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PERSPECTIVE

Score One for Tribalism

Throughout its brief history, the idea of
individualism has animated much good that
has come about in society. It has also
generated volumes of nasty criticism.
Among the critics Marx was perhaps the
most fervent. He claimed there is nothing
more to the belief in the value of the indi
vidual human being than a ploy to get people
to produce with all their energy. Once this
vigorous production bore fruit, the idea of
the value of the individual could be aban
doned for the myth it was and the real truth
could be told: "The human essence is the
true collectivity of man. " Marx thought we
are what he called "specie beings," that is,
parts of humanity, with humanity the locus
of true value. It is only by service to
humanity that our worth is established, he
argued.

The tribal mentality-always a major fac
tor in how human beings acted-is still a
powerful force today. In America commu
nitarians advocate a tribal humanitarianism
rather than socialism which is becoming
useless as an inspiring ideal because of its
very bad reputation. Individualism contin
ues to be assaulted from both the right and
the left. Conservatives see it as too readily
opposing tradition and custom, the vote of
the historical majority. Modern liberals just
find humanity much more lovable than ac
tual individual human beings.

In the process of denouncing individual
ism, critics have perpetuated all sorts of
distortions. Most notable is the one where
individualism is represented as claiming that
every human being is supposed to be an
isolated, totally unique, self-sufficient, or
atomistic individual. As if the position held
that we each come into the world ready
made, unrelated to others, free to abandon
our fellows and flourish, nevertheless. Such
abstract individualism has been the target of
innumerable critics. On this mythical view
has been blamed crime, poverty, child mo
lestation, divorce, decadence, hedonism,
violence, hate, racism, greed, and what
have you. Every scourge of the world is laid
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at the feet of individualism by these critics
who are usually inspired by Marx, even
when they only use this portion of his
thinking (realizing that the rest has been
shown to be a mistake).

Two can play at this game of smearing
views by isolated, misconceived example.
Indeed, it is arguable that what troubles
tribalism is far worse than any of the pitfalls
of individualism.

This all was brought home to me when I
heard about the vicious killing ofColombian
soccer star Andres Escobar, who had the
misfortune of accidentally scoring into his
own team's goal in the World Cup game
against the team from the United States.
Three thugs gunned him down as he
emerged from a club in Bogota, with one
gunman shouting "Goal, goal" as the shots
were fired, or so it was reported.

If the team is all, if the group is supreme,
if the country or race or sex or ethnic
collective is placed above everything else,
well then, perhaps, when someone bungles
big in a crucial game, even if only acciden
tally, off with his head. He needs to be
liquidated, the team purified, not unlike the
ethnic purification going on elsewhere on
the globe where folks think that the group
reigns supreme over the individual.

Who ever heard of individual rights in
such a situation? It is nonsense, is it not,just
as the greatest collectivist thinkers through
the ages have claimed. One of these, Au
guste Comte, the father of sociology and the
thinker who coined the term "altruism,"
made the point this way:

[The] social point of view . . . cannot
tolerate the notion of rights, for such
notion rests on individualism. We are
born under a load of obligations of every
kind, to our predecessors, to our succes
sors, to our contemporaries. Mter our
birth these obligations increase or accu
mulate, for it is some time before we can
return any service.... This [' 'to live for
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others' '], the definitive formula of human
morality, gives a direct sanction exclu
sively to our instincts of benevolence, the
common source of happiness and duty.
[Man must serve] Humanity, whose we
are entirely.

Not that people who elevate the group
above the individual all advocate treating
individuals with no regard for their well
being, with no attention to their rights. But
for them individual rights are subsidiary to
the group's purposes. So if the group is all
worked up about winning soccer games,
why should they not treat any individual
badly who does not follow suit? Why spare
that person?

This may not be the fairest point to raise
against those who advocate communitari
anism, socialism, or other forms of
groupism or collectivism. But these thinkers
are far from fair when it comes to charac
terizing individualism and what may be
expected from a society where individualist
values are well respected. Fair or not, my
criticism is not off the mark. The Colombian
hoods were not alien to the tribal way of
political and social thinking when they elim
inated Mr. Escobar. Their social point of
view could not tolerate the idea ofindividual
rights either.

-TIBOR R. MACHAN

Dr. Machan teaches philosophy at Auburn
University, Alabama.

Freedom
The degree offreedom possessed by those

having the least power and influence is the
true measure of freedom in a nation.

The powerful, having a false sense of
freedom through the exercise of power over
others, can too easily and inadvertently give
up a free nation's foundation offreedom and
thus almost unknowingly give up their own
basis of power.

-JOHN V. WESTBERG
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Ludwig von Mises (1881-1973):
A Prophet Without Honor
in His Own Land
by Bettina Bien Greaves

An understanding of the principles of hu
man action makes it possible to distinguish
"good" government policy from "bad," to
recognize government programs that will
foster peace and prosperity and to spot the
flaws in those that will be destructive. Rea
soning on the basis of sound principles,
Ludwig von Mises was able to anticipate the
direction, ifnot the timing or extent, of the
changes a specific government action would
bring about.

* * *

T he year was 1921. It was near midnight.
Economist Ludwig von Mises was guid

ing some visitors through Vienna's dimly lit
inner city. The city was asleep. All was quiet
except for the sound of the men's muted
conversation and the clop of their footsteps
on the cobblestone streets. The men had
just come from an economic conference
where they had been discussing the disas
trous effects of inflation. Prices were rising
rapidly in most of the countries of post-

Mrs. Greaves, Resident Scholar at The Founda
tionfor Economic Education, attendedProfessor
Mises' seminar at New York University for many
years and knew both him and Mrs. Mises well.
The remarks attributed to Professor Mises in
direct quotation marks are based on his own
writings, interviews, and notes taken at his
seminar and lectures.
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World War I Europe. Germany and Austria,
especially, were facing hyperinflation. In
Austria, the economy was in the doldrums.
Large numbers of industrial firms were idle
throughout the land, while others were
working only part-time.

As the men approached the center of the
city, the still of the night was broken by
"the heavy drone of the Austro-Hungarian
Bank's printing presses." Their Viennese
host, Mises, explained that those presses
"were running incessantly day and night, to
produce new banknotes." Throughout the
land only the printing presses stamping out
banknotes were operating at full speed.
"Let us hope," Mises told his guests, "that
industry in Germany and Austria will once
more regain its pre-war volume and that
war- and inflation-related industries, de
voted specifically to the printing of notes,
will give way to more useful activities."

Mises had been concerned about inflation
even as a young man. After receiving his
doctorate in 1906, he wrote a number of
serious studies on money and banking.
Former Austrian Minister of Finance Ernst
von Plener, a leading economist, called
Mises to his office one day to discuss one of
his papers. "I don't know why a young man
like you is interested in inflation," Plener
said. "True, inflation was a serious problem
in the past. But," he went on, "all the



civilized countries in the world are now on
the gold standard. Can you imagine Eng
land, France, or Germany, going offthe gold
standard?' ,

Ludwig, then only 26 years old ofmedium
height, serious, prim and proper, with a
military bearing, was respectful. But he
begged to differ. "I see a movement in those
countries," Mises said, "that can't be called
anything but 'inflationist. ' The books oftheir
economists express enthusiasm for inflation,
even for unlimited inflation. Sooner or later,
the ideas of those inflationist economists will
influence public opinion. And that must lead
to inflationist government policies. " (Mises'
anticipation was borne out during World
War I when England, France, and Germany
all went off the gold standard.)

Mises served in the Austro-Hungarian
cavalry on the eastern (Russian) front in
World War I. When he returned to Vienna,
he found that inflation had compounded the
destitution of the people. Men and women
who had worked and saved for decades
discovered that the value of their pensions
was evaporating; the savings of a lifetime
could pay for only a few streetcar rides.
Merchants could not replace inventories
with the receipts from their sales. A shoe
dealer, for instance, with an inventory of
10,000 pairs of shoes in 1914, saw his assets
dwindle each year as the cost of shoes went
up with the inflation, until finally his receipts
from a year's sales could pay for only one
pair of shoelaces.

An Austrian emigre, who went to the
United States before 1900 and became
wealthy, bequeathed his fortune to establish
an educational institution for orphans in
Austria. Under Austrian law the dollars had
to be invested in Austrian government
bonds until arrangements for the institution
could be made. World War I intervened. By
the end of the war inflation had made the
government bonds worthless and nothing
was left for the orphans.

Economist Mises realized that inflation
hurt some people at the expense of others.
Those who were industrious, conscientious,
and responsible, who worked hard and
saved, were "losers," as the inflation
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eroded their savings. Those who borrowed
to live beyond their means and spent lav
ishly were' 'winners" as they were able to
repay their creditors with worthless paper
money.

