise and agree to
limit itself to a specified percentage
-unless it needs more for unfore
seen ((emergencies."

Valid as a contingency plan might
be-the usual example is a conjured
vision of world war-it will be
abused. The government itself can
create the emergency through its
own ineptitude or malicious intent.
The ((emergency" in Arizona is the
deterioration of the road system. If
the rather drawn out consequences
of inadequate highway maintenance
can qualify as an ((unforeseen emer
gency" that necessitates a breach of
the spending limit, then there is, in
fact, no spending limit.

Arbitrary spending limits concede
the government too much. The in
voluntary nature of taxation has
enabled government to decide for
itself how much it will take from its
citizens. Merely fixing a percentage
limit does not deal with the valid
issue of the purposes of government
activity. It is all too likely that
spending limits will serve to
legitimize a claim to a portion of the
national income that is not subject
to question. If the government pro
vides some services or encounters
Hemergencies" it will have little dif
ficulty enlarging its take.

If there are genuine functions to
be performed by governments, then
the historical experience of man's
economic activities quite clearly in
dicates that the proportion of income
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consumed in the provision of such
services should be declining. No ser
vices can be more valuable or neces
sary than the provision of food,
clothing, and shelter. The market
place has been coping with the pro
vision ofthese items for years. In the
last 50 years, the proportion of the
national income consumed in the
production of food, clothing, and
shelter has declined by 33 per cent,
50 per cent, and 17 per cent respec
tively.

The efficiency of the free market
is responsible for the decline in cost
of these fundamentals of life. The
pressure of competition drives
suppliers to cut costs. The prosperity
engendered by the free market en
ables consumers' real income to rise
so that individuals can afford more
than just the necessities.

The government is not subject to
the forces of the marketplace. As
a result, the proportion of the na
tional income consumed in the pub
lic sector has risen by 212 per cent
during the past half-century. Insu
lated from competition, government
becomes less and less efficient.
Bureaus and rules proliferate, con
suming more resources to do less.
Unable to generate a desirable pro
duct, government, via legislation,
simply helps itself to larger shares
of consumers' income.

Logic and experience warn that
entitling the government to a fixed
cut of the national income or de-

manding that its budgets be bal
anced is not enough. The govern
ment acts beyond the beneficial
guidance of the market regimen.
This has bred a sloppiness that has
led to a dangerous obesity of the
public sector. For its own good, the
government must be put on a more
healthy diet. Its intake must be
matched by its output. As much as is
possible of its activities must be cut
free from the tax-fed trough. Ser
vices that are conducive to operating
on a fee basis should be placed on a
fee basis. Services which are not
conducive to such an arrangement
require an alternative regimen.
Since, by definition, such services
cannot be marketed, we must simu
late the discipline of the mar
ketplace. One apparent means of
doing this would be to enforce spend
ing reductions. Just as the shares of
national income going to the produc
tion of food, clothing, and shelter
have been reduced, so too should
government's share be reduced. A
shrinking spending limit could serve
as an artificial simulation for the
pressures of competition.

Bloated as it is, the government
cannot handle even its traditional
responsibilities. It cannot protect its
own diplomats. It cannot keep the
streets safe. For its own good and for
our own good, the government's de
bilitating obesity must be more than
halted, it must be reversed. Spend
ing and taxation must be reduced.@)
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Totalitarian
Collectivism

•In
America

UNOTHING IS more striking to a
European traveller in the United
States than the absence of what we
term . . . government." So wrote
Alexis de Tocqueville of American
society in the 1830s. What Ameri
can in 1980 could possibly think of
our society as one characterized by
an U absence of government"?

Government at all levels now di
rectly controls nearly forty percent
of our wealth through direct taxa
tion, yet anyone with a smattering
of economic knowledge knows that
the indirect taxation mandated by
government regulation is also· huge.
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Thla article Ia from ilia preface of hla book, TIte
."", of the Wella,. sra., forthcoming.

American society today is a
government-controlled society, a so
ciety in which all ofus are controlled
in innumerable ways by a vast
number of proliferating government
bureaucracies, agencies, commit
tees, police powers, legislative
bodies, judicial decisions.

Tocqueville recognized that gov
ernment powers might someday
grow in America into the huge bu
reaucratic administration of life
that had earlier characterized the
mercantilist monarchies of Europe.
He realized that the welfare of any
nation necessitated the legislation
of general principles for the whole
society by the central government.
But he had forebodings that the
American government would go far
beyond that and turn mass democ
racy into democratic tyranny. If the
central power, he argued, Uafter
having established the general prin-
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ciples of government ... descended
to the details of their application;
and if, having regulated the great
interests of the country, it could de
scend to the circle of individual
interests, freedom would soon be
banished from the New World." Any
educated American in 1980 knows
that our huge government bureau
cracies now dictate minute details of
our everyday lives and enforce their
dictates with vast police powers.

America Today an
Imperial Bureaucracy

America today is ruled by an Im
perial State Bureaucracy headed by
an Imperial President. Certainly
there are significant differences in
the forms of our imperial govern
ment; but any historian of the an
cient imperial states or of those of
the sixteenth-century mercantilist
monarchies will easily recognize
that the differences are only surface
phenomena, while the basic realities
of power and its administration are
very much the same.

It is only political rhetoric and the
ignorance of history now almost
universal even among our so-called
educated people that makes it possi
ble for people to pretend that
««America is still the land of liberty."
Certainly America is still more free
by far than those nations now ruled
over by the terrible socialist state
bureaucracies. Indeed, we are still
significantly more free than the

cowed peoples of the democratic
socialist nations of Scandinavia,
once-Great Britain and elsewhere.
But anyone who has studied the
trends of recent decades knows that
we are closing the political gap be
tween ourselves and their state
tyrannies at a terrifying rate.

We scholars who several years ago
hoped selfishly that we might at
least be spared in our lifetime the
terrors of pseudo-democratic state
tyrannies must now recognize that
our hopes are fading rapidly. We
social scientists know that in the
past few years alone the federal
bureaucracy has moved relentlessly
to establish committees at all our
universities to review our research
and, thereby, to control what we can
know and say about our society.
What greater power can any gov
ernment possibly wield than the
power to determine what can be
known and how it can or cannot be
known?

And yet there has been no great
outcry, no widespread screams of
outrage or anguish from our people.
The reason for that is that they are
firmly in the grip of the myth of the
welfare state, the myth that their
individual welfare depends upon
and is served by the ineluctable
ratchet-up in state powers. They be
lieve this myth for many irrational
non-reasons. The politicians are
paying them off with their own
tax-monies and erstwhile liberties:
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the politicians use police powers to
take from them their wealth and
their individual liberties to deter
mine how they will live, and then
return part of this to them under
government constraints-but only
on the proviso that they support the
politicians who use police powers to
take away their wealth and their
liberties. It is not too difficult to see
how our peoples, in the grip of the
great temptation of greed and mys
tified by the pseudo-science theories
that tell them it is all necessary to
surrender their liberties in order to
have liberties, can be so easily de
ceived.

Even more ominous than the rela
tive lack of outcry from our people
has been the lack of serious outcry
from our intellectuals and scientists.
Most ominous of all, it is they who
have been clamoring the loudest for
ever greater imperial state controls.
It is even the academics who ad
minister the thought control pro
grams of the federal bureaucracies
now trying to dictate how we shall
do research. Those who remember
that it was the intellectuals and
social scientists in Germany who
clamored for more state power over
German life, and they who repressed
any opposition to Nazi thought con
trols once they came to power, will
recognize that the seeds of mass
democratic tyranny are already
firmly planted in our society.

The most effective tyranny, and

thus the most terrible tyranny, is
always imposed by the people upon
themselves, at least in the begin
ning, and they have almost always
done such an irrational thing only
when their intellectual leaders have
convinced them that such tyranny is
necessary and good-that it will
serve the greatest welfare of the
people themselves.

Political Deceptions

Mass democratic tyranny will
probably always be built upon the
two great political deceptions of
mass equality and mass welfare.
Those deceptions will take many
specific forms, always conforming to
the particular political rhetoric al
ready widely shared in a particular
society, but the general message
will be the same and so will the
result.

In a mass democracy that has
triumphed over all traditional val
ues there is no truth, no justice, no
social welfare beyond that of the
voice of the people. The people de
termine what is just and good-they
determine everything by their votes.
One man, one vote. One vote, one
unit of truth and morality. Majority
rules. More votes, more truth, more
morality. As our ttliberal" intellec
tualstoday would say, what could be
more conducive to the general wel
fare than for all individuals to have
an equal voice (vote) in deciding
what is to their welfare? Even when
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they do not say so, most of our intel
lectuals have now so completely ab
sorbed this tenet of mass democracy
that they have nothing but con
tempt for those who try to remind
them of the ancient truth that direct
rule by collective ignorance-by
mobocracy-always leads in time to
tyranny, first to the tyranny of the
majority and then to the tyranny of
the few when the ignorance of the
majority has produced its inevitable
social catastrophes.

In America today the same nu
clear physicist who would laugh up
roariously at the thought that the
average businessman should have a
vote on whether to allow physicists
to study the atom would im
mediately turn around and insist
that he as a citizen and nothing
more should have the right to vote
on whether the owners of Texas gas
wells should have the right to set
their own prices for their gas,
whether the Federal Reserve should
increase the money supply at a fas
ter rate, or whether the federal· gov
ernment should Ustimulate" the
international economy by running
budget deficits and Utalking down"
the dollar in exchange markets.

The same sociologist who asserts
with contempt that the average
politician knows nothing about the
realities ofdrug use and their effects
would assert with aplomb, and
without thinking to consult a single
study or learning. economic theory,

that the government should ((solve"
the problem of inflation by imposing
wage and price controls upon all
those businessmen who Uset their
prices to rip-off obscene profits."

And the average citizen voter,
who can barely read at the so-called
tenth grade level, asserts blandly
that his votes justify the politicians'
use of police powers to dictate to
doctors the standards of medical
care and the maximum charges they
can ask for their services.

Confusing the Issue

Why? Why does the physicist
think he should have a vote to de
termine what price Texas gas own
ers can ask for their gas, whereas it
is ludicrous for the Texan to vote on
whether the physicist be allowed to
investigate the atom? Because, says
the physicist, the price of gas is a
((political question" that affects us
all, not a question of scientific fact.
But our physicists have forgotten
that there are few things in a world
of interdependent markets that do
not affect almost everything else in
some way. What could be more im
portant in determining the
future-or lack of future-of all
human beings than nuclear re
search? By our physicist's own stan
dards, what, then, could be more
((political," and thus more subject to
decision by mass vote, than nuclear
physics?

And, if our sociologist can use his
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vote to dictate the asking price for
gas in Texas, why cannot the gas
owner use his vote to dictate the
grading standards of the sociologist,
or his hiring standards, or his sub
ject of research?

And is it not totally logical for the
same politician who dictates medi
cal standards and prices ofdoctors to

. dictate for our Mr. and Mrs.
Everyperson the standards of their
work, the prices of their labor, and
ultimately the standards of their
most intimate acts and thoughts?

The logic of totalitarian collec
tivism is simple, brutal and entirely
consistent. Once a people has de
cided, whether actively or more
commonly, by default, to allow
politicians to decide by legislation,
and without severe constraints of
custom or law, what is right and
wrong in a basic realm of life like
property rights, then there can be no
logical constraint upon their exer
cise of power in other realms of life.

As John Locke saw, even in the
vastly more simple and self
contained society of the seventeenth
century, without property rights no
other rights can long be sustained.
The government that controls all of
my property controls my right to the
pursuit of happiness, my right to
free speech and to the publication of
that speech, my right to take a
spouse or have children, my right to
life itself-for all things of life are
totally dependent upon the material

goods and the subjective controls of
those goods we call property and
property rights. The government
that has the right to legislate gas
prices in Texas, or income distribu
tion nationwide, has every logical
right to dictate research standards
in physics, hiring standards in
sociology, wage rates for black teen
agers in New York, parental care
standards for all parents, and
everything else in life.

Totalitarian Logic

When the American people used
the power of their votes to give the
politicians the power to legislate
away our ancient economic rights
they unknowingly gave them power
to legislate away all our ancient
rights. The American Imperial State
Bureaucracy is now pursuing that
relentless logic of totalitarian collec
tivism at an astounding rate. Once
our people had accepted that to
talitarian logic, there was nothing
left to protect us but our isolated
individual sense of outrage and our
underground resistance movements.
Each sector of the economy, each
corporation, each besieged individ
ual is now left alone to fight his
rearguard resistance against the
unconstrained might of the Common
Welfare, the Welfare State.

The welfare state is built on the
totalitarian logic: when the goal of
the state becomes that of pursuing,
without basic constraints of custom
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or law, the common welfare of all,
then the welfare of any individual or
sub-group becomes irrelevant. Thus
we eventually arrive at the logical
conclusion of the Egalitarian Wel
fare State, the conclusion Rousseau
reached two centuries ago: the equal
welfare of all demands that the in
dividual welfares of everyone be to
tally sacrificed. And so the modern
juggernaut of the Welfare State
trundles onward, crushing beneath
its bureaucratic powers the ancient
freedoms of one group after
another-to serve the Welfare of
All, of course. Today the busi
nessmen, the gas producers and the
steel makers; tomorrow the doctors;
then the parents; and someday the
Whole World.

The opposite of the logic of to
talitarian collectivism is, of course,
the logic of individualist freedom.
The logic of collectivism computes
the individual welfare, if at all, in
terms of the collective welfare, that
is, in terms of ((aggregates" like
gross national·welfare, income dis
tributions, and distributive justice.
The logic of individualist freedom
does the opposite, that is, it com
putes the social welfare, if at all, in
terms of the individuals' welfares as
defined and experienced by the indi
viduals.

The American Constitution was
built upon the logic of individualist
freedom. The American government
was founded to promote the common

welfare, but to the eighteenth
century liberal minds of our con
stitutionalists that meant the exact
opposite of what it means to the
average American today.

Because they assumed that wel
fare could only be defined individ
ually, the American constitu
tionalists intended the government
to promote the common welfare by
remaining as small and.weak as it
could while serving the one and only
collective form ofwelfare, that of the
common defense against foreign
powers which wanted to impose Big
and Powerful Government on
Americans. Thus it is that they dis
covered that revolutionary Ameri
can idea of individual freedom:
minimizing the power of govern
ment will maximize the welfare of
all. Thus it is that when Tocqueville
visited America in the 1830s he
found a remarkable «absence" of
government and an equally re
markable high level of individual
welfare-a land of freedom and of
peace and plenty.

Unhappy Nation

The government-dominated
America of 1980 is a deeply unhappy
nation, a nation torn by deep dissen
sion as never before since the civil
war. Each American today is fight
ing his own desperate guerrilla war
fare against the relentless growth of
government power. Worst of all, the
massive use of government power to
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tax and control each of us ttfor the
common welfare," has logically
turned each of us into the enemy of
all the others.

Our collectivist Marxists tell us
that the free market capitalism of
Tocqueville's era was evil because it
turned each man against his
neighbor in economic competition.
But the truth is the exact opposite.
America under the free market was
a land of pervasive friendliness and
cooperation, of neighborly feeling
and public interest politics, of self
sacrificing parents and children and
charitable citizens. Now that we are
all fighting desperately against each
other for· our shrinking piece of the
welfare-state pie, we have become
a surly and terribly conflictive soci
ety, a society dominated by selfish
pressure-group politics, a society of
sniveling self-pity in which each
person blames Uthe society" or, more
appropriately, ttthe Government" for
all of his problems and demands
that the Government solve his prob
lems for him, a society in which

Sir Algernon Sidney

parents have little control over their
children and parents are deserted to
the cold treatment of the state
financed nursing home, a society in
which charity has been taxed away,
a society in which love itself is
poisoned by the political conflict for
a collectivist ttEquality."

Self-reliance was once the iron
string to which all American hearts
beat, but it was a self-reliance but
tressed by all the strength of family
love and cooperation, by neighborly
cooperation, and by a spirit of public
interest. The hearts of Welfare-state
Americans beat to the totalitarian
tunes of bureaucratic regulations
and state-dependency. A free
America was a land in which the
average man and woman believed
that their nation was like a shining
city on a hill toward which all
human beings could look longingly
and hopefully. Welfare-state
America is a land without pride, a
nation in which the best have re
placed a sense ofpublic interest with
a sense of public shame. ®

IDEAS ON

LIBERTY

FOR as liberty solely consists in an independency upon the will of
another, and by the name of slave we understand a man who can neither
dispose of his person or goods, but enjoys all at the will of his master;
there is no such thing in nature as a slave if those men or nations are not
slaves who have no other title to what they enjoy than the grace of the
Prince, which he may revoke whensoever he pleaseth.
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The Imitation
of

England

IT is no accident that the American
economy has followed a pattern set
earlier by England, that the dollar
has declined in value and been de
valued in foreign exchange as the
pound has been, that the United
States is suffering trade imbalances
as the English were doing well be
fore now, that welfare programs are
increasingly burdensome in America
as they have long been in England,
that production is on the wane here
as in England. These parallels, I
say, are not accidental. The decline
of the British pound was an effect of
the same cause ~hat has successively
weakened the dollar. In like fashion,
many other developments in the
United States have a similar cause
to those in England.

Dr. Careon ha. written and taught exten.lvely,
specializing In American Intellectual history. HI.
recent aerie., World In the Grip of an Idea, I. now
available a. a book.
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But the relationship between
what has happened in England and
what is happening in the United
States is closer and more direct than
the above may convey. It is not sim
ply that like causes produce like
effects in both England and the
United States, though they do. It is
more than that. The United States
has followed in the path toward
socialism that was first trod by Eng
land. The United States has im
itated England. We have borrowed
and imitated tactics devised in Eng
land. We have followed in England's
footsteps in concentrating and exer
cising political power. We have even
aped many of the legislative acts of
England. Small wonder, then, that
the same consequence should befall
us.

It is not my point, however, that
all the socialist influences on the
United States came from England.
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In the broadest sense, the imitation
of England was the imitation of
much of Europe, as socialist influ
ences from the continent were im
portant as well as those from Eng
land. Nor is it my point that the
American bent to socialism was a
foreign import entirely. American
thinkers did not originate socialism,
but they did much to acclimate it to
American circumstances. It is
rather that the particular variety of
socialism that has had greatest. in
fluence on the United States origi
nated in England, that most de
velopments occurred in England be
fore they did· in the United States,
and that the imitation of England
was the most pronounced feature of
the American thrust to socialism.
For these reasons, what has befallen
England is most relevant to the
American· situation.

The Fabian Approach

Socialism has been introduced in
the United States piecemeal and
gradually. This tactic was most
trenchantly set forth by the English
Fabians whom Americans imitated.
The Fabian Society was organized in
England in 1884 and, because it
drew into its ranks and orbit such
talented writers as George Bernard
Shaw, H. G. Wells, Sidney and Bea
trice (Potter) Webb, and Graham
Wallas, was not long in beginning to
have an .impact. By the 1890s,a
periodical was being published. in

the United States called The Ameri
can Fabian, and Fabian ideas were
being introduced politically by way
of the Populist Party.

The rise of Fabians signaled the
emergence ofevolutionary socialism
as a distinct idea, though it would be
several years before Eduard· Bern
stein spelled out the concept. Most
socialists prior to this time had been
dogmatists who advanced some par
ticular panacea for curing the
world's ills. There were anarchists,
syndicalists, revolutionaries, single
taxers, land redistributionists,
communitarians, and so on.

Karl Marx caught much of this in
his theory of revolutionary
socialism, but for him ((the revolu-
tion" became the panacea. By con
trast, the Fabians had no one par
ticular panacea. Unlike the anar
chists, they believed in the use of
government power. Unlike the Marx
ists, they believed in working
within the existing framework of
institutions. Unlike the syn
dicalists, they launched their appeal
to the society at large. They saw the
task as much broader than some
thing that could be accomplished by
a single tax or inflation or land
redistribution, although anyone of
these efforts, or all of them, might
find place among their proposals.

The Fabians were gradualists.
More, they were· eclectic. There was
no one particular way to socialism for
them; any act that brought govern-



472 THE FREEMAN August

ment control over anything was a
step in that direction. They were
statists, who proposed to arrive at
socialism democratically.

How to Come to Power

The central problem of socialists
in the latter part of the nineteenth
century, aside from their difficulty
in coming to agreement with one
another, was how to come to power.
It was a large problem indeed.
Everywhere, they were a small
minority of the population-tiny
might be more accurate-eonsisting
usually of dogmatic and quarrel
some intellectuals. Generally, they
lived on the fringes of society, were
held in low esteem, and were often
harassed by the police. How could
they gain respect? How could they
gain influence? How could they
come to power?

The Fabians proposed to solve this
problem by what they called
((permeation." An historian of the
Fabians describes the tactic this
way: ((In its most general sense, it
meant that Fabians should join all
organizations where useful Socialist
work could be done, and influence
them.... Taking a broad interpreta
tion of the meaning of Socialism and
having an optimistic belief in the
powers of persuasion, the Fabians
thought that most organizations
would be willing to accept at least a
grain or two of Socialism. It was
mainly a matter of addressing them

reasonably, with a strong emphasis
on facts, diplomatically, with an eye
to the amount of Socialism they
were prepared to receive, and in a
conciliatory spirit."! George Ber
nard Shaw, a leading Fabian
spokesman, described the tactic of
penneation in more detail:

We urged our members to join the
Liberal and Radical Associations of their
districts, or, if they preferred it, the Con
servative Associations. We told them to
become members of the nearest Radical
Club and Co-operative Store, and to get
delegated to the Metropolitan Radical
Federation and the Liberal and Radical
Union if possible. On these bodies we
made speeches and moved resolutions,
or, better still, got the Parliamentary
candidate for the constituency to move
them, and secured reports and encourag
ing little articles for him in the Star. We
permeated the party organizations and
pulled all the wires we could lay our
hands on with our utmost adroitness and
energy; and we succeeded so far that in
1888 we gained the solid advantage of a
Progressive majority, full of ideas that
would never have come into their heads
had not the Fabians put them there, on
the first London County Council.2

Bending Existing Organizations
to Socialist Purposes

To appreciate fully the tactic of
permeation it needs to be viewed in
the broad context of socialism gen
erally. Most socialists looked
askance at existing organizations.
Anarchists and revolutionists be
lieved that they would have to be de-
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stroyed. Those of a more peaceful
bent usually thought in terms of
establishing their own communities
and organizations. Land redis
tributionists have been inclined to
think in terms of breaking up large
farms and parceling them out to
those who would tend them.
Socialists of a political bent favored
forming their own political parties,
and the usual result was a prolifera
tion of parties, each pushing its par
ticular panacea and very particular
doctrines.

By contrast, the Fabians accepted
the existing system of organizations.
They accepted the government, the
political parties, the businesses, the
educational institutions, the
churches, the newspapers, and so on.
That is not to say that they did not
want to make changes in them, for
that they did, but what they en
visioned was subtle, and sometimes
not so subtle, alterations, not aboli
tion, destruction, or replacement.
They wanted to permeate them, in
fluence them, and eventually con
trol the course oftheir development.

The Fabian Society had only a few
members at its inception. Eventu
ally, there would be several
thousand members, but it never be
came a mass organization. It would
not have been to their purpose if
they could have had one. (Convinced
and determined socialists constitute
only a small minority of the popula
tion in any land.) What they sought

may be best conceived as intellectual
leverage. That is the underlying
meaning of permeation.

Intellectual Leverage

Intellectual leverage does not re
quire quantity; it needs quality in
stead. Organizations concentrate
decision making power: in cabinets,
boards, committees, and ultimately
in individuals. All that is necessary
to alter their course is to influence
the decision makers. One man can
play a pivotal role on a board, com
mittee, commission, or cabinet sim
ply by adroitly advancing his ideas.
The commitment of the Labour
Party to socialism at the end of
World War I required only the
permeation of its leadership.

Intellectual leverage has a
broader impact than may be sug
gested by influence within particu
lar organizations. Ultimate intellec
tualleverage is achieved by the cre
ation and domination of the intellec
tual climate. This, too, the Fabians
eventually achieved in England.
They made socialism respectable, at
least that variety they propounded.
Indeed, for a time-particularly in
the 1940s-they made it about the
only respectable outlook. Their eclec
ticism made the task much easier
than it would otherwise have been.
They could draw into their frame
work reformers, interventionists,
welfarists, nationalizers, and what
have you. After all, an inflationist
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was a socialist, too, even despite
himself, for Fabians were in
flationists, and they were socialists.

Permeation was a most useful tac
tic in dominating the intellectual
climate. One does not have to own a
newspaper in order to determine
what books get good reviews. For
that, one needs only to be the book
review editor, and, sometimes, only
the reviewer. Careers are made and
unmade in such fashion, and an in
tellectual climate is shaped. When
that has, been accomplished, mere
politicians tend to be but reflexes of
the prevailing ideas.

The American,Pattern

In a general way, it is clear that
Americans used tactics similar to .
those advanced by the English Fa
bians. Americans have certainly
moved gradually, and episodically,
toward socialism. They did not, for
example, rush.out and take over the
railroads in one fell swoop (except
briefly during World War 1). In
stead, they passed mild regulation
at the first, in the late nineteenth
century. Then, over the years they
tightened the regulation until the
Interstate Commerce Commission
had a virtual stranglehold on them.,
Then, the government ,began to. en
courage the consolidation ofcompet
ing lines. In the course of time, the
federal government has taken over
providing some of the rail services
and some railroads. Control over the

money supply was not achieved all
at once. It was done step by step and
gradually over the better part of the
century. It was not complete until
the final steps were taken in making
it outright fiat money' in the late
1960s and early 1970s.

It is equally clear that Americans
would use government; to move to
ward socialism, just as the Fabians
had proposed in England. Existing
organizations were neither aban
doned, abolished, nor destroyed. ,In..
stead, they have generally been
penetrated by government power
and, where possible, instrumented
to the purposes of those who govern.
Existing political institutions have
been preserved, such' as those of
state and local government, but they
have been increasingly drawn into
dependence upon the federal gov
ernment and serve as instruments
to do its will. The framework of
popular government has ,·been pre
served and extended, but thesignifi
cance of elections has shifted more
and more toward ideological consid~

erations.

Political· Strategy

The tactic of permeation has been
much used by American intellectu
als. Indeed, no new political party
emerged to gain' major following in
the United States in the 'twentieth
century, .as did the Labour Party in
England. Instead, intellectuals of a
reformist, welfarist, and, ulti-
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mately, socialist bent penetrated
and permeated the Democratic and
Republican Parties. In the 1920s,
however, many of those of that Per
suasion became Progressives and
never returned to the Republican
fold. Instead, from the 1930s onward
the Democratic Party became the
main instrument of the thrust to
ward socialism. In many ways, it be
came the American equivalent of the
British Labour Party, relying
heavily on labor unions, their finan
cial contributions and the votes of
their members.

Intellectual leverage, perhaps the
single most important of Fabian
contributions to evolutionary
socialism, became as important in
America as England. The Fabians
did not have movies, radio, or televi
sion when they began to move to
gain intellectual leverage. At first,
they relied on tracts, pamphlets,
newspapers, magazines, and books.
The later inventions made possible a
degree of leverage difficult to im
agine earlier. A few men located at
pivotal positions in the three Ameri
can networks can decide what gets
shown, what interpretation is made
of it, who is allowed to speak, and in
what way. Above all, it is the power
to determine what are issues worth
considering that makes so much dif
ference.

There were, of course, major dif
ferences between England and the
United States. One difference that

impressed both British and Ameri
cans was that the United States has
a written constitution. Ramsay
MacDonald, British Fabian and
eventual Prime Minister, put it this
way in 1898: "The great bar to prog
ress is the written constitutions, Fed
eral and State, which give ultimate
power to a law court."3

Constitutional Issues

The American Fabian, an Ameri
can publication begun in 1895 in
conscious imitation of the British,
described the difficulty more fully:
HEngland's Constitution readily
admits of constant though gradual
modification. Our American Con
stitution does not readily admit of
such change. England can thus
move into Socialism almost imper
ceptibly. Our Constitution being
largely individualistic must be
changed to admit of Socialism, and
each change necessitates a political
crisis. This means the raising of
great new issues...."4 American
intellectuals did, of course, eventu
ally devise ways to move toward
socialism with few written constitu
tional changes, but that was owing
to American ingenuity mainly, not
to British.

Another difference was that
Americans generally have never
bought socialism when it was pack
aged that way. No party with the
avowed intent of establishing
socialism has ever come close to get-
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ting an electoral majority nation
ally. This difference, however, made
British Fabianism more important
to Americans with a socialistic bent,
not less. The Fabians were avowedly
and explicitly socialists. Most
American intellectuals of their
stripe were not, after the early
twentieth century. Yet to go any
where requires that the destination
be conceived somehow. By imitating
the British, Americans could be as
sured, or at least believe, that they
were headed in the direction of
socialism.

Common Influences in
Britain and America

The influence of British socialism
on American intellectuals has been
continual over the years. Not only
do Americans share a common lan
guage with the British but also a
common heritage and intellectual
framework. Twice in the twentieth
century the United States has gone
to war allied with the British, and in
these wars their relations have been
particularly close. The influence
sometimes surfaces as when Ameri
can intellectuals propose that the
British system of government is in
certain ways superior to our own
requiring a new election, or a new
government, when the leadership
suffers an adverse vote on a major
measure in the House of Commons,
for example, or having effective
party discipline.

Often, however, it was much more
direct than this might suggest. Here
is an example. Graham Wallas, one
of the first members of the English
Fabian Society, came to Harvard to
lecture in 1910. There he met and
became close friends with Walter
Lippmann, a student there at the
time and active in socialist circles. A
few years later when Lippmann
published Drift and Mastery, a sub
tle gradualist work, he dedicated it
to Wallas. Wallas replied in kind
with his new work, The Great Soci
ety, a phrase that would crop up
again years later as President Lyn
don Johnson's program for the
United States. ((The British Fabians
H. G. Wells and Graham WaHas,"
says one historian, ((visited the Har
vard campus and, as Englishmen,
made economic heresy respectable.
Lippmann was later convinced that
even William James had been con
verted to socialism by the dynamic
Wells."s Walter Lippmann became,
of course, one of the most adept at
maintaining intellectual leverage
by way of journalism.

The Impact of Keynes on
Economic Theory

Perhaps the best known example
of British influence is that of John
Maynard Keynes. It is not certain
that Keynes was a member of the
Fabian Society during the years of
his greatest prestige, but he was
closely associated with many Fa-
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bians, and rendered signal service to
their cause. Keynes did not, as some
may suppose, invent the notion of
manipulating the money supply to
achieve social ends. There were in
flationists around before he was
born. Nor did he invent national
planning and government control
over the economy. He did provide a
ponderous gloss in justification of
these activities with his General
Theory. Almost singlehandedly, he
made macro-economics respectable,
ifnot comprehensible. He carved out
a niche for intellectual leverage over
the economies of nations, including
the United States.

The dependence of Americans on
British socialism is suggested in this
description of his activities by
Robert Hunter who was for years a
leader in the Intercollegiate Society
of Socialists but who later re
nounced socialism:

When I was a resident at Hull House
in Chicago, at Toynbee Hall in London,
and at the University settlement in New
York, I was drawn by some bond of
sympathy into close association with
labor and socialist leaders of the three
great cities. For many years at home and
abroad, I passed from one group to
another in a world little known at the
time-a world almost exclusively oc
cupied with social problems and their
solutions. The groups in America were
small and without influence, but in
Europe the leaders were in Parliament,
and lines were forming for the class
conflicts which followed the World War.6

The significance of British influ
ence on American intellectuals lies,
of course, in the eventual influence
of these last on America. For that,
we turn now to some particulars of
the imitation of England.

It has been noted already that
those advancing socialist measures
in the United States had constitu
tional problems. Although they
were not so forbidding, so did the
British. The British had a separa
tion of powers in their government,
one which became the model for
many other governments in the
nineteenth century. They had an
hereditary monarch who had long
been head of state and chief execu
tive. They had an hereditary House
of Lords which served, in effect, not
only as a legislative body but as a
supreme court which was the ulti
mate arbiter of the Constitution.
The House of Commons was, of
course, the seat of popular govern
ment in the realm.

Concentration of Power

In the early twentieth century,
virtually all governmental power
was concentrated in the House of
Commons. Part of the concentration
had come about gradually and by
attrition. The monarch had been los
ing power for the better part of a
century. George III (1760-1820) was
the last monarch to assert himself
over the government. The two kings
who followed were weak and irreso-
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lute men who lacked the will and
determination to be anything much
but figureheads. Queen Victoria
(1837-1901) was respected and be
loved, but not because of any actual
control she exerted over the gov
ernment. As one historian notes, be
tween U1874 and 1914 while the
person of the monarch may even
have gained importance as a figure
head, it steadily lost power as a
factor in government."7

How low monarchy had sunk was
well illustrated in 1910. The Liber
als in the House, with a large ma
jority behind them, were determined
to break the power of the Lords.
They were afraid, however, that the
Lords might reject the legislation by
which it would have to be accom
plished. H. H. Asquith, the Prime
Minister, went to King George V to
ask him that if it became necessary
would he appoint enough new
Peers-upack the House of Lords"
to get the legislation through. The
King assented, though, as it turned
out, it was unnecessary.8

The House of Lords was shorn of
its effective veto powers over legis
lation in 1911. In the case of money
bills, if they were not passed without
amendment by the Lords within two
months of being sent to them they
became law ·without the assent of
the Peers of the realm. Other types
of legislation could be delayed much
longer, but if Commons persisted
they could become law without the

approval of the Lords. There was no
longer any effective constitutional
restraint on the House of Commons.
There should be no doubt, either,
that this constitutional change was
made to facilitate a socialistic bent
in the legislation from the House of
Commons. The Lords had refused to
accept a budget bill which steeply
taxed inheritances, income, and
land. The concentration of power
was rounded out in World War I
when great powers of decision were
vested in the prime minister and
that portion of his cabinet which
dealt with the conduct of the war.

Reserving the Safeguards

There was not only a separation of
powers in the United States but also
a dispersion of powers between the
federal and state governments. The
written constitutions which social
ists saw as an obstacle to their pro
grams were, then, augmented by
separations exceedingly difficult to
overcome. The United States does
not have party government in the
formal sense; hence, intellectual
leverage is difficult to achieve.

The first major step was achieved
in reducing the dispersal of powers
by the passage of the 17th Amend
ment in 1913. This provided for the
direct election of Senators by the
voters rather than by the state legis
latures. This shifted the Senate
away from representation of the
states toward nationalization. No
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longer could Senators be held to ac
count by state governments for the
manner in which they defended the
powers of the states.

The second major change was in
the direction of developing presiden
tial government. This may be seen
most directly in the development of
programs by presidential candi
dates, programs with names and di
rections. This development surfaced
into plain view for the first time in
the election of 1912. Theodore
Roosevelt presented his program as
the New Nationalism, and Woodrow
Wilson as the New Freedom.
Franklin D. Roosevelt carried it
considerably farther with his New
Deal, and his successors advanced
such programs as the Fair Deal,
New Frontier,and Great Society.

The second Roosevelt moved most
swiftly, deftly, and directly toward
presidential government. In the
early days of the New Deal, legisla
tion was drawn up in the executive
branch and swiftly passed by the
Congress. Much of this legislation
was drawn by what was called a
uBrain Trust," which gave great
leverage to intellectuals over the
government. Roosevelt attempted to
concentrate power even more by
campaigning in primaries against
members of his own party who had
aroused his disapproval and in his
ill-fated ttcourt packing" proposal.
This last was reminiscent of the no
tion of packing the House of Lords.

Downgrading the States
Presidential government did not

in itself reduce the independence of
the states. That has been ac
complished mainly in two other
ways. The most subtle assault on the
independence of the states has been
by the grant-in-aid. The English
Fabians saw the possibilities of the
grant-in-aid for nationalizing power
in England from their early years.
They called it (tthe middle way," the
middle way, that is, between cen
tralization and local autonomy.
((The middle way has," says one of
the Tracts, (tfor half a century, been
found through that most advantage
ous of expedients, the grant in aid.
We see this in its best form in the
police grant.... A grant in aid of the
cost of the local police was offered to
the justices and town councilors-at
first one quarter, and now one half,
of their actual expenditure on this
service, however large this may
be."9 That increasing grants could
be accompanied by increasing cen
tral control they did not point out,
but that has certainly been the case
in the United States.

Land grant colleges were first au
thorized in the nineteenth century,
but the grant-in-aid really got
underway on any scale in the United
States with Federal aid in building
highways. In the 1930s it was
employed in such programs as wel
fare and unemployment compensa
tion. Since the 19608 it has assumed
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gargantuan proportions as virtually
every conceivable program, from
education to police work, is partially
subsidized from Washington. Presi
dent Nixon pushed the idea of the
federal government sharing its tax
receipts with local governments.
The idea, as he presented it, was
that the federal system of govern
ment would be preserved by the pro
gram. What has happened, of
course, is that state and local gov
ernment have become increasingly
dependent upon these monies, and
that the national bureaucracy uses
the threat of withholding grants to
force these governments to comply
with their rules.

Changes by Court Interpretation

The other major means for subor
dinating the states has been by
court interpretation. Since court in
terpretation has also been used to
remove most of the substantive con
stitutional obstacles to socialism,
the two may be discussed jointly. By
the early twentieth century, Ameri
can reformers with a socialist bent
had figured out what had to be done
and how it could be done gradually.
Herbert Croly described the con
stitutional problems this way: uThe
regulation of commerce, the control
of corporations, and the still more
radical questions connected with the
distribution of wealth and the pre
vention ofpoverty-questions ofthis
kind should be left exclusively to the

central government; or in case they
are to any extent allowed to remain
under the jurisdiction of the states,
they should exercise such jurisdic
tion as the agents of the central
government."lO But much ofwhat he
had in mind could be accomplished
without amendment, he thought;
~~and in most respects it should be
left to the ordinary process of
gradual amendment by construc
tion.... "11 Walter Weyl, Croly's
colleague later at The New Repub
lic, declared that the Supreme Court
could ~~by a few progressive judicial
decisions ... democratize the Con
stitution."12

Whether the Supreme Court has
udemocratized" the Constitution or
not, it has certainly construed it so
as to subordinate the states, concen
trate power in the general govern
ment, and remove the obstacles to
socialist type legislation. By 1960
the interstate commerce clause had
been construed to be so inclusive in
its grant of power that the states
had only a remnant of power over
commercial activity.

Court Inltlated Reforms

The courts have long since taken
to initiating changes and reforms,
and it is widely accepted today that
the Supreme Court is some sort of
super legislative body, empowered
to alter the Constitution to contem
porary requirements. In this role,
the courts have been aided and abet-
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ted by the media-the seats of intel
lectual leverage-by having many

.oftheir most radical decisions hailed
as the ((law of the land."

Whether or not the United States
Constitution has been ((democ
ratized," it has certainly been
HBritishized." The early Fabians
were right in their assertions about
the basic difference between the
British and American constitutions.
While there are documents which
constitute a portion of the British
Constitution, it is not a written in
strument. Nor does it require ex
traordinary procedures to alter it.
Changes in custom and tradition,
new precedents, court decisions, and
acts of Parliament may and some
times do alter the constitution. It
consists of a complex of inherited
institutions, of established proce
dures, of legal developments, and of
legislative acts. It lends itself read
ily to gradual and incremental
changes.

The United States Constitution is
not like that. It is a written docu
ment; the procedures for amending
it are specified, and amendments
are extraordinary. Increasingly
since the late 1930s, however, the
Supreme Court has treated the Con
stitution as if it were a tradition
only to be altered with changing
conditions. In England, they re
voked the veto power of the House of
Lords to open the way for socialism.
In the United States, the negative

power of the courts was transformed
into a positive power to alter and
change. When the American col
onists broke from England and
founded their own political system
they continued to use the common
law inherited from England. Under
the impetus to socialism the Con
stitution is now treated as if it were
a part of the common law. That is
how the United States Constitution
has been UBritishized."

The Subtle Differences

Americans imitated the British
gradualist approach to socialism.
Like the British before them, they
accepted and worked within existing
organizations. They permeated
them. Like the British, American
intellectuals moved to vest power in
government, to concentrate it, and
to gain intellectual leverage over it.
Both claimed to be democratic. The
states were turned increasingly into
instruments of the federal govern
ment, and the Constitution treated
in the British manner as if it were
flexible and alterable at will, not
fixed by the language in which it is
written.

The significance of the American
imitation ofEngland comes out most
directly in the following ways. First,
it helps to establish the fact that we
are bent toward socialism. That has
not been easy to do, because Ameri
can programs have usually been ad
vanced as measures to cure particu-
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lar ills. By contrast, the British have
often been explicit about their aim
to achieve socialism. In so far as we
are imitating the English, we are
moving toward socialism, whether
we will or not. Second, both in Eng
land and America the removal of
many of the restraints on govern
ment power have been preludes to
assaults on property and reductions
of the control which the inhabitants
have over their own affairs. Third,
the British have gone farther down
the path toward socialism, and they
did so earlier. Hence, the conse
quences of socialism are more visi
ble there.

The ReSUlting Paralysis

First from the British, then from
the American experience, we can
conclude that the consequences of
socialism are paralysis. It begins as
partial paralysis, because of
gradualist methods, but over the
years it tends to extend into more
and more areas. To the extent that
the hope of gain motivates produc
tive activity, the assault on profit
making is an assault on productiv
ity. The graduated income tax takes
away much of the surplus for future
investment. Inflation reduces the
gain and fosters hoarding: of land,
antiques, untaxed securities, and so
forth. Redistribution of the wealth
encourages consumption and dis
courages, production. Economic
planning by government makes it

increasingly difficult for individuals
to make plans. It shifts the power to
act from the individual to the gov
ernment, thus partially paralyzing
~elaying, limiting, preventing
economic action.

The paralysis induced by
gradualist socialism evinces itself as
national decline, as social disinte
gration, and as nihilism at the indi
vidual level. Social disintegration
occurs as the breakup of families,
the loss of hold of institutions, de
creasing vitality in voluntary or
ganizations, and the breakdown of
the power of social prescription. In
dividual nihilism shows itself as
lawlessness, loss of self-respect, loss
of respect for others, contempt for
property, and the frantic pursuit of
thrills. That much of this has been
fostered and facilitated in the same
intellectual atmosphere that has
advanced socialism is demonstrable.

It is written that on a certain day
there came to the attention of Jesus
a man who had suffered an infirmity
for 38 years. The man was lying on a
bed beside a pool which, it was
claimed, was a place where one
might be cured if he could enter the
waters immediately after they had
been disturbed by an angel. Jesus
asked the man if he would like to be
made whole. Undoubtedly he would,
but, he pointed out, he had no one to
help him and when the time.came
someone else always got in ahead of
him. Jesus said to him, ~~Rise, take
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up thy bed, and walk." And he did.
(John 5:5-9)

Whatever else may have ailed the
man, he was almost certainly suffer
ing from what we would call a de
pendency syndrome. He was lying
beside the pool waiting for a miracle
to happen. All he needed was some
one to help him get into the waters
at the right time. He must have
been dependent on others for a long
time to provide him with his neces
sities. Ifhe was not at least partially
paralyzed he .might as well have
been.

The people of the United States
are suffering from a dependency
syndrome, and we have been par
tially paralyzed for at least 38 years,
if not longer. We have depended
upon European ideas for intellectual
sustenance. We have imitated Eng
land in adopting gradualist
socialism. We have become depen
dent upon government for all sorts
of aid and benefits. It is a paralyzing
dependency. Many are lying by a
pool, figuratively if not literally, ex
pecting to be rescued by some mira
cle. We would get in the water, too,
if we just had others to help us.

Jesus took the cold turkey ap
proach to the dependency syndrome.
ttRise, take up thy bed, and walk."
Stop lying around the pool expecting
a miracle. Stop imitating all those
others lying flat on their backs.

Stand on your own two feet. Take
responsibility for yourself and your
own. Manage your own affairs.
Would it be that easy? No, but it
would be at least that hard. Those
who think it would be easy are still
expecting miracles. Will it cure the
ills of the world? Probably not, the
cure is individual not collective.
Collectivism is the ill. The belief
that one is somehow responsible for
curing the ills of the world is the
disease. He who rises, takes up his
own bed and walks is no longer a
part of the problem but a part of the
solution. ,
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COLLEGE STUDENTS tend to be highly
idealistic. Most of them truly want
to help their fellow men and women.
They want to·do something worth
while with their lives. That's good,
ofcourse; for ifwe aren't idealistic in
our late 'teens and early 20s, there's
not much hope for us.

A part of my job as a teacher is to
discuss ~~careers" with these young
men and women. Every year,
perhaps a half-dozen will ask me to
suggest a career that will permit
them to earn a good living while also
~~making a contribution" to our na
tion and people in general. In most
cases, I suspect they're thinking in
terms of a career in government
where they'll work hard to pass good
laws to help the people.

While I never specifically advise
them against a career in govern
ment, I do try to get them to also
consider another possibility. My
suggestion goes something like this:
If you truly want to help your
fellowman, perhaps you should con
sider going into business. Then you
can personally produce something
that people want and are willing to
pay for. Beyond any doubt, that
would be a real and needed service.

For example, there are literally
millions ofyoung people-especially
young couples-who would like to
buy a house but can't. Prices and

Dr. Russell Is Professor of Management, SChool of
Business Administration, The University of Wiscon
sin at La Crosse.
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interest rates are beyond their
means. There's no law that forbids
you and me from helping them,
however, by building homes at
prices and financial terms they can
afford. That would be of tremendous
help to them.

You could also decide to build bet
ter refrigerators and sell them at
prices we consumers can pay. That's
how businessmen (and women) earn
their profits in a private-ownership
economy, Le., not by compulsory
laws but by peacefully satisfying the
wants of willing buyers.

That's what the market economy
and freedom of choice are all about.
For example, our enormous produc
tion of food-much of which is used
to feed Russians and Chinese-is
produced by businessmen-farmers
who voluntarily decide to do it.
Businessmen also produce our
clothes and movies, build our
churches and tractors, and develop
better vaccines to keep us healthier.

True enough, they want to im
prove their own lot when they sell
their products, i.e., they want to
earn profits. If they don't, obviously
they'll soon go broke and disappear.
There's a most unfortunate side ef
fect when that happens: Millions of
us Americans are likely to disappear
right along with them. For without
independent businessmen and
women to manage our production
and distribution facilities in an
economy of choice, we would start

the descent back toward the brute
like societies of compulsion and con
quest we can observe all around us.

For clear evidence of this inevita
ble result, look next door at the
maximum-security prison called
Cuba where exceedingly harsh mea
sures are imposed on people to pre
vent them from escaping to a land of .
choice. Look also at the Russian in
vaders in Czechoslovakia and Af
ghanistan, and their all-out efforts
to destroy human dignity along with
human beings. That's no service to
anyone, including even the Russian
conquerors and Cuban prison
wardens. For the leaders of those
nations themselves are also thereby
imprisoned and dehumanized. They
just live in better cells.

So if you'd like more people to
have more food, medical care, and
other products and services they
want, do consider a career in busi
ness where everyone is free to pro
duce or not produce, and to buy or
not buy. Then you can personally
help produce and distribute what
ever it is that people most want as
shown by their willingness to buy it.
That includes smaller cars, bigger
TV sets, and more vacations abroad.

And if you do a good job of produc
ing them, you are likely to earn
profits-hopefully, high profits. You
can then use those profits as you
think best-including giving them
to anyone you choose, and for any
reason that appeals to you. @
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HERBERT SPENCER (1820-1903) was
the nineteenth century's philos
opher of evolution. He aspired to
universal knowledge. What he
called his Synthetic Philosophy ran
to ten volumes. They included First
Principles (1862), followed by vol
umes on The Principles of Biology,
The Principles of Psychology, The
Principles of Sociology, and The
Principles of Ethics. Spencer also
wrote at least eight other books.

But his earliest published work
was a pamphlet, The Proper Sphere
of Government, which he wrote at
the age of22, and his first important
book was Social Statics, published in
1851. These publications advocated
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what would today be called, and was
in fact called at the time, Han ex
treme form of laissez faire."

The limitation of state power re
mained one of Spencer's dominant
interests till the end of his life. In a
later edition of Social Statics he
omitted a chapter entitled: ((The
Right to Ignore the State," but es
sentially his ideas on the subject of
state power changed very little as he
grew older. In 1884 he published a
small volume entitled The Man Ver
sus the State. In 1891 appeared Part
IV of The Principles ofEthics: ((The
Ethics of Social Life: Justice," and
he declared this to represent his de
finitive views on the subject. Let us
summarize and analyze them.

After some prior discussion,
Spencer arrives at what he calls Ha
formula of justice: ... Every man is
free to do that which he wills, pro-
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vided he infringes not the equal
freedom of any other man." This is
almost exactly the maxim that he
had laid down in his Social Statics
forty years earlier, but I regret that
it seems to me vague and unsatisfac
tory.

In The Principles of Ethics
Spencer was aware of criticisms that
must in the meantime have been
made of it by others, for he im
mediately proceeds to deal with one
of them:

ttA possible misapprehension
must be guarded against. There are
acts ofaggression which the formula
is presumably intended to exclude,
which apparently it does not
exclude. It maybe said that if A
strikes B, then, so long as B is not
debarred from striking A in return,
no greater freedom is claimed by the
one than by the other; or it may be
said that if A has trespassed on B's
property, the requirement of the
formula has not been broken so long
as B can trespass on A's property.
Such interpretations, however, mis
take the essential meaning.. of the
formula.... It does not countenance
a superfluous interference with
another's life, committed on the
ground that an equal interference
may balance it...."1

Now this will hardly do. If a for
mula does not in fact countenance
actions that it does countenance on
its face, then it has i not been satis
factorily formulated. It is not a satis-

factory rule or guide to policy, and it
must be revised or rejected. It must
clearly exclude aggression against
or harm to others.

But it must also carefully delimit
the nature of the ((aggression" or
((harm." If A and B are applying for
the same job or courting the same
girl, and A is the successful competi
tor, the prospects of B may be cor
respondingly damaged. But as long
as A ((played fair," and did not resort
to violence or fraud, no one would
consider that B had any just cause
for complaint. There are many simi- ~

lar cases, but there are also border
line cases. If A and B have neighbor
ing properties and A puts up an ugly
house that .B considers an eyesore
threatening his property value, has
B just cause for suit? If A puts up a
fire hazard or a chemical factory
that pollutes B's air or water, nearly
everyone would consider B's case
much stronger. It is problems like
these that legislators and courts
have to try to solve by passing scores
of laws and. making thousands of
decisions in individual cases.

More a Formula for Liberty
than for Justice

Spencer's formula strikes me
more as an attempted definition of
liberty than as a· maxim of justice.
And ifit is so, then lmuch prefer the
formula. of John Locke in 1690:
((Freedom of men under government
is to have a standing rule to live by,
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common to every one of that society,
and made by the legislative power
erected in it; a liberty to follow my
own will in all things, where the
rule prescribes not: and not to be
subject to the inconstant, uncertain,
unknown, arbitrary will of another
man."2

Montesquieu stated essentially
the same formula more briefly in
1748: ~~Liberty is the right to do
what the laws allow. If a citizen had
a right to do what they forbid it
would no longer be liberty, for
everyone else would have the same
right."3

So all practicable liberty is liberty
under law. But the shortcoming of
both Locke's and Montesquieu's
formulas is that they fail to state
explicitly that the restraints that
the laws impose must be just, defi-
nite' and minimal. But even a for
mula that embodied these specifica
tions would again fall short unless it
spelled out what these just and min
imal restraints would be. This is the
dilemma that confronts all efforts to
frame a concise definition of either
justice or liberty.

The nearest to a good, short speci
fication that I can at present re
member is Thomas Jefferson's call
for ua wise and frugal government,
which shall restrain men from. injur
ing one another, which shall leave
them otherwise free to regulate
their own pursuits of industry and
improvement, and shall not take

from the mouth of labor the bread it
has earned."4

But I have perhaps allowed myself
to be carried too far astray on this
point. Spencer's case for the mini
mal state does not rest solely or even
mainly on his own uformula for jus
tice." Though he does not embrace
the doctrine of Natural Law, he does
believe that man has certain inher
ent rights which we recognize by ~~a

priori intuition" or ~~a priori cogni
tion." He proceeds to write a series
of ten chapters on The Right to
Physical Integrity, The Rights to
Free Motion and Locomotion, to the
Uses of Natural Media, The Right of
Property, of Incorporeal Property, of
Gift and Bequest, of Free Exchange
and Free Contract, to Free Industry,
of Free Belief and Worship, and of
Free Speech and Publication. No
government, he argues, has any
legitimate power to violate or
abridge these rights.

A Modern Ring

At the end of Part IV Spencer
comes to seven chapters (23 to 29) on
the nature, constitution, and duties
of the state, and on the limits of
state duties. When he discusses the
constitution of the state, he might
have been writing about one of the
chiefproblems that disturb us today:

Ulfit is true that a generation ago
landowners and capitalists so ad
justed public arrangements as to
ease themselves and to press unduly
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upon others, it is no less true that
now artisans and laborers, through
representatives who are obliged to
do their bidding, are fast remolding
our social system in ways which
achieve their own gain through
others' loss. Year after year more
public agencies are established to
give what seem gratis benefits, at
the expense of those who pay taxes,
local and general, and the mass of
the people, receiving the benefits
and relieved from the cost of main
taining the public agencies, advo
cate the multiplication of them.

UIt is not true, then, that the pos
session of political power by all en
sures justice to all. Contrariwise,
experience makes obvious that
which should have been obvious
without experience, that with a uni
versal distribution of votes the
larger class will inevitably profit at
the expense of the smaller class.
Those higher earnings which more
efficient actions bring to the
superior, will not be all allowed to
remain with them, but part will be
drafted off in some indirect way to
eke out the lower earnings of the
less diligent or the less capable; and
in so far as this is done, the law of
equal freedom must be. broken."s

He sums up:
ttOne conclusion, however, is

clear. State burdens, however pro
portioned among citizens, should be
borne by all. Every one who receives
the benefits which government

gives should pay some share of the
costs of government and should di
rectly and not indirectly pay it....

ttHad each citizen to pay in a visi
ble and tangible form his proportion
of taxes, the sum would be so large
that all would insist on economy in
the performance of necessary func
tions and would resist the assump
tion of unnecessary functions,
whereas at present, offered as each
citizen is certain benefits for which
he is unconscious of paying, he is
tempted to approve of extravagance;
and is prompted to take the course,
unknowingly if not knowingly dis
honest, of obtaining benefits at
other men's expense.

ttDuring the days when extensions
of the franchise were in agitation, a
maxim perpetually repeated was
tTaxation without representation is
robbery.' Experience has since made
it clear that, on the other hand,
representation without taxation en
tails robbery." (pp. 219-20)

A Duty to Protect

In his chapter on ttThe Duties of
the State," Spencer concludes that
there is in effect just one: to protect
the citizenry against external and
internal aggression-against for
eign enemies and against its law
breakers. And in the following chap
ter on ttThe Limits of State Duties,"
he asserts:

uThe question of limits becomes
the question whether, beyond main-
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taining justice, the state can do any
thing else without transgressing
justice. On consideration we shall
find that it cannot. . ..

cCIf justice asserts the liberty of
each limited only by the like liber
ties of all, then the imposing of any
further limit is unjust; no matter
whether the power imposing it be
one man or a million ormen.... We
do not commonly see, in a tax a
diminution of freedom;' and yet it
clearly is one. The money taken rep
resents so much labor gone through,
and the product of that labor being
taken away.... cThus much of your
work shall be devoted, not to your
own purposes, but to our purposes,'
say the authorities to the citizens;
and to whatever extent this is car
ried, to that extent .. the citizens be
come slaves of the government."
(pp. 241-43)

Examples Galore

Though Spencer insisted con
stantly on the priority and necessity
of deductive reasoning,few political
writers have been so industrious
and specific in citing and piling up
concrete examples of the bungling,
contradictions, and abuses of power
in carrying out the multitudinous
functions that governments have
taken on. Long before he got to The
Principles ofEthics, he had detailed
scores of these not only in Social
Statics, but in such essays as
uOver-Legislation," CCState Tamper-

ings with Money and Banks," cCThe
Collective Wisdom," and many
others.

So in the Principles he continued
to cite case after specific case. Of
drafting laws, for example:

cCThe judges themselves exclaim
against the bungling legislation
they have to interpret: .one judge
saying. of a clause that he cdid not
believe its meaning was com
prehended .' either by the draftsman
who drew it' or Ctheparliament that
adopted it,' and another declaring
that Cit was impossible for human
skill to· find, words more calculated
to puzzle everybody.' As a natural
consequence we have every day ap
peals and again appeals-decisions
being reversed and re-reversed."
(pp. 252-253) One would think
Spencer was writing of conditions in
America today, rather than those of
England in 1890.

Of the coinage: CCln this we have
frequent changes where changes are
undesirable. We have mixed sys
tems: decimal, duodecimal, and
nondescript. Until recently we had
two scarcely. distinguishable pieces
for threepence and fourpence" etc.
(p.253)

Socialistic Legislation,

In a discussion on usocialistic
legislation," Spencer excoriates the
then Prime Minister, Lord Salis
bury, for sneering at basic principles
and saying: uWe ought first, to dis-
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cuss every subject on its own
merits." This is the method, com
ments Spencer, ~~which has been fol
lowed by those legislators who,
throughout past thousands of years,
have increased human miseries in
multitudinous ways and immeasur
able degrees by mischievous laws.
Regard for ~the merits of the case'
guided Diocletian when he fixed the
prices of articles and wages of work
ers' and similarly guided rulers of
all European nations who, century
after century, in innumerable cases,
have decided how much commodity
shall be given for so much money,
and in our own country guided those
who, after the Black Death, framed
the Statute of Labourers [to hold
down wages], and presently caused
the peasant revolt. The countless
acts which, here and abroad, pre
scribed qualities and modes of man
ufacture, and appointed searchers to
see that things were made as di
rected, were similarly prompted by
considerations of ~the merits of the
case': evils existed which it was ob
viously needful to prevent. . . .

~~Each one of those multitudinous
regulations enforced by swarms of
officials, which in France nearly
strangled industry, and was a part
cause of the French revolution,
seemed to those who established it, a
regulation which ~the merits of the
case' called for; and no less did there
seem to be called for the number
less sumptuary laws which, genera-

tion after generation, kings and
their ministers tried to enforce."
(pp. 260-61)

The Remarkable Contrast

After citing many more such
examples, Spencer sums up the con
trast between the amazing ac
complishments of free and spon
taneous social cooperation and the
immense harm wrought by mul
titudinous government interven
tions:

~~The average legislator, equally
with the average citizen, has no
faith whatever in the beneficent
working of social forces, notwith
standing the almost infinite illus
trations of this beneficent working.
He persists in thinking of a society
as a manufacture and not as a
growth: blind to the fact that the
vast and complex organization by
which its life is carried on, has re
sulted from the spontaneous cooper
ations of men pursuing their private
ends. Though, when he asks how the
surface of the earth has been cleared
and made fertile, how towns have
grown up, how manufactures of all
kinds have arisen, how the arts have
been developed, how knowledge has
been accumulated, how literature
has been produced, he is forced to
recognize the fact that none of these
are ofgovernmental origin, but have
many of them suffered from gov
ernmental obstruction; yet, ignoring
all this, he assumes that if a good is
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to be achieved or an evil prevented,
Parliament must be invoked. He has
unlimited faith in the agency which
has achieved multitudinous fail
ures, and has no faith in the agency
which has achieved multitudinous
successes." (pp. 266-67)

In expounding these views,
Spencer, so far as the bulk of public
opinion was concerned, was an iso
lated figure. Similar ideas were
being voiced by a handful of others,
notably Auberon Herbert (1838
1906), but the vigorous opposition of
Thomas H. Huxley (1825-1895)
probably came much nearer to ex-

A Sobering Thought

pressing the political philosophy of
the great mass of the British public
in the 1880s and 1890s, to the extent
that they bothered to formulate any
philosophy. Huxley's views will be
considered in a future issue of The
Freeman. ,

-FOOTNOTES-

lPrinciples of Ethics, Vol. II (Indianapolis:
Liberty Classics), Ch. 6, p. 62.

2Two Treatises of Civil Government (Every
man's: E. P. Dutton), Second Treatise, sec. 21,
p.127.

3The Spirit of the Laws, XI.
4First Inaugural Address (March 4, 1801).
sPrinciples ofEthics, II, pp. 212-13.
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UBERTY

... the cautious thinker may reason:-~lfin these personal affairs, where all
the conditions of the case were known to me, I have so often miscalcu
lated, how much oftener shall I miscalculate in political affairs, where
the conditions are too numerous, too widespread, too complex, too obscure
to be understood. Here, doubtless, is a social evil and there a de
sideratum; and were I sure of doing no mischief I would forthwith try to
cure the one and achieve the other. But when I remember how many of
my private schemes have miscarried; how speculations have failed,
agents proved dishonest, marriage been a disappointment; how I did but
pauperize the relative I sought to help; how my carefully-governed son
has turned out worse than most children; how the thing I desperately
strove against as a misfortune did me immense good; how while the
objects I ardently pursued brought me little happiness when gained,
most of my pleasures have come from unexpected sources; when I recall
these and hosts of like facts, I am struck with the incompetence of my
intellect to prescribe for society. And as the evil is one under which
society has not only lived but grown, while the desideratum is one it
may spontaneously obtain, as it has most others, in some unforeseen
way, I question the propriety of meddling."

HERBERT SPENCER, The Man versus the State
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Is it not paradoxical that after
emerging like the phoenix from the
ashes of the Gulag Archipelago Alex
ander Solzhenitsyn should speak
out against the land of milk and
honey? Is it not ironic that after
having known starvation and tor
ture he should attack the
enviable-and surely envied
comforts of the West? And yet, on
the occasion of the Harvard Univer
sity commencement on June 8, 1978,
the man who could well be called the
most significant moral leader of our
century, whose challenge to the con
science of mankind may prove to
have been the ultimate test for our
sclerotic spiritual fiber, accused us
of moral myopia, of pretending not
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to live in UA World Split Apart"
the apt title of his prophetic mes
sage.

The world is split indeed, by di
vergent ideologies no less than by
economic disparities. Those dis
parities, of course, are no secret.
Indeed, were economics alone at
stake in the dialogue it would seem
that the Marxist-assuming he is
truly a materialist-would opt for
capitalism: the experience of nearly
two centuries indicates that pros
perity is attained best when trade is
not hampered by regulatory legisla
tion.

Though few men are less utilitar
ian in outlook than Solzhenitsyn,
he is no exception in recognizing the
material success of the capitalist
system. He thus readily concedes
that ((it is almost universally recog
nized that the West shows all the
world a way to successful economic
development," inflation notwith
standing. He notes immediately,
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however, that in spite (or maybe
because) of this, u many people living
in the West are dissatisfied with
their own society. They despise
it or accuse it of not being up
to the level of maturity attained by
mankind. A number of such critics
turn to socialism, which is a false
and dangerous current."l

The problem, evidently, goes be
yond economics. It would seem that
we have here not so much an ab
sence of information concerning the
success of laissez faire in producing
wealth-indeed, wealth for the
greatest number-as a deep misun
derstanding concerning the ethical
foundations of capitalism. The
socialist challenge, I submit, is ul
timately a matter of morality.

Capitalism Under Attack:
The Socialist Challenge

Solzhenitsyn himself lists many of
the reasons why Westerners are dis
satisfied with their own society: a
weak social structure with a corres
pondingly alarming level of crime,
ubiquitous mediocrity, worries and
tensions that naturally accompany
competition, especially material
competition, a highly conformist
media, the cheap stupor that is tele
vision, and in general a pervading
sense of ((hastiness and superficial
ity" polluting our aesthetic space.
Not many a contemporary liberal
would disagree. It is nevertheless
mysterious why the preferred alter-

native is almost invariably found in
socialism. Whence its charm? Which
of its attributes seduces the liberal
critic? How do its cosmetics manage
to hide the leprous wart?

In his speech, Solzhenitsyn makes
no attempt to account for this dis
turbing state of affairs. He cites a
book by Igor Shafarevich entitled
Socialism (published recently in
France and due to appear shortly in
this country) as ((a profound analysis
showing that socialism of any type
and shade leads to total destruction
of the human spirit and to a leveling
of mankind to death."2 But how
could-how does-such a system
win the hearts and minds of intelli
gent people throughout the capital
ist world? Solzhenitsyn tells us that
in the East communism-which of
course is but a shade of socialism
has suffered a complete ideological
defeat (meaning, evidently, a de
facto defeat, though tragically not de
jure). Why, then, do we flirt with it
in the West?

Undoubtedly Shafarevich's book
has some of the best answers ever
offered to that question. In an essay
which summarizes the argument of
his book, published in a 1974 an
thology entitled From Under the
Rubble, Shafarevich traces the
ideology of socialism to the begin
ning of civilization, to Mesopotamia
in the twenty-second and twenty
first centuries B.C., which Shafare
vich takes to be the first known
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society to embody the basic pre
mises of socialism. These are: the
abolition of private property, the de
struction of religion, the destruction
of the family. Explicitly, therefore,
socialism is not only an economic
concept but U an incomparably wider
system of views, embracing almost
every aspect of human existence."3
This observation provides a key to
understanding the Western malaise.
For it is clear that the same is true
of ttcapitalism"-it too has come to
refer to more, much more than the
description of an· economic system.

At least one authority on popular
usage, the American College Dictio
nary, lists as a second meaning of
capitalism H2. the concentration of
capital in the hands of a few, or the
resulting power or influence," to be
read in conjunction with u3. a sys
tem favoring such concentration of
wealth" (emphasis added). Capital
ism is thus wedded to inequality.
And if there be one supreme secular
evil that truly irks the anti
capitalist temperament it is Hin
equality," sometimes also called ttso_
cial injustice" to further load the
term with self-righteous indigna
tion.

"Social Justice":
A Meaningless Concept

For those who abhor inequality,
the question is simply what means
will most effectively eliminate it.
There will be some, of course, who

point out that in fact capitalism has
done more than any other system to
further that end. Thus William F.
Buckley cites Professor Amnon
Rubinstein, himself a socialist, as
having made tta grudging, though
elegant, admission in a television
colloquy a year or two ago [1971-2]
in Israel: tOn the whole,' said
Rubinstein, tthose systems that
have put liberty ahead of equality
have done better by equality than
those that have put equality above
liberty'," an idea Buckley very much
shares,4 as does Senator Daniel Pat
rick Moynihan.

But others, who wish for greater
equality than the grossly unaided
eye is able to fathom in a capitalist
system, would interfere with private
economic arrangements by using
the state's coercive power. And here
the obvious differences are a matter
ofdegree: some would have the state
interfere only as a result of ma
jority vote and only by taking away
some, not all, of a person's private
property, thus ensuring that each
person receives from the public cof
fers only as much as it is deemed he
ttneeds."

Given the contemporary climate,
it is safe to say that Irving Kristol is
right when he writes that in our day
the idea that the income tax should
have redistributive effects is no
longer shocking. All about us we
find evidence of such a passion
which has now gained respectabil-
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ity. What especially concerns Kris
tol, however, is what he takes to be a
reluctance inherent in the capitalist
ideology to come forth with its own
necessary moral justification. Thus,
for example, he deplores Friedrich
von Hayek's alleged resistance to
the very idea. of judging whether
capitalism is just. Kristol writes
with some alarm that in his other
wise brilliant book, The Constitution
of Liberty, Hayek offers an ((argu
ment against viewing capitalism as
a system that incarnates any idea of
justice."5

Unfortunately, Kristol misses
Hayek's major point-even more
clearly spelled out in his recent
book, Law, Legislation and Liberty,
where he answers Kristol's argu
ment directly-which is to deny that
social justice could possibly mean
anything. Or, rather, the concept is
(tcapable of meaning almost any
thing one likes"6: usually based on
the analogy with human distribu
tion of rewards, where it is appro
priate to have some guiding princi
ples, the concept misleads.

After all, the function of the mar
ket is simply ((to indicate to people
what they ought to do if the order is
to be maintained on which they all
rely."7 Indeed this is precisely why
the market works: you are success
ful if your product is wanted (e.g.,
paid for) in the market place; if not,
your claim that somehow it ude
serves" success is empty. Only by

forcing people to buy what they do
not wish to have-whether this be
an outmoded railroad or horse-and
buggy, an inefficient way of pro
ducing steel or television receivers,
a boring (or even obscene and revolt
ing) form of art-eould you be re
warded once you have failed in the
market place. Is that tJustice"? Does
it not look like its very opposite?

But to say that Hayek dismisses
the quest for ((social" justice as illu
sory does not mean that he is either
oblivious or indifferent to justice as
such. Competition justly carried out
prohibits fraud and violence. And
this is the same idea that plays so
central a role in Adam Smith's sys
tem of natural liberty. To take away
from another, by force or fraud, is
ttinjury" and thus ttthe violation of
justice."

Without Force or Fraud

Capitalism is supposed to allow
for free transactions in a world not
previously redistributed (according
to whatever scheme) through force
or fraud. To continue on a just path,
there must be no positive interfer
ence (or tttakings," as the lawyer
would have it). Only then will it
work to produce the maximum pos
sible prosperity for all-not regard
less but, on the contrary, because of
its justice.

((Social" justice, on the other hand,
would have boggled the mind of an
Adam Smith as it does Hayek's and
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mine. A strong advocate of ttbenefi
cence," Smith not only applauded
charity but demanded that a truly
magnanimous man be compassion
ate and understand the limits of
power and riches, those ttenormous
and operose machines contrived to
produce a few trifling conveniences
to the body."8 Yet ttbeneficence" is
strictly distinguished from tJustice."
One mayor may not engage in the
former, depending on inclination
and sympathy; the latter, on the
other hand, must be observed on
pain of worldly punishment.

Smith may have thought of be
neficence as a means to attain
HGod's justice" on earth; but he
would certainly have been puzzled if
not quite horrified by attempts to
impose it through the state in the
guise of social justice. Hayek's re
fusal to discuss such a concept any
further seems to me to be the only
philosophically respectable ap
proach.

Inequality Guaranteed

Government-enforced Usocial jus
tice" leads to the sharpest in
equalities. Indeed, when the state
steps in allegedly to restore ttsocial
justice," invariably the result is the
very opposite of what was originally
intended. The literature describing
the great gulf that is govemment
sponsored inequality is too large,
but one of the very best documents
on the subject is Hedrick Smith's

The Russians, particularly Chapter
I, ttThe Privileged Class: Dachas and
ZHs."