In 1922 Ignaz Seipel became Chancellor
of Austria. Dr. Seipel, a Roman Catholic
priest, honest and conscientious but naive
about finance, was not the usual politician.
Mises, by then a government adviser, and
Wilhelm Rosenberg, a lawyer friend who
was an expert in financial questions, con
vinced Seipel that for the good of the people
the printing ofsuperfluous banknotes should
be stopped. Then Mises realized Seipel
expected that halting the inflation would
bring prosperity right away. Mises didn't
want to deceive Seipel. "Stopping the in
flation will bring economic improvement in
time," Mises told Seipel. "But not imme
diately. . . . Its first effect will be to cause a
'stabilization crisis,' that will bring about
serious, though short-run, economic hard
ship. " Mises went on to explain why: "The
people have come to expect ever-rising
prices. They have adjusted to the inflation
so far as they were able. Halting the flow of
banknotes will come as a shock. Those who
have anticipated further inflation will find
their plans frustrated. Thus, the immediate
effect of stopping the inflation will not be to
benefit you and your political party. I don't
say you will have serious difficulties...."

Seipel interrupted. "But you say this is
necessary, that this is the moral thing to do.
If so, it doesn't matter. The party must do
not only what is popular in the short run; it
must also do what is best for the country."
Thanks to Seipel the Austrian inflation was
then brought to a halt in Austria in the fall
of 1922, one year before Germany's cata
strophic post-World War I inflation came to
an end. And, in spite of the opposition of
socialist opponents, Monsignor Seipel and
his party won their next (October 1923)
election.

Mises' Attack on Communism
Mises' first serious attack on Commu

nism, or socialism as it was often called, was
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in a 1920 article. Then two years later, Mises
shocked his contemporaries with a book,
Socialism, in which he explained that if the
Communists wanted to do away with private
property, they would be unable to calculate
and thus unable to plan production. In a
Communist society, he said, in which all
property was communally owned, the plan
ners would have to rely on soldiers and
hangmen to enforce their edicts.

Without private property, there would be
no private owners bidding for goods and
services, no exchanges among real owners.
Without private owners, each of whom was
being guided by the desire for profits and a
fear of losses, there would be no market
prices to indicate what people wanted and
how much they were willing to pay for what
they wanted. Without market prices, there
would be no competition and no profit and
loss system. And without a profit and loss
system, there would be no network of
interrelated consumer-directed, indepen
dent producers. Without private property,
competition, market prices, and a profit
and-loss system, the planners would not
know what to produce, how much to pro
duce, or how to produce it.

Except as the planners could observe and
copy production going on in non-socialist
lands, they would find themselves "floun
dering in the ocean of possible and conceiv
able economic combinations without the
compass of economic calculation." Thus a
Communist society would be rife with eco
nomic waste, malinvestment, production
bottlenecks, surpluses of some things,
shortages ofothers. Certainly it would be no
utopia.

When Socialism appeared in 1922, pro
socialist post-World War I Europe was not
ready to accept his rigorous critique of
Communism and all varieties of socialism.
The book was criticized severely, not only
by socialist polemicists but also by learned
professors. For decades apologists for
Communism energetically defended the
U.S.S.R. and its economic system, arguing
that the nation, supposedly a Communist
society, obviously existed. Moreover, it
was functioning. In 1957, the Swedish soci-

ologist (and future Nobel laureate) Gunnar
'Myrdal, ridiculed Mises, saying that the
very type of economic planning Mises had
said was "impossible," was actually being
carried out in almost all underdeveloped
countries and "often with the competent
guidance of economists. "

For decades the U.S.S.R.'s society stum
bled along, its edicts enforced, as Mises had
predicted, by soldiers and hangmen, and
often with the assistance of massive subsi
dies from abroad. For 72 years from the
Revolution of 1917, its people endured eco
nomic shortages and bottlenecks, tolerated
shoddy merchandise, and suffered depriva
tion. For 72 years the Soviets struggled to
copy foreign production processes and for
eign prices. Then finally the coup de grace.
In 1989, the Communist regimes of Eastern
Europe and the U.S.S.R. collapsed. Wide
spread economic waste and continuing mal
investment throughout those 72 years in the
U.S.S.R. and its satellite nations were their
undoing, eloquent testimony to the truth of
Mises' 1920 thesis. In spite of the thousands
of words devoted to trying to refute Mises,
the U.S.S.R.'s central planners had really
not been able to calculate after all. Mises
had been right.

When in 1989 Mises' 98-year-old widow
learned that the Berlin Wall had been
knocked down and the Communist regimes
of Eastern Europe and the U.S.S.R. had
been toppled, she wished her husband had
lived to see that day. "But," she said, "he
had known that one day Communism would
come tumbling down."

The Rise of Nazism
Mises was a Jew in a society that was

becoming increasingly anti-Semitic. As an
economist who understood the principles of
human action he saw the handwriting on the
wall as early as 1927. He realized that the
interventionist policies that several Euro
pean governments were following would
bring disaster to the Continent and its in
habitants. Mises foresaw the end offreedom
in Central Europe. But the world didn't
listen to his warnings.
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Adolf Hitler had been a failure in his
native Austria. He had fought with the
Germans during World War I and had then
stayed on in Germany. Not long after the
War, Hitler gained control of the German
Workers' Party and transformed it into the
anti-Semitic National Socialist German
Workers' Party. By the 1930s, Hitler's
movement was gaining adherents in large
numbers in Germany.

At a garden tea party in September 1932,
during a meeting in Bad Kissingen, Ger
many, of the Society for Social Policy
(Verein fuer Sozialpolitik) Mises suddenly
asked: "Do you realize that we are gathered
together for the last time? Hitler's rise to
power will put an end to such meetings as
this." At first the members of Mises' audi
ence were aghast at his remark. Then they
laughed! Mises continued: "Hitler will be
in office in twelve months." The others
present thought that unlikely. "But even
so," they asked, "even if Hitler does come
to power, why shouldn't the Society meet
again?" Hitler, Mises said, wouldn't toler
ate gatherings of intellectuals who might
someday become his opponents.

Hitler came to power in Germany in
March 1933, about six months after the
Society's September meeting. And as Mises
had anticipated, the Society did not meet
again until after the end of World War II.

Mises served for many years in the Aus
trian government's chamber of commerce
as economic adviser to the national parlia
ment. He was a part-time, unsalaried lec
turer at the University of Vienna, receiving
as pay only the fees·of students. In 1927 he
established the Austrian Institute for Busi
ness Cycle Research. By dint of his prodi
gious output-books, articles, and lec
tures-Mises acquired a· reputation in
Europe as a serious scholar and earned
some international recognition.

Mises also conducted in Vienna a private
seminar for young Ph.D. 's who were inter
ested in economics. Mises and his seminar
students did serious work, but they also
joked, dined together, and sang lighthearted
songs about economics composed by one of
their number, Felix Kaufmann.

Standing at the window of his office one
day, Mises mused aloud to one of his young
economist friends, Fritz Machlup. "Maybe
our civilization will end, maybe grass will
grow qn the Ringstrasse," referring to Vi
enna's wide street which had been built on
the site of the medieval fortifications that
circled the inner city. "Maybe we will all
have to leave Austria. But where shall we go
and what can we do? For what jobs are we
qualified?" Mises speculated that he and his
friends might wind up in a Latin American
country and he considered the kind of work
each might do. "You, Fritz," he said, "be
ing friendly and sociable, might become a
dancer in a night club, giving young ladies
and old a good time." Mises suggested
various roles his other friends might fill in
that night club, as actors, singers, waiters,
hostesses, and bartenders. When Mises
considered his own talents, he said, "Un
fortunately, I am no good as a dancer or
singer, and I don't think I would be a good
waiter. I will have to be the doorman stand
ing in a uniform in front of the place."

Mises' Viennese friends heeded his warn
ing and were able to leave Austria before the
Anschluss in 1938, when Hitler's forces
marched into Vienna. Most came to the
United States and in time found positions,
not as waiters and bartenders, but as pro
fessors at prestigious colleges and univer
sities.

An Economist in Exile
Mises himself, foreseeing the threat of

Hitler's totalitarian regime, left Vienna in
1934 to take a position at the Graduate
Institute for International Studies in Ge
neva, Switzerland, although still retaining
his old apartment in Vienna and his profes
sional ties with the Institute for Business
Cycle Research and with the Chamber of
Commerce.

Ludwig, a very private person, seldom
talked about his personal affairs. His friends
and colleagues in Vienna considered him a
confirmed bachelor. Yet in the 1930s he was
quietly courting a glamorous former actress,
Grete (or Margit) Herzfeld Sereny. Margit



8 THE FREEMAN • JANUARY 1995

Ludwig von Mises,
circa 1925

Sereny, a widow, was struggling to raise two
young children alone. Mises visited Vienna
in February 1938 to make arrangements
for their marriage. When Hitler's forces
invaded Austria that March, confusion
reigned. Margit in Vienna managed to tele
graph Ludwig, by then back in Geneva, "no
need to come. " She and her daughter, Gitta
(Margit's son was already out of the coun
try, studying in England), finally succeeded
in obtaining the necessary papers and rail
road tickets, left Austria and traveled to
Switzerland, where Margit and Ludwig were
quietly married. Mises' apartment in Vienna
was ransacked, his books and other property
destroyed by Austrian Nazis soon afterMarch
1938, when Hitler took over Ausfria.