My own experience in communist
Roma'nia where I spent the first
fourteen years of my life is in full
accord with Smith's observations. I
remember well the segregated hous
ing: the leaders lived in villas that
were off-limits to the rest of us while
we waited to be assigned our eight
square meters of real estate per per
son in a prescribed city or village
chosen at the discretion of bureau
crats who cared little about the dis
tance from our relatives and friends.
(Since then, matters have worsened:
all uninvited citizens are now actu
ally prevented by the police from
strolling along the official streets of
the Jianu district.)

There were also the segregated
shops: we, the unprivileged, could
only gaze through the windows of
fancy stores with foreign products
full of such delicacies as off-season
vegetables and shoes that fit, un
available to us no matter whether or
not we might have had the money to
buy such products.

Then came the segregated vaca
tion spots: we knew exactly which
villas on the Black Sea were re
served for Western tourists, for
Eastern Bloc visitors, for the Roma
nian elite, and for the rest of the
fortunate members of the pro
letariat who managed by hook or
(mostly) by crook to be put on ««the
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list." A vacationer who happened to
wander into the Uwrong" hotel
would be immediately arrested-an
apartheid the likes of which money
can never quite buy.

And of course there was always
the early lesson in school, where we
learned no later than kindergarten,
before we had been able to spell out
the red-lettered slogans decorating
our walls, that some among us had
been picked by a kind of irrevocable
because ideological fate and were
immune to the rules of ordinary
which is to say sandbox-justice.

I remember one well-dressed little
fellow protesting my outrage at an
unexplained confiscation of what I
took to be my personal building
blocks by right of first possession
and useful (if admittedly unproduc
tive) employment: urll tell my
daddy," he said, ((and he is gonna
make you go away." I snatched my
blocks right back, without under
standing till much later the reason
for my mother's livid complexion at
the time I proudly recounted my
adventure with all the braggadocio
of a potential Gulag inmate.

To return, then, to the title of

Francis E. Mahaffy
IDEAS ON

Solzhenitsyn's address before his
(largely apathetic) Harvard audi
ence: ((A World Split Apart." So it is
indeed split, in the communist sys
tems themselves, into classes of
power: the planners versus the
planned, the decision-makers as
against the large mass of the people.
All of this in the name, naturally, of
((social justice." But the price, in-
evitably, is freedom. And to call
such a state of affairs (Justice" is an
abuse not only of language but of
common sense. i
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UBERTY

ONLY when the state is restricted to the administration of justice, and
economic creativity thus freed from arbitrary restraints, will conditions
exist for making possible a lasting improvement in the welfare of the
more miserable peoples of the world.



BAFFLING to many reporters was the
alleged change of character in Jim
Jones. The tragic events in Guyana
were said to ~~defy rational
analysis."

Unfortunately, however, the
mechanics of mania are built into
our fondest political and religious
beliefs. They need only mass weari
ness with responsibility, and a
character with charisma, to set the
wheels grinding down the final road
to Jonestown.

Are we not taught righteous loy
alty to leadership in public school?
Don't we learn surrender to another
human being as saint or saviour in
church? Aren't we trained to hope
all our lives that ~~the right man"
will come along, that the «right sys
tem" will prevail?

A would-be leader's sense of com
passion and humanity may be
genuine, or he may be nothing but a
petty opportunist who sees a ready

Mrs. Robertson has a background in journalism,
education, and advertising, and live. In Los Angele.
with her husband and daughter.

Constance Robertson

Follow
the

Leader?
market in religion or politics-but
the outcome is the same.

When this ((right man" tries to
meet all the longings we dump upon
him, when he sees that his own
ecstatic and extravagant promises
cannot be humanly met, what does
he do?

Can we expect him to publicly
announce that it was all a mistake,
folks, go on home? Or can we expect
him to resort to expediency and de
ception, in order to keep alive the
fond illusion called leadership.

And when we become uneasily
aware that relinquishing our inter
ests to another is not working, what
do we do? Do we admit it looks like
we were all wrong? That we should
figure out things for ourselves? Or
do we permit, even encourage our
chosen leader to manufacture mira
cles and present us with programs.

Jim Jones' change in character is
no mystery. By investing him with
the responsibility for their interests,
his followers corrupted him as
surely as he later ruined them.
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Several decades ago in a nation
torn by war and ravaged by infla
tion, a man came along with a sys
tem that offered strong medicine for
hope, prosperity, and renewed pride.
This man's passion and eloquence,
his sincerity and dedication to his
nation's rise, and his energetic radio
presentations to reach the minds
and hearts of the people-all com
bined to assure the simple and the
intellectual alike that a true leader
had risen. Women swooned, men
cried, and God was thanked that at
last these beleaguered human beings
could be led to their high and holy
destiny-as· Master Race.

Never mind that his System was
imperfect, requiring hatred for indi
viduality and usurpation of prop
erty. All the suffering was for ((the
common good." Never mind that
their beloved leader fell into pathe
tic fits and tantrums. Surely he was
beleaguered by the burdens of great
ness. Never mind the talk of mur
ders and persecutions and personal
aberrations. Great men are always
misunderstood. His followers re
mained loyal-to the end.

Hitler and his movement is his
tory now, but human nature has not
changed. We still pin our hopes on
anyone who even talks about compe
tence and vision-which are qual
ities we need to develop in ourselves,
not look for in others. But we are
disarmed, for usually an influential
creature comes cloaked in the garb

of respectability, beguiling even
himself in his dapper uniform, his
politicians' pinstripes, or the vener
ated robes of religion.

How many of us are aware of
Executive Order 11921? (Federal
Register, Vol. 41, No. 116, June 15,
1976.) Should any President find (or
desire to create) a cause to declare
National Emergency, this Executive
Order allows the following: complete
government censorship, usurpation
of all production and distribution
facilities (food, water, power, health
services), management of all high
ways, streets, aviation equipment
and facilities, plus more. It means
complete control of the ways and
means ofour lives, ifour leader even
calls a situation a national emer
gency.

I'm less concerned over that likely
event than I am over our blind reac
tion to it. Weary of our national
malaise, concerned about world
events, eager to have a renewed
sense of direction, will we fall into
the People's Temple trap? Will we,
in fear and in gratitude, further em
power a President with the surren
der of our rightful responsibilities?
In an emotional orgy of martial
music and slick slogans, will we con
fuse our individual ethics with ((our
leader's" personal ambitions?

Will generations hence wonder
that we were impressed with a
man's religious and dedicated at
titude, that we were delighted with
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his righteous and charismatic
anger? Will they comprehend how
we slavishly rendered up our daily
freedom, in misplaced hope and fear,
to a President who could not resist
~~great leadership" and the ~~will of
the people."

I'm all for defending my country.
I'll fight if I have to, with a pen or a
gun, for my family, my life, my lib
erty, my· property. And I will join
with those of a like mind, against all
coercion, whether foreign or domes
tic. But ~~my leader," in war and in
peace, will have to fend for himself. I
will not play Follow the Leader. The
bloody footprints from that age-old
con-game are smeared all over world
history. I will not go down as
another sad statistic, as one of mil
lions who relied on their govern
ment and trusted in their leader.

History's most recent reminder of
our human gullibility, of the degrad
ing symbiosis between avid leader
and devoted follower, was Guyana.
Jim Jones skillfully combined reli
gion and politics to establish leader
ship over 1,000 conscientious and
idealistic American people. How
many more of us hold the same false
beliefs-that our well-being is bet
ter off under the influence of a
leader and his organization?

Rather than a mystery, the loss of
integrity, property, liberty, and life
is the logical outcome of our attach
ment to leaders and institutions.
Degradation, despair, and death are

the historically proven prices we pay
for looking outside ourselves for sal
vation.

Our solutions lie within. Inspira
tion is within. What we know as God
is within each individual, no more so
and no less so than in any other
individual.

We need only to cultivate our per
sonal self-esteem, but in gratitude,
not in arrogance. We need only to
cultivate our self-reliance, but in
awareness, not contempt, for the
concerns of those around us. We can
travel the middle path of Dignity, as
neither Manipulator nor the Ma
nipulated. We can exercise what we
believe in an involved and responsi
ble existence, but we need never
sacrifice our life to the personal val
ues of another.

Shall we in the United States
blunder into a debacle, surrendering
in hopeful worship and obedience to
a leader who touts ~~the common
good" and ~~self-sacrifice"? Millions
fell for that propaganda in Ger
many. One thousand Americans fell
for it in Guyana.

Or shall we choose to be aware
and responsible individualists,
whose love for our families, our
country, and our God is expressed in
a calculated disdain of leaders,
causes, and mass movements.

Know that we have a choice, in
every action and attitude. Let free
dom be. ,



Allan C. Brownfeld

Knowledge
and
Decisions

THOMAS SoWELL, professor of eco
nomics at U.C.L.A. and the author
of such important books as Classical
Economics Reconsidered (1974) and
Race and Economics (1975) is one of
the most articulate advocates of the
free market in the United States at
the present time. Interestingly, the
fact that he is black has caused
many who might not otherwise
carefully consider his work to pay it
the attention it deserves.

In this book, he illustrates in
depth the superiority of the market
to various forms of collective deci
sion making, and shows the manner
in which the collective idea has
gained in the U.S., tracing trends in
economics, law and politics which
are moving us away from freedom.

Mr. 8rown"ld. of A....ndrla. Virgin"............nee
.UllIor. editor .nd lecturer npec..llrlntBreated In
polltlclll eo"nee.
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Thomas Sowell

In modern society, he notes, the
number of separate individual deci
sions required to do something so
apparently simple as bringing a
slice ofbread and pat ofbutter to the
table-let alone something so com..,
plex as exploring space-is stagger
ing to the mind. Yet processes in
volving a multitude of such deci
sions are undertaken every minute
of the day by untold millions of peo
ple.

Dr. Sowell portrays society as a
collection of interconnected and
overlapping decision-making units
ranging from U a married couple to a
police department to a national gov
ernment." They all operate under
the inherent constraint of scarcity,
and thus face the necessity ofengag
ing in Utrade-offs." Parents deciding
how much time and energy to devote
to the care of each of their children
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or a police department determining
which laws it will enforce most vig
orously both must forgo some desir
able options in order to pursue
others. The weighing of costs and
benefits that characterizes the
economic sphere can be seen at work
throughout the whole range of
human choice: nSocial values in
general are incrementally variable:
neither safety, diversity, rational
articulation, nor morality is categor
ically·a ~good thing' to have more of,
without limits. All are subject to
diminishing returns, and ultimately
negative returns."

Knowledge and Decisions by
Thomas Sowell. Published by
Basic Books, 10 E. 53rd St.,
New York, N.Y. 10022, 1980.
422 pages, $18.50 cloth.

There is a radical difference· be
tween the kind. of knowledge pos
sessed by producers .of goods and
intellectuals or bureaucrats. UTo say
that a farm boy knows how to milk a
cow," the author writes, ~tis to say
that we can send him out to the barn
with an empty pail and expect him
to return with milk. To say that a
criminologist understands crime is
not to say that we can send him out
with a grant or a law and expect him
to return with a lower crime .rate.
He is more likely. to return with a
report on why he has not· succeeded
yet, and including the inevitable

need for more money, a larger staff,
more sweeping powers, etc. In short,
the degree of authentication of
knowledge may be lower in the
thigher' intellectual levels and much
higher in those areas which intellec
tuals choose to regard as tlower.'"

Incentives Differ

When any area of concern be
comes the province of government
officials, a different structure of in
centives exists than when free mar
ket incentives were working. Gov
ernment decision makers, for exam
ple, may act rationally within the
context of their own personal· and
bureaucratic incentives and
constraints-such as the desire for
re-election or promotion, or for in
creasing the power of their
agency-but this may produce a so
cially harmful result.

Thus, Dr. Sowell argues, ttMuch
criticism of tincompetent bureau
crats' implicitly assumes that those
in the bureaucracy are pursuing the
assigned goal but failing to achieve
it due to lack of ability. In fact, they
may be responding very rationally
and ably to .the set of incentives
facing them. For example, govern
ment regulatory agencies are often
very ineffective in controlling the
industry or sector which they have a
legal mandate to regulate. But it is a
common pattern in such.agencies for
those indecision-making positions
to (1) earn far less money than'com-
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parable individuals earn in the reg
ulated sector, and (2) after a few
years' experience to move on to jobs
in the regulated sector. In short,
they are regulating their future em
ployers. Under such a set of incen
tives, it is hardly surprising that
decision makers ... approach those
whom they are assigned to regulate
with an attitude that is sympathe
tic, cooperative, and even protec
tive."

The examples of such an incentive
structure at work, Dr. Sowell shows,
are numerous, among them, the In
terstate Commerce Commission and
the trucking industry, and the Civil
Aeronautics Board and the airline
industry. He. declares that, ttMuch
discussion of the pros and cons of
various tissues' overlooks the crucial
fact that the most basic decision is
who makes the decision, under what
constraints, and subject to what
feedback mechanisms."

Numerous Options

When government decides
something-it decides it for
everyone, often wrongly. ttThe ad
vantages of market institutions,"
Dr. Sowell states, U over government
institutions are . . . that people can
usually make a better choice out of
numerous options than by following
a single prescribed process. The di
versity of personal tastes insures
that no given institution will be
come the answer to a human prob-

lem in the market. The need for
food, housing, or other desiderata
can be met in a sweeping range of
ways. Some of the methods most
preferred by some will be the most
abhorred by others. Responsiveness
to individual diversity means that
market processes necessarily pro
duce tchaotic' results from the point
of view of any single given scale of
values. No matter which particular
way you think people should be
housed or fed (or their other needs
met) the market will not do it just
that way, because the market is not
a particular set of institutions. Peo
ple who are convinced that their
values are best-not only for them
selves but for others-must neces
sarily be offended by many things that
happen in a market economy....
The diversity of tastes satisfied by a
market may be its greatest economic
achievement, but it is also its
greatest political vulnerability."

Since an economy functions with
scarce resources which have alter
native uses, there must be some
method of coordinating the ration
ing process and getting the most
output from the available input.
Discussing the manner in which the
market proves itself the best source
of such coordination, Dr. Sowell
writes: ttPrice movements economize
on the knowledge needed for given
decisions. Where such prices are ar
tificially maintained by force, rather
than through voluntary transac-
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tions, they convey misinformation
as to relative scarcities, and there
fore lead the economy away from the
optimal use of resources. Accurate
prices resulting from voluntary ex
change permit the economy to
achieve optimal performance in
terms of satisfying each individual
as much as he can be. satisfied, by
his own standards, without sacrific
ing others by their own respective
standards. The results must, how
ever, appear tchaotic' to any ob
server judging by any given set of
standards applied to all. . . . The
most basic question is not what is
best but who shall decide what is
best. . . . Figures of speech about
tsociety' as decision maker ignore
the diversity of individual prefer
ences which are responsible for
many of the very phenomena in
question-whether economic, social,
or political."

Timed for Short Run

Political decision making also has
a time horizon which is confined to
the very short run. ttThe time hori
zon of the constituent," the author
points out, ttmay be his lifetime, and
perhaps that of his children, or even
the longer range interest of the
whole society as an on-going enter
prise. The inherent incentive struc
ture facing a political surrogate em
phasizes the time remaining be
tween a given decision and the next
election. The opportunity for policies

with immediate benefits and longer
run negative consequences are obvi
ous, not only in theory but in prac
tice."

Government agencies also have
no interest in solving the ttproblems"
they were created to deal with. If
they succeeded, their jobs would
end. The result: tt. . . the agency
must then apply more activity per
residual unit of evil, just in order to
maintain its current employment
and appropriations level. If the
agency is supposed to fight dis
crimination against minorities, it
must successively expand its con
cept of what constitutes tdiscrimina
tion' and what constitutes a tminor
ity.' Urgent tasks such as securing
basic civil rights for blacks ulti
mately give way to activities de
signed to get equal numbers of
cheerleaders for girls' high school
athletic teams. A nongovernmental
organization, such as the March of
Dimes, could-as it did, after con
quering polio-turn its attention to
other serious diseases, but if it had a
government mandate strictly lim
ited to polio, it would have little
choice but to continue into such ac
tivities as writing the history of
polio, collecting old polio posters,
etc., while children were still dying
of birth defects and other maladies
... a nongovernmental organization
subject to feedback from donors or
customers has incentives and con
straints that lead to institutional
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decisions more attuned to rational
social trade-offs."

The question, therefore, is not the
nature of the ,men and women in
charge of governmentprograms, but
the nature of bureaucracy itself:
((Bureaucracies, by definition, are
controlled by administrative or
political decisions,not by incentives
and constraints communicated
through market price fluctuations.
... The rank and pay of a bureaucrat
is determined by his degree of
(responsibility'-in categories
documentable to third parties judg
ing a process rather than a result.
He is paid by how many people he
manages and how much money he
administers. Overstaffing, (needless'
paperwork, and (unnecessary' delays
may be such only relative to social
purposes-not relative to the incen
tives established. Every (needless'
employee is a reason for his superior
to get a higher salary ..."

Government Is Not Society

One key myth which Thomas
Sowell wants to dispel is that, some
how, government is the equivalent
of ((society." It is not. Instead, he
writes, ((it is often not a consolidated
decisionmaking" unit but an over
lapping montage of autonomous
branches, agencies, and power
cliques-each of these responsive to
different outside coalitions of inter
est groups or ideologists.,. . . A
bureaucracy which can envelop its

processes in intricate and unintel
ligible regulations and bury its per
formance under mountains of
tangential statistics has achieved
the security of insulation from feed
back. Knowledge costs-whether
inherent or contrived-are institu
tional insulations.~'

Trends today, both in the U.S. and
elsewhere in the Western world, are
clearly away from freedom. Democ
racy, Dr. Sowell reminds us, is a
process, not a value. People can give
their freedom away through the
democratic, process, .. as many,have
done. Hitler, after all, 'came to power,.
in Germany through that very dem
ocratic process.

Dr. Sowell discusses the role of
intellectuals in eroding freedom, a
role played by intellectuals in other
societies as well, for freedom denies
them the power to inflict their ideas
upon others. He chronicles the in
creasingly legislative role played·by
the courts and the non-elected
bureaucracy and laments that,
(tOver the years, but especially in
the twentieth century, the constitu
tional division of powers has' been
eroded or destroyed . . . the sheer
growth in size of the federal gov
ernment has given it new powers
derived neither from' the .Constitu
tion nor from any statutes, but in
herent in the disposition of vast
sums of money, many important
jobs, and great discretionary powers
of enforcing a massive and ever
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growing amount of laws and regula
tions. . . . The size of government
affects the ability of the citizens to
monitor what it does-or even the
ability of their elected political sur
rogates to monitor the activities of a
far-flung administrative empire....
None of this is historically unique.
In the late stages of the Roman
Empire its civil servants tfelt able to
exhibit a serene defiance of the Em
peror.' ... The same was later true of
Czarist Russia, for John Stuart Mill
declared, tThe Czar himself is pow
erless against the bureaucratic
body; he can send anyone of them to
Siberia, but he cannot govern with
out them, or against their will.' The
experience of Imperial China was
very much the same."

The free enterprise system is, Dr.
Sowell believes, worthy of support
not only because it is the most effi
cient but, far more important, be
cause it is the only economic system
consistent with other freedoms.
Those who oppose the free market,
whatever their rhetoric, are really
opposed to freedom, for which they
would like to substitute their own
ideological notions.

F. A. Harper

Although he understands the
negative trends, Thomas Sowell is
not a pessimist. If he were, he would
not have produced this thoughtful
and incisive defense of freedom. He
concludes: ttHistorically, freedom is
a rare and fragile thing. It has
emerged out of the stalemates of
would-be oppressors. Freedom has
cost the blood of millions in obscure
places and in historic sites ranging
from Gettysburg to the Gulag Ar
chipelago. A frontal assault on free
dom is still impossible in America
and in most of Western civilization.
Perhaps nowhere in the world is
anyone frankly against it, though
everywhere there are those pre
pared to scrap it for other things
that shine more brightly for the
moment. That something that costs
so much in human lives should be
surrendered piecemeal in exchange
for visions or rhetoric seems gro
tesque. Freedom is not simply the
right of intellectuals to circulate
their merchandise. It is, above all,
the right of ordinary people to find
elbow room for themselves and a
refuge from the rampaging pre
sumptions of their tbetters.' " i

IDEAS ON

UBERTY

IF man is to continue his self-improvement, he must be free to exercise
the powers ofchoice with which he has been endowed. When discrimina
tion is not allowed according to one's wisdom and conscience, both
discrimination and conscience will atrophy in the same manner as an
unused muscle.



A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

The World
in the

Grip of an
Idea

CLARENCE B. CARSON is well known
to readers ofThe Freeman. He has a
way of reducing complex things to
essentials, presenting his argu
ments in simple common-sense lan
guage that cuts through the ver
biage foisted on the world by
ideologists of all stripes.

His The World in the Grip of an
Idea argues that majority govern
ments throughout the world are
pretty much all of a piece. Some of
them call themselves communist,
others profess to be socialist of one
type or another (there is Arab social
ism, European democratic socialism,
Mrican socialism and so on). The
Scandinavians speak of their middle
way. The British have been
~~gradualist" collectivists since the
1880s, and their Fabianism has
rubbed off not only on India but on
practically all of their former col
onies. The United States, with its
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Uprogressivism," may have lagged a
bit behind England, but it has been
going in the same direction.

The Cold War, then, has repre
sented a quarrel over means, tempo
and personal leadership rather than
a struggle over conflicting
philosophies. The ~~idea" that grips
the world is that everybody should
agree that all efforts should be con
certed to achieve human felicity on
this planet, and that the State is the
proper instrument to carry out the
grand crusade.

The only trouble with the ~~idea" is
that no two human beings have the
same conception of felicity. One man
wants to climb Everest, another is
intent on being a gourmet. When
the communists run up against this
fact they fall back on the Rous
seauistic theory that once Usociety"
is remade, the U new man" will
emerge, willing to forswear individ-
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ualism in favor of supporting the
General Will. The Fascists word it
their own way-their goals are na
tionalist as well as socialist. Fabians
and progressives are willing to ap
proach the grand goal in piecemeal
fashion. But they all agree that the
force of the State is essential to
reach the Utopian end.

The Consequences of Force

When force is used to make people
over, it brutalizes its wielders and
makes displaced persons of millions.
Some states are worse than others,
but, as Harold Laski once said in a
moment of confession, ((All govern-
ments are bloody." It's a matter of
degree. What Mr. Carson has done is
to set up a degree chart, which will
give consolation to people who are
lucky enough to have fallen among
Fabians rather than revolutionary
Marxists or Fascists. But the degree
chart isn't going to help in the long
run unless there is a revival of vol
untarism and a reinstatement of the
idea of society as something quite
separate from the State.

The quarrel between revolution
ary and evolutionary socialism is
similar to the quarrel within Chris
tendom in the seventeenth century.
Mr. Carson devotes separate sec
tions to the various anti-religious
religions that have taken over in
different parts of the world as the
socialist gospel has made its con
verts. Lenin gave Marxism a ter-

rorist twist in Russia, and Hitler, in
the Germany of the late Twenties
and Thirties, proved himself an apt
pupil of the Bolshevists, whose mur
derous zealotry in dispatching the
Czar's family included killing the
royal spaniel.

The World In the Grip of an
Idea by Clarence B. Carson.
Published by Arlington
House, Westport, Connecticut
06880. 562 pages, $14.95
cloth. The book also is avail
able from The Foundation for
Economic Education, Inc.,
Irvington-on-Hudson, New
York 10533.

It would be too much to blame the
emergence of revolutionary
socialism on the German mind, for
Marx owed much to French revolu
tionary theorists as well as to Hegel.
And, after all, the most influential
preacher of the evolutionary
socialist idea was a now-forgotten
German named Eduard Bernstein.
He saved western Europe for the
Fabian ideal. But idealism itselfhas
survived neither in Russia nor in
Fabian England or Sweden. Dis
pensing with respect for individuals,
evolutionary socialism becomes a
series of negotiated compromises be
tween groups. This entails a
tyranny of sorts as individuals are
made pawns within a group.
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Political and Splrnual
Mr. Carson's history is brilliantly

written. It brings us down to the
present moment and his theory of
the ~~two braces." All socialism is
braced to communism, for the idea
that has the world in its grip culmi
nates in a state power monopoly.
But braces, as Mr. Carson explains,
work both ways. The dependence of
evolutionary socialism on com
munism is largely spiritual-it is,
says Mr. Carson, ~~the vision of a
forward-marching, triumphant
world socialism riding the wave of
History." But communism itself is a
counterproductive economic system.
It depends on the non-communist
world for inventions, for technologi
cal innovation, and even for periodic
grain shipments, for survival.

Mr. Carson says the mutual de
pendence is bound to be only tem
porary: the lust of the communists is
for domination. Mr. Carson offers
his readers a ufearful prospect," with
various centers of communism con
tending with each other, with ter
rorism and violence being stepped
up on a world scale.

A Ray of Hope

Mr. Carson is not without hope,
however. He ends with an odd at
tack on all sorts of organization,
including the modem corporation.
In this he echoes Bertrand Russell
who wrote Freedom Versus Organiza-

tion and the Hilaire Belloc of The
Servile State. I think he overreaches
himself here: the big corporation is
no monster as long as people are free
to patronize rivals and to quit their
jobs or sell their stock. But he is
quite right when he says there is a
hint of spring in the air. People are
weary of socialism, of depending on
institutions. ~~Men," he says, ~~are

beginning to relearn an old truth: ~If

you want something done right, do it
yourself.' Specialization is breaking
down ... they are considering indi
vidual devices of providing electric
ity for their homes. In a thousand
uncharted ways they are seeking to
disentangle themselves from or
ganizations and collectives."

Mr. Carson objects to being a
number in a-computer. But omnipo
tent government says you must
have a social security number. As
the computer memory banks become
more and more cluttered, however,
the police power can't keep up with
the infonnation that is stored. More
and more people are becoming adept
in avoiding getting the details of
their lives into the computer in the
first place. As Alice Widener has
noted, we have a thriving under
ground economy. I wish Mr. Carson
would devote his next book to
exploring the extent of that
economy-it might give real sub
stance to his feeling that spring is
indeed in the air. ,
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FREE TO CHOOSE:
A PERSONAL STATEMENT
by Milton and Rose Friedman
(Harcourt Brace Jovanovich, Inc., 757
Third Ave., New York, N.Y. 10017) 1979
338 pages. $9.95 cloth

Reviewed by William L. Baker

STEAMROLLER GOVERNMENT is the
bane of twentieth century life. It is
the trademark of our time. Expand
ing budgets, unfettered taxation,
galloping inflation, burgeoning
bureaucracy, tireless assaults upon
individualism and productivity are
the tragic earmarks of our painfully
collectivized world. Free to Choose
tackles this Leviathan and dispels
much of the ignorance, the many
cliches, and the persistent myths
which envelop the welfare state. Au
thor of a growing shelf offree market
books and monetary treatises, Mil
ton Friedman brings to his latest
task the rarefied prestige of the
Nobel Prize, a formidable array of
mental tools and academic skills.
Mrs. Friedman is a scholar in her
own right.

Essentially, the Friedmans tell us
that the market economy is indis
pensable to a free society. It is the
free market which generates
maximum production and provides
the means for every other liberty. As
an aid in convincing recalcitrant
readers, the authors invoke the tcin_

visible hand" of the redoubtable
Adam Smith, whose Wealth of Na
tions appeared the same year as the
Declaration of Independence C~a

curious coincidence"}.
The ~~miracle" of American pro

ductivity, the authors point out,
stems from the market-free men
engaged in voluntary exchanges.
Private initiative unrestrained by
the bureaucratic tyranny of
economic controls produced the
wealthiest country ever. Critical to
this paradigm is the role of prices as
transmitters of information-a pe
culiarly ~~Austrian" notion. It was
Adam Smith's great ~~flash of ge
nius," however, that prices (emerg
ing as they do from voluntary trans
actions) coordinate the myriad ac
tivities of millions of unsuspecting
actors blissfully unaware that they
are part of any general system or
plan.

It is this apparent ~~planlessness,"

this uanarchy of production" of free
market capitalism that interven
tionists and collectivists decry so
vacuously, ignorant that the under
lying harmony is bolstered and
guided by the phenomenon of price,
which in turn is the reliable reflec
tion of consumer spending. This
issue is not, and never has been,
tcplanning" versus ~~not planning"
but, rather, who shall do the plan
ning? Shall production be dictated
by the socialist board of central
planning; or shall producers be
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guided by the millions of customers
casting their Uballots," expressing
their wants in the daily plebiscite of
the market? Only the latter is com
patible with a society of free people.

There is an excellent chapter
favoring free trade, establishing the
point that ~~controlson foreign trade
extend to domestic trade." Social Se
curity and other uwelfare" measures
are shown to be hollow promises.
Government schooling is severely
critiqued, as are labor unions, and
the various regulatory agencies al
legedly designed to protect the con
sumer.

Only when they come to the chap
ters on inflation and the depression
do the Friedmans abandon their free
market scenario. Here the authors
are all for the Federal Reserve Sys
tem (a notorious instrument of gov
ernmental hegemony over the mar
ket), government sponsorship of the
money supply, and a yearly rate of
officially prescribed doses of infla
tion. It is true that the Friedmans
correctly diagnose the economic cul
pability of government. Moreover,
they easily pierce the standard fal
lacies that it is the greedy busi
nessman, the unions, or rapacious
Arab sheiks that generate inflation.
But the ~~cure" which is served up is
dubious indeed. It is to control infla
tion by carefully calibrated doses of
inflation! Government would legally
expand the money supply at a fixed
annual rate-as if the political pro-

cess could be trusted to achieve an
economic end!

Furthermore, the authors are
convinced that the Great Depression
resulted from a deflation, a too
sharp reduction in the amount of
money in circulation. Certainly they
err. An elementary application of
Say's Law would enable us to under
stand that a contraction in the
money supply followed by a corres
ponding drop in wages and prices
need present no insurmountable dif
ficulties. Except for the initial
period of readjustment inescapable
during any period of deflation, no
serious curtailment of goods and
services need result. However, if
the government attempts to artifi
cally enforce yesterday's prices with
today's monetary quantity, tragic
dislocations and bottlenecks are in
evitable. That was the legacy of the
Great Depression: a futile attempt
to prop up inflated prices with a
deflated currency.

The Friedmans believe that we
need a governmentally sponsored
central bank of issue. Misesians
would argue that the existence of
such a bank has been the problem
all along. What is really needed is a
free market money divorced from
the arbitrary acts of power brokers
and political collaborators. At any
rate, to couple the ~~freemarket"

with a governmental monetary
bureaucracy amounts to a regret
table contradiction in terms. ,
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Robert Bearce

AGAINST
~TIf~ALL
ENEMIES

Part!

THE elected and appointed officials of
our federal government take an oath
of office before undertaking their
constitutional duties. Let's take a
look at that oath, expressed as a
question and answered by UI do."

Do you solemnly swear that you
will support and defend the Con
stitution ofthe United States against
all enemies, foreign and domestic;
that you will bear true faith and
allegiance to the same; that you take
this obligation freely, without any
mental reservation or purpose ofeva
sion; and that you will well and
faithfully discharge the duties of the
office on which you are about to en
ter: So help you God?

In this three-part series, Robert Bearce of Houston,
Texas identifies the basic principles of limited gov
ernment as set forth in the Constitution of the United
States. He shows how we have forsaken many of the
basics, and points the way toward a restoration of
freedom.

In response to their oath of office,
our Congressmen and Senators an
swer uI do," but do they really mean
it?

Unfortunately for the cause of
freedom, the oath of office has often
become only a hollow formality. Too
many members of the adminis
trative, legislative, and judicial
branches of the federal government
have failed to ((support and defend
the Constitution of the United
States" and ubear true faith and
allegiance to the same."

The Constitution has been misin
terpreted, abused, and subverted. As
it continues to be violated, we
should see how freedom is gradually
being destroyed.

The word (~destroyed" might ap
pear to be somewhat harsh, but it is
appropriate. We ought to heed a
warning made by Patrick Henry in
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1775, not long before the opening
shots of the War for Independence
were fired at Lexington and Con
cord. Henry clearly understood how
freedom was being threatened by
oppressive government rule. He
warned against indifference, com
placency, and apathy.

Ult is natural to man to indulge in
the illusions of hope. We are apt to
shut our eyes against a painful
truth, and listen to the song of that
siren, till she transforms us into
beasts. Is this the part of wise men,
engaged in a great and arduous
struggle for liberty? Are we disposed
to be of the number of those who, hav
ing eyes, see not, and having ea~s,

hear not, the things which so nearly
concern their temporal salvation?
For my part, whatever anguish of
spirit it may cost, I am willing to
know the whole truth; to know the
worst and provide for it."

By ((temporal salvation," Patrick
Henry meant the preservation of
freedom-the freedom to work and
provide for our personal lives as we
best see fit. Henry and other patriots
believed that freedom meant indi
viduals had the ability and respon
sibility to plan their own lives with
out unnecessary government inter
vention. That freedom was being
threatened, and Henry was telling
the colonists to wake up and con
front the danger before them. His
admonition applies to us today.

If we truly want to strengthen

freedom and regain what we have
already lost, we will pledge our
selves to defending the Constitution.
We cannot support our Constitution,
however, unless we face the fact that
it is being continually ignored and
betrayed. It is time that we give
some serious thought to the Con
stitution.

Protection from Enemies
Foreign and Domestic

The Founding Fathers who
framed our Constitution in 1787
knew that individuals have certain
unalienable rights-Hlife, liberty,
and the pursuit of happiness," as
earlier expressed in the Declaration
of Independence. These rights were
God-given rights. No government or
constitution gave them to the indi
vidual. Rather, the purpose of gov
ernments and constitutions was to
protect these basic, God-given
rights.

The Founding Fathers compre
hended how and why people behave
the way they do. Men like James
Madison and Alexander Hamilton
understood human nature. They
saw that some human beings would
always resort to force, deceit, war,
stealing, and killing to get what
they wanted. Thus, there was an
obvious need for government-legit
imate, just government to carry out
two main functions:

(1) protecting free people from
foreign enemies and invaders;
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(2) protecting honest, self-re
sponsible, hard-working citizens
within the nation from domestic
lawbreakers who would use coer
cion, fraud, or force to deprive others
of ttlife, liberty, and the pursuit of
happiness."

Good government would do the
above, and the Founding Fathers
outlined that kind of government in
our Constitution. Just as they gave
the government certain authority,
they also placed limitations on gov
ernment power. The framers of the
Constitution realized that while
government was needed to protect
individual freedom, government it
self had to be placed within limited,
strictly defined boundaries. IT gov
ernment was not restrained, it
would destroy individual liberty and
lead to tyranny. Government had to
be controlled. James Madison ex
plained the matter:

ttIt may be a reflection on human
nature that such devices should be
necessary to control the abuses of
government. But what is govern
ment itself but the greatest of all
reflections on human nature? IT men
were angels, no government would
be necessary. If angels were to gov
ern men, neither external nor inter
nal controls on government would
be necessary. In framing a govern
ment which is to be administered by
men over men, the great difficulty
lies in this: you must first enable the
government to control the governed,

and in the next place oblige it to
control itself."

When Madison wrote that gov
ernment should ttcontrol the gov
erned," he was thinking about
necessary government laws re
quired to maintain impartial law
and order-law and order that pro
tected individual liberty. This issue
of defending individual rights and
limiting the power of government is
the central theme of the Constitu
tion.

Preserving Personal Liberty

Four aspects of the Constitution
show the Founding Fathers' concern
for preserving personal liberty
within the boundaries of limited
government.

First, we have a written constitu
tion. Having the powers of govern
ment and the rights of the citizenry
spelled out in print is no assurance
that freedom will be observed, but a
written constitution does act as a
safeguard to liberty. When the Con
stitution is snubbed or disregarded,
we can at least hold up a warning
hand and say something to the ef
fect: ttStop, government bureau
crats! The law you have just passed
is unconstitutional. The Fifth
Amendment says . . ."

Second, our Constitution provides
for a republic. That is, we have a
republican form of government
based upon the citizenry electing
representatives to carry out the
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functions of government. The
Founding Fathers did not frame a
constitution that would set up a
democracy-a kind of government
where political power lay directly in
the hands of the people. Under a
pure democracy, the citizens of the
state would exercise popular vote to
decide what laws should be made.
The majority view would be regis
tered and then carried out by the
administrative hand of the central
government. There would be no rep
resentation (legislative branch of
government) between the citizenry
and the administrative branch of
government.

A democracy might appear to be
more ((democratic" than a republic,
but the authors of the Constitution
knew· that a democracy would lead
to a loss of individual freedom . . .
followed by anarchy or tyranny.
While the Constitution was being
considered for ratification by the
Massachusetts Convention, Moses
Ames observed:

((It has been said that a pure de
mocracy is the best government for a
small people who assemble in per
son.... It may be ofsome use in this
argument ... to consider, that it
would be very burdensome, subject
to faction and violence; decisions
would often be made by surprise, in
the precipitancy of passion, by men
who either understand nothing or
care nothing about the subject; or by
interested men, or those who vote

for their own indemnity. It would be
a government not by laws, but by
men."

The Dangers of Democracy

Seeing the dangers of a democ
racy, the Founding Fathers adopted
a republican form of government. It
is true that the history of our nation
shows that a republic can suffer the
very weaknesses of a democracy
that Ames described, but the fact
remains that a republic comes
nearer to preserving individual
rights than does a democracy.

Madison and others rejected popu
lar vote as the method of making
laws. Instead, Article I of the Con
stitution provides for representation
through the election of Senators and
Congressmen to the Senate and
House of Representatives. These
legislators would represent us and
make laws-laws that should pro
tect and promote individual free
dom. The government was to be
guided by clearly defined laws, not
by direct majority rule, which would
lead to oppression.

Although Thomas Jefferson did
not participate in the work on the
Constitution, he understood why a
republic was superior to a democ
racy. He also knew what the basic
purpose of a republic was: ((The true
foundation of republican govern
ment is the equal right of every
citizen, in his person and property,
and in their management."
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A republic meant a government
that allowed the people of the
United States to work freely, as
sociate freely, and otherwise plan
their own lives in the way they
pleased-equal rights shared by all
citizens. Speaking of the national or
central government of the United
States, Article IV, Section 4 of the
Constitution says: ((The United
States shall guarantee to every
State in this Union a Republican
Form of Government, and shall pro
tect each of them against Inva
sion ..." (emphasis added).

A third principle of our Constitu
tion that defends individual liberty
is federalism. When we speak today
about the ((federal government," we
refer to the executive, legislative,
and judicial branches of the central
government located in Washington,
D.C. In the minds of the Founding
Fathers, though, federal govern
ment was an all-encompassing term
used to describe a nation made up of
sovereign states-a nation com
posed. of a central or national gov
ernment (the folks in Washington,
D.C.) and state governments (Dela
ware, South Carolina, Connecticut,
etc.).

Notice that the Constitution
recognizes that the United States
are, not uis," a union of sovereign
states. Article III, Section 3 reads:
((Treason against the United States,
shall consist only in levying War
against them, or in adhering to their

Enemies ..." (emphasis added). Al
though the Founding Fathers con
sidered themselves as Americans
and citizens of a unified nation, they
also considered themselves citizens
of separate, self-governing states.
The United States were considered
in the plural, not the singular. Thus,
treason against the United States
was against them, not it. This fact
stresses the federalist nature of the
government established by the Con
stitution.

The Separation of Powers
to Protect the Citizenry

The Constitution provides for
federalism that grants some powers
to the national government and
other powers to the states. This fed
eral separation of powers acts as a
safeguard to personal freedom.
Federalism places the burden of
law-making and political decisions
upon power units close to the super
vision of the citizenry. The Found
ing Fathers did not want the na
tional government in Washington,
D.C., telling the people of Virginia
or North Carolina what to do.

Thus, political power was distrib
uted among the different state,
county, and local governments,
enabling the people to govern them
selves. This widespread distribution
of authority makes it more difficult
for one power unit to infringe upon
the constitutional rights of the citi
zens.
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The Founding Fathers provided
for another form of separation of
powers. This is the fourth aspect of
the Constitution's defense of indi
vidual liberty. The national gov
ernment, or, as we say, the federal
government, was split up into three
separate branches with each branch
having distinct, limited powers.

Basically, the executive branch of
government headed by the Presi
dent and his Cabinet carries out
constitutional laws and duties. The
legislative branch made up of the
Senate and House of Representa
tives makes the laws, while the judi
cial branch (the Supreme Court and
federal courts) decides whether or
not laws have been violated in light
of the Constitution.

Three Branches of Government

The authority and powers of the
three branches of the federal gov
ernment are balanced and checked
by one another. For example, the
President can veto laws passed by
Congress. Congress, on the other
hand, can withhold funds from
executive agencies. Although Con
gress can pass legislation, the Su
preme Court has the power to declare
certain laws unconstitutional, mak
ing them null and void. The Presi
dent appoints federal judges and
various civil servants, but the Sen
ate can refuse to ratify major ap
pointments. The federal judiciary
can find individuals guilty ofcrimes,

but the President has power to grant
pardons and reprieves.

This separation of powers, like
federalism, should act as a checks
and balances system to keep gov
ernment from going beyond the
boundaries of its constitutional au
thority. No single branch of gov
ernment should have the combined
power to make, interpret, and en
force laws.

The United States Constitution is
really a remarkable document. It is
a monument to personal freedom.
The Founding Fathers distrusted
government, and they attempted to
shackle political power when they
adopted the Constitution. It restricts
government to the primary respon
sibilities of providing for the com
mon defense, maintaining domestic
security and peace, and protecting
individual rights.

The Bill of Rights

When we think of individual
rights, we usually have in mind the
first ten amendments to the Con
stitution, the Bill of Rights. Much
has been written about the first
eight amendments which include
assurances of freedom of religion,
speech, and press . . . the right to
bear arms . . . the right to trial by
jury, etc. Not enough is said, though,
about the Ninth and Tenth Amend
ments.

The Ninth Amendment states
that uThe enumeration in the Con-
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stitution of certain rights, shall not
be construed to deny or disparage
others retained by the people."

This amendment assures the in
dividual that he has other rights
besides those listed in the Constitu
tion and previous eight amend
ments. These unnamed rights can
not be taken away just because they
are not mentioned in the Constitu
tion. We have such rights as ((the
pursuit of happiness," not included
in the Constitution but stated ear
lier in the Declaration of Indepen
dence.

Now look at the Tenth Amend
ment: uThe powers not delegated to
the United States by the Constitu
tion, nor prohibited by it to the
States, are reserved to the States
respectively, or to the people."

This important amendment says
that all powers not granted by the
Constitution to the national gov
ernment are retained either by the
states or individual citizens. Like
wise, all powers not prohibited by
the Constitution to the states are
left in the hands of the states or
people themselves.

Unfortunately, many of our gov
ernment officials today act as if the
Ninth and Tenth Amendments do
not exist. They have twisted the
meaning of the Constitution and the
role of government. They look upon
the Bill of Rights as rights granted
to us by a supposedly benevolent
government. In reality, the first ten

amendments are a list of prohibi
tions against government interfer
ing with those rights. Our legis
lators should listen to Daniel Web
ster.

Webster was only a youngster
when the Constitution was ratified
in 1788, but in later years he earned
the reputation of being (~The Defen
der of the Constitution." During a
Senate speech in 1830, he declared:

((The people, then, Sir, erected this
government. They gave it a Con
stitution, and in that Constitution
they have enumerated the powers
which they bestow on it. They have
made it a limited government. They
have defined its authority. They
have restrained it to the exercise of
such powers as are granted; and all
others, they declare, are reserved to
the states or the people."

A Framework for Freedom

The Founding Fathers knew that
the basic responsibility of govern
ment was to serve as a ~(watchdog"

to maintain a free society of free
individuals working together freely.
Improved working conditions . . .
better education ... good health care
... material progress-all of these
are goals that people work toward.
The purpose of government is to
ensure the necessary freedom that
will permit individuals to work for
those goals through self-respon
sibility, individual initiative, the
free market, and voluntary ex-



522 THE FREEMAN

change. Government has the re
sponsibility of providing a
framework that will allow individ
uals to achieve prosperity and dig
nity on their own.

The Founding Fathers were not
men who felt that the purpose of
government was to plan, formulate,
and then implement specific ways to
achieve the goals of a nation. Gov
ernment was not to be in the busi
ness of providing public housing or
job training through its political,
economic, or social legislation. Gov
ernment was not to mold society but,
instead, allow society to mold itself
freely.

Let's consider some advice from
Jefferson: ((... Still one thing more,
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 in
dustry and improvement, and shall
not take from the mouth of labor the
bread it has earned. This is the sum
of good government...."

We need to see how far we have
strayed away from the Constitution.
Not only is government poking its
bureaucratic nose into where it
should not be, it is not fulfilling one
of its primary constitutional
responsibilities-deterring crime.
Government is supposed to prevent,
prosecute, and punish crime, but
now government itself has become
the lawbreaker of the Constitution.

The Enemy Within

Many· of our public officials have
broken their oath of office. They
affirm or swear that they will sup
port the Constitution and defend it
ttagainst all enemies, foreign and
domestic." There is the foreign
threat of Marxist subversion and
aggression. More dangerous, how
ever, are the domestic enemies
individuals whose actions and at
titudes are corrupting the Constitu
tion. Those individuals include some
of the very government officials
sworn to uphold the Constitution.

Actions by the executive, legisla
tive, and judicial branches of the
federal government have proven
that many officeholders apparently
do not understand the Constitution.
If they do know what the Constitu
tion stands for, then we should hold
them responsible for willfully re
pudiating their oath of office.

Two tasks are before us. First, we
must have a firm appreciation for
the Constitution. Second, we must
have a clear understanding how and
why the Constitution is being de
fied. Until we face the truth, we will
slide steadily towards the eventual
destruction of freedom in the United
States. ,

(Editor's note: Part II of ttAgainst
All Enemies" will appear in the next
issue of The Freeman.)



Henry Hazlitt

HOWTO
RETURNTO
GOLD

THE economic letter of the Texas
Commerce Bank, dated April 18,
discussed the problems of returning
to the gold standard, and decided
that such a return should not be
attempted. The bank's discussion
reveals a number of misconceptions
ofhow a gold standard functions. As
these misconceptions are probably
widespread, they are worth
analysis.

The bank takes for granted, with
out explicitly saying so, that the
only form of gold standard now
being recommended is a full, 100
percent gold backing for out
standing money and credit. This is

Henry Hazlitt, noted economist, author, editor, r.
viewer and columnist, is well known to readers of the
New York Times, Newsweek, The Freeman, Barron's,
Human Events and many others. For moreon inflation,
see his recent book, The Inflation Crisis, and How to
Resolve If.

not the system that prevailed in the
nineteenth century, or at any time
since. What the world then had
and now calls the uclassical" gold
standard-was a fractional gold re
serve system-that is, one in which
each nation's gold stock represented
only a fraction of its outstanding
money and credit.

My own preference happens to be
for a full gold standard. But as most
advocates of a return to the gold
standard have in mind the previous
fractional reserve system, that
should be discussed first. The basic
objection to it is that until the re
serve falls to the legal minimum
fraction permitted, there is continu
ous pressure from banks to continue
expanding their loans. But when the
minimum reserve is reached, politi
cal pressure is likely to develop to
reduce the required gold reserve

523
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still further to permit the volume of
credit to be further increased. The
historic tendency, therefore, is for
the required gold reserve to be con
stantly attenuated.

Dwindling Reserves

When the United States officially
ceased gold payments in 1971, for
example, its outstanding quantity of
money and credit (M-2, including
both demand and time bank depos
its) had expanded to $454.5 billion.
Against this, the U.S. gold stock was
only about $12.3 billion (291.60 mil
lion fine troy ounces at $42.22 an
ounce), or only 2.7 percent. In other
words, there was only one dollar in
gold to redeem every thirty-seven
dollars of paper credit.

The situation was even worse
than this, because under the then
existing ((gold-exchange" standard,
the currencies of all other coun
tries-more than 100 of them-in
the International Monetary Fund
were convertible merely into dol
lars, while only the dollars were
directly convertible into gold. This
made our American gold reserve
equal to only some small fraction of
1 percent of· the total outstanding
money and credit which was sup
posed to be directly or indirectly
convertible into it.

When the Texas Commerce
Bank's letter contends that a return
to the gold standard would Utie
changes in the money supply to

changes in the quantity of gold in
Ft. Knox," and on a dollar-for dollar
basis, it is assuming, as I have al
ready pointed out, that the return
would be to a 100 percent gold re
serve system.

It falls into a number of other
misconceptions. It assumes, for
example, that to return to a gold
standard the government would
once more have to establish a fixed
relationship between the dollar and
an ounce of gold-a new official
uprice" for gold-and it mentions
$450 as a possibility.

But under today's conditions,
when every nation on earth has
abandoned the gold standard, and
nearly all of them have followed
recklessly inflationary policies for
the last ten or twenty years, it would
be practically impossible for the
monetary managers of anyone
country to establish a fixed relation
ship between its present currency
unit and gold that they could count
on not to prove either dangerously
inflationary or dangerously de
flationary.

When the United States, after its
greenback adventure in the Civil
War, decided in 1875 to return the
dollar to the previous gold parity,
beginning in 1879, and when Bri
tain decided rn early 1925 to work
its way back to the old parity of
$4.86 for the pound, both countries
experienced several years of severe
deflation and unemployment.
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Today it would not only be dif
ficult and dangerous, but unneces
sary, for any country to try to tie the
purchasing power of its existing
paper money to any fixed ratio with
a new gold-standard currency. All
that would be necessary would be
the minting of a new gold coin (and
perhaps the issuance of gold certifi
cates), stamped not in dollars,
pounds, marks, or any other na
tional unit, but simply with its
weight-an ounce, a gram, ten
grams, or whatever. (If coined in a
metric unit of weight, such as a
ten-gram piece, it would circulate as
an international medium of ex
change no matter by what leading
country issued.)

Countries issuing such coins
should make neither them nor their
previous irredeemable paper cur
rencies compulsory legal tender.
The market rate between their
paper currencies and gold would be
left free to fluctuate daily. Private
citizens would be free to make con
tracts with each other for repayment
of new long-term debts in either pa
per or gold, and such contracts
should be enforceable. Private citi
zens, corporations or banks should
also be free to mint gold coins and
issue gold-certificates against them,
subject to suit for fraud, short weight
or non-performance. Within such a
legal framework, an alternative and
dependable currency system would
always be available for increased

use whenever a paper currency
began depreciating so fast that no
body wanted to continue doing busi
ness in it.

Two Possibilities

Let me sum up. There are two
possible kinds of gold standard, one
requiring only a fractional gold re
serve against outstanding currency
and credit, the other requiring a 100
percent gold reserve against it. The
first was the kind the Western world
actually operated on from about the
middle of the nineteenth century to
1914 (and to some extent in later
periods until 1971). The problem
with it is that either the required
fraction of gold reserve keeps being
reduced as the legal minimum re
serve is approached, thus permitting
a great deal of inflation even under
the gold standard; or credit that has
been expanding must be suddenly
tightened to prevent the gold re
serve from falling below the set
legal limit. In the second case, which
frequently occurred, individual
countries, seeking to safeguard their
gold reserves, suffered the familiar
cycles of credit expansion and con
traction, boom and depression.

A 100 percent gold reserve system
prevents this consequence. But
under it, prices do depend upon the
existing gold supply; the volume of
money and credit cannot be ex
panded at will. There can be no
inflation. And that is precisely why
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80 many people oppose the system.
That is why the author of the Texas
Commerce Bank letter opposes it. In
his words, it Hcannot support the
increased needs for liquidity arising
from greater world trade.... The
gold standard does not provide suffi
cient flexibility to deal with today's
complex domestic and international
conditions."

By ((flexibility" the bank means
credit expansion. And credit expan
sion, when left to the whim of gov
ernment authorities, means infla
tion. The great merit of the gold
standard is precisely that it takes
the decision regarding the quantity
of money out of the hands of the
politicians. The quantity of gold can
only be determined by the physical
amount that is discovered, extracted
and refined, whereas the quantity of
paper money can be determined by
political caprice.

Misplaced Fears

Opponents of the gold standard
sometimes express the fear that new
annual supplies of gold will finally
prove insufficient to u carry on the
growing volume of world trade."
Such fears are misplaced. The exist
ing amount of money is always suf
ficient to carry on the existing vol-

ume of trade; it is merely the overall
price average that is affected.

There is, of course, a theoretic
possibility that the annual increase
in gold supplies might finally prove
insufficient to keep commodity
prices from falling dangerously and
disruptively. Such a shrinkage in
new gold production has never actu
ally occurred. The opposite has.
There have been ((gold inflations,"
like that following the gold rush to
California in 1849 and later discov
eries. But the worst that could hap
pen, if new gold supplies started to
dry up, would be a return to a frac
tional instead of a 100 percent gold
standard.

((The myriad problems of adopting
the gold standard," reads the last
sentence of the bank's letter, ((sug_
gest that its adoption is not the
optimal way to control inflation." It
is significant that the bank letter
does not tell us what this optimal
way would be. The experience over
the last decades of 140 members of
the International Monetary Fund
proves that it could not be con
tinuance of irredeemable currencies
under government regulation.
Return to the gold standard is not
only the ((optimal" way to control
inflation; it is the only way. (f)
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SINCE 1933 when President F. D.
Roosevelt prohibited private own
ership of gold, United States money
has been completely in government
hands. Monetary instability has,
consequently, been institu
tionalized. Inflation has fol
lowed wave of inflation. Just con
sider some figures: From 1967 to
1978, the consumer price index dou
bled. In 1979, the index rose by 14
per cent-a pace that would double
the CPI again in only 5 years. Yet
the first months of 1980 have shown
the CPI increasing at an annual rate
of around 20 per cent. These figures
speak for themselves. Government
has lost control of inflation. An
ticipating two centuries ago that the

Mr. Rader is Legislative Counsel in the office of Con
gressman Philip Crane.

Randall R. Rader

Remonetizing
Gold,

Again

federal government would not have
the restraint to avoid the temptation
to inflate, the Constitutional Con
vention carefully circumscribed the
government's monetary authority.

~~The congress shall have power to
coin money, regulate the value
thereof, and of foreign coin, and fix
the standard of weights and mea
sures." (Article I, Section 8.)

The framers of the Constitution
gave Congress authority to ~~coin

money," but specifically withheld
authority to create money. By care
fully choosing the verb ~~coin," they
wisely designed to limit the gov
ernment to stamping metal into
money. The Articles of Confedera
tion, from which was derived the
idea to give the government power
to ~~coin" metal, granted as well only

527
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the specific power to ttstrike coin."
At the time of the Constitution's
ratification, it was clearly under
stood that the Congress should only
have authority to strike coin and
regulate its alloy and value:

The Federalist Papers, Number
44, clarify:

The right of coining money, which is
here taken from the States, was left in
their hands by the Confederation, as a
concurrent right with that of Congress,
under an exception in favor of the exclu
sive right of Congress to regulate the
alloy and value. In this instance, also,
the new provision is an improvement on
the old. Whilst the alloy and value de
pended on the general authority, a right
of coinage in the particular States could
have no other effect than to multiply
expensive mints, and diversify the forms
and weights of the circulating pieces. l

Fixing the Weight

The framers of the Constitution
knew the dangers of irredeemable
paper currency. They had experi
enced the uncertainty and disap
pointment of an unbacked currency
during their struggle for indepen
dence. Therefore, they placed the
coining authority in the same sen
tence with the authority to set
weights and measures. They were
only giving the central government
the power to decide what weight of
metal each coin would contain. This
allowed Congress to mandate uni
form denominations nationwide.
Thus, as explained in Federalist

Paper 44, Congress would provide
for harmony and smooth commerce
amongst the states. But Congress
could no more debase its coinage
than it could reduce its fixed stan
dard of twelve inches to the foot
down to seven inches. Just as it
could ttfIX" a permanent standard of
measurement, Congress could ttcoin"
a permanent standard of money.

The Constitutional ttcoining"
clause needs only one further expla
nation. The ttpower to regulate the
value thereof' did not imply any
thing more than the right to add, if
necessary, new standard coins. In
the words of the Supreme Court,
ttThis power of regulation is a power
to determine the weight, purity,
form, impression and denomination
of the several coins, and their rela
tion to each other, and the relations
of foreign coins to the monetary unit
of the United States."2

The framers in an earlier clause
allowing Congress to ttborrow
money" expressly avoided stating
the Congress could ttregulate the
value" of the money it borrowed.
The framers were wary that borrow
ing would be the means of debasing
the nation's money. Moreover, if
they had meant to give Congress the
right to debase the nation's coinage
with the ttregulate" language, they
would have extended that regulat
ing power to borrowed money as
well. Perhaps the Constitution's
view of money is best expressed in
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summary by this Supreme Court
pronouncement:

The power of coining money and reg
ulating its value was delegated to the
Congress by the Constitution for the
very purpose, as assigned by the Fram
ers of that instrument, of creating and
preserving the uniformity and purity of
such a standard of value.3

Thus, under the Constitution, the
Congress launched the gold stan
dard. The dollar was simply a name
for a specified weight of gold, one
twentieth of a gold ounce. Because
the rest of the world also used gold
as money, the world enjoyed the
economic blessing of a universal
currency. One money worldwide
facilitated freedom of commerce,
travel, and investment across na
tional borders. Without force or ex
ternal governmental constraint,
workers specialized and cooperated
internationally. No wonder the
nineteenth century saw unpre
cedented economic growth. Indeed,
much of our current progress must
be attributed to the accumulation of
capital that occurred during the
cCgolden" economic decades.

The result of leaving the gold
standard in 1933 has been clear. The
Consumer Price Index in 1933 was
38.8 (1967 dollar equals 100) on all
items. In 1979, that index has
soared to 217.4-nearly a six-fold
increase. The index only failed to
rise in three ofthe 46 years since the
gold standard was abandoned.4 The

government has demonstrated its
inability to maintain price stability.
Once before, the United States left
the gold standard only to learn that
it must return. A review of that his
tory reveals some instructive paral
lels with our current plight.

The Civil War Era

The Civil War demanded that the
federal government immediately
produce wealth it did not have. This
led to a sad experience with fiat
currency.

As the clouds of war began to
gather (South Carolina seceded in
December, 1860), the Treasury
already weakened by three years of
deficits-began to experience great
difficulty in borrowing money. Into
this tenuous atmosphere stepped the
new Secretary of Treasury, Salmon
P. Chase. Already the national debt
stood at $75 million, of which $18
million had been incurred in the few
months since the secession.5

Supposing that the impending
war would be won in a few weeks (a
common miscalculation), Secretary
Chase decided to finance the conflict
by issuing more debt. Chase did not
anticipate how much he would have
to borrow. Throughout 1861, the
Treasury was incurring obligations
at an alarming rate, faster than it
could finance them. In a vain at
tempt to meet these obligations, the
Treasury issued bonds, i.e., bor
rowed, so swiftly that gold was pour-
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ing out of the banks. Confidence
that the banks could redeem in
specie began to waver. The banks
feared a run on their remaining
specie reserves.

At this juncture, Chase made a
grievous mistake which turned the
state banks against him. Chase had
been using the banks as temporary
depositories for the proceeds of the
loans. Many of the loans came from
the banks themselves. The banks
expected to hold the specie until the
government needed it. But Chase
required the specie to be trans
ferred, without delay, to the Trea
sury. The banks thus saw the deple
tion of their gold reserves acceler
ate.

In July of 1861, the North lost the
First Battle of Bull Run. The ·finan
cial community realized that the
war would not soon be over. In
mid-December, Chase's financial
report to the nation increased an
earlier 1862 budget by $200 million.
The federal government's borrowing
would grow even more. Already
banks saw their gold stocks disap
pearing daily. In New York City
alone, the banks were losing $7 mil
lion of specie a week. Finally, on
December 16th, the British de
manded return of two Southern
emissaries forcibly removed from
the British steamer Trent. Great
Britain seemed to be siding with the
South. Panic spread in the financial
community. On December 30th, the

private banks suspended specie
payments. The government sus
pended specie payments the next
day.

Greenbacks

Chase still had to meet obliga
tions that were approaching $2 mil
lion a day. The people were not pre
pared to absorb such enormous
loans, and the banks could not in
vest all their funds in government
loans. Accordingly, voluntary
domestic loans were not coming in
fast enough to fund the war effort.
Nor could loans be obtained over
seas due to an unfavorable balance
of trade and uncertainty about the
outcome of the war. The pressure on
the government to meet its financial
promises mounted.

Chase continued to issue notes,
but now they were not redeemable.
No one would accept them as pay
ment. Seven weeks after suspension
of specie payment, at Chase's re
quest, Congress passed a law mak
ing the notes legal tender. The
greenbacks were born. The first
tttemporary" issue was set at $150
million. In July 1862, another $150
million was allowed. Later, yet
another $150 million was au
thorized. These were the infamous
Legal Tender Acts. In essence, Con
gress decided to impose involuntary
debt upon the nation.

In retrospect, Chase was later to
admit that this was a great error. He
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said to Congress in 1863 that it was
not too much, and perhaps hardly
enough, to say that every dollar
raised by taxation for extraordinary
purposes or reduction of debt is
worth two in the increased value of
national securities. He learned too
late that a nation, like any individ
ual, must live within its means, that
current taxes must at least cover
current expenses.

Overt Taxation Preferred
to Hidden Tax of Inflation

Taxes are always undesirable be
cause they deprive individuals ofthe
capital and incentive to continue to
produce, especially when they reach
confiscatory rates. Nonetheless,
overt taxation is preferable to the
covert tax of inflation because it is
more easily monitored. The repre
sentatives of the people in Congress
must vote unambiguously to deprive
their constituents of wealth when
approving an overt tax. The covert
tax of inflation also deprives the
constituents of wealth, but the rep
resentatives escape the conse
quences. The constituents do not
file an ((inflation tax" return every
year to acquaint them with the ex
tent of their losses. Thus the repre
sentatives are tempted to perpetu
ally inflate the currency to raise
revenue which they can spend.

An economist Chase never en
countered, John Maynard Keynes,
offered a concise, though somewhat

fXl
ironic, appraisal of inflation. He
cautioned that inflation tCengages all
the hidden forces ofeconomic law on
the side ofdestruction, and does it in
a manner which not one man in a
million is able to diagnose."6 Chase
apparently sensed, too late, the ul
timate evil of inflation: it circum
vents the citizen's ability to hold his
government accountable.

Many representatives arose in
Congress to criticize the Legal Ten
der Acts. Nonetheless they were ap
proved by wide margins because of
the temporary emergency. (Isn't
every fatal poison administered as a
serum to alleviate some Utemporary
emergency"?) Everyone, including
President Lincoln, swore that the
nation would soon mend its errone
ous ways. In December 1862, Lin
coln thus addressed the Congress:

The suspension of specie payments by
the banks, soon after the commencement
of your last session, made large issues of
United States notes unavoidable. In no
other way could the payment of the
troops, and the satisfaction of other just
demands, be so economically or so well
provided for. . . . A return to specie
payments, however, at the earliest
period compatible with due regard to all
interests concerned, should ever be kept
in view. Fluctuations in the value of
currency are always injurious. Converti
bility, prompt and certain convertibility
into coin, is generally acknowledged to
be the best and surest safeguard against
them.7

The greenbacks began to depre-
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ciate in terms of specie almost as
soon as they were issued. On the
New York gold market (conversion
to specie was allowed in this single
location to facilitate international
trade), gold could be purchased at a
premium with greenbacks. In 1864,
greenbacks depreciated to their all
time low: $1 of gold equal to $2.85 of
paper or $1 of paper worth only 35¢
of gold.8

The Post-War Era

After the war, Federal expendi
tures dropped sharply. While the
government was spending $37 per
capita in 1865 to finance the war,
spending was only $14 per capita
the following year.9 Due to tax reve
nues, the go~ernmentalready had a
surplus in 1866.

In 1865, Congress voted· (with
only a single dissenter) to begin re
tiring the greenback debt. McCul
loch, the new Secretary of Trea
sury, implemented that policy with
revenue surpluses.

At that point, however, sentiment
began to grow in favor of retaining
the greenbacks as non-interest
bearing debt. The masses (primarily
in the agrarian states) mistakenly
believed that retiring greenbacks
was depriving them of money. Some
debtors, however, knowingly advo
cated inflation to escape the full
consequences of their borrowing.
They urged the government to use
((cheap tender" to payoff its war

debts. Greenbackism began to take
hold.

The Democratic party took up the
cause of greenbackism. Many of the
leaders who had stood on the floor of
the House and declared paper
«money" unconstitutional now ar
gued that gold-convertible bonds be
paid in greenbacks. Only two years
after all the fervor to retire the debt,
a Republican congress enacted a bill
halting contraction of the debt. This
measure was intended to allow the
people to escape debt and cope with
high prices. Instead~ prices re
mained high; debt multiplied; de
pression spread. The greenbacks
were in fact causing the problems
they were supposed to cure.
Throughout the next few years,
Congress would occasionally con
sider a measure to replace the non
interest-bearing debt (greenbacks)
with interest-bearing debt (bonds).
These were defeated.

Supreme Court Rulings

The Supreme Court entered the
debate over the integrity of our
money in 1870. Chief Justice Chase
issued in 1870 a finding that the
Legal Tender Acts were unconstitu
tional as applied to pre-existing con
tracts. Speaking for the Court, he
stated:

For no one will question that the
United States notes, which the act
makes a legal tender in payment, are
essentially unlike in nature, and, being
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irredeemable in coin, are necessarily un
like in value, to the lawful money in
tending by the parties to contracts for
the payment of money made before its
passage.10

This is the same Chase who as Sec
retary of the Treasury issued the
paper nine years earlier. He pro
nounced this judgment upon his own
action:

And there is abundant evidence, that
whatever benefit is possible from that
compulsion to some individuals or to the
government, is far more than out
weighed by the losses of property, the
derangement of business, the fluctua
tions of currency and the values, and the
increase of prices to the people and the
government, and the long train of evils
which flow from the use of irredeemable
paper money. 11

This statement now echoes as a grim
prophecy about the current age of
inflation. He did not base his deci
sion merely on the effects of infla
tion, however, but went on to sub
stantiate his decision with reason
ing based on the ttcoining" clause of
the Constitution and the Fifth
Amendment which prohibits the
government from impairing private
contracts or depriving citizens of
property without due process of law.
He concluded that his own action as
Secretary of Treasury violated both
the letter and the spirit of the na
tion's most sacred document.

No effort was made to conform to
the 1870 decision. On the contrary,
every effort was directed at chang-

ing the make-up of the Court to
reverse the ruling. President Grant
appointed two railroad lawyers to
the bench who were sympathetic to
the railroad's deep debt and desire to
repay loans with inflated currency.
The monumental Hepburn v. Gris
wold decision, which could have
prevented the United States from
ever suffering from wholesale infla
tion, was retried and fell, 5-4, the
following year. The heart of the
Court's reversing decision was an
expediency argument:

If it be held by this court that Congress
has no constitutional power, under any
circumstances, or in any emergency, to
make treasury notes a legal tender for
the payment of all debts, ... the govern
ment is without those means of self
preservation which, aU must admit,
may, in certain contingencies, become
indispensable even ifthey were not when
the acts of Congress now called in ques
tion were enacted.12

Chief Justice Chase, now writing a
bitter dissent to the majority deci
sion, could only reiterate:

We perceive no connection between
the express power to coin money and the
inference that the government may, in a
contingency make its securities perform
the functions of coined money, as a legal
tender in the payment of debts.13

Ifone Supreme Court decision could
be expunged to have the greatest
altering effect on our current
economic conditions, this would be
the one. Inflation could have been
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pronounced dead and sealed in a
tomb of law, instead it was reincar
nated by this last Legal Tender
Case.

The Legal Tender Cases did not
quiet the constitutional debate,
however. The Court had implied
that the greenbacks were constitu
tional only because the war emer
gency warranted drastic action. The
emergency was over and green
backism persisted. Despite the
doubts, Boutwell (another Treasury
Secretary) began to issue more
greenbacks.

Resumption

Specie coins continued to circulate
throughout this period. The green
backs were, of course, always worth
less than the coins. In fact, the coin
value of greenbacks varied with the
amount of paper in circulation, the
degree of uncertainty that the paper
would ever be redeemed, and the
strength of general consent to accept
payment in paper. Early in 1873,
the coin value of paper currency
dipped significantly. Due to
Gresham's law, ttbad money drives
out good," coins were held out of
circulation. Moreover, lenders hesi
tated to extend credit, fearing pay
ment in depreciating currency.
Traders were reluctant to accept
greenbacks. At harvest time, these
inflationary pressures caused a
scarcity of money. This developed
into panic in 1874.

The treasury, ofcourse, was asked
to print more greenbacks. The na
tion's attention was focused on a bill
to authorize more unbacked paper
currency. It passed Congress and the
debate shifted to the White House.
The eastern establishment (primar
ily creditors) protested against this
inflation bill and urged a veto. The
agrarian debtors west of Ohio were
arrayed in favor ofthe measure. The
whole issue of greenbackism had
reached a climax.

As long as the matter of the cur-
rency's integrity was only debated in
the intellectual circles of Washing
ton, D.C., no wave of popular fervor
developed on either side of the ques
tion. This bill made the issue public.
In the perspective of the bulk of the
people, the nation's honor was at
stake. Grant, sensing the public
mood, vetoed the bill on April 22,
1874, reminding the nation that
Congress had repeatedly passed res
olutions promising to discharge the
war debt and return to sound
money:

Among the evils growing out of the
rebellion, and not yet referred to, is that
of an irredeemable currency. It is an evil
which I hope will receive your most ear
nest attention. It is a duty, and one ofthe
highest duties, of Government to secure
to the citizen a medium of exchange of
fIXed, unvarying value. This implies a
return to a specie basis, and no substi
tute for it can be devised. It should be
commenced now and reached at the ear
liest practicable moment consistent with



1980 REMONETIZING GOLD, AGAIN 535

Debtors and Creditors

A poor man never gets to be a big debtor. Only a rich man, or a man
with a reputation of being rich, can get into that situation. It is
economic nonsense today to talk of a "debtor class" and a "creditor
class" as if these represented separate groups necessarily at differ
ent economic levels. Each of us is to some extent debtor, to some
extent creditor. Even if it were possible to work out a statistical
average, based on the net position of each of us, it is more than
doubtful that the "creditors" would prove on the average to be richer
than the "debtors"; it is much more probable that the relationship
would prove to be the other way around. Nothing but injustice,
discouragement of work and thrift, encouragement of speculation
and gambling, and economic disruption can follow from an effort to
swindle creditors at the expense of debtors by a constant lowering of
the purchasing power of the monetary unit.