Professor and Mrs. Mises spent their first
few years together in Switzerland, enjoying
the intellectual life of Geneva. However,
when the Germans conquered France and
entered Paris, they decided it was time to
leave Switzerland and go to the United
States. They fled by bus with other refugees
across southern France. It was a harrowing
trip. The driver was frequently forced to
change his route to avoid running into Ger-

man soldiers. Turned back at the small town
of Cerberes on the Spanish border because
their visas were no longer valid, Mises was
able, by taking a 4 A.M. train for Toulouse,
to get new visas. The next day the bus with
its passengers crossed into Spain. The ref
ugees then took a train to Barcelona, a plane
to Lisbon, and from there finally, after a
13-day wait, a ship to the States.

The Mises arrived in New York in August
1940. At 59, he had to start over in a new
land, writing, lecturing, and teaching to a
new audience in a new language. During
his years in the United States, he taught
at New York University Graduate School
of Business Administration and wrote many
important books. Although his books were
often criticized severely' when they ap
peared, his analyses of market operations,
money, inflation, government interven
tion, and Communism, all firmly based on
human action principles, live on and are
gaining increasingly serious attention from
scholars. Mises may very well prove to be,
as one admirer described him, "the greatest
economist of the century-the next
century. " D



THEFREEMAN
IDEAS ON LIBERTY

Invasion of the
Mind Snatchers

by Nelson Hultberg

The collectivists have not abandoned their
ultimate goal-to subordinate the
individual to the State.

-Barry Goldwater

I t has been said that there is a conspiracy
in America among poweIful elitist bank

ers to manipulate the political levers of the
nation and move our system into a form of
government that resembles Communism.
For years this has been a common theme
among many conservatives. While I doubt
such a "Communist conspiracy theory" is
a realistic way to view politics, it is fair to
say that there is a "collectivist ideological
movement" working in America today-a
concentrated desire on the part of many
people to drastically change America's con
cept of limited government.

A political movement, possessed of the
size and sophistication that modern collec
tivism enjoys (whether in the form of social
ism, fascism, or welfarism) could not pos
sibly be sustained purely by a lust for power
or duplicity among a nation's political
economic elite. History does not move on so
narrow an axis. The human drama is a vast
mosaic of personalities, ambitions, ideals,
revolutionary technologies, motivational
and practical blunders-all intertwined with
and driven by ideology.

No group ofpoweIful men has the capac-

Mr. Hultberg is a free-lance writer in San Anto
nio, Texas.
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ity to move a country toward despotism at
will. Political shifts that nations make are
only part of the larger cultural direction that
their civilization is making. And the cultural
direction of a civilization is largely deter
mined by ideological forces that are laid
down in the people's minds by the most
prestigious thinkers of the preceding centu
ries.

As Ludwig von Mises told us decades
ago:

The history of mankind is the history of
ideas. For it is ideas, theories and doc
trines that guide human action, determine
the ultimate ends men aim at, and the
choice of the means employed for the
attainment of these ends. The sensational
events which stir the emotions and catch
the interest of superficial observers are
merely the consummation of ideological
changes. There are no such things as
abrupt sweeping transformations of hu
man affairs. What is called, in rather
misleading terms, a "turning point in
history" is the coming on the scene of
forces which were already for a long time
at work behind the scene. New ideolo
gies, which had already long since super
seded the old ones, throw off their last veil
and even the dullest people become aware
of the changes which they did not notice
before. l

The" collectivist ideological movement,"
operating in America today, exists on a
number of levels. Its roots go deep into the
human psyche. For example, the collectivist
mindset is most prevalent in the academic,
media, and entertainment fields, where anti
capitalist ideas can be instilled into unsus
pecting minds, prompting them to desire a
regimented society, or as Aldous Huxley
put it, a "Brave New World," populated by
slaves who do not have to be coerced
because they love their servitude.2

An Alien Force
A popular and frightening science-fiction

movie from the 1950s, called Invasion ofthe
Body Snatchers, gives us an appropriate
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metaphor for what is taking place in our
country. Today's collectivists are like the
aliens in the movie. They are everywhere,
and they are not afterjust our bodies, but the
enslavement of our minds. Conceptual
sophistries and moral inversions are the
mysterious pods that these ideological
aliens leave in their wake. They are aliens
because they wish to destroy our system of
free enterprise and limited government. And
even though they believe what they are
doing is right, they are not exactly innocent,
for they have chosen to ignore the horren
dous ramifications of their actions.

They have chosen to ignore the conse
quences of collectivism by suppressing and
disregarding the vast body of literature that
explains those consequences and shows
how past thinkers have falsified history.
They have chosen to promote a govern
ment-regimented world in which an all
powerful state dominates. They have cho
sen to propagandize for a society in which
individuals are not allowed to make their own
choices, not allowed to spend their earnings
as they wish, and not allowed to educate
their children as they see fit. This is a slave
society, and those who would make excuses
for such a society are either of dictatorial or
servile inclination. They either want to rule,
or to be ruled. But in either case, they are
not men and women of the American mold.

An Ideological Shift
The cause of America's shift to collectiv

ism this past century is not political, but
ideological. False ideas in philosophy, eco
nomics, and history have seeped into our
culture to reshape our world view, our ethical
sense, and our economic understanding.

Ironically it is becoming fashionable in
certain intellectual circles these days to
de-emphasize this power of ideas in the
determination of our culture. It is not just
conspiratorialists who feel there are other
forces more potent in the unfolding of our
history. We are told by numerous conven
tional pundits that technology, pragmatics,
diseases, emotional needs, the structure of
elites, classes, and ethnic identities are

equal-if not more significant factors-in
the ultimate construction of social reality.

The anti-ideological argument contends
that because of liberalism's continued en
trenchment, abstract principles should be
pushed aside strategically in favor of more
populist factors. But what such a view fails
to consider is that philosophical ideas must
first be formulated correctly, and the timing
of their entrance on history's stage must be
right. Men are indeed "rationally absorb
ing" creatures and will respond to the time
less abstracts, but those abstracts must be
clearly formulated in light of modern out
looks, and the mass of citizens must be
ready for them.

A rudimentary study of history shows us
that until the social order is ready for a set
of ideas, they will lie dormant and will be
rejected when presented, despite the clarity
of their truth. Such ideas, if not openly
suppressed, will be ignored until the influ
ential citizenry has retreated from all the
blind exits and has fully tasted the sourness
oflife in the absence ofthose ideas. America
has not yet sampled sufficiently the misery
of life in the absence of the timeless truths.

The Importance of Ideas
Of course, ideas are not the sole factors

responsible for the construction of an era's
cultural and political institutions, but they
are far and away the most important factors.

It would be wise to keep Huxley's admo
nition on this issue always in mind: "It is in
the light of our beliefs about the ultimate
nature of reality that we formulate our
conceptions of right and wrong; and it is in
the light of our conceptions of right and
wrong that we frame our conduct, not only
in the relations ofprivate life, but also in the
sphere of politics and economics. So far
from being irrelevant, our metaphysical be
liefs are the final determining factor in all
our actions." [emphasis added]

Mises' premise, then, still stands: "Ideas,
theories and doctrines" are the prime de
terminants of a culture's direction.

Ideological falsehoods, spawned in nine
teenth-century Europe, have infiltrated the
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collective consciousness of America over
the past century to profoundly alter our
moral visions of what life is, and what it
should be.

Such ideological falsehoods have brought
about ethical and psychological turmoil in
the minds of people everywhere, a turmoil
that has created three powerful forces that
have manifested themselves in the collec
tivist movement. These three forces are
moral guilt, envy, and greed.

Moral guilt was formally introduced into
the ranks of the intellectual elite (as Ayn
Rand has shown) by Auguste Comte's phi
losophy of altruism, which extols sacrifice
of the individual to the collective as man's
highest moral purpose. Envy and greed are
just two of the psychological vices of hu
mans, lurking always beneath the surface of
their natures to be inflamed by the right
mixture of irrational ideas.

Altruism
Auguste Comte (1798-1857) was a French

philosopher and founding father of sociol
ogy, which he believed would become the
"Queen of all Sciences." He advocated
substituting the worship of Humanity for
God, and preached that man's highest moral
duty was to sacrifice his desires for Human
ity's good. He coined the term altruism for
his moral vision. This vision has dominated
generation after generation of intellectuals,
inculcating in them extreme distaste for any
policies that advocate the primacy of the
individual, and creating in them moral guilt
for their possession of individual wealth,
power, and status. Ifone wishes to grasp the
reason for the extreme enmity that collec
tivist liberals exhibit toward America and
capitalism today, here lies one of its stron
gest roots. Altruism dominates the collec
tivist mind.