HENRY HAZLlTT, from his introduction to the 1959 edition of Andrew
Dickson White's Fiat Money Inflation in France.

a fair regard for the interests of the
debtor class ... Fluctuation, however, in
the paper value of the measure of all
values (gold) is detrimental to the inter
ests of trade. It makes the man of busi
ness an involuntary gambler, for in all
sales where the future payment is to be
made both parties speculate as to what
will be the value of the currency to be
paid and· received.14

The issue, which had bubbled
along beneath the nation's
consciousness for years, was now in
the open and decided. There was no
turning back. Congress felt honor-

bound to uphold its promises. A bill
quickly passed to limit greenback
distribution. Congressional elec
tions in 1874 restored the Republi
cans to power in Congress and they
immediately adopted the Resump
tion Act which effected specie pay
ment by 1879. The conversion hap
pened smoothly.

Results of 1879 Resumption

In 1861, when the U.S. abandoned
the gold standard, the consumer
price index rested at 27 (1967 dollar
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equals 100). By 1864, the index had
soared to 47-almost a doubling.
Prices remained high, between 36
and 46 on the index scale, until the
Resumption Act was adopted in
1875. The value of the currency fluc
tuated wildly during this period. In
deed it lost one-tenth of its value in
a single day. This decade provides
some instructive lessons about the
causes of our own age of inflation.
The politicians of this period, in
order to stay in power, were willing
to sell the notion that more paper
currency meant more wealth. Advo
cates of greenbackism thought they
wanted more paper currency; they
really needed more capital, a
greater capacity to produce.
Nonetheless, it took the nation a
decade to learn that lesson.

The year 1879 brought the re
sumption of the redeemable cur
rency. The consumer price index
stabilized at 28 in that year. For
more than three decades thereafter
(World War I interrupted the price
tranquility), the index never rose
above 29 or dipped below 25. The
index remained at 27 for a decade.15

Never did it rise or fall more than a
single point in a year. The gold
standard worked throughout that
entire period to keep prices remark
ably stable.

The United States has been locked
for years in a devastating cycle of
inflation. Each flare up of inflation
is followed by recession. But the

bottom figure for inflation each time
through the cycle is higher than the
last bottom. The launching platform
for the inflation take-ofT is always
higher. If the cycle continues, our
inflation may go over 50 per cent in
the eighties. The current 20 per cent
rate is already intolerable. Ameri
ca returned to the gold standard in
1879. A century later, it needs to
return again. @
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The Corruption
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JOHN LocKE said ((Language is the
great bond that holds society to
gether." Language is the common
conduit whereby knowledge is con
veyed from one man and one genera
tion to another. It accomplishes this
crucial task by enabling us to record
our own thoughts and to communi
cate with others.

Today we are witnessing a corrup
tion of our language, effectively de
stroying the bond that holds society
together. There are several reasons
for this, but all of them have a
common goal-Uto darken truth and
unsettle people's rights," as Locke
put it.

To appreciate the crucial and in
dispensable task that language per
forms, one needs only to understand

Leslie Snyder has specialized in finance and eco
nomics, business and investments. Her latest book,
Justice Or Revolution, was published in 1979 by Books
in Focus, Inc.

what language is and how it func
tions; that is, language is primarily
a tool of cognition. It provides us
with a system of classifying and or
ganizing knowledge. It enables us to
acquire knowledge on an unlimited
scale and to keep order in our minds,
which means, enables us to think.
The principal consequence of lan
guage is communication.

Thus it is by the retention of con-
'cepts, Le., language, that man re
tains knowledge. And to the extent
he files his knowledge efficiently,
the easier it is to recall it, add to it,
change it, discard it, and communi
cate it to others. Locke, who
thoroughly appreciated this, en
couraged mankind to think clearly
and concisely, so that all should
know what their rights are, that
progress could take place, and man
kind live in peace.

Why do some people choose to cor-

537
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rupt words? Perhaps to persuade
others of a certain point ofview or to
win an argument at any cost, re
gardless of where the truth lies.
Some do it simply to sell a product or
to make a profit. But we are con
cerned here with those of evil inten
tions who wish to ~~unsettle people's
rights." They will employ any
means to gain their end, such as
obscurantism, obfuscation, decep
tion, and falsification.

Other techniques of corrupting
language, according to Locke, are to
abuse words by either applying old
words to new and unusual significa
tions, introducing new and ambigu
ous terms without defining either,
or else putting words together to
confound their ordinary meaning.

The Dollar Devalued

To illustrate the technique of ap
plying new and unusual meanings
to old words, here is how the stand
ard of value-the Dollar-was cor
rupted. Prior to 1933, the Dollar was
a ~~standard unit of value," of
twenty-five and four-fifth grains of
ninety percent fine gold. Since then
the United States government has
phased out the gold standard and
substituted its own absolute control
over the value of the currency (with
the resulting depreciation of the dol
lar, Le., inflation).

As a result of the corruption of
this crucial standard, other values
have been likewise corrupted:

productiveness, self-reliance, hon
esty, independence, and integrity.
For the promise of security, many
Americans have sold their birth
right of freedom.

This is clearly deceptive for while
government promises to pay for
security-free education, health in
surance, social security, and the
like-it is corrupting the very
medium ituses as payment, namely
the currency. Eventually there will
be no education, no. health insur
ance, no employment, no real cur
rency, no security, and no freedom.

Another method of undermining a
free country, to udarken truth and
unsettle people's rights," is to cor
rupt the citizens' sense of justice.
Frederic Bastiat's The Law ex
plains how governments use laws
and justice interchangeably, be
cause most people view law and jus
tice as one and the same thing. Thus
it is only necessary for a law to
decree something and it appears just
and proper. Examples of using laws
to sanction injustices are compulsory
education, progressive taxation,
conscription, welfare programs, and
legal tender. Once the distinction
between justice and injustice has
been· obscured· the citizen has been
placed in the tenuous position. of
choosing between justice and disre
spect for such laws and those who
passed them.

Justice, however, is a state where
men live honestly, hurt no one, and
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give to every one his due; it is not an
excuse to rob Peter to pay Paul. An
unjust society not only darkens
truth, it leads to an unhappy and
discontent society. The corruption of
words is an insidious process which
spreads like a cancer, corrupting
and destroying everything around
it.

At Whose Expense?

The word ttfreedom" has also been
perverted. It once meant to be free
from political oppression. Now it
means freedom from wants and
needs-from hunger, unemploy
ment, sickness, illiteracy, old-age
worries, and the like. The question
to ask here is, at whose expense?
Then it becomes obvious that these
new freedoms are at someone's ex
pense, and are not really freedoms,
but irresponsible promises by gov
ernment.

Related to these newly promul
gated freedoms is the ambiguous
phrase ((economic rights." Thus the
new freedoms have become political
((rights." But while government
promotes nefarious Heconomic
rights," it is actively destroying our
true political rights: life, liberty,
and pursuit of happiness. Because
someone must pay for these
tteconomic rights" we are actually
enslaving some part of the populace
in the name ofand benefit for some
other part of the populace. But
there can be no right to enslave

another. Either the nation is free or
it is not. As Albert Jay Nock said in
response to Franklin Roosevelt's
Four Freedoms: ((There is no such
thing, four or forty. Freedom has no
plural. Freedom either is, or isn't."

A second technique of corrupting
the meaning of rights is quite sub
tle, but highly effective, because it
seems to call attention to them.
Locke called this Upretending to in
form." Nowadays it takes the form of
advocating Hhuman rights." We
hear this phrase constantly, and yet,
what does it mean? Do we hear any
thing about the right to life, liberty,
and pursuit of happiness in connec
tion with it? We get the feeling that
somehow it is an empty phrase, de
void of any worthy meaning.

As there can be no other rights
than to sustain, protect, and enjoy
one's life, any slogans advocating
other rights are in fact ((anti-rights."
They necessarily abrogate the very
essence of a right and substitute
instead privileges or favors, which
are bestowed on one group at the
expense of another by a higher au
thority, in this case the government.

Confounding the meaning of
words can successfully corrupt
them. As for example, the meaning
of the word Ucontrol" has been dis
torted by connecting it with an ob
ject such as price, wage, gun, or
credit. But to control an inanimate
object is nonsense. The real issue is
ttpeople" control. Under the guise of
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~~regulating" certain vital segments
of the economy, the government has
acquired control over individual
lives.

Control of People

All knowledgeable people will
admit that wage, price, and credit
controls can never end currency de
preciation. They merely suppress
symptoms. They distract the unin
formed person from the cause of in
flation, which is government's
monetary policy, to focus on the ef
fects, which are the continually ris
ing cost of labor, products, and
money. The government gives the
false impression of taking positive
action. But, in fact, it is only inter
fering with free markets, which are
trying to .cope with a depreciating
currency. In reality, the government
has acquired control over people.

One should always be .on guard
against any political phrase which
contains the word ((control" in it.
For whenever a government decides
to control some thing, it invariably
means to control some one.

Regulations are used in the same
manner. To regulate a business, to
license a practitioner, is to regulate
and control a person. The horror
becomes obvious when regulations
and licenses are applied to the arts,
where individuals deal directly with
abstractions. The alarm is quickly
sounded when authors, composers,
news media, artists, and the like are

threatened by any loss of freedom.
Although the principle holds true
for every businessman, professional,
laborer, and trader, the issue has
been successfully obfuscated by gov
ernment calling for some kind of
Uregulation." But individuals should
never be regulated.

When a government promises to
insure quality products, honest
businessmen, competitiveness, and
integrity by utilizing controls and
regulations, it only insures higher
costs, lower standards, and the
waste of resources.

All forms of human rights,
economic rights, the Four Freedoms,
wage-price-credit-gun-controls, free
education, legal tender, welfare pro
grams, regulations, and so on are in
reality, different ways of corrupting
the things they are supposedly de
signed to protect. By employing var
ious forms of obfuscation, obscuran
tism, deception, falsification, and by
pretending to inform, the American
Republic has been successfully cor
rupted from within-morally, politi
cally, and financially.

This state of affairs is properly
termed socialism, where individual
rights have been replaced by gov
ernment bureaus and bureaucrats
who enforce the decreed regulations
and controls. This is the definition
and essence of tyranny. It makes
little difference whether our rulers
are domestic or foreign, American or
Russian, whether they are called
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secretaries, leaders, commISSIons,
presidents, or departments; individ
ual freedom has been confined and
limited; government power has been
unchained and is unlimited. We are
an oppressed people.

Improve the Understanding

Where lies the solution? Or should
we ask, with whom does the solution
lie? How can we sift through the
morass of deceptive meanings and
corrupt language to reach the truth?

To begin, individuals must as
sume their own responsibility for
acting as thinking, judging citizens.
They must question unclear and
ambiguous pronouncements coming
from politicians, educators, and
news media. Fuzzy thinking must
not be allowed into the reasoning
process. If the general public is
satisfied with half-truths, lies, and
distortions, this is what it will re
ceive. So we must raise our stand
ards of acquiring knowledge; then
these deceptive practices cannot be
used against us.

Furthermore, since plain and di
rect words cannot be ((employed to
darken truth and unsettle people's
rights," as Locke aptly put it, we
ought to simplify our lives and the
words we use. Long, hard-to-define,
ambiguous words, like those coined
by bureaucrats and pseudo
intellectuals, are no longer impres
sive or appropriate. By ambiguous
we mean terms like ((national

wealth," ((national state of the econ
omy," and ((general welfare," when
there are no such things, only indi
vidual wealth and individual wel
fare. We should not want the wool
pulled over our eyes nor our emo
tions comforted with familiar
catch-phrases. We must demand the
truth in all matters, for the truth
always gives a favorable impression
to the mind and spirit of man.

In The Federalist No. 37, James
Madison said, ((The use ofwords is to
express ideas. Perspicuity, there
fore, requires not only that the ideas
should be distinctly formed, but that
they should be expressed by words
distinctly and exclusively appropri
ate to them." When we return to
using specific concepts to declare our
meanings, then our writing, speak
ing, and language will once more
acquire the force of truth and use
fulness it should possess.

The Individual Is Responsible
for the Freedom Sought

Actually, to end the corruption of
the language, individual rights, and
our wonderful life-style of freedom
and productivity, needs merely the
desire and willpower of the people
who are the victims being hurt by
this insidious process. As in all acts
of irresponsibility, it requires the
assumption of the responsibility by
the individual, who is sanctioning
his own destruction, to continually
judge issues presented to him, to
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seek the truth, and to settle for noth
ing less. Dishonest individuals and
groups will always try to gain their
ends by any means available. So evil
can only flourish where the good is
ignored and left unattended.

What all of this boils down to is
ethics and morality. The corruption
of the language is merely a reflec
tion of the corruption of the morals
and ethics of the general public.
Therefore, just as morality is a per
sonal responsibility, so is the use (or
abuse) of language. Keeping Ian-
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guage pUre~ meaningful, and accu-
rate is thus the responsibility of
every thinker, speaker, writer, lis
tener, and reader, in addition, every
reporter, journalist, publisher,
newscaster, and editor.

A free people require individual
integrity of purpose· and justice in
all things. That is what it took to
win our liberty. That is what is
required of us today to reclaim our
liberty, and to make sure that lan
guage is indeed the bond that holds
society together. i

IDEAS ON

LIBERTY

Liberty is Limited Government

LIBERTY is limited government. I know that is not the philosophical
definition but it is the practical definition. I go along with the theologi
cal experts who will say-and I agree-that liberty is merely my right to
do what I ought to do. I am not at liberty to kill the man next to me. I
may have the power but not the liberty to destroy his right. But
practically, liberty means limited government. What is the opponent of
liberty throughout history? Is it the big corporation, the big union? No.
The only institution that has destroyed human liberty irrevocably is big
government. The Founding Fathers looked over 6,000 years of human
history, and saw the God-given rights of man burned to a crisp at least
once in every generation by the fire of government.

. . . We couldn't get along without government, because we are a be
nighted race. But at the same time, unless you keep government as you
keep fire, under control, checked and balanced, separated, divided, tied
down, government will destroy you. That is the rationale of our Consti
tution. It doesn't make sense otherwise.

CLARENCE MANION, "Right and Wrong
Not Right and Left"



Clarence B. Carson

The Property
Basis

of
Rights

THERE has been an attempt to sepa
rate property rights from other rights
in this century. It has usually been
done by labeling some rights as
Hhuman rights" and referring to
others as ((rights" of property. This
distinction has been accompanied by
the claim that ((human rights" are
superior to ((property rights." For
example, in the late 1950s when the
McClellan Committee held Senate
hearings on labor union activities, a
labor leader put the matter this
way: ((Well, Senator, my primary
concern was the safety and welfare
of the people in that area. It simply
was against my religion and against
my principles and religion at this
time to have placed property rights
above human rights.... I think the

Dr. Carson has written and taught extensively, spe
cializing in American intellectual history. He is a fre
quent contributor to The Freeman.

obligation was more to protect the
human rights than the property
rights at that particular time."l

The distinction did not go unchal
lenged. In the 1960s there was even
a sort of slogan coined which called
it into question. It went something
like this: ((Property rights are
human rights." The idea had some
appeal. After all, rights are not
something ordinarily thought of as
belonging to plants or the lower
animals. IT there is a right to prop
erty, it must be first and foremost a
human right. That was not, of
course, quite the distinction the cri
tics of property rights were attempt
ing to make. They referred to prop
erty rights as if they were rights
belonging. to property. Those who
challenged this concept maintained,
to the contrary, that property rights
were really rights of human beings

543
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to property. Thus, UProperty rights
are human rights."

At the time, I not only agreed with
this line of reasoning-I still
do-and thought it stated the case
adequately. However, further study
and reflection have led me to a
somewhat different conclusion.
Property rights are not just another
human right; such a statement un
derstates the case. They are much
more fundamental than that. Prop
erty rights are basic to all rights.

This relationship first occurred to
me while studying the loss of rights
in totalitarian countries. My gen
eral conclusion was that the loss of
property rights either preceded or
accompanied.the loss of other rights.
This was so in Hitler's Germany. It
was so in Lenin's and Stalin's Rus
sia. It has also been the case in other
totalitarian countries. It is possible
that some property rights could be
retained while other rights, such as
freedom of speech, freedom of press,
freedom of religion, freedom of as
sociation and so on, would be se
verely curtailed or taken away. But
it is now inconceivable to me that
other rights could be maintained
when property rights were gone.

This suggests to me that there is a
causal connection between property
and other rights. The historical con
nection can be seen not only in coun
tries where rights have been lost but
also in countries where they were
being established. For example, in

England in the seventeenth and
eighteenth centuries, real property
was being made private and per
sonal. At the same time, there was a
movement for substantial freedom
of religion. In the wake of the estab
lishment of these came the protec
tion of other rights.

Freedom Is Indivisible

To my knowledge, no gen-eral
theory has been propounded on the
connection between property and
other rights. True, the position has
been often stated, sometimes ac
companied by proofs or arguments,
that freedom is indivisible. The
meaning of the phrase is that you
cannot pick and choose among basic
liberties; you must buy the whole
package or end up with none. There
have also been assertions made
that rights such as freedom of press
are dependent upon private prop
erty. If there is no access to a print
ing press, the freedom· to publish is
empty.

Here and there, tOQ, statements
can be found which imply the cen
tral role of property. For example,
here is one from John Stuart Mill:

. . . If the roads, the railways, the
banks, the insurance offices, the great
joint stock companies, the universities,
and the public charities, were all of them
branches of the government; if, in addi
tion, the municipal corporations and
local boards, with all that now devolves
on them, became departments of the cen-
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tral administration; if the employees of
all these different enterprises were ap
pointed and paid by the government, and
looked to the government for every rise
in life; not all the freedom of the press
and popular constitution of the legisla
ture would make this country free
otherwise than in name.!
While Mill here entangled the mat
ter with distribution of power
among governments, it is rea
sonably clear that private property
is a key factor in his position.
Natural Rights

In general, though, little atten
tion has been paid to the relation
ship among rights. The Founders of
the United States tended to equate
them, trace them to the same source,
and worked to establish those they
recognized as important rights.
They were particularly concerned
with those that government has
been given to invading and violat
ing. For example, Thomas Jefferson
said: ttThere are rights which it is
useless to surrender to the govern
ment and which governments have
yet always been found to invade.
These are the rights of thinking and
publishing our thoughts by speak
ing or writing; the right of free
commerce; the right to personal
freedom."3 They relied upon a re
ceived theory rather than propound
ing new ones.

They commonly referred to those
rights which they accepted as natu
ral rights. They were understood to

be a gift of God, implanted in the
nature of things. As Alexander
Hamilton put it, Uthe Deity, from
the relations we stand in to Himself
and to each other, has constituted an
eternal and immutable law. . . .
Upon this law depend the natural
rights of mankind...."4 There were
those who held that these rights
were altered when man entered into
society. The Founders did not concur
in this view. Jefferson said that «the
idea is unfounded that on entering
into society we give up any natural
right."5 Hamilton declared that
ttCivil liberty is only natural liberty
modified and secured by the sanc
tions of civil society."6

What are these natural rights?
John Adams stated it this way in the
Massachusetts Declaration of
Rights:

All men are born free and independent,
and have certain natural, essential, and
unalienable 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
obtaining their safety and happiness.7

Jefferson said: ttl believe . . . that a
right to property is founded in our
natural wants, in the means with
which we are endowed to satisfy
these wants, and the right to what
we acquire by those means without
violating the similar rights of other
sensible beings; that no one has a
right to obstruct another exercising
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his faculties innocently for the relief
of sensibilities made a part of his
nature. . . ."8 The United States
Constitution along with the first ten
amendments, and state constitu
tions of the time, provide a more
complete list of what were reckoned
to be the most essential rights, or
the ones most likely to be interfered
with. Certainly, the right to prop
erty was reckoned to be essential, as
the above statements show, but the
dependence of other rights on it was
not made clear or elaborated.

The Socialist Concept of Rights

It was not many decades, how
ever, before the natural rights doc
trine was challenged and began to
be supplanted. The utilitarians
turned away from the natural law
basis of rights to justifying them by
the social benefits to be derived from
them. Democratic theory tacitly de
rived rights from the desires of the
people. Socialists generally denied
that there was any individual right
to property, at least to productive
property. Democratic socialism,
which became the dominant intel
lectual creed of the twentieth cen
tury, not only downgraded, when it
did not dismiss, private property
rights but also devised a host of new
rights. Many of these were in con
flict with the right to private prop
erty.

Perhaps, the United Nations De
claration of Human Rights is the

most authoritative compendium of
rights to come from the democratic
socialist outlook. If it is not the most
authoritative, it is surely the most
complete. The Declaration runs to
29 articles, and many of these have
several subheads, which may be
thought of as distinct rights. If so,
we may be entitled to something
like 49 rights according to this
document. The right to own property
is mentioned in Article 17, but no
reference is made either to the right
to use it or to have the fruits from it.
That is understandable within the
context, for many of the other rights
enumerated are adverse to property
rights. However, many of the rights
are not only in coriflict with property
rights but also internally inconsis
tent. For example, Article 26, which
deals with education declares that
((Elementary education shall be
compulsory." It goes on to say, how
ever, that ((Parents have a prior
right to choose the kind of education
that shall be given to their chil
dren."9 They have the right to
choose, we are left to conclude, so
long as they choose to have them
receive an uelementary education."

This brief summary of the de
velopment of ideas about rights does
not begin to suggest the significance
of the changes entailed. The origin
of rights had shifted from natural
law to society, to people, and, inevi
tably, to government. This develop
ment not only focused attention on
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the origin of rights but also intro
duced ideas about what are rights.
In the course of it, thinking shifted
farther and farther away from any
conception of the property basis of
rights. It will be my contention here
that this almost totally obscured the
means for establishing any rights.

It is necessary, then, to explore
the property basis of rights. A good
place to begin is with a definition of
right. A right is something to which
one is entitled by virtue of being a
man (generically). Whether it be
called a natural right or a human
right, it must be in accord with the
nature ofman and the human condi
tion. Consistency requires, too, that
one man's right not diminish the
rights of others. In .the final
analysis, a right is what is right and
derives its standing from the stan
dard of justice. It is doubtful that a
complete list of rights could be con
trived, for right comes down ulti
mately to equity, to a law deeper
and broader than the acts of legisla
tures and the precedents made by
the courts. Right is a matter ofprin
ciple, and like all principles, it is
capable of numerous applications.

With that in mind, then, the rela
tionship between property and
rights can now be explored. The
property basis of individual rights
has at least two dimensions. One is
conceptual. The other is in the effec
tive ability to exercise rights.

Conceptually, all rights are either
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elaborations or extensions of prop-
erty rights. For example, in the
United States a person has the right
to order the disposition of his bodily
remains after death, by will. The
right to one's body is an elaboration
of property rights; indeed, it may be
the most basic property right. A will
is written to dispose of one's prop
erty. Hence, the right to order by
will what disposition shall be made
of the body is an extension of the
process.

Property Undergirds Rights

Many rights are so closely tied to
property rights that they are virtu
ally indistinguishable from them.
For example, the right to buy and
sell or, more broadly, to trade freely,
is a property right. It is an aspect of
the ownership of property. Free
speech and a free press are funda
mentally property rights. We proba
bly do not ordinarily think of them
that way, because we think of them
as something asserted when there is
an attempt to interfere with them.
Such a view treats of the exception
rather than the rule, and tends to
mislead us as to their character.

Speaking and other forms of pub
lication are valuable and valued
means of conveying information.
They are, if you will, items of com
merce. That is, many people are paid
and even make a living from speak
ing, writing, and other forms of pub
lication. That is, others want, and
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will pay for, the information they
have to convey. Teachers, preachers,
public speakers, journalists, com
mentators, advertising men, and so
on, come readily to mind. Speech is a
property right in the market; others
may not reproduce it without per
mission and can benefit from it or
dinarily only by paying the price for
it. Literature is a property, vouch
safed by copyright law.

The value of communication is in
direct proportion to its accuracy,
validity, and truthfulness. To put it
negatively, an utterance obtained
by compulsion, by twisting the arm,
for example, has value only for a
masochist. On the other hand, if one
is prevented from speaking the
truth as he understands it by fear of
compulsion, the value of his com
munication is diminished thereby.
Free speech and a free press are the
necessary conditions for securing
the property values in these, both
for speakers and for hearers.

Individual Rights Are Extensions
of Property Rights

There is probably no way of con
ceiving of individual rights other
than as either property rights or
extensions of property rights. Our
right to life stems from the fact that
it is our own (and only) life. Our
right to the disposal of our time
stems from the fact that it is our own
time. Our right to the use of our
faculties stems from the fact that

they are our own. Remove from
them the concept ofprivate property
and the claim to them goes as well.

The concept of property is not, of
course, peculiar to our age. It has
probably been around approxi
mately as long as man, and even the
lower animals appear to have an
instinct for it, if they cannot actu
ally conceive it. Actually, there have
been many conceptions of property.
Some societies have conceived of
property rights in other persons, and
have established slavery. Others
have conceived of property rights in
the services of others, and have es
tablished serfdom. Some have so
dispersed property rights that
hardly anyone could be said to own
anything. We appear to be bent on a
course in that direction today. Prop
erty rights in some. societies have
been assigned to various classes. It
is interesting to note in all these
cases that all other rights, to the
extent that they were recognized,
tended to be parceled out in much
the same way as property rights.

This suggests to me that our con
ception of rights in general is tied to
our conception of property. More
specifically, as I have said, it sug
gests that our conception of individ
ual rights is dependent upon a con
ception of private property. The rea
son for this, I believe, is that all
rights are either property rights or
extensions of them. It might be pos
sible to establish what we think. of
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as rights to private property without
establishing what we have thought
ofas other rights. But it is greatly to
be doubted that the Uother rights"
could be established in the absence
of rights in private property. That,
as I understand it, is much like
saying it would be possible to lay a
foundation without building a house
upon it, but one could hardly expect
a roof to stand without walls to hold
it up.

How Rights Are Exercised

There is another reason for this
connection. Private property is es
sential to "the exercise of individual

. rights. To turn it around, in the
absence of private property, the
exercise of whatever may be pro
claimed as rights will be dependent
upon who controls the property.

This latter principle has been well
illustrated in the Soviet Union in
the matter of religion. The Soviet
Constitution proclaims the right to
the free exercise of religion. It is
very nearly an empty right, how
ever, because churches do not have
the private property to facilitate its
free exercise. All schools are gov
ernmentally owned and run, and re
ligion may not be taught in. them.
Most seminaries were closed and
much of church property confiscated
in the wake of the Revolution. (The
Kremlin, once the seat of Russian
Orthodoxy, now houses the govern
ment.) There is a shortage both of

clergymen and of church buildings.
Missionary efforts are severely cir
cumscribed. Since productive
equipment cannot be privately
owned, the churches are entirely de
pendent upon a hostile government
for Bibles, musical instruments,
prayer books, song books, and other
religious paraphernalia. The exer
cise of religion is clearly a privilege,
when it can be done, not a right, in
the absence of private property.

The same principle has been illus
trated in American schools in recent
years on a much smaller scale. The
First Amendment to the United
States Constitution declares, in
part, that UCongress shall make no
law respecting an establishment of
religion, or prohibiting the free exer
cise thereof...." (Italics added.) The
Supreme Court has prohibited vari
ous religious exercises in the public
schools. These prohibitions rely
upon the fact (or premise) that the
public schools are governmentally
owned and operated. The courts
have said, in effect, that we may
freely exercise our religion on pri
vate property, but not on that which
is governmentally owned. Its exer
cise in the public schools was a
privilege which has now been with
drawn.

But the exercise of any right re
quires the use of property. Without
real property, there is no place to
stand, sit, lie, walk, ride, or do any
thing. The making of a speech re-
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quires a platform from which to
speak, as it were. The publication of
a book requires a printing press, of
course, but much more besides.
There must be a desk at which to sit
or stand, pen with which to write,
paper on which to write, boxes in
which to place the manuscript,
printing ink and paper, a store in
which to display the book, and
money with which to buy it. Free
dom of assembly requires for its
exercise a place within which to as
semble. The right to the use of one's
faculties depends upon property on
which to use them.

It is true that property often
serves an humble and unobtrusive
role in the affairs of men. Fre
quently, it has only a subordinate
part to play. Most ofus would agree,
I think, that the soup is more impor
tant than the pot in which it is
cooked, the speech more important
than the platform from which it is
delivered, the sermon more impor
tant than the pulpit, the painting
more important than the canvas, the
words more important than the pa
per on which they are printed, and
the man more important than the
ground on which he treads. From
such evaluations, we may conclude
that property should be down
graded, that if there is a right to it,
it should be a right made subordi
nate to all others.

We are apt to do much more than
ignore the obvious when we think in

this way. The obvious is that with
out the container we can make no
soup, without a place to stand there
can be no speech, without a canvas
(or other receptacle) there can be no
painting, without the paper the
words cannot be assembled, and
without the ground the man has no
place to walk.

Use Subordinates Property

We ignore something more subtle
and possibly more profound than
this. We ignore the fact that it is the
cook who subordinates the pot with
his soup, that it is the preacher who
subordinates the pulpit with his
sermon, that it is the artist who
subordinates the canvas with his
painting, that it is the writer who
subordinates the paper with his
composition, and that it is the man
who subordinates the ground by
walking upon it. Every use by man
of property is a subordination of it.
When a house is built upon land the
land is subordinated to that purpose.
The farmer who clears, plants and
tills the soil subordinates it to his
purpose.

From these and other considera
tions, including a mass of historical
evidence, I conclude that govern
ment as a mechanism cannot act to
subordinate or downgrade the im
portance ofproperty. Government as
lawmaker is a mechanism. All di
rect efforts by government to place
property in a subordinate place will
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tend to have the opposite effects. Let
us take the extreme case for illus
trative purposes. Suppose that gov
ernment confiscates all property, or
as much of it as is possible. This will
magnify the importance of property
rather than reduce it.

Property Insecure when
Government Intervenes

The reason for this should be ap
parent. Man's necessity for property
is absolute; his survival and all ac
tivities depend upon it. When gov
ernment has control of it all, man's
concern with it becomes preponder
ant, for his access to it is no longer
secure. Not only does it magnify the
importance of property but also of
government. Total control over all
property becomes the means for
total control over men. The law
which disposes property in this situ
ation also disposes men. Indeed, the
wedding of property to government
turns the control over things into
control over men. What may start
out as an effort to subordinate prop
erty ends up as the subordination of
man.

There are those who suppose that
a government which has taken away
the right to any significant private
ownership of property could,
nonetheless, confer a variety of in
dividual rights upon the people. In
deed, there are many Westerners
who believe that the Soviet Union,
for example, could confer freedom of

speech, freedom of the press, and
freedom of religion, say, on the peo
ple within its bounds. It could not do
so and retain its control over all
property. Above all, it could not es
tablish these freedoms as rights.

The most that a government could
do would be to lay down rules for
access to property. To call such ac
cess a right, however, is a misnomer;
it can at most be only a privilege,
revocable at will, and available at
the behest of those who have the
power. In any case, in the absence of
property, there are no means for
contending with government. It is of
little avail to have money in the
bank, if the government owns the
bank and can confiscate the funds of
those who may choose to oppose it.

The Rules of the System

Government cannot create rights.
It can recognize them. It can provide
a legal system within which rights
can be defended. It can come to the
aid of those whose rights are threat
ened. The property basis of rights
indicates yet another role govern
ment can play, and it is a crucial
role. Government can establish
what property system will prevail
among a people. It can determine
who may own it, the extent to which
it may be owned, whether and how it
may be bequeathed, and so on. By
the system it establishes for prop
erty, it will largely determine also
what, if any, rights there can be,
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who may enjoy them, and the dis
tribution of them. For example, if it
establishes a class system of prop
erty control, as there was in
Medieval Europe, it can only estab
lish rights as belonging to classes. If
it establishes bureaucratic control
over property, then such rights as
there may be will belong mainly to
the bureaucrats.

There may be a natural right to
the private ownership of property. I
believe there is. It arises in this way.
A person who uses his own mate
rials, his energy and ingenuity, and
his tools, to construct something is
the rightful owner of it. It follows,
too, that a person who contributes
any of these elements to make some
article of use owns that portion of it
appropriate to his contribution.
(That he may have agreed to the
disposal of his interest for a consid
eration is but an elaboration of the
principle.) Nor do I doubt that the
private ownership of land is the
most effective means of securing
their other property to owners,
though the right to land does not
arise naturally.

My main point here, however, is
somewhat different from this. It is
that there is something like a natu
ral law of relationships between
property and other rights. This law
has nothing to do with the relative
value we may assign to various
rights. Nor can it be altered by any
determination of ours as to what

rights should have preeminence.
The law is not causal in nature;
rather, it is consequential. That is,
the law does not cause us to adopt
any particular course of action, but
it does determine the effects once
the direction has been taken. In
deed, that is my understanding ofall
natural law as it applies to man.

All Rights Depend on Property

The law may be stated in -this
way. All rights are dependent upon
property. They are dependent upon
property for their conception, their
delineation, and their exercise. It
follows from this that the system of
property ownership will determine
what rights can be effectively estab
lished within a society. Since a right
cannot be firmly established unless
it is tied to a property base, changes
in the property eystem will tend to
be reflected in the rights that can be
exercised. And, the right of the indi
vidual to the ownership of private
property is essential to the estab
lishment of individual rights.

Even those asserted rights which
are in reality government privileges
masquerading as rights depend on
property. For example, the United
Nations Declaration of Human
Rights asserts that ttEveryone has
the right to a standard of living
adequate for the health and well
being of himself and of his family,
including food, clothing, housing,
and medical care and necessary so-
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cial services, and the right to secu
rity in the event of unemployment,
sickness, disability, widowhood, old
age, or other lack of livelihood in
circumstances beyond his control."lO

Food, clothing, shelter, medical
care, and so on are certainly prop
erty. Thus, the ~~rights" named de
pend on property for their exercise.
In these cases, however, it is the
property of others that is involved
rather than that of the claimants. If
governments establish these
~~rights" they must fulfill the claims
by confiscating the property of those
who possess it and conferring it
upon the claimants. That such ac
tion is an assault upon private prop
erty there should be no doubt. That
governments which simultaneously
assert the right to private property
and then confiscate it to fulfill other
rights have adopted contrary princi
ples there should be no doubt. Their
assertions of ~~rights" are in conflict
with each other. But my main point
is that anything which is estab
lished as a right depends on prop
erty.

The Vital Link

All attempts to exorcise property
from rights and privileges, then, are
in vain. Any claim to a right or
privilege is, in some sense, a claim
to property. It is possible, of course,

to downgrade private property. But
in the process, individual rights are
unavoidably undercut. By analysis,
we can distinguish various sorts of
property, Le., real property, chat
tels, tangible and intangible, pro
ductive and personal. In like man
ner, we can distinguish a great vari
ety of rights by analysis. Analysis is
a great aid to precise thought, but
that which can be arrived at by
analysis should not be confused with
the reality from which it is drawn.
Property and rights are inseparable
in reality because of the property
basis of rights. i
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Charles R. La Dow

COMPETITION

COMPETITION occurs when one
strives to do better, qualitatively or
quantitatively, something which
others are doing. It also happens
when one provides a unique good, or
service, or one which provides an
acceptable substitute for a going
thing. Since many risks are inher
ent in any endeavor, and no one can
predict, with certainty, what re
sources will be required to bring it to
a successful conclusion, the individ
ual (personal or corporate) is jus
tified in charging for his efforts all
the market will bear. His customers
will tell him soon enough if he is
charging too much either by trading
elsewhere, or doing without his pro
duct. There is no competition where
everyone wins.

To the consumer, there are no
indispensable goods excepting air,

Mr. La Dow, of San Diego, is a retired teecher of
social studies with an on-going concern for maximiz
Ing the freedom of the Individual.
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water, and minimal living space.
The former two are free goods, ex
cepting the cost of storage and deliv
ery of the water. Basic living space
has never been an issue in civilized
societies outside the rarity of
banishment. As for all the rest, in
cluding food and shelter, the options
are too manifold to. permit anything
being called indispensable. This
marks the ultimate power of the
consumer and assures us that the
producer, or entrepreneur, can
never take advantage of him.

When competition for the favor of
the consumer has created the im
mense variety of goods and services
now available in our society, the
simplicity of this process becomes
obscure. Pundits, intellectuals,
politicians, and those who are low in
the competitive scale are spurred by
envy of this cornucopia of material
wealth. They find rationalization for
their envy in such ideologies as
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Marxism, or ((Christian Socialism."
Ignoring the evident reality that
there is less disparity between our
richest and our poorest citizens than
in any other past or present society,
they make ever-increasing demands
for redistribution ofnational income
by political force. War is being
waged on the miracle ofcompetition.
They are trying to ukill the goose
that laid the golden egg."

Conspiracy?

The chief gambit in this war on
competition is the charge of conspir
acy. Big business, so the claim goes,
is conspiring to gobble up the small
firm and bilk the consumer. Conspir
acy is one of the most difficult in
dictments either to prove or dis
prove, but especially difficult to dis
prove when envy is the majority
witness. After all, corporate execu
tives do talk to one another and do
direct their policies, including
prices, with some regard to what
they learn from one another, as well
as from consumers. There are also
interlocking directorates and a good
deal of mobility of executives be
tween corporations. (There appears
to be no oversupply of executive tal
ent and experience.) So, charges of
the existence of an ((inner circle" in
any industry are easy to believe in
the light of envy.

However, a fair and general ob
servation informs us that such ap
pearance of collusion exists in

human affairs at all levels. The
non-pejorative word for it is coopera
tion. And, the peculiar thing about
it is that those who are most ada
mantly opposed to ((corporate con
spiracy" are the most enthusiastic
adherents of cooperation. Indeed,
the centerpiece of Franklin D. Roose
velt's New Deal was industry-wide
collusion and blatant price fixing.
While the Supreme Court declared
the NRA vehicle of that policy un
constitutional (one conservative de
cision in this era which has stood),
its spirit still lives among the ((lib-
eral" Democrats. It is quite clear
that they have no real objection to
conspiracy-as long as they direct
it. Their tacit excuse, even some
times explicit, is that their motives
are pure, while those of corporate
tycoons are rather uniformly sus
pect, if not downright venal. For
most of this century, their intellec
tual apologists, from Lincoln Stef
fens to John Galbraith, have been
able to peddle this conception of
affairs to the constituency of envy.

Blaming the Advertiser

A companion scapegoat to corpo
rate conspiracy has been advertis
ing. The liberal claim that advertis
ing is corrupting the public taste,
endangering the public health, and
impoverishing the common people
also calls for inspection. As for
health and longevity, they have im
proved throughout our history, most
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especially recently. It is only fair to
suppose that advertising is more an
answer to public taste than its
cause.

It is also fair to ask what liberal
intellectuals have contributed to the
improvement of public taste. It
seems reasonably obvious that Gen
eral Motors, General Electric,
American Tobacco, and others have
had Iittle impact on the taste for bad
art and literature and trivial educa
tion which are the foundations of
consumer choice. On the other hand,
liberals seem to be at the forefront of
every movement toward the elimi
nation of discriminative taste, just
as they have led in the trivializa
tion, even vulgarization, of the
school curricula.

On the broader view, the case
against advertising in general
would seem to be as dubious as that
against corporate conspiracy. Unbi
ased observation suggests that ad
vertising is much more the caterer
to public taste than its creator. In
any event, corporate advertising
power is more than matched by that
of its detractors, who have gained
support of the Food and Drug Ad
ministration, E.P.A., and the Sur
geon General, among many others
too numerous to mention.

Indeed, governmental meddling
with competition, including dis
criminative antitrust suits, render
corporate intrigue much more likely
to occur, if not downright necessary.

If the great firms do not combine Uin
restraint of government," it is not at
all impossible that they will eventu
ally lose the opportunity to compete.
Such an eventuality certainly lurks
in the plans of Ralph Nader, as well
as in the Galbraithian critique,
which would make them kennel
dogs of the state.

When the efforts of Common
Cause to deny corporate use of funds
in political self-defense through lob
bying and political contributions,
the politicized clout of Big Labor,
and support of their enemies by the
American Civil Liberties Union are
taken into consideration, survival of
competitive Big Business does seem
in question. Long-term corporate
obeisance to, if not connivance in,
creeping inflation further mars the
fighting chance for competition's
survival, for it has conceded the ul
timate (money) power to the politi
cians.

Government Involvement
Finally, if we wish to be honest

about it, we must recognize that
there is· now only one viable source
of genuine conspiracy in restraint of
trade: that to be found in our gov
ernments, federal, state, and local.
For, aided by the blight of ((revenue
sharing," teeming bureaucracy has
now nosed into the smallest hamlet
in the land.

Regional agencies of every kind
abound in frustration of competi-
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tion. Combined with inflation, they
have all but brought construction to
a standstill, effectively throttling
competition in the housing industry.
Auto builders seem headed toward a
similar slump, with other industries
expected to follow. The signs of ((re
cession" are generally faced with
acceptance that the economy needs
((cooling down" and consumers will
restrict spending. High interest
rates, credit controls, a slight fiat
money squeeze, and a token balanc
ing of the budget are expected to
halt inflation. An Hexcess profits
tax" on the oil companies has been
added to this assault on competition.
With this on top of at least 42 per
cent of the nation's product falling
into the control of government, it is
difficult to imagine how competition
can be strengthened.

Healthy competition, combined
with honest private cooperation will
only be revived when government is
forced to relinquish its monopoly of
conspiracy in restraint of trade and
is made to concentrate upon its basic
duty marked by common and statu
tory law, as prescribed by the Con
stitution, and the maintenance of

domestic peace, security, and the
furtherance of peaceful commerce
among nations.

As in England and elsewhere, the
state has run the course in attempt
ing to manage private competition
and has proved its utter incompe
tence to assume that task. Neglect
ing its constitutional duties, our
federal government has saddled its
people with perennial national debt,
misappropriated private property
(both by inflation and by exorbitant
taxation) in the unconstitutional
transfer of wealth, overregulated all
private activities, and made a
shambles of our relations with the
rest of the world.

The list of grievances against
George III, in the Declaration of
Independence, reads like a cata
logue of the vices which our own
government now perpetrates upon
us. No revolution is now called for
because the proper documents are
all still in place. All we need to do is
put into office men who understand,
and will abide by, the ((highest law
in the land." The proper business of
all genuine intellectuals is to edu
cate the populace to that end. @

IDEAS ON

LIBERTY

Trade

THERE is nothing so useful to man in general, nor so beneficial to
particular societies and individuals, as trade. This is the alma mater, at
whose plentiful breast all mankind are nourished.

HENRY FIELDING
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AND LIBERTY:
Hayek's Completed

Trilogy
IN 1973 Professor Hayek published
the first volume, under the heading
Rules and Order, of a trilogy enti
tled Law, Legislation and Liberty.
Its place in the long development of
his thought in the field of legal and
political theory was examined in
((The New Thought ofF. A. Hayek"
(Modern Age, Winter 1976), which
offered the observation: (tlf we may
judge from the standard established
by the first volume, the scholarly
world can await a feast of analysis
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and argument ofmasterly vigor and
profundity. The whole three-part
work will surely be a landmark in
the development of fundamental
political and legal philosophy."

The trilogy has now been com
pleted. The second volume, The
Mirage of Social Justice, was pub
lished not long after the first, but
the world had to wait until May
1979 for the appearance of the third,
The Political Order ofa Free People.
It is now possible to see whether the
high expectations aroused by the
first volume have been fulfilled.

The Mirage ofSocial Justice opens
with an examination of the rules
governing the spontaneous order or
cosmos, which was presented as the
order of the free society in the first
volume of the trilogy. The rules, we
are told, are a device for coping with
our inevitable ignorance of more
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than a small part of our relation- zon. By contrast the rules of a made
ships with other persons in the order are concrete, positive, and sub
Great Society. ' ject to frequent change. Hence there

If we were omniscient, there arises the fundamental difference
would be Iittle need for general between the functions of a judge or
rules, for we could then deal with lawgiver and those of an adminis
each other in the ad hoc way which trator.
we normally apply within our small What is the relation between the
families. Here Hayek rests his rules of a spontaneous order and
analysis on what has been for many justice? In the first volume of his
years the rock bottom of his most trilogy Hayek lingered for a consid
profound work, namely the role of erable time on the nature of law, but
knowledge, or more importantly the here he takes it further in an
absence thereof, in human relation- onslaught on the doctrines of legal
ships. It is because freedom's famous positivism, namely that all law is
but too often misunderstood ~~invisi- the expression of the will of a legis
ble hand" enables us to produce a lator, and that justice has no mean
system despite the narrow limits of ing other than the prescription of
our knowledge, that the free society such law. From Hobbes, Bentham,
is so superior to all unfree societies, and Austin to Kelsen these doc
which need a degree of knowledge trines have had a powerful influ
beyond the capacity of man to en- ence, all the more because they have
compass. This is not a matter only of been expounded by scholars of very
economic relationships. It extends to high eminence.
all the relationships which make up Hayek is not the first to crit
the spontaneous order of the Great icize these doctrines, but his in
Society. sight into the difference between a

spontaneous and a made order gives
The Spontaneous Order his criticism a thrust which is espe-

The rules of a spontaneous order cially his own. Thus he says (page
are abstract, normally negative in 46): HIt is evident that so far as legal
character, and long-term in applica- rules of just conduct, and particu
tion. Thus the commandment ~~thou larly the private law, are concerned,
shalt not steal" names no specific the assertion of legal positivism that
article or person of which or from their content is always an expres
whom there is to be no theft, lays sion of the will of the legislator is
down only a negative, not a positive, simply false. This has been shown
duty in relation to other people's again and again by the historians of
property, and has a timeless hori- private law and especially of the
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common law. It is necessarily true
only of those rules of organization
which constitute the public law; and
it is significant that nearly all the
leading modern legal positivists
have been public lawyers and in
addition usually socialists
organization men, that is, who can
think of order only as organization,
and on whom the whole demonstra
tion of the eighteenth century think-
ers that rules of just conduct can
lead to the formation of a spontane
ous order seems to have been lost."

And (page 53): ctLegal positivism
is in this respect simply the ideology
of socialism and of the omnipotence
of the legislative power"; and
further (page 55): ctIt was the preva
lence of positivism which made the
guardians of the law defenseless
against the new advance of arbi
trary government."

Hayek's lengthy and painstaking
analysis of legal positivism ranks
with the most profound work which
he has ever produced, and by itself
would make this volume of his tril
ogy an outstanding achievement.
But it is only an introduction to the
volume's central argument.

Social Justice a Mirage
of Envy and Hatred

Who can be just or unjust?, asks
Hayek. Only human beings acting
purposively. Hence individuals can
be just, groups acting as groups can
be just, governments can be just.

But society cannot. For society is an
abstract or spontaneous order,not a
purposive group. Social or distribu
tive justice is meaningless in a spon
taneous order (a cosmos); it can have
meaning only in an organization (a
taxis). Hence the idea of social jus
tice is a mirage. It is well known
that in practice it turns out to be in
stitutionalized envy and hatred. But
it is worse than that, for it is built on
ideological sand. As between men
justice and injustice have meaning
only when it is men who do right or
wrong.

We all understand that it makes
no sense to talk ofhuman injustice if
a volcano or lightning kills one man
and not another, if it rains gently on
one farmer but destructively or not
at all on another, or if some are born
clever and others stupid, for no man
was responsible for fortune or mis
fortune in these cases. We also un
derstand that if a virtuous woman
whose price is beyond rubies chooses
to marry one man and not another,
the latter cannot claim to be the
victim of injustice, even though here
purposive human action is the cause
ofhis discomfiture; for no man has a
right to command the affections of
any woman, and the woman in this
case has done no injustice in exercis
ing her choice. We may even under
stand that it is not injustice if some
are born with the cultural heritage
ofan Eskimo and others with that of
a European, though here again
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chains of human action are behind
the difference.

But when we see one man to be
richer than another, with no discern
ible moral superiority or perhaps
with a clear moral inferiority, many
ofus easily succumb to the seductive
notion that injustice must be at
work. Hence those who talk of social
justice can persuasively declare in
such a case that success (except
their own) is due to injustice, and
that therefore they must take by
force from .the more successful to
give to the less successful (as long as
the latter are their clients). In prac
tice, as we shall see below, they only
promise to give to the less success
ful. Once they have the power so to
do, what they do turns out to be
somewhat different.

Voluntary Exchange

In the spontaneous order of free
dom, the best society known to us,
income or wealth arises from pay
ment freely agreed and given by
those whose wants are satisfied to
those who satisfy them. Hence dif
ferences in income or wealth have
no relation to merit unconnected
with the satisfaction of human
wants. Saints and sinners may reap
their just rewards in a future life,
and they may perhaps get some
spiritual rewards in this life, but
their material rewards can only be
determined by the value which
others, free from compulsion, put

upon their services. In some fields
this is or used to be well understood.

By all accounts the late Babe
Ruth was a man of odious personal
character, but the fans made him
rich because they prized not his per
sonal merits but his ability with a
baseball bat. Henry Ford was a piti
able ignoramus outside engineering
and industrial management, and
not very pleasant a man; but the
people, acting without compulsion,
made him a multimillionaire not for
his moral or intellectual qualities
but for his ability to put them on
wheels at an unprecedentedly low
cost. Nowadays the Babe Ruth case
continues to be understood; thus
rich sportsmen and entertainers are
generally exempt from assault by
champions of social justice. But the
Henry Ford case has changed. Now
his wealth would be assailed as un
just even if he were a saint or an
intellectual titan as well as a mar
vellous producer of wealth.

Payment for Service

We still understand that surgeons
must pass examinations before they
can be certified competent to operate
upon us, and that it is just to pay
surgeons for their competence in
surgery, not for any other merit or
any need which they may have. A
surgeon of mediocre skill who is
known to be a saint or to have
numerous children to support would
not receive payment from us on the
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scale of one of high skill, and in this
we do not think that we act unjustly.
But too few of us understand that
where men are free, they conduct
similarly just examinations every
moment of the day as they decide
whom to reward for the service of
their wants, and whom not to re
ward.

This principle is sometimes mis
understood even by supporters of
free enterprise. In the Samuel
Smiles and Horatio Alger type of
exposition, there is a tendency to
stress 'the moral qualities of mate
rially successful men, giving the
impression that it is these qualities
which we reward. Of course the man
who makes two blades of grass grow
where there was formerly one, or the
man who makes a better mousetrap,
may be led to do so by his high moral
qualities, but he receives his just
payment for the abundance of the
grass or the quality of the mouse
trap and for nothing else. Some
times his achievement is justified on
the ground that it has social value or
a value to society. However there is
no such thing as a value to society,
except the value of its rules. Gtlods
and services can have value only to
persons, or to groups of persons act
ing as a group. Society does not so
act.

It is common at this point to argue
that wealth differences may be jus
tified by personal success in the
satisfaction of wants, but that the

inheritance of wealth cannot be jus
tified since the legatee satisfies no
wants. Many supporters of the
rights ofprivate property have need
lessly agonized about this. In a free
society the state has no part in the
transactions which put the property
in the hands of the· testator except
that ofguardian of the rules, and the
state has no more locus standi to
take it out of the hands of the
legatee (except for its taxing power
which has a quite different basis)
than any other bystander. That it
may tax the legatee does not mean
that his inheritance belongs to it,
any more than its power to tax in
comes means that it owns the in
comes. When the state claims the
right to deprive the legatee of his
inheritance, apart from the taxing
power exercised for other purposes,
it does so on the false pretense that
it is itself the society or is in some
manner clothed with the rights of
society, which is the essential claim
of the totalitarian state.

An Unattainable Goal

The mirage of social justice beck
0ns men to the unattainable goal of
substantive equality. Though the
goal is unattainable, the pursuit of
it is one of the most corrosive of all
human influences. It not only pro
duces envy and hatred. It also drives
men into submission to tyranny, for
only tyranny can plausibly offer to
reach the unattainable goal; and
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with tyranny there also eemes pov
erty. Thus are lost the blessings
which men came upon when almost
inadvertently they constructed the
Great Society.

Hayek expounds the nature and
consequences of the pursuit of sub
stantive equality with his custom
ary insight, thoroughness, and felic
ity. For many it will be almost
equally important that he also
explodes the concept of the alterna
tive which is commonly called
equality of opportunity. If by this is
meant La carriere ouverte aux tal
ents, it is unexceptionable, but that
is not equality of opportunity. If
equality of opportunity is truly
meant, it is as unattainable as sub
stantive equality and its pursuit is
almost as destructive as that of the
latter.! The only form of equality
consistent with the rules of the free
society is equality before the law.

Roots of Protectionism

A most important aspect of the
pursuit of substantive equality is
that, since genuine equality of con
dition is highly repugnant to almost
everyone and extremely difficult to
define or even conceive, right from
the beginning the self-styled cham
pions of substantive equality pursue
something else. In its more obvi
ously odious form it is the desire to
pull down certain selected groups
who are declared to be immorally
rich but who often are neither rich

nor immoral. In its less obviwsly
odious form, which is indeed widely
approved by men of goodwill, it is
the protection of accustomed or es
tablished positions. This is so obvi
ously different from equality that it
is only the remarkable perversity
which is so often found among ide
ologues and their political pupils
that enables the one to be sought
under the banner of the other.

Few persons command so ready a
sympathy as those who, without ap
parent fault, lose their jobs because
those who have bought their pro
duce now decide to buy from some
cheaper source, especially if that
source is foreign. Since Hume,
Smith, and Ricardo, economists
have always understood the folly of
allowing this sympathy to propel us
into protectionism, and of course
Hayek knows all about this. Here
however he goes deeper than the
exposition of mere economic folly.
He demonstrates with a full and
acute analysis that the protection of
established positions strikes at the
heart of the spontaneous order, and
all the more once that order has
expanded into the Great Society.

A False Appeal

Thus we come to Hayek's conclu
sion on social justice. It is a cri de
coeur from a scholar who has spent a
lifetime watching the corrosive ef
fect of this slogan upon many minds
which might have been expected to



564 THE FREEMAN September

perceive its true character (page 97):
((What I hope to have made clear is
that the phrase (social justice' is not
... an innocent expression of goodwill
towards the less fortunate, but has
become a dishonest insinuation that
one ought to agree to a demand
of some special interest which can
give no real reason for it. Ifpolitical
discussion is to become honest it is
necessary that people should recog
nize that the term is intellectually
disreputable, the mark of demagogy
or cheap journalism which responsi
ble thinkers ought to be ashamed to
use because, once its vacuity is rec
ognized, its use is dishonest. I may,
as a result of long endeavors to trace
the destructive effect which the in
vocation of (social justice' has had on
our moral sensitivity, and of again
and again finding even eminent
thinkers thoughtlessly using the
phrase, have become unduly allergic
to it, but I have come to feel strongly
that the greatest service I can still
render to my fellow men would be
that I could make the speakers and
writers among them thoroughly
ashamed ever again to employ the
term (social justice.' "

If the cry of ttsocial justice" does
cease to be heard in the land, no
man in all the history of political
and legal philosophy will have done
more to produce that devoutly desir
able consummation than Hayek.

Let us now pass to the third vol
ume of the trilogy, ttThe Political

Order of a Free People." In the first
two volumes Hayek laid a founda
tion for a program for the renovation
of the once-liberal, once-successful,
but now sadly crumbling, Western
political order. In the third volume
the program is set out in much de
tail and with a full envelope of ar
gument.

However, though this program is
in an important sense the culmina
tion of Hayek's thought on the prob
lems of society, it did not arise in his
mind as a late flowering of his
analysis of law, order, and justice in
society.

A New Political Order

There is no surprise in finding
that all Hayek's ideas are the pro
duct of a long, slow development in
his mind, so· that they display the
rich maturity to be expected from
years of thought and experience, of
examination and re-examination, of
testing and re-testing. Thus those
who have followed the development
of Hayek's work will already be fa
miliar with the essentials of his pro
posals for a new political order. He
first presented them in a brief dis
course to the Mont Pelerin Society
at Vichy in 1967. He offered them in
more developed form in 1973 in his
ttEconomic Freedom and Represen
tative Government."2 In this volume
he presents them in what is perhaps
their finished form, though it will
not be open to us to think of any of
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Hayek's ideas as having reached
their ultimate form until he lays
down his pen once and for all.

Why is the Western political order
crumbling about our ears? And why
do we need to devise fundamentally
new political machinery to preserve
such freedom as we have, restore the
freedom we have lost, and give all
our freedoms the protection of a sta
ble order? Because, Hayek argues,
we have failed to distinguish be
tween nomos and thesis, between
the rules of just conduct and the
orders required for the tasks of gov
ernment, between legislation in the
true sense and administration.3 We
entrust the same body, Parliament,
Congress, National Assembly, etc.
with the task of deliberating upon
and determining both nomos and
thesis. From this, in Hayek's view,
the degeneration of modern democ
racy has developed.

From Democracy to Dictatorship

The degeneration of democracy
into plebiscitary dictatorship and
perhaps ultimately into totalitarian
tyranny proceeds visibly before our
eyes, but we are powerless to arrest
it, Hayek tells us, as long as, while
still prizing the principle of democ
racy, we think that existing demo
cratic forms are the only forms. For
it is by these very forms that we are
betrayed.

We are surely right to prize the
principle of democracy. A system in

which government is responsible
and accountable to the governed of
fers the best chance for liberty under
law, for peaceful political change
and peaceful rivalry for office or
power that mankind has known. Yet
if it be the case that existing demo
cratic forms are a mechanism for the
decay of democracy, the time will
come, and perhaps soon even in the
apparent citadels of democracy of
the North Atlantic, when the people
will abjure democracy. For as it de
cays, mounting disorder will arise in
which even democrats will come to
believe that only the agonizing
choice between authoritarian and
totalitarian government remains
open to them. Fortunate will be
those who then get an authoritarian
Franco, Salazar or Pinochet rather
than their alternatives.

Yet the authoritarian dictator
fails to produce a durable system.
His system tends to last no longer
than he. himself. Where has there
been a better dictatorship in modern
times, if dictatorship people must
have, than the ,.,.ditadura sem dita
dor" (dictatorship without a dic
tator) of Salazar? How many rulers
have given the Spanish people as
long a period ofpeace and prosperity
as did Franco? Yet Salazar and
Franco were not long in their graves
before their peoples dismantled the
systems which they had so labori
ously constructed. The lesson is
clear. If democracy can be saved,
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there can be no higher political duty
than to save it.4

Special Interests Gain Power

The process of democratic degen
eration displays itself as the general
interest becomes subordinated to
various sectional group interests, so
that the legislature ceases to be a
forum for the determination of the
general interest (for which the rules
of just conduct are the basis), but
becomes an arena in which special
interests jostle and bargain with
each other for the favors of the state.
The democratic process thus comes
to betray not only the general inter
est but majority rule itself. It is not
the wishes, still less the interests, of
the majority which prevail, but the
desires of fluctuating coalitions of
minorities.

Each group in the coalition bar
gains with other groups so that each
may feed at the public trough, and
the rapacity of each is thus con
strained not by any attention to, or
concept of, the commonweal but by
the need to accommodate itself to
the rapacity of the others. However,
such a system is unstable. It is not
merely that its true nature cannot
be concealed from the people, how
ever adept at camouflage by way of
democratic slogans and mob flattery
the coalition leaders may be.

What must bring it down and in
due course end even the pretense of
majority rule is the fact that it must

produce mounting discontent, which
by the irony of the gods turns out to
be even more destructive among the
coalition in-groups than among the
outer groups which are the victims
of their plunder. For in the first
place the betrayal of the general
interest itself undermines economic
stability and produces general un
ease as well as reducing the scope
for plunder; and in the second place
the appetite for plunder grows with
eating.

Hence the coalitions must con
stantly regroup themselves, enmity
among them growing apace, until
the strongest among them, probably
with a charismatic leader at their
head, assume full power. When this
happens the majority of the people
sigh with relief as chaos yields to
apparent order, and the forms of
democracy follow the long evapo
rated principles of democracy into
oblivion.

Power Corrupts

We may readily accept this ac
count of degeneration and yet ask
why the failure to distinguish be
tween nomos and thesis, and to
separate their determination, is the
spring and origin of this process.
Because, Hayek argues, the powers
of government offer seductive gains
to those who can capture them.
Hence if the same persons deter
mine both the deployment of gov
ernmental powers and the rules of
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just conduct, the seductions of the
former will in time submerge the
constraints of the latter. The most
striking example of this process is
shown by the very country, Britain,
which first in modern times estab
lished responsible government and
was long its great exemplar.

The Parliament which once forced
the Crown to submit to the rule of
law, has itself become an engine for
lawless government, having as
sumed the uncontrolled sovereignty
which it denied to the Crown, and
having abandoned the self-imposed
conventional restraints which made
it conform to the rule of law for some
two centuries after the defeat of the
Crown in 1688. The irony for par
liamentary democracy is that the
sovereignty of Parliament is now
only formal, the power to use it
having reverted to the Crown's suc
cessor, the Cabinet and its party
machine, which, behaving like a
true plebiscitary dictator, is re
strained only by the need to manipu
late success in the next plebiscite,
which in turn depends .mainly on
skill in manipulating the competi
tion between various pressure
groups.

The analysis indicates the rem
edy. The determination of nomos
and thesis must be separated and
entrusted to two different bodies,
both of which must be democrat
ically elected, so that neither can
claim to be invested with greater

democratic sanctity than the other
(thus avoiding the process which
enabled the British House of Com
mons to emasculate the House of
Lords and effectively destroy its re
vising powers). However, though the
two bodies will have equal demo
cratic authority, their constituen
cies, modes and periods of election,
and qualifications for election,
should be different.5

The Governmental Structure

Hayek examines the possible
modes, periods, and especially qual
ifications, for election to the true
law-making body (i.e. that dealing
with nomos, which we may call the
legislative assembly) in penetrating
and illuminating detail. Its mem
bers (whom Hayek with his alert eye
for classical Athenian parallels,
calls the nomothetae) would lay
down the general rules of just con
duct which would govern the delib
erations of the thesis-making body
(which we may call the govern
mental assembly) and the exercise
ofthe powers ofgovernment. In such
a constitution there would be a need
for a supreme court not merely for
the conventional task of construing
the decisions of the two assemblies,
but also for adjudication in case of
disputes between them.

It is impossible within the short
compass of this article to do justice
to the depth and amplitude of
Hayek's analysis. For example his



568 THE FREEMAN September

exposition of the proper functions of
government, and in particular of the
correct approach of authority to
problems of competition and
monopoly, is a marvel of sure
footedness as he picks his way to a
sound conclusion with immense
skill through a minefield thickly
strewn with lethal errors. The above
statement of his argument is there
fore a barely adequate attempt at a
very compressed account of its most
essential elements.

His diagnosis of the process of
democratic degeneration surely
merits ready acceptance, but with
this qualification which has a bear
ing upon the effectiveness of his
remedy. The entrustment of nomos
and thesis to the same deliberative
body would not have the baleful ef
fect which he rightly describes with
out the grip on the minds of citizens
and legislators of the intellectual
errors which he exposes in the first
two volumes ofhis trilogy. Hence his
remedy is unlikely to be successful
unless at the same time the influ
ence of these errors is removed. But
if this influence disappears, it is
arguable that his remedy becomes
unnecessary.

The Case of the United States

Consider the case of the United
States. The same process of demo
cratic degeneration is visible there
as elsewhere, though it may not
have gone so far as in some other

countries. Yet, though it does not
appear to be the case at first sight, it
is arguable that the United States
already has Hayek's system in its
essentials, and has had ever since
the Supreme Court invested itself
with the power of judicial review.

The essence of Hayek's system is
twofold. First, a body concerned
with the rules of just conduct which
is separate from a second body
which deliberates upon the adminis
tration of government, and which
sets the framework of law for the
decision ofthat second body. Second
ly, at least equal popular legitimacy
for the first body as for the second,
so that when the former's rules re
strain the latter's itch for action, the
people will accept them and approve
the restraint.

The two bodies in the American
system are the Supreme Court and
Congress, which look different from
Hayek's system but, it may be ar
gued, are not. In theory the function
of the Supreme Court is to apply the
provisions of the Constitution. In
practice it has tended to apply its
concept of what is right and just (i.e.
has sought to distil out of the Con
stitution Hayek's rules of just con
duct), especially during the past
forty years or thereabouts.

The shift from theory to practice
presents little difficulty if one pro
ceeds from the assumption that the
Constitution is itself essentially a
comprehensive statement of what is



1980 HAYEK'S COMPLETED TRILOGY 569

F. A. HAYEK, The Constitution of Liberty

The Fundamental Distinction

The fundamental distinction between a constitution and ordi
nary laws is similar to that between laws in general and their
application by the courts to a particular case: as in deciding
concrete cases the judge is bound by general rules, so the
legislature in making particular laws is bound by the more
general principles of the constitution. The justification for
these distinctions is also similar in both cases: as a judicial
decision is regarded as just only if it is in conformity with a
general law, so particular laws are regarded as just only if they
conform to more general principles. And as we want to
prevent the jUdge from infringing the law for some particular
reason, 50 we also want to prevent the legislature from infringing
certain general principles for the sake of temporary and immedi
ate aims.

right and just. It then calls for no
great effort from the judges to find
that the Constitution really means
whatever they currently believe to
be right and just. If they are good
lawyers, accustomed to intricate ar
gument, their skill in construction
enables them to reach this conclu
sion. If they are not, they ride off on
the principle that the Constitution
is a flexible document which is in
tended to breathe the spirit of the
age, and so they reach the same
conclusion as their more competent
brethren. It is true that there have
been and are judges described as
strict constructionists but a scrutiny
of their judgments will show that
they too follow what they believe to
be just, though their concept of jus-

tice is of an older lineage than that
of their less traditionalist brethren.

This process was especially obvi
ous in the decisions of the Warren
Court. It is well known that Chief
Justice Warren, knowing little law
himself and having little skill in
legal analysis, would react irritably
to counsel who submitted a web of
legal argument, saying uNever mind
these legal points. The question is, is
it right, is it just?" Of course a judge
of such a caliber is contemptible,
and it is true that when a competent
judge deduces what he considers to
be right and just from the Constitu
tion, he does it in such a manner
that the thread of legal construction
handed on by his predecessors is as
far as possible unbroken. Neverthe-
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less Warren differed from his pre
decessors, colleagues and successors
only in his naivete and ignorance.
They too have generally sought to
find and apply what they have be
lieved to be the rules ofjust conduct,
free from the trammels which bind
the lower courts.

The Role of the Courts

In countries where there is no
power of judicial review (e.g. the
United Kingdom), it is common for
the highest court in the land to say
uWe find that the law in the case
before us is unjust, but we are bound
to apply the law as we find it. It is
for the legislature to rectify the in
justice by amending the law." In the
United States the parallel would be
((We find that the provisions of the
Constitution in the case before us
are unjust, but we are bound to
apply them as we find them. It is for
Congress and three-quarters of the
States to rectify the injustice by
amending the Constitution." How
often has the Supreme Court said
this?

It follows that the Supreme Court
at least in some measure attempts to
perform the function of Hayek's
legislative assembly; and that the
fact that Congress attempts to deal
with both nomos and thesis is not a
fatal impediment since its acts are
subject to judicial review. As for
popular respect and allegiance, it is
stronger for the Supreme Court than

for Congress even though it is· not
founded on democratic election.
Thus when Franklin Roosevelt was
at the height ofhis democratic popu
larity, having carried 46 out of 48
states in the 1936 election, he was
unable to carry the people with him
in his assault on the Supreme Court.

Democratic Degeneration by
Way of the Supreme Court

The matter ~an be tested further.
Suppose that Hayek's system had
existed in the United States in the
1930's. Would the Legislative As
sembly have resisted the popular
clamor for the acts and policies of
the President and Congress which
have done so much damage to the
American economy and polity? It is
hardly likely. After all from 1937
the Supreme Court itself succumbed
to the fashionable myths and errors,
although it had a greater power to
stand aloof from popular emotion
than a Legislative Assembly would
have had. Indeed those myths and
errors have become so ingrained in
the thinking ofmost judges, that the
Supreme Court has now become in
some ways an even more powerful
engine for the degeneration of lib
eral democracy than the Congress.
Could a Legislative Assembly have
resisted the Zeitgeist better?

Hence I suggest that Hayek's
remedy will not work unless his as
sault on the intellectual errors of
our time first succeeds. But is it true
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that if he wins the intellectual bat
tle, his remedy becomes unneces
sary? The answer, I believe, is No.
First, there are important countries
(e.g. notably Britain and those
which have inherited her system)
which will save their liberties only
by fundamentally new constitu
tional arrangements; and Hayek's
remedy is at least as good as the
only other probable workable alter
native, the original prescription of
the American Republic (but includ
ing judicial review). Secondly, his
remedy would consolidate the intel
lectual victory. Indeed, as intellec
tual battles are never complete and
tend to stretch out over long
periods, his new constitutional ar
rangements would be needed to
forestall the effects of the local and
occasional reverses which even vic
torious armies suffer. ,

-FOOTNOTES-

lSee my article, 'The Wiles of Satan," Mod
em Age, Spring, 1978, p. 168.

2The Wincott Lecture, 1973, published by
the Institute of Economic Affairs, London. 2nd
impression, 1976.

:tIn the interest of brevity I am doing some
slight violence to Hayek's distinction between
nomos and thesis. The underlying distinction
is between found law and made law. Hence
some element of thesis enters into the deter
mination of rules of just conduct. But for the
purpose of this article's discussion the distinc
tion stated here will serve.

4As the degeneration ofdemocracy may lead
to disgust with its very name, Hayek suggests
that we might have recourse to the other Greek
word for rule and call his regenerated system
ttdemarchy."

50( course this should not be confused with
the case of the American Senate and House of
Representatives because, though they do in
deed differ in their constituencies, periods and
qualifications for election, and to some degree
in their powers, they both deal with nomos and
thesis.

The three volumes of Law, legislation, and Liberty by F. A. Hayek are
available and may be ordered directly from:

The University of Chicago Press
5801 South Ellis Avenue
Chicago, Illinois 60637

Vol. I Rules and Order
(1973) pp. xi and 184

Paperback, $4.45

Vol. II The Mirage of Social Justice
(1976) pp. xiv and 195

Cloth, $10.00
Paperback, $4.95

Vol. III The Political Order of a Free People
(1979) pp. xv and 244

Cloth, $14.00
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With
Wings as

Eagles

WHEN William Grimes was editor of
the Wall Street Journal, nothing
annoyed him more than references
to his age. (tIf anyone calls me a
senior citizen," he said on one occa
sion, ((I'll hit him with my c~tch."