The collectivist ideological movement
that prevails today thus draws its strength
to a great degree from two dominant per
sonality types of the twentieth century:
those overcome by profound feelings of
moral guilt because of their superior talent,
brains, energy, and resultant social status,

and those overcome by profound feelings of
envy and greed in the unfolding realities· of
life.

The guilt-driven group is comprised of
academics, writers, artists, publishers, pol
iticians, media personalities, movie stars
and directors, foundation heads, old money
heirs (like the Kennedys, Rockefellers, and
Fords), and a great many successful first
generation businessmen.

The envy-greed driven group is comprised
of increasing numbers of indolent men and
women throughout the middle and lower
classes-what earlier generations referred
to as "sluggards" or "idlers" -those able
bodied citizens who resent the fact that in a
free society they must endure years of hard,
productive work to achieve security and
elevated social status.

There are, of course, many men and
women in both the middle and lower classes
of society who are noble, hard-working,
highly motivated citizens-the "strivers" of
the world, who accept the moral law that
one gets out of life what he puts into it.
"Strivers" are possessed of strong charac
ters and properly suppress inherent envy
and greed, while' 'idlers" are possessed of
weaker characters, and eagerly indulge their
envy and greed, allowing such emotions to
form their political policy.

The collectivist ideological movement
works in this way: Large numbers of highly
talented humans, driven by intense guilt
over the status and wealth their talent has
gained them, have tacitly formed a powerful
faction with those who are weak-minded
and easily susceptible to envy and greed.

The number of idlers in America used to
be fairly small. Throughout the early part of
our history, envy and greed were shameful
emotions to indulge. Young people were
taught the moral law that a man gets out of
life what he puts into it. Thus they became
"strivers" as they grew into adults. But
since the tum of the century, the number of
young people growing into "idlers" has
been rapidly expanding due to socialist jus
tifications in the schools, moral confusion in
the churches, and material bribes in the
political arena.
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As a result, strivers are now in the mi
nority in America, and because our country
has shifted during the twentieth century into
much more of a pure democracy where the
largest gang of voters gets to dictate its
desires to the rest of the populace-the
collectivist vision has become especially
virulent. Sluggards, due to their numerical
strength at the polls, now have the ability to
vote themselves endless entitlements and
favors from the pockets of the strivers.

The guilt-driven thus form a tacit union
with the envy-greed driven to extirpate their
respective personal demons. Liberal elites
and the non-producers join together to milk
the nation's productive men and women.

This is the real evil that is destroying
America-the union of liberal elites and the
masses to politically collectivize our econ
omy. Its primary causes are the malevolent
envy and greed that human beings are so
susceptible to, and which are being propa
gandistically inflamed by the talent-laden
establishment because of its own feelings of
moral guilt-feelings which have evolved
out of philosophical misconceptions, such
as altruism, handed down in our universities
over the past 100 years.

Anyone who doubts this analysis need
only ask himself: Why are those on the
political left not content with merely cor
recting the flaws of the original American
vision? Why are they not satisfied with
merely assuring equal rights for all minori
ties and all women? Why do they also
advocate massive redistribution of individ
ual wealth and the regimentation of our
economy through stifling bureaucracies? If
they were really champions of freedom,
prosperity, andjustice, then should they not
fight for equal rights and free enterprise,
rather than the forced collectivization of
society into a centralized welfare state?

The historical evidence is abundantly
clear by now. Capitalism works! It produces
phenomenal wealth and allows men and
women to be free to live as they please. As
any objective study of history and econom
ics shows, all the problems attributed to
capitalism (inflation, depressions, monopo
lies, shortages, corruption) are not caused

by the free market, but by government
intervention into the marketplace.

Why would anyone of genuine intellect
and integrity wish to eradicate such a free
and prosperous society? The only conclu
sion is that despite their vehement fight for
the liberation ofblacks and women from the
"shackles of the nineteenth century," ad
vocates of the liberal welfare state are, at
heart, loathers of freedom. All the values
that sustain civilized life (freedom, strength
of will, independence, honor) are now end
lessly denigrated with sophistries designed
to make us socially accept sloth, servility,
and weakness. The world of sanity and
rationality gives way to the regimental night
mares of Orwellian "newspeak" and "po
litical correctness."

History is tossed down the memory hole
by our "intellectuals" whose perspectives
extend no further than the previous decade.
Oliver Wendell Holmes' "one-story intel
lects" -the fact-mongers, memorizers,
statisticians, and calculators-wheel and
deal from the corridors ofpower and TV talk
shows, spewing out prescriptions for gov
ernment confiscations of our earnings and
absurd partnerships to merge government
bureaucracies, incapable of creativity with
highly innovative private companies.

Communism fell to the only fate its nature
could have produced-brutal starvation and
political chaos. Yet our intellectual class
still claims they can get the socialist utopia
right the next time. We now can have
freedom without risk, plenty without work,
and hope without heartache.

Such are the illusions of modernity's
short-range mentalities. Such is the fate of
those who believe knowledge is numbers
and truth a remnant of primitive times, that
technology is a substitute for values and
security more precious than liberty. But
these tyrannical pretensions did not just ac
cidentally come about. Mises' "consumma
tion of ideological changes" is upon us. D
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THEmEEMAN
IDEAS ON UBERTY

Tacit Consent: A Quiet Tyranny

by Bowen H. Greenwood

To the student of liberty, John Locke has
always been an important philosopher.

His doctrine of rights, especially property
rights, has always struck the imagination.
On the other hand, John Rawls is thought of
by many who value freedom as a dangerous
philosopher. His concern with fairness often
seems to override the claims of freedom.
Yet, one concept which is expressed. in
Locke's famous Second Treatise ofGovern
men! opens a door in Locke's thinking
which brings him dangerously close to
Rawls. This is the doctrine of tacit consent.

Locke argues that a government can only
be legitimate when its citizens have con
sented to it. In response to the obvious claim
that not everyone has consented to the
government under which they live, Locke
offers the idea of tacit consent. He claims
that if anyone accepts the benefits of a
government, he has tacitly consented to the
burdens that government imposes on him.
In this essay, I will argue that the essence of
this argument is that one cannot justly claim
benefits without incurring an obligation.
Thus, accepting the benefits of society im
poses a certain duty on one.

Rawls, on the other hand, argues that a
government would be legitimate only if its
citizens consent to its fundamental princi
ples from behind a veil of ignorance. Only
principles of justice chosen without knowl
edge of one's own circumstances can be
tenable. When one emerges from the veil of

Mr. Greenwood is a journalist in Billings, Mon
tana.

ignorance, though, consent becomes a dif
ferent issue. In fact, without the veil, con
sent no longer matters. Merely by living in
a society organized on principles chosen
behind the veil of ignorance, one incurs a
duty to that society.

Locke begins his argument by claiming
that all men are naturally free. In his state of
nature, men are free to "Order their actions,
and dispose of their possessions, and per
sons as they think fit, without asking leave,
or depending on the Will of any other
Man." I

Yet, in a government, some people obvi
ously come to have power over others.
How? Locke claims that the state gains
those powers when the citizens give them
to the society. "[H]e authorizes the Society,
or which is all one, the Legislative thereof
to make laws for him as the publick good of
the society shall require.,,2 The state gov
erns by consent. Only when a citizen au
thorizes it to govern his life does the gov
ernment have that power.

Of course, many people live under a
government who have never authorized it to
make decisions for them. So how can a state
legitimately have that power? Locke's an
swer is the doctrine of tacit consent. When
a person receives the benefits of a society,
Locke contends that he is accepting the
obligations that society imposes. Locke
writes, "[E]very man, that hath any Pos
session, or Enjoyment, of any part of the
Dominions of any Government, doth
thereby give his tacit Consent, and is as far
forth obliged to Obedience to the laws of

13
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that government, during such enjoyment, as
anyone under it.,,3 Thus, if one receives
benefits, one incurs obligations.

The Lockean Argument
Locke's argument for this claim is vague,

but seems to have two parts. The first is that,
if a person came to acquire property in
accordance with Locke's theory of just
acquisition (by mixing his labor with it),
when that man entered civil society by
consent, and agreed to be under its laws, it
would be irrational for him to leave his
property out of the society, and not subject
to the laws.4 After all, the property is his
because part of himself-his labor-is in
vested in it, therefore his joining the society
would imply that the property came with
him. Then, when the original owner of the
property dies and wills the property to his
son, that son lives on and enjoys the same
land which has already been put under the
jurisdiction of the state. So, by living there
and not leaving, he grants his tacit consent
to the state's claim to make laws for him.
Since the state has already been given the
right to make laws on that land, by living on
the land the son gives the state the right to
make laws for him.

There seems to be something more to
Locke's argument, though. He appears to
claim that it is simply irrational to receive
benefits without expecting to have an obli
gation in return. If someone gives me some
thing, I am said to owe a debt, in at least
some sense. The tacit consent theory argues
that the thing given is the protection of the
state, and the debt owed in return is obedi
ence to the laws.

Rawls' Theory of Consent
This argument is very similar to that of

Rawls. In A Theory of Justice, Rawls de
scribes his theory of consent. Where Locke
is interested in whether men actually would
consent to a government, whether explicitly
or tacitly, Rawls asks whether or not men
would consent to this form of government
from a fair original position. Rawls then

claims, similarly to Locke, that if a state is
just (is chosen in a way Rawls considers
just), then anyone who lives under it, and
receives its benefits, is obligated to obey its
laws.

Rawls defines a fair perspective from
which to choose principles of justice, and
calls it the original position. In this perspec
tive, men are behind a veil of ignorance,
where they are ignorant of their place in
society, class position or social status, nat
ural assets or abilities, intelligence,
strength, etc.5 This state Rawls calls the
original position, and claims that it corre
sponds to the state of nature in more tradi
tional contractarian theory.

Rawls claims that whatever principles
men choose in this position are just, because
this is a fair place from which to choose
principles. As he puts it, "no one is advan
taged or disadvantaged in the choice of
principles . . . no one is able to design
principles to favor his particular condition."
The original position is fair, according to
Rawls, because no one is able to take
advantage of a superior condition and
choose principles which he knows will ben
efit him. Therefore, he claims of the original
position, "the fundamental agreements
reached in it are fair."6 This demonstrates
Rawls' fundamental sense of the importance
of fairness in consent theory.

It is significant to note that Rawls is not at
all interested in consent expressed outside
of the original position. Once principles of
justice have been chosen in the original
position, men have no right to opt out of
them from outside that position. As Rawls
says, "Each is bound to these institutions
independent of his voluntary acts, perfor
mative or otherwise. Thus even though the
principles of natural duty are derived from a
contractarian point of view, they do not
presuppose an act of consent, express or
tacit, or indeed any voluntary act, in order
to apply.,,7 If a society is structured in
accordance with just principles, one has no
choice but to obey the laws of that society.

Thus, Rawls' ideas about consent are
apparently different from those of Locke,
but on closer inspection there are similari-
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ties. For, although he claimed above that his
principles of justice presupposed no act of
consent, Rawls nonetheless accepts the
Lockean idea of tacit consent, and argues in
favor of it. He writes that one is bound to a
society if the society is just, and

one has voluntarily accepted the benefits
of the arrangement or taken advantage of
the opportunities it offers to further one's
interests. The main idea is that when a
number of persons engage in a mutually
advantageous cooperative venture ac
cording to rules, and thus restrict their
liberty in ways necessary to yield advan
tages for all, those who have submitted to
these restrictions have a right to similar
acquiescence on the part of those who
have benefited from their submission.8

Thus, like Locke above, Rawls believes that
voluntarily accepting benefits incurs an ob
ligation. It is fair to say that this belief stems
from the importance Rawls places on fair
ness in a political system. What he seems to
be saying above is, in effect, "it wouldn't be
fair for you to benefit from my actions, and
not assume a duty as a result."

In two important ways, Rawls has less
ened the importance of actual, explicit con
sent. To begin with, it is not even important
to him whether a person consents actually to
a measure. It is only important that one
would consent in the original position. Fur
thermore, though, he also claims that simply
receiving benefits voluntarily implies con
sent as well, and allows the state to make
demands on one regardless of whether one
consents in fact.

Striking Similarities
Although Locke would reject the claim

that a person's actual explicit consent does
not matter, he would agree with the claim
that receiving benefits voluntarily gives the
state the right to make laws for one. The
similarities between his theory of tacit con
sent and Rawls' are striking; so much so that
one is tempted to suspect Rawls was guided
entirely by Locke in formulating his. The
question, though, is whether or not Locke

could reject the first of Rawls' claims-that
if one would consent to x in the original
position, it does not matter whether one
consents to x in reality-without also reject
ing the concept of tacit consent. I argue that
underlying the theory of tacit consent is a
belief in the importance of fairness, or
justice, as Rawls would say. When Locke
claims that tacit consent obliges one to obey
laws, he is really making the claim that it
wouldn't be fair to take from the state
without giving to the state. Thus, he would
have to agree with Rawls' claim that a fair
institution must be obeyed regardless of
whether one consents to it or not.

Defenders of Locke might protest this,
claiming that Locke gave a logical defense of
his theory of tacit consent, and does not
need to rely simply upon the idea offairness.
This, of course, is the above-mentioned
claim that property, once brought into a
state, remains under the state's control,
regardless of the wishes of future owners.
Let us examine this claim more closely, for
it will appear weaker under light.

The man who originally acquired the land,
according to Locke's theory of property,
had the right to.do whatever he wanted with
it, except to let "it go to waste. Yet, the son
who inherited it, who is alleged to give his
tacit consent to the activities of the state,
acquired the property in another manner.
He was given it as a gift. So, the question
becomes, does this form of ownership con
fer the same rights as acquiring it originally?

Nozick's Views
Some light can be shed on this question by

turning to the philosopher Robert Nozick.
According to him, the son's ownership does
in fact confer the same rights as the father's.
In his book Anarchy, State and Utopia, he
claims that a person is entitled to a holding
(hasjust ownership ofit) ifhe either acquires
it justly or has it justly transferred to him.9

Both methods of gaining entitlement to a
property carry the same rights. Locke
would most likely accept this argument. In
the state of nature, people are entitled to do
almost anything to which all parties in-
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volved in the act consent. There is no reason
to assume that this list of permissible con
tractual actions would not include transfer
ring ownership of property. Thus, when the
father gave the property to his son, the son
became owner of the property in the same
sense his father was.

Yet Locke's defenders might ask whether
the son's ownership of the property gives
him the right to remove it from the state's
control. Although the father acquired prop
erty which was without previous obligation,
the son is acquiring property which is al
ready under the control of the state. Thus,
the son cannot acquire the right to take the
property out of the state's control.

However, it is not correct to assert that
the father acquired land which was without
obligation, whereas the son acquired land
which was already under control of the
state. According to the Lockean theory of
property, original acquisition of property
transfers that land from a communally
owned state to a privately owned state. The
father's land was, in fact, under obligation
before he acquired it, just as it was under
obligation when the son acquired it. Thus, it
would seem that the same arguments Locke
uses to justify the father being able to
acquire complete ownership of the land
would also apply to the son.

Furthermore, if the son does not have the
right to take the property out of the state's
control, how can he truly be said to own it?
As Nozick points out, "the central core of
the notion of a property right in X. . . is the
right to determine what shall be done with
X. ,,10 Therefore, if the son is to be said to
own the land, then he must have the right to
decide what to do with the land. This must,
by definition, include taking it out from the
state's control. If it did not, then the state
would retain the right to decide how the land
is used, not the son, and therefore he would
lack the fundamental right of ownership.

Thus, Locke's argument that tacit con
sent springs from living on land which is
already under state control is invalid. If the
father truly gave the land to the son, then in
order to have the right to make laws for that
land the state would have to get the same

consent from the son as it did from the
father. In fact, there is no other ground on
which the theory of tacit consent can rest
than that of simple fairness.

Having accepted the idea of fairness as
a justification for imposing obligations, is
Locke forced into accepting the Rawlsian
position that a society grounded on fair
principles does not require the consent of
those who participate in it? At this point, we
have seen that Rawls claims that (1) if you
accept benefits you incur obligations be
cause that's fair, and (2) a fair society does
not require consent. Locke, on the other
hand, after analysis of the tacit consent
argument, appears to claim that (1) if you
accept benefits you incur obligations be
cause that's fair, (2) any society requires
consent, and (3) accepting benefits and
thereby incurring obligations is an accept
able demonstration of consent.

Obligation?
However, Locke's argument breaks

down into a claim that by accepting benefits
from a society one obligates oneself to that
society. The investigation must now focus
on whether it is possible for Locke to draw
a distinction between this claim and that of
Rawls that one is obligated to any fair
society, consent or no.

A first attempt to answer this question
comes from pointing out the fact that fair
ness is the obligating factor in both situa
tions. Thus, Locke's claim about tacit con
sent can be reworded as "The fact that it
would be unfair to take benefits without
incurring obligations means one is obligated
if one takes benefits." Similarly, Rawls'
claim, that a fair society obligates one, can
be reworded as "The fact that the society
is fair obligates you." This places the two
claims logically very near to each other.

Yet, they are still definitely not the same
claim. Locke's claim has an "if' involved,
which Rawls' claim lacks. That is, no matter
how much he believes in fairness, Locke
still places an obligation on one only after
one commits a voluntary action. He does
not say that you must always do what is fair,
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only that in this case, it would be unfair of
you not to do x, so you must do it. Rawls,
on the other hand, claims that one must
always do what is fair. So at this point,
Locke still appears able to avoid the Rawl
sian trap of fairness obviating consent.