Perry Gresham, a septuagenarian
who is some years retired as a very
active head of Bethany College in
West Virginia, is not as vociferous
as Bill Grimes about our national
penchant for shuffling people into
age categories. But, as he makes
plain in With Wings as Eagles, he
resents stereotyping that deprives
people of the chance for active lives
long before their vital energies have
been used up.

The old, he suggests, have become
an endangered species in America.
((Old daddy gov'mint" has done its
best to make ttseniority" and ttsenil
ity" interchangeable words. A third

572

of the nation is supposed, at age 65
or thereabouts, to get out of the
work force and start living on that
Social Security funny money that
could have been real wealth ifdaddy
gov'mint had only allowed people
the alternative of making their own
investments.

The Congress that passes the laws
that discriminate against Hsenior
citizens" is entirely hypocritical. It
has no mandatory retirement age
for itself. Yet it sets limits on what
the 65-year-older can earn and still
collect the full Social Security that
he has been paying for all those
years under the illusion that he was
buying insurance.

Inflation, of course, is the bane of
the elderly who are compelled by the
national stereotype to accept the
burden of living on fixed incomes.
The villain in inflation is the same
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government that has decreed an ar
bitrary cutoff for people in the work
ing force.

In California, Old Man Jarvis,
himself an exciting and energetic
septuagenarian, actually succeeded
in doing something about the two
jaws of the ((vise" (rising prices and
increasing taxes) that work such a
hardship on those on fixed incomes.
The Jarvis crusade against the
property tax is a heartening har
binger. Following the California
example, the elderly can, as Perry
Gresham says, ((mobilize for less
government instead of more, for
fewer taxes instead of more bene
fits."

Meanwhile Perry Gresham is not
waiting on the tax rebellion to do
something for people. Like Leonard
Read, he believes in exemplarity. He
discovered, on a rainy night in St.
Louis when he was making notes for
a speech on ((Life Begins at Sev
enty," that he had all too negli
gently accepted a scenario of the
human life-cycle that put him on a
plateau that must give way to slow

decline and death. It suddenly oc
curred to him that life was a matter
of several peaks of achievement, not
merely one. Perry Gresham speaks
of experiencing something he calls
((the surge of the sixties." It was
equivalent to the athletes' second
wind.

The concept of new surges sent
Perry Gresham to the history books.
He discovered that six of Plato's
greatest dialogues were written in
the two decades before his death at
79. Socrates was cut off at age 70 by
a rigged court that had condemned
him to death for being all too effec
tive as a teacher. Goethe wrote some
of his greatest poetry in his seven
ties. Benjamin Franklin was active
in the Constitutional convention in
his eighties. To come closer to home,
Henry Hazlitt writes as clearly and
cogently about economics in his
eighties as he did in his fifties.

Life, says Perry Gresham, is dura
tion. The concept was Henri
Bergson's, who thought that aging
persons, who had greater reservoirs
of experience from which to draw,

With Wings as Eagles (163 pages) is pUblished by Anna PUblishing,
Inc., P.O. Box 4778, Winter Park, Florida 32793. The hardbound
edition at $10.95 may be ordered directly from the publisher.

The attractive paperbacked edition is also available from:

The Foundation for Economic Education, Inc.
Irvington-on-Hudson, N.Y. 10533
paperback, single copy $5.95
10 copies or more, each $4.00
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Fierce no more is the spectre ofold age
I now see life as a series of renewals
Senility is for those who abuse the body
Or fail to qualify for renewal
Despondency is for those who fail

to find new challenges
Loneliness is for those who fail to cultivate new friends
Despair is for those who have lost their nerve
I have faced all these spectres

and I have defeated them
With eagle wings I soar above them
Old age is truly better than youth or middle years
I have earned the right to be wise
And to enjoy the inner splendor which has replaced
The external concerns of the busiest years.

PERRY E. GRESHAM

could contribute much to creative
evolution. Pondering Bergson on
duration and his own experience
with the ((surge of the sixties," Perry
Gresham decided that men could be
betrayed by defective images. Some
of the images are mechanical. There
is, for instance, the ((old-car" theory.
An old car can take just so many
repairs. Brakes can be relined, even
new engines may be substituted,
but bodies nevertheless wear out in
the allotted time.

Biological images can be just as
discouraging. There is the ((old-tree"
theory. Eventually the sturdiest

tree trunk must become a rotting log
returning to the earth.

Perry Gresham discovered that if
he rejected mechanical and biologi
cal images in favor of his ((surge"
theory, life became a matter of suc
cessive renewals. The title of his
book comes from the Prophet Isaiah:
((But they that wait upon the Lord
shall renew their strength; they
shall mount up with wings as
eagles." The fear of death is a udis
ease of Europe." It is what comes of
faulty images, such as that of the
((old car" or the ((old tree." But if one
is willing to ((wait upon the Lord"
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and accept the theory of renewals,
one ceases to worry about death.

Much of Perry Gresham's book is
a celebration of the scriptural exal
tation of faith as the substance of
things hoped-for, the evidence of
things not seen. But, though he pays
tribute to Oriental cultures which
have little terror of the prospect of
dying, Perry Gresham is like any
other incurable Westerner when it
comes to self-help in postponing the
day when there will be no more
earthly surges of energy.

He has good rules for sustaining
old friendships and cultivating new
ones. He believes in the therapeutic
values of games and dieting, but
warns against being fanatic and bor
ing about either. He believes in lis
tening as well as in speaking. The
vice of self-centeredness must be
combatted-it is what makes one
morose and dissatisfied even among
interesting people. ((The cultivating
of an other-regarding point of view,"
says Perry Gresham, ((is a lifelong
experience, but seventy is a good
time to start if it hasn't been started
earlier."

We have lived through the years
of the baby boom and the tyranny of
the young. Now that our population
is growing older, Perry Gresham's
surge philosophy may find a bigger
audience than would have been pos
sible in the Nineteen Sixties. The
officially sanctioned retirement age
has recently been jumped from 65 to

70. Congress feels more complacent
about letting those on Social Secu
rity earn more without being
penalized for being productive. Who
knows, if Perry Gresham can get a
good hearing for his eagle-wing
point of view, maybe Congress will
ditch all those laws that treat the
elderly with contempt. @

CUTTING BACK CITY HALL
by Robert W. Poole, Jr.
(Universe Books, 381 Park Ave. So.,
New York, N.Y. 10016)
224 pages. $12.50 cloth

Reviewed by Brian Summers

AMERICANS have grown used to
thinking that the quality of local
services rises and falls with tax
rates. Thus, anyone proposing a tax
cut is immediately accused of want
ing to reduce already inadequate
services.

This, Robert Poole shows, need
not be the case. Local taxes can be
cut while services are maintained
if not vastly improved!

Take the example of mass transit.
Any talk of a tax cut is immediately
met with threats of fare hikes and
reduced schedules. But there is no
reason why mass transit should be a
city-run monopoly. As Poole shows
with actual cases, private buses, jit
neys, gypsy cabs, shared-ride cabs,
car pools and van pools provide bet-
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ter, cheaper, and more flexible ser
vice than tax-subsidized mass
transit systems. All that is needed to
turn them loose is a repeal of gov
ernment regulations.

The same is true for garbage col
lection. Cut taxes, we are threat
ened, and garbage will pile up. But
Poole cites numerous examples of
private firms that put the gov
ernment-run systems to shame.
And at a profit! Private refuse col
lectors have pioneered in the profit
able extraction of energy, usable
metals and glass from garbage.

Poole also considers police and fire

protection, criminal justice, ambu
lance service, recreational services,
health care, zoning, public works,
city management, and schools. In
every field he finds examples of pri
vate contracting, user fees, and
modern management techniques
that are improving local services
while cutting costs.

Cutting Back City Hall is a valu
able handbook for those who seek
better local services with reduced
taxes. Especially useful is a listing
ofcompanies (including consultants)
that offer services to local govern
ments on a contractual basis. ,
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Lawrence W. Reed

ONE THING we learn from history is
that hardly anyone ever learns from
history! Mistakes made in the past,
some on a grand and glaring scale,
have been repeated again and again.
This is true particularly of the poli
cies of central governments.

International trade presently re
flects the consequences of a mass
lapse of memory. During the dark
days of the Great Depression the
world learned the painful lesson that
rampant economic nationalism leads
to a breakdown in world trade. The
((isolationist economics" of the 1930s
did much to prolong and deepen the
agony of depression.

Much of the post World War II era
was marked by a gradual return to
relatively free trade. Barriers to

Mr. Reed Is Assistant Professor of Economics at
Northwood Institute In Midland, Michigan and Direc
tor of the college's summer Freedom seminars.

commerce came down. Goods and
services crossed national borders
once again. Between 1938 and 1970
the value of world exports increased
thirteenfold, from $23.5 billion to
$311.5 billon.1 With this expansion
ofpeaceful, voluntary, and construc
tive activity came a wider division
of labor and general prosperity.

The volume of world exports in
the 1970s for the most part contin
ued to grow. But a complicating fac
tor emerged which has slowed the
trend and threatens a return to the
practices of the 1930s. The govern
ments of the world are rapidly re
jecting the logic and benefits of free
trade. The specter of protectionism
has reared its ugly head once again.

Protectionism is the policy ofusing
coercion to restrict the importation
of foreign goods, allegedly for the
good of the domestic economy. Gov-

579
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ernments around the globe increas
ingly are employing it through
higher tariffs, import quotas, ex
change controls, and other artifi
cial, political roadblocks. Market
transactions in oil, soybeans, airline
tickets, gold, bank loans and almost
any other imaginable product or
service routinely and hourly cross
national boundaries on a vast scale,
creating international markets and
market prices. Both theory and his
tory tell us that government policies
which ignore this process or try to
contraven-e it for national advan
tage must have deleterious effects.

The list of new and proposed re
strictions, however, is growing al
most daily. For example:

1. American steel manufacturers
have filed suits charging ~~unfair

competition" from Japanese and Eu
ropean steelmakers.

2. Florida tomato growers are de
manding ~~protection" from Mexican
tomatoes.

3. British manufacturers of greet
ing cards are calling for limits on
Christmas cards imported from the
Soviet Union.

4. The French government re
cently vetoed a French company's
purchase of four Japanese container
ships and offered instead a $40 mil
lion subsidy to the company so it
could buy ships built in France.

5. The governments of the Com
mon Market countries caved in to

demands that they restrict the im
port of acrylic· fibers by American
producers.

6. British shoe producers are ap
pealing for import restrictions
against shoes made in Brazil,
Czechoslovakia, and Poland, claim
ing that these countries are dump
ing shoes in Britain.

7. The Italian car maker Fiat en
listed government support to block
a deal between Alfa-Romeo and
Japan's Nissan Motors which would
have given Nissan a foothold in the
Italian market.

8. Auto makers and auto unions
in the U. S. are lobbying for punitive
measures against foreign imports.

9. Meanwhile, in Britain, the
Transport Workers Union has
launched a campaign to keep all for
eign-built cars out of British sales
rooms after 1980.

One expert on the world economy
estimates that more than 46% of
world trade is controlled by govern
ments through various measures
up from 40% in 1974. Agricultural
trade remains as fully controlled as
ever, but more than 21% of trade in
manufactured goods is now regu
lated, up sharply from 13% six years
ago.2

The vocabulary of the protection
ists indicates the seriousness with
which they regard the ~~problem" of
imports. The use of melodramatic,
sometimes military, terms to de-
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scribe what is essentially a network
of peaceful, voluntary transactions
is quite prevalent. The entry of goods
from outside national boundaries is
variously referred to as an ~~inva

sion," an «assault," or a «flood."
Two hundred years ago when

Americans cried ~~The British are
coming! The British are coming!" it
was a call to arms against an enemy
who intended to do violence to life
and property. Today, with equal fer
vor in some quarters, Americans are
crying «The cars are coming! The
cars are coming!" as if a foreigner
selling a car to a dentist in Peoria
constitutes an act of aggression.

Why Trade?

In dealing with this problem, it is
instructive to pose the question:
Why trade? The answer should be
obvious: people trade because they
want to acquire something! To get
it, they offer something in ex
change. The fundamental, universal
principle of free exchange is that
both sides to the transaction bene
fit.

This principle becomes abun
dantly clear when one recognizes
that «nations" do not trade. A ~~na

tion" is a collective term for some
thing which exists only in the ab
stract; it is not a living, breathing,
acting, decision-making entity. Only
individuals live, breathe, make de
cisions, act, and trade. What think
ing individual would freely and con-

sistently give up what he has in
order to acquire things he values
less?

So it is that trade is a natural de
velopment among men seeking to
improve their individual welfare. It
requires no central authority to de
cree it; it simply requires that the
central authority stand aside and
not hinder it! It takes the use of
force (fines, taxes, prison sentences)
for trade to disappear.

This use of force in international
trade is gaining new respectability
these days as an effective means to
deal with what is known as ~~dump

ing." A somewhat nebulous concept,
dumping has been defined as selling
abroad below the cost of production
or at a price lower than that prevail
ing in the exporter's home market.

No attempt has been made in
American anti-dumping law to de
fine ~<cost of production." What seems
concrete to the legislator is slippery
to the economist, who uses many
different concepts of ~~cost," includ
ing ~~marginal," ~~average," and
~~total."

Steven E. Plaut, in an excellent
article entitled «Why Dumping is
Good for Us," explains the morass
that this definitional problem has
created:

The bureaucratic process through
which foreign producers are judged to be
dumping is cumbersome. Any American
businessman who believes his company
has been hurt by cheap imports can file
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a complaint with the Commerce Depart
ment. After an investigation that can
take up to eleven months, Commerce de
termines whether goods have been sold
at cCless than fair value." Simultane
ously, the International Trade Commis
sion decides whether such sales have
been Uinjurious" to American industry.
Ifboth findings are positive, dumping in
the legal sense is deemed to have oc
curred, and anti-dumping duties are lev
ied. There is no penalty to the petitioner
if he loses his case, which encourages a
blizzard offilings.3

In a 1977 case concerning alleged
dumping ofJapanese steel plate, the
U. S. Treasury decided that the Jap
anese firms were indeed dumping
their steel. A crucial part of the
finding involved adding an 8% profit
to the Treasury's rather capricious
computation of the Japanese firm's
costs. As Lindley H. Clark of the
Wall Street Journal stated, CCIf steel
makers have to get an 8% profit on
everything they sell, many steel
companies in the U. S. and else
where have been dumping quite a
great deal of steel."4

The Fallacy Exploded

Anti-dumping levies are fre
quently proposed in the name of
ufairness" in order to cCequalize the
conditions of production." The fal
lacy embedded in that notion was
exploded by the French economist
and statesman, Frederic Bastiat, a
century and a half ago:

To equalize the conditions of produc
tion is not only to obstruct exchange to
some extent but also to attack exchange
at its very foundations; for exchange is
based precisely on the diversity, or, if
you prefer, on the inequalities of fertil
ity, skill, climate, and temperature, that
you are seeking to eliminate. IfGuienne
sends wines to Brittany, and if Brittany
sends wheat to Guienne, it is because
these two provinces offer different con
ditions of production. Is international
trade conducted on a different basis?
Moreover, to attack the inequalities in
conditions that give rise to exchange
and that account for it is in effect to at
tack exchange itself. If the protection
ists had the power to give legal effect to
their convictions, they would reduce all
men to the snail's life ofutter isolation.5

Bastiat's conclusion is inescap
able: it is always beneficial for a na
tion to specialize in what it can
produce best, and then trade with
others to acquire goods at costs lower
than it would take to produce them
at home.

Certainly American auto makers,
some of whom are urging their fel
low citizens to CCbuy American" and
the U. S. Congress to restrict im
ports of foreign cars, understand
Bastiat's principle when they act as
CCbuyers" in the market. Finding a
truly all-American car these days is
virtually impossible. Almost every
thing Detroit turns out contains
components, from engines to brakes,
which are made in other countries.

Purchasing these quality parts at
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the lowest price helps keep the
American auto industry competi
tive, regardless of where those parts
originate.

A Mercantilist Notion

The charge that foreign manufac
turers will ((dump" their goods until
domestic competitors are forced to
close and then raise prices to exploit
a market devoid of competition dates
back at least to the mercantilist era.
In those days, it was believed that a
domestic manufacturer had a ((right"
to the local business. Those con
sumers who would have preferred
foreign products were prevented
from buying them by restrictive leg
islation. The result was a reduction
in efficiency and competition, higher
prices and fewer choices to the con
sumer, and ultimately less attrac
tive employment opportunities.

Moreover, to quote Steven Plaut
again,

...predatory dumping that reduces
competition, like a domestic price war,
involves a period of gain for consumers
(or the consuming country) followed by
a period of loss, as the emerging monop
olist or oligopolists extract excess prof
its. Dumping will result in a net na
tional loss for the importing country
only if the eventual loss outweighs the
earlier gain. There has never been a
well-documented case of net consumer
loss resulting from a domestic price war.
Nor is there convincing evidence of a
single case in which a country suffered
a net loss from dumping.6

Whichever definition of the word
one employs, ((dumping" has some
very rational explanations in its
favor. What about the legitimate
concept of variable pricing, for in
stance, which involves different
prices in different markets because
supply and demand conditions are
not everywhere identical?

Sometimes dumping occurs with
products which are no longer in great
demand in home markets, left over
when models change, or outlawed
for domestic political reasons.

At other times, a foreigner will at
tempt to acquire a market share in
another country by offering his
wares at cut rate. Is that any differ
ent from the corner grocery store
which advertises toothpaste at 50¢
off in order to get customers in the
store?

Under other circumstances, a pro
ducer may maintain a certain out
put during an economic decline at
home and sell his products abroad
at ((below cost" because the alterna
tive ofclosing for the duration of the
decline would be even more costly:

And because of price and ex
change rate fluctuations which may
take place over the life of a sales
contract, the final sales price of im
ported products could easily end up
below cost or below the domestic
price.

No free trade advocate should ever
argue that free trade makes life easy
for every domestic producer. While
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broadening the choices open to con
sumers, it can simultaneously deny
a producer the security of a guar
anteed home market. But any policy
of protectionism designed to provide
that security will do harm to con
sumers. Too often we see the good
that restricting imports might do
for a few and ignore the very real
injury which would be inflicted on
the many. There simply is no escap
ing the fact that protectionism as an
idea does violence to the logic of lib
erty, peace, and economics.

For the true libertarian, the lib
erty argument against protection
ism ought to be sufficient refutation
by itself. Humans have a natural
right to be free from arbitrary inter
ference in their peaceful affairs.
Trade restrictions disrupt and pun
ish a peaceful, voluntary, and mu
tually-beneficial activity. The legit
imate function of government is to
prevent and punish violence, not to
initiate it. Protectionism must be
regarded as a manifest violation of
liberty, and its advocates must tell
us what earthly goal their policy
serves that is greater than human
liberty.

Peace Through Trade

The peace argument against trade
controls was well summarized by
Professor W. M. Curtiss in his book,
The TariffIdea: «If goods do not cross
frontiers, armies will!"7 In other
words, when people sever their eco-

nomic ties, war becomes a distinct
possibility. The course of events is
painfully repetitious to the histo
rian: one side raises trade barriers,
the other retaliates, and the war of
words subsequently degenerates into
armed conflict.

As long as people are free to reap
the benefits of trade, they have a di
rect and immediate interest in tran
quil relations. But raise the tariff
and close the borders, as was done
in the 1930s, and relations deterio
rate. What a nation cannot get
through trade, it may attempt to
take at gunpoint.

For hundreds of years prior to
1815, Britain and France were at
each other's throats. During this
long period of antagonism, inhibit
ing trade was national policy in both
countries. After 1815, under the in
fluence of the free trade notions of
Adam Smith, the two countries re
duced their barriers and have since
enjoyed peaceful political relations.
This is no mere coincidence. So as
each brick is mortared to the protec
tionist wall, those who argue in its
favor must tell us why peace is not
important.

Preventing free trade fails to make
any economic sense as well. Though
it may benefit (at least in the short
run) domestic industries by reduc
ing competition from abroad, the
economic harm done by it is none
theless real and identifiable.

Just who is harmed economically
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by a tariff, for instance? First, all
individuals who purchase a product
upon which the tariff is levied. By
the amount of the tariff, they now
have less wealth than they would
have had without it. They are that
much poorer.

Next, all those domestic busi
nesses which now sell less to Amer
icans because Americans must spend
more for the ((tariffed" items.

Then, all those domestic busi
nesses which now export fewer goods
to foreigners because foreigners earn
fewer dollars in America to pay for
those American exports. That's not
an insignificant point if one consid
ers that one out of every eight man
ufacturing jobs in this country
produces for export, one out of every
three acres of American farmland
produces for export, more than half
of our wheat, soybeans, and rice is
sold abroad, and almost one out of
every three dollars of U. S. corporate
profits comes from international ac
tivities of U. S. firms.

And finally, everybody loses as the
advantages of international special
ization and lower cost production
evaporate. The situation is even
worse if, instead of a tariff, restric
tions are imposed which deny entry
of the foreign good altogether.

Such detailed argumentation
would not be necessary if men
understood what the very concept of

protectionism represents. In a nut
shell, protectionism pulls people
apart. It does not enhance coopera
tion. It makes exchange not easier,
but more difficult. It raises barriers,
obstructions, roadblocks, and im
pediments. It creates problems; it
does not solve them. The progress of
mankind has not come from making
life more difficult!

As the rising tide of protectionism
hangs over the world like a Damo
des' Sword, the centerpiece of
American foreign policy ought to be
a ringing defense of free trade. Other
nations may persist in their primi
tive policies of coercion, but let that
not be cause for America to blowout
the candle and leave us all in dark
ness. Our motto must be, ((Let's im
port their goods, not their folly." ,
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Ralph Bradford

Penalties
on

Employment

AMONG those who deplore the rav
ages of Big Government, there is a
tendency to dwell upon aggregate
figures, rather than on individual
experiences. Emphasis is apt to be
placed upon the billions that are
being exacted from the taxpayers
collectively and squandered by the
bureaucrats upon seemingly useless
activities.

Such concern, of course, is as it
should be. More power to any writer
or speaker who can find new ways to
drive the message home convinc
ingly! For the hour is late-very late.
Slowly but surely our country is
being reduced to bankruptcy in the
name of alleged social and economic
progress. And the people collectively
are paying the bill and will ulti-

Mr. Bradford, of Ocala, Florida, is well known as a
writer, poet, speaker, and business organization con
sultant.
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mately suffer the consequences in a
further stifling of initiative and cur
tailment of freedom.

But of late I have been thinking
about what all this supergovern
mentalism is doing to Jim Smith,
Henry Jones, Mary Brown and mil
lions of their social and economic
counterparts as individuals-how
much time and work and money they
are forced to expend in ridiculously
complicated, Federally-generated
bookkeeping, reporting and fee pay
ing.

My interest was further quick
ened by a letter that came to me not
long ago from a mid-western friend
of long standing. Before his retire
ment he was for years the General
Manager of a large national Trade
Association. He is also a Certified
Public Accountant and a Financial
Analyst; and he is therefore better
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qualified than most taxpayers to
keep records and fill out compli
cated forms. With his letter to me
he enclosed a copy of one he had
written to a high government offi
cial, in which he had set forth some
of his experiences as an enforced
paper shuffler.

And because his ordeal, with
slight variations as to detail, has
probably been duplicated by several
million other Americans I am, with
his permission, giving the gist of his
experience in the following para
graphs.

* * *
First, as to his status, he is a re

tired businessman, a widower, who
employs a part-time housekeeper.
For twelve years after his wife died
he employed a live-in housekeeper;
but he reports that after her retire
ment (and after interviewing twenty
other women) he has been unable to
secure another. In his search he
found that many women who
formerly did domestic work now
dwell in government-subsidized
apartments at low rentals, and
subsist on Federal Social Security
payments, bank interest, and other
types of income. But he has also
found, he adds, that such women
seem pleased with their situations.
While their incomes are low and
their living standards are not high,
they are generally happy, since ~~they

do not have to work." Their desire

and will to work, he believes, have
been destroyed.

His present part-time domestic
employee, he reports, is paid the
Federal minimum hourly wage, to
gether with her meals and several
other benefits; but in order to em
ploy her legally he is required to ex
ecute and file thirteen different forms,
and pay a total of $442.35 a year in
Federal Social Security taxes, and
state and Federal unemployment in
surance taxes. This he must do in
order to be allowed to furnish em
ployment to a person who seriously
needs it!

The employee has both a heart
and an eye condition that would
make it very difficult for her to se
cure other employment. So his use
ofher services fills a real social need;
and he says she is very happy with
her work. But . ... he must do all
that paper work, and dig up nearly
$450 over and above her wages, for
the privilege of giving her employ
ment that is beneficial to her and to
society at large, as well as to him.

When she was first hired, he was
required to prepare and file a paper
called Form UCOl-~~a report to de
termine status of domestic employ
ment." Then he had to file Form 327,
to show that he is not a retailer, a
wholesaler, or a manufacturer. Then
every three months he is required to
prepare and file Form 942 Federal
Aid Security, pay 6.13 per cent of
her wages in taxes and deduct that
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amount from her wages-a total tax
of 12.26 per cent of her wages. At
year's end he must prepare and file
with Internal Revenue Sevice Form
W 2, showing her total wages and
taxes-and a copy of this report must
also be given to the employee.

Then every three months he must
also prepare and file Form UC-D,
namely, Employer's Contribution
Report for Unemployment Insur
ance, together with Form UC 3-T;
and must pay 3 per cent of her wages
in such taxes. Incidentally, another
form, which shows the employee's
name, Social Security number and
the amount of such taxes in her case,
must be sent to a Michigan Avenue
address in Chicago, whereas the
other form (UC 3-T) must be sent to
a different Chicago address.

Endless Filing and
Duplicate Reporting

Maybe there is some matter ofbu
reaucratic efficiency or convenience
involved in such a requirement, but
one wonders why these two reports
couldn't be combined and sent to the
same address, thus saving printing
costs, extra envelopes, and extra
postage cost to the taxpayers. A
small matter of maybe only fifty
cents or less to each individual? Yes
-but not small when you multiply
it by many thousands, and possibly
by several million.

But my employer friend is not yet
finished with his paper work. At the

end of each year he has to prepare
and file Form 940, the Employer's
Annual Federal Unemployment re
turn, showing the total wages paid
to his part-time housekeeper. At the
same time, he must pay 7 per cent
in taxes to the Internal Revenue
Service.

He tells me that he could also face
the possibility of completing and fil
ing twelve more forms each year.
This could happen if his four-days-a
week housekeeper, who pays a total
of about $150 a year in Federal and
Illinois income taxes, should ask him
to withhold such Illinois taxes from
her pay, so she would not have to
make the single payment on April
15th. This would involve his com
pleting Form IL 501 (Illinois Em
ployers Income Tax) on the first and
second months of each calendar
quarter, paying such withheld taxes,
and then completing and filing an
other form (IL 941) showing total
wages for the quarter, on the third
month of each quarter. These three
forms and three remittances would
be mailed quarterly to the Illinois
Department of Revenue at Spring
field. So far my employer-friend has
been spared this particular load of
paper work; but it would be required
of him if his employee should decide
she wants him to withhold these
taxes from her pay. If this should
happen, he estimates that a mini
mum of two and a half days of time
each year would be required to com-
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plete, file, record, issue checks, and
mail, in order to comply with the
law.

Rules and Regulations

For many years defenders of the
so-called liberal program of our gov
ernment (high employment at good
wages with attendant social bene
fits) have sung the praises of its al
leged advantages. Seldom do they
mention the wasteful, time-consum
ing, sometimes ridiculous rules and
regulations that have become a part
of that program.

To some extent this results from
the long-established ((liberal" notion
of labor as an abused commodity
a· mass of underprivileged, down
trodden wage slaves; and of employ
ers as big-bellied cartoon types, or
as huge and soulless aggregations of
capital. Partly it inheres in any bu
reaucratic management of the mi
nutiae of our lives.

Apologists for the system of so
called benefits for thousands of mar
ginally-employed workers are either
unaware of or indifferent to the
problems faced by the employers of
such labor, who are almost as nu
merous as the workers themselves.
An example is the case of my friend,
who, because he employs a part-time
housekeeper, must prepare and mail
13 different forms, and possibly 12
more forms for a yearly total of 25;
must enter in his personal financial
records the figures upon which to

base the issuance of nine checks for
a total yearly payment of $442.35 in
Federal Social Security taxes, pIus
both Federal and Illinois State un
employment insurance taxes on the
cash wages of $4500.

On top of all this, he says that do
mestic employment in 1980 will
come under the Illinois Workmen's
Compensation Act, and he will have
to secure an appropriate insurance
policy at an annual premium of
about $75. This coverage, he notes,
would be included at very low cost
to him (only $4.75 per year) under
the liability section of his regular
Homeowner's Insurance policy! Thus
an employer is again to be penalized
for furnishing some much-needed
employment and income.

What is the alternative to such
nonsense? One sensible way would
be to allow the free-market economy
to take its beneficial course. The
problem is simple. A man needs a
part-time housekeeper. A woman
with some health problems is nev
ertheless able and anxious to per
form the household tasks involved.
She is willing and eager to work. He
is anxious to employ her services.
So ....

Why not simply let them strike
their bargain without invoking and
involving the ponderous, costly and
time-consuming machinery of the
U. S. Government and the State of
Illinois? Such a program would, of
course, be looked upon by the disci-
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pIes of Statism as wrong, reprehen
sible and reactionary, and to propose
it seriously is to invite their scornful
condemnation.

There is, of course, another alter
native. To mention it here is not to
propose it, and certainly not to en
dorse it. I refer to the so-called un
derground system. Under it, neither
employer nor employee makes any
reports to government at any level.
The wages are paid from hand to
hand in cash on an agreed basis; no
body makes any reports; nobody
pays any fees or taxes. Naturally
such arrangements are not publi
cized, and nobody knows how wide
spread the practice may be.

Law-Breaking Encouraged

The evil in the cCunderground sys
tem" is that it encourages people to
break the law, and causes disrespect
for government. And the evil is not
removed, even though it is perhaps
slightly modified, by the gloomy fact
that people who practice it do so to
evade the senseless exactions of their
own government!

Significant bits of light are cast on
this problem in two letters received
by my troubled friend. One was from
the Nobel prize-winning economist
and social philosopher, Dr. Milton
Friedman. In his usual forthright
way, Dr. Friedman said: cCYou wrote

an excellent and clear letter to (the
tthigh government official" above re
ferred to) about the incredible paper
work and taxes, just to employ a
part-time housekeeper legall~ What
a mess we are in."

By contrast, the other letter was
from an assistant to the said high
government official-written after
some two month's delay in response
to an urgent follow-up by my friend.
It said:

«The amount of mail received ...
.. in recent months makes it impos

sible for us to respond . . . . with as
much detail as we would like. How
ever, you may be sure that we have
noted your remarks."

Some day an inspired composer
may set that line to soul-stirring
music and give us a new National
Anthem: c1Jrother, we have noted
your remarks!"

Well .... there it is: One troubled
and troubling echo from our statist
society; one bit of honest protest;
one small, exasperating incident
which, multiplied by millions, ends
in national frustration, and points
to bankruptcy. And a nagging ques
tion keeps intruding:

Is it possible-just possible
that somewhere in the crowded cor
ridors of Washington and other cap
ital cities there is room for the
exercise of a little ordinary horse
sense? ,



WHAT Ralph Nader and his as
sociates advertised as Big Business
Day on April 17, 1980 was aimed at
generating· mass public support for
legislation to curtail corporate
power-to fight ttCrime in the
Suites." Counter-demonstrations
were organized to commemorate the
past achievements of the enterprise
economy and demonstrate a na
tional consensus on the need for
economic policies that promote jobs
and prosperity.

This important debate involves
the question of growth versus no
growth. It is a question of economic
progress and material prosperity
versus stagnation, unemployment
and poverty. Is it time for sacrifice;
time to pursue policies of zero
economic growth; time to write an

Roger Ream Is Director of Seminars of The founda
tion for Economic Education.
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obituary for the American Dream?
Or can we continue to have an ex
panding economic pie, with a larger
share for everyone?

More importantly, however, this
debate boils down to the question of
human liberty. Proponents of the
no-growth mentality are siding with
the collectivists in the historic
struggle between individual free
dom versus government control. It is
imperative, therefore, that those
who cherish liberty understand the
issues involved in this latest at
tempt to expand the power of the
state.

Ironically, Big Business Day 1980
occurred on the eve of the anniver
sary of Lexington and Concord
the shot heard round the world.
Some of the most vocal advocates for
increasing the role ofgovernment in
business and consumer decisions

591
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selected a week that celebrates the
beginning of the American Revolu
tion to voice their views.

A New Tyranny

One of the reasons for severing
the ties with England was that King
George III and Parliament were try
ing to tax and regulate commerce
and industry-business. In the De
claration of Independence, Thomas
Jefferson charged that George TIl
had ((erected a multitude of offices
and sent hither swarms of officers to
harass our people and eat out their
substance." This is exactly what we
see happening today, only there is a
new tyranny in the place of George
III. This new tyranny is being im
posed through the implementation
of proposals espoused by ((the new
adversary class." They ((have
erected a multitude of offices"
OSHA, the EPA, FTC, CPSC, DOE,
CSA, FDA, ad infinitum-and ((sent
hither swarms of officers"-agents,
inspectors, lawyers, and the like
((to harass our people and eat out
their substance"-our productivity
and our wealth.

The danger posed by this new
class is that they are using the
power of the state to bring about the
changes they desire. They want to
force compliance with what they de
termine are the right policies to pur
sue and the proper way to live one's
life. They are statists. As a result,
government is playing a much

greater role in our lives. Even aside
from the massive increase in public
sector consumption of private sector
wealth, the extent of the regulatory
activities of government is alarm
ing. We have almost totally aban
doned the original concept of a gov
ernment of limited and enumerated
powers.

Anyone not convinced of this
ominous trend need only pick up the
daily newspaper, particularly one
that covers business news. Without
making any value judgment as to
whether a particular government
activity is good or bad, just notice
the extent to which government is
involved in every economic transac
tion. For example, here are a few of
the stories in a recent issue of the
Wall Street Journal:
• FAA May Go to Court Over

Limits Set on Use of California
Airports

• Auto Warranty Services Are
Studied by the FTC

• TWA Seeks Authority from CAB
for New Route

• California Utility Fined for
Safety Violations

• Oklahoma G&E Wins Temporary
Rate Boost

• Revenue From Carter's Import
Fee on Oil is $10 Billion Prize
Sought by Everyone

• More Banks Take Steps to Place
Restrictions on Loans to Consum
ers to Stay Within Federal Re
serve Guidelines
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This increase in the power and
especially the scope of government
is a major change which warrants
attention.

Special Interest Legislation

There are two major causes for
this trend toward big government.
The first occurred very early in U.S.
history as individuals, often busi
nessmen, realized they could obtain
special privileges from government.
Special interests sought grants, sub
sidies, exclusive licenses and vari
ous forms of protective legislation.
This was the history of most early
regulatory agencies. They were
created to protect the ttpublic inter
est" but soon fell into the hands of
the special interests. They were
Ucaptured" by the very industries
they were supposed to regulate. As a
result, they aided and protected var
ious vested interests. One need only
visit the halls of Congress and ob
serve trade associations, labor lead
ers, and businessmen lobbying for
various types of special interest
legislation to realize that this factor
in the growth of government con
tinues today.

The reason this type of plunder
has been so successful and is still
going on is because, as Milton
Friedman and others have pointed
out, the benefits are concentrated in
the hands of a few, while the costs
are diffused among millions of tax
payers. For example, a particular

industry lobbies in Washington,
D.C., for a subsidy of ten million
dollars. This benefit is concentrated.
With $10 million at stake, the in
dustry will hire lobbyists to wine
and dine Congressmen; they may
form a political action committee to
distribute thousands of dollars to
the re-election campaigns of Con
gressmen favorable to their subsidy.
In short, the benefit is concentrated
so potential recipients will go all out
to obtain it.

On the other hand, the dollar costs
are diffused. The subsidy will be
collected from taxes, both direct and
hidden, levied on millions of tax
payers. A subsidy of $10 million to a
special interest is not much to excite
a taxpayer, since his share of the
$10 million is, on average, less than
a dime. It would cost a taxpayer
more than that to write a letter or
telephone his Congressman to pro
test this subsidy. The cost is diffused.
This is why there has never been
much vocal opposition to the specific
subsidies granted special interests;
taxpayers simply, and quite natu
rally, don't feel the added burden of
each specific program.

This scheme is even more effective
when the subsidy is in a non
monetary form-a protective tariff,
a licensing law, an increase in the
minimum wage, and so forth. In
these cases not only are the dollar
costs diffused, but they are hidden,
usually in the prices of goods and
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services. These are ideal subsidies
from the standpoint of politicians
since the dollar costs are usually in
the form of higher prices, not higher
taxes. Furthermore, the costs are
often in terms of what is unseen
goods which are never produced or
tasks which are not profitable to
complete.

This is the first reason for the
growth of government-special
interests engage in legalized plun
der because the benefits are concen
trated, while the costs are diffused
and hidden.

The New Adversary Class

The second major cause is the ad
vocacy and lobbying by the ((new
adversary class." This trend is re
sponsible for much of the regulation
of recent years. Self-proclaimed con
sumer, environmental, and worker
interests have managed to use gov
ernment to force compliance with
goals they view as socially desirable.
These are generally sincere, well
motivated individuals. They want
Americans to drive safe cars; they
want our energy sources to be envi
ronmentally safe; and they want to
eliminate hazards in the work
place-all laudable goals. These ad
vocates of economic democracy even
claim to support competition and
human liberty. The tragedy ofthis is
that while many of them seek such
lofty objectives, the policies they ad
vocate would take us in the opposite

direction. Their proposals would
lead to an increased centralization
of power, reduced production, less
competition, and greatly diminished
human liberty, not only for busi
nessmen but also for consumers,
workers, and shareholders. In short,
we would be further down the road
to serfdom.

A brief look at some of the so
called evils of big business demon
strates that advocates of economic
democracy have faulty powers of ob
servation and little understanding
of the free market process. Fur
thermore, most seem to lack any
fundamental principles that might
serve as restraints against unlim
ited expediency.

They are horrified by giant corpo
rations because they are giant. Big
is bad, they claim. Yet they fail to
understand how-in a free mar
ket-a corporation becomes a
giant corporation. It can grow only if
consumers voluntarily buy the pro
duct it offers, only if workers volun
tarily work for the wages it can pay,
and only if individuals with savings
will voluntarily invest their capital
in the corporation. In short, it
achieves bigness only by convincing
individuals that it is in their self
interest to voluntarily associate
with the corporation.

In his excellent book, In Defense of
the Corporation, Robert Hessen de
scribes the situation as follows:
uCombining the capital of millions
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of investors and talents of millions
of workers, giant corporations are a
testament to the ability of free men,
motivated by self-interest, to engage
in sustained, large-scale, peaceful
cooperation for their mutual benefit
and enrichment. As a result, Ameri
cans today enjoy a standard of
living-of luxury, leisure and
longevity-that is unprecedented in
world history and unparalleled in
contemporary socialist societies."

But not only is big business bad
simply because it is big, we are told,
but also because it is powerful. Big
ness means power, critics claim.
This view indicates a poor under
standing of the role of consumers in
a free market and how they deter
mine profit and loss. The charge
that businessmen are primarily
after profit is generally accurate.
For most, this is true. However, this
should not be considered a deroga
tory remark. It is precisely the desire
for profit that drives businessmen
into the never-ending effort to fulfill
consumer desires.

The Consumers Are In Charge

Rather than consumers being at
the mercy of giant corporations, as
uconsumerists" charge, it is the
other way around. In a free society,
it is consumers, through their
everyday purchasing decisions, who
hold life and death power over cor
porations. This is true consumer
sovereignty. Businesses spend mil-

lions of dollars every year trying
to determine what consumers want.
It is consumers who ultimately
decide what products are brought
to the market, which sellers will
make a profit, and how high that
profit will be.

This is another complaint of many
critics of capitalism-that profits
are too high or that they come at the
expense of workers and consumers.
Most businessmen try to defend
their profits with all sorts of figures
showing that profits are being mis
reported or misunderstood-that
they are really very low. However,
this ignores what profit is. Profit is
an indication of the efficient use of
scarce land, labor and capital. Loss
es are an indication of the ineffi
cient use ofthese resources. The way
to increase profit is to use resources
more efficiently. Those best served
by the efficient use of scarce re
sources are the consumers. More ef
ficient use of resources means more
for less-more goods from a given or
smaller amount of resources. Those
who criticize profits, especially high
profits, are criticizing consumers for
casting their dollar votes in the
marketplace for producers who
employ resources most efficiently in
serving consumers. In other words,
those who attack profits are attack
ing consumers, not businessmen.

Just as important, from the
standpoint of consumers, as the
freedom to make a profit is the free-
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dom to make mistakes-the freedom
to fail. Ours is a profit and loss
system. Only producers who respond
to consumer demands in an efficient
manner will survive. As Dr. Bertel
M. Sparks wrote in the June, 1975
Freeman, CC••• every time the gov
ernment intervenes to prop up a
failing business or to restrain the
operation of a successful one, the
government is using the consumer's
hard-earned tax dollars to veto the
consumer's wishes that have al
ready been registered in the market
place."

The Responsibility of
Management toward Shareholders

Shareholders and workers also
have a veto power over business,
despite charges to the contrary by
critics of the system. Proponents of
corporate democracy charge that
shareholders are not involved in the
everyday decisions of corpora
tions-they propose shareholder
plebiscites on any action involving
10 per cent or more of the corpora
tion's assets. The reality they over
look is that most shareholders do not
desire to make the management de
cisions of a corporation. They buy
stock because they don't have the
time, talent, or desire to manage
that portion of their savings. If they
don't like what the corporation is
doing they can sell their share of
ownership. If enough other share
holders do likewise it is the corpora-

tion that will suffer and be subject to
takeover or possible bankruptcy.

The responsibility of the officers
and directors is to the owners-the
shareholders-and this is usually a
responsibility to maximize return on
investment. If officers fail in this
task they risk losing their positions
in the business. The relationship of
shareholders to a corporation is
completely contractual and volun
tary. Some social critics may not
like it, but they have neither moral
justification nor legal right to pro
hibit it.

A further criticism of big business
is that because it is big and in
terested only in profit, it will·over
look quality, particularly in the area
of safety. The consumer protection
movement, growing out of Ralph
Nader's attack on the Corvair, be
lieves government should mandate
standards of safety producers must
follow. Yet this overlooks the fact
that safety is a matter of degree and
a function of cost. In a free market,
consumers will purchase safety up
to the point at which the additional
cost for safety outweighs the value
they place on alternative uses of
their money. From an efficiency
standpoint, mandated safety gener
ally means higher prices and there
fore is a burden which hits the poor
especially hard.

But the real question is whether
government should prohibit indi
viduals from voluntarily purchasing
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relatively unsafe products. If con
sumers do not desire to pay hun
dreds of dollars extra for an au
tomobile with seat belts, air bags,
and bumpers that absorb 30 M.P.H.
collisions, should government force
them to do so? The so-called ((con
sumerists" want to force consumers
to buy extras they arbitrarily de
termine consumers should have.
But if consumers can't afford these
extras, should they be forced to go
without an automobile or continue
driving older, less safe vehicles?

Yet, the overlooked reality in this
situation is that businessmen try to
produce what consumers want-if
consumers indicate a desire for added
safety features in products by voting
for them with their dollars, produc
ers will respond. As Dr. Sparks asks
in the previously quoted article: ((...
if the buyer is not permitted to exer
cise his own judgment as to the
suitability of a product for his pur
poses, who is to make that judgment
for him? That is the critical question
too often ignored by those who
would deprive the consumer of his
dominant role in the market place.
. . . The real question is whether or
not a person of mature years should
be free to make mistakes."

The History of Capitalism

The historical record of capitalism
is one of the improvement of the
material condition of mankind.
More importantly, but less recog-

nized, capitalism is the only
economic system consistent with
freedom. Capitalism is a system
that has worked, that does work,
and that can work. Consumer,
worker, businessman-all have
benefited from the ingredients of
capitalism: private property, the di
vision of labor, peaceful and volun
tary cooperation, diversity, oppor
tunity, self-reliance, and an expand
ing economic pie. If you really have
the interests of the consumer in
mind, if you are truly concerned
about the disadvantaged minorities,
if you want to offer hope to the poor,
then you must support the free mar-
ket system.

But to say it has, it does, and it
will work is not to say it is working.
That is not a free market out there.
We have adopted a mixed-economy,
and it isn't working. Each regula
tion that is enacted has its costs, in
terms of both personal freedom and
economic efficiency. We've saddled
our productive, free sector with so
much taxation, red tape, regulation
and control that it is slowing down.
We can see the effects. It threatens
the future of the·American Dream
and of our free society.

It is important that we advance
our understanding of how the free
market system works. We must ac
knowledge that profits are not some
thing to apologize for-they are the
mark of success. They indicate the
efficient use of scarce resources in
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supplying consumers with the goods
and services they want. The busi
nessman who makes a profit is the
genuine servant of the consumers.

Furthermore, it must be recog
nized that government can only con
trol people. Government cannot con
trol automobiles, it can only control
the people who manufacture au
tomobiles, or the consumers who
wish to purchase them. Government
cannot control wages or prices, only
people. Price controls are people
controls. A wage control intervenes
in the voluntary agreement between
an employee and an employer, deny
ing each a certain degree offreedom.
Attempts to use government to im
plement political, social or economic
goals, no matter how desirable they
may seem to be, require the use of
coercion and therefore diminish pre
cious freedom.

Consumers Choose

In Defense of the Market
The real consumer advocate is

the individual who understands the
free market process and is willing to
defend it. A free market makes pro
duction and economic progress pos
sible. To be a genuine consumer ad
vocate one must support this sys
tem, for production is a necessary
precedent to consumption. The pol
icies of the self-proclaimed con
sumerists have so saddled our pro
ductive sector that they have im
periled the ability of business to
respond to consumer demand. It is
the ultimate in folly that opponents
of production and economic progress
have appropriated the title of con
sumer advocate. Their policies
threaten the survival of our free,
productive society and therefore
make the consumer an endangered
species. i

IDEAS ON

LIBERTY

CAPITALIST SOCIETY has no means of compelling a man to change his oc
cupation or his place of work other than to reward those complying with
the wants of the consumers by higher pay. It is precisely this kind of
pressure which many people consider as unbearable and hope to see
abolished under socialism. They are too dull to realize that the only
alternative is to convey to the authorities full power to determine in what
branch and at what place a man should work.

In his capacity as a consumer man is no less free. He alone decides
what is more and what is less important for him. He chooses how to spend
his money according to his own will.

LUDWIG VON MISES, Human Action
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Part II
JOHN QUINCY ADAMS, sixth Presi
dent. of the United States, once ob
served: «Our Constitution pro
fessedly rests upon the good sense
and attachment of the people. This
basis, weak as it may appear, has
not yet been found to fail."

Up until President Adams' admin
istration and for many years after
wards, our Constitution did indeed
work in the manner it was meant to
work. Times have changed, though.
Although the principles of the Con
stitution of the United States re
main as strong as ever, we have se
riously neglected and forsaken them.
The Constitution itself is a rugged,
foresighted document, but, as Presi-

In this three-part series, Robert Bearce of Houston,
Texas identifies the basic principles of limited gov
ernment as set forth in the Constitution of the United
States. He shows how we have forsaken many of
the basics, and points the way toward a restoration
of freedom.

dent Adams said, its effectiveness
lies in how well we observe its pro
visions.

Tragically, too many Americans
today have abandoned the faith of
the Founding Fathers. Our Consti
tution has been trampled upon by
government officials, members of the
mass media, educators, other pub
lic-opinion molders, as well as the
average citizen.

Consider for a moment how some
Americans (particularly those serv
ing in Congress) have manipulated
the ((general welfare" clause of the
Constitution. The ((general welfare"
is mentioned in the preamble and in
Article I, Section 8.

The preamble reads: ((WE THE
PEOPLE of the United States, in
Order to form a more perfect Union,
establish Justice, insure domestic
Tranquility, provide for the common

599
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defense, promote the general Wel
fare, and secure the Blessings of
Liberty to ourselves and our Pos
terity, do ordain and establish this
Constitution for the United States
ofAmerica."

Article I, Section 8 of the Consti
tution mentions the ((general wel
fare" in this way: ((The Congress
shall have the Power to lay and col
lect Taxes, Duties, Imposts and Ex
cises' to pay the Debts and provide
for the common defense and general
welfare of the United States ..."

The preamble clearly defines the
two major functions of government:
(1) ensuring justice, personal free
dom, and a free society where indi
viduals are protected from domestic
lawbreakers and criminals, (2) pro
tecting the people of the United
States from foreign aggressors.

No Special Privileges

When the Founding Fathers said
that ((WE THE PEOPLE" estab
lished the Constitution to Upromote
the general Welfare," they did not
mean the federal government would
have the power to aid education,
build roads, and subsidize business.
Likewise, Article I, Section 8 did not
give Congress the right to use tax
money for whatever social and eco
nomic programs Congress might
think would be good for the ((general
welfare."

James Madison stated that the
((general welfare" clause was not a

freeway for Congress Uto exercise
every power which may be alleged
to be necessary for the common de
fense or general welfare." If by the
((general welfare," the Founding Fa
thers had meant any and all social,
economic, or educational programs
Congress wanted to create, there
would have been no reason to list
specific powers of Congress such as
establishing courts and maintain
ing the armed forces. Those powers
would simply have been included in
one all-encompassing phrase, to
((promote the general welfare."

Writing about the ((general wel
fare" clause in 1791, Thomas Jeffer
son saw the danger of misinterpret
ing the Constitution. The danger in
the hands of Senators and Congress
men was ((that of instituting a Con
gress with power to do whatever
would be for the good of the United
States; and, as they would be the
sole judges of the good or evil, it
would be also a power to do what
ever evil they please."

The Founding Fathers said in the
preamble that one. reason for estab
lishing the Constitution was to
((promote the general welfare." What
they meant was that the Constitu
tion and powers granted to the fed
eral government were not to favor
special interest groups or particular
classes of people. There were to be
no privileged individuals or groups
in society. Neither minorities nor
the majority was to be favored.
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Rather, the Constitution would pro
mote the ~(general welfare" by en
suring a free society where free, self
responsible individuals-rich and
poor, bankers and shopkeepers, em
ployers and employees, farmers and
blacksmiths-would enjoy ((life, lib
erty, and the pursuit of happiness,"
rights expressed in the Declaration
of Independence.

Quoting the Tenth Amendment,
Jefferson wrote: ~1 consider the
foundation of the Constitution as
laid on this ground: That (all powers
not delegated to the United States,
by the Constitution, nor prohibited
by it to the States, are reserved to
the States or to the people.' To take
a single step beyond the boundaries
thus specially drawn around the
powers of Congress is to take posses
sion of a boundless field of power, no
longer susceptible of any definition."

A Monstrous Bureaucracy

Jefferson was correct in fearing
that Congress could ((take posses
sion of a boundless field of power,"
but he was wrong in saying that
such unlimited power could not be
defined. It can indeed be defined by
simply looking at the federal gov
ernment of the United States today.
There we see a ((boundless field of
power" in both little and big mat
ters.

Unlike public officials during Jef
ferson's time, our modern-day legis
lators have a very loose interpreta-

tion of the Constitution. The result
is that government has snowballed
into a monstrous bureaucracy. Con
sider the power given to Congress by
the Constitution in Article I, Sec
tion 8, clause 8: ((To promote the
Progress of Science .and useful
Arts..."

Does that mean Congress has the
right to use our tax dollars to fi
nance agencies like the National
Science Foundation and the Na
tional Foundation on the Arts and
Humanities?

Definitely not! The complete clause
reads: ((To promote the Progress of
Science and useful arts, by securing
for limited Times to A uthors and In
ventors the exclusive Right to their
respective Writings and Discoveries"
(emphasis added).

That's what the Founding Fathers
meant by encouraging science and
the arts. An appropriate Copyright
Office was set up. Article I, Section
8, clause 8 is just one example of
how the Constitution protects indi
vidual freedom and assures the in
dividual the right to enjoy the
fruits of his own labor, energy, and
abilities.

Our present-day legislators, how
ever, have ignored the Constitution
as they pass legislation to help sci
ence and the arts. We now have the
federally funded National Science
Foundation, National Endowment
for, the Arts, and National Endow
ment for the Humanities. How do
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these federal programs spend our
tax monies? Well, it has been re
ported that $130,000 from the Na
tional Science Foundation was used
to study the evolution of the cricket.
Another $46,000 was evidently spent
by the National Endowment for the
Arts to finance a film documentary
on the history of the toilet. On the
other hand, we are informed that
for only $2,500 the National Endow
ment for the Humanities was able
to finance a study on why tennis
players are rude on tennis courts. A
real bargain!

Undoubtedly, federal programs
like the National Science Founda
tion have had some worthy results,
but the benefits received are not the
issue for discussion or debate. The
problem is that such federal pro
grams are unconstitutional. Rather
than depending upon free individu
als to encourage science and the arts
through voluntary contributions to
private foundations, Congress is
taking money from some citizens and
giving it to whomever it judges to be
needy of federal handouts.

Congress Assumes Powers
Beyond Intent of Founders

Congress is continually usurping
its constitutional power, spending
more of our tax dollars, and other
wise assuming obligations the
Founding Fathers never meant it to
undertake. For example, our gener
ous government offers us such help-

ful publications asAnd Now a Word
About Your Shampoo, Keeping Thur
Pet Healthy, and Imaginative Ways
With Bathrooms. The really nice
thing about these publications is
that they are ttfree."

No~, it might be heartening to
some people to know that our gov
ernment wishes to advise us on how
to plan or remodel our bathrooms,
but are we to believe that federal
funding for such publications is pro
vided for in the Constitution?

The Constitution is being twisted
and manhandled as our legislators
toil in Congress to do what we can
and should do for ourselves. One
prominent Senator proudly lists in
his legislative newsletter laws and
proposals he has worked for in our
behalf. These include a National
Technology Act federal subsidies
for mass transit a child abuse act
... aid for bilingual education a
legal Services Corporation an
Arthritis Act ... a Drug Utilization
Improvement Act ... subsidies for
solar energy . . . monies for public
service jobs, and so forth and so on.

The Senator's constituenc)', as well
as all American citizens, should re
call Jefferson's advice: tt ... Still one
thing more, fellow citizens-a wise
and frugal Government, which shall
restrain men from injuring one an
other, shall leave them otherwise
free to regulate their own pursuits
of industry and improvement, and
shall not take from the mouth of
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labor the bread it has earned. This
is the sum of good government."

Yet, our federal government today
rumbles on, disavowing the Consti
tution and taking from our ((mouth
of labor the bread it has earned"
through taxation. Government
grows bigger and more comprehen
sive as federal funds are spent for
cooperative farm extension work
... urban mass transit ... child-nu
trition programs ... public housing
... elementary and secondary edu
cation . . . air and water pollution
control ... rural-housing grants .
minority business development .
public broadcasting ... adolescent
health services and pregnancy pre-
vention boating safety assis-
tance new-community assis-
tance grants ... urban renewal, and
so forth and so on.

A Free Economy

America's past progress in achiev
ing material prosperity in a climate
of freedom and human dignity did
not come as a result of government
intervention into social/economic
matters. Our nation has prospered
because we were true to the Consti
tution. The Founding Fathers be
lieved that the role of government
was to provide a political framework
that would permit individuals to
work together in voluntary cooper
ation, pursuing their own destinies.
Individual initiative and personal
responsibility-not government so-

cial and economic intervention
were the basis for stability and
growth.

The critical question for us is how
many of the federal government's
departments, boards, projects, and
agencies are constitutional. We
should remember that elected and
appointed public servants are sworn
to support and defend the Constitu
tion of the United States. Consider
what the Constitution has to say
about private property, and then
think about how government has
abused its authorit~

The Fourth Amendment states:
((The right of the people to be secure
in their persons, houses, papers,
and effects, against unreasonable
searches and seizures, shall not be
violated ... "

The· Fifth Amendment assures us
that we will not ((be deprived of life,
liberty, or property, without due
process of law ... "

The Fourteenth Amendment
states that citizens will not be de
prived of ((life, liberty, or property,
without due process of law ... "

Few government officials, if any,
will deny that private property is a
basic principle or right enjoyed by
Americans. Yet, these same public
officials support laws that have the
effect of infringing upon our liberty
and property.

Without the right to dispose of
our property as we best see fit, the
right to private property is mean-
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ingless. Our property includes ev
erything from our homes or the
business we might own to our earn
ings at whatever job or profession
we have. Our pay checks are just as
much a matter of private property
as are our homes, automobiles, and
TV sets. Government deprives us of
liberty and property to the extent
that it (1) tries to manage our eco
nomic lives for us; (2) prevents us
from reaping the rewards of hard
work and enjoying the fruits of our
own propert~ Through unnecessary
government regulations as well as
excessive taxation we are not in full
control of our propert~

Private Property Protected

James Madison, known as the Fa
ther of the Constitution, understood
that government interference
threatens freedom and private prop
erty:

ttThat is not a just government,
nor is property secure under it,
where arbitrary restrictions, ex
emptions, and monopolies deny to
part of its citizens that free use of
their faculties, and free choice of
their occupations, which not only
constitute their property in the gen
eral sense of the word; but are the
means of acquiring property so
called."

Madison, Roger Sherman, and
other men who wrote our Constitu
tion achieved a wise, firm balance
between personal liberty and gov-

ernment power. The Constitution has
proven itself to be a stable but flexi
ble document. Our problem today is
that we have allowed flexibility to
be interpreted as a blank check for
government to do whatever it wishes.
This is seen in the misinterpreta
tion of the ttgeneral welfare" clause
and the so-called ttelastic clause" of
Article I, Section 8 which says Con
gress shall have the power:

ttTo make all laws which shall be
necessary and proper for carrying
into Execution the foregoing Pow
ers, and all other Powers vested by
this Constitution in the Govern
ment of the United States, or in any
Department or Office thereof."

Our government officials contin
ually distort the meaning of the
Constitution's ttelastic clause." In
doing so, they have stepped beyond
the boundaries of limited, constitu
tional government. If he were alive
today, James Madison would tell us
that many government laws and
programs might be useful, but they
are certainly not ttnecessary and
proper" according to the Constitu
tion. He would remind us that no
law is constitutional unless it is
ttnecessary and proper" to carry out
specifically enumerated powers given
to the executive, legislative, or judi
cial branches of government by the
Constitution.

The duty of the federal judiciary
the Supreme Court and lower fed
eral courts-is to determine whether
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laws are constitutional and whether
they have been broken. Just as both
the executive and legislative
branches of government have shown
their contempt for the Constitution,
so the judiciary has failed to carry
out its legitimate responsibilities.
Instead of rightfully interpreting the
Constitution as a bulwark defend
ing individual freedom against gov
ernment oppression, many judges in
our federal courts reject the Consti
tution and interpret it to agree with
what they believe to be politically,
economically, morally, or socially
correct.

Meanwhile, Congress flouts the
Constitution by not only making
laws but also interpreting them and
enforcing them-responsibilities of
the judicial and executive arms of
government. Countless agencies,
commissions, departments, and
boards set up by Congress issue bur
densome, unconstitutional guide
lines, regulations, and laws. What
would the Founding Fathers think
of this federal bureaucracy? They
would recall what the Declaration
of Independence had to say about
government and the King of Eng
land.

~~The history of the present King
of Great Britain is a history of re
peated injuries and usurpations, all
having in direct object the estab
lishment ofan absolute Tyranny over
these States .. . He has erected a

multitude of New Offices, and sent
hither swarms of Officers to harass
our people, and eat out their sub
stance."

Freedom Threatened

The patriots of the War for Inde
pendence fought to preserve free
dom against a ~(multitude of New
Offices" and ~~swarms of Officers."
Later, the people of the United States
adopted a Constitution designed to
limit government authority and
protect individual liberty. That free
dom is threatened today, not so much
from foreign aggression as from
many of our own citizens who do not
want to live by the principles of the
Constitution.

Senators, members of the House
of Representatives, and other gov
ernment officeholders have sworn
that they will support and defend
the Constitution ~~against all ene
mies, foreign and domestic." Our
public officials have also sworn to
~~bear true faith and allegiance" to
the Constitution.

Are they living up to their oath of
office? Are other citizens, ~~WE THE
PEOPLE of the United States,"
bearing ~~true faith and allegiance"
to the Constitution? i

(Editor's note: ~1\.gainst All Ene
mies" will be concluded in the next
issue of The Freeman.)



Samuel Smiles

SELF-IMPROVEMENT

To DO JUSTICE, a man must think
well not only of himself, but of the
duties which he owes to others! He
must not aim too low, but regard
man as created CCa little lower than
the angels." Let him think of his
high destiny-of the eternal inter
ests in which he has a part-of the
great scheme of nature and provi
dence-of the intellect with which
he has been endowed-of the power
ofloving conferred upon him-of the
home on earth provided for him; and
he will cease to think meanly of
himself. The poorest human being is
the centre of two eternities, the Cre
ator overshadowing all.

Hence, let every man respect him
self-his body, his mind, his charac
ter. Self-respect, originating in self-
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love, instigates the first step of im
provement. It stimulates a man to
rise, to look upward, to develop his
intelligence, to improve his condi
tion. Self-respect is the root of most
of the virtues-of cleanliness, chas
tity, reverence, honesty, sobriety. To
think meanly ofone's self is to sink
sometimes to descend a precipice at
the bottom of which is infamy.

Every man can help himself to
some extent. We are not mere straws
thrown upon the current to mark its
course; but possessed of freedom of
action, endowed with power to stem
the waves and rise above them, each
marking out a course for himself.
We can each elevate ourselves in the
scale of moral being. We can cherish
pure thoughts. We can perform good
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actions. We can live soberly and fru
gally. We can provide against the
evil day. We can read good books, lis
ten to wise teachers, and place our
selves under the divinest influences
on earth. We can live for the highest
purposes, and with the highest aims
in view.

cCSelf-love and social are the same"
says one of our poets. The man wh~
improves himself, improves the
world.... Society at large is but the
reflex of individual conditions....

Then again, a man, when he has
improved himself, is better able to
improve those who are brought into
contact with him. He has more
power. His sphere of vision is en
larged. He sees more clearly the de
fects in the condition of others that
might be remedied. He can lend a
more active helping hand to raise
them. He has done his duty by him
self, and can with more authority
urge upon others the necessity of
doing the like duty to themselves.
How can a man be a social elevator
who is himself walking in the mir~
of self-indulgence? How can he teach
sobriety or cleanliness, if he be him
self drunken or foul? CCPhysician,

Samuel Smiles (1812-1904) was
born in Haddington, Scotland. He
was trained as a medical doctor but
gave up practice early in his career
to become a journalist. He served
as a railroad executive for several
years before returning to writing.
What fascinated him most were the
possibilities of achievement for those
who would stUdy, work, save, in
vest, and innovate. Among his books
are Self-Help (1859), Character
(1871), Thrift (1875), and Duty
(1880).

heal thyself," is the answer of his
neighbors.

The sum and substance of our re
marks is this: In all the individual
reforms or improvements that we
desire, we must begin with our
selves. We must exhibit our gospel
in our own life. We must teach by
our own example. If we would have
others elevated, we must elevate
ourselves. Each man can exhibit the
results in his own person. He can
begin with self-respect. i

From the book, Thrift, by Samuel Smiles
(Chicago: Belfords, Clarke & Co., 1879),
pp.31-32.



Joe Cobb

THE MYTH
OF THE

STABLE PRICE LEVEL

INFLATION has become a way of life
for most Americans, changing the
values they place on saving for the
future as opposed to consuming lux
ury goods today. When all prices are
seen as rising, why should you try
to save up the cash for some pur
chase when you might buy it now on
credit, and pay just a little bit more
over the next several years. In fi
nancial circles, the emphasis is no
longer on asset management but li
ability management. Inflation ben
efits the risk-taking speculator, not
the conservative or prudent who
dislike financial risks. The average
citizen feels the pain, and public
opinion polls reflect a demand for a
stable price level.

Almost every economist would
agree that a stable price level would

Mr. Cobb is Director of Energy Policy with the Coun
cil for a Competitive Economy, Washington, D.C.
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be a desirable social objective. Some
economists would argue that a little
bit of inflation is a healthful tonic
for a stagnant economy, but rare in
deed is the economist who wants to
see a declining price level. It is as if
any general trend for prices to fall
might cause some kind of economic
disaster. A Great Crash in the stock
market, perhaps, would recur.

The economists, however, who put
their faith in a stable price level are
not really practicing economics at
all. They are indulging in politics.
Certainly the line between eco
nomic policy analysis and political
practice is a narrow one, but the dif
ference is clear. An economist might
look closely at the indirect economic
effects of a government policy. and
make a professional judgment about
the effects of the policy; but when
he evaluates them as (~good"or ~~bad"
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he is a mere politician, advocating a
government action for reasons of his
own.

The Idea Develops
and Becomes Fashionable

The idea of a stable price level be
came fashionable during the early
years of this century, after the polit
ical debates of the 1870-1910 period.
For the first 25 years of this period,
there was a slow and steady in
crease in the purchasing power of
gold, followed by a relatively rapid
drop in its purchasing power when
gold was discovered in South Africa
and the Klondike. In addition, the
demand for gold increased following
the Franco-Prussian war, when
Germany adopted the gold stan
dard; and throughout this era, Eu
rope and America enjoyed rapid in
dustrial growth. The heightened
demand for capital and labor during
this era ·of international peace and
economic expansion had a predict
able effect, at the margin, on the de
mand for money and credit.

There were several interest groups
in the United States that demanded
an inflationary monetary policy, to
supply them with the capital and
credit they thought they deserved.
Many farmers, for example, un
wisely mortgaged their properties
at fixed rates of interest, and then
saw a period ofdeclining farm prices,
lower interest rates, and the bank
ruptcy of marginal farming enter-

prises. Agricultural employment,
you will recall, was giving way to
relatively more productive indus
trial employment. But the politi
cians (and the economists) looked
for a solution to the complaints of
the farmers. There was the Green
back Movement that demanded in
flation, and the free silver move
ment that had a similar program,
but coining silver instead of print
ing paper money was their pet
project since the Nevada silver min
ers were part of the coalition.

The economists came up with the
idea that a declining price level is
((bad" because debtors have to repay
their loans with more valuable units
of money than they borrowed. Since
a free market adjustment to this sit
uation might require a negative in
terest rate, they said it was impossi
ble. After all, who ever had heard of
a loan where you would repay less
than you borrowed-even if the units
of money themselves increased in
value as the years rolled by? This, of
course, was pure hidebound preju
dice; they forgot that the market al
ways adjusts to changing circum
stances.

So the economists, playing the role
of politicians, have decided that a
stable price level is much better than
a declining price level. For many
years, also, there were economists
like Paul Samuelson and John May
nard Keynes who argued that a lit
tle inflation is better than a stable



610 THE FREEMAN October

price level, because they said it
would stimulate employment,
growth, and other good things. The
stage was set by such politically-mo
tivated economists to launch the
Great Inflation of the 1970s.

Productivity and Declining Prices

Economic growth includes, among
other things, the increase in capital
investment and concomitant in
crease in. the productivity of labor.
There is every reason to believe that
the free market, without govern
ment interference with the money
supply, would bring about lower
prices over time for various goods
and services. The examples of the
ballpoint pen or the electronic cal
culator or the digital wristwatch
come immediately to mind. Histori
cally, we find that the increase in
productivity occurred in almost
every area of production and distri
bution. Surely no economist would
view this as a «bad" development.
Yet, they seem to think that a «de
clining price level" is not good.

Milton Friedman proposes that
the government should expand the
money supply at a slow and steady
rate in order to prevent a declining
price level. Some economists couch
this argument in terms of increas
ing the money supply at the long
run average rate of the growth in
productivity of the economy, but it
amounts to the same proposal. Some
economists seem to think that the

new, government-printed money is
necessary for the economic growth
itself to occur; others will tell you
that it is to accommodate the de
mands of labor unions for higher
wages, which otherwise might cause
some unemployment.

No economist, however, who sub
scribes to the current orthodoxy of
macroeconomic theory is willing to
endorse a zero-growth policy for the
money supply: Some of them will ex
claim that this would cause massive
unemployment, another Great
Depression, bank failures, and so
forth. Others will just dismiss the
idea with the words, «That's politi
cally unrealistic ..." without telling
you why-or even how they came to
possess their expertise in politics,
rather than economics.

If declining prices would be the
normal pattern under a free market
system, the proposal to increase the
money supply in order to keep the
average level of prices from declin
ing is in truth a proposal to nation
alize part of the increase in produc
tivity. Since the newly issued money
that is supposed to cause just enough
upward pressure on prices to keep
them from declining is legal tender,
just like the old money that already
is folded away in people's pockets,
the government that prints it is also
the first to spend it, and so the gov
ernment reaps the fruit of other
people's labor. Since this «painless
tax" is supposed to keep the price
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level stable, it is assumed that no
body notices. Yet, as we have shown,
it is an insidious example of the old
((broken window fallacy" because
without this new money, prices
would fall and everyone would ben
efit throughout the general society.
With the ttstable price level" policy,
in effect, only the government and
its clients can benefit from the
growth in productivity.

The Fallacy of the Price Level

The problem ofa policy to promote
a stable price level is much more
flawed, however, than the discussion
above would suggest. Economists
talk about The Price Level as if it
were a concrete, economic phenom
enon. At best, however, they are
really talking about an index of
prices, such as the Consumer Price
Index. An index of prices is a statis
tical sample of various quoted or
recorded prices in the economy at
any given point in time. Additional
samples at later times will tell you
if the index has increased or de
creased, and this is supposed to in
form you about the change in "the
price level."

There are two general kinds of
price indexes. Since all such indexes
are made up of "market baskets" of
goods, and since people's purchasing
habits change-especially if rela
tive prices change, and they substi
tute more of a cheaper product for a
relatively more expensive one they

used to prefer-the price index be
tween two periods of time can either
hold the basket of goods constant in
Period One and measure its price
changes at Period Two, or it can
take a basket at Period Two and
look back to see what prices were
quoted in Period One. The second
procedure usually shows a smaller
proportionate change. The United
States Consumer Price Index is an
example of the former. In statistical
theory, a very large random sample
should be a good measure of the av
erage level of prices in the economy.

The «average level" of prices in
the economy, however, is not a very
important bit of information (except
to journalists). Even the macroecon
omists who pretend to place great
emphasis on "the price level" have
no real use for the information. It
shows up in their computer model
simulations of the economy as part
of their data, but they might just as
well have made up the data since
their computer models generally fail
to predict the direction of the econ
omy or the coming year's index of
prices anywa~ The price index has
as much use to economists as the
Dow Jones averages have to the
investor: it satisfies a moment's cu
riosity, but no serious professional
would make a decision based on it.

Indeed, for the businessman, the
average level of prices is totally ir
relevant. What is important for eco
nomic decisions is the relative dif-



612 THE FREEMAN October

ferences in specific prices. An entre
preneur might want to know about
price changes for a certain type of
structural steel, to judge whether to
buy steel or aluminum to manufac
ture a product; but the average price
of steel or the average price of alu
minum would not help him make
this decision, much less the average
ofall prices. Indeed, the specific price
of steel might well include a stipu
lation about delivery date, location
f.o.b., and terms of payment. More
over, in every case· the entrepreneur
would be looking for future prices,
not the prices of last week or last
month, since his plans to make use
of the steel are future-oriented.

Resources Reallocated

The policy of the government to
issue money, in order to keep the
price level from falling with the
growth in productivity, can be posi
tively destructive to the efficient co
ordination of plans that Professor
EA. Hayek identifies as the central
purpose of the price system. When
the government issues new money,
somebody always receives it first
whether it appears in the paychecks
of civil servants, or as Social Secu
rity payments, or as loans to favored
companies, such as the Chrysler
Corporation, or as bailouts for mu
nicipal bonds, as with New York City.

If the new money goes into the
chain of production, then some busi
nesses receive funds to bid away re-

sources from others that might have
made better use of them. If the
money goes first to consumers, then
the demand for consumer goods will
increase relative to the demand for
capital goods and there will develop
a relative shortage of capital. There
is no way to predict the full range of
distortions in the productive process
that could result from the artificial
creation of new money and credit by
the government, in order to promote
a CCstable price level." Indeed, as we
have seen in the past fifteen years,
the result of government policies to
stimulate the economy by expand
ing money and credit have produced
a raging inflation as well as a seri
ous economic downturn with signif
icant unemployment.

Ideas Have Consequences

The idea of a stable price level
may be at the root of our problems
with inflation. Since most people
seem to believe that a stable price
level is the same thing as cCzero in
flation," this might be surprising.
Yet, the conclusion by professional
economists that a stable price level
is the optimal policy immediately
suggests that the government should
do something to achieve this policy
since the free market itself would
bring about declining prices. Here
we observe a group of CCexperts" en
dorsing an active government role of
intervention. If any citizen might
doubt that government intervention
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into the economic affairs of a nation
is good, the solemn, non-political ex
pert will assure him that ((it is ab
solutely necessary."

It is the loss of perspective by the
economics profession that is at the
root of the problem. The younger
economists have been taught that a
stable price level is the necessar~

optimal policy-rather than a sta
ble money supply: The old professors
seem to have forgotten that politics
and economics are different fields of
expertise, and that economists make
bad politicians. An economist who
tells the truth is unlikely to be pop
ular, since he has to tell his suppli
cants that there is no such thing as
a free lunch; and an economist who
tries to judge what mayor may not

The Free Market

be politically feasible will end up
giving second-best advice, if not
worse.

Economic concepts, such as ((the
price level" and even ((the money
supply," are dangerous to play with
loosely because it is so easy to lose
sight of the market process that
gives rise to such generalizations.
Even a policy objective of ((a stable
money supply" would be misleading,
because it too relies upon statistical
measures of money-and omits the
many significant substitutes. The
only economic policy that has ever
((worked" the way politicians and
economists expected was the policy
of laissez faire, which changed the
course of history and lifted mankind
out of the dark ages. @

IDEAS OJ\;

LIBERT'"

The free market, by decentralizing the decision-making process, by re
warding the successful predictors and eliminating (or at least restricting
the economic power of) the inefficient forecasters, and by providing a
whole complex of markets, including specialized markets of valuable
information of many kinds, is perhaps the greatest engine of economic
continuity ever developed by men. That continuity is its genius. It is a
continuity based, ultimately, on its flexibility in pricing its scarce eco
nomic resources. To destroy that flexibility is to invite disaster.

The myth of the stable price level has captured the minds of the infla
tionists, who seek to impose price and wage controls in order to reduce
the visibility of the effects of monetary expansion. On the other hand,
stable prices have appeared as economic nirvana to conservatives who
have thought it important to oppose price inflation. They have mistaken
a tactical slogan-stable prices-for the strategic goal. They have lost
sight of the true requirement of a free market, namely, flexible prices.

GARY NORTH, An Introduction to Christian Economics



Henry Hazlitt •The Sphere of 0
Government

Nineteenth Century Theories:
3. Thomas H. Huxley

THOMAS HENRY HUXLEY was pri
marily a biologist, second only in
eminence in the nineteenth century
to Charles Darwin, whose theories
of evolution he defended with such
pertinacity and effectiveness that
he was popularly known as nDar
win's bulldog." He also wrote on a
wide range of other subjects, includ
ing scientific method, philosophy,
education, religion (he called him
self an ((agnostic," and invented the
term)-and politics.

His views on the proper sphere of
government are principally set forth
in two essays: (1\dministrative Ni
hilism" (1871), and ((Government:
Anarchy or Regimentation?" (1890).

In the first of these essays, he be-

Henry Hazlitt, noted economist, author, editor, re
viewer and columnist, here continues a series of
nineteenth century theories on the sphere of gov
ernment.

f\14.

gins with an unsympathetic de
scription of the opponents of wide
ranging state powers:

((To these opponents, the Educa
tion Act is only one of a number of
pieces of legislation to which they
object on principle; and they include
under like condemnation the Vacci
nation Act, the Contagious Diseases
Act, and all other sanitary Acts; all
attempts on the part of the State to
prevent adulteration, or to regulate
injurious trades; all legislative in
terference with anything that bears
directly or indirectly on commerce,
such as shipping, harbors, railways,
roads, cab-fares, and the carriage of
letters; and all attempts to promote
the spread of knowledge by the es
tablishment of teaching bodies....
According to their views, not a shil
ling of public money must be be
stowed upon a public park or plea-
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sure ground; not sixpence upon the
relief of starvation, or the cure of
disease. Those who hold these views
support them by two lines of argu
ment. They enforce them deduc
tively by arguing from an assumed
axiom, that the State has no right
to do anything but protect its sub
jects from aggression. The State is
simply a policeman, and its duty is
neither more nor less than to pre
vent robbery and murder and en
force contracts....On the other hand
these views are supported a poster
iori, by an induction from observa
tion, which professes to show that
whatever is done by a Government
beyond these negative limits, is not
only sure to be done badly, but to be
done much worse than private en
terprise would have done the same
thing."

Huxley declares that he is uncon
vinced by these arguments, or by
that ~~great negative command
ment-~Thou shalt not allow any
man to interfere with the liberty of
any other man.' " He goes on:

((If my next-door neighbor chooses
to have his drain in such a state as
to create a poisonous atmosphere,
which I breathe at the risk of ty
phoid and diphtheria, he restricts
my just freedom to live just as much
as if he went about with a pistol,
threatening my life; if he is allowed
to let his children go unvaccinated,
he might as well be allowed to leave
strychnine lozenges about in the way

of mine; and if he brings them up
untaught and untrained to earn
their living, he is doing his best to
restrict my freedom, by the burden
of taxation for the support of jails
and workhouses, which I have to
pay."

Huxley dismisses offhand the ar
gument that, ~~If the right of the
State to step beyond the assigned
limits is admitted at all, there is no
stopping." And he blandly con
cludes: ~~The Government, being
nothing but the corporate reason of
the community, will find out when
State interference has been carried
far enough."

No Fixed Limits as to
Extent of Government Action

It is not only modern libertarians
who will rub their eyes today at this
argument, but the great majority
who write on political affairs. It is
naive to identify the politicians in
office with the community, or to con
clude that those who gain political
powers can be safely trusted to de
cide the proper limits of those pow
ers. But Huxley does not hesitate to
carry this assertion to its logical
conclusion, and to tell us: ~~I do not
see how any limit whatever can be
laid down as to the extent to which,
under some circumstances, the ac
tion of Government may be right
fully carried....The question where
to draw the line between those
things with which the State ought,
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and those with which it ought not,
to interfere, then, is one which must
be left to be decided separately for
each individual case."

So we are·back to ((the merits of
the case" argument that Spencer had
so eloquently derided-an argu
ment which could be finally used to
justify the totalitarian state.

Huxley returned to the subject of
the proper sphere of State power in
two other essays, both published in
1890. The first of these was ((Natu
ral Rights and Political Rights." I
commend it to anyone who still takes
Natural Law or Natural Rights doc
trines seriousl~Huxley regards such
doctrines as the product of ((the vi
cious method of a priori political
speculation." Their plausibility de
pends upon a confusion between two
senses of the word ((right"-right as
might, the ((natural right" of tigers,
for example, to attack and devour
men-and moral right, which is ut
terly different. Huxley's essay is, in
cidentally, a devastating analysis of
the theories of Henry George's
Progress and Poverty.

But some of Huxley's own deduc
tions combine truth with error. For
example: ((It is a necessary condition
of social existence that men should
renounce some of their freedom of
action; and the question ofhow much
is one that can by no possibility be
determined a priori." The first part
of that sentence is almost a truism;
the part after the semicolon is a con-

tention that, as we shall see, no
freedom-loving democracy today has
been willing to concede.

Anarchy or Regimentation

The second 1890 essay by Huxley
to which I earlier referred, ((Govern
ment: Anarchy or Regimentation?"
bore directly on the question of the
proper province of the State.

In this essay Huxley undertook to
examine in turn the answer to this
question of practically all the great
political philosophers of modern
times, up to 1890. Specific~lly men
tioned and dealt with were Hobbes,
Locke, Morelly, Mably, Rousseau,
Von Humboldt, Dunoyer, J. S. Mill,
Stirner, and Auheron Herbert. And
he rejected all of them alike (with
the exception of Dunoyer) for build
ing their case on abstract a priori
assumptions regarding a previous
Ustate of nature" and a subsequent
((social contract." Huxley pointed out,
however, that this had led them into
two opposite camps: on the one hand,
that espoused by Hobbes, Morelly,
Mably and Rousseau, which justi
fied ((Regimentation" (the descrip
tion suggested by Huxley) and the
absolute power of the State; and, on
the other hand, ((Individualism,"
which Huxley condemned as equiv
alent to anarchy. He summed up:

((Thus the whole fabric of a priori
political speculation which we have
had under consideration is built
upon the quicksand of fictitious his-
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tory. So far as this method of estab
lishing their claims is concerned,
Regimentation and Individualism
enforced Socialism and Anarchy
are alike out of court."

And what, then, is Huxley's own
conclusion? One would expect him
to come back once more to the con
clusion of his i\dministrative Nihil
ism" essay of 1871, that ~~the ques
tion of where to draw the line
between those things which the
State ought, and those with which it
ought not, to interfere.. .is one
which must be left to be decided sep
arately for each individual case."
Perhaps he considers this conclusion
implicit, but he does not draw it ex
plicitly. Instead, he is content to tell
us that the task which he set before
himself was ~~simply a destructive
criticism of a priori political philos
ophy, whether regimental or indi
vidualistic"; and if he has done this
successfully, he implies, he has done
all that a reader is entitled to ask of
one essay.

He goes on to declare: ~~The politi
cal problem of problems is how to
deal with overpopulation, and it
faces us on all sides." But whether
or not this is true, or seemed true at
the time he wrote it, it is irrelevant
to the problem-the proper province
of government-that his essay
started out to discuss. No matter
what the ~~problem of problems" is,
the question before him was who
shall have the power to decide it.

Now let us ask whether Huxley
did in fact prove that there is no
room for ~~a priori assumptions" or
deductive reasoning in political phi
losophy.

It is quite true that Locke's as
sumptions, for example, do seem to
rest in part on fictitious history.
Huxley's sarcasm makes the most of
this:

~~To listen to Locke, one would
imagine that a general meeting of
men living in the state of nature
having been called to consider the
~defects' of their condition, and
somebody being voted to the tree (in
the presumable absence of chairs),
this earliest example of a constitu
ent assembly resolved to form a gov
ernmental company, with strictly
limited liability, for the purpose of
defending liberty and property," and
so forth.

Individualism Attacked

All this is good fun, but it does not
prove that Locke was wrong in as
suming that ~~no one ought to harm
another in his life, liberty, or posses
sions"; that it is the province of gov
ernment to ensure this state of af
fairs, and that this was a sufficient
task to give anyone agency the
power to carry out.

Huxley certainly carried his at
tack on ~~Individualism"and ~~Liber

alism" too far. ~~Liberalism," he de
clared, ~~tended to the adoption of
Locke's definition of the limits of
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State action, and to consider persis
tence in letting alone as a definition
of the whole duty of a statesman."
(My italics.)

I can think of no eminent Liberal
of the nineteenth century, and cer
tainly none holding political office,
who ever propounded such a view of
his duties as that laid down in· the
clause I have italicized. Liberals de
precated the piling up of legal pro
hibitions and compulsions, burden
some taxation, government efforts
to redistribute wealth and income,
and other specific interventions in
economic life, but they believed in
enforcing a fundamental framework
of law to protect their citizens
against fraud, theft, and violence,
internal or external. This in itself, if
done well, is a tremendous assign
ment.

Today it is not done well any
where; because-arguing from ((the
merits of the case"-too many other
assignments are loaded onto the
State, designed to save at least some
of us all effort and risk. Once we as
sume that it is a legitimate function
of the state to redistribute income,
for example, we practically guaran
tee that the majority of politicians
running for office will be charlatans
and demagogues, outpromising each
other concerning the largess they
can provide to the nonproductive
part of the population at the ex
pense of the productive.

To return to Huxley's argument:

No doubt some of the leading politi
cal philosophers did base their
theories on fictitious history, or on
basic assumptions that were not jus
tified. But Huxley seems to reject all
((aprioristic" thinking in· politics,
which would mean that he rejected
any attempt in advance to put any
constitutional limits whatever on the
sphere and power of the State. He
apparently would have been satis
fied with a constitution which read,
simply: ((The government may pass
and enforce any law it sees fit,
guided only by what it regards as
the merits of the individual case;
and no part of any citizen's freedom
or property shall be respected if a
majority of 51 percent or more de
cide otherwise."

In his thinking in the physical sci
ences Huxley was a professed em
piricist, and suspicious of all mere
deduction. Nevertheless, in his book
on Hume, we find him writing with
approval: u •••[T]he form of the crest
of every wave that breaks, wind
driven, on the sea-shore, and the di
rection of every particle of foam that
flies before the gale, are the exact
effects of definite causes; and, as
such, must be capable of being de
termined, deductively, from the laws
of motion and the properties of air
and water."l

The scientific belief in the law of

IHume. Ch. VI, "Propositions Concerning
Necessary Truths."
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universal causation is based on
something more than frequent ob
servance of it in particular cases,
plus no certain knowledge of con
trary cases. The concept of universal
causation is built into our thinking.
We can hardly conceive of an effect
without a cause. In any case, its
prior assumption is necessary for all
rational deduction and all rational
action.

Established Principles of Law
to Prevent Arbitrary Abuse

Perhaps our basic political, legal
or moral principles can never enjoy
the same type of definitude and cer
tainty as the laws of physics. But
the discovery and adoption of such
basic principles seem no less neces
sary as guides in our political, legal,
and moral life than the laws ofphys
ics in our physical scientific reason
ing. We do not leave it to an individ
ual judge, for example, to decide the
punishment for each case of fraud,
theft, assault or murder--or to de
cide what actions he is entitled to
punish at all-simply in accordance
with his own judgment of the indi
vidual iniquity of each act. The law
has already sought to define and
categorize each type of offense and
to prescribe minimum and maxi
mum penalties. The principles and
definitions of law have been worked
out over the centuries, by careful
reasoning and respect for precedent,
precisely to limit or prevent any ca-

pricious or arbitrary exercise of po
lice or judicial power.

The same thing has happened in
the evolution of constitutional law.
In the United States, neither a city,
a state, nor our federal government
can enact or enforce any law it sees
fit, guided only by ((the merits of the
individual case." The Constitution,
adopted in 1787, assigned the Con
gress, the President, and the judici
ary only enumerated powers. And
then, two years later, to nail things
down, a Bill of Rights was adopted,
beginning with the First Amend
ment: ((Congress shall make no law
respecting an establishment of reli
gion, or prohibiting the free exercise
thereof; or abridging the freedom of
speech, or of the press; or the right
of the people peaceably to assemble
..." And so on through nine other
amendments.

Huxley should have remembered
that. And he should have remem
bered, also, that though not all mod
ern democratic governments have
written constitutions, and England
still does not, the English Constitu
tion was even in his own day--one
might say especially in his own
day-a very real and unmistakable
protection against government ar
bitrariness or tyranny. No less than
our own it protected the citizen's
freedom of speech, freedom from ar
bitrary arrest, freedom of religion,
and freedom of association.

The English Constitution exists
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in no single document. It is made up
of Magna Carta, the Petition of
Right act, the Habeas Corpus act,
the Bill of Rights and the Act of Set
tlement. But in addition to all these,
it consists of innumerable statutes,
a mass of custom and convention,
hundreds of judicial decisions and
precedents, and even, as the Ency
clopedia Britannica has suggested,
of ((textbooks, lawbooks, the writ
ings of historians and political
theorists, the biographies and auto
biographies of statesmen," and so
on.

IfHuxley had remembered all this,
he would not so disdainfully have
dismissed all the proposals of the
older political philosophers as ((mere
apriorism." That all political power
tends to be abused, and that abso
lute power is certain to be abused,

The Foundation ofLaws

might reasonably have been sus
pected in advance. But even so it is
no mere a priori conclusion. It has
been forced on us by bitter and end
lessly repeated experience.

Exactly where the boundaries of
State power should be drawn, is one
of the two great problems to which
this series of articles is addressed,
and which we have still to try to
solve. But that they must be drawn
by constitutional limitation some
where, and unmistakably, is one
conclusion no longer open to debate.
What we have discovered, rather, is
that in not a single country today
have the existing constitutional
limits on government power and in
terference in the lives of the citizens
proved sufficient to prevent untold
mischief. i

IDEAS ON

LIBERTY

LET the bar proclaim llthe laws, the rights, the generous plan of power"
delivered from remote antiquity, inform the world of the mighty strug
gles and numberless sacrifices made by our ancestors in defense of free
dom. Let it be known that British liberties are not the grants of princes
or parliaments but original rights, conditions of original contracts, co
equal with prerogative and coeval with government; that many of our
rights are inherent and essential. ... Let them search for the foundations
of ... laws and government in the frame of human nature, in the consti
tution of the intellectual and moral world. There let us see that truth,
liberty, justice, and benevolence are its everlasting basis; and if these
could be removed, the superstructure is overthrown ofcourse.

JOHN ADAMS, 1765



Robert R. Hoyt

MANY believe that time has run out
on America, that the leading wave
of history has begun to pass us by.
Drawing analogies between the cur
rent state of America and the de
clining phases of previous cultures,
these fatalists believe that we are
destined to live out some theory of
inevitable cycles or repetitions in
history. They locate somewhere in
our past a point at which America
reached its pinnacle and began its
decline. America's fate, however, has
not been sealed by any historical
imperative. Men make history
through creating,· witnessing, and
recording significant deeds and
events. History has not abandoned
America; on the contrary, Ameri-

Mr. Hoyt of St. Petersburg, Florida, is a self-employed
businessman and an adjunct professor of English at
Hillsborough Community College.

cans have abandoned their place in
history.

At one time, our forebears looked
almost exclusively to the past for
guidance. Mythical events that had
happened in earlier times provided
unchanging paradigms for individ
ual and social actions. Having lim
ited knowledge of the world and
their place in it, these ancestors did
not seek to study or understand his
tory. Instead, they followed what
they felt were sacred ways of think
ing and acting. In contrast, one of
the hallmarks of American thought
is our rejection of such deterministic
views of historical precedence.

In keeping with our rational, em
pirical bent, we pore over artifacts,
classify them, and then devise var
ious theories to explain their exis
tence and significance. However, our
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scientific evaluations of the past
cannot be truly accurate, for we can
not know all of the variables that
shaped the events and artifacts we
study. Moreover, we carry to our
studies of history the situations and
forces acting on us today and, as a
result, tend to fill in gaps in our
knowledge by projecting these situ
ations and forces into the past.
Through such projection we actually
create historical models for current
problems and experiences. In effect,
we have reversed the earlier view of
the past as a repository of sacred
paradigms. Rather than use the past
to guide the present, we use the
present to discover meaning in the
past.

Because we can neither retrieve
complete information about the past
nor fully comprehend the informa
tion we do have, history lies open to
divergent interpretation. Our widely
educated populace, schooled in the
veracity of scientific investigation,
can understand and accept multiple
interpretations of history. Hence, the
past becomes a mutable area of the
oretical study rather than a fixed
template for human experience. This
multiplicity of equally valid inter
pretations brings into question the
embracing of any particular pattern
of ideals or principles stemming from
the past and, therefore, leads Amer
icans to look to the ongoing present
for personal and social guidance, as
well as for historical understanding.

The mercurial present, though,
provides little stability upon which
to found guiding ideals. Eschewing
the significance of time-honored
meanings and portents, we con
stantly scan the present for events
and situations of such import that
they can be used to direct our
thoughts and actions. This contin
ual search for meaning has resulted
in, to borrow a phrase from Words
worth, u a craving for extraordinary
incident, which the rapid communi
cation of intelligence hourly grati
fies." As has often been pointed out,
the media satisfy this ~~craving" by
treating us to a diet rich in sensa
tionalistic, often titillating, events
and crises. That these sensations are
in many cases non-events that have
been inflated through media hype is
common knowledge.

A Glut of Information

With no enduring standard(s) by
which to judge significance, we feel
uncertain despite our wealth of facts;
so we demand more information,
which the media readily suppl~ Of
course, it is also to the advantage of
television, radio, and other hourly
or daily news media to emphasize
recent events because one of these
media's most highly touted features
is the ability to communicate infor
mation rapidly-they are anxious to
bring us the latest news.

This steady stream of current facts
(as well as attendant background
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studies, personality profiles, histor
ical comparisons, human interest
stories, critical commentary, and
other related reports) provides so
many bits of information that cur
rent events seem to pass in slow mo
tion and are thereby transformed
into an ever-changing, ever-rele
vant, contemporaneous history. But
as views that held great sway one
day become erroneous or meaning
less the next, this ephemeral history
proves an unreliable guide, leaving
us isolated in the present without
reliable means for organizing the
glut of specific, factual information
heaped on us dail~

As we project current views and
events into the past in our search for
historical precedents, we encounter
another major stumbling block to
our understanding of history. Due to
a number of factors, primarily our
increased knowledge of the physical
world and our inflated material af
fluence, we have a distorted grasp of
large numbers. Where once hun
dreds and thousands were thought
great, millions and billions are now
tossed about casually. Historical and
geological time tables, which often
span thousands and millions of
years, are regularly compressed into
frameworks we can readily compre
hend, such as the lengths ofan hour,
a day, or a single year. Such com
pression presents a false, greatly
speeded-up view of history. Thus,
events that took decades and centu-

ries in the past become analogized
to monthly and yearly situations in
the present, leading to further dis
tortion of history and reality.

Limited Vision

Focused on the present and de
luded in our understanding of his
tory, we attempt to fine tune inter
national developments, economic
indicators, social structures, per
sonal happiness, and as many facets
of our lives as possible within too
small a time frame. In responding to
and effecting changes within inor
dinately short periods of time, we
are like the hypochondriac who,
feeling not quite right, first takes a
laxative to loosen his bowels and
then must take paregoric to bind
them again. As one quick fix follows
another, the body is thrust to ex
tremes with no chance of attaining
equilibrium. Such instability cre
ates further alarm until soon the
sufferer becomes fixated on pana
ceas and miracle cures. Intent only
on the present, we too readily adopt
any measure, no matter how hasty
and superficial it may be, so long as
it promises immediate gratification
with little or no investment on our
part. What we find, of course, is that
we get what we pay for.

Alienated from the past and find
ing no stability in the present, we
lose hope for the future. Our fixa
tion on instant palliatives has so ab
sorbed our time and resources that
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we have all but ceased to look be
yond what is immediately facing us.
When we stop planning for and in
vesting in a bright future, as much
American industry and many indi
vidual Americans have done, we
eventually arrive in a present that
is beset with genuine crises, a sense
of entropy, and widespread personal
despair.

To curb our frantic, ill-conceived
reactions to events of the moment,
to redeem our future, we must re
define and reassert ideals that will
provide America with guiding ten
ets for understanding and action.
Such rededication to ideals does not
imply a renunciation of facts and
specifics in favor of metaphysical or
abstract concepts. Rather, it is a
reassertion of the healthy relation
ship between particulars and ab
stractions, the world of sensations
and the world of ideas.

Abstractions and Specifics

Specifics embody abstractions,
thereby giving ideals a form that
can be perceived-seen, heard, felt,
smelled, tasted-in the actual world
of experience. In turn, abstractions
are needed to relate and give mean
ing to the sea of individual specifics.
Through a reassessment of funda
mental American ideals, we can re
generate our past, investing it with
particular meaning and signifi
cance. Establishing and promoting
our stand on these ideals will allow

us to make sense of the specific facts
and events of the present and to
project a defined course of action
into the future.

The obvious problem in reassert
ing American ideals is determining
just what these ideals are and what
priorities they have among them
selves. Our pluralistic society af
fords Americans the right to aspire
to numerous, divergent ideals. Con
sequently, rather than pressuring
for national adoption of anyone set
of these ideals, we must r~vitalize

our overarching commitment to the
freedom of the individual to pursue
his or her own chosen beliefs and
tenets.

Such an assertion of individual
freedom must look beyond our cur
rent, reductive interpretation of in
dividual as self. Increasingly, our
temporal isolation in the present has
been accompanied by a spiritual iso
lation of the self. With quickening
pace the ideal of the free individual
united with other free individuals
in a government designed to govern
least has been usurped by an ethic
of the dominant self among other
dominant selves each seeking to ad
vance his or her personal cause(s)
while restricting the freedoms of
others. In the self-centered, dog-eat
dog milieu created by this change,
many Americans have sought
through the extension and prolifer
ation ofgovernmental control to leg
islate the sense of solidarity and se-
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curity previously generated through
private, yet mutual, dedication to
shared ideals.

Restrictions on the Individual

As the government has gained in
authority, individuals have felt in
creasingly threatened and helpless
in the face of restrictions sponsored
by others; consequently, more pow
ers have been deeded to the govern
ment to restrain these others, and
the situation has escalated. We must
break this cycle of repression by de
manding not only our own personal
freedom but, more importantly, the
freedom of other persons-all who
can exercise their individual free
dom in compromise with the indi
vidual freedom of others.

The key word here is compromise.
When a neighbor runs his power
tools, cuts his grass with a power
mower, has a party, or engages in
anyone of a number of noisy activi
ties while I am working, I get an
noyed, even mad. My impulse is to
find some way to silence him, to pre
vent him from ever making such
noise again. He is violating my free
dom to silence. Of course, when I use
my power tools, mow my yard, or
whatever, I don't feel the same way
why, they're my tools, my lawn, etc.;
I should have the freedom to do
whatever I wish on my own prop
ert)T. As for myself, I would like it if
he had to be silent and I could do
whatever I wished when I wished.

Yet, I realize that to preserve my
freedom to act, I must not just
grudgingly allow, but actively af
firm, his freedom to act also. Occa
sionall:}T, he impinges on my freedom
and, occasionally, I on his; in this
way we both remain free to pursue
our individual interests.

Now, if my neighbor's individual
interests ran to raising hogs, re
building engines, or opening a skeet
shooting range, I would not affirm
his freedom to do so. Neither would
most of our other neighbors. None of
my neighbors, however, acts with
such selfish disregard for others. On
an individual level, despite our dif
ferences, we all get along fine. The
fact is that most people get along
just fine on an individual level. It is
to this individual level that I think
we must go to reawaken the spirit of
American freedom.

We must reassess how much ofour
freedom and wealth we wish to place
under governmental control. In
making this reassessment, we should
recognize that when we call upon
the government to regulate the ac
tivities of others, we are oiling ma
chinery that can serve to repress
our own freedoms as well. We should
also remember that such repression
is not unknown in America. From
witch hunts to lynchings to perse
cution campaigns, America has a
history of sporadic, yet virulent, at
tacks on the freedom of the individ
ual. Therefore, we must decide ex-
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actly where our loyalties lie; upon
what fundamental set of ideals will
we base our understanding, actions,
and dreams-on the American ideal
of individual freedom or on some
other ideal(s) that will necessitate
the suppression of our rights and
privileges.

The American experiment in in
dividual freedom and democracy has
not outlived its time. Everywhere,
people have sought and are still
seeking the rights and freedoms we
enjoy. Not all, however, do seek such
ends; in fact, many prefer some.form
of master/slave, ruler/subject rela
tionship that maintains their cho
sen system of ideals. We have al
ways stood virtually alone in our

In Defense ofthe Individual

national commitment to the ideal of
individual freedom. To preserve the
option of this freedom in an often
hostile world, we must each promote
individual freedom for ourselves and
others. With the material and edu
cational development of the Third
World, many may soon be afforded
an opportunity to experience greater
individual freedom than they have
ever known. By reasserting the au
tonomy of the individual on the na
tional and international levels,
America can retain its vanguard po
sition in history. Rather than being
a time of inevitable dissolution and
decay, now-perhaps more than
ever-is the time for American
ideals. i

IDEAS ON

LIBERTY

WE ARE BORN into a family and a community. An immense social heritage
is put at our disposal-a storehouse into which has been distilled the
contributions of an enormous number of individual men and women,
some famous and some nameless. Knowledge, wisdom, skills, and some
of the very thought-forms by which we may avail ourselves of this treas
ure are handed down to us. The problem here is not analogous to ration
ing a given quantity of goods to a certain number of people; it is analo
gous to keeping a conduit open so that the spiritual accumulations of
previous generations can flow unimpeded, to be enriched through under
standing and application by this generation and passed on to those to
come. Diminution of political liberty is comparable to the silting up of
the conduit; freedom is the removal ofobstructions to the flow ofenergy.

EDMUND A. OPITZ



Rae C. Heiple

Thinking
About

Government

ONCE upon a time most people be
lieved the world was flat, but that
did not make it so. There were times
when learned men believed one
might discover a way to turn lead
into gold or to build a perpetual mo
tion machine. When I was a child,
Mother made me wait an hour after
eating before going swimming lest I
get stomach cramps.

We all know better today: But did
you ever wonder how many things
believed today will be absurd
thoughts in the future, laughed at
even by children? Just for instance,
what do we think is the proper role
of government in our lives?

The world is a wonderful place.
Mankind is on an upward course.
Progress, though not constant, seems
to be part of the natural order of

Mr. Heiple is President of the Abingdon Bank & Trust
Company, Abingdon, Illinois.

things. Mother nature goes on un
changed, but people are able to im
prove their lot. They are able to build
tools to increase their effectiveness.
They are able to pass both tools and
the knowledge to build tools on to
future generations, who in turn can
improve on the knowledge and build
better tools, to pass on, to be again
improved. These tools and this
knowledge have permitted more and
more people to live more comfort
able lives with less effort and less
pain and less cruelty toward others.

The progress has not been contin
uous or uninterrupted. It has fal
tered. Whole continents or areas
have regressed for long periods. Who
among us can forget the section from
our grade school history books about
the ndark ages"? But while the once
great have gone backward, sooner or
later other areas have become new

627
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centers of learning and develop
ment, always surpassing the best
that was previously known. China,
Egypt, Greece, Rome, Spain-all had
periods of rapid progress and subse
quent decline. And now in just two
generations (the time of our grand
parents and parents) the United
States has experienced the most
rapid development and accumula
tion of knowledge and tools ever
known in the world-a growth that
seems to be ending.

The fundamental thing to remem
ber is that the accumulated tools,
the accumulated knowledge, and the
passing of this accumulation on to
succeeding generations is what has
permitted man to improve his lot in
life.

The Rise and Fall of Nations

The Western world of Europe and
the United States today is exhibit
ing some of the signs that were evi
dent in China, Egypt, Greece, Rome,
and Spain prior to their decline.
What is the common thread of the
ascendance and decline of great civ
ilizations and nations? What can we
learn from history? Why is there
rapid progress in some areas and lit
tle in others? Climate, fertility of
the soil, natural resources, intelli
gence of the people does not explain
it. Why do some areas once blessed
with rapid progress slow down and
even decline? Natural catastrophe
such as flood, earthquake, or even

war is not the cause. The common
thread somehow seems to be the
manner in which the people are mo
tivated; how hard they work, not
how smart they are; how they per
ceive opportunity.

What causes people to work, and
to save part of what they produce in
order to build a better tomorrow;
and what causes a people, once they
are working and saving and passing
on their accumulated knowledge and
tools, to stop or reduce their saving
and thus bring an end to progress?
This is the important question. And
the answer is known. We know what
causes men to work, study, produce,
invest, save, and help succeeding
generations continue the develop
ment and progress of man. It is no
secret. Some men have known it for
thousands of years. It's simple.

Before coming to that answer, we
must face a second and more diffi
cult question: ((If the answer is so
simple why don't we do it?"

What is involved here is a matter
of human nature-the natural be
havior of man. It is the natural de
sire of everyone to get the most he
can with the least effort. We are all
the same. You and I both desire to
accomplish the most benefit with
the least effort: and this includes
the willingness to live off the labor
of another without work if we can do
so without shame or loss of pride.
This is the answer to the second
question. We have not yet learned a
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way to restrain the temptation of
man to enjoy a life of ease at some
one else's expense.

The Destruction of Incentives

The Chinese civilization began its
decline when the governing officials
began to take more and more of the
work product of the common man to
support the privileged class. The
man who produced the crops and
clothing, shelter and transportation
had less to spend on himself and his
family, less incentive to work, and
less property to pass on to the next
generation.

Egypt declined for the same rea
son. The government grew and began
to take a larger portion of the pro
ducer's efforts to support the non
productive. More and more people
became privileged to live at the ex
pense of another. The government
built pyramids to put people to un
productive work. The pyramids were
simply relief projects which ex
panded the number of people who
were privileged to live off the pro
ductive work of others. The Bible
tells of Joseph and the ever-normal
granary to store grain in good years.
This was simply a subsidy to the
privileged at the expense of others.
The privileged were the farmers
whose grain was purchased by the
government at higher than market
prices. The rest of the population
suffered the consequence of higher
priced food.

History seems to repeat itself.
People develop a government to
guarantee protection of property,
which causes prosperity; then gov
ernment increases the tax burden to
permit more and more people to live
off the labor of others until the in
centive to work and to save is re
duced, less and less is passed on to
the next generation, prosperity ebbs,
and finally the government falls. In
fact, the fall of government seems to
be part of the natural order which
permits man's progress to continue.
The work and productivity of indi
viduals were the keys to progress.
Government, by protecting prop
erty, created a social condition con
ducive to such progress. But in
granting privileges to particular
persons and classes, instead of being
an institution to protect property,
government itself becomes the main
threat to life and property.

Look at Rome. The number of peo
ple supported by taxes kept increas
ing and the number of people per
forming productive work kept
falling. Even slavery could not sup
port the large numbers of nonpro
ducers and that was the end ofRome.

Spain's period of development and
progress ended similarly, but under
the additional handicap of the large
amounts of gold and treasure stolen
from the Indians of the new world.
The effect of the gold was to in
crease the powers of government,
create inflation, and cause more and
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more people to attempt to live off
the productive labors of others until
the decline became unstoppable.

The Principle of Least Effort

It is human nature to attempt to
get the most we can for the least ef
fort. This is an advantage so long as
it makes us more efficient or produc
tive in our own labors. But it is dis
astrous if it turns us to seeking ben
efits at the expense of another's
productive labors.

If we can shell a bushel of corn in
an hour by hand but can use a ma
chine to shell 25 bushels in an hour
everyone has benefited-the ma
chine maker, those ofus who use the
machine, and the persons who buy
our corn-all are able to share to
some extent in the saving of effort.
But assume that A and B who are in
control of government put a tax of
two pounds of corn for every bushel
shelled by a mechanical sheller. The
tax is a hindrance. It tends to reduce
the number of machines that may
be sold, the profit of the machine
maker, and the profit of the farmer
shelling the corn. It tends to reduce
the supply of corn, the standard of
living and the ability to pass on cap
ital to future generations.

But this is only the beginning of
the evil. What are A and B going to
do with the corn tax? Suppose they
use it for their own riotous living? Is
this right or wrong? Is it beneficial
to society? Suppose they take it for

distribution to the ((needy"-surely
a noble-sounding purpose. But who
are the needy, what constitutes need,
who is to decide? Does this change
the effect on the farmer or society?
Has any real good been done? In
light of the natural human ten
dency to get the most one can with
the least effort, will the recipient of
the free corn be more inclined or
less inclined to work for his own
well-being? .

The answer is obvious: He is going
to be less inclined to work for his
own well-being. While no one can
say which particular individual will
be ((needy" as a result of the free
corn dispensing, we can say with
certainty that there will be more
((needy" after free corn distribution
is commenced than the number of
((needy" before. A subsidy increases
the size of the group being subsi
dized.

When the human trait to get the
most with the least effort involves
Needy N acquiring some of the work
product (shelled corn) of Farmer F:
it is to the questionable benefit of N
and is to the detriment of Farmer F
and everyone else in society. Needy
N has simply obtained the benefit of
the corn produced by Farmer R It is
easy to see that Farmer F is worse
off. But it is also true that neighbors
C and D who get no handouts ofcorn
but pay a higher price-that these
neighbors, as well as succeeding
generations-are worse off as a re-
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suIt of the involuntary transfer of
wealth from Farmer F to Needy N.

Confusing the Issue

Here it is that we cross from black
and white to grey, from what every
thinking person can see is good or
evil to the hazy grey areas of where
do you draw the line. Whether it is
proper for government to take corn
from Farmer F to give away is a
matter of principle, it can be dis
cussed intelligently and logically,
and it is either right or wrong on its
own merits. But the minute we in
ject the needy person N into the con
sideration the absolute and funda
mental question of whether it is
right or wrong for A and B to take
from Farmer F becomes obscured
with the consideration of how needy
is N and the relative affluence of
Farmer R Do you give it to N if he is
completely incapacitated and bed
ridden, deaf and blind, blind only,
almost blind, has a serious limp, is
somewhat of a clumsy fellow and
people won't pay him much, has six
children, is a drunkard, has slow
blood, is lazy? And how do the above
considerations become altered if
Farmer F happens to be blind in one
eye and has a crippled arm but is
still able to farm and support a wife
and eight children? How does one
assess the relative merits of Farmer
F and Needy N?

Even more important, who should
determine those relative merits?

And who should pay the benefit?
Does it make a difference if the one
deciding the need is different from
the one paying? Will A and B make
the same decision as to who is needy
if they are giving their own corn in
stead of giving the corn of Farmer
F? In short, there are so many vari
ables that no two people will agree.
Once the basis of the decision shifts
from the fundamental of right or
wrong to whether you or others feel
sorry for someone, society is thrown
into turmoil, disagreement, dissen
sion, and discord. Personal acts of
charity and compassion are modi
fied and government may become
more hindrance than help to the
needy.

In considering the impact of the
relief payment on Needy N, we must
bear in mind the many kinds and
degrees of need. Needy N may be
both mentally and physically inca
pacitated requiring confinement in
an institution. This is the one ex
treme of an endless variety of
((needy." Let us however take the
case of Needy N who simply has no
motivation or ambition and won't
work-not that he can't work but
that he won't work at ajob he doesn't
like or one that doesn't pay very
much so long as he can get relief. Is
the relief really helping this Needy
N and his family? We seem to focus
our attention on the material well
being of N and his family and to ig
nore the psychological and mental
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well-being of N or the other family
members. We also forget the way
that relief will affect one's incentive
and desire.

Killing Self-Respect

Most of us take some pride in
fighting the battle of life and being
able to support our family: It is a
real accomplishment that makes us
happy and gives a feeling of being in
tune with life. Can the recipient of
public aid have these feelings? What
kind of lesson do the children learn
in such a household? How will they
feel about their father? How will the
children mature and what kind of
responsibilities will they have? Is
putting the family of this able-bod
ied man on relief psychologically
beneficial for either the father or
the children? The point is that giv
ing someone relief is not necessarily
doing him a favor.

For another example, let us as
sume Needy N has broken his leg
(at home). He has no savings, a wife
several months pregnant, no rela
tives,. four small children; he is liv
ing in a rented house, it is winter,
the food closet is empty, and it will
be three weeks before he can put
weight on the cast to go back to
work all day as a mechanic at the
local Ford dealer.

Under the above circumstances,
should Needy N be helped and by
whom? Should A and B in control of
government take from Farmer F and

give to N? How about letting people
who know N do what they feel nec
essary? Does anyone really believe
that N and his wife would go hun
gry, that the heat would be turned
off, that the landlord would throw
them out of the house, that the wife
would have no one to deliver the
baby, that no neighbor, friend, em
ployer, fellow church member, or
stranger would come to their aid?

Some Nagging Questions

Is the situation as bad as it
sounds? Are we sure N really needs
help to the extent that A, B, C, D, E,
and F would agree? And how much
of the predicament is of N's own
making, from which he could learn
something if left to his own re
sources? Why hasn't N laid a little
money aside for a rainy day?
Shouldn't people know that misfor
tunes are to be expected? Wouldn't
this teach the lesson? Could he not
have saved instead of spending for
cigarettes and beer? Couldn't N bor
row some money? Has he estab
lished a reputation of paying his
bills-or of trying to avoid people to
whom he owes money? Does he have
a car or hunting dog or a boat or
camera he could sell or a wedding
ring he could hock? Shouldn't these
things be done before forcing others
to come to his aid?

Suppose A thinks N can get along
on his own and won't do anything to
help? Suppose that B, C, D, and E
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think differently? What is to stop
them from helping N on their own?
Do they need A? And how much will
B, C, D, and E help, and will they
agree? Do they pay the rent, gas,
electricity, groceries, and doctor
bill-or only some of these things?
Are cigarettes and beer to be in
cluded in the groceries? Do they pay
N's rent even though the landlord
wouldn't throw him out? Do they
pay the bills now that could be post
poned until N gets back to work? It
gets complicated. People can and do
have differences of opinion.

What it all boils down to is the
trait of human nature to get the
most for the least effort. As applied
by an individual in his own produc
tive work, it is proper and correct
and works to the good of everyone.
But when it comes to getting some
of another's productive effort, it is
not necessarily to the good of the re
cipient, or the giver, or a stranger to
the transaction. We all have differ
ences of opinion and no one can be
sure he is doing more good than
harm in giving someone something.
The only thing certain is that once
the privilege is conferred to receive
a part of another's property, the
number of people who enjoy this
privilege grows and grows and
peaceful production and trade are
disrupted.

So the answer to the question of
what causes progress, what causes
man to work, study, produce, invest,

save, and pass on part to succeeding
generations is simply the right of
man to enjoy the benefits ofhis labor.
Where government has thus pro
tected and defended life and prop
erty, the conditions have been es
tablished for the great civilizations
of the past. Man was encouraged to
work to produce the most he could
with the least effort, and by work
ing hard to help. himself and his
family he also benefited all other
people in the society and the future
generations to come.

Government Perverted

And what caused these civiliza
tions once great and prosperous to
decline and fall? The answer was
the failure of government to protect
the working man in his right to the
benefits of his work. Government in
fact became the principal violator of
the worker's rights to property. In
stead of protecting the worker from
theft, government in effect became
a thief, taking part of his earnings
or savings by taxation and inflation,
in order to give it to the privileged.
When the number of privileged was
small and the taxes small, the ef
fects were small. But when the
number of privileged grew and the
taxes grew, there was less incentive
to work and the ability to save and
pass on part to succeeding genera
tions was diminished.

So it was an over-reliance on gov
ernment which caused the downfall
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of the great civilizations of the past.
It made no difference whether the
government was a monarchy or a
dictatorship or a republic. The form
of government was not important.
The loss of a worker's property
through taxation was the cause of
the destruction of the civilization. It
matters not that the purposes may
have been noble-sounding or hu
manitarian and the privileged were
thought to be needy and unfortu
nate. The loss of private property
rights meant the destruction of the
society.

In summary we can conclude:

1. Man attempts to work as little as
possible to improve his condition
in life as much as possible. If he
must work to get what he wants
he will work; if he can get what he
wants without working he won't
work.

2. A government that protects man's
property from theft creates a so
cial condition of incentive and re
ward, causing each man to work

and thereby creating prosperity
and progress for society at large.

3.A government that permits man's
property to be taken by others or
by government itself (even though
it be for relief to the needy) cre
ates a social condition that re
duces incentive, reduces the re
ward for working, and thereby
retards prosperity and progress.

This is not the generally accepted
belief today, but the world is pro
gressing and learning.

My mother's generation thought
eating before swimming would cause
stomach cramps. My generation
thinks government transfer pay
ments are a social good. I hope the
next generation learns as much
about the proper role of government
as my generation has learned about
swimming and cramps. The progress,
prosperity, and well-being to flow
from this simple understanding
would stagger the imagination of
the supreme optimist. i

IDEAS ON

LIBERTY

Thomas Babington Macaulay

EITHER some Caesar or Napoleon will seize the reins ofgovernment with
a strong hand; or your republic will be as fearfully plundered and laid
waste by barbarians in the twentieth Century as the Roman Empire was
in the fifth;-with this difference, that the Huns and Vandals who rav
aged the Roman Empire came from without, and that your Huns and
Vandals will have been engendered within your own country by your own
institutions.



Ingrid Rottinghuis

On Manipulating
Others

IF we believe that no man should
live under the dominance of an
other, we must be able to recognize
signs of subtle manipulation of
human beings in ourselves and oth
ers. Sometimes as we manipulate or
are being manipulated, we may
vaguely sense what is going on, but
do not consciously realize the impli
cations.

Among our most important human
relationships are those with our
marriage partner, our children and
our friends.

Aren't we all familiar with the
situation where a person tries to
leave a party early; for whatever
personal reason, but meets ardent
protests? ttyou can't be the first to go
home and start breaking up the
party! Come on, be a good sport,
have another drink, stay with us!"
Apparently, our host is warm and

Mrs. Rottinghuis-Fischer is a mother and part-time
student. She and her husband are currently repre
senting a Dutch Company in the United States.

hospitable. On second thought, we
may be dealing with an overbearing
person who manipulates others by
vaguely suggesting that the leaving
guest is more of a kill-joy or spoil
sport than a friend.

When we are imposing extremely
high standards on our child and ex
pect excellent performance in all
fields, we may think that we are en
couraging him to unfold his poten
tiality. But we may be unknowingly
brutal in our great expectations and
we may be displaying a deep disre
spect for him as a person. We have
the power to manipulate a child, by
giving love and approval, or by
withholding it. We may, in the pro
cess, be directing his life into ttserv
ing his parents' desire" for his great
ness, thus building a compulsive
perfectionism into the child's char
acter.

We also should learn to recognize
the means by which our children try
to manipulate us into catering to

635
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them. Is our child really too young
to learn to tie his own shoelaces, or
are we being manipulated by what
seems a charming display of help
lessness or cuteness? Children are
clever at the ~~art of manipulation"
and discover in infancy what kind of
behavior will make us run to their
rescue. We have to care for our chil
dren and attend to them; but we also
have the responsibility of raising
them toward independence.

Do we borrow sugar from the
neighbors because we are too lazy to
run an errand, or do we restrain our
borrowing habits, which may be im
posing on others? And do the neigh
bors send their children to us when
ever they want their hands free?
~~You are such a wonderful mother!
My children adore you and love to
play with your youngsters on that
marvelous equipment in your yard.
You really have a way with chil
dren. Of course you have more time
for them, while I have my hands full
with four small ones." Are we being
paid a compliment, or are we flat
tered into carrying another person's
load?

Perhaps a wife wants to apply for
a paying job when her children have
reached school-age. Her husband
discourages her in every possible
way, by pointing out that he has a
handsome salary and that children
sometimes do have colds and other
ailments, or snow-days off from

school. Does she have a concerned
husband? Chances are that he may
indeed be very concerned for the
children, and that he is offering to
be financially responsible for her, so
that she can enjoy a luxurious life.
But it may be that he unconsciously
resists the idea of a financially in
dependent wife, who unfolds her tal
ents outside the home, instead of
being always available to serve the
famil)', to make their beds, iron their
shirts, cook their meals. Maybe he
is manipulating her by using the
children as an excuse, instead of
helping find solutions for snow-days
and sickness and encouraging her to
build a life of her own.

Libertarian philosophy can have
far-reaching implications!

A wife who urges career ambi
tions on her husband might be mo
tivated by the noble wish for him to
unfold his talents. Or, again, she
might be manipulating him into
competing with the Joneses.

Do we have the courage to give a
friendly but firm ~~no" to aggressive
fund-raisers on the telephone or on
our doorstep, or are we manipulated
into giving our money out of fear of
being disliked or appearing avari
cious?

And can we take ~~no" for an an
swer' without offense, when others
turn down our demands?

Are we our own master, or the
slave of public opinion or inner com
pulsion?
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Do we respect the fact that other
people want to be their own master,
pursue self-interest and live by their
own values and that our friends and
relatives are not living on earth just
to do us favors?

A voluntary and friendly ex
change of services is a nice way of
cooperation as long as we do not
take each other for granted or think
in terms of duties. A grandmother
may be very willing to babysit for
us, but it is not her duty.

Even the tiniest infant, who is
completely dependent on us, has a
((self" which should be respected. If
we lift our baby from its cradle for
every admiring visitor, we disre
spect the child's need for undis
turbed sleep. A child is not an ob
ject, not our property.

Equality does not mean that chil
dren have a right to unrestricted
freedom. We often mistake license
for freedom. While trying to be
((modern" parents, we sometimes
tolerate children with deplorable
manners, loud demands for atten
tion and tantrums whenever they
are refused something. Dr. Rudolf
Dreikurs writes in his book, Chil
dren: The Challenge: ((Equality
means that people, despite all their
individual differences and abilities,
have equal claims to dignity and re
spect."

This word ((people" includes chil
dren, the very aged, the handi
capped and all those who cannot be

expected to live without our help
and guidance.

People who cannot live ((free"
under the authority of their own
self-discipline, because of mental
disability, immaturity, senility or
whatever other reasons, cannot
make a claim to the same amount of
freedom enjoyed by mature and re
sponsible citizens. But they do have
a claim to dignity and respect and
such freedom as they can handle,
such degree of independence as is
within their limits. In that sense,
((equality" stretches out to include
those who have to live under the au
thority of others.

Authority can be wise leadership
and counseling, respectful of the
human nature, the individual na
ture, of those under guidance. Au
thority can also mean·overbearing
dominance, which must lead to re
bellion and an urge to break away
from authority.

The book I've quoted, Children:
The Challenge by Rudolf Dreikurs,
M.D., and Vicki Soltz, R.N. (Haw
thorn Books, Inc.) is one I've found
especially useful as a guide in help
ing children grow toward adulthood,
responsibility, self-respect and re
spect for others. Beyond that, it has
challenged me to review my rela
tionships with all fellow beings. To
be free of manipulation by others,
we must refrain from manipulating
their lives. ,



A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

THE WAR
AGAINST

PROGRESS

IN the old days we used to start
things and clean up afterwards. Now,
for fear that there might be some
thing unforeseen to clean up, we
argue interminabl~ It is coming to
take ten or more years to get ((yes"
on a project, and even then the pos
sibilities of court action are not ex
hausted. Herbert E. Meyer calls it
The War Against Progress in a book
of that title (Storm Publishers, Inc.,
4 East Main St., Box 252, Middle
town, N.Y. 10940, 195 pp., $11.95).
He can't quite bring himself to rec
ommend going back to the old ways,
but he does think a happy medium
could be struck.

The difficulty of reaching a happy
medium is that the war against
progress consists of hundreds of bat
tles that seem unconnected. As Mr.
Meyer says, no single battle is espe
cially dangerous by itself. But when
the battles are all added up, the
wallop is significant. Mr. Meyer lik
ens it to a bleeding that comes from
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a thousand tiny cuts. It could kill a
man.

Mr: Meyer describes some of the
single battles. There is a fierce one
now raging in Alaska. Since Alaska
is relatively unpopulated, its citi
zens don't have much argumenta
tive clout. The federal government
owns most of the land, and the rules
can be made by a distant landlord.
Environmentalists in the lower
forty-eight states who will never
visit Alaska can set the tone in
Washington, D.C. So we have a bill
that would set aside 125 million
acres of Alaska territory for parks,
national forests, wildlife refuges,
scenic rivers and plain ((wilderness."
This latter is a special category that
would prohibit the building of roads
of access, so not even the hardiest
outdoorsman would have much of a
chance to taste a bit of wilderness
life.

What the enthusiasts of caribou
and grizzly bears do not see is the



THE WAR AGAINST PROGRESS 639

connection between maintaining 100
percent environmental purity in
Alaska and the future spread of
urban slums in the lower forty-eight
states. Geologists think there might
be billions of barrels of oil under the
Arctic National Wildlife Refuge.
There could be trillions of cubic feet
of natural gas. Mining companies
have already discovered a multi-bil
lion-dollar deposit of copper, lead and
zinc in wilderness territory in the
western Brooks Range. The oil of
Prudhoe Bay, which the environ
mentalists kept us from getting for
ten years, could be a mere foretaste
of what Alaska might contribute to
the health and prosperity of the
western world. Without new energy
sources and industrial raw materi
als, wars and depressions loom. And
urban slums grow in depression cli
mates.

You could forget the need for
Alaskan oil and gas if atomic plants
were on the increase and coal tech
nology had an unimpeded run. But
the ttseparate battle" against the use
of atomic energy has resulted in a
temporary victory for the No More
Nukes forces. As for coal, there is
enough of it in the United States to
run our power plants for hundreds
of years and to provide a life-sus
taining surplus for western Europe.
Moreover, coal can be turned into
gas and a methanol that could run
automobiles. Everything on the coal
front lags, however, as worries about

sulfur in the atmosphere and the
possible warming effects of a
((greenhouse" condition are debated.
Wyoming and Montana cattlemen
don't like the idea of a new Pitts
burgh being built on the rich re
serves of local coal that can be easily
strip-mined. And in Colorado, skiers
and forest rangers take a jaundiced
view of a new molybdenum mine
that will, if and when it gets going,
solve many of the alloying problems
ofAmerican industry.

A Suggested Strategy

Politicians who are kept in power
by local interests find it safer to re
flect local prejudices about the
building of a new refinery or open
ing up a new strip mine in the
neighborhood. The sum total of a lot
of local ttnoes" make it difficult for a
national ((yes" ever to prevail. Mr.
Meyer has no magic formula for
changing this. He thinks the tide of
the separate battles won't be re
versed until there is a coalition of
businessmen and labor leaders will
ing to volunteer as the natural lead
ers of a still unformed army. He
sympathizes with executives and
union officials who have been loath
to stand up in the past-t(no one," he
says, relishes being ((mowed down
by the guns of an advancing army."
We have been living through a time
when reticence has been the better
part of valor. But the time has ar
rived, he says, ((to climb out of the
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trenches and to lead a forward
charge." It is now or never.

If nobody can say ((yes" in the
United States, what will happen to
the rest of the world? The Cold War
will swing toward a victory for the
Russians. This will not help the
Third World: Communism has noth
ing worthwhile to export. Other na
tions-France, Japan-may be say
ing ((yes" to nuclear plants making
use of breeder reactor fuel, but the
Free World needs a strong United
States to lead it.

For one thing, says Mr. Meyer, the
U.S. is the linchpin of the world's
communication system. The Inter
national Tele-communications Sat
ellite Consortium, which has estab
lished communication links to parts
of Asia, Africa and South America
that could have been opened up in
no other way, is a product of the U.S.
space program. The domestic com
munications of Canada and Indone
sia depend on hooking up with U.S.
produced satellites.

A Call for Leadership

uThere is not the slightest pos
sibility," says Mr. Meyer, Uthat
any of our country's allies could
fill the various gaps-military,
economic, communications, cul
tural-that would be created by the
destruction of the U.S. All of our al
lies put together have less military
firepower than we have. All of their

economies put together are weaker
than our own. All of them combined
lack the satellite-communications
technology that we have. All of them
combined do not equal a culture as
dynamic, productive and creative as
our own ... We and we alone have
the power. We have the broadest
shoulders."

If the U.S. were to succumb in the
((war against progress," it will trig
ger destruction everywhere. Brazil's
newest industries would collapse
without our computer technologies.
Nigeria and Mexico need us as a
market for their oil. A major part of
Canadian industry would go bank
rupt if there is a bad U.S. tailspin.
Meanwhile, some of our allies are
having troubles of their own with
the anti-progress termites. It took
the Japanese twelve years to open
up their new international airport
outside Tokyo at Narita.

Mr. Meyer's book deserves a wide
reading. It makes a few mistakes:
Samuel Slater did not build an en
gine factory, as Mr. Meyer says on
page 27, he built textile mills from
his memory of Arkwright models.
But flyspecks are minor. The impact
of the book could be devastating if it
could only be circulated among those
industrialists and labor leaders who
have been elected by Mr. Meyer to
change the no-growth climate that
has afflicted us now for almost a
generation. i
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the Government
the Market and
thePoor

David Osterfeld

WHEN one argues that the govern
ment has become too large and ought
to be reduced inevitably the first
question that comes to the minds of
most people is: what would happen
to the poor? This is certainly a legit
imate question. What would be the
condition of the poor if all govern
ment ttpoverty" programs were abol
ished?

An accurate assessment of the im
pact of such a change in policy can
best be obtained by dividing this
broad question into two parts: (1)
what is the· actual impact on the
poor of existing government policies
and (2) what would be the probable
impact ofa program of laissez-faire?

This paper will attempt to deal
with both of these questions.

Dr. Oaterfead is Assistant Professor of Political Sci
ence, St. Joseph's College, Rensselaer, Indiana.

Part I: The Government and the

Poor

1. The "Ideal" Model: The Way
Government Is Supposed to Work

In the area of the market econ
omy, or the ttprivate arena," we are
constantly told, the proper concern
of the individual is with satisfying
his own personal needs. Thus, in the
economic arena the individual is as
sumed to behave egotistically in
order to maximize his individual
utility. In contrast, since the proper
concern of government and politics,
or the ttpublic arena," is the well
being of the entire society, individ
uals in this arena are assumed (or
perhaps ttsupposed" is a better word)
to act altruistically. Politicians and
government bureaucrats are no~
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concerned so much with maximiz
ing their own personal utilities but
with maximizing ffsocial utility," Le.,
with pursuing something called the
((public good."! Thus, the individual
is divided, as it were, into two parts:
the egotistical, which is given free
rein in the private, or market, arena,
and the altruistic, which dominates
the public or governmental arena.

The ramifications of this ((ideal"
model for analyzing the politico-eco
nomic world are significant. In the
competitive struggle that prevails
in the open market between egotis-·
tically-motivated individuals, the
economically strong, Le., the
wealthy, the well-educated, the cun
ning, and the unscrupulous, emerge
as the victors, while the weak, Le.,
the physically and mentally handi
capped, ethnic minorities, the un
and under-educated, and the poor in
general, are piteously ground un
derfoot. But since individual behav
ior in the governmental sphere is
assumed to be altruistic, an impor
tant function of the government be
comes that of helping the casualties
of the economic conflict by adopting
policies, sometimes referred to as
the ((bucket" method of eliminating
poverty, which transfer wealth from
the economic winners to the eco
nomic victims. Thus, according to
the ((ideal" model, while the egotis
tical behavior of the individual in
the private, economic sphere creates
poverty among the weak, the altru-

istic behavior of individuals in the
public sphere serves to eliminate, or
at least ameliorate, it.

2. The Problem: Assumptions
about Individual Behavior

The fatal flaw in the foregoing
model lies in the assumption that
while individual behavior in the pri
vate arena is egotistical, that in the
public sphere is altruistic. Regard
less ofhow one believes that individ
uals ought to act, there is no reason
to suppose that individuals actually
compartmentalize their lives after
the fashion of the ((ideal" model.
True, individual behavior is always
a combination of egoism and altru
ism, with the particular ((mix" of
each not only varying from individ
ual to individual but within the
same individual over time. But it is
unwarranted to assume that indi
viduals act altruistically in one
realm and egotistically in the other.

Surely, individuals can, and do,
behave ((altruistically" in the pri
vate arena, as is demonstrated by
any voluntary contribution to a
charitable cause. And just as surely,
and far more importantly, individu
als can, and do, behave ((egotisti
cally" in the public sector. Aside from
the daily revelations of the scandal
ous behavior of many of those in the
public arena-Watergate, Korea
gate, Abscam, etc.-one has simply
to note, after all, that to get elected
a politician must try to convince a
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majority of the voters that more
benefits will accrue to them from his
election than from the election of
his opponent. One may, as a Plato,
or a Rousseau, adopt the moral pos
ture of condemning such ttegotisti
cal" behavior as unsuitable for the
ttpuplic arena," but it is scarcely
deniable that such behavior is no
less prevalent in the public than the
private arena. "

The recognition that ((egotistical"
behavior exists in both arenas en
tails an entirely different way of
viewing government which, as we
shall see, has significant ramifica
tions for the ((ideal" perspective.

According to this alternative per
spective, which Professor James
Buchanan has termed the ((logical"
or ttindividualist" model,2 there ex
ists no such thing as Uthe public in
terest." In fact, government, as such,
has no ttgoals." Individuals and only
individuals possess goals, which may
run the gamut from purely selfish to
purely altruistic. And just as the
market is an instrument which the
participants use to attain their goals,
so government is viewed as an in
strument which the participants in
the political process try to use to
their own benefit.

The critical question then be
comes not, as in the ttidealist" model,
which type of behavior, egotistical
or altruistic, or which type of goals,
individual or social utility, ought to
take precedence, but which instru-

ment, the market or government,
can best, or most efficiently, satisfy
the needs and wants of the members
of society. Economic tools, in other
words, are brought to bear on the
political process.3

3. The "Logical" Model: The Way
Government Actually Works

The first thing to be noted in de
veloping an alternative view of gov
ernment is the fundamental differ
ence between government and the
market. The market is nothing more
than the nexus of exchanges. Force
is absent. Not only can anyone offer
to make an exchange, anyone can
refuse any offer. This means that for
any exchange to occur, each party
must value what he obtains in the
exchange more highly than what he
gives up. Thus market or voluntary
exchange must, ipso facto, entail
benefit to both parties.

In contrast, government is pre
cisely that agency in society which
claims a monopoly on the use of
force. This unique position of gov
ernment means that while it does
not, in fact cannot, create wealth its
monopoly on the use of force can be
used to transfer wealth from .one
group to another. It is this aspect of
government which makes it a poten
tially valuable instrument for any
group or groups that can obtain con
trol of it. An important question is:
who is likely to obtain control?

(a) The Process of Politics. Even
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though based on different assump
tions regarding individual behavior
it might seem that the results of the
((logical" model would be identical to
those expected by the ((idear' model.
Democracy means rule by the ma
jority. And if those who are rela
tively poor are in a majority they
should be in a position to benefit
themselves by seeing to it that the
government adopts and follows a
policy of transferring wealth from
the relatively rich to the relatively
poor.

Reality, however, is far more com
plex. To understand the flaw in the
foregoing we must look a little more
closely at the concept of ((majority
rule." There is, in fact, no such thing
as ((the majority." Rather, each indi
vidual has various interests which
he desires to see protected and fur
thered. Since single individuals sel
dom have much influence in the po
litical process, those individuals who
possess the same or similar inter
ests tend to join together to form in
terest groups, such as the Nation
al Association of Manufacturers
(NAM), the AFL-CIO, the National
Organization for Women (NOW), etc.

The purpose or goal of the interest
group is, of course, to advance the
interests of its members. This can be
done in any number of ways but one
of the chief means is by influencing
government policy. Thus, labor
groups like the AFL-CIO desire such
things as increases in the minimum

wage, closed or union shops, or a na
tional health care program; busi
ness groups, like the NAM, the Fatty
Acid Producers Council, or the Un
derwear Negligee Association, gen
erally push for such things as sub
sidies or licensing restrictions to
shield themselves from domestic
competition and tariffs to protect
themselves from foreign competi
tion, although it must be borne in
mind that ((business" is not mono-
lithic. Department stores like Sears
benefit from the lower prices that
foreign competition brings and
therefore oppose tariffs while such
industries as clothing and TV man
ufacturers are hurt by such compe
tition and therefore favor tariffs. 4

If a primary goal of an interest
group is to influence government
policy one would quite naturally ex
pect that they would endorse only
those politicians who promise to
support their demands. It can be
seen that there is no such thing as
((the majority" to which a politician
must appeal to be elected. Rather,
the goal of the politician is to pledge
his support for the demands of
enough interest groups to create a
coalition of groups totaling a major
ity of the voters in an election.:>

(b) Who Influences Govern
ment? We are now in a position to
answer the question: who is most
likely to influence or even control
government? Superficially, it still
might seem that since the relatively
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poor would be a fairly large group
which politicians could not· afford to
ignore, the result of interest group
politics would be the governmental
transfer of wealth from the wealth
ier segments of society to the poorer.
The data, however, belie this as
sumption. While it is no doubt true
that some government programs do
benefit some groups of poor, nearly
all studies indicate that the poor as
a whole do not benefit.

Although the federal income tax
appears on the surface to be pro
gressive, much of this progressivity
is eliminated by loopholes. And when
this is combined with the regressive
nature of most state and local taxes,
the.overall effect is that the tax bur
den is ((essentially proportional for
the vast majority of families."6 But
government revenues are only half
of the story; there are also govern
ment expenditures.

The venerable John Calhoun rec
ognized long ago that what is cru
cial is not solely what one pays in
taxes but what one pays in taxes rel
ative to the government benefits one
receives. And he also realized that if
some groups are net tax benefici
aries, other groups must be net tax
losers. 7 This means that while all in
come groups pay approximately the
same percent of their income in
taxes, the poor could still be consid
ered gainers from the political pro
cess if the benefits they received
from government exceeded the taxes

they paid to it. While the evidence is
somewhat mixed, .this seems un
likely.

When one considers the direct ef
fect of such programs as subsidies to
businesses, and the indirect effect in
terms of higher prices, of such poli
cies as tariffs and licensing restric
tions, it is likely that the overall im
pact of government policies is a
slight transfer of wealth from the
less well off to the better off. As a
dramatic illustration, economist
Walter Williams has determined
that $250 billion is spent annually
at all levels of government simply to
Ufight poverty." Now, if all of this
were divided equally among those
families with incomes below the
poverty line, each poor family would
receive a yearly stipend of $34,000.8

Of course very little of this ever
reaches the poor. Most of it gets
eaten up in bureaucratic overhead
or siphoned off by private contrac
tors. 9 The ((bucket" is clearly very
leaky.

In brief, far from showing that
government helps the poor, the evi
dence indicates the opposite: the poor
tend to be the net losers in the polit
ical process. The significant ques
tion is: why are the less well off, who
would appear to be a potentially
powerful interest group, unable to
exercise any effective control over
government policy? Two related
principles of the ((logical" model ex
plain this seeming paradox rather



648 THE FREEMAN November

well: the ((Iron Triangle" and ((Olson's
Law."

(c) The "Iron Triangle." Political
scientist, Theodore Lowi, has pointed
out10 that if a particular interest
group desires a particular policy it
goes, not to Congress as a whole, but
to the Congressional committee or
subcommittee with jurisdiction over
this policy area. Since it is normal
for Congressmen to be placed on
committees that deal with the con
cerns of their districts, those repre
senting farming districts get on the
Agricultural Committee, those rep
resenting districts or states that are
primarily urban desire to be placed
on, say, the Banking, Housing and
Urban Affairs Committee, etc. This,
ofcourse, makes the committee quite
sympathetic to the concerns of the
interest groups that appear before
them, and it is common for the Com
mittee to deal with a particular con
cern simply by adopting the policy
recommended by the interest group
and then instructing the bureau
cratic agency to carry it out.

Typically, the agency will then go
to the interest group that initially
proposed the policy for information
and guidance in implementing the
new policy. The Tobacco Institute and
the Retail Tobacco Distributors of
America, for example, desire contin
ued or expanded government subsi
dies for tobacco. Since seven of the
eight members of the House Sub
committee on Tobacco come from to-

bacco growing states, it is hardly
surprising that the Subcommittee is
sympathetic to this. And since, in
administering the program, agen
cies in the Department of Agricul
ture have nearly daily contacts with
tobacco growers it is also quite nat
ural for them to see themselves as
protectors of the interests of the to
bacco growers. 11

But the best known ((triangle" is
probably the ((military-industrial
complex." Between 1969 and 1973,
1,406 Pentagon officials left govern
ment to take positions in defense in
dustries. Given this close connec
tion between government and the
defense industry it is not surprising
that, a recent study disclosed, prof
its in the aerospace industry were
12.5 percent higher than for Ameri
can industry as a whole. One de
fense corporation, in fact, averaged
245 percent profit on 22 government
contracts. 12 These are only two ex
amples where an ((iron triangle"
composed of an interest group, com
mittee and bureaucratic agency, has
emerged. The public is locked out
and the interest group is left to, in
effect, regulate itself.

The problem, in so far as the poor
are concerned, is that to influence
government in this fashion requires
three things: time, money and ex
pertise. Both time and money are
required to put together an effective
interest group; money is also re
quired to hire the services of a lob-
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byist; and some expertise. is needed
to know how to manipulate the po
litical system. Usually, the poor lack
all three: by definition they do not
have money; their working sched
ules tend to be inflexible; and since
the poor tend also to be the less well
educated, they lack expertise. Con
sequently, as one commentator has
put it, the interest group system is
((skewed, loaded, and unbalanced in
favor of a fraction of a (wealthy) mi
nority." And, he adds, probably
((about 90 percent of the people can
not get into the pressure system."13

(d) Olson's Law. Reinforcing the
effect of the ((iron triangle" is
((Olson's Law of small groups." Isn't
it possible for the poor to compen
sate in numbers for what they lack
in wealth? After all, it's ultimately
votes that count and each vote counts
equally. The flaw here stems from
the failure to distinguish between
the potential and the actual group.
For instance, since everyone is a
consumer, the potential member
ship of a consumer group is the en
tire population. But the actual
membership is only a tiny fraction
of this. Why? This can best be seen
by way of an example. Assume that
a tariffon the importation of foreign
cars would cost consumers $10 mil
lion per year. If we assume that about
50 million Americans will buy a car
in a year the cost·of the tariff to each
car-buyer would be about 20¢. But
since there are only three American

auto manufacturers, the benefits to
each would be approximately $3.5
million. It is easy to see which side
would devote the greater time and
resources to influence Congress on
the passage of the tariff.