Yet, Locke's reasoning must again be
called into question. How can it be just for
fairness to obligate in this one circumstance,
but not in another? Perhaps Locke is claim
ing that by voluntarily playing an active part
in any equation, one activates fairness as a
binding force. That is, as long as onejust sits
around, the fact that a particular action is
fair does not require one to perform that
action. However, once one receives certain
benefits, the fact that a certain action is fair
does require one to perform that action.

Passive Benefits
The problem with this claim is that re

ceiving benefits is passive, not active. You
can just sit there, without taking any action,
and the state can give you certain bene
fits without any action on your part. The
North American Air Defense Command
(NORAD), for example, defends me from
assault without my needing, asking, or even
taking notice. Locke's doctrine of tacit con
sent would mandate that I assume an obli
gation to the state because of this.

Since Locke's doctrine of tacit consent
does not actually require any active partic
ipation from one, we can see how fairness
can quickly become obligating in all circum
stances rather than just in one. Any person
giving one a benefit would seem to incur a
corresponding obligation from one. Just as I
am obligated by fairness to pay taxes for
NORAD because it defends me, I could be
made to pay someone who washed my
windshield on the street, whether I con
sented to it or not. Mter all, it would be
unfair for me to benefit from his action
without giving him something in return.

What one sees here is that the factor
which makes fairness obligatory in Locke's
tacit consent theory has nothing to do with

the one being obligated, and everything to
do with external factors. A person who
washes another's windshield, or defends
him has the power to make a demand on him
by virtue of fairness. This situation can
easily be expanded to make fairness univer
sally obligatory. One benefits from clean air,
so one could be said, under this same
Lockean theory of tacit consent, to be
obligated to protect the environment.

In short, it is impossible for Locke to
defend a claim that fairness obligates only in
the case where he wishes to use it, and
nowhere else. The way he has conceived of
fairness as obligatory allows it to be used in
almost any case. Thus, Locke cannot, in
fact, avoid Rawls' claim, that fairness is
universally obligatory.

Locke and Rawls both make the claim
that one who benefits from society is obli
gated to it. That is, both share a theory of
tacit consent. But Rawls at first appears to
be making a larger, and completely different
claim. However, a closer examination re
veals that Locke's tacit consent cannot be
defended except on the basis of fairness.
Locke's acceptance of fairness on this
ground forces him into a situation where he
must choose between keeping.his theory of
tacit consent, and accepting the Rawlsian
claim that consent does not really matter
as long as the society is fair; or abandoning
the idea of tacit consent, and retaining a
contractarian framework where individual
consent to society matters. In the end, the
doctrine of tacit consent cannot be sup
ported while placing any value at all on
actual consent. D
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Ideas and Consequences

How Important Is
Your Vote?

T he November 1994 election campaign
has thankfully come and gone and once

again we had to listen to a familiar whine:
"Isn't it simply awful that so few people
vote. What we need are laws that make it
easier to vote or laws that penalize people if
they don't. "

Don't get me wrong. I cherish the right
to vote-so much so that I don't want it
belittled by those who think that just show
ing up at the polls is all it takes to assure
the survival of representative government.
There are some people who should vote, and
then there are others-millions of them,
unfortunately-who would do representa
tive government a big favor if they didn't.

Imbedded in the popular complaint about
the decline of voting among the American
electorate is at least one assumption that is
demonstrably false: that higher voter turn
out is needed to somehow "make democ
racy work."

In the first place, "democracy" is perhaps
the most oversold political concept,
drummed uncritically into our heads at an
early age as the moral high ground of gov
ernance. Some measure of public participa
tion in whatever government we have is
certainly preferable to dictatorship but not
because it carries with it any assurance of
good or limited government. It does not
guarantee a free society. An electorate can

Dr. Reed, economist and author, is President of
The Mackinac Center for Public Policy, a free
market research and educational organization
headquartered in Midland, Michigan.

by Lawrence W. Reed

democratically vote itself into bankruptcy
and slavery. Americans, in fact, have been
doing that for most of this century.

What people commonly think of as "de
mocracy" is preferable to dictatorship be
cause it permits changes in government
policy without the need to shoot, hang, or
guillotine anybody. Those changes, how
ever, will be in whatever direction public
opinion is blowing at the moment-good or
bad, smart or stupid, helpful or destructive.

Besides, America is not a pure democ
racy anyway-and was never intended to
be. There are some things our Founders
wisely felt should not be subject to majority
vote such as individual rights to life, liberty,
and property.

In the first half-century of America's ex
perience as a nation, voter turnout was often
much lower than it is today-frequently less
than 20 percent of adult males actually cast
ballots. Part of this is explained by the
presence of property requirements for vot
ing in many states. Most of our Founders
and early leaders believed that people ought
to have a direct and personal stake in the
system before they could vote on who
should run it. The fact that in those years we
managed with low voter turnout to elect the
likes of Washington, Jefferson, Madison,
and Adams suggests that maybe we should
make voting more difficult, not easier-a
privilege to be earned, not an unbridled right
to be abused.

Then there are those who want to make it
so easy to vote that you wonder how any-
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thing so costless could be the least bit
meaningful. Three years ago, I read a blurb
about a Colorado organization called "Vote
by Phone." I don't know if the group is still
around, but the idea still is-allowing Amer
icans to cast their votes on election day by
telephone from home instead of at local
polling stations.

Under the plan, all registered voters
would be given 14-digit voter identification
numbers. Voters would call a toll-free num
ber from touch-tone phones, punch in their
ID numbers, and vote on candidates and
ballot issues by punching other numbers.

Whether or not the science exists to
resolve the inherent technical, security, and
privacy questions, there exists no reason at
all to make voting any easier than it cur
rently is. Low voter turnout does not en
danger our political system. Here's what
does: politicians who lie, steal, or create
rapacious bureaucracies, voters who don't
know what they are doing, and people who
think that either freedom or representative
government will be preserved by pulling
levers or punching ballot cards or making
phone calls.

The right to vote, frankly, is too important
to be cheapened and wasted by anyone who
does not understand the issues and the
candidates. The uninformed would be doing
their duty for representative government if
they either became informed, or left the
decisions at the ballot box up to those who
are. How did the idea that voting for the sake
ofvoting is a virtue ever get started anyhow?

Our political system-resting as it does on
the foundations of individual liberty and a
republican form of government-is also en
dangered by people who vote for a living
instead of working for one. H. L. Mencken
had them in mind when be described an
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election as "an advance auction of stolen
goods. " They use the political process to get
something at everyone else's expense, vot
ing for the candidates who promise them
subsidies, handouts, and special privileges.
This is actually anti-social behavior that
erodes both our freedoms and our represen
tative form of government by conferring
ever more power and resources upon the
politically well-connected and the governing
elite. I don't know about you, but I don't
want these people to have it so easy that all
they have to do is pick up a phone to pick my
pocket.

Surely, the right to vote is precious and
vital enough to be worth the effort of a trip
to the polling place. Anyone who won't do
that much for good government isn't quali
fied to play the game.

Moreover, politicians who bemoan ever
lower voter turnout shouldn't be so critical
ofnon-voters. Ifa non-voter's excuse is that
he doesn't know what he should to vote
intelligently, he should be thanked for
avoiding decisions he's unprepared to make
and encouraged to educate himself. If a
non-voter is simply disgusted with lies and
broken promises, or just doesn't want to
choose between Scarface and Machine Gun
Kelly, then maybe it's the politicians who
should listen and learn; the non-voters are
trying to tell them something.

Sure, it would be nice if more people
voted-but only if they know what they're
doing and if they're not doing it to grab
something that doesn't belong to them.
There's nothing about voting by telephone
or other such schemes that makes people
smarter or more honest, and there's nothing
about stuffing the ballot box with more paper
that assures either freedom or representa
tive government. D
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Private Property Ownership

by Albert R. Bellerue

According to the Fifth Amendment to the
u.S. Constitution, no person shall be

"deprived of life, liberty or property, with
out due process of law; nor shall private
property be taken for public use withoutjust
compensation." This clause, known as the
eminent domain reservation, gives the state
the legal right to take private property for
public use without the consent of the owner.
But, the owner has a right to his day in court
to insure "just compensation."

The Fourteenth Amendment states that
no state shall "deprive any person of life,
liberty, or property, without due process
of law; nor deny to any person within its
jurisdiction the equal protection of the
laws. " This simply extends legal property
protection from all of the amendments in the
Bill of Rights down to local government
protection of private property ownership.

But just what is private property owner
ship? Property is anything subject to own
ership and private relates basically to an
individual. Ownership relates to a posses
sory interest in a property. This is the right
to exert control over the uses of property to
the exclusion of others.

The Bundle of Rights
In real estate, the ownership-rights theory

is compared to a bundle of sticks wherein
each stick represents a separate right-to
use. For example, a property owner can sell
his mineral rights usage to one person and

Mr. Bellerue is a real property analyst special
izing in eminent domain.

lease his surface rights to another. Like
wise, an aerial or scenic easement can be
granted wherein the underlying rights of use
may be retained. But, each time a use is
granted away, the bundle of rights shrinks.