Thus, as economist Mancur Olson
has pointed out,14 when the benefits
of a law or policy are concentrated
on a particular group, while its costs
are dispersed to the larger popula
tion, the interest group will have an
incentive to work for its passage
while the larger population will have
little or no incentive to oppose the
policy. This is so because it would
cost each member of the larger group
more in time and money to oppose
the tariff or policy than he would
gain by the defeat. In brief, accord
ing to ((Olson's Law" there is an in
verse relationship between size and
political effectiveness: the larger the
group the less effective it tends to
be.

(e) Conclusions. Lowi's ((Iron
Triangle" and ((Olson's Law of
Groups" help to explain why the poor,
as a group, have not and do not ben
efit from government policies. We
live in an interest group system. Yet
the poor lack the three elements
time, money, and expertise-needed
to participate effectively. But we can
go even further. Since small, well-fi
nanced interest groups are able to
influence government, and since, ac
cording to the niron triangle," they
are also able, literally, to regulate
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themselves, one would expect to see
many interest groups actually
wanting to be regulated by govern
ment. And this is exactly what we
see.

Milton Friedman has noted that
ttthe pressure on the legislature to
license an occupation rarely comes
from the members of the public ...
On the contrary, the pressure in
variably comes from the occupation
itself."15 Since regulatory boards
typically set maximum rather than
minimum prices, and since licen
sing boards serve to limit rather
than encourage. competition, their
effect is to raise prices. It's been es
timated that the cost of such regu
lation is about $130 billion per year.16

And since the poor can least afford
high prices they are the ones most
severely hurt by these agencies.
Thus, not only do the poor not bene
fit from government policies, as a
rule, they are actually hurt by them.

Part II: The Market and the Poor

Before one can appreciate the
manner in which the plight of the
poor is eased through the workings
of the market process, a few prelim
inary observations are necessary.

1. The Culture of Poverty

Although it is a truism to say that
the poor are those without much
wealth the most important thing to

realize is that poverty is not so much
an economic as a sociological prob
lem. Professor Edward Banfield,
among others, has distinguished be
tween lower, middle, and upper class
individuals on the basis of their time
orientation. While middle and upper
class individuals are future-ori
ented, the lower class individual
lives in and for the present. A fu
ture-oriented culture is one which
emphasizes hard work and delayed
gratification, i.e., discipline in the
present for the attainment ofa larger
ttpayoff' in the future. Such a cul
ture, Banfield notes, Uteaches the in
dividual that he would be cheating
himself if he allowed gratification of
his impulses ... to interfere with
his provision for the future."17

In contrast, he continues, the
Hlower-class individual lives from
moment to moment. If he has any
awareness of a future, it is of some
thing fixed, fated, beyond his con
trol: things happen to him, he does
not make them happen. Impulse
governs his behavior, either because
he cannot discipline himself to sac
rifice a present for a future satisfac
tion or because he has no sense of
the future. He is therefore radically
improvident: whatever he cannot use
immediately he considers valueless.
His bodily needs . . . and his taste
for taction' take precedence over ev
erything else-and certainly over
any work routine. He works only as
he must to stay alive, and drifts
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from one unskilled job to another,
taking no interest in his work."18

In brief, the goal for those in the
middle class is ~~to get ahead;" to suc
ceed; the means are hard work and
delayed gratification. The goal for
those in the lower class is ~~to enjoy
now," i.e., immediate gratification;
the means are to work as little as
possible and to spend whatever you
make as soon as you make it. These
are, of course, pure types. But while
all individuals are mixtures of the
two life styles, a lower class individ
ual lives far more in the present
than a middle or upper class person.

Although there are many reasons
for poverty, what is important is that
it is found disproportionately among
those exhibiting the values of the
((lower class mentality." Perception
of this fact has significant ramifica
tions both for determining the num
ber of those who are actually poor
and the ability of the government,
even assuming the best ofintentions,
to deal with the problem. It is to
these two issues that we now turn.

2. Government Poverty Statistics

Approximately 12 percent of the
population ofthe United States have,
according to official statistics, in
comes below the poverty line. 19 ~tThe

poor," however, must not be thought
of as a permanent economic class.
Given the affinity of a lower class
individual for risk, action, and im
pulse behavior, it is not surprising

to discover that, as Professor (now
Senator) Daniel Moynihan has
noted, many who are classified as
poor have high risk and/or seasonal
jobs and therefore that their cCin_
comes rise and fall with changing
employment conditions ..."20 The
result is that the turnover rate
among those whose income is below
the official poverty line is about one
third per year. This means that if
poverty statistics were measured on,
say, a two or three, instead of a one
year, Period, the actual number of
poor would be significantly less.

Also, since people must pay tax on
their incomes there is a built-in in
centive for people to underreport
their incomes. While this is true for
all income groups and not just the
poor, what is significant is that bas
ing poverty statistics on reported in
come inflates those statistics. In tes
timony, a few years ago, before the
House Hearings on the Economic
Opportunity Act of 1964, Margaret
Reid disclosed that those reporting
incomes of under $1,000 per year
were actually spending an average
of approximately $2,500 each per
year. And reinforcing this is the fact
that such high-risk, action-oriented
occupations as gambling, loan
sharking, prostitution and the like,
naturally attract a disproportionate
share of cClower class" individuals.
But since these activities are ille
gal, this income cannot be reported.
Although the amount of income from
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such activities is difficult to gauge
there is no doubt that it is in the
billions. Regardless ofwhat one may
think of these activities one thing is
clear: If such income could be taken
into consideration ((a considerable
percentage of the (poor' in some of
the large cities would turn out to be
well-off."21

There is no doubt that there are
people in this country who are poor.
Yet, it is also clear that the official
figure of approximately 12 percent
is highly inflated. This is due to the
basing of poverty statistics on (1)
one-year periods and (2) reported in
come rather than actual spending.

3. The Poor and the "Ideal" Model
of Government

The concept of the ((culture of pov
erty" also indicates just how limited
is the ability of the government to
help the poor, even assuming the
best of circumstances, i.e., that the
government follows the altruistic
policy prescribed by the ideal model.

Consider the government policy
regarding education. One of the rea
sons for compulsory, ((free" grade and
high school education, and zero or
minimal tuition, taxpayer sup
ported, state universities, was to
make education accessible to chil
dren of poor families. This, so it was
reasoned, would break the ((cycle of
poverty" by providing such children
with the skills needed to enter high
paying occupations. What happened

was instructive. The payoffs from
education lay several years in the
future. Consequently, while middle
and upper class individuals began
attending state-run universities in
droves, the poor were not particu
larly attracted, even when it was
free. Instead, they entered the work
force and began paying taxes, some
of which went to provide low-cost ed
ucation for middle and upper class
children at state universities.22

Another government program was
(Jobs training," which began with
much fanfare in the ((War on Pov
erty" programs of the 1960s. This
too proved a failure and for the same
reason: like education, the payoffs
from training programs lay months,
maybe years, in the future. In fact,
the entire program was based on a
contradiction. A program designed
to train the poor for good jobs could
not succeed for the same reason that
the poor do not have good jobs in the
first place: both good jobs and suc
cessful training are future-oriented;
the poor live in the present.23

One final anti-poverty policy
might be mentioned: the minimum
wage. This is probably the most per
nicious of all ((anti-poverty" legisla
tion. Wages are determined by the
marginal productivity of labor. And
since the poor as a rule do not have
the skills that would enable them to
become highly productive members
of the labor force the only jobs for
which they are suited are low-pay-
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ing ones. This is most unfortunate
but good intentions are not enough.
Since minimum wage legislation
does not, and can not, increase the
marginal productivity of the poor,
its only effect is to eliminate their
jobs. If an individual worker's mar
ginal value to the firm is $3.00 per
hour, an increase in the minimum
wage from $2".90 to $3.10 per hour
means that that worker will lose his
job. Thus, the ones most hurt by
minimum wage laws are the least
productive members of society, i.e.,
the poor.

If the foregoing is correct, then
the ability of government to elimi
nate poverty is most limited, in
deed. It should therefore not be too
surprising to discover that while the
percentage of the population classi
fied as cCpoor" had declined steadily
for decades, its rate of decline ac
tually slowed down during the
vaunted government cCWar on Pov
erty" program of the mid-1960s. And,
despite the continued increases in
the Hanti-poverty" budget through
out the 1970s, the percent of those
classified as poor has remained at
12 percent for the past decade.24

Once the cultural basis of poverty
is recognized, the government ap
pears to have but two options: (1) to
insure everyone a minimum income
and/or (2) to somehow change the
time-frame of the poor from a
present to a future orientation. The
problem with the former is that if

the minimum is set high enough to
eliminate poverty it would also be
high enough to have a disincentive
effect on those whose incomes are
only slightly above the minimum. If
some of this group quit not only
would this increase the number of
those receiving handouts from the
government, it would also impose
increased taxes on those who con
tinued to work, thereby encourag
ing still others to quit. The result
would be an ever-increasing number
of Hbeneficiaries" living off an ever
dwindling number of producers until
the whole pyramid collapsed. As
Milton Friedman is fond of pointing
out, if you pay people to be poor, you
will have no shortage of poor people.
But, if the minimum were set low
enough to preserve the incentive to
work, it would no doubt be too low to
eliminate poverty.

But what of the second option?
Since values are picked up very early
in childhood, usually from the par
ents, the cCweeding out" of the cClower
class mentality" would require
nothing short of the seizing, proba
bly at birth, of all children born to
(~lower class" parents. These chil
dren would then be placed in homes
or schools and inculcated with mid
dle class values. While this could
work, the medicine is probably far
worse than the disease. At the very
least such a draconian measure
raises significant moral and ethical
questions.
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In brief, there is next to nothing
that the government, even assum
ing the best of circumstances, can do
to help the poor: if one is poor but
doesn't have a lower class mentality,
he will not need government help to
succeed; but if he does have such a
mentality, no amount of aid will
work.

4. The Market Process and the
"Culture of Poverty"

Even though government statis
tics exaggerate the amount of pov
erty in America there is no doubt
that there are people who are needy.
Given the ~~culture of poverty," gov
ernment efforts at dealing with this
problem have been ineffective. The
question therefore becomes: given
this same condition, would pure
market measures prove any more ef
fective than government policies?
There is reason to believe that this
is so.

There prevails on the unham
pered market a tendency to employ
every factor of production, including
labor, at its most value productive
point. Since people only buy what is
useful to them there can be no dis
tinction between production for use
and production for profit. Profits re
sult from successfully supplying
consumers with what they most in
tensely desire at the time of their
evaluations; losses from the failure
to do so. In the quest for profit, labor
and capital perpetually flow to areas

where they can reap the most lucra
tive returns on investment and away
from areas manifesting loss. In the
same way the market also deter
mines prices for the factors of pro
duction.

Since what the entrepreneur can
bid for factors is limited by his ex
pected yield from the sale of his
product, those making the most
profits can make the highest bids.
Thus· the factors of production are
channeled into the production of the
most intensely desired goods. Since
it is precisely the poor who can least
afford the lower standard of living
caused by the squandering of scarce
resources, they are the economic
class most benefited by the market
process.25

But, it might be objected, this is
all very well for the ~~able-bodied"

poor, but most who are poor today
have limited education and/or phys
ical· or mental handicaps. Such un
skilled workers do not benefit from
the market process since their pro
ductivity tends to be so low that
they cannot even find jobs. This line
of reasoning is based on a fallacy.
The reason that such individuals
cannot find jobs is not because of
their low productivity but because
minimum wage laws establish wage
rates in excess of their productivity.

For example, in the 1950s and
early 1960s, most elevators were op
erated manually and many restau
rants had their dishes washed by
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hand. These jobs were filled by the
unskilled: the young, uneducated
and the handicapped. They did not
pay much, of course, but that is just
the point. As the minimum wage
was raised to 75¢, then to $1.00 and
then to $1.25 per hour, the building
owners discovered that it now was
economical to automate their eleva
tors, thereby eliminating the jobs in
that field. And the same was true
with dishwashers: as the minimum
wage was pushed upward, dish
washers were replaced with auto
mated dishwashing machinery.26

The root of the problem, therefore,
is not the low productivity of the un
skilled worker, but the fact that the
minimum wage prevents the worker
from offering a ((compensating dif
ference" for his low productivity. As
Walter Williams points out, uLess
preferred chuck steak can compete
with more-preferred filet mignon
only by offering a compensating dif
ference-a lower price. If we had a
minimum price law for steak of, say,
$4 a pound, sales of chuck steak
would fall relative to sales of filet."
Chuck steak, in other words, would
be ((unemployed" under those condi
tions. The same thing applies to
minimum wages. Since an unskilled
worker cannot offer a ((compensat-
ing difference," his labor, under those
conditions, is overpriced and he is
therefore unemployed.27

Thus, while a worker's productiv;.
ityhas a bearing on his wage rate,

it would not affect his ability to get
a job provided the market were free.
Unemployment rates are especially
high among the handicapped and
the unskilled because of such gov
ernment restrictions on the market
as the minimum wage.

But, it might be objected, in the
absence of the minimum wage the
unskilled might find jobs. Such jobs
would pay so little, however, that
the workers would still have to rely
on the government for assistance.
This, too, is a fallacy. First, most of
the lowest-paying jobs are not had
by the breadwinner but by other
members of the family desiring to
supplement the family income. And
second, wage rates, Ludwig von
Mises noted, do ((not depend on the
individual worker's (productivity,'
but on the marginal productivity of
labor."

A barber, Mises comments, ((shaves
a customer today in the same man
ner his predecessors used to shave
people two hundred years ago. A
butler waits at the table of the Brit
ish prime minister in the same way
which once butlers served Pitt and
Palmerston ... Yet the wage rates
earned by all such workers are today
much higher than they were in the
past. They are higher because they
are determined by the marginal
productivity of labor. The employer
of a butler withholds this man from
employment in a factory and must
therefore pay the equivalent of the
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increase in output which the addi
tional employment of one man in a
factory would bring about."28

This means that, while the un
skilled worker would seldom become
wealthy his wage rate would tend to
be higher than commonly thought,
provided there were alternative
means of employment open to him.
What is needed are more jobs avail
able for the unskilled. But the effect
of such regulations as the minimum
wage and licensing restrictions is to
eliminate just those jobs. Repeal of
such legislation would be expected
to provide adequate, but not lucra
tive, wages for the unskilled.

The market process would also
help the poor in their capacity as
consumers. Consider, for example,
the ~~ghetto merchant." Since prices
in the ghetto average about 10 per
cent more than prices for goods in
other neighborhoods, the ghetto
merchant is often excoriated for ex
ploiting the poor. But the key ques
tion is why is the ghetto merchant
able to charge, and receive, such
prices; why don't such prices attract
additional competitors? The answer
is that higher prices do not mean
higher profits. Ghettos are high
crime areas and this means higher
insurance premiums, expensive
padlocks, safes, etc. The higher
prices, economist Walter Block
points out, merely reflect the addi
tional expenses of doing business in
the ghetto.

If, in the name of ~~fairness," the
government imposed ~~equal" prices
between neighborhoods, profit mar
gins in the ghetto would be reduced,
forcing the bankruptcy of many
ghetto merchants. The resulting
shortages would, of course, entail
severe hardships on the poor. Con
versely, if the market operated un
impeded, higher profit margins in
the ghetto would lure additional
merchants into that neighborhood,
thereby lowering prices. This means
that the ghetto merchant is actually
a benefactor of the poor, for his pres
ence serves to keep prices lower than
they otherwise would be. And the
more such merchants, the lower the
prices.29

The same is true, Block has dem
onstrated, of many other commonly
condemned occupations. The ~~slum

lord" is another example. This per
son is usually depicted as charging
exorbitant rents for dirty unsani
tary apartments, located in old, di
lapidated buildings. But the prob
lem of slum housing ~~is not really a
problem of slums or of housing at
all. It is a problem of poverty." This
is unfortunate but not only is he not
responsible for this condition, the
slumlord, regardless of his motives,
helps the poor make the best of their
bad situation.

Consider what would happen,
Block asks, if slums and slumlords
suddenly disappeared. If the slum
lord truly harmed his tenants, then
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his disappearance should increase
their well-being. But exactly the re
verse would occur. For the poor would
then ttbe forced to rent more expen
sive dwelling space, with conse
quent decreases in the amount of
money available for food, medicines
and other necessities."30 But this is
just what occurs when the govern
ment imposes rent controls, housing
codes, and the like. Forced to charge
lower rates, some landlords will go
bankrupt; others will employ their
property in alternative uses. The re
sulting housing shortage can only
leave the poor worse off.

These two examples could be mul
tiplied many times over. But they
demonstrate how the unhampered
market works to the benefit of the
poor.

5. Care for the Truly Poor

There is one final question to be
dealt with. What would happen to
those few who were (almost) com
pletely incapacitated and could not
take care of themselves? Regardless
of the socio-economic system, such
people can be provided for only out
of usurplus production." The com
plete elimination of government in
tervention would have two effects:
(1) it would eliminate the poverty
unnecessarily created by such gov
ernment policies as minimum wages
and licensing restrictions; and (2) it
would increase output and thus
tcsurplus production." There is, of

course, no guarantee that this ttsur_
plus" would go to the truly need}:
Yet, in 1977 Americans donated $32
billion to charity.31 If one assumes
that under a pure laissez-faire econ
omy. there would still be about 6
million poor, this would prorate out
to over $5,000 for every poor indi
vidual in the country. And, given an
even more productive economy cou
pled with the significantly lower
taxes resulting from the disman
tling of the welfare state, it is likely
that this figure would be even
greater under pure laissez-faire.

Conclusion

The ttideal" model depicts a gov
ernment implementing policies de
signed to help the poor. But this
model is based on the faulty behav
ioral assumption that people act al
truistically in the ttpublic sphere."
In fact, the poor are more commonly
the victims rather than the benefi
ciaries of government programs.
Further, what is important are re
sults, not intentions. Even assum
ing that the government operates as
envisioned by the ideal model, the
cultural basis of most poverty not
only renders the government inca
pable of benefiting the poor, it ac
tually increases the incidence of
poverty.. The market, on the other
hand, has the capability of both re
ducing poverty to those few who are
completely incapacitated, or nearly
so, and creating the economic sur-
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In short, there is every reason to
believe that the poor would fare con
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than under the government ap
proach. ,
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Kenneth McDonald

SOCIALIST
GAMES

DEAR to the hearts of socialists is
the phrase ((social justice." It
strengthens belief in their cause and
gives them a stick to beat their op
ponents with. Like many high
sounding phrases, however, it. is
never defined.

Social embraces society, its orga
nization, and all the people who live
in it. Justice is a rendering of what
is due or merited, as in ((Render unto
Caesar the things which are Cae
sar's."

Who is to decide what is due to all
the people or what they merit? Will
Tom decide what sort of house Dick
ought to live in? Will Dick deter
mine the reward that Harry should
get from his labor? Will Dick and

Kenneth McDonald is a Toronto free-lance writer.
This article first appeared in ,The Toronto Sun, July
10,1980.
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Harry combine to order Tom's af
fairs? Experience tells us that any
such attempts would be resisted.
Good fences make good neighborn.

How is it, then, that otherwise
sensible people, who are on exeel
lent terms with their neighbors, will
raise no objection to a comparable
interference in their lives by politi
cians and civil servants they have
never met, in short, by the state?

They have been led to believe not
only t.hat the state is wise and just
but also that it has wealth of its
own. They are encouraged' to forg'et
that it consists of politicians and
civil servants who are people much
like themselves and every bit as
prone to error.

Social justice means what the so
cialists want it to mean and that,
usually, is ((fair shares," not equality
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of opportunity but equality of re
sult.

Tom, Dick and Harry live by a
free exchange ofthe goods they make
or the services they provide. In the
process they create the wealth of the
society they live in. The money they
save (financial capital) is converted
into the productive capital (land,
tools, machines, factories) that keeps
the wealth growing.

The state's job is to set the rules of
exchange and to see that they are
obeyed. But when the state, which
produces nothing, uses its arbitrary
power to change the results, ex
change is neither as free nor as pro
ductive as otherwise. The society's
wealth ceases to grow because more
and more of its people are assured of
rewards whether they produce or
not.

Suppose that the same principle
were applied to games. The support
ers of an unsuccessful team would
demand social justice for their side
and that the results be adjusted to

Ralph Waldo Emerson

equalize wins and losses. Without
competition there would be no point
in playing. Yet we have come to
admit the same principle to the
much more important game of life.

Baseball and other games are
played to rules that everyone under
stands. Umpires and referees are
employed to enforce them. In the
game of life, too, there are rules
that everyone used to understand.
Heading the list is: ~~In the sweat of
thy face shalt thou eat bread."

Now the politicians and civil ser
vants who are supposed to enforce
the rules have changed them. In the
name of social justice they take what
some have earned and give it to oth
ers. When it is no longer politic to
increase the take they print money
instead. The recipients are per
suaded they need sweat no more.

But the game of life is like any
other game. The challenge and the
joy are in the playing. By trying to
fix the outcome the state spoils the
game for everyone. @)

IDEAS ON

LIBERTY

THERE is a time in every man's education when he arrives at the
conviction that envy is ignorance; that imitation is suicide; that he
must take himself for better for worse as his portion; that though the
wide universe is full of good, no kernel of nourishing corn can come to
him but through his toil bestowed on that plot of ground which is
given to him to till. The power which resides in him is new in nature,
and none but he knows what that is which he can do, nor does he know
until he has tried.



William H. Peterson

Unbinding
Prometheus:

Productivity through Morality

How can we unfetter productivity?
How can we unleash the inborn in
centives dwelling in each and every
one of us? How can we release
the job-creating, prosperity-induc
ing genie of savings, of business in
vestment, of capital formation?

How can we, in other words, un
hamper our much hampered system
of capitalism? I think the answer is,
in a sense, as simple as saying, lais
sez faire-laissez passer, as Adam
Smith and the French Physiocrats
said more than 200 years ago. (Or
saying, in five cCD's"-deregulate, de
control, despend, detax and disin
flate.) We know, in other words, what

Dr. Peterson is the director of the Center for Eco
nomic Education at the University of Tennessee at
Chattanooga. He adapted this article from a paper
for the Committee on Monetary Research and Edu
cation at Arden House, Columbia University, given
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has to be done. After all, our prob
lem is not really economic; it is po
litical, and beyond that it is moral.

Even so, I think we who believe in
a free society are perhaps at a loss
(I know I am) as to just how to tell
all concerned-and, really, every
body is concerned-how to unravel
the endless, counterproductive
snarls ofour mixed or, rather, mixed
up economy or, better yet, mixed-up
man.

Somehow, then, we must unbind
this bound Prometheus that is
America-

. .. this so-called Superpower
humbled by Iran, bullied by the So
viet-Union, hoodwinked by the Third
World, and stretched over a barrel of
oil by OPEC,

. .. this nation with about the
lowest personal saving, business in-
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vestment and employee productivity
rates in the last decade of any na
tion in the Western industrial world,

· .. this pitiful seemingly helpless
giant economy just wracked by un
precedented double-digit inflation
and extremely high interest rates*
and now plunged into its seventh
recession since the end ofWorld War
II,

this increasingly ((under
ground" economy, many of whose
citizens commit criminal tax eva
sion in unreported transactions
equivalent to more than 10 percent
of the GNP or currently more than
a quarter-trillion dollars, according
to an estimate by economist Peter
M. Gutmann of City University of
New York,

· . . this increasingly confiscatory
economy whose central government
soak-the-rich progressive income tax
rates stretch from 14 to 70 percent
and whose taxpayers year by year
pay soak-everybody higher and
higher de facto if unlegislated rates
as inflation surges ahead,

· .. this socially disturbed society
whose once sacred institutions of
home and family are being battered
by rising divorce and desertion rates
and whose literature mirrors a trou
bled society,

*The Consumer Price Index was up 18% at
an annual rate in the early months of 1980, a
time when the prime interest rate at major
banks hit 20%.

... this increasingly criminalistic
society whose serious crime rate
against both persons and property
has about tripled since 1960,

... this huge amorphous Welfare
State doling out an ever larger share
of its precious national income in
the form of politically-entangled in
centive-destroying transfer pay
ments, payments for which the Fed
eral Government receives no goods
or services in return, payments in
an amount, by the way, ofsome $350
billion at an annual rate currently,
or about 60 cents out of the Federal
expenditure dollar, up from 35 cents
in 1960, today at 16 percent of the
national income, up from 7 percent
in 1960.

So the question is-can this once
mighty industrial colossus possibly
rediscover the lost genius of its own
creation?

Indeed, I think the question boils
down to----can America save itself?

Or maybe the larger question is
if America represents the quintes
sence of Western Civilization, if it
represents the only military might
that could conceivably dissuade the
Soviets from their dream of world
conquest, now advanced by the sub
jugation of Afghanistan, if it repre
sents the only island of freedom and
free enterprise, however emaciated,
to which an increasingly Marxian
world can hopefully repair-then the
larger question is: can man save
himself?
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Productivity, you see, represents
survival. It cuts to the very soul and
eons-long heritage of man who, not
that long ago, emerged from a cave,
and began to cultivate crops and do
mesticate animals. Man the thinker,
the human actionist, you see, is the
answer to productivity-or its lack.
And that answer, again, is ulti
mately not economic but moral. In
my judgment, our age is marked by
a profound moral crisis, a crisis in
volving a free-lunch philosophy of
something-for-nothing and a rising
misuse of the state to that end, hence
a crisis involving the sanctity of
property and the dignity and free
dom of the individual. And on ques
tions of morals, I believe we must
look to the nature of man, to his
goals, values and traditions, to his
fears, confusions and misapprehen
sions. As Alfred Marshall said at the
outset of his classic Principles of
Economics some 90 years ago: uEco
nomics is concerned, on the one side,
with the study of wealth, and on the
other and more important side, with
the study of man." (My italics.)

Inordinate Action

In this discussion let me reintro
duce man in his ancient and modern
moral dilemma of using the state
not for preservation of life, liberty
and property a la John Locke but,
advertently or inadvertently, for
usurpation of life, liberty and prop
erty via the basically immoral pro-

cess of redistribution of wealth. Let
me first provide some background
for my point of reference.

Again, our problem is how to un
bind Prometheus or, if you wish, un
fetter productivity. Recall the story
from Greek mythology of Prome
theus, the Titan who stole fire from
Olympus and presented it to man.
The act was inordinate and it infu
riated the great god Zeus who pun
ished Prometheus by chaining him
to a rock. There each day an eagle
tore at Prometheus' liver until he
was finally rescued by Hercules.

To me the message of Prome
theus-read the Western democra
cies-is the temptation of inordi
nacy. Inordinacy-the word and the
idea are to be found in The Reigning
Error, the classic 1974 work on in
flation by William Rees-Mogg, edi
tor of the London Times-means
man's temptation to reach beyond
his grasp, to seek to go beyond the
rules and limits of nature and eth
ics, i.e., to knowingly commit wrong
at the expense of right. Such inordi
nacy is not only fraught with frus
tration, it is fraught with the great
est danger to the Western world, a
danger mirrored today in the high
price of gold.

To get back to right and wrong:
The key wrong, in my judgment, is
the apparently inborn human pen
chant for lapsing into defiance of
principle, into avoidance of re
straint, into derision of tradition,
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into a philosophy ofstatism, into the
undermining of property, into a dis
dain of work, into, in a word, inor
dinacy. Today that penchant is seen
in surging crime. It is seen in swell
ing government budgets. It is seen
in mounting waste, bureaucracy,
corruption. It is seen in galloping
inflation. As Rees-Mogg has noted:
((Inflation is an inordinacy of money.
It is money without order."

So inordinacy is a form of human
folly, an abandonment of reserve, a
loss of self-control, even a crime of
sorts, a crime against the inherent
limits of man, of nature, of law, a
folly of robbing Peter to pay Paul. It
is manifest in the Old Testament,
which, broadly, is a message against
inordinacy, a rebuke from the Lord
Jehovah to the children of Israel.

Biblical Call for Discipline

The Israelites are told the story of
Adam and Eve who had partaken of
the Forbidden Fruit, were banished
from Paradise and condemned to
eternal scarcity «((By the sweat of
thy face shalt thou eat bread"). They
are told the story of how Cain slew
his brother Abel and became a fugi
tive from justice, the story of the
Great Flood that covered the earth
and wiped out every living thing
save the family of Noah and the
creatures in his ark, and the story
of Noah's descendents who sought to
build a tower reaching up to Heaven,
and how their inordinacy of this

Tower of Babel suddenly made their
words incomprehensible to many.

These and other Biblical stories
add up to a call for discipline over
self. For order. Control. Restraint.
The Law of Moses proclaims dietary
restrictions, including prohibition of
the partaking of swine and camels.
The Ten Commandments spell out
limits, boundaries, restraints, moral
scruples, ((Thou shalt not do this ...
thou shalt not do that."

So it is in Greek mytholo~Greek
tragedy is concerned with the inex
orable retribution of hubris, the in
ordinacy of extreme human pride, of
daring to reach beyond the limits of
man and nature.

So it was, then, that Icarus flew
so close to the sun that his wings
melted and he plunged to his death,
that Phaethon borrowed the chariot
of the sun only to be struck down by
a thunderbolt from Zeus to prevent
the world from catching fire, that
Zeus punished the aforementioned
Prometheus for stealing fire from
Olympus and giving it to man.

All these myths are in the nature
of admonitions, of warnings, of cau
tions that life is perishable, that
man is fallible, that judgment is dif
ficult, that power is corrupting, that
human nature has a dark side, that
the immoralist wreaks retribution
sooner or later, that rob-the-rich
give-to-the-poor Robin Hood can re
lieve the rich merchants traversing
Sherwood Forest once or twice but
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soon the merchants wise up, travel
a different route, and the poor are
worse off than ever, that life, you
see, is inevitably bound by checks
and balances, by built-in feedbacks
and controls. As Emerson noted in
his essay on Compensation: ((Dual
ism underlies the condition of man.
Every sweet has its sour; every evil
its good. For everything you have
missed, you have gained something
else; and for everything you gain,
you lose something. All things are
moral."

Social Limits and Controls

In the social world, all things are
indeed moral. Thus morals, ethics,
values, traditions are social con
trols, evolved through the hard
knocks of man's experience; and all
systems of control have in common
one simple principle: they set limits;
they establish boundaries; they re
quire norms; they condition behav
ior. And morals, I submit, bear heav
ily on the problem of unfettering
our much fettered productivity.

Some limits are conventional, as
in the provisions of the U. S. Consti
tution, or in measurements of foot
ball fields and tennis courts, the
provision of so many points for a
touchdown, of so many games in a
set.

Some limits are physical, as in the
application of physics to theengi
neering of a given internal combus
tion engine, for example, so that

gasoline explosions can be converted
into· sustained energy that propels
your car. Limits are strict. Thin the
walls of the engine enough and the
engine- will blow up.

Says Rees-Mogg on this point:
((Sanity consists in limitation; the
inordinate is always insane and al
ways ends in destruction." Or as
Samuel Johnson observed in 1751
(thereby supplying the title to the
Rees-Mogg book): ((The reigning
error of mankind is, that we are not
content with the conditions on which
the goods of life are granted."

On the other hand, while just laws,
political and moral, set bounds to
human conduct, they nonetheless
allow that conduct to be free within
those bounds. Man is free where he
is not legally or morally prohibited;
but it is up to him how he pursues
that freedom, how he, to paraphrase
the Declaration of Independence,
pursues that happiness.

For in truth, freedom and order
are two sides of the·same coin. Free
dom is a function of law, civil and
moral. Without this rule of law,
where anything goes, where noth
ing is sacred, where nothing is pro
hibited, where property and con
tract are unprotected, where
personal responsibility counts for
little, then human cooperation
breaks down, and with it civiliza
tion, quite apart from productivity.
Beginnings or extensions of such
breakdown trends are evident in our
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times, especially in the progressive
removal of limits in our once-limited
system of government. The irony of
this condition is that the greatest
threat to freedom today is law-in
ordinate law, extortionate law, reg
ulatory law, tax law, monetary law,
situational ethics, warped civil and
moral law transformed into a Fran
kensteinian monster of a Welfare
State.

For, it is still argued, as it has
been for millennia, that if we could
only release ourselves from Moloch
capitalism, from the vices of greed,
avarice and selfishness, and if we
would just put our trust in princes,
into a benevolent state, we would be
gloriously able to distribute income
on the basis ofjustice, righteousness
and fairness. Then altruism would
replace naked self-interest, then all
would be good and lovely in the
world. Such is the message derived
from a host of writers including
Plato, Sir Thomas More and Karl
Marx.

Theory of Public Choice

Strange, all such Brave New
Worlds of which we have a historical
record, all such attempts to strike
down profit-seeking and elevate
selflessness and the ((common good,"
have met frustration if not disaster.
Yet the siren-song of statism goes
on: Private choices are obviously
selfish; public choices are clearly al
truistic. Or so we are told.

Indeed, a fairly new development
to undo such mythology in the his
tory of economic thought came in
1962 when JamesM. Buchanan and
Gordon Tullock wrote their Calcu
lus of Consent and expounded their
((theory of public choice." All too
often political scientists and profes
sional economists have held, say
Buchanan and Tullock, that ~(the

representative individual seeks not
to maximize his own utility, but to
find the ~public interest' or ~common
good.' Moreover, a significant factor
in the popular support for socialism
throughout the centuries has been
the underlying faith that the shift
of an activity from the realm ofpri
vate to that of social choice involves
the replacement of the motive ofpri
vate gain by that of social good...."

In other words, Buchanan and
Tullock believe that People do not
change their self-centered thinking
when they shift from the market
place to the polling booth. In both
places people aim at their own ad
vantage and interest. The rational
pursuit of self-interest not only holds
for individual voters but for politi
cians, bureaucrats and other gov
ernment officials as well, whatever
platitudes about the ~~commongood"
they may voice.

Thus the art of government, espe
cially in this sanctimonious age of
democracy unlimited, springs from
a moral void and increasingly fol
lows the dictum of Voltaire: to take
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from some to give to others, to en
gage in the trade of conferring of
privileges and immunities, to fash
ion government into a game or
racket, of quid pro quo, of protec
tionism, of a benefit for a vote. So
vote yourself better housing, cheaper
food, free medical care; and, whether
citizen or legislator, vote all this in
the holy name of the public interest.
Or as the Romans observed in the
context of ttbread and circuses," Be
neficium invito non datur (a benefit
cannot be conferred on an unwilling
person). Thus does statism progres
sively overwhelm capital creation
and smother productivity.

Elusive "Social Justice"

Let us suppose, however, altruism
somehow does replace sel~interest

as at least the nominal economic
modus operandi. Let us further sup
pose a public-spirited government
planning board is thus charged with
altruism as its guiding light to fix
wages and prices and allocate pro
duction. Social justice. That would
be the' only criterion.

Ah, but economists from Adam
Smith to Ludwig Mises have pointed
out the inherent inability of just
wages andjust prices to clear mar
kets. Human nature and market
place dynamics simply do not allow
such clearance. Utopia is not of this
earth. Planning-that sweet-sound
ing euphemism for socialism-is
therefore vain, even though many

continue to equate planning with
Christian charity and brotherly love.

As Hayek wrote in his Road to
Serfdom, the alternative is not plan
or no plan. The question is, whose
plan? Should each individual plan
for himself, or should a benevolent
Big Brother plan for him? Mises said
the issue is not automatism versus
conscious action; it is freedom ver
sus government omnipotence. Said
Mises: ttLaissez faire does not mean:
Let soulless mechanical forces oper
ate. It means: Let each individual
choose how he wants to cooperate in
the social division of labor; let the
consumers determine what the en
trepreneurs should produce. Plan
ning means: let the government
alone choose and enforce its ruling
by the apparatus of coercion and
compulsion."

Unlimited Democracy

The devil of this truth lies in the
Zeitgeist of the 20th century-a
spirit of unlimited democracy, of
democratic interventionism or, ifyou
wish, interventionistic democracy.
Democratic planning does not lessen
the force ofwhat Mises calls Uthe ap
paratus of coercion and compulsion,"
but the problem is people think, in
ordinately, it does. Vox pop, vox Dei.
And so a few years ago, in a tribute
to that perennial gladiator, Senator
Hubert Horatio Humphrey, we
passed, however emasculated, the
Humphrey-Hawkins Full Employ-
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ment and Balanced Growth Act,
which calls upon the President to
set 5-year goals for the U.S. econ
omy. Planning of a foot-in-the-door
sort, apart from extensive interven
tionism, is now an official doctrine
of the land.

Witness, then, inordinate democ
racy at work. Observe how orga
nized minorities work their de
mands on cowed (or, should I say,
cowardly) politicians. Observe pow
erful organized minorities repre
senting farmers, veterans, blacks,
educators, women, elderly (euphe
mistically called ttsenior citizens"),
unions, businessmen (usually sub
divided into industries), bankers,
doctors, lawyers, Indians, Mexican
Americans, Italian-Americans,
Irish-Americans and scores, if not
hundreds, of other hyphenated and
unhyphenated interest groups, ex
ercising their public choice, ever
anxious to wangle some contract,
grant, tariff, subsidy, minimum
wage, privilege, immunity, excep
tion, welfare benefit or what have
you from Congress and various leg
islatures and bureaucracies. Such
wangling, such dark-sided human
nature, serves to deter capital for
mation and individual incentive
i.e., to fetter productivity.

To be sure, all these organized mi
norities add up to majority rule.
Naturally enough, the politician
curries favor with these voting
groups, frequently and ironically by

giving them grants out of their very
own tax money. The extent of this
mutual milking process in America
is seen in figures prepared by econ
omist William A. Niskanen, Jr. of
Ford Motor Company in 1976 based
upon 1975 figures.

He found that there are more
Americans being supported by tax
dollars than there are workers in
the private sector who support them.
He toted up civil servants at all lev
els of government, members of the
armed forces, the unemployed and
disabled, public pensioners and those
on welfare. He sought to eliminate
double-counting-i.e., those on more
than one welfare program. (How
ever, he did not allow for nominally
private sector employees of govern
ment contractors such as defense
suppliers.) He then found that these
tax dependents, including family
members, outnumbered working
nongovernment taxpayers by a
healthy-or, rather, unhealthy
margin, ofabout 81.3 million tax de
pendents against 70.2 million pri
vate sector taxpayers. The numbers
and the margin are ofcourse greater
today, five years later.

Spend, Tax, and Elect

Can there be any doubt that these
tax dependents, through their
elected representatives, will con
tinue, most inordinately, to vote
themselv~s goodies from the U.S.
Treasury? Is this not the theory of
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public choice in action? Is this not
but a logical consequence of public
choice, of ((voter rationality," ofmight
makes right, of incipient moral
bankruptcy? The situation brings to
mind the remark attributed to
Harry Hopkins, the intimate of
Franklin D. Roosevelt: ((We shall
spend and spend, tax and tax, elect
and elect."

As a wealth redistribution
scheme, I think we can agree that
the process is none too efficient. It
breeds bureaucrac~ It breeds red
tape. It breeds social friction. It
breeds the crassest politics. It breeds
immorality. Moreover, as noted, it
significantly destroys human incen
tive and capital formation-the very
foundation of our productivity and
well-being. And yet for all of us who
think we're getting too much gov
ernment, let us be thankful we are
not getting all the government we
are paying for.

We are paying, however, for a good
deal-almost a three-fold increase
in the share ofpersonal income going
for total government spending in the
last half century in the U.S., from
10 percent in 1928 to 39 percent in
the first quarter of 1980.

Currently, as we noted, federal
government transfer payments
mainly to individuals but including
grants-in-aid to state and local gov
ernments, and net subsidies to
farmers and others-are running
around an annual rate of $350 bil-

lion out of total current federal gov
ernment expenditures of around
$580 billion, or about 60 cents out of
each expenditure dollar. They are
greater than current defense spend
ing of about $130 billion at an an
nual rate or, for that matter, total
current business spending on new
plant and equipment at an annual
rate of about $190 billion. Indeed,
current transfer payments come to
more than defense and business in
vestment spending combined.

Moreover, the easy assumption
that transfer payments are zero-sum
games, in contrast to voluntary ex
changes which are positive-sum
games, is not so. In truth, transfer
payments are negative-sum games
for four reasons. First, government
overhead to effectuate the trans
fers-overhead with the usual Par
kinsonian tendencies. Second, the
resources expended by lobbying
groups seeking or defending the
transfers. Third, the negative incen
tive effects on working and saving.
And, fourth and most important, the
destruction of vast potential capital
formation.

Transfer Payments

This outlay of $350 billion in
transfer payments, I need hardly re
mind you, is especially inordinate
and politicized. Most politicians re
gard the outlay as sacrosanct. To se
riously reduce or eliminate the out
lay would be tantamount to political
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suicide. So these transfer payments
are fraught with dubious morals,
with a something-for-nothing syn
drome, if not with quite a degree of
outright corruption. For instance,
Joseph Califano, when he was Sec
retary of Health, Education and
Welfare, conceded in 1978 that some
$6 billion in welfare funds could not
be accounted for. How much of that
sum slipped into the wrong pockets
on both the giving and receiving
ends of government largess?

Immorality? Corruption? Sagging
productivity? Logically, then, these
seem to be the implications of what
has been called our Redistributive
State. It was Machiavelli, let me re
mind you, who said politics and mor
als don't mix. It was Tocqueville, I
believe, who first coined the phrase
ttdemocratic despotism" to describe
the tyranny of the majority. It was
Emerson who said democracy be
comes a government of bullies. It
was Henry Adams who said politics
boils down to the organization ofha
treds. (Witness the official assault
on the oil companies in America.) It
was Disraeli who said there is no
honor in politics. (And not long af
terwards he had the occasion to up
braid a fellow Tory on the floor of
Parliament: ttDamn your principles!
Stick to your party!")

I cite these authorities in an ef
fort to buttress the moral answer to
our plight of sagging productivity.

For in our economic education ef-

forts, should we not only utilize fact
and theory but moral principles as
well? Even Franklin D. Roosevelt
felt compelled to bemoan welfare
when he declared in his State of the
Union Message of 1935: ttThe les
sons of history ... show coneIusively
... that continued dependence upon
relief induces a spiritual disintegra
tion fundamentally destructive to
the national fibre. To dole out relief
is to administer a narcotic, a subtle
destroyer of the human spirit....
The federal government must and
shall quit this business of relief."
But quit it never did. Relief has now
blossomed into that spectacular fail
ure, the ubiquitous Welfare State.
Listen to George Gilder writing on
ttThe Coming Welfare Crisis" in Pol
icy Review 45 years after F.D.R.:
ttWelfare now erodes work and fam
ily and this keeps poor people poor."
Or to Marvin Stone, editor of U.S.
News and World Report: ttWelfar
ism, once planted, sinks deep roots
that are difficult, if not impossible,
to dig out."

Is Government Necessary?

Well, is government necessary?
Most affirmatively, yes. Without it,
who would serve to preclude fraud
and force? Who would protect pri
vate property and the sanctity of
contract? Thomas Paine described
government as a necessary evil but
it was Ludwig Mises who reminded
us: ttGovernment as such is not only



672 THE FREEMAN

not an evil but a necessary and most
beneficial institution, without which
no lasting cooperation and no civili
zation could be developed and pre
served."

Is there a way out? Can we save
ourselves from ourselves? Maybe.
Maybe not. I believe in democratic if
limited-repeat, limited-govern
ment. I believe in education. I be
lieve education is, indeed, our only
salvation. I believe we as economic
educators should reassert the moral
basis of freedom and free enterprise.
The moral basis of government was
well stated by Locke who, citing the
corruptibility of power long before
Lord Acton, gave the case for limited
government. He declared that the
only reason for government was for
the protection of life, liberty and
property. Let us, then, reaffirm that
nothing is for nothing, that some
thing is only for something, that the
essential purpose of government is
to provide law and order, to preclude
fraud and force.

Let us say furt~er that the mar
ket is far more democratic than any
thing that can be found in the polit-

Lewis Stearns

ical realm. Let us say that the
consumer is a lot more sovereign in
the marketplace than he is in the
polling booth, that economically he
votes every day, usually several
times a day, that virtually every
producer-candidate he votes for is
running scared and delivering on
his campaign promises on an ~~or

else" basis.
Let us also say, in the vein ofAdam

Smith, that the market system is a
system of social cooperation and,
moreover, the Golden Rule in ac
tion. As you know, the Golden Rule
says, uDo unto others as you would
have others do unto you.» What does
the market say? It says, in the words
of Adam Smith in his Wealth ofN a
tions: ~~Give me that which I want
and you shall have this which you
want." The market, in other words,
says, let me help you so you can help
me.

In sum, unfettering productivity
is a matter of unfettering freedom
and free enterprise-i.e., reining in
our inordinacy, regaining our moral
roots and limiting once again our
now unlimited government. ,

IDEAS ON

UBERTY

To BE USEFUL, government must be carefully contained and limited.
How it is permitted to get out of control-whether by military coup,
revolution, or by the incontinent political action of a democratic ma
jority-is unimportant; for once unconfined, government always takes
the same form: the rampant destroyer of the only fuel upon which it
thrives-liberty!



AFTER two generations of govern
ment manipulation of business
structured on the dogma of demand
economics, it appears that the death
knell is finally sounding for the
Keynesian Revolution. The claim
that cCwe are all Keynesians now,"
made just a decade ago, has become
an embarrassment to the govern
ment economists. In its place today
is heard the rhetoric ofreindustrial
ization and supply side economics.

Whether such changes bode good
or ill is far from certain. Like all la
beling of economic ideas, supply side
economics and reindustrialization
mean different things to different
people. To government economists
the terms have become just another
game in semantics, as old statist
programs continue to be advanced

Mr. And....on 18 executive Sec:ret8ry of The Found.
tlon for Economic Education, Inc.

under this new rhetoric. To propo
nents of the free market, however,
the labels of supply side economics
and reindustrialization mean poli
cies that would reduce the burden of
government. Now more than ever,
therefore, the proposals behind
these new banners must be closely
scrutinized.

Few economists any longer chal
lenge the charge that past Keynes
ian policies have taken an awesome
toll on the prosperity and freedom
of the American people. Govern
ment intervention, in pursuit of the
Keynesian Remedy, has generated
immense deficit expenditures and a
massive increase in the money sup
ply in an attempt to absorb those
deficits. The Keynesian doctrines
have created the omnipotent state.

A mere repudiation of Keynesian
economic policies is no longer enough

673
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today. What is also required is the
dismantling of the omnipresent state
that these policies helped to create.
But the frightening question is
whether this historical problem of
our age, a growth in the magnitude
of government, has yet been
recognized.

Will the new rhetoric of supply
side economics and reindustrializa
tion, .as viewed by free market econ
omists, lead to less government and
away from disaster? Or, failing to
recognize the basic problem of over
extended government, will supply
side economics merely mean a
change in the direction and struc
ture of government intervention by
the statist planners now in charge?
This is the great issue that looms
ahead.

What proponents of the free mar
ket know is that there is only good
economics and bad economics. The
danger .of segmenting economics into
categories such as supply side, de
mand side, labor, urban, welfare and
the like is that it can, and often has,
led to special interest politics that
do harm to the general welfare of
society.

Production for Use

That profound observation by
Adam Smith that, CCthe sole end of
productive activity is consumption,"
needs to be constantly recalled. The
market process has demonstrated its
superiority in bringing forth more

of the world's goods whenever it has
been free to do so. Freely acting
traders are motivated to produce
more because they can then con
sume more, recognizing that a
greater supply provides them with
greater demand. For both the indi
vidual and nation, supply creates its
own demand since in the aggregate
they are one and the same.

When government meddles with
production or consumption it frus
trates the ultimate purpose of all
economic activity-the efficient sat
isfaction of human wants. Too often
the end sought by government pro
grams becomes production itself or
the creation of jobs. The result is
nothing more than modern cCpyra_
mid building" or formulation of
meaningless employment. The
wasteful consumption of productive
resources in such endeavors there
fore denies these resources to the
satisfaction of human wants.

Especially alarming in this re
spect are many of the proposals
being offered by political econo
mists. Calls for all manner of new
government subsidies and govern
ment directed enterprises are being
heard. Vast new government spend
ing projects are urged as the pana
cea for the decline in productive
activity.

Stubbornly retaining their bias
for government manipulation of the
economy, many of these economists
are promoting policies of interven-
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tionism under the new banner of
supply side economics. Under their
direction, the potential ofsupply side
economics becoming nothing more
than an additional rationalization
for expanding government is a very
real threat. Such action would miss
entirely the real issue of over-ex
tended government.

This dangerous idea of turning to
government to do something still
has a powerful appeal among many
economists. Proponents of this brand
of supply side economics and rein
dustrialization seem convinced that
all that is required is a simple
change of places at the ((public
trough."

The tragedy, of course, is that fur
ther manipulation of the economy
pyramided on top of the present
structure of government means cer
tain disaster. A shift in the direction
or nature of government interven
tion in no way addresses the basic
problem, but can only worsen it by
making government an even greater
force in society. What is required in
stead is an abandonment of the mas
sive governmental structure that is
plundering and depriving the citi
zen of his productive efforts.

Regulated Decline

It would seem that after two gen
erations of government manipula
tion of economic affairs, the lesson
ofan expanding government stifling
individual freedom would be well

learned. The Keynesian interven
tionist policies of the past have in
flicted the very worst of conse
quences upon this nation. The
Keynesian Remedy has trans
formed this nation from a society of
free and prosperous people into a
regulated society suffering from
economic decline.

And the primary legacy of this
failure of Keynesian economics has
been the growth of the omnipotent
state. After many years of govern
ment policies rewarding leisure and
consumption, assaulting productive
capital and taxing work effort, the
magnitude of government has fi
nally reached oppressive propor
tions. The result is a declining stan
dard of living for Americans and a
mood of pessimism regarding their
future.

A different program ofsupply side
economics, led by free market pro
ponents, could be the path to free
dom. Policies under the banner of
Usupply side economics" that reduce
taxation on productive capital and
work effort, that eliminate interfer
ences and regulations among indi
vidual traders, that curtail political
harassment in the marketplace, and
abolish the vast transfer of wealth
through the political process would
drastically shrink the magnitude of
government.

If ((supply side economics" is per
ceived as this kind of alternative in
tellectual force, then the advance-
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ment of individual initiative as a
replacement for government domi
nance in economic affairs and the
prospects for a dynamic reindus
trialization and future prosperity
are great. Rather than adding just
another layer of statist tinkering on
the economy for different reasons,
the potential for reducing govern
ment's role in society through sup
ply side economic policies holds
much promise.

What must be recognized and fully
understood about the present state
of affairs is that America's problems
have reached crisis proportions be
cause of the magnitude of govern
ment itself. It is not only what gov
ernment has done but also how much
government has done that lies at
the source of this nation's ills.

A program of ~~supply side eco
nomics" that leads to a reduction in
the. size of government and a return
to economic freedom is the great
hope and promise for a prosperous
future. Supply side economics chan
neled in such a direction can be the
path back to freedom. If supply-side
ideas that lead to a reduction in gov
ernment are chosen, then we will
have found our miracle cure. Other
wise, only a change in the direction
of socialism in America will be the
result.

It is too early to know which kind
of ~~supply side economics" will pre
vail, but the hope of the future rests
on choosing the right path. For it
will ultimately determine whether
we will be free individuals or ser
vants to an omnipotent state. (I

IDEAS ON

UBERTY

ttPlanning" vs. the Free Market

THE WAY to get a maximum rate of ueconomic growth"-assuming this
to be our aim-is to give maximum encouragement to production,
employment, saving, and investment. And the way to do this is to
maintain a free market and a sound currency. It is to encourage prof
its, which must in turn encourage both investment and employment.
It is to refrain from oppressive taxation that siphons away the funds
that would otherwise be available for investment. It is to allow free
wage rates that permit and encourage full employment. It is to allow
free interest rates, which would tend to maximize saving and invest
ment.

HENRY HAZLITT



Clarence B. Carson

Government
Empowers

Unions

DURING the years 1932-1935 Con
gress passed acts which had the ef
fect of empowering labor unions. The
tendency of these acts was not only
to authorize labor unions to orga
nize and engage in collective bar
gaining but also to enable them in
considerable measure to prevail.
Thereafter, union powers were fur
ther augmented by court decisions
and by rulings of the National Labor
Relations Board. Many welfare pro
grams, too, contribute to the em
powerment of unions by providing
aid to those unable to find employ
ment because of government and
union policies and practices.

It is generally understood that
from 1932 onward the United States
government set on a course of en-

Dr. Carson has written and taught extensively, spe
cializing in American intellectual history. He is a fre
quent contributor to The Freeman.

couraging unionization. It is not so
generally understood that it was
done by empowering unions. Much
of the burden of this article, then,
will be to submit the evidence that
government empowered unions by
restraining itself in applying laws of
general applicability to unions, used
its powers in support of unions, and
permitted unions to use coercion in
pursuit of their own ends. That, in
large, is how they were empowered.

But there is more involved here
than proving that unions have been
empowered. It entails a fundamen
tal departure from the principles of
good government. And when that
has been grasped it is much easier
to see the empowerment. Before re
viewing the evidence for empower
ment, then, we will examine the de
parture from principle that is
entailed.
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The principle violated by the em
powerment of labor unions lies in
the bowels of the law. The principle
is that government must have a mo
nopoly of the use of force within its
jurisdiction. The justification for the
monopoly is to provide a common
justice for all within its jurisdiction.
Indeed, the provision of justice is
the very justification of government.

Remedy at Law

There is another legal principle
which is essential to buttressing
government's claim. It is usually
stated in this way: For every injury
there is a remedy at law. That does
not mean, of course, that every per
son who believes himself to have
been injured will be satisfied with
the remedy. Nor does it mean that
every possible injury has been cov
ered by legislative enactment or
legal precedent. Rather, it means
that an adequate legal system pro
vides means for redressing griev
ances where actual injury can be
shown. Otherwise, it would have to
be admitted that it would be neces
sary to act outside the law to obtain
justice. Such an admission is tanta
mount to abdication by government.
Courts of equity provide a forum of
adjudication in the United States
for injuries not covered by positive
law.

There is no place for coercive labor
unions within our system of law. To
empower them is to return labor re-

lations to a state of nature, Le., to a
condition which would exist if there
were no government. The meaning
of the return to a state of nature can
be clarified by reference to natural
law theory, the theory which under
girds our own system of law. In a
state of nature, it has been main
tained, it would be both necessary
and right for the individual to de
fend himself. That is, he could right
fully use force to right the wrongs
against him and to redress his
grievances. Obviously, in such cir
cumstances every man becomes a
law unto himself. The necessity for
government is patent, at least to
most of us. And, under government,
the individual gives up the right to
defend himself and redress his
grievances by force except under ex
ceptional and dire circumstances. In
return for the surrender of this right,
government undertakes to provide
justice and to defend the individual
in the exercise of his rights.

The use offorce is what makes the
difference. Anyone who is injured
has a primary interest, of course, in
seeing to it that matters are made
right. He may go in person to any
one who he believes has wronged
him and make request for settle
ment. Or, he may appoint others to
represent him in seeking amends.
The person who is accused with
wrongdoing may treat with him or
not, as it pleases him, and may enter
into discussions with those ap-
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pointed to represent him, if, as, and
when he will. But the aggrieved
party may not force himself upon
those who have supposedly injured
him, nor may he resort to coercion
to attain retribution.. At the point
where force is to be used, govern
ment must do it. Otherwise, there is
a return to a state of nature-and
might, not right, will rule. What is
true for individuals is equally true
for all associations and organiza
tions which are private in character.

These are fundamental precepts
of our law. There are formidable dif
ficulties in the way of unions fitting
within them. One such difficulty is
on the question of injury. What
unions have sought to achieve
mainly-higher wages, shorter
hours, and better working condi
tions-are matters about which, if
there were legal remedies, unions
would be largely superfluous. In
short, if the injuries were demon
strable, and there were legal reme
dies, as in theory there must be, the
only function of a union would be as
a legal aid society. In fact, the rem
edies which unions seek are not ac
tionable, and unions do not wish
them to be.

Redress of Grievances
by Direct Action

The other great difficulty for
unions is that they seek to redress
their own grievances by direct ac
tion. More pointedly, they use coer-

cion in seeking to attain their ends.
Labor unions have had a violent his
tory. They have used intimidation
frequently in getting members. They
have used force to keep people from
work when they were on strike. They
seek to punish employers who do not
yield to their demands by cutting off
their labor supply. Moreover, they
have used the boycott on many oc
casions to deny market access to non
union produced goods. They mass
numbers, concert their action, and
use collective action to compel ne
gotiation and acceptance of their de
mands by unwilling employers.

The empowerment of unions, then,
is, in effect, the granting of the
power by government to unions to
redress their own grievances. It
sanctions the private use of coercion
to attain ~Justice." It returns the
union side of labor relations to a
state of nature.

The United States government did
not go about empowering unions di
rectly. It could have been done, the
oretically at least, by granting them
jurisdiction and conferring govern
mental powers upon them. For ex
ample, they could have been incor
porated, as cities are by states, and
granted the status of governments
in labor disputes. Except, labor union
leaders would not have wanted that,
and the legality of it would have
been subject to all sorts of chal
lenges. Instead, the empowerment
was achieved indirectly, by circum-
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vention, and had the form, if not the
substance,oflavv.

There had been some tentative
steps tovvard giving unions special
status before 1932. One of the first
vvas the setting up of a bureau in
government to deal vvith labor mat
ters. In 1884, Congress created a
Bureau of Labor and assigned it to
the Department of Interior. It vvas
exclusively an information gather
ing agency. 1 It vvent through several
status changes until 1913 vvhen its
head attained cabinet rank in a sep
arate Department of Labor. The
stated purpose of the department
vvas to ~~foster, promote, and develop
the vvelfare of the vvage earners of
the United States, to improve their
vvorking conditions, and to advance
their opportunities for profitable
employment...."2 From the outset,
hovvever, it vvas more unionist in ori
entation than its purpose suggests.
As a scholar of labor policy has said,
UIt is essentially a department for
labor, organized to promote its in
terests primarily as envisaged by
organized labor."3 The Secretary of
Labor has usually been a union
leader or a pro-union man (or
vvoman).

The War Labor Board

Another step vvas taken vvhen a
War Labor Board vvas set up during
World War I. It vvas unionist in ten
dency, as indicated by its position
Uthat the right of vvorkers to orga-

nize and bargain collectively vvas
not to be denied or interfered vvith."4
Union membership nearly doubled
betvveen 1915-1920. Here is a de
scription of the role of government
in that:

If we examine the figures of growth
from 1917 to 1919, we shall find that
the war policy of the government was
by far the greatest factor, for it was the
government that opened the doors to
unionism in industries heretofore
closed....5

Although the government promo
tion of unionism generally vvas
ended shortly after the vvar, it vvas
continued in one area. A Railroad
Labor Board vvas authorized by the
Transportation Act of 1920. More,
collective bargaining vvas encour
aged by the Railvvay Labor Act of
1926. Both management and labor
vvere to act by representatives cho
sen ~~vvithout interference, influ
ence, or coercion" by the other party.6

Hovvever, as already noted, it vvas
in 1932 that the United States gov
ernment began its move to empovver
labor unions generally. The Norris
LaGuardia Anti-Injunction Act vvas
the opening vvedge. For several de
cades, the injunction had been in
creasingly used by the courts to curb
union coercion. The courts had also
restrained unions from attempting
to induce employees to break con
tracts vvith employers in vvhich they
agreed not to join a union (called
~~yellovv dog contracts" by unionists).
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Section 2 of the act declared that for
the worker:
it is necessary that he have full freedom
of association, self-organization, and
designation of representatives of his own
choosing, to negotiate the terms and
conditions of his employment, and that
he shall be free from the interference,
restraint, or coercion of employers of
labor, or their agents, in the designa
tion of such representatives or in self
organization or in other concerted ac
tivities for the purpose ofcollective bar
gaining or other mutual aid or protec
tion....7

(The phrase, ((right of self-organiza
tion," crops up frequently in the labor
laws passed during these years. It is
a unionist euphemism for the right
to join a union other than a shop or
company union. It tacitly placed the
government on the side of ((indepen
dent" unions.)

The main body of the Norris
LaGuardia Act placed formidable
obstacles in the way of court action
to restrain union conduct. Section 6
provides that neither unions nor
their officers are to be held respon
sible for acts done by individual
members of a union unless it can be
shown that they participated in or
authorized the acts. Section 7 de
scribes the conditions under which
courts may offer injunctive relief. In
order for an injunction to be granted,
the court must find that ((unlawful
acts have been threatened and will
be committed unless restrained,"

though how a court may know that
an act will be committed is difficult
to discern. In addition to the above
requirement, the court must find:

(b) That substantial and irreparable
injury to complainant's property will
follow;

(c) That as. to each item of relief
granted greater injury will be inflicted
upon complainant by the denial ofrelief
than will be inflicted upon defendants
by the granting of relief;

(d) That complainant has no adequate
remedy at law; and

(e) That the public officers charged
with the duty to protect complainant's
property are unable or unwilling to fur
nish adequate protection....8

The act is the fulfillment of a
union lawyer's dream. It affords op
portunity for almost every delaying
tactic imaginable. Provision for
temporary injunctions was made,
but even these were now limited by
special restrictions in labor cases.
They could only be issued after
hearings had been held and could
only remain in effect for an unusu
ally short time. It should be noted,
too, that while the act only pre
scribed rules for Federal courts, the
Supreme Court has since ruled that
the Federal government has pre
empted the field of labor relations.9

Thus, state courts are usually pow
erless in affording relief.

While the Norris-LaGuardia Act
did not place labor unions and their
members beyond the law, it did es-
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tablish a legal twilight zone for
them. The common law rules for in
junctive relief remained in effect in
other cases, but in labor disputes
they were drastically modified.
While the law does not state that
there are now to be injuries for which
there is no remedy, it places the
main remedy almost beyond reach.

The next step in the empower
ment of unions came with the pas
sage of the National Industrial Re
covery Act. This act was the center
piece of New Deal measures which
were supposed to bring about eco
nomic recovery. New Deal intellec
tuals who drew up most of the leg
islation that was hurriedly passed
in 1933 believed in a collectivist so
lution to American problems. Thus,
business and labor leaders in each
major industry were to devise and
agree upon industrial codes for their
industry. The Agricultural Adjust
ment Act incorporated a similar idea
for farmers. Section 7(a) of the NIRA
dealt with labor unions:

Every code of fair competition, agree
ment, and license approved, prescribed
or issued under this title shall contain
the following conditions: (1) that em
ployees shall have the right to organize
and bargain collectively through repre
sentatives of their own choosing, and
shall be free from the interference, re
straint, or coercion of employers of labor,
or their agents, in the designation of
such representatives or in self-organi
zation or in other concerted activities
for the purpose of collective bargaining

or other mutual aid or protection; (2)
that no employee and no one seeking
employment shall be required as a con
dition of employment to join any com
pany union or to refrain. from joining,
organizing, or assisting a labor organi
zation of his own choosing; and (3) that
employers shall comply with the maxi
mum hours of labor, minimum rates of
pay, and other conditions of employ
ment, approved or prescribed by the
President. to

With employers hamstrung, with
other interests empowered to take
collective action, labor leaders had
an unprecedented opportunity to get
members. The scales were now
weighted against shop and company
unions, and labor leaders hurled
themselves with alacrity into the
task of organizing and taking over
organizations. They even claimed to
be doing the will of the government.

A circular distributed in Kentucky,
for example, stated that NIRA Urecom
mends that coal miners ... organize in
a union of their own choosing." In many
places, the organizers went further: ((The
President wants you to join the union."
They wanted their listeners. to believe
that they meant the President of the
United States; if pressed, they admitted
that they· referred to the president of
the United Mine Workers. 11

Strikes Continued

The mining fields were not the
only scene of vigorous organizing
activity. The Amalgamated Cloth
ing Workers went on a rampage of
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strikes, raids, and unionizing of the
unorganized. 12 A popular tactic dur
ing this period was to call a strike
at a non-union factory, set up a picket
line, and demand recognition of the
union. (Never mind whether the
local workers wanted a union or not.)
For example, in Rochester, New York,
~~On July 27, 1933, the Amalga
mated struck the Keller-Heumann
Thompson factories for recognition.
The conflict was bitter, accompanied
by mass picketing, police use of tear
gas, an injunction, the company's
sudden recognition of the United
Garment Workers, and the inter
vention of General Johnson."13

A labor board was set up to deal
with problems that arose under Sec
tion 7(a), but it was hardly a match
for the chaotic situation it con
fronted. ~~For approximately the first
year it was the policy to avoid legal
prosecution of violations; and even
after cases were referred to the De
partment of Justice, there was little
effective enforcement...."14 In fact,
the NRA was a fiasco. It was based
on the optimistic collectivist as
sumption that given the opportu
nity men would abandon the pursuit
of self-interest in favor of collective
efforts for the common good. They
did not, of course, and the conten
tions aroused tended toward chaos.
In any case, the Supreme Court
brought the whole program to a halt
in 1935.

Even before this occurred, legis-

lation was being prepared for a more
comprehensive empowerment of
unions. Senator Robert Wagner was
its chief architect, and the act bears
his name. It· is also known as the
National Labor Relations Act, and
it was passed in 1935. It removed
what remained of employer re
straint on labor union organization.
It accomplished this by setting forth
five unfair labor practices, all di
rected against employers. It de
clares that employers are not:

(1) To interfere with, restrain, or
coerce employees in the exercise ofrights
guaranteed in section 7. [That is, the
right to organize, bargain collectively,
and engage in concerted activities.]

(2) To dominate or interfere with the
formation or administration of any labor
organization or contribute financial
support to it....

(3) By discrimination in regard to hire
or tenure of employment or any term or
condition of employment to encourage
or discourage membership in any labor
organization. Provided, that nothing in
this Act ... shall preclude an employer
from making an agreement with a labor
organization ... to require as a condi
tion of employment membership
therein....

(4) To refuse to bargain collectively
with the representatives of his employ
ees.... 15

There is no doubt that the Act was
phrased in legalese. There are even
some attempts to give it the kind of
precision we expect in a law. For ex
ample, some of the terms are de-
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fined. Here is one instance: ttThe
term tlabor organization' means any
organization of any kind, or any
agency or employee representation
committee or plan, in which employ
ees participate and which exists for
the purpose, in whole or in part, of
dealing with employers concerning
grievances, labor disputes, wages,
rates of pay, hours of employment,
or conditions of work."16 True, it is
not much of a definition-a gang of
bank robbers could probably qualify
as a ttlabor organization" provided
they. had some disgruntled bank
employees among their number
but it does have the look of being a
definition and help to give the color
of law to the whole.

But the National Labor Relations
Act is more of an intent than a law.
It is an intent to empower labor
unions to attain their ends. The ac
tual rule making (law making?) was
vested in the National Labor Rela
tions Board, e~tablished by the Act.
Regular court proceedings were all
but averted by having the hearings
held and the facts established before
the NLRH. The courts could then
enforce the decisions of the NLRB
or overturn them when they came
before them on appeal.

NLRA Summarized

The justification of the National
Labor Relations Act can be summa
rized this way. Congress is empow
ered to make laws regulating com-

merce. Labor disputes often lead to
disruptions in commerce. The cause
of these is that employers have been
recalcitrant in reaching agreements
with their employees through col
lective bargaining. How it is all sup
posed to work is stated this way in
the Act:

Experience has proved that protec
tion by law of the right of employees to
organize and bargain collectively safe
guards commerce from injury, impair
ment, or interruption, and promotes the
flow of commerce by removing certain
recognized sources of industrial strife
and unrest by encouraging practices
fundamental to the friendly adjustment
of industrial disputes arising out of dif
ferences as to wages, hours, or other
working conditions, and by restoring
equality of bargaining power between
employers and employees. 17

Industrial harmony, then, was sup
posed to be the fruit of the Act.

The most crucial point about the
Act is this. It does not bring labor
unions under the law. The theoreti
cal justification assumes that em
ployers are solely responsible for the
troubles that take place in labor dis
putes. Therefore, they alone need to
be restrained by law. Not a single
specific restraint on labor unions is
contained in the Act. No unfair labor
practices by unions are prohibited.
(That has been slightly modified in
more recent legislation.) When the
bill was being considered before the
Senate, an amendment was pre-
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sented to prohibit coercion or inter
ference with or by any person. It
was defeated by a vote of21 to 50. In
the House, there was an attempt to
add an amendment to prohibit coer
cion from any source. It was re
jected.1s

Labor unions were not empowered
directly to use coercion by the Na
tional Labor Relations Act. What it
did do-and this is the crux of the
matter of empowerment-was to en
able unions to receive the fruits of
coercion. Specifically, the NLRB was
empowered to certify unions to ne
gotiate with employers. When it does
so, it gives legal standing to what
follows and the stamp of official ap
proval to whatever union action has
preceded the certification.

Compulsory Bargaining

Two lines of coercion are drawn
together in NLRB certification de
cisions to enable unions to receive
the fruits of coercion. One line stems
directly from government. The Na
tional Labor Relations Board re
quires that employers recognize and
bargain with the majority union and
that non-union workers accept it as
bargaining agent. This is coercive
both on employers and any workers
who may not belong to the union.
One writer describes the situation
this way: (~Not only must an em
ployer recognize a labor organiza
tion as the representative of all em
ployees in the appropriate unit, but

he must bargain collectively with
the union for all the employees in
the unit regardless of whether all
are members of the union."19

The government coercion reaches
its pressure peak in the require
ment that the employer bargain in
ugood faith." When the Wagner Bill
was considered by the Senate Edu
cation and Labor Committee, Sena
tor Walsh denied there was to be
any compulsion in the bargaining
process. He said:

Let me emphasize again: When the
employees have chosen their organiza
tion, when they have selected their rep
resentatives, all the bill proposes to do
is to escort them to the door of their
employer and say, ((Here they are, the
legal representatives of your employ
ees." What happens behind those doors
is not inquired into and the bill does not
seek to inquire into it.20

Whether this was a correct descrip
tion of the bill or not, it has cer
tainly been interpreted differently
by the NLRB. Here is a summary of
what is required by that agency:

Employers must do more than just
meet with the representatives and
merely go through the motions of bar
gaining. To satisfy the requirement of
collective bargaining, an employer must
bargain in ~~good faith." In defining the
term, the Board held that an employer
to bargain in good faith umust work to
ward a solution, satisfactory to both
sides, of the various proposals and other
affirmative conduct." In another case,
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the Board declared that CC ••• the obli
gation of the Act is to produce more
than a series of empty discussions, bar
gaining must mean more than mere ne
gotiations ..." The Board has consid
ered counter-proposals so important an
element of collective bargaining that it
has found the failure to offer counter
proposals to be persuasive of the fact
that the employer has not bargained in
good faith. 21

In short, an employer must make
concessions or run the risk of being
found guilty of an unfair labor prac
tice. Since there are penalties for
that, the employer is coerced to make
offers by a government agency.

Intimidation by Unions

The other line of coercion comes
from labor unions themselves. Labor
unions are intimidatory by nature.
Their weapon of intimidation is the
use of numbers of people. Many of
their tactics are aimed at frighten
ing, cowing, and making timid any
who would oppose them. The intim
idation is palpable in such tactics as
mass picketing; it is less dramatic
in many other activities but none
theless present. And intimidation is
a mode of.coercion. By ignoring the
intimidatory character of concerted
action, indeed, by approving the col
lective approach, and by according
to unions the fruits of it, govern
ment empowers unions to use coer
cion.

That the National Labor Rela
tions Board has played a central role

in the empowerment of unions is al
ready clear, but a little explanation
is in order. There are two main rea
sons why the NLRB has advanced
unionism. One is that many mem
bers of the Board have been pro
union..For example, one student of
the subject notes that all the early
appointees uwere active protago
nists of organized labor."22 The other
is that the laws under which it op
erated were heavily biased in favor
of unions. 23

The courts, too, contributed sig
nificantly to the empowerment of
unions. Sylvester Petro, writing in
the late 1950s, provided this. sum
mary of the Supreme Court's role:

During the past twenty years-the
period coinciding with the tremendous
growth of trade unions in numbers,
power, and corruption-the Supreme
Court of the United States has provided
a succession of privileges for aggres
sive, coercive union action. This succes
sion began with a sharply contested se
ries of decisions, releasing unions from
the controls of the anti-trust laws. It
continued with the Court's identifica
tion of a coercive economic weapon
picketing-with the freedom of speech
which the Constitution protects. And
today the Court provides a practical
privilege for monopolistic trade-union
practices by holding that no injunctive
relief may be granted by state courts to
employers and employees injured by
those practices.24

The courts, then, completed the pat
tern of excluding unions from the
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application of laws of general force.
In sum, Congress, the NLRB, and

the courts empowered unions in the
1930s. They did so by placing much
of union activity beyond the reach of
court relief, by placing government
behind the union effort, and by en
abling unions to reap the fruits of
coercive activity. This was usually
done with the blessing and often
under the direction of the executive
branch.

Programs to Relieve the
Consequences of Unionization

There is another facet of govern
ment empowerment of unions that
needs at least to be mentioned. It is
government programs which facili
tate unionization by relieving and
diverting some of the worst conse
quences of unionization. The worst
economic impact of unionization is
unemployment. Ofcourse, unions are
not the only cause of unemploy
ment, but the thrust of their effort
is to exclude from the work force all
who cannot be employed at inflated
wages. So far as they succeed, they
raise prices to the consumer and re
duce the number who can be em
ployed-cause unemployment. The
antipathy of unions for many work
ers and the population generally
would be transparent if many of
their effects were not at least par
tially concealed and laid to other
causes.

Government has come to the aid

of unions, then, by a whole complex
of programs, such as, unemploy
ment insurance, wages and hours
legislation generally, compulsory
school attendance for children, sub
sidies for higher education, Social
Security to foster early retirement
(all programs to reduce the numbers
of workers available), the subsidiz
ing of consumers, and so on. Govern
ment fueled inflation long made it
appear that labor unions were get
ting much larger gains for their
members than was actually the case.
These and many other programs
were adjuncts to the empowerment
of unions.

The empowerment of labor unions
was supposed to lead to industrial
peace. It did not do so. It led, in
stead, to turmoil, violence, the prey
ing of the strong upon the weak, and
something approaching class war
fare for a time. The surge of union
ism in the 1930s brought unprece
dented disorder-sometimes chaos
in industrial activity. Irving Bern
stein, a most thorough chronicler of
labor history, said, in his book on
labor in the 1930s called Turbulent
Years, ((The passage of NIRA was
followed immediately by a strike
wave....25 More, ((In 1934 labor
erupted. There were 1856 work stop
pages involving 1,470,000
workers. . .. Four were social up
heavals...."26 Nor did the National
Labor Relations Act alter the trend.
In 1937, there were nearly 5 million
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workers involved in work stop
pages. 27

Some of the most violent and dis
ruptive strikes in American history
occurred in the 1930s. Here is a de
scription of one such outbreak:

The decision of a local to shift from
one union to the other automatically
touched off a strike.... Under these
conditions the coal fields of Illinois in
1933 supplied an arena for a shooting
war between the factions. From August
1, 1932 to October 1, 1934, according to
an incomplete list, 313 crimes were
committed. A policeman was fatally shot
in Springfield; at Peabody Mine No.7 in
Christian County two persons were
killed and twelve were wounded; dyna
mite explosions wrecked the homes of
two strikers in Kincaid; a Peabody dock
boss was murdered in the same town:
bombings damaged the plant of the
Taylorville Daily Breeze which had edi
torialized in favor of ending a strike;
houses, cars, union halls, and relief sta
tions were dynamited; an explosion de
stroyed the exhaust fan at the Peabody
Capitol Mine in Springfield while 350
men were underground; the coal-haul
ing Chicago and Illinois Midland Rail
road was bombed sixteen times.28

Violence in the 19305

The turbulence reached new highs
in the later 1930s with the surge to
form industrial unions· by the CIO.
The violence and turmoil was exac
erbated by the large number of rad
icals who flocked into the union
movement. The situation was this:

Left-wing politicals ofevery shade and
description ... were active in many of
these struggles. Communists, Social
ists, Trotskyites, members of the Prole
tarian party and Revolutionary Work
ers League, New America supporters,
Lovestonites, and even old line ttwob_
blies" and Socialist Labor party mem
bers and syndicalists became involved,
particularly in the centers of the new
mass production industries.29

The radicals were often trained or
experienced in obstructive and de
structive tactics and eager to initi
ate and prolong violence. Commu
nists were especially in the forefront
of the CIO organizational drive. I

uVarious estimates have been made
of the ultimate strength of the Com
munists within the CIO. At mini
mum they controlled unions con
taining about 25 per cent of CIO's
total membership and at maximum
they wielded powerful influence in
unions having another 25 per cent."30

What had happened was that labor
relations reverted to a state of na
ture. It was, however, a highly mod
ified state ofnature. Organized labor
was loosed to impose their own brand
of private justice. They were en
abled to use coercion to redress their
own grievances. But unlike a pure
state of nature, there was govern
ment. And government sided with
the unions by restraining their op
ponents and enforcing the coercively
arrived at agreements.

The situation was modified some
what in the 1940s and 1950s. The
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Taft-Hartley Act set forth as unfair
labor practices some union tactics,
required union officials to sign an
oath that they were not Commu
nists, placed restrictions on stranger
picketing and secondary boycotts,
and banned the closed shop. The
Landrum-Griffin Act of 1959 at
tempted to institute greater union
responsibility toward their member
ship. None of these acts, however, al
tered in any fundamental way the
fact of government empowerment of
unions. Unions still operate in a
twilight zone between a state of na
ture and civilized society. (f)
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Union Power and Government Aid

IDEAS ON THERE is a definite relationship between union membership and union
~ power. Growth ofunion membership and increase of union power come
~,~ from the same source: special privileges and immunities granted by

LIBERTY governments.
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OUR CONSTITUTION and the princi
ples of freedom are being steadily
eroded today. Too many Americans
evidently disagree with Thomas Jef
ferson's basic political philosophy:
((Every man wishes to pursue his oc-
cupation and to enjoy the fruits of
his labors and the produce of his
property in peace and safety and
with the least possible expense.
When these things are accom
plished, all the objects for which
government ought to be established
are answered."

According to Jefferson and other
Americans who fought for freedom,
the purpose of government was to

In·thls three-part series, Robert Bearce of Houston,
Texas Identifies the basic principles of limited gov
ernment as set forth in the Constitution of the United
States. He shows how we have forsaken many of the
basics, and points the way toward a restoration of
freedom.
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assure the God-given rights of indi
viduals to work freely, create, build,
invent, succeed, fail, and plan their
own lives ... without needless gov
ernment interference. Government
should intervene to prevent, prose
cute, and punish crime. Government
was also responsible for organizing
the defense of the nation from for
eign aggressors. The two major roles
of government were designed to
allow free individuals to rise to the
heights of individual potential con
sistent with their own abilities, en
ergy, will power, and personal ac
countability.

The United States Constitution
has worked very well. in the past as
a bulwark for personal liberty. Now,
though, we are faced by a loss of in
dividual :rights and a growth of gov
ernment power. Two views of the
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Constitution by two past Presidents
illustrate a partial cause for our
present difficulties.

President William Taft wrote that:
U. . . the President can exercise no
power which cannot be reasonably
and fairly traced to some specific
grant of power ... in the Consti
tution or in an act of Congress."

Taft's strict interpretation of the
Constitution contrasts with Presi
dent Theodore Roosevelt's liberal in
terpretation of the powers of the
Presidency: ((... My belief was that
it was not only his (the President's)
right but his duty to do anything
that the needs of the nation de
manded unless such action was for
bidden by the Constitution or by the
laws."

Over the years since President
Theodore Roosevelt wrote about the
Presidency, the ((liberal" interpreta
tion of the Constitution has gained
an ever increasing acceptance by all
three branches of the government
executive, legislative, and judicial.
This ((liberal" concept ofgovernment
authority tramples upon the Tenth
Amendment of the Bill of Rights:
((The powers not delegated to the
United States by the Constitution,
nor prohibited by it to the States,
are reserved to the States respec
tively, or to the people."

The problem is twofold: (1) ((WE
THE PEOPLE ofthe United States,"
as stated in the preamble, have
deserted the Constitution, (2) The

people's elected and appointed offi
cials have debased the Constitution.
If we truly value what freedom we
have left, and if we wish to regain
what rights we have lost, we must
understand the destructive mental
ity or philosophy that has gripped
so many Americans.

The Santa Claus Complex

First, a greater number of Ameri
cans are accepting what has been
called the USanta Claus" complex.
Some people might want to term it
the Big Daddy or Great Uncle Sam
complex. At any rate, ·when citizens
look upon the federal government as
Santa Claus, they will continue to
expect supposedly ((free" presents
from the government.

While large numbers of busi
nesses' special interest groups,
professions, and average citizens are
looking to the federal Santa Claus
for goodies, their elected officials
have an affliction called the ((Robin
Hood" complex. Actually, the Santa
Cla~s mentality and the Robin Hood
philososphy work together to as
sault the Constitution. In order to
play Santa Claus and give to the cit
izenry federal subsidies, grants, and
other aid, government officials must
also assume the role of a benevolent
Robin Hood.

They do this with a great deal of
enthusiasm and sense of morality.
Before they can distribute gifts to
different segments of the populace,
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they must first take money from
other people. Thus, government
plays Robin. Hood, taking from the
((rich" and giving to the ((poor"-the
((poor" classified as whomever the
federal government so chooses.

The fact is that government can
not create wealth. It cannot give
away anything it hasn't first confis
cated from the ((rich" (industries,
businessmen, hard-working individ
uals) or the citizenry as a whole.
Robin Hood does this through taxa
tion. The only other way the federal
government can pay for its handouts
is simply to create money it cannot
or will not bring into the Treasury
through taxation. When it creates
the new money from the federal
printing presses, we suffer infla
tion.

Although the average citizen de
cries inflation and excessive taxa
tion, he continues, to vote for more
government interference in the eco
nomic and social life of the United
States. Legislators are quite willing
to play the parts of Santa Claus and
Robin Hood. To do so is the best way
to get elected and reelected. They
learn by experience and continue to
promote the idea that government is
motivated by compassion and hu
manitarianism.

To some extent that is true. A
large number of public servants are
probably motivated by a desire to do
good. Although playing Santa Claus
is mostly a matter of self-interest,

many government officials honestly
believe they are doing what is best
for the citizenry of the United States
after they assume public office. They
believe they can use the authority
of government to devise and then
carry out plans to bring ((social jus
tice," good housing, health care, and
the like, to the people. Frankly, they
feel that government has a moral
obligation to manage our lives. Their
goodness in our behalf, however,
profanes the Constitution.

Instead of showing loyalty to the
principles of the Constitution-lim
ited government and personal lib
erty-they attempt to create the
((good society" according to their own
designs. Again, their intentions are
good, but they still refuse to have
faith in the individual. They really
do not think individuals are capable
of achieving dignity, economic sta
bility, and justice on their own
within the framework provided by
the Constitution.

Holding Officials Responsible

Those government leaders who
scorn the principles of the Consti
tution should be held accountable.
On the other hand, the question
should be asked as to who put such
Robin Hoods in office. The American
people, of course, are the ones who
vote for the politicians who head for
Washington, D.C., to continue the
task of planning and regulating our
lives. A nation-wide survey reported
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that 94 per cent of those surveyed
believed that the main duty of a
Congressman was ~~making sure his
district gets its fair share of govern
ment money and projects."

The survey shows that Americans
are quite willing to accept the idea
that their elected officials are in the
business of distributing monies from
the federal Treasury. Apparently, few
citizens think the responsibility of
their Senators and Congressmen is
to cut back on the growth of govern
ment.

We-legislators and average citi
zens-need to reexamine the Con
stitution and realize the extent to
which we have degraded it. We
should think about a proposal made
by Nobel Prize-winning economist
Milton Friedman. Considering the
fact that people in government are
trying to do good with other people's
money, Dr. Friedman suggests that
we need an eleventh amendment to
the ten already in the Bill of Rights.
The new amendment would ensure
that every individual would have
the right to do good-with his or her
own money.

In reality, we already have the
right to do good for others at our
own expense, although it can be said
that this right is being hindered due
to oppressive taxation and govern
ment-sponsored inflation. We can
not very well help other people if we
do not have the money to do so.

Regardless of stifling taxation, our

right to help others is being ne
glected or rejected as we place char
ity, human concern, and humanitar
ianism in the hands of the
government.

Parental Guidance

For example, some Americans are
concerned that advertising and some
children's programming on TV is bad
for the kiddies and the stability of
the family. Advertisers, they say,
take advantage of innocent young
viewers. The youngsters are brain
washed and led astray to clamor for
toys, candy, or other items that they
do not need. The duped children are
more or less forced by the commer
cials to demand the products seen
on TV.

Thus, we have the tragic spectacle
(as some Americans see it) of boys
and girls strong-arming their help
less parents into buying the trivial
products advertised on TV. If the
parents should refuse, havoc arises
in the family. Adults and children
suffer emotional trauma. If the par
ents agree to the children's de
mands, then the families waste
money on the supposedly useless
products.

The answer for the above prob
lems, as suggested by those who dis
like the quality of children's pro
grams and advertising, is either
government regulation or ~~social

conscience" on the part of business.
~~Social conscience" means that com-
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panies that manufacture children's
products should sponsor their pro
grams without showing ads for toys,
cereals, and other products. We could
then have commercial-free chil
dren's TV ... which would eventu
ally mean government subsidy of
children's programs at the taxpay
ers' expense.

Now then, if you ask the propo
nents of government intervention
whether or not they allow their own
kids to watch what they, the par
ents, say is bad children's TV, they
might very well answer with an em
phatic ~~No!"That being the case, we
should ask such people why they
feel so superior to their fellow
Americans. In other words, why is it
that they presumably have enough
concern for their children to turn off
the booby-tube, but other parents
apparently cannot make the same
decision in behalf of their own chil
dren?

Other questions we might ask are
these: If changes really need to be
made in children's TV, why don't
those who want the changes use
their own money to establish a pri
vate foundation to bring about
whatever improvements they feel are
necessary? Why don't those con
cerned about little Johnny's appe
tite for candy launch a nationwide
campaign-paid for out of their own
pockets and through voluntary con
tributions-to inform parents that
they are perfectly capable of doing

two things: (1) saying ~~No!'" to their
children, and (2) turning off the TV
set or making certain that their
children do so.

The fact is that we will always
have our goodhearted, well-inten
tioned crusaders who want to bring
about what they believe to be a bet
ter society. Their moral failure lies
in the fact that they basically have
faith only in their own intentions
and the power of government to im
plement those good intentions for
all our good ... regardless of
whether we agree or not.

Those who support more govern-,
ment regulations, ~~guidelines,"and
laws tend to believe that the ordi
nary citizen is not capable of mak
ing intelligent decisions on his own.
This distrust of individual responsi
bility illustrates some of America's
alienation from the Constitution.
The principle of limited government
authority is spurned. Individual
freedom and the Bill of Rights are
belittled.

The Bill of Rights

The Bill of Rights was meant to
be a steadfast safeguard to individ
ual liberty. These ten amendments
were prohibitions against excessive
government power. They upheld in
dividual rights against government
interference. Now, though, an in
creasing number of Americans are
accepting and encouraging a differ
ent concept of human rights. They
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would accept a new bill of rights
that would not restrict government
power, but· instead authorize more
government intrusion into our daily
affairs.

As the federal government ex
pands and becomes more intensive,
we proceed further down the path
toward servitude. Willingly or un
knowingly, most Americans accept
their fate. Our future was somewhat
prophesied by James Madison:
((There are more instances of the
abridgment of the freedom of the
people by gradual and silent en
croachments of those in power than
by violent and sudden usurpation."

Madison realized that freedom
was threatened by the gradual, often
deceptive growth of government
power. Whenever government steps
beyond its constitutional duties, so
ciety begins to deteriorate. When
government tries to arrange and di
rect society in defiance of the Con
stitution, a type of class warfare be
gins. As government attempts to pay
for its various programs, it must re
sort to increased redistribution of
the wealth. Society and politics be
come a battle ground where every
one demands ((his share" of the funds
in the federal Treasury.

Along with the continual struggle
by lobbyists, special interest groups,
and other beneficiaries for a cut of
the federal pie, there is a corre
sponding loss of integrity. When the
government takes from some (or all)

to give to others, the redistribution
of wealth hurts all segments of soci
ety-both the productive and the
not so productive.

For example, a businessman finds
himself in financial trouble due to
his own incompetence or misman
agement. He looks to the federal
government for help, and he re
ceives it. A second economic crisis
hits him, and he again finds himself
rescued by government aid. Soon, he
has lost his sense of self-responsibil
ity. He has become dependent upon
a paternalistic government. In this
state of dependence, there is very
little guilt about having his own
failure subsidized by money taken
from the productive elements of so
ciety.

Dependence and Servitude

Likewise, the productive people
whether they be corporations or in
dividuals-slowly lose their sense of
accountability, initiative, and self
reliance. They ask themselves why
they should continue striving so
hard, only to have the fruit of their
labors taxed away for the benefit of
others. Thus, there is a growing ten
dency for the thrifty, energetic, and
hard-working people in society to
work less and eventually become de
pendent upon government.

Government intervention is the
first step towards dependence upon
government. After dependence comes
servitude.
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If we are to escape the servitude
of a socialistic type of government,
we must act upon the advice of
Patrick Henry: ((No free govern
ment, or the blessings of liberty can
be preserved to any people but by a
firm adherence to justice, modera
tion, temperance, frugality and vir
tue, and by a frequent recurrence to
fundamental principles."

For the United States in the 1980s,
~(fundamental principles" should be
the Constitution. Although the work
of the Founding Fathers in 1787 is
far from perfect, the Constitution
does reflect an honest, firm adher
ence to certain basic truths about
freedom and the purpose of govern
ment. One of the worst mistakes we
can make is to believe that the Con
stitution is not relevant for today.
The opposite is true.

More than ever, we need to uphold
the Constitution with the realiza
tion that it is based upon certain
wise, unchanging principles-prin
ciples that should be understood and
obeyed today as much as they were
during Madison's day. The Consti
tution is not an outmoded document
to be shrugged off as something that
cannot or should not direct our polit
ical, economic, and moral life today.

Regardless of how durable the
Constitution is, it cannot protect
freedom unless ~(WE THE PEOPLE
of the United States" heed George
Washington when he said: (~The

preservation of the sacred fire of lib-

erty and the destiny of the republi
can model of government are justly
considered, perhaps, as deeply, as fi
nally, staked on the experiment in
trusted to the hands of the Ameri
can people."

Identifying Those Who
Corrupt the Constitution

If we have an understanding of
how the Constitution can protect our
freedom from government encroach
ment, we must first identify those
individuals and groups who are cor
rupting the Constitution. Are they
federal bureaucrats who place their
faith in larger and more powerful
government? Yes, but who puts them
~n office in the first place?
~~WE THE PEOPLE of the United

States"!
Before we can think about the bad

guys holding public office, we have
to ask ourselves how unfaithful we
have been to the Constitution. The
average American's desire for urban
renewal, aid to education, price sup
ports, and other handouts is the root
of oppressive government. When we
stop asking for needless government
intervention, the constitutional
renegades in Congress will not be
reelected.

As soon as we have our own houses
in order regarding allegiance to the
Constitution, we can turn our atten
tion to those people in government
who want to continue spending our
tax money, regulating our lives, and
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seducing other segments of society
with their programs of government
aid. Having a profound understand
ing of the Constitution, we can judge
how well our elected and appointed
officials are living up to their oath
of office.

Sometimes it is possible to detect
hostility toward the Constitution
simply by knowing what govern
ment officials say in speeches, inter
views, press conferences, or by the
written word. More important, how
ever, are their voting records and
daily actions in office. Can your own
Congressman and Senators answer
a truthful ttl do" to the oath .of of
fice?

Do you solemnly swear that you
will support and defend the Consti
tution of the United States against
all enemies, foreign and domestic;
that you will bear true faith and al
legiance to the same; that you take
this obligation freely, without any
mental reservation or purpose ofeva-

sion; and that you will well and
faithfully discharge the duties of the
office on which you are about to enter:
So help you God?

Politicians come and go. New Con
gresses are sworn in as our political
process carries on year by year. New
administrations take over, and new
Cabinets are appointed. Regardless
of who our elected and appointed of
ficials are-whether they be defend
ers or betrayers of the Constitu
tion-the tasks before us always
remain the same. We are to compre
hend the meaning of the Constitu
tion and uphold it by accepting re
sponsibility for planning our own
lives. Once our own allegiance to the
Constitution is firm and true, we
can scrutinize our government offi
cials with Thomas Jefferson's wis
dom in mind:

ttIn questions of power let no more
be heard of confidence in man, but
bind him down from mischief by the
chains of the Constitution." i

IDEAS ON

LIBERTY

Thomas Babington Macaulay

OUR RULERS will best promote the improvement of the people by
strictly confining themselves to their own legitimate duties-by leav
ing capital to find its most lucrative course, commodities their fair
price, industry and intelligence their natural reward, idleness and
folly their natural punishment"-by maintaining peace, by defending
property, by diminishing the price of law, and by observing strict
economy in every department of the state. Let the government do
this-the people will assuredly do the rest.
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Planning
for

Freedom
((Supply side economics" is the cur
rent rage. In essence, it is simply J.
B. Say's old ((law of markets" re
stated. What the supply-siders are
saying is that production must come
before consumption, which is a
truism. But, looking at economics as
a totality, the processes of produc
tion and consumption are a seam
less web. The funds laid out for pro
duction~wages, raw material pur
chases, interest, dividends----consti
tute the buying power that eventu
ally clears the market. The effort to
whip up an ((effective demand" by is
suing paper tokens unrelated to pro
duction is supererogatory, and re
sults in inflation as the extra
((money" joins the chase for the given
supply of goods.

There can, of course, be an over
production of some things in rela
tion to what consumers actually
want at a given price. This means
that the workings of Say's Law will
be ragged as enterprisers correct for
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their mistakes in judgment. But this
does not change the fact that com
modities are paid for ultimately by
other commodities, often at chang
ing ratios. Money plays an interme
diary role. The important thing is to
avoid public policies that keep en
terprisers from bringing an expand
ing supply of goods into being in the
cheapest possible way.

This is what the supply-siders are
now saying in Washington as they
look for tax policies that will offer
the least discouragement to busi
ness. But it is an ancient wisdom.
Ludwig von Mises was talking ((sup-
ply" as long ago as 1950 when he
published his remarkable essay,
((Lord Keynes and Say's Law," in The
Freeman. I remember reading the
essay in a board of editors' meeting
in great excitement. My wonder now
is that this happened thirty years
ago.

The essay subsequently went into
a Mises collection, Planning for
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Freedom, an expanded fourth edi
tion of which is now available. Four
new essays have been added to the
original thirteen, and the book also
includes other extra dividends.
There are Murray Rothbard's study,
ttThe Essential von Mises," which
places its subject in the Austrian
School tradition, and separate sa
lutes to Mises by Henry Hazlitt,
Gottfried Haberler and Albert Hu
nold.

New Chapters by Mises

The four new essays, all of them
vintage Mises, are ttThe Gold Prob
lem," ttCapital Supply and American
Prosperity," ttLiberty and its Anti
thesis," and ttMy Contributions to
Economic Theory." In ttThe Gold
Problem," printed in The Freeman
in 1965, Mises made the accurate
prediction that the American Trea
sury would continue to lose gold if
deficit spending did not stop. Amer
icans, of course, were forbidden to
own gold in 1965, but foreigners
could legally draw it out from what
had once been its American haven.

In the essay on ttCapital Supply
and American Prosperity" Mises
kept hammering at a thesis that has
only recently caught the attention
of a Congress that has finally been
brought to admit that capital gains
taxes are self-defeating. Long ago,
from his vantage points in Vienna
and Geneva, Mises could see that
America was the most prosperous

nation in the world because ttits per
head quota of capital invested" was
higher than elsewhere.

Coming to this country to escape
Hitler, Mises was appalled at the
way we were deserting our own wis
dom. His ttCapital Supply" essay was
written in 1952. It constituted a
warning that if the federal govern
ment continued to prevent capital
accumulation by its tax policies and
its inflationary spending, our pro
ductivity would decline and our
standard of living would suffer ac
cordingly.

Planning for Freedom by Lud
wig von Mises. Expanded fourth
edition, 280 pages, paperback.
Published by Libertarian Press,
~ O. Box 218, South Holland,
Illinois 60473. Also available
from The Foundation for Eco
nomic Education, Inc., Irving
ton-on-Hudson, New York
10533. Price: $6.00.

Mises did not make the mistake of
attributing our traditional prosper
ity to the physical resources of the
American continent. He said ttcapi
tal is more plentiful in America than
it is in other countries because up to
now the institutions and laws of the
United States put fewer obstacles in
the way of big-scale capital accu
mulation than did those foreign
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countries." Morality, too, had some
thing to do with it. ((The climate of
opinion in which capitalism could
thrive," said Mises, Hwas character
ized by the moral approbation of the
individual citizen's eagerness to pro
vide for his own and his family's fu
ture. Thrift was appreciated as a
virtue no less beneficial to the indi
vidual saver himself than to all other
people."

In his ((My Contributions. to Econ
omic Theory" Mises correctly cites
his Socialism, which dates back to
the early Nineteen Twenties. What
Mises proved in that book was that
Han economic system, where there is
no private· ownership of the means
of production, could not find any cri
terion for determining the values of
factors of production and therefore
could not calculate." Socialism, in
short, flies blind.

Mises was never impressed by
economic models that depend on the
manipulation of past statistics,
which inevitably ignore the capacity
of individuals to change ground in
their future choices. ((In the liber
tarian system," so Mises wrote in
((Liberty and its Antithesis," ((every
individual is a moral person, that is,
he is free to choose and to act and is
responsible for his conduct ... Where
the authoritarian system is fully es
tablished, as was for instance the
case in the empire of the Inca in pre
Columbian America, the subjects are
merely in a zoological sense human;

virtually they are deprived of their
specifically human faculty of choos
ing and acting and are not account
able for their conduct."

Beware Econometric Models

Whether he wrote in German or
in English, Mises always had a
magnificent verbal felicity. Like
others of the Austrian School, Mises
knew mathematics but was not im
pressed by any economic methodol
ogy that (to quote Murray Roth
bard) ((all but crowded out language
or verbal logic from economic.the
ory." Mises thought mathematical
equations were only useful in de
scribing a never-never land of ((gen
eral equilibrium."

Rothbard, in his explanation of
Mises' distrust of mathematics, says
that ((no one has ever discovered a
single quantitative constant in
human behavior, and no one is ever
likely to, given the freedom of will
inherent in every individual." The
human development of high-speed
computers has led to supposedly so
phisticated econometric models.
Alas for the usefulness of these
models, the lack of confirmable con
stants to feed into them has made
for a sorry record of econometric
forecasting.

Relying on verbal logic and his
analytical study of business-cycle
theory, Mises correctly predicted the
coming of the Great Depression
when Irving Fisher, for example, was
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proclaiming a uNew Era" of indefi
nite prosperity based on the manip
ulation of governmental central
banks. There is an odd contradiction
involved here. Mises knew that bad
mistakes would accompany a wild
credit boom. This is a ~~constant" fac
tor in a credit cycle. But, since the
mistakes are individual and show
up only in retrospect, they can't be
~~timed" for computer use. That is
why the econometrist's supposed
precision should give way to the
Austrian School's sheer common
sense. i

THE GOLD CLAUSE: WHAT IT IS
AND HOW TO USE IT PROFITABLY
edited by Henry Mark Holzer
(Books In Focus, Inc., 160 E. 38 St., Suite
31B, New York, N.V: 10016)
381 pages. $19.95 cloth

Reviewed by John A. Sparks, Associate
Professor of History and Director of the
Institute on Public Policy and Private En
terprise at Grove City College in Penn
sylvania

LAw PROFESSOR Henry Mark Holzer
has compiled an anthology of impor
tant articles about the legal stand
ing of gold clauses in private and
public contracts. A gold clause is the
contractual requirement that a debt
be repaid in a specified quantity of
gold or in an amount of currency

equal to that quantity of gold. Gold
clauses existed at least as far back
as the latter middle ages, and though
their formulation has differed from
age to age, they have been used for
one reason only-to protect con
tracting parties against debase
ment ofcoin or currency by the state.

The book points out the signifi
cant difference between the Legal
Tender Cases (1871) and the Gold
Clause Cases (1935). The 1871 Cases
did not rule out the use of gold
clauses in private contracts, al
though they did uphold the issuance
of Civil War greenbacks as consti
tutional; gold clauses continued to
appear in all long-term contracts and
obligations, as well as in many
shorter term agreements. The real
damage done to sound money by the
legal tender decisions was not ap
parent until 1935 when they were
relied upon by the U.S. Supreme
Court to uphold the Congressional
resolution prohibiting gold clauses
in contracts, private and public.

Readers interested in the Consti
tutional protections for hard money
will gain much from reading chap
ter 5 which contains the anti-gold
clause analysis of Angus D. Mac
Lean who had the primary respon
sibility for the government's brief in
the Gold Clause Cases, as well as
Associate Justice James C. Mc
Reynold's short, but penetrating
dissent .which includes his now fa
mous exclamation: ~~The Constitu-
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tion as many of us have understood
it, the instrument that has meant
so much to us, is gone."

Holzer's last chapters take up, in
turn, the revival of gold ownership
in 1974, and the relegalization of
gold clauses in 1977. But, a trouble
some question remains. Why, if gold
clauses are now legal once again,
are citizens not generally making
use of them to avoid the ravages of
inflation?

Holzer provides one legal answer
to that question. Long-term loan
contracts which require the bor
rower who repays in paper currency
to repay more ofthe cheaper dollars,
may violate state usury laws even
where there has been a waiver of
the defense of usury in advance.
Holzer suggests a way that such a
problem can be overcome by draft
ing a clause which states that ~~a

given number of ounces of gold (ei
ther bullion or coins) of a certain
fineness is being loaned and that ex
actly the same weight and· fineness
will be repaid."

In just forty-seven years, igno
rance of gold clauses and the gold
standard has become widespread.
But, perhaps, the financial necessi
ties of this Age of Inflation and the
rebirth of knowledge about gold
clauses, to which Professor Holzer
has made such an important contri
bution, may revive these old con
tractual barriers to monetary tyr
ann~ ,

FARM AND FOOD POLICY
Issues of the 1980s
by Don Paarlberg
(University of Nebraska Press, 901 North
17th Street, Lincoln, Nebraska 68588) 1980
338 pages. $16.50 coth

Reviewed by Richard w: Wilcke, Presi
dent of the Council for a Competitive
Economy, Washington, D. C.

AMERICAN agriculture has always
been an enigma for those advocat
ing a free-market economy. Farmers
and ranchers are steeped in a long
tradition of supply and demand, re
spect for private property, and fierce
independence. Yet the ever-present
prejudices toward small, family
owned farms has rendered agricul
turists helplessly susceptible to all
kinds of institutionalist theories and
perfect-competition models.

As a result, since World War I the
public policy of American agricul
ture has remained continuously and
increasingly interventionist even as
farmers have tried to retain their
independence. Through the USDA,
the federal government underwrites
most agricultural policy research,
directs most agricultural economics,
and pays much of the salary burden
of land-grant university specialists
and local extension agents.

Either by accident or by grand de
sign, likely the latter, what has re
sulted has been a widespread and ef-
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fective major network of avidly non
partisan and avowedly nonideologi
cal apologists. and defenders of gov
ernment's ubiquity. It should not be
surprising that agricultural policy
debates are narrow. Nor should it
surprise anyone that outspoken
champions of laissez faire are few
and far between.

For some three or four decades,
Don Paarlberg, professor emeritus
of agricultural economics at Purdue
University, has been a welcome and
somewhat lonely exception to the
rule. From his first writings while
still getting his doctorate at Cornell
to his latest book, he has been a be
liever in a market-oriented agricul
tural sector in the U.S. economy.

His Farm and Food Policy at
tempts to paint a broad picture of
the policy options open to U.S. poli
cymakers during the decade just
getting started. In the most reason
able and conciliatory tone, Professor
Paarlberg leads readers to logical,
usually market-:-oriented, conclu
sions. From his Washington experi
ence in the USDA and as an advisor
to President Eisenhower, he retains
an acute awareness of political pres
sures and the role of special,;,interest
groups. The groups taking interest
in·farm and food policy are not lim
ited to farmers.

While some students of economic
freedom, this reviewer among them,
might have preferred a more
straightforward and less compro-

mising defense of the free market,
Professor Paarlberg's book is a wel
come addition to the shelves of books
now dealing with food policy. Per
haps, by a balanced and comprehen
sive view, Professor Paarlberghas
helped to inject· more reason and
less prejudice into farm policy de
bates. ,

THOSE GASOLINE LINES AND
HOW THEY GOT THERE
by H. A. Merklein and William P. Murchi
son, Jr.
(The Fisher Institute, 6350 LBJ Freeway,
Suite 183E, Dallas, Texas 75240)
129 pages. $5.95 paperback

Reviewed by Brian Summers

STANDING in a gas line can be a frus
trating experience. But because most
Americans didn't understand what
caused the long lines of 1973-74 and
1979, they directed their anger at
the wrong people.

The blamed the oil companies. But
oil companies don't earn profits by
holding prices below market-clear
ing levels. And they don't .make
money by allocating gasoline to rural
areas while supplies in the cities are
drying up.

The federal government does these
things. It took government inter
vention to disrupt the flow of gaso
line and create the maddening lines.
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Now that the' Department of En
ergy has relaxed its controls over
the pump price of gasoline, supply
and demand are again in approxi
mate balance, and the lines have
disappeared. However, Merklein and
Murchison show, our basic energy
problems persist. The Department
of Energy continues to discourage
natural gas exploration by control
ling the wellhead price. The same
holds for crude oil. On top of this,
Congress has imposed a cCwindfall

profits" tax (actually an excise tax)
on the oil companies.

These misguided policies are a po
litical response to the misdirected
anger of the American people. When
the public understands the causes of
our energy problems, these policies
will be changed. Those Gasoline
Lines and How They Got There, a
well written, carefully documented
analysis of the energy crisis, is an
excellent place to begin that under
standing. ,
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John A. Pugsley

REGULATION

EVERY major industry in the world,
including food, commodities, hous
ing, transportation, medicine, en
ergy, and money, is regulated at al
most every level of government. Just
listing the regulations pertaining to
any single industry would take vol
umes.

In the field of finance, the govern
ment regulates (among other things)
the amount of interest each type of
financial company can pay on loans,
the amount that can be charged for
loans, the way interest must be dis
closed to borrowers, where finance
companies can open offices, what
their advertisements can and can
not say, what types of securities can
be issued, what must be and what
cannot be said about securities, who
can sell them, and how the sellers
can be compensated for their sales.

In the field of medicine, the gov
ernment regulates (among other
things) who can practice medicine,
what schools can teach medicine,
what courses are to be taught, what
types of medicine are acceptable,
where doctors can practice, what
prescriptions are allowed, what
drugs can be sold, under what con
ditions drugs can be sold, who can
sell them, what education is re
quired for those who sell them, in
many cases what can be charged for
them, who can manufacture them,
and what can be said about them in
advertisements.

In the field of transportation, gov
ernment determines (among other
things) who can operate airlines,
buses, taxicabs, and railroads, what
equipment is acceptable, how often
equipment must be serviced, the

707
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timetable of service, where passen
gers can be taken, who can operate
the equipment, how much can be
charged, what attendants must tell
passengers, how passengers must
behave while being transported, and
how much can be carried aboard the
transporting vehicle.

In the transporting of goods, gov
ernment regulates (among other
things) the amount that can be
shipped· by different types of carri
ers, what routes carriers can take,
how much each carrier can carry,
what hours drivers and pilots can
operate, what carriers can charge,
who can operate transport equip
ment, how old operators must be,
and what training and experience
they must have.

Of course, food is perhaps the big
gest industry of all, and certainly
the most highly regulated. Take the
case of a simple hamburger. A study
by Colorado State University iden
tified over 41,000 state and federal
regulations that apply to this com
mon sandwich. These regulations
apply to everything from the graz
ing of beef cattle to the assembly of
the burger at your local fast food
outlet.

This is a small sample. Mountains
of regulations suffocate every field
of human endeavor, from medicine
to manufacturing, from construc
tion to energy. The government is
out to protect us-from ourselves.
How did politicians and bureaucrats

become so concerned about our well
being?

The Source of Regulation

On the surface, the government's
regulation of business appears to be
a genuine attempt at consumer pro
tection. The regulations are justi
fied on the grounds that they protect
us from greed, ensure open compe
tition in the marketplace, and pro
tect our domestic economy. While
there is a growing feeling that many
government regulations are stifling
business because of the inefficiency
of the bureaucracy, still, almost ev
eryone is for them in principle. But
that is a part of every good sting.
The victim must be totally con
vinced that he is benefiting even as
he is being robbed.

The only reason individuals take
action is because they believe they
will get something they want by
taking that action. People, in gen
eral, are not altruists. Yet it would
seem that there must be some self
sacrificing individuals who are will
ing to devote their lives to designing
regulations to protect us from greedy
businessmen who would sell us
shoddy or dangerous products. After
all, how could a politician benefit
from supporting business regula
tion? It must be that he has a genu
ine concern for the safety and well
being of the public. Otherwise, why
would he work so hard to pass so
many laws regulating business?
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It's simple. Politicians who sup
port business regulation are not
doing so because of deep-seated con
cern for public safety-they are
merely meeting the demands of lob
byists who are hired and paid by
businessmen. With only a few excep
tions, the entire body of government
regulations applying to business in
the world today was designed and
created by the very businessmen who
are being regulated. These are self
imposed restrictions. However, do
not think for a moment that these
businessmen are altruists. These
regulations are not aimed at them;
they are aimed at you. Business reg
ulation is the cleverest of all meth
ods ever devised for taking money
from you without your knowledge.

Sound far-fetched? Of course it
does. We have been programmed our
entire lives to believe that the gov
ernment acts in the interest of the
individual. We believe it is one giant
consumer protection agency. In fact,
it is nothing of the kind. It is one
giant agency programmed to protect
the business interests of established
firms at the expense of the individ
ual consumer.

Confidence Games Designed to
Curb Competition

In real life, there are three ways
that a businessman can limit his
competition and thus gain your
business by default: first, he can get
the government to prevent the com-

petitor from offering products at all;
second, he can get the government
to force the competitor to raise his
price; and third, he can get the gov
ernment to force his competitors'
costs up, thus indirectly forcing up
the price.

All three of these methods are
widespread confidence games that
have been around for centuries. By
getting government to limit the in
troduction of competitive products
into the marketplace, any business
man can set his own prices for the
same products much higher and you
will buy from him without suspect
ing that he has forced you to do so.

If you still question this analysis,
examine the evidence. Take some
time and research the records re
garding which individuals lobbied
for regulations, designed the regu
lations, and reported violations of
the regulations. Time after time,
you'll find that it was not wounded
consumers who were responsible, but
businesses already active in the
market. Established airlines lob
bied for creation of a Civil Aeronau
tics Board, volunteered to draft reg
ulations governing airlines, and then
screamed when deregulation was
mentioned. Established banks lob
bied for establishment of the Fed
eral Reserve. Established trucking
firms demanded regulation of inter
state trucking; established shipping
firms demanded regulation of ocean
freight; established railroads de-
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manded regulation of the rails. Es
tablished firms do not like competi
tion. It threatens to take away their
customers, and lower their profits.
Free enterprise is a fine concept
when a businessman wants to com
plain about government interfer
ence. in his own affairs, but when
competition threatens his markets,
he is quick to point the political guns
at his adversary.

When the entrenched firms suc
ceed in getting the government to
regulate their industry, you, the
consumer, are the loser. You are not
protected by these regulations; you
are denied the chance to buy the
product of someone who might have
been willing to offer you a lower
price or a different quality. You are
deprived of your chance to set your
own values on goods.

Conclusion: Intervention Lowers
the Standard of Living

Price controls, wage controls, anti
trust laws, professional licensing
laws, minimum wage laws, immi
gration laws, tariffs, and all other
forms of personal and business reg
ulation result from the attempt by
one individual to limit 'your ability
to spend your money with whomever
you choose, or to sell your property
at whatever price you choose.

These laws are justified on the
grounds that people are somehow
injured because the individual who
owns goods or services is asking too

high a price for them. If you catch a
fish, how is someone else injured if
you set a price he thinks is too high?
Why is someone else's opinion better
than yours as to what price you
should sell it for? Whose fish is it,
anyway? Does it belong to you, who
caught it, or another individual who
wants it, or to all the other individ
uals who make up society?

When the majority of individuals
in a society try to enforce their claim
on the production of others through
the legal process, they are guaran
teeing that their society will have a
lower standard of living than if they
honor each person's right to enjoy
and set his own value on the fruits
of his labor. The standard of living
of any nation is directly proportion
ate to the personal freedom enjoyed
in that nation. The people of China
and India are not poor because they
are stupid; they are not poor be
cause they lack natural resources;
they are not poor because they lack
modern industrial tools. They are
poor because they have lived for dec
ades under social systems in which
the established, entrenched classes
are able to use law and custom to
control the production, price, and
sale of all goods and services
produced. By removing the ability
of individuals to benefit from inge
nuity and hard work, they have de
stroyed the incentive of individuals
to produce and save. Without sav-

. ings, there is no capital for the cre-
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ation and improvement of the tools
of production, and without tools
there is only poverty.

Legalized plunder destroys the
standard of living of any nation be
cause it attempts to violate all of the
economic laws that are an immuta
ble part of human nature. Legalized
plunder has strangled China, India,
and most of the rest of the socialist
or communist world. It is the reason
for their abysmally low productiv
ity, and the subsistence-level exis
tence of their cItizens.

By the same token, the people of
the United States are not rich be
cause of any special intelligence,
natural resources, or work habits.
We are rich because for the first 150
years after the founding of the na
tion individuals were allowed nearly
total freedom to produce and control

the products of their labor. This
freedom encouraged individuals to
develop habits of hard work and
thrift, and to apply their intelli
gence to the natural resources in
order to create the wealth of this na
tion. As one person after another
discovered that government is a
willing agent that will plunder oth
ers on request, plunder has grown
and the rewards of production have
fallen. Thus, the freedom that cre
ated the nation withers, and so does
your standard of living. ,

This essay is a condensation of a
chapter, reprinted by permission,
from Mr. Pugsley's latest book, The
Alpha Strategy. The book is avail
able from The Common Sense
Press, Inc., Costa Mesa, California
92627, $13.95.

IDEAS ON

LIBERTY

Regulation of American Business

UNLESS the pronounced trend toward more and more regulation ofmore
and more matters involved in the daily conduct ofbusiness can be halted,
it is questionable whether American business can retain the necessary
freedom ofdecision and action to meet the challenges which lie directly
ahead. Ifwe sit by and permit theincreasing encirclement ofbusiness by
bureaucratic regulation, we cannot in all common sense continue to ex
pect the fruits ofa vitally-needed expanding economy.

As a nation we are at this moment faced with tremendous responsibil
ities,both to our own people and to the entire free world beyond. They
can never be met without the creative contributions of a dYnamiceco
nomic sector, yet we stand in danger of witnessing American business
being little by little painted into a corner so small that it leaves hardly
enough room in which to turn around.

JOHN E. SWEARINGEN, from an address, February 28, 1962



Clarence B. Carson

Organizing
Government
Employees

UNIONIZATION of government em
ployees is the ultimate in unioniza
tion. It is the embodiment of the
ideal toward which unionism is bent.
That ideal, or aim, has been ob
scured by the quasi-religious ideol
ogy within which unions operate.
The bent of unionism is to monopo
lize the available labor supply in an
industry and to eliminate all com
peting laborers. By so doing, it can
raise the price of labor-in wages,
working conditions, and fringe ben
efits. But labor unions are ever being
thwarted, or at least restrained, in
private industry.

They are restrained by the fact
that most private businesses do not
have a monopoly. There are compet-

Dr. Carson has written and taught extensively, spe
cializing In American Intellectual history. He Is a fre
quent contributor to The Freeman.
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itors, both domestic and foreign, in
the making and sale of most
products. Even if every current pro
ducer in an industry is organized
within the United States, there
would still be the problem of foreign
competition. Moreover, if union de
mands go beyond a certain point
there is nothing to keep others from
going into business with non-union
workers. True, a new business might
itself be organized, but that could be
a never-ending process. There is the
problem, too, of the elasticity of de
mand for most goods, which means
that if the good in one industry is
priced very high because of labor
costs customers will shift to other
goods. For example, if coal gets too
expensive, people may shift to gas,
kerosene,- electricity, or wood for
heating. Much of this actually hap-
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pened after World War II when the
United Mine Workers drove the price
of coal so high.

A Prime Target

Public utilities represent nearly
as good a target for unionization as
does government. They usually have
a monopoly for providing their par
ticular services in an area. But there
are still economic and political re
straints on what they can pay. The
demand for most goods and services
provided by public utilities is not in
elastic. Substitutions can be and are
made. For example, when the price
ofelectricity rose precipitately a few
years ago, many people shifted to
gas and other fuels for heating. Most
people do consider some residual
amount of electricity a necessity, so
that at some point far below current
use the demand for electricity may
be very nearly inelastic. There is yet
another economic restraint. Public
utilities are generally privately
owned and operated in the hope of
profit. That places some restraint on
what unions can effectively de
mand. On top of this, government
controls prices that can be charged,
placing limits, at any particular
time, on what can be paid to labor.
Thus, public utilities approach the
ideal for unionization but fall short
of it.

By contrast, there is very little
economic restraint upon govern
ment which would hinder unions in

attaining their goals. As one book
puts it:

Governm.ent is a growth industry that
receives little competition from other
industries; in fact, it is usually the sole
dispenser of the goods and ~ervices it
offers the public. Therefore, govern
ment is not faced with the market com
petition that characterizes the private
sector of the economy. Consumers have
no choice in the purchase of most gov
ernment products. Usually they are re
quired by law to pay for government
services through taxes, regardless of
whether they use the services. Price in
creases are passed along in the form of
higher taxes, without fear of losing cus
tomers. 1

Even when government offers ser
vices similar to those which are of
fered privately it rarely, ifever, com
petes on equal terms. The monopoly
power is waiting in the wings, and
the tax base is there to backstop its
efforts. A good example is govern
ment activity in providing educa
tional services. While use of the
public schools is voluntary, .school
attendance is compulsory for chil
dren. But a private school has to
compete on highly disadvantageous
terms. Schools run by governments
do not charge tuition but are fi
nanced with tax monies. Parents
who do not send children to public
school still have to pay the taxes,
plus whatever it may cost to send
them to private schools. Private col
leges are usually at a great disad
vantage in what they must charge
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compared with state subsidized col
leges. The tendency of government
is to extend its monopoly character
to whatever enterprise it enters.

Monopoly Leverage

The union thrust to organization
of government employees is a move
to get leverage over a tax-based mo
nopoly. It is a move to control the
labor supply to government and thus
to achieve union ends restrained only
by political power and the limits of
productivity within a nation. The
political activities of unions sug
gest, also, that they work to remove
what restraint to their goals there
is in political power.

It may well be that labor unions
in moving to organize government
employees are sawing off the limb
on which they sit. There should be
no doubt they have moved into dan
gerous territory when they set the
stage for power contests with gov
ernment, a point which will be elab
orated later. They have already re
moved much of their ideological
cover by organizing government em
ployees.

Union ideology was abstracted
largely from nineteenth century· so
cialist theory. It borrowed from so
cialist theory not only the notion
that laborers could not get their just
reward in the market but also the
class struggle thesis. This thesis is
essential to the classic position of
labor unions. That is, unions claim

to be acting for «labor," or, in other
words, the working class. On this
thesis, labor is engaged in a strug
gle with capita1.2 Virtually, all the
general public sympathy for unions
as well as their intellectual justifi
cation depends on the acceptance of
this thesis. Remove it, and labor
unions are exposed for what they
are: organizations of some workers
to exclude other workers, organiza
tions seeking to benefit at the ex
pense of others, and organized to use
coercion to achieve their ends.

A Roundabout Way to
the Class Struggle Concept

It is exceedingly difficult, if not
impossible, to read the class strug
gle thesis into the organization of
government employees. After all,
government is not ((capital." It is not
a profit making organization, and it
can hardly benefit financially by
taking from the workers their
(share" of the proceeds. To my
knowledge, there is no economic
theory, or even pseudo-economic
theory, such as that of Karl Marx,
which attempts to demonstrate that
government profits by «(exploiting"
labor. As for such .notions as the
alienation of the worker from the
product of his labor by government,
there is hardly any way of conceiv
ing what could be meant. Is the
postman being ((alienated" from the
product of his labor when he deliv
ers the mail? That will not compute,
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as a space program robot used to
say.

or course, the class struggle the
sis has long since been muted in the
labor union vernacular. Most labor
union leaders do not avow an ex
plicit socialism, and, while they can
not slough off the class conflict en
tirely, they can and do smother it in
euphemisms, such as collective bar
gaining, democracy, private sector,
and public sector. They have kept
the term ((labor," but the adversary
has become ((management."

This last development was partic
ularly important to unions in their
move to organize government em
ployees. Government is not ((capi
tal," or even analogous to capital,
but it does have something analo
gous to management in private in
dustr~ That is, governments do have
heads of departments, bureaus,
agencies, and so on. These do direct
the employment of personnel in a
fashion similar to which managers
in business do. While there are dif
ferences between the president of a
company, say, and a superintendent
of education, they are analogous at
least in that they are in some fash
ion in charge of personnel. They are
alike, too, in that they may become
the focus of grievances which may
arise from the people over whom
they exercise control.

In any case, a major thrust to the
unionization of government employ
ees got under way in the 1960s.

There had been considerable orga
nization already, but ((During the
1960s the number of public employ
ees who belonged to unions and as
sociations more than doubled, in
creasing from a little over 1 million
in 1960 to 2.2 million in 1968."3 The
most dramatic increase occurred in
the organization of teachers. Prior
to 1960 very few teachers had be
longed to unions. While many teach
ers belonged to professional associ
ations these were not union-like at
that time. As trade unions began to
gain inroads in the teaching fields,
the character of the older teacher
associations began to change. All
this is reflected in the great increase
in teachers covered by collective
bargaining agreements in the 1960s.
ttWhile virtually no teachers were
covered by collective bargaining
agreements as of the 1961-1962
school year, a survey by the Na
tional Education Association ...
during the 1966-67 school year found
1,531 separate collective bargaining
agreements covering 609,034 teach
ers. By the 1970-1971 school year
these figures had increased to 3,522
collective bargaining agreements
covering 1,337,146 teachers...."4

The thrust to unionization of gov
ernment employees continued apace
into the 1970s.

Increased unionization of public
employees was accompanied by the
use ofunion tactics, particularly the
strike, against government. For ex-
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ample, one writer describes city em
ployee strikes in 1966 this way:

It was prophetic that the strike of
35,000 transit workers which paralyzed
New York City twelve days began on
New Year's Day, 1966. It marked the be
ginning of a year in which many strikes
by public employees occurred across the
nation. There were strikes by policemen
in- Detroit, firefighters in Atlanta, and
teachers in New Orleans, Philadelphia,
and Newark. Elsewhere, other city em
ployees who worked on golf courses, in
tax and public works departments, in
sewer disposal plants, on ferry boats,
and in public zoos went on strike. 5

Government Empowers Unions

Three developments in govern
ment preceded and accompanied the
unionization of government employ
ees and set the stage for it.

Chronologically, the first major
development was the government
empowerment of labor unions. The
United States government empow
ered unions to organize and use var
ious tactics on private employers in
the 1930s. The central piece of leg
islation by which this was accom
plished was the Wagner or National
Labor Relations Act passed in 1935.
Thereafter, it became incumbent on
employers in the private realm to
recognize and treat with unions who
had the support of a majority of their
workers. Collective bargaining was
made mandatory to the extent that
it was an unfair labor practice not
to bargain in ~~good faith" with such

a union. In short, the federal gov
ernment imposed labor unions on
many employers.

In and of itself this development
gave no necessary opening for the
unionization of government employ
ees. Of course, unionists might have
argued that what was sauce for the
goose was also sauce for the gander,
but the government gander was
having none of this at the time. The
distinction between government and
private business had been well es
tablished. Moreover, as already
pointed out, union ideology provided
only a justification (or argument)
for contesting with private capital.

The second development did pro
vide an opening, however, within the
framework of government empower
ment of and encouragement to
unionization. What happened re
suIted in the blurring of the distinc
tion between private and public.
(Indeed, the government empower
ment of unions was a step in that
direction.) It was a single develop
ment with at least two dimensions.
One dimension was a rapid and sus
tained increase of government em
ployees. The other was government
provision of many services that had
hitherto been provided privately or
involved large governments much
less directly.

Government employment has ex
panded greatly in the past half cen
tury. As one writer put it, ~~Govern

ment employment has been rising
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in absolute terms and as a percent
age of the total civilian labor force.
Between 1940 and 1967 the number
of government employees has more
than tripled...." In 1940, govern
ment employees constituted 6.5 per
cent of the total employed. By 1968,
the figure had risen to 15.6 per cent.6

Equally as or more important,
governments were performing more
and more services, many of which
were similar in kind and character
to those provided by private busi
ness. Probably subway, street rail
way, and city bus systems afford the
most striking example of this devel
opment. Since World War II more
and more of the public transporta
tion systems have been taken over
by city governments. In many in
stances, workers on these systems
were already unionized. The unions
would have to be suppressed or rec
ognized.

At the Federal level, the Tennes
see Valley Authority shows the
character of the problem. The TVA
was almost from its inception en
gaged in producing and distributing
electricity. In the course of time, it
was using the various means of gen
eration, and, in so doing, its employ
ees were performing functions in
distinguishable from those in the
private power industry.

State governments, too, engage in
undertakings which are similar to
those of private industry. A goodly
number of states own and operate

liquor stores. All states have a hand
in the operation of school systems.
The following are examples of other
sorts of state activities:

The state of New York has long main
tained a system of barge canals 525
miles in length, which it operates at
public expense.... Harbor facilities at
ocean ports-wharves, docks, ware
houses and the like-are usually owned
by state governments. At New Orleans
a State Board of Port Commissioners
... operates grain elevators, coffee ter
minals, banana conveyors, cranes, der
ricks, a belt-line railway, a canal, and a
free trade zone. . . . Multipurpose proj
ects including the generation and sale
of hydroelectric power have been con
structed by state governments in Ne
braska, Oklahoma, Texas, and South
Carolina. The people of Nebraska are
served exclusively by public-owned
electrical utilities."7

As one writer puts it, ttMore ex
tensive examination of the various
types of government activity would
multiply the examples of the man
ner in which the functions which
public employees perform parallel,
supplement or compete with the ac
tivities of private undertakings."8

A History of Resistance
to Unionization

Even so, governments resisted
unionization for many years; in
deed, some of them still resist it in
certain of its aspects. President Roo
sevelt, who presided over the pro
motion of unionization of employees
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in private industry, opposed its ex
pansion into government. So did
most states well into the 1960s.
Aside from the fact that government
is not capital, there is a well defined
rationale for not permitting govern
ment employees to unionize or, at
least, to use many of the union tac
tics. It has been stated this way:

When an American accepts employ
ment on a public payroll he knowingly
or unknowingly accepts certain special
conditions which have been judged ne
cesary by a combination of legislative,
executive, and judicial decisions. Al
though the nature of his task, the con
tent of his workday, and the extent of
his responsibility may vary little or not
at all from that of an employee in the
private sector, the mere fact that his
employment ispublic alters his working
conditions. He is afforded certain spe
cial benefits or protections-civil ser
vice, tenure, assurance against arbi
trary dismissal, nondiscriminatory
selection in hiring, promoting and re
ceiving training-and he must accept
certain obligations and restrictions
rigid pay schedules, fixed qualification
standards, employment investigations,
security and classification limitations,
and, in some cases, prohibitions against
political activity and restrictions on his
freedom to deny his service.9

The above was not written as an
argument against the unionization
ofgovernment employees, but it does
state clearly the special status of
those who work for government. It
provided a basis, too, for opposition
to unionization.

Major Change of Policy
The third major development was

a major shift in government policy
toward unionization. From opposi
tion to it, the federal government
moved toward active approval. In
1962, President John R Kennedy is
sued an executive order which de
clared that it was the right of Fed
eral employees to join unions. 10 In
1968, the United States Court ofAp
peals for the Seventh Circuit held
that it was the right of individuals
under the First Amendment to form
and join unions. 11 This and subse
quent court rulings have generally
taken .from state and local govern
ments the authority to prevent the
unionization of employees.

Some union tactics are still pro
scribed by governments. For exam
ple, the Postal Reorganization Act of
1970 ttprohibits strikes, outlaws any
form of union security other than
the voluntary checkoff ofunion dues,
and requires fact-finding and, ifnec
essary, binding arbitration of collec
tive bargaining impasses."12 Most
states prohibit their employees to
strike, but a few permit it for cer
tain categories of workers. 13

This is the background, then, to
the thrust to organization by gov
ernment employees. Although there
are other questions that could be
asked, some of them important, I
would like to restrict my discussion
largely to attempting to answer two
questions. First, who are govern-
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ment employees organized against?
Second, what does the unionization
of government employees portend?

Organized Against the People
On the surface, government em

ployees who organize into unions are
organized against the management
within government. Or, to state it
more bluntly, it could be held that
such unions are organized against
governments. One difficulty with
this conception is that governments
in the United States do not have an
independent existence. They are
agents or representatives of the peo
ple. Thus to be organized against
government is to be organized
against the people. So far as it goes,
this way·of conceiving the matter is
valid.

But it. is more complex than that.
When unions succeed in getting an
agreement they actually align the
government with themselves, and
both .are in some measure pitted
against others in the .population.
When the government is resisting
union demands, it is performing its
role of representing the whole pop
ulace. It is when the agreement has
been reached that government is
thereafter aligned with the union
against the rest of the populace.

The e~planation of these state
ments depends mainly on grasping
that in certain .essential features
unions ofgovernment employees are
like unions of private employees.

Most opponents of the unionization
of government employees have fo
cused upon differences between gov
ernment and busin~ssas employers.
There are differences, some of which
have been noted and a most crucial
one which will be taken up below,
but most of the differences are of de
gree rather than of kind.

Unions are unions whether they
are composed of government or pri
vate employees. Moreover, the im
pact of union tactics reaches out to
affect the population generally in
both cases. If unions receive higher
wages from private employers, they
are generally paid by consumers.
(However, unless private businesses
have a monopoly, or all are orga
nized, there may be some ameliora
tion for the consumer.) If unions
receive higher .wages from gov
ernment, the difference is paid by
taxpayers or consumers, or both.

The central point I wish to make,
however, is this. Unions of private
employees are not simply or most
basically organized against employ
ers. They are organized to exclude
from employment those who would
work for lower wages or other bene
fits. They are most basically orga
nized against other would-be work
ers. Beyond that, they are organized
against competing providers of ser
vices or·goods, and consumers gen
erally. When an employer enters into
an agreement with a union, he tac
itly, and, on some matters, explicitly,
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agrees to act with the union against
all the others. This is true whether
the employer is private or govern
mental.

A Contest for Power

Most of the fears about the union
ization of government employees
have focused on what happens when
government resists union demands.
Indeed, it is a fearful prospect. What
would happen when union coercive
tactics are pitted against govern
ment power? It could easily become
civil war on some scale. Or, govern
ment might be unable to perform its
most essential functions, such as
providing police and maintaining
order. Governments also generally
perform numerous· other services,
such as garbage collection, whose
interruption would cause great in
convenience and dangers. There is
the specter, too, of the dangers in
herent in any organized challenge
to governmental authority.

When governments moved to rec
ognize unions of their employees,
they also generally acted to allay
these fears. They have placed re
strictions on the activities of unions.
The most general restriction has
been the prohibition against strikes
of public employees. The ineffective
ness of such prohibitions is now no
torious. As one writer put it, it does
no good ((merely to outlaw strikes of
government employees by legisla
tion or to impose harsh penalties

which management may find diffi
cult to invoke...."14

This should not have come as any
great surprise. Unions have long re
lied upon the strike as their major
means of getting what they want.
As Jack Barbash said some years
ago: uThe strike is the union's major
sanction in bargaining with employ
ers. Approximate bargaining equal
ity can be achieved only if the union
is in a position to exercise an effec
tive choice between working or not
working, and the strike is thecollec
tive act of refusing to work."15

Jimmy Hoffa stated the case for
the necessity of the strike in less el
egant terms in discussions with an
other union leader: U (You know how
it is in the trade union movement,
Sid,' he said, ~unless you can show
the boss you have the strength
to knock his brains in he won't
yield.' "16 The union man to whom
these words were addressed said
himself that ~~in the final analysis
the issue was settled by power
whether the union had the muscle
to close down the operation and keep
it closed, or whether the company
could take a long strike without
pain."17 While these latter remarks
were made vis a vis strikes versus
private employers, the evidence thus
far suggests that unionists are in
tent on applying the practices to
government as employer as well.

Rather than outlawing strikes,
one student of the subject suggests
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that ~~such unfavorable .working con
ditions as might provoke strike ac
tion must be avoided and· adequate
machinery must be created to pre
vent and remove employment prob
lems at their source."18 The most
basic objection to this approach lies
in what might well be involved ulti
mately if government set out to ccre
move employment problems at their
source." The ultimate source of em
ployment problems is that work is
onerous, inconvenient, and time
consuming. There is the problem,
,too, that compensation is never ad
equate to meet one's ·wants. It is
quite doubtful, then, that any gov
ernment would attempt to remove
the employment problems at their
source or that employees would press
quite that far. (They do press in that
direction by pushing for shorter
hours and earlier retirement.) Even
so, there are objections to be raised
to the proposals. It seems to me that
the author is suggesting that the
government anticipate the demands
and satisfy them· in advance of any
action. If it did so, it would, in the
ory, remove the occasion for the
union, a move hardly calculated to
please union leaders. More impor
tant, however, such solicitude for
employees would make government
servile to its employees.

More important still, it would
make the populace in general ser
vile to the requirements of govern
ment employees. This brings us to

the second point, namely, that once
government enters into an agree
ment with a union, it is aligned with
the union against the rest of the
populace. It is aligned with the union
by agreement to pay certain wages
which will be collected either
through taxation or monopoly
charges. It is aligned with the union
by conferring benefits which are a
charge to the public purse. It is
aligned with the union in denying
access to jobs except under condi
tions which the union has approved.
In short, during the term of the
agreement, the union and the gov
ernment have entered into a pact
with one another at the expense of
the general public.

A Possibility of Union Control
of Government

What lies at the end of this trail
is union control of government to its
own ends. This is not a prediction of
what will one day happen. Rather, it
is a live possibility which can be
surmised from what we do know.
There are contingencies which might
deflect unionism from this course,
but they are contingencies only.
Union goals and union tactics bend
unionism strongly toward control of
government policy.

Despite the claims of many union
ists over the years that they believe
in ~~pure and simple unionism," i.e.,
unionism with exclusively economic
goals within the system that exists,
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Dilution of Sovereignty
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THE full, supreme, and undiluted power to govern denoted by the term
sovereignty is at least as vital to the existence of secure and ordered
society today as it has ever been. There is no incompatibility between
governmental sovereignty and pluralism; on the contrary, pluralism prop
erly understood as meaning a proliferation of active voluntary associa
tions could no more survive· dilution of governmental sovereignty than
the personal freedom and security of single persons could. Not pluralism,
then, but feudalism and anarchy are incompatible with governmental
sovereignty. No sovereign government can survive the introduction of
private associations endowed with similar powers of· compulsion and
coercion. Still less can Sovereign government survive the internal dissi
pation of its power to govern which occurs when a competing private
association, armed with coercive power, draws to itself from the duly
authorized government the loyalties of the very persons through whom
that government must perforce perform its socially delegated functions.

SYLVESTER PETRO, Sovereignty and
Compulsory Public-Sector Bargaining

union leaders have a long history of
involvement in political affairs. They
have lobbied, taken public positions
on issues, sought to secure legisla
tion and to influence elections. Nor
have they restricted themselves to
what are thought of as primary
union concerns: they have ranged
over the· field from foreign policy to
social legislation.

We have become accustomed to
that much union involvement in
politics. But what portends with the
organization of government employ
ees belongs in a different dimension.
Union tactics provide the means of

bringing government to its knees
when the crucial employees have
been organized. If the police and
military·forces were organized, they
would be in position to extract from
those who governed what they
their leaders or a substantial num
ber of their members-wanted. The
threat alone of a strike, the estab
lishment of picket lines, the refusal
either to obey their superiors or to
allow replacements to be hired,
would ordinarily be sufficient to get
much of what they wanted. It is to
be remembered that when unions
contend it is a contest of strength
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with their adversaries. The strength
of the government would be largely
taken away in advance when the po
lice struck.

A Transfer of Loyalties

Unionism as an ideology and a
movement aims to wrest the loyalty
of the employees away from the em
ployers and vest it in the collective.
It tends also to invoke obedience to
the union leaders. This is so whether
the union is composed of employees
in private industry or in govern
ment. So far 8IS the unions succeed
in this effort they are apt to be dis
ruptive in private industry but sub
versive of government. After all,
government is entrusted with great
power, power which it can only wield
responsively and limitedly because
of the loyalty of the employe-es.

The reality in the United States
has usually been limited loyalty of
most union members to the union
and divided loyalties. It is this, fi
nally, that restrains union leaders.
The limited loyalty to unions that
has existed has been, in part at least,
due to conditions that prevailed be
fore governments aligned them
selves with unions. Government
limited the compulsive power of
unions; it gave to the union member
a measure of independence. That
condition still prevails to consider
able extent. But it is threatened by
the organization of government em
ployees. i
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Russell Shannon

IATROGENIC
GOVERNMENT

THIS past May, Mount St. Helens
erupted in the Pacific Northwest.
Almost simultaneously, at the other
extremity of our contiguous states
irate blacks erupted in violent dem
onstrations; 14 people perished and
many buildings burned. Although
the immediate cause was largely
local in nature, the underlying con
ditions in Miami so closely resemble
those in other urban cores that many
people predicted more widespread
death and devastation. Later events
in Orlando and Chattanooga proved
that these fears were not entirely
unfounded.

That our cities are sick is surely
no news to anyone who has seen
their graffiti-smeared ~tores and
garbage-strewn streets. The disease
is chronic, the decay corrosive. The
problems exceed the aesthetic: the
Idemoralizing effects on the urban
inhabitants defy denial.

Russell Shannon Is a professor In the Department of
Economics, College of Industrial Management and
Textile Science, Clemson University.
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Two needs seem especially ur
gent. We must (1) increase job oppor
tunities and (2) improve living con
ditions. To achieve these ends, many
public leaders insist on getting ad
ditional federal financial assistance.

But these two particular prob
lems have another, superior solu
tion, one that will relieve the fed
eral government from having to
butter up to cities just when Ameri
cans perceive a greater need for more
guns. It will also not place further
inflationary stress on our sadly ail
ing economy.

Instead of spending more, the gov
ernment could simply regulate less.
In fact, certain regulations intrude
catastrophically in both these
urgent areas.

One lethal regulation is the legal
minimum hourly wage. In January
1981 it rises to $3.35. Any worker
whose productivity is less than that
will no longer be worth hiring. Many
urban youths, lacking skills and ex
perience, could not get jobs at the
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previous mInImum wage. Those
willing to work for less are turned
away. Why exacerbate this problem?

If business firms were permitted
to pay less, they could provide ener
getic youths with an honest income
and spare them from aimlessly
roaming the streets. They could also
offer something ofeven greater value
than money-a sense of self-worth
and an opportunity to gain useful
skills and experience. Before long,

'the young workers' wages would
likely rise and they would be ea
gerly sought out elsewhere.

There is another regulation, local
in scope, which should also be re
pealed. That is rent control. Just as
minimum wages prevent companies
from providing jobs, so do maximum
rents discourage people from offer
ing living quarters.

Sure, rents may be ((too high" for
some people in some places. But if
that means landlords are raking in
lots of profit, then someone with en
trepreneurial drive (sometimes
known as greed) will come along
and build more apartments. As a re
sult, rents will fall. People will not
only have access to more places to
live, but also less rent to pay.