Government power further reduces the
number of sticks in the bundle of rights
through taxation, escheat, eminent domain,
and police power.

In matters of taxation, the federal gov
ernment is precluded from direct taxation of
real property. This right of taxation is re
served to state and local governments. But
local encroachment also removes a number
of sticks from the ownership bundle.

Escheat deals with the state taking over
ownership ofproperty if the property owner
dies without a will.

As previously explained, eminent domain
limitations set out in the Fifth and Four
teenth Amendments at the very least pro
hibit government expropriation without
payment for the taking.

Police power relates to government reg
ulation of property in accordance with that
ambiguous term "general welfare." Exam
ples of major government intrusions into
the right to private property ownership are
planning and zoning ordinances; building
codes; air and land traffic regulations; and
health, safety, and sanitary regulations.
Some of these make sense; others are down
right damaging to the right to life, liberty,
and property ownership.

It is in this latter group of police powers
assumed by political government that pri
vate property ownership rights are being
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ignored. More and more sticks have been
expropriated from the bundle by regulation
or negation of proprietary uses. Such dam
aging political action often reduces the
owner's property value without just com
pensation. The proper term for that is "ex
tortion. "

If there is any question about the act of
protecting and maintaining rights rather
than property per se, a statement by U.S.
Supreme Court Justice George Sutherland
should provide clarification: "It is not the
right of property which is protected, but the
right to property. Property, per se, has no
rights; but the individual, the man, has three
great rights, equally sacred from arbitrary
intetference: the right to his life, the right to
his liberty, the right to his property. . . . The
three rights are so bound together as to be
essentially one right. To give a man his life
but deny him his liberty is to take from him
all that makes his life worth living. To give
him liberty but to take from him the property
which is the fruit and badge of his liberty, is
to still leave him a slave."

Legal Plunder
The Law Perverted

Morality, or proprietary relations be
tween people, cannot exist without a basic
understanding of the birthrights of every
one to life, liberty, and property. Basically,
human rights are nothing more than prop
erty rights.

Currently, throughout the world, nation
after nation is in chaos because of trespass
upon human property rights.

The United States is no exception. In
creasingly,our people are at odds with
political governments because of disregard
for these rights. Yet, recognition of partic
ipation in these trespasses should first be
placed at the doorstep of the people who
unconscionably take part in this legal plun
der.

The City of Mesa, Arizona, recently re
fused to grant a permit for a residential
subdivision located two miles distant from
Williams Airport. The basic reason given
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was that noise from the aircraft would annoy
future residents. An aerial easement which
would have offset future liability was never
suggested.

No mention was made of the fact that the
hundreds ofexisting Capehart Homes on the
old Air Force base remain occupied. The
emphasis was placed upon the City Planning
and Zoning projections calling for industrial
usage to surround Mesa's newly-to-be
acquired airport.

No exceptions were to be made in spite of
the fact that there is no present demand for
industrial usage in the surrounding agricul
tural area. Nor is there any assurance that
the federal property will be transferred soon
because of Indian claims to some of the
property. It may be years before industrial
demand sutfaces.

The original sticks existing in this owner's
bundle of rights that gave him a prior right
to use his property for residential subdivi
sion have been taken from him by city police
power with no just compensation.

The only legal use remaining to him now
is industrial, the likely market demand for
which he may never see in his lifetime.
Through police power of local government
regulation, this octogenarian's retirement
nest egg has been legally plundered.

No longer do local governments use em
inent domain's Fifth Amendment where
they must compensate the owner for partial
loss in property value. Instead, they fall
back upon police power through planning
and zoning regulation. This permits them to
take property without compensation: legal
plunder! The bundle of ownership rights to
private property keeps shrinking.

Frederic Bastiat (1801-1850), a French
economist-statesman, brilliantly and pre
sciently described this encroachment by
government: "The law perverted! And the
police powers of the state perverted along
with it! The law, I say, not only turned from
its proper purpose but made to follow an
entirely contrary purpose! The law became
the weapon of every kind of greed! Instead
ofchecking crime, the law itselfguilty of the
evils it is supposed to punish!"

City and county planners and zoners in
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Arizona have become tyrannical in their
unconstitutional takings becausejudicial de
cisions have favored local government tres
passes upon private property ownership for
nearly half a century.

Local officials continue to manipulate the
legal use of real property for maximum
political benefit to themselves, at the ex
pense of the owners of private property.

Supreme Court Takes
Favorable Stand

Hopefully, the tide may be changing.
After many years of wishy-wash, the U.S.
Supreme Court has finally come out with a
ruling in favor ofprivate property rights. On
June 14, 1994, the importance of individual
property ownership was revived in a deci
sion in Dolan vs. City of Tigard, Oregon.

The court ruled in favor of the petitioner,
Florence Dolan, saying that land-use regu
lations cannot be based upon the political
theory that desirable ends justify any means
to restrict the freedom of the property
owner. Mrs. Dolan had proposed replace
ment of her 9,700 square-foot plumbing
supply store with a much larger commercial
building on her 1.67 acre lot. But in order to
obtain a permit the city of Tigard required
her to donate 10 percent of her property to
the city for the City Drainage Plan in order
"that it be preserved as greenways to min
imize flood damage."

While the Oregon courts had ruled against
Mrs. Dolan, in favor ofthe local government
taking, the U.S. Supreme Court reversed
these rulings. Chief Justice William Rehn
quist wrote: "We see no reason why the
takings clause of the Fifth Amendment,
as much a part of the Bill of Rights as the
First Amendment or Fourth Amendment,
should be relegated to the status of a poor
relation." His reference related to the ques
tionable practice of local governments us
ing planning and zoning regulation to take
private property without "just compensa
tion."

The decision also stated that the local
government did not show a "rough pro
portionality" between the effects of the
proposed development and the proposed
government uncompensated taking. Hence
forth the burden of proof will fall directly
upon the local government rather than the
property owner.

There is much more in Rehnquist' s Writ of
Certiorari than just items relating to abuses
by the City of Tigard. Many of the support
ing cases bring to mind comparable land-use
regulation abuses throughout Arizona.

Richard A. Epstein was the lawyer who
won the Dolan decision. In his book Tak
ings, which explores private property and
the power ofeminent domain, he states: "The
sole function of police power is to protect
individual liberty and private property against
all manifestations of force and fraud. "

Since government land use regulation is
police power and since many Arizona plan
ning and zoning enforcements smack of
force and fraud, who is to protect individual
liberty? Most property owners can't afford
to fight city hall and city and county attor
neys are more interested in politics.

Perhaps this question provides the answer
to why the Phoenix Gazette took an editorial
position in support of Proposition 300, the
state regulatory takings bill wherein the
office of the Arizona Attorney General
would review a "taking's impact analysis"
of all proposed takings. (The proposition
was defeated in the November 8 election.)

This sounds like a good proposal, pro
vided that the Attorney General's Office
also reviews questionable local planning and
zoning regulations that might be in violation
of the Fifth Amendment.

Since the concept of private property
ownership provides the basis for morality,
maybe Dolan vs. City ofTigard will help us
recover some of the sticks in the bundle of
rights that we keep losing. It may, in the long
run, help to reduce crime-both legal and
illegal varieties. D
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Private Property and
Government Under
the Constitution

by Gary M. Pecquet

The economic concept of private prop
erty refers to the rights owners have to

the exclusive use and disposal of a physical
object. Property is not a table, a chair, or an
acre of land. It is the bundle of rights which
the owner is entitled to employ those ob
jects. The alternative (collectivist) view is
that private property consists merely of a
legal deed to an object with the use and
disposal of the object subject to the whims
and mercies of the state. Under this latter
view, the state retains ownership and may
at any time regulate or even repossess the
property it temporarily cedes to individuals.

The Founding Fathers upheld the eco
nomic view of property. They believed that
private property ownership, as defined un
der common law, pre-existed government.
The state and federal governments were the
mere contractual agents of the people, not
sovereign lords over them. All rights, not
specifically delegated to the government,
remained with the people-including the
common-law provisions ofprivate property.
Consequently, the constitutional rights re
gardingfree speech, freedom ofreligion, the
right of assembly, and private property

Dr. Pecquet has a Ph.D. in economics from
Virginia Polytechnic Institute, has published
numerous articles on economic history, and
recently passed the CPA accounting exam.
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rights are all claims that individuals may
hold and exercise against the government
itself. In brief, private property refers to the
rights of owners to use their possessions
which are enforceable against all nonown
ers-even the government.

The Economic Concept
of Ownership

"We may speak of a person owning land
and using it as a factor of production,"
writes Nobel laureate Ronald Coase in his
essay on "The Problem of Social Cost,"
"but what the owner in fact possesses is the
right to perform certain (physical) actions. "
These "rights to perform physical actions, "
called private property, constitute the real
factors ofproduction and the real articles of
trade. Legal title itself means nothing. At
best, a title or deed amounts to proof of
ownership, not the rights inherent in own
ership.