In fact, viewed in this light, gov
ernment is not the solution to some
of our most important problems.
Rather, it seems clear that, more
often than not, excessive govern
ment is actually the cause of them.

There is a medical term which ap-

plies here: ((iatrogenic." It refers to
sickness caused by the doctor. Last
February, for example, the Wall
Street Journal reported on a study
which, the Journal said, showed that
((mistakes by physicians are respon
sible for more than one-fourth of the
incidences of the leading cause of ill
ness and death among newborns."

latrogenic-a medical term
refers to sickness caused by the
doctor.

The term ((iatrogenic" need not
necessarily imply malign intent.
Doctors may well prescribe medi
cine by mistake or provide advice
which unexpectedly makes their pa
tients worse. But in either case, the
doctor's business is apt to expand.

Such behavior is not peculiar to
medicine, of course. Business firms
regularly strive to increase people's
dependency on them. After all, that's
the purpose of most advertising.

\
Should we really be surprIsed, then,
that government policies often turn
out to increase our need for govern
ment? Just like physicians, preach
ers, and the producers of Pontiacs,
Polaroids, and Poptarts, politicians
would like to expand the market for
their product.

We can observe the process at work
in the field of energy. To please the
public, politicians impose price con
trols on gas. But that causes short
ages: at such low prices, there's not
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enough to go around. How do we al
locate the gas? We must establish a
government agency to determine
who gets it!

Likewise, excess profit taxes de
prive oil companies of the funds and
incentives to discover new supplies
and develop novel sources. What do
we do? That's right! Establish a mas
sive federal funding program to fi
nance energy research. Iatrogenic
government rides again!

Perhaps it is in the realm of un
employment that the government's
iatrogenic inclinations are the most
devastating. The effect of the legal
minimum wage has already been
described. But that is only one of a
number of government policies
which have the effect of increasing
unemployment statistics.

Another is unemployment com
pensation. Certainly this program
provides important benevolent ef
fects by enabling workers who lose
their jobs, through no fault of their
own, to make ends meet for them
selves and their families. Yet this
compensation is often so generous
that it almost equals the workers'
net take-home pay when they are
actually employed. Thus, there is
little or no incentive to take a new
job, so search is prolonged, and the
unemployment statistics paint a
grim though somewhat misleading
picture.

The government's taxes also con-

tribute to unemployment, beyond the
fact that they may themselves be a
serious disincentive to work. Re
cently there have been numerous
reports about our large and growing
((underground" or ((subterranean"
economy. To avoid the growing bur
den of federal income and social se
curity taxes, more and more people
are working for cash so their income
will not be recorded or reported to
the Internal Revenue Service. At the
same time, however, in order to
qualify for welfare benefits, these
people may report themselves as
unemployed. Once more, the unem
ployment statistics may be miscon
strued.

All of these factors added to
gether have increased the nation's
reported unemployment rate to the
extent that many economists now
believ~ it is simply no longer possi
ble to reduce the unemployment rate
below 5.5 or 6 percent. Yet the govern
ment has a mandate, under the
Employment Act of 1946 and the
more recent Humphrey-Hawkins Act
of 1978, to provide ((full employ
ment"-which is presumed to imply
that only 3 or 4 percent of the labor
force is without jobs!

In short, various acts of Congress
have exacerbated chronic unem
ployment. At the same time, Con
gress has charged itself with heal
ing the sick patient. What does
Congress then prescribe? Massive
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doses of government training pro
grams (such as CETA) and even
more substantial expenditures to
provide jobs. As Paul Craig Roberts
pointed out in the Wall Street Jour
nal, «It is, after all, unemployment
that provides the rationale for defi
cit spending-Congress's (some-
thing for nothing' method of giving
handouts." And quite likely an
appreciative but unwitting elector
ate will gratefully return their bene
factors to office at the next
opportunity!

However, spending enormous
amounts of money will not assure
success. R. J. Reynolds has just
proven that. It recently withdrew
uReal" cigarettes from the market
after having spent an unprece
dented $40 million to convince peo
ple of their worth.

But whereas corporate advertis
ing at least has some prospect of
success, government employment
projects are almost surely doomed to
be a failure at increasing the total
number of jobs. Rather, they are
simply apt to appear successful
after all, we can see the people em
ployed by government-while ac
tually there is almost certain to be
a corresponding reduction of em
ployment in the private sector which
is hidden and unobserved. We should
not forget that the money the gov
ernment spends to provide jobs ei
ther comes directly from our pockets
(via taxes or borrowing) so that we

have less money to buy goods and
provide jobs, or else it results in an
excessive expansion of the money
supply which taxes us via inflation.

An exception to this rule is said to
occur during a recession, when gov
ernment spending may increase em
ployment. But the recessions ofboth
1974 and 1980 were brought about
by restrictive policies imposed by
government in an effort to reduce
inflation-which government itself
had caused. Once again, ((iatro
genic" is the appropriate inference.

Clearly, there is an important dif
ference here between persuasion of
the private sort and that applied by
government. We are not compelled
to buy what producers offer to sell.
If you suspect your doctor is making
you sick and lose your patience with
him, then he will lose his patient!

Not so with government! It makes
offers which we too often cannot
refuse. Its growth can put cancer to
shame. Only the stout resistance of
taxpayers and voters can stem its re
lentless tide. Unless we hold back, it
will end up by ravaging us all.

By comparison, the devastation in
Miami or at Mount St. Helens will
seem minuscule indeed. If this judg
ment seems harsh, just remember:
in the United States, government
has already (1) deprived some peo
ple of the right to earn a living and
(2) denied others a decent place to
live! i
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Individual Rights
and the
Police Power
of States

DOES the legal system of the United
States of America rest, as most peo
ple believe, mainly on the Constitu
tion including the Bill of Rights?
This is what we learn in high school
and college. Few of us pursue a rig
orous study of Constitutional law.
So we leave school believing that
the Constitution is the legal foun
dation of our system.

But this is only partly true. The
Constitution was not developed
enough initially to enable authori
ties to cope right off with the innu
merable disputes that can arise in
society. The country grew and com
plicated problems developed. The
need for complex answers grew as
Dr. Machan Is the author of Human Rights and Human
Liberties (Nelson Hall, 1975) and Is Senior Editor of
Reason magazine. He Is on leave from SUNY fre
donia and teaches at the University of Callfornla
Santa Barbara.
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well. One ready source for obtaining
them was English common law.

Common law, in simple terms, is
the body of enforcible rules and reg
ulations that grow out of local dis
putes. A body of common law, which
all countries have, outlasts most for
mal constitutions. The latter come
in frequent successions, based on the
change of political ideology. Com
mon law is mainly free of the exten
sive impact of ideologically moti
vated legal development. Common
law is the common sense of the law.
It tends to withstand grand theoret
ical changes, just as common sense
physics, which most of us know and
use in everyday life, does not fluc
tuate with the grand changes of
technical physical theory.

But there is an extremely danger
ous kicker here. Common sense in
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science sometimes is no more than
common prejudice. Common sense
isn't immune to myth and misun
derstanding. We form our ideas of
the world by relying on ordinary ex
periences as well as on folk myths,
so-called old wives' tales. The influ
ence of myth on common sense is
powerful and that's why common
sense needs to be kept in check by
good, updated theory. Even those of
us who worry little about the tech
nical ins and outs of the sciences,
medicine, and technology can make
use of a good dose of up-to-date in
formation in these fields. The inter
play between common sense and
good theory will presumably steer
us on a reasonably reliable course.

In law the story isn't very differ
ent. Common law is not simply pure,
innocent common sense. Sometimes
it embodies extensive injustice. Var
ious social systems leave their im
print on the common law. A syste
matically conceived constitution is
supposed to eradicate the injustices
from the common law whenever pos
sible. In the United States the Con
stitution is supposed to keep a check
on the common law by letting the
Supreme Court pass rulings now and
then. This helps purge the land of
leftover injustices from days gone
by. It tries to keep our system ofjus
tice less contaminated.

Whether the goal is actually ac
complished depends on whether the
constitutional system introduced

into a country is itself sound and
just. If the Founding Fathers did a
good job of forging the Constitution,
and if the justices of the Supreme
Court-and the various lower courts
which rule by reference to the Con
stitution-interpret the document
intelligently and with good will, the
system can make very good use of
the common law.

Resort to Common Law

Throughout the last decades, the
courts have come to rely heavily on
certain features of the common law
which stand in direct opposition to
our Constitutional tradition. In a
recent case, the United States Su
preme Court flatly rejected one im
portant element of the Bill of Rights
in favor of a feature of the common
law, namely, the police power. The
case involved a couple in Tiburon, a
beautiful small city north of San
Francisco, and their plans to build
on land they purchased. The city
government enacted an ordinance to
restrict the use of the land so as to
preserve open space. The court said
that the municipality did not violate
the property owner's rights in doing
so. In writing for a unanimous court,
Justice Lewis Powell said: ttThe or
dinances substantially advance the
legitimate governmental goal of dis
couraging premature and unneces
sary conversion of open space land
to urban uses and are proper exer
cises of the city's police power to pro-
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tect its residents from the ill effects
ofurbanization." (Agins ·et ux. v. City
ofTiburonJ .

Where does this legitimacy come
from? Not the U.S. Constitution but
the common law. The·Bill of Rights
does not legitimate such govern
mental paternalism but requires, in
the Fifth Amendment, that if pri
vate property is taken, just compen
sation must be made. The same
amendment states that no one may
~~be deprived of life, liberty, or prop
erty, without due process of law,"
something that means far more than
having some city officials decide that
one should not have the free use of
one's private property. Due process
of law requires the demonstration
that such use would violate some
one's rights-injure others.

The Feudal Tradition

In contrast, the concept of the po
lice power-accord~ng to Ernst
Freund, ~~the power ofpromoting the
public welfare by restraining and
regulating the use of liberty and
property"-is taken from English
feudal and later common law. It de
rives from the tradition wherein the
king (or the Star Chamber) is re
garded as responsible for ~~the mor
als, hygiene, and general well-being
of the realm" inasmuch as the king,
not individual citizens, own the
realm. Feudal society recognizes no
private property-all property be
longs to the state, to the govern-

ment, that is, to the Monarch. And
thus, it is the sovereign king who
must carry out the management of
the realm which he owns and gov
erns. The citizens must comply as
subjects.

Having partially accepted the va
lidity of the idea of the police power
from as long ago as the early 1800s,
the various courts of our country
have in fact tried to mix feudal with
republican constitutional law. But
these two are opposites, if not out
right contradictories. In feudal sys
tems the king is sovereign, the citi
zens mere subjects. But, in a
(constitutional) republic citizens are
sovereign, government their ser
vant. In feudal systems, due process
of law means doing what the king
commands, with some checks from
his court, more or less severe, de
pending upon the incursions of citi
zenship sovereignty within the sys
tem. In a republic, due process of
law means not intervening with the
actions of citizens unless it is dem
onstrated that some wrong was done
to someone or some considerable
danger exists which would require
the intervention.

Recent Interpretations

In our·day the idea of individual
sovereignty is no .longer widely em
braced. The Bill of Rights.is gradu
ally being abandoned by political
theorists and justices of the U.S. Su
preme Court alike, in favor of the
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virtual absolute sovereignty of mu
nicipalities, counties, states, and the
federal government. Citizens who
bought land in good faith, have their
land taken from them for public use,
without having been convicted of
any wrongdoing. The only due pro
cess invoked here is that of the feu
dal tradition.

Many people believe that the eco
logical and environmental con
sciousness of our times marks a pro
gressive turn in our country's
history; we leave the old behind and
introduce the new, the yet unheard
of, so as to cope with new problems.
What our legislators, city councils,
and now our Supreme Court have
actually done is to turn back the
clock to an entirely different-some
would have thought best forgotten
period of human history, namely,
feudalism.

Instead of relying on the principle
that a per~()n is innocent until
proven guilty, thus immune from
having his liberty infringed with
out such proof-including the lib
erty to do with his property as he
desires and to resist the desires of
others-the current idea is that
property is managed by the state,
the true sovereign, and individuals
must go for permission in order to
make use of it.

Even if the gradual revitalization
of the police power of various gov
ernments meant the emergence of
socialism, it would not amount to

progress toward some new era. So
cialism in practice is but a form of
feudalism, with the elite less at
tached to tradition and custom yet
still insistent on central manage
ment of the realm. The mixture of
constitutional and feudal law, how
ever, is taking our system toward
fascism.

It is in fascism that control of the
means of production is wrested from
individuals and corporations, while
title remains with the nominal own
ers. The burdens of shouldering the
responsibility involved in ownership
stay with these persons and organi
zations, while determination of use
and disposal of the fruits of produc
tion is assumed by the state. Social
ists and feudalists are more honest
than this-they reject private prop
erty outright. Fascists perpetrate a
grand fraud by pretending that citi
zens are sovereign in law respecting
their labor and capital.

Individual Rights Violated

Clearly there is an urgent need
for coping with the spillover effects
of the use of property, including the
use of land in urbanization. The legal
system ofa human community needs
to cope with the widespread possi
bility and reality of such spillovers.
But it is wrong to believe that gov
ernment regulation and usurpation
of private property is the means to
do this.

Not only does that approach vio-
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late individual rights, which is
grossly unjust by itself, but it is a
deadend. Professor Garrett Hardin
reminded us recently, in ((The Trag-
edy of the Commons" (Science, 162
(1968), pp. 124~48), of what Aris
totle demonstrated in his Politics
(Book II, Chapter 3), namely, that
((What is common to the greatest
number gets the least amount of
care. Men pay most attention to
what is their own: they care less for
what is common." This points up the
usefulness of the private property
system. But there is more. Numer
ous specialists in decision-theory,
including, first of all, Professor Ken
neth J. Arrow in his book Social
Choice and Individual Values (Yale
University Press, 1963, 2nd edi
tion), have determined that it is im
possible to have both a democratic
respect for everyone's interest and
rational collective planning. Not
only does the system ofprivate prop
erty respect. the rights of individu
als to the fruits of their labor and
good judgments; not only is this sys
tem a very useful device for manag
ing scarce resources in society; but
the alternative of public control
seems to be inherently irrational
as well. The police power of the
feudal age is, therefore, plainly
wrong for us.

Why did the police power have a
long and vital career? Because feu-

dal rule did not pretend to be demo
cratic-namely, respectful toward all
the individuals in the realm. The fu
tility of incorporating the police
power into republican constitu
tionaI law comes from no one really
wishing to give up the idea of gov
ernment as servant of the people.
Once that idea has been abandoned,
the plain truth is that decisions
made at the top will not be made for
the rest of the people but for those at
the top.

In Defense of Property

The only alternative left to this
dismal prospect of an outright dic
tatorship is the expansion of the pri
vate property system. It would ex
pand the power not of the police, as
it were, but of individuals, but only
within the relatively narrow realm
of each or the large but voluntarily
pooled realm of many (as in the do
main of corporate commerce). While
this alternative may appear to be
muddy and confusing, it is, as F. A.
Hayek has argued in his ((The Use
of Knowledge in Society" and ((The
Results of Human Action but not of
Human Design," far more rational
and intelligent than any centrally
organized management of the com
mons, proposed so vigorously by
today's followers of Platonic ideal
ism who place their faith in the
state. ,
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THE so-called energy crisis in the
United States is entwined with such
other issues as inflation, balance of
payments, national security, foreign
policy and the maintenance of indi
vidual freedom. And resolving these
other iss~s is critically tied to the
solution of the energy problem. Shall
we forfeit another large measure of
freedom, for instance, in the hope
for gasoline on Sunday at a price we
would prefer to that set by the mar
ket?

Unfortunately, it appears the die
has been cast. As we have done so
often in the past through our elected
leaders, we have chosen the route of
legislation, of regulation, of deci
sions ((made on high," of throwing
money at the problem, apparently
altogether unaware of the dismal
record of this process in the last
fifty years or so. It is a process which
has never demonstrated its useful
ness; lacking basis in sound princi
ple, it has no chance of truly solving
the so-called energy crisis. Our sit
uation demonstrates once again the
Mr. Dykes of Canton, Ohio is an energy consultant
and Chairman of Total Energy Management, Inc.
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EDICTS?

utter futility of such a course. If
there is no real shortage of energy
producing fuels, we are far along to
ward being regulated into one.

I am not as critical of our leaders
as I am of the rest of us for creating
the climate attractive to those who
would apply political measures to
problems much better solved by the
market. We create such leadership
by retreating from responsibility in
a mad rush for security. In other
words, we are continuing the course
which indicates a lack of faith in
free men. Free men made this coun
try great, and they did so through
their own decision making. Once
again, we must make our own deci
sions. So dramatic are the results of
that process that I have come to see
it as a law of the Cosmos. Individual
freedom invariably is the condition
in the society which shows real
progress.

Individual freedom may be de
fined as the unassailable, God-given
right for each individual to act as he
wishes so long as he does not inter
fere with the equal rights of others
to act as they wish. Note that in this

733



734 THE FREEMAN December

definition no one is given license to
interfere with his neighbor under
the guise of freedom.

A couple ofdecades or so ago, when
the welfare state was still debat
able, its proponents would say to an
advocate of freedom, ((Yes, but you
can't eat freedom." Today, the same
idea would be stated, ((Yes, but you
can't put freedom in the gas tank."
Such an argument tends to be con
vincing until one realizes, from a
careful study of history, that it is
only in those nations where freedom
has had a large measure of accep
tance that people have eaten well.
Turning the same idea to gasoline
a part of the energy problem-it can
be shown that an exorbitant price
per gallon of gasoline in Russia
would be unlikely to stir up a revo
lution because so few Russians own
cars. And if you have paid attention
to the pictures coming out of China,
why are all those people on bicycles?

Only through a change in atti
tudes at the grass roots in America
is it likely that any substantial
change in policy will occur. Time
may yet remain to reverse our
present course before the next big
crisis-whatever that may be
comes to lop away another portion
of our remaining freedom.

I have served recently in a lecture
series on the so-called energy crisis.
More than half of those who pre~

ceded me spoke disparagingly of
regulation. One speaker said he be-

lieved our problem started with the
1954 decision by the Supreme Court
which permitted the regulation of
the price of natural gas delivered
through interstate pipelines. Al
though I think our problem started
much earlier than that (I like the
year 1913) I am willing to start with
1954.

As soon as the regulated price of
natural gas was below the price a
free market would have set, two
things-at least two things-began
to happen. First, more and more gas
was consumed than would have been
the case with unregulated prices.
Second, fewer and fewer people were
interested in risking their money to
find more gas. Whatever else one
might say for price fixing, it is a
sure formula for a shortage.

I do not know to what extent· our
tax laws, our depreciation allow
ances, our control of prices, and the
like led to imported oil, but I do
know that at least we had oil. The
Saudis and the other OPEC nations
cannot use all their oil-they must
trade it for things they don't have.
Speaking from a purely selfish
standpoint, it makes more sense for
us to use their oil than our own. For
years we bought their low-priced oil
for dollars which were depreciating
in value in response to our domestic
inflationary process. It is no sur
prise that OPEC suppliers should
react, albeit over-react perhaps, to
our policies of inflation.
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We responded by continuing price
controls on our own petroleum
products, by reducing the depletion
allowance, and by following a phased
relaxation ofprice controls on petro
leum with what is euphemistically
called, ((a windfall profits tax." In
addition, it is now reported that
seven states are planning to enact
taxes specifically on petroleum pro
duction. These only can do harm. We
have enacted laws making it more
difficult to drill, have discouraged
the building of refineries wherever
and whenever they have been pro
posed and, in general, have treated
these prospective producers as if
they were scabs and scoundrels.
None of these seem like the things
we should be doing to increase pro
duction.

The process which made this
country great and rich and powerful
is not a deep mystery. It started with
a spiritual idea-that men should
be free to exercise their own powers
of decision so long as they did not
interfere with the equal rights of
others. Our Constitution and Bill of
Rights were a guarantee of such lib
erty. With such freedom to try, men
set about producing and building as
never before on the face of the earth.
Innovation and invention were ev
erywhere apparent. In the market
place, if a product became much
higher in price because ofshort sup
ply, then substitutes-usually bet
ter methods and products-were

found to take its place. And in those
times government was largely. re
stricted to keeping the peace.

Then, we set about making· true
the dire prophecy of Alexis de Toc
queville that democracy would fail
in America. In effect, he said that
when politicians found ways to
promise things to some voters at the
expense of others, this great and
noble experiment would fail. The
politicians have found a way; we
have been going the route of trans
fer payments and our future does
not look as rosy as it once did. But it
does not have to end that way. So
long as we can still express our opin
ions, there is the opportunity to re
store freedom and accept individual
responsibility for our lives.

For whatever reason,we do seem
to face an energy. shortage. It has
come about by edicts, unnatural
processes which interfere with the
free flow of energy-in this case,
human energy. We must again em
brace the time-tested process: follow
the natural law of individual free
dom, and these other things shall be
added. So let us remove controls, cut
taxes which inhibit enterprise, stop
inflation, reduce regulation. When
such restrictions are lifted or greatly
eased, then prices will ration scarce
resources, profits will direct invest
ments and losses will eliminate the
inefficient producers. The free mar
ket must replace edicts. This is the
formula for abundance. ,
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SWEDEN'S
WELFARE

STATE:
A Paradise Lost

THE SWEDISH WELFARE STATE was
initiated in 1932 and has long been
heralded the model of the middle
way. Seldom has there been so
unique an opportunity to judge
whether a vast socio-economic ex
periment' developed uninterrupt
edly for five decades under optimum
conditions, will work or not.

Whether it is correct to call Swe
den a socialist country depends on
the definition we use. If socialism
means government ownership of the
means of production, then Sweden
is not socialist. Perhaps not more
than a fourth of the means of pro
duction is in government hands, al
though that now includes all wharfs,
most communications, transport,
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forests and mines. I prefer to call
Sweden a Social Welfare State. The
creators of the Swedish Welfare State
in the 1930s were J.\tlarxists of sorts,
but they allowed a pragmatic atti
tude of gradualism to modify the
radical ideological demands of state
ownership. But if socialism means
control over the results of produc
tion, there is no doubt that Sweden
is a socialist nation; and the prime
means of government control over
the results of production is through
taxes-now the highest in the world
for the 8.3 million Swedish people.

Noted among the founders of the
Swedish Welfare State are Gunnar
and Alva Myrdal. In a book on
Swedish Population Policy written
in 1932 they stated: ((The Scandina-
vian countries, and particularly
Sweden, by historical accident, are
given the most advantageous set of
prerequisites for a bold experiment
in Social Democracy [social welfare
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state]. If it cannot successfully be
developed in Scandinavia, given by
historical chance quite exception
ally advantageous conditions, it
would probably not work out any
where else." These conditions in
clude an unbroken peace for 150
years, a nation completely un
scarred by two world wars, and with
an industry intact which could be
transformed from arms manufac
turing to manufacturing the goods
desperately needed by Sweden's war
torn neighbors. It is a tightly knit,
highly industrialized, remarkably
homogeneous country rich in raw
materials, including hydroelectric
power, huge forests and rich sources
of iron ore in the north.

From the 1930s through the 1960s
Sweden developed a new social wel
fare state, sometimes called the
Mixed Economy, containing both
elements of private ownership and
government control. That involved
retention of the basic manufactur
ing in private hands, but accom
panied by a taxation policy which
was to bring about a redistribution
and equalization of income. This was
to be accomplished through a vast
social welfare machine to insure
every Swede against practically
every exigency. The private and mu
nicipal. insurance programs were the
first to be integrated into a central
compulsory system even before the
Second World War. In the 1950s came
the integration of nearly all pension

plans into a compulsory government
administered system.

Taxes
To finance the elaborate womb to

tomb or cradle to grave welfare sys
tem requires a lot of money. And the
Swedish government has only the
revenue collected through taxes and
((social fees." Today no less than 64
per cent of the Gross National
Product goes to the public sector to
finance the system. From 50 to 60
per cent of the salary of a typical
industrial worker is taken in taxes.
But in addition to this basic income
tax, there is an additional 22.5 per
cent in value-added tax (VAT)-a
form of sales or excise tax on all
goods and services, including food
stuffs.

The Swedish Confederation of
Employers has given us a concrete
example of how the subsidy-taxa
tion distribution system works. Let
us say that a man with four children
and a wife not working, earns
$4,600; add to this the social subsi
dies to which he is entitled, and he
has an after tax actual income of
$14,000. But let us say that another
man with the same sized family
earned initially $23,000; after taxes,
and with little likelihood of subsi
dies, his income also would be
$14,000. Presumably the higher
earner is also the harder worker,
but what is the incentive in keeping
that up? Of course· this has a tre-
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mendous effect on productivity. It is
no longer worthwhile to work. The
difference, for example, in working
full time and working half time is a
mere $2,000 for the year, and a lot of
people are choosing more leisure in
stead. Professional people such as
doctors, dentists and lawyers sel
dom work more than five months a
year.

The situation for the private en
trepreneur is especially difficult.
What is not generally recognized is
that the employers' compulsory con
tribution toward employee benefits
is nothing but another form of pay
roll tax. This averages 40 per cent
on top of the salary which, of course,
means that the ctgovernment bite" of
the total wage is even higher than
the 50 to 60 per cent indicated. Many
small entrepreneurs, operating on a
tight profit margin, cannot afford
this additional burden, and face the
options of going out of business, dis
missing·employees, or cutting back
to a one-man operation.

Underground Economy

It is said that the only expanding
sector of the Swedish economy today
is that of the underground econ
omy-the secret sector. The burden
of reporting and paying a 22.5 per
cent sales tax has made it almost
common practice in Sweden to ask if
a transaction is to be Uwith or with
out receipt." It has been estimated
that as much as a third of the work

by painters, carpenters, mechanics
and the like is performed in the se
cret sector-untaxed. There does not
appear to be any way in which gov
ernment representatives can deter
mine and prosecute this growing
practice. Despite tremendous man
power resources (at least one third
of all in Sweden are working for
some form of government) they do
not have enough people to prevent
the secret sector from expanding.

Sweden is becoming a barter trade
society. And this barter trade takes
many forms. As a genealogist I
searched the ancestry of my dentist,
while he fixed my teeth. A plumber
friend of mine could decorate his
home with oil paintings in a deal
with an artist acquaintance. And so
on.

The malaise in the Swedish econ
omy is in no small part due to the
taxation policy which rewards indo
lence and.encourages illegality. Even
Gunnar Myrdal calls for new tax
legislation: ~~Swedish honesty has
been a source ofpride for me and my
generation. Today, however, 1 have
an uneasy feeling that, due to bad
tax laws, we are more and more be
coming a nation of cheats."

The Absent Worker

There are many other ways in
which the employed demonstrate
their unwillingness to continue
sharing the tax burdens of financ
ing the elaborate welfare state sys-
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tern. With an illness insurance sys
tem paying 90 per cent of wage
compensation, absenteeism is
spreading like some contagious dis
ease through the Swedish employ
ment sector. On any given day 10
per cent of Sweden's labor force is
absent. On Mondays and Fridays
absenteeism may reach 20 per cent.
At times the Volvo car manufactur
ing plant or the Kockum Wharf in
Malmo have recorded the absence of
25 per cent of the working force, and
this has also occurred in some hos
pitals. How can an economy stand
such loss of productivity? How can
an export-dependent economy com
pete in international markets
against new industrial nations such
as those of Asia whose workers per
form efficiently?

With each liberalization of the ill
ness insurance system in Sweden,
the increased ((absence due to ill
ness" has jumped-by as much as
four million working days in a year.
The employers' association desper
ately urges legislation which would
restore the three-day waiting period
before the insurance program takes
effect. This would remove the temp
tation for leaves of short duration
which often require no doctor's
statement.

Absences are not due to illness
alone. There are at least 12 different
reasons for ((excused absences" with
pay from the Swedish places of em
ployment. In a recent experiment, I

tried to phone ten persons at their
places of work and found only two of
them available and in their offices.
When I asked why they were absent,
I was given an indication of the
range of ((excused absences." One
man was taking advantage of the
law which encourages the man to
leave his place of employment to
take care of a child (freeing the
mother, presumably to enable her to
go to her employment). Another one
was said to be home caring for a sick
child. Another one was taking a
course in the Swedish language. Still
another one was taking a union-ad
ministered course in how to be ua
worker's representative" on a com
pany board. Still another was· ab
sent in order to take care of a docu
ment at a government agency. And
so on. These are not cases of absence
without pay. Either the employer
has to pay in full or the employee
gets compensated from one agency
or the other of government.

The Public Sector

To provide the funds for such an
elaborate system requires an im
mense bureaucracy, and the one
third of Sweden's work force which
some call the non-productive sector
must be paid. Today 64 per cent of
the total GNP goes to support the
public sector's increasing demands.
And they will keep on growing be
cause there is a cumulative effect to
these demands. The share of the
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GNP going into the public sector in
creased by 20 per cent between 1950
and 1980. When the first non-social
ist government since 1932 came into
power in 1976, some of the ground
swell support from the right thought
that some alterations would be made
in the social welfare system. No such
thing has happened. And the cost
indexing of various forms of subsi
dies will cause the problem to grow
as the inflation continues.

The idea of the welfare state gains
support from many quarters. The
state-owned radio and television
monopoly, for example, is required
by law to devote 40 per cent of its
programming to ((informative" pro
grams and these often take the form
of propaganda for and about various
social welfare measures. Advertise
ments in newspapers and on vehi
cles proclaim: ((Did you know that
you don't have to be married to get
a housing allowance?" ((If you're 18
years old you may still qualify." The
result is an increased degree of uti
lization' and a peculiar interpreta
tion which defines Sweden's high
living standard by the· increase in
the number of persons living ((on the
dole."

The Budget Deficits

Sweden's national budget reveals
the increasing burdens of the public
sector on the national exchequer.
And the budget also reveals, through
its deficits, the inability of Sweden

to finance these increases. The defi
cits grew from 649 million crowns in
1960 to 50.2 billion crowns in 1980.
Much of the budget today consists of
transfer payments, currently about
40 per cent. These consist of reve
nue-sharing to local governments,
transfer payments to families, and
subsidies to ailing industries, the
last of which amounted to 7 per cent
of the budget in 1978. In view of the
failure by Swedish industry to com
pete for the reasons mentioned
above, many enterprises are failing,
especially in shipping and in the
textile and shoe industries.

Inasmuch as the labor unions are
still very strong (and Sweden has
more of its labor force unionized than
any other country) there are always
pressures for the government to bail
out ailing industries in order to
maintain employment. This is done
by various forms of subsidies, all of
which are also subject to some mis
use. The government has thus be
come increasingly involved in pro
ducing items which cannot be sold,
and for which there is no market ei
ther at home or abroad.

The Real Face of Unemployment

It is necessary to turn to the un
employment situation to under
stand the current Swedish economic
problems. Full employment has al
ways been high among the goals of
Swedish planners. But the govern
ment has been forced 'to take exten-
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sive measures of intervention in the
labor market. For years government
spokesmen have maintained the fic
tion that Swedish unemployment is
among the world's lowest. Such sta
tistics can only be maintained if the
real extent of unemployment or
under-employment is hidden.

Dr. Sven Rydenfelt has exposed
the myth of full employment in a
number of articles in Sweden and
abroad. He points out that there is
an official figure of 2 per cent un
employment, or 94,000 of a work
force of 4.1 million (half Sweden's
population). However, WPA types of
~~make work" employed 3 per cent in
education or public work schemes.
Investigations reveal that 25 per
cent of the college students in Swe-
den are there simply because they
cannot get work, or a further 2 per
cent. Then there is an additional
90,000 who have asked for ~~early re
tirement" because they want to pro
vide work to someone else, another
2 per cent. Finally, there is the 2 per
cent employed in industries which
are not economically viable, but
which continue to hire workers only
because of government subsidies. Dr.
Rydenfelt concludes: ~~If these items
are added we find a total of 11 per
cent unemployed, a share which bet
ter reflects the realities of the Swed
ish labor market than the official re
ports." While the work force in
private manufacturing was reduced
by 100,000 in the five-year period

1975-1980, it is significant that em
ployment in the public sector rose
by 250,000 during that same period.

Conclusions: A Welfare
Society in Trouble

The Swedish Welfare State faces
deep problems· today. Many Swedes
were jolted into some awareness of
the depth of the crises during the
General Strike in May 1980. Curt
Nicolin, chairman of the board of
the Swedish Employers' Associa
tion, said in 1979: ~~It is high time
we comprehend that we are under
severe threat ... we, like sleep
walkers, have moved straight into
an economic crisis so serious that we
must count upon ·social unrest and
the loss of freedom for most of us."
Certainly the strike and lockout,
and the further extension of the con
flict by the Longshoremen's Union,
are part of this social unrest. But
there are many other indications,
which are apparent for those who
study the moral effects of the present
crises in Sweden's welfare state.

In the economic sense, it is impor
tant to realize the limitations in the
nature of the welfare state itself.
Feeding upon itself, it is slated for
extinction. The German Marxist
Jiirgen Habermas defined the di
lemma in these words: ~~The division
of labor between the state and the
private sector that forms the basis
for the Swedish model, requires that
a continually increasing share of the
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national product be transferred to
the public sector. Technical and eco
nomic changes must be accom
panied by enormous public invest
ments in orderto insure the stability
of the society. There is a point where
a dislocation in the social structure
caused by the free play of the mar
ket forces, becomes so great that the
people are no longer willi.ng to pay
the price of the necessary remedies.
The demand for security remains,
but the desire of each person to con
tribute to the cost of this security
diminishes. The welfare society then
faces a crisis of confidence."

Those who seek to find the causes
of the Swedish welfare-state malaise
too often treat the symptoms not the
cause. In some cases they prescribe
medicines, like ineffectual nos
trums, that long ago proved wrong.
While they seek in international
economic developments the bete rwire
behind the failure of the ((Swedish
Model" they are unable to question
the Swedish welfare state itself, or
any other welfare state. It is, of
course, no longer just an ((economic

Clarence Manion

problem." The interdependence of
economic and moral crises are well
documented, not the least in the case
of Sweden. At a time like this, it is
worthwhile to recall the wisdom of
a man who still speaks with a voice
of authority to a living generation,
Wilhelm Roepke:

((The desire for security, while in
itself natural and legitimate, can
become an obsession which ulti
mately must be paid for by the loss
of freedom and human dignity
whether people realize it or not. In
the end, it is clear that whoever is
prepared to pay this price is left nei
ther with freedom and dignity nor
with security, for there can be no se
curity without freedom and protec
tion from arbitrary power. To this
exorbitant price must be added an
other . . . namely, the steady dimi
nution of the value of money.· Surely,
every single one of us must then re
alize that security is one of those
things which recede further and
further away the more unres
trainedly and violently we desire
it." (A Humane Economy, p. 172) i

IDEAS ON

LIBERTY

WITHOUT the wide diversification of talents, taste, abilities, and ambi
tions that now and always exist among men, Society could neither feed
nor clothe itself. It is consequently a wise provision of Providence that
causes the perpetuation ofendless variety in the desires and capabilities
ofhuman beings. Sparked with personal liberty and the natural personal
incentive to own property and advance economically, this conglomera
tion of inequality synchronizes into a great engine for the sustenance
and progress ofmankind.



Jess Raley

HIT or RUN

IT doesn't happen often but on rare
occasions one may obtain a bit of
pertinent information from a news
cast. Last evening was one of those
occasions. I was watching the late
news, hoping to get the baseball
scores, when this person came on
(she was not one of the regular·news
team). She was protesting vigor
ously the Supreme Court's decision
to the effect that the general public
was not responsible for every woman
that happened to turn up pregnant
and, therefore, could not be forced to
pay for an abortion if the woman
elected to have one. (May I say here,
before anyone prepares to take sides,
that this piece is not about abortion
per se. I hope to leave that can of
worms for someone smart enough to
pinpoint the precise point in time
that an individual's inalienable right
to·life becomes effective.)

The person on the newscast stated
emphatically that the court's deci
sion stripped women of their consti
tutional right to have an abortion,
if they wanted one. I didn't even
know that the Constitution had ever

Mr. Raley is a free-lance author, speaker, philosopher
from Gadsden, Alabama.

granted to individuals the privilege
of having an abortion at public ex
pense. I did know, of course, that the
court had ruled, sometime in the·
not too distant past, that it was a
woman's prerogative to abort a child
she didn't want, but I had not even
suspected that the legal right to do
something carried with it an obli
gation on the general public to pick
up the tab. I wonder what John Mar
shall and the free men who worked
so diligently to hammer out that old
document would have said about
that.

My curiosity being aroused, I fol
lowed reaction to the court's deci
sion in the papers for a couple of
days. Consensus seemed to be that
the court's ruling would cost taxpay
ers quite a bit of money in the long
run since many children that might
have been aborted would have to be
fed, sheltered, clothed, educated, and
provided medical attention at public
expense-all in accord with their
constitutional rights, of course. I
wonder, quite often, where one could
obtain a specimen of this new con
stitution. Never having been privi
leged to see a copy I don't know ex-
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actly what it says, but hearing
people quote from it so often,. I can
tell that it is not the same document
old man Daniel Carroll and John
Rutledge put their signatures on.

When I talk with members of
Congress about this new interpre
tation of the Constitution they tell
me, when they attempt to answer at
all, that the legality of all these
things flows from the Preamble that
states the document was drafted, in
part, to insure domestic tranquility
and promote the general welfare.
When one takes time to consider
that anything the government gives
to one person must first be taken
from another, no firm ground re
mains from which a defense can be
mounted for the proposition that any
program of wealth redistribution is
good for the general welfare. Cer
tainly those on the receiving end
would be something more, or less,
than human if they failed to fight,
tooth and nail, to hold their position
at the public trough. But despite ap
parent consensus to the contrary of
our top-heavy bureaucracy, the peo
ple who work to produce the wealth
those freeloaders are fighting for are,
too, a part of the general public.

In the matter of domestic tran
quility, quite frankly, I had always
thought that if the powers that be
could keep people of different per
suasions from coming to blows, or
get them separated before too much
damage was done when they did get

together, that this item was being
properly attended.

As best I can tell from looking, lis
tening, and reading, a great many
Americans have been conned into
believing that anything an individ
ual is at liberty to do is a right guar
anteed to them by the Constitution
of these United States. More than
this it seems to be generally as
sumed that the public is bound by
that same document to pay, on de
mand, for the implementation of
these rights.

That our liberty flows from the
Constitution is a fallacy, of course,
since the concept of inalienable
rights referred to in the Preamble to
the Declaration of Independence was
accepted by the American people as
a fact long before the break with En
gland. After they gained indepen
dence the people soon realized that
a few of these rights would have to
be vested in a central government
strong enough to keep the peace at
home and, hopefully, protect the na
tion from foreign invasion. Actually
most of those inalienable rights so
zealously guarded by the people had
been vested in their respective state
governments for some time. There
fore, it was really the states, much
more than individuals, that contrib
uted enough of their sovereignty to
enable the federal government to
function.

Liberty, as referred to by the
founding fathers, presupposes a re-
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sponsible, self-sufficient body poli
tic. This fact is obvious since free
dom will not emerge, nor can it for
long abide, in a less desirable social
atmosphere. The only real reason
for laws in a society of free men is
the sad fact that each generation is
known to produce a few individuals
that are irresponsible and must be
ejected from their neighbor's store
house from time to time. When this
breed becomes a majority, or when
government gives them a key, there
is no longer a free society.

The people of these United States
have been bartering their liberty
for the proverbial bowl ofpottage for
so long that there are very few rights
left and the pottage is getting real
thin. Now the cities and states are
also coming to heel. Since revenue
sharing was introduced, most city
governments have added personnel
and expanded service beyond the ca
pacity of their tax base and from
time to time must go, hat in hand,
to the federal government for a
handout. Many congressmen keep
their seats by bragging about the
huge amount of other people's money
they have been able to channel into
their district and promising even
greater spoils in the future.

We read with agony of people in
other lands who are forced to submit
to programs of re-education so that
their thinking will be in accord with
a new ruler. But we largely fail to
grasp the sad fact that Americans

who were educated in the free mar
ket era must re-educate themselves
for survival under other terms and
conditions.

Thinking about the programs,
schemes, and plots government has
advanced to help people, cities and
states on one hand and all the rules,
regulations, restrictions and taxes
it has invoked to confuse and impede
on the other, I often recall my
grandfather's philosophy of life.
Reared during the Civil War period,
the old gent was largely uneducated
and a little on the rough side, but he
held firmly to one cliche that I have
come to appreciate more and more
with the passage of time. ((Son," he
would say, ttwhen a body comes
around wanting to do you a big favor,
for no good reason, or give you some
thing for nothing, hit him just as
hard as you can. If you see you can't
knock him down, run just as far and
as fast as you can. There be no other
way to hold your own with that
kind."

Reared with an educated, ver
bose, generation myself, I have often
found Granddad's philosophy very
difficult to advance or even defend.
But I do know this-he and his gen
eration passed the torch of freedom
to their progeny burning no less
brightly than when they received it
from their forefathers. More than
anything and everything else, I wish
that my grandchildren could say as
much for me and my generation. i



Ben Barker

~Ideas...
(noble and otherwise)

SINCE the dawn of recorded history,
man has conjectured as to the iden
tity of the most valuable commodity
on Earth. In recent years gold, sil
ver, platinum, raw land, improved
land, oil, race horses and a host of
other esoteric materials have vied
conspicuously for the title of Umost
valuable." But none of these items is
even a close second. The most po
tent, valuable and elusive commod
ity on Earth is a good idea. Ideas
move men and nations, change the
flow of history, and always spring
from the inspired mind of one man
or one woman.

Although men create ideas, they
understand them quite poorly and
have little comprehension of their
true value. Few, for instance, are
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able to conceptualize that all exist
ing major industries, institutions,
organizations and edifices began as
a single idea. Nations, both great
and small, owe their existence and
development to a complex fabric of
interacting ideas. Wherever there
are men, there are ideas--and where
there are noble men, there are noble
ideas.

In order to understand ideas, we
must begin with the dictionary def
inition:

1. a thought; mental conception or
image; notion

2. an opinion or belief;
3. a plan, scheme, intention;
4. a hazy perception, vague impres

sion, inkling'
(Webster's New World Dictionary, 1965)

What these definitions supply is
the commonly accepted usage of the
word. As we shall discover in this
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analysis, however, these concepts fall
far short of defining an idea. It is a
bit like believing that an acorn is an
oak tree. Ideas have life cycles and
merely begin as hazy perceptions,
mental conceptions or notions. Very
often they go no further but, in those
cases in which ideas move on, we
can discover their true value. The
search resembles the process of ore
mining: tons of dirt must be sifted
in order to turn up a few ounces or
pounds of the metal desired.

An apt analogy for an idea is a
plant. Its seed is borne upon the cos
mic wind, is sown within the mind
of man and either finds nourish
ment there or withers and dies. If it
is nurtured, it takes root and begins
to proliferate. Proliferation involves
penetrating the thoughts and minds
of others, growing there and even
tually becoming a part of accepted
reality. To this point, then, we have
looked at these steps in the life cycle
of an idea: implantation, germina
tion, proliferation and, finally,
growth. These steps are both se
quential and simultaneous.

One of the most poetic demonstra
tions of the process under consider
ation involves the idea of human
flight. Originally, a presumptuous
daydream mocked in ancient myth
ology, it found root in countless gen
erations of souls who met ridicule
and frustration as they tried vainly
to implement their dream. Eventu
ally, fixed-wing gliding flight was

discovered by a single anonymous
individual and spread horizontally.
Then a pair of bicycle mechanics
married that idea to two others: the
propeller and the internal combus
tion engine-and the airplane was
born.

The process of horizontal prolifer
ation continued and the airplane be
came part of accepted reality. Si
multaneously, vertical growth
occurred as more complex and pow
erful airplanes were built and more
men became involved in flying them.
Other idea marriages were con
ceived and implemented: airplanes
for mail delivery, group travel,
bombing, surveillance, and the like.
And an industry was born and grew
before our very eyes. So it was also
with oil, automobiles, radio, televi
sion, newspapers, computers.

Industrial Development
Depends upon Free Will

What too few realize is that this
entire process is dependent upon a
sensitive variable called free will. If
anyone idea or ideology becomes so
dominant in a social order that it
refuses to allow implementation,
germination or proliferation of other
ideologies, the result is stasis and
dissolution. In the Nazi Third Reich,
post-1917 Russia, and revolutionary
Red China, the dominant political
party took on the role of the arbiter
of the appropriateness of cultural
ideas. The consequence of such con-
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trol by a dominant ideology is al
ways predictable.

So, we see that in the latter stages
of development, an idea can become
very powerful and suppress other
ideologies. This is a type of malig
nant degeneration, much like can
cer in the body, and can occur no
matter how noble the idea at its in
ception. In a forest of giant red
woods, no other seedling has a
chance.

What seems to be remarkably
consistent in the degenerative stages
of ideologies is that their propo
nents gain control of the apparatus
of government, then use this mech
anism to suppress competing ideas.
Is there a way to prevent this pro
cess of idea growth and development
from going too far? Can an ideal me
dium for competing concepts be pre
served? Or are we all destined to
live through one era of malignant
degeneration after another?

It is quite possible that this was
precisely the set of problems that
those who framed the Constitution
and the Bill of Rights were working
on. They were indeed men ofwisdom
and prudence and it would be folly
to discard their valuable contribu
tion to civilization. Yet that is evi
dently what is going on in this era
ofgovernmentalism. We are now liv
ing in an epoch of malignant degen
eration of a once noble idea. That
idea was that the mechanism ofgov
ernment could be used to halt pov-

erty and to improve the lot of the
common man.

An Idea Gone Sour

Who knows how this idea was
born? Perhaps it came out of some
individual's translation of the in
tent of our own Constitution. It cer
tainly was stated plainly by Marx
as the intent of his Communist Rev
olution proposals. Brit has poverty
ended in the USSR or her satellite
nations? Is Cuba sailing into eco
nomic bliss under Castro? Has our
own ((war on poverty" succeeded?

The answers to these questions
are obvious. Both Soviet Russia and
socialist/capitalist America are
choking to death on an idea gone
sour-that government in and of it
self can improve the lot of man. It
cannot. Not by force of arms or with
countless billions of dollars. The lot
of man will improve only when and
if new ideas are allowed to compete
freely in the marketplace of mind
for growing space. The sweat-stained
bicycle mechanic must be free to di
vert his money and energy toward
his impossible dream before man can
fly. There is no other way.

That such a teeming marketplace
of competing ideas existed on the
American continent from 1750 to
1950 is the true secret of our explo
sive development in all areas during
that time span. Individual initia
tive, private property, free enter
prise-all of these are positive
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expressions that describe a missing
negative force.

That negative force can be created
and perpetuated by any ideology
grown so mighty that it prohibits by
coercive tactics the implantation,
germination or proliferation of other
ideas. It pre-empts the marketplace
much in the manner of out-of-con
trol weeds in a garden-and the
garden dies, taking the weeds with
it. Well, today's ideology of govern
ment-as-benefactor-to-mankind is
the out-of-control weed. It masquer
ades under many titles: liberalism,
environmentalism, humanism. But
they share a common variable: coer
cive restriction of others in the name
ofa cause.

ttFrom each according to his abil
ity, to each according to his need" is
an idea that appears to have skipped
across cultural lines and permeated
Russian, Asian and American socie
ties. It is at the heart of a collectiv
ist philosophy which conceptualizes
a mechanistic, scientific universe
and seems far from a noble idea. Yet
it is running wild, encouraging stat
ism and socialism, and stifling indi
viduality and creativity. The mass
man in the enmassed society is the
product of today's dominant ideol
ogy which appeals to popularity with
the crowd and to the longing to crush
that with which one disagrees. So
cialism and statism worship govern
ment as the embodiment of force.
Together with this obvious en-

thronement of the government ap
paratus itself is a pronounced ten
dency on the part of modern man to
imbue -bigness itself with magical
qualities. So we see the marriage of
diverse overgrown ideas to produce
not growth and development but
stasis and corruption. What chance
has liberty and self-realization in
such a repressive environment? More
a chance, possibly, than even the
most optimistic viewer can appre
ciate.

Associates in the field of behav
ioral analysis have assured me that
the United States government would
continue to debase the dollar until
it became worthless. That pattern
was in tune with historical prece
dent, they said; those in power abuse
that power until it destroys them.
Why, then, is our nation now in a
recession? Can it be that an invisi
ble hand independent of govern
ments is at work? Will the dollar
once again become a valuable cur
rency?

Signs of Regeneration

The idea churning away in my
own mind is that thinking Ameri
cans will join a silent revolution to
save our nation and our currency
before they are destroyed by our
blind leaders. That is what the tax
revolt is about. That is why conser
vatives are winning seat after seat
in local and national elections. A
new idea is taking root despite gov-
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ernment efforts to snuff it out. That
idea is that the individual does mat
ter, that truth and honesty are vir
tues of worth, that love, sacrifice
and concern can produce social or
ders that move toward greatness.

Freedom is the essence of a noble
idea. In the case of manned flight
discussed earlier, what if the rail
road and trucking industries had
used government coercion to halt
aircraft development? Most would
agree that such would have been a
reprehensive, counterproductive use
of power. Well, that's where the gov
ernment apparatus is today in more
fields than can be conceptualized.
Entrepreneurs, who are the most
fertile soil upon which new ideas
can be sown, are hamstrung by
countless regulations emanating
from our overgrown government
bureaucracies. These regulations are
conceived and enforced to ((protect
the public." What they most often
protect us from is progressive en
richment of our lives.

A Powerful Idea

Pessimists believe that big gov
ernment and big industry will al
ways retain their control and domi
nance over our lives. They may be
correct. On the other hand, freedom
does not always lose. In a recent
book entitled, World in the Grip of
an Idea (Arlington House, 1979),
Clarence B. Carson talked of a
teacher he admired: (~esus showed

us the true might of a lifestyle based
on God's laws, in this he was man
incarnate. Of the things of this world
he had none of any consequence. He
was born in a stable, in a trough
from which the animals ate. His
parents were people of low estate.
No organization ever set its seal of
approval upon him. He lamented the
fact that he was without honor even
in his own community. He became
an itinerant preacher and gathered
about him for support only twelve
men of uncertain loyalty.

((In all those things which a man
is supposed to have in order to make
an impact he had none. Men of au
thority suspected him of sedition.
The Sanhedrin condemned him and
turned him over to the civil author
ities of Rome to be tried. He was
then condemned by a throng of ac
cusers ...

((He had flung no challenges, bro
ken no laws, formed no revolution
ary party. But he had taught a way
of life which undermined the way of
the world. Organizations had to show
their power; numbers (the throngs)
had to intimidate else they must
yield; force must be triumphant. It
was not ... Where there were once
but twelve disciples, there are now
millions."

The idea of Christianity has had
its rough times since initially con
ceived. It has been twisted, cor
rupted, perverted and distorted
but it still prevails, for at its core is
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a message of love and freedom. It is
not necessary to be a Christian,
though, to understand that a gov
ernment which represses the
Christian religion may also be re
pressing other ideas of value. The
advocacy of atheism is as much a
state-endorsed religion today as was
the advocacy of sectarian Christi
anity in the early colonies. Neither
practice is consistent with freedom.

The Stifling of New Ideas
Is a Suicidal Practice

Our nation will recover from its
nosedive into international oblivion
when it discovers that stifling new
ideas is suicidal. The world is slip
ping into the maw of socialism/com
munism because our leaders have
adopted tactics indistinguishable
from those of the Soviets. Who is to
blame for this disaster? We are. Each
and everyone of us. We took free
dom so lightly that we forgot to
guard it. We lost ourselves in an era

Albert Schweitzer

of hedonistic abandonment and left
government to the petty and en
vious. It is time for a change.

Men of foresight and intelligence
who are scrambling for gold, silver
and land to protect themselves and
their families from an impending
social crisis at least recognize the
desperation of our times. Material
assets are but insurance against di
saster-the most reasonable course
is to prevent the disaster if possible.
It may be.

Sophisticated intellectuals who
today are making snide remarks
about the next ttstone age" may not
be around to even witness that un
pleasant evolutionary possibility.
Our nation is now in an era of tran
sition which will shake many major
institutions to their very founda
tions. The idea of freedom is again
blowing in the wind, germinating in
fertile minds, proliferating horizon
tally and growing vertically. It is a
noble idea. I)

IDEAS ON

LIBERTY

THE RENEWAL of civilization has nothing to do with movements which
bear the character ofexperiences of the crowd; these are never anything
but reactions to extended happenings. But civilization can only revive
when there shall come into being in a number of individuals a new tone
of mind independent of the one prevalent among the crowd and in oppo
sition to it, a tone of mind which will gradually win influence over the
collective one, and in the end determine its character. It is only an ethical
movement which can rescue us from the slough of barbarism, and the
ethical comes into existence only in individuals.



Willie E. Nelms

Winners
and

Losers

CRITICS of the free market are hard
to please. While they may applaud
the opportunities offered and praise
entrepreneurial effort, they frown
upon the person who gains success.
Charges of monopoly, price gouging,
and selfishness are leveled. Envy of
the competitor who succeeds in the
market leads to calls for higher tax
ation and confiscation of profits.
Many critics assume that the suc
cessful businessman must have
cheated in order to gain his reward.

Conversely, we find persons
equally critical of the leveling force
of the market which drives out of
business those who cannot compete.
This may have been the experience
of the critics themselves, or they
know friends who have failed in
business. And such a somber lesson
always raises cries about the cru
elty of capitalism and calls for
government subsidies for failing
ventures.

Mr. Nelms is a professional librarian in Virginia.
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In the final analysis, market crit
ics are satisfied with neither the op
portunities for success nor the pos
sibilities for failure. Instead, some
type of equilibrium is sought, where
all will be secure, where none can
fail. They ask, ~~Why must some
profit and others fail?" They call for
a system where opportunities for
great wealth may no longer exist,
but at least the possibilities for fail
ure will be eliminated.

It would be nice to live in a world
where no one fails. But a close anal
ysis reveals what a dull and impos
sible situation this alternative of
fers. 1f the chances for success and
failure are destroyed, the end of
progress and prosperity is inevita
ble. An examination of the market
process reveals the necessity for
profit and loss in a healthy society.

The incentive for profit and oppor
tunities for success encourage im
provements in life. This chance at
wealth is a strong attraction which
carries with it the possibility of loss.
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One is not available without the
other. In order to allow the maxi
mum degree of consumer satisfac
tion and productivity, people must
be free to succeed or fail. Protecting
us from ourselves will only inhibit
the satisfaction of all concerned.

Let's look at the profit incentive
for a moment. The prospect for
wealth encourages new people to
enter the market with new products
and new ideas. These entrepreneurs
consider the risks, often using all
their savings, and borrowed capital
as well, to begin an enterprise of
their own. Yet, they are willing to
take these chances for the opportu
nity of bettering themselves.

Even though the vast majority of
new ventures fail, the incentive for
profit still causes an increasing
number of people to compete in the
market. These businessmen offer
new products, new services, new
competition for the consumer's pat
ronage. The only way they can suc
ceed is by offering the consumer a
product for which he will willingly
trade other valuable resources.

The possibility for profit is the
reason that people like Henry Ford,
Cyrus McCormick, and Chester
Carlson risked .their own capital to
test new ideas in the market. With
out the profit motive, the world
might not have known the automo
bile, the grain reaper, or the inex
pensive photocopier. Taking away
the prospect for profit may soothe

someone's sense of envy, but it re
tards the development of new
products and diminishes consumer
satisfaction.

Another key feature of the profit
system is that it keeps producers
on their toes. Entrepreneurs are
constantly seeking new fields in
which they can maximize their prof
its. If they see a line of business
where profits are high, this is a key
for them to enter with a competing
product. In this manner, the market
encourages new competitors, which
tends to lower prices and to discour
age monopolies.

Our market critics often grant
that a «reasonable" profit is all right,
but that cCexcessive" earnings should
be taxed away and used to help the
less fortunate. In this argument,
they fail to see the real purpose of
profits. If a producer knows that his
earnings will be taxed away when
they exceed a certain level, he will
not strive to be more productive.

It should be clear that the profit
system is ofbenefit to everyone. Pro
ducers are given the chance to real
ize earnings, new goods are devel
oped, new jobs are created, and the
consumer gains a product suited
to his needs. Without this incentive,
why should anyone wish to risk
his time, labor and talent to enter
business?

But what about the other side of
the coin? Surely, something should
be done to prevent the thousands of
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business failures each year. Think of
the poor man who fails 'and is obliged
to sell out to a more successful com
petitor.

It is important to realize that the
market economy must be a profit
and loss system in order to function
effectively. The market insures that
those who meet the consumers' needs
will succeed. Competitors who do
not meet these needs will not be
able to continue in business very
long. This prospect of failure is a
stern reminder that efficiency and
productivity are required.. If failure
is not allowed, businessmen can be
come lackadaisical with the knowl
edge that they will not have to face
the consequences of their unproduc
tivity.

The· fact is that businesses fail
for many reasons-undercapitaliza
tion, poor management, inadequate
planning, just to name a few. The
market allows a means for the un
successful·competitor to liquidate his
business and to cut his losses. His
tory records many stories about peo
ple who failed in one area but were
able to realize success in other :fields.
The market afforded these jndivid
uais a means of selling their stock
and moving on to try their hand at
more productive ventures.

But why should someone benefit
at the cost of the poor businessman
who must sell out? In a market
economy, a person will trade only if
he believes it is in his best interest.

Thus, the man who goes out of busi
ness has the choice of continuing his
present line or selling his assets. If
he chooses the latter, it is because
he deems it to be in his bestinterest.
The buyer of his property is the one
person offering him the most attrac
tive deal.

The market provides signals for a
person to know when to expand or to
contract or to go into another :field.
If a business is consistently losing
money, this is a sign either to re
vamp the organization or to sell the
business. A person who ignores these
signals does so at his own risk; the
person who buys such a business
when it is offered for sale is actually
helping the loser cut his losses in
retiring from this segment of the
market.

The alternative to allowing busi
ness failure in the market is sub
sidy. We are all familiar with such
subsidies that have become a part of
the American scene over the years.
They require that people who are
productive and have met customers'
needs-plus consumers themselves
-must give part of what they have
earned to support the less produc
tivebusinessman. In this way, the
inevitable collapse of the subsidized
business is delayed, and the market
process is circumvented. Ultimately,
everyone pays for this inefficiency
with higher prices and a distortion
of the signals that the market is
sues.
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Whenever government steps in to
protect individuals from failure, it
hampers the working of the market
process. Instead of allowing the en
trepreneur to see that he must
change his practices to meet con
sumer needs, subsidies allow him to
dwell in a dream world, where fail
ure never comes.

In essence, what happens when
government enters the market is a
distortion of reality and the·.crea
tion of a vicious cycle. To insure that
no one fails, others must be ordered
to sacrifice the fruits of their labor.
To keep the productive from earning
their rewards, the incentive to cre
ate and develop new products-with
new jobs-is removed.

If our critics are concerned about
the plight of the small businessman,
they can best help by removing gov
ernment regulations which place an
oppressive burden on any small en
trepreneur. A variety of laws, from
building codes to zoning regula
tions, retard the ability of business
men to face the requirements of the
market.

The producer who risks his capi
tal and goes out to borrow from oth
ers to realize the goal of owning his
own business deserves better than
the present state of affairs. He gen
erates a product, for which people
are voluntarily willing to exchange
their own goods; he offers this at a
competitive price; he employs work
ers at a wage for which they are

willing to trade their labor; and he
adds to the overall wealth of his
community. In exchange, he is forced
to collect sales taxes, keep various
records for the government, observe
licensing requirements, and pay
taxes of differing degrees on his
earnings.

The profits earned are the seeds
from which progress grows. Profits
encourage efficiency of production
and the expansion of industry. Con
sumer needs are met as buyers are
allowed to purchase the goods they
wish in free exchange. Jobs are cre
ated, which help to meet the needs
of workers. All of this is possible
only through the workings of the
free market. Winston Churchill once
observed, UPrivate industry runs at
a profit and uses the profits to ex
pand producing capacity. Govern
ment industry runs at a loss, and
taxes the substance of the people to
pay for its inefficiency."

In reality, our critics who seek
equilibrium must understand that
such a state of affairs is both impos
sible and undesirable. Human na
ture dictates that we constantly
strive. The chance for profit must be
available as an incentive for men to
reach higher. Likewise, the market
records a loss for lack of productiv
ity and it affords the least painful
way for people to move from one
business to another. If profits are
not possible, we all lose; if failure is
not allowed, none of us can win. ,
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THE NEW CLASS?

THE late Richard Weaver, who wrote
a book to prove that ((i~eashave con
sequences," knew that the efficacy of
a concept often has nothing to do
with its truth.

To pick a most horrendous illus
tration, there is the Marxist theory
of the class war. The so-called di
alectic of the class struggle is re
sponsible for the Russian Revolu
tion, but if it hadn't been for Lenin's
professional mechanics of the arts of
incitement and propaganda Cagit
prop") the idea that the Russian pro
letariat was bound to take over
would never have become more than
a slogan exploited by a minority in
a St. Petersburg parliament.

Marx never intended to apply his
theory to backward agrarian socie
ties anyway. He elaborated it for the
industrial countries of the West. So
what happened? Instead of coming
to a revolutionary confrontation of
grasping capitalists and maddened
workers, the ((struggle" took an en
tirely different turn. As Eduard
756

Bernstein predicted in Germany,
workers became rich enough to con
stitute a lower middle class. To use
John F. Kennedy's figure, the rising
tide of affluence lifted all the boats.
The whole western society became
bourgeois; Labor Day became the
great middle class holiday, and May
Day was more or less forgotten.

Now, to fill the gap caused by the
failure of the Marxian idea of the
((final conflict" between factory own
ers and workers, we have the theory
of the so-called New Class. In our
rush to build what Daniel Bell calls
((post-industrial society" we have ex
alted a whole new tribe of symbol
manipulators-foundation employ
ees, research associates, teachers,
government regulatory bureau
crats, social workers, publicists,
communications experts and ((public
interest" lawyers. The symbol-ma
nipulators have status and make
good salaries. Their productive
((property," as distinguished from a
farm, a set of tools or a shop, con-
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sists of their. brains. In many ways
they certainly affect our culture and
our politics.

But taken as a group, do the sym
bol-manipulators manifest the co
herence of a class? B. Bruce-Briggs,
a former city planner and founda
tion executive, has addressed him
self to this question by inviting
twelve theorists, some of whom
would describe themselves as neo
conservatives, to provide tentative
answers to the question. The book
he has edited is called The New
Class? (Transaction Books, New
Brunswick, New Jersey, 229 pp.,
$16.95), and the presence of the in
terrogation mark in the title is quite
calculated.

Going to the census figures, Mr.
Bruce-Briggs discovers plenty of ev
idence that proprietorship has been
in decay and the role of salaried
managers and professionals has been
increasing. Meanwhile we have had
the growth of the health industry
and the swelling of unumber work
ers" (scientists, engineers and com
puter programmers). If we add the
((ballooning of academia, teachers
and college students" and ((the ap
pearance of well-paid federal offi
cials" to the managers, number
workers and health industry em
ployees, we have a sizable group.

Mr. Bruce-Briggs says that uone
deviant in a community is a trouble
maker, ten are a clique, a hundred a
club, a thousand a pressure group."

But what does it take to make a
((critical mass"?

Twelve Contributors

The twelve contributors to the
book are sufficiently unified to indi
cate there can be small explosions of
((critical mass" size, but none of them
seems willing to consider that we
are in danger of a New Class take
over. Sociologist Daniel Bell thinks
the New Class is a ((muddled con.,.
cept." Historian Andrew Hacker says
of the new symbol-manipulators that
they have larger vocabularies and
greater verbal facility than their fa
thers, but ((when all is said and done
they remain workers beholden to the
organizations employing them." As
((upper-level employees" they ((do not
constitute a class by themselves."
They are ((bit players who do not
even choose their own lines."

Nathan Glazer, considering the
legal profession, makes a good case
for the class consciousness of the
public service lawyer. And twenty
thousand lawyers work for the fed
eral government. But when you con
sider that there are two sides to
every legal case, you are compelled
to admit that lawyers live by fight
ing each other, which means there
can't be much lawyer class solidar
ity, either unew" or old.

For a moment in the Nineteen
Sixties, when the campuses were
erupting, Seymour Martin Lipset
thought there might be some Marx-
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ist class consciousness developing
among the professoriate. But he
notes that, despite their distaste for
the existing order, Uthe leaders of
the American intelligentsia do not
know what they want for a new so
ciety." Jeane J. Kirkpatrick, a resi
dent scholar at the American Enter
prise Institute, thinks the New Class
of symbol-pushers has ((second-level
stratum" importance in govern
ment. But they have not often
achieved uapex" positions, and she is
glad of it. (l\.s surely as a monopoly
of power or wealth is dangerous to
the rest ofus," she says, ((a new-class
monopoly on meaning and purpose
is incompatible with the common
weal."

Michael Harrington, a self-pro
claimed democratic socialist, thinks
Irving Kristol's hope for a ((neo-con
servative" response from the New
Class in favor of a free market is
deluded. He worries lest the New
Class should succumb to Fascism.
Kevin Phillips likes the New Class
tendency toward a ((neo-populist in
surgency," but he fears it will pro
voke a reaction of ((nationalistic,
majoritarian, work-and-productiv
ity-minded" people toward a
((strongman."

The ((modernism" of the New
Class, deriving from secular up
bringings that have de-emphasized
religious values, bothers Peter Ber
ger, who considers that disillusion
with ((repressive secularism" could

lead to ((fanatical retrenchments."
Everett Carll Ladd, Jr., acting direc
tor of the Roper Public Opinion Re
search Center, is Olympian, as be
fits a pollster. He doesn't claim any
proof of a class conflict between the
intelligentsia and the ((embour
geoised working class," but he sees
some differences emerging ((at the
level of activism." This, he says, is to
be expected.

Adversary Cultures

The best papers in Bruce-Briggs'
book are by authors who have lim
ited their aims. Aaron Wildavsky,
former dean of the Graduate School
of Public Policy at Berkeley, ex
plores the interest the New Class
has in preserving a no-or-little
growth status quo for their own elite
cadres. Norman Podhoretz, the edi
tor ofCommentary, describes the de
veloping battle between the ((adver
sary culture" and the neo
conservatives who have revolted
against the New Politics liberalism
of the McGovern years. Since both
the (~adversaries" and the neo-con
servatives are, roughly speaking,
~(new class" in their symbol-manip
ulating capacities, what Mr. Pod
horetz has to say points to a serious
schism in New Class ranks. It would
be relevant to conclude from this
that the fight for America's soul
transcends class limits.

Finally, Robert Bartley, editor of
The Wall Street Journal, investi-
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gates the sources of the anti-busi
ness clamor of recent years. Bartley
is specificity itself as he explores the
ramifications of the so-called public
interest groups that owe their exis
tence to ((Mr. Public Citizen-Ralph
Nader, Inc." Nader has been ((the
prime mover behind some thirty-five
books and reports," and is credited
with the passage of much anti-busi
ness legislation.

((Predictably," says Mr. Bartley,
((Nader has inspired a host ofimita
tors, founding not only his conglom
erate but an entire industry." So we
have the New Class isolated and
personified in one towering figure.
Mr. Bartley does not challenge
Nader's sincerity, but he thinks that
((Ralph Nader and Friends are some
times wrong" and that the upublic
interest" might often be better
served by umore careful attention to
a balance between benefits and
costs." Amen. ,

MAN IS MORAL CHOICE
by Albert H. Hobbs
(Arlington House, Westport, Connecticut
06880)
445 pages. $12.95

Reviewed by Tommy w: Rogers
IT IS the mystique of the contempo
rary social and behavioral sciences
that man does not have a nature; he
is infinitely malleable under envi
ronmental pressures ideologically

manipulated. Scant attention is paid
to the self-determining quali~ies of
human beings, the demonstrated
capacity of men and women to
choose, and by an act of will sur
mount environmental handicaps.
Human beings are material for the
planner, as the matter is viewed by
the ideology known today as liber
alism. Dr. Hobbs, a university pro
fessor of sociology and a historian of
ideas, traces liberal thought back to
its unsubstantiated assumptions and
prejudices. He has an expert knowl
edge of the relevant literature and
uses a devastating logic to expose
the fallacies.

Hobbs, acknowledging an intel
lectual debt to Edmund Burke's re
action to the French Revolution,
posits ((philosophical conservativ
ism" as an alternative ·to rationalis
tic-scientism/romanticism. The un
derlying motif in Hobbs' philosophy
is his belief in capacity for moral
choice, which is rooted in theneo
cortex-,-that part ofour brain which
has no analogue in animals. Since
stimuli-whether of external or in...
ternal initiation-can be facilitated
or inhibited on the neocortical lev
els of the· brain, human beings are
able to exert self-determining choice
over their attitudes and behavior.
((When we realize that the initiating
factor cannot be incorporated into
what we know to be right, we can
and should inhibit it so that it does
not become a cause of our behavior.
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To refuse to choose is also choice. If
we do not actively inhibit impulses
which conflict with what we know to
be right, our refusal to do so consti
tutes immorality."

Morality, Hobbs asserts, entails a
set of circumstances which requires
judgment.. Those sheltered by their
environment or their estate or oth
erwise insulated from temptation do
not earn moral credit for abstention
which would require sacrifice on the
part of others. Advocates of the ~~new

morality" would lead us to believe
that when we have fully adopted
their socio-political programs of eco
nomic redistribution, socialized
medicine, subsidized housing, and
universal education, the ills to which
the spirit is heir-alcoholism, so
called ~~mental"illnesses, family dis
ruption, and other indices of disor
ganization-will be resolved. Their
socio-political programs allegedly
will elicit the innate goodness ofman
by eliminating the things which
cause badness-social and economic
competition and guilt due to out-

moded notions of personal morality
perpetuated by bigots. Conserva
tives, by contrast, convinced that
the formulas of ~~social science" pro
vide an escape from personal re
sponsibility but not a solution to our
problems and that the socio-politi
cal programs which constitute the
~~new morality" are no substitute
for morality, insist that morality in
volves men, not measures; persons,
not programs.

Hobbs recognizes that people will
find it difficult to reject the seeming
certitude of science and the super
ficial clarity of rationalism which
offers them Utopia Tomorrow for
their society and Painless Panaceas
for their conscience today. The con
servative conception of man may
lack the sentimental appeal of ro
manticism and seems prosaic com
pared to the visionary utopian
promises of rationalism. But the
choice is ours, and when the choice
is a hard one there is often an ex
traordinary strength in ordinary
people to respond. I
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