Many people confuse the economic con
cept of ownership with the mere holding of
legal title. Often, title and ownership coin
cide, but not necessarily. Sometimes busi
nesses lease equipment from manufacturers
under circumstances which transfer all of
the meaningful rights of ownership to the
lessee while title remains with the manufac-
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turer. Here are two example~: if a lease
approximates the useful life of the equip
ment or if the lease itself contains an option
to buy the equipment outright for a nominal
sum. In both cases the lease transfers own
ership in the true economic meaning of
rights to employ the equipment without
actually changing title. Proper accounting
principles, in such cases, require the lessee
to record the equipment on its books as an
asset and the lease itself becomes a method
offinancing the purchase. The manufacturer
although still retaining title to the equipment
no longer "owns" the property and, accord
ingly, should not include it as an asset.

In other cases, the "bundle of rights" to
use an object may be separated and sold
apart from the title. Once again, here are two
examples: landowners may lease property
for a specified period of time while retaining
the residual rights to the land upon termi
nation ofthe contract or the same landowner
may sell only the mineral rights, while re
taining title along with most of the "sticks"
in the property rights bundle. The validity of
these contracts implies that ownership re
fers to the many legitimate uses and disposal
ofthings, rather than title to the object itself.

The economic view ofproperty consisting
of primarily actions, rather than things, is
also compatible with intellectual property,
such as copyrights and patents. The right to
publish a book or construct a machine may
be reserved to the author/inventor. These
species of private property do not refer to
any specific objects at all, but are legitimate
articles of property nonetheless.

The Common Law Boundaries
of Private Property

The British common law has established
the legal limits to property rights through
case precedents, reflecting the practical
needs of trade long before the North Amer
ican colonies even existed. The common
law provided a clear picture of ownership to
the Founding Fathers.

The common law has three pillars: private
property, tort liability, and the law of con
tract. Property and tort liability are inexo-

rably intertwined. No one has a right to
infringe upon the legitimate rights of others.
Ifone uses his possessions to create a health
hazard or nuisance to others, he is fully
liable for damages. In some instances, an
injunction may even prevent an unlawful
action before it causes damages to others.
The very boundaries of private property are
defined by common law liabilities. For ex
ample, ifMr. A erects a six-foot fence at the
border of his land and this fence blocks the
sunlight to Ms. B's garden, does Ms. B have
a common law right to access the sunlight?
If so, she would have a claim under tort law.
If not, Mr. A may construct the fence and
Ms. B either relocates her garden or per
suades or compensates Mr. A to move his
fence away from the established boundary.
The point is that a reasonable and efficient
result should occur under either rule. What
is important is for the liability limits to
property be well-established and clearly
defined. After many case precedents the
common law courts begin to sharply define
the boundaries of private property. Owners
may then negotiate, mutually reaching an
arrangement, without going to battle in
court over a legal ambiguity or seeking a
new statute.

The "bundle of rights" we call private
property comprise the subject matter for all
contracts. Every time goods exchange
hands, land is purchased, and an employ
ment contract is signed, "bundles of rights"
to resources are exchanged. All commerce,
and the prosperity which it generates, de
pend upon the security and certainty of
property rights. If an urban area has a
notorious high crime rate, local businesses
will tend either to relocate or increase
prices. If the courts do not establish consis
tent liability rules, then litigation costs in
crease and the basis for agreements is un
dercut. If the legislature threatens to
regulate business, then potential competi
tors may be frightened away. If the potential
uses to which property may be employed are
subject to regulation by a governmental
body, then the value of property declines.
Men like James Madison and Alexander
Hamilton understood that prosperity de-
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pends upon the security and certainty of
property rights and designed the Constitu
tion accordingly.

The common law does evolve slowly to
reflect changes in both technology and so
cial mores, but it provides a stable set of
rules of conduct. Moreover the common
people on juries decide common law cases,
not kings, not legislatures. This establishes
an important rule-making authority outside
of any centralized government.

The English Whigs on
Property and Government

Our American forefathers did not develop
their political theories in an intellectual
vacuum. More than a century before the
American Revolution, a Civil War raged in
Britain. It pitted the Monarchy against Par
liament. Among the opponents of the Mon
archy were the seventeenth-century English
Whigs. Over the course of a few decades,
English Whig intellectuals expounded their
theories about property and government.
These thinkers, including John Locke, Al
gernon Sidney, and Thomas Gordon, taught
America's founders much about property
and government. 1

Prior to the rise of the English Whigs, the
"divine right of kings" had held that all
rights, liberties, and properties actually be
longed to the king. The king merely permit
ted his subjects to use their possessions. The
king, however, might regulate the use or
even seize these possessions outright at his
whim. The people had no claims or rights
which could be exercised against the sov
ereign. Their possessions were at the mercy
of the government.

By contrast, the English Whigs believed
that the fountainhead for all rights was the
sanctity of the individual, not the divinity of
the state. John Locke contended that human
rights were "natural rights" which pre
existed government. The original owners
of the land were the real sovereigns, not
the king. Remember the old English saying,
"A man's house is his castle and every
man is king." Owners, however, might
consent to give up a small part of their

liberty and property to government in order
to institute criminal law and national de
fense and to perform certain other specifi
cally delegated tasks. Legitimate govern
ment is formed by contract and may never
acquire more rights than delegated by the
property owners who institute it. The au
thorities must never exceed their narrow
constitutionally delegated authority-lest
they become despotic.

According to the Whig view, legitimate
government is an agent, a servant, a mere
convenience charged with certain specific
tasks. Moreover, even elected governments
tend to become despotic as the British
Parliamentary experience illustrated. Most
of the descriptions of political power during
colonial times were negative. Thomas Gor
don discussed the issues of the day in Cato's
Letters. Power was often shown as a
"clutching grasping hand" or described as a
"cancer that eats away at the body public."

It is also relevant that the Whigs ex
pressed all rights in terms of property. Each
man owned his own person and labor. Slave
holders were condemned as man-stealers,
the lowest sort of thief who stole the whole
person, not merely part of his labor. When
ever the Whigs argued for freedom of reli
gion, the teachers ofour forefathers referred
to "property in one's conscience." When
they opposed Sabbatarian laws, prohibiting
certain activities on Sunday, they referred
to "property in one's time. " The Whig view
equated property and liberty, once again
reflecting the economic concept that prop
erty refers primarily to freedoms to act.

The Founders and Framers on
Property and Government

The best way to examine the importance
ofprivate property to our forefathers and its
place under the law is to study the words of
the founders and framers themselves: men
like Thomas Jefferson, James Madison, and
Alexander Hamilton. In the passage below
Jefferson argues that the colonial landhold
ings had always been held free and clear of
the British crown. Throughout American
colonial experience, the British crown ex-
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acted a small fee called a quit-rent upon all
landholders. The quit-rent often went un
collected and never raised much revenue,
but it remained on the books as a legal
assertion that all land titles were held sub
ject to the crown. In 1774, Jefferson dis
puted this kingly claim. Jefferson's reason
ing gave historical teeth to the Whig view
that sovereignty belongs to individuals and
that property pre-exists government. There
fore the United States government formed
two years later would be established by free
men, not serfs. Neither could the new gov
ernment claim to be the recipient of any
superior monarchial rights or claims to pri
vate landholdings. According to Jefferson:

That we shall at this time also take
notice of an error in the nature of our
landholdings, which crept in at a very
early period of our settlement. The intro
duction of the feudal tenures into the
kingdom of England, though ancient, is
well enough understood to set this matter
in its proper light. In the earlier ages ofthe
Saxon settlement feudal holdings were
certainly altogether unknown, and very
few, if any, had been introduced at the
time of the Norman conquest. Our Saxon
ancestors held their lands, as they did
their personal property, in absolute do
minion, disencumbered with any superi
or. . . . William the Conqueror first intro
duced That system [feudalism] generally.
The lands which had belonged to those
who fell at the battle of Hastings, and in
the subsequent insurrections of his reign,
formed a considerable proportion of the
lands of the whole kingdom. These he
granted out, subject to feudal duties, as
did he also those of a great number of his
new subjects, who by persuasions or
threats were induced to surrender then for
that purpose. But still much of the land
was left in the hands of his Saxon sub
jects, held of no superior, and not subject
to feudal conditions. . . . A general prin
ciple indeed was introduced that "all
lands in England were held either medi
ately or immediately of the crown": but
thus was borrowed from those holdings

which were truly feudal, and applied· to
others for the purposes of illustration.
Feudal holdings were therefore but ex
ceptions outof the Saxon laws of posses
sion, under which all lands were held. in
absolute right. These therefore still form
the basis of the common law, to prevail
whenever the exceptions have not taken
place. America was not conquered by
William the Norman, nor its lands surren
dered to him or any of his successors.
Possessions are undoubtedly of the [ab
solute disencumbered] nature. Our ances
tors however, were laborers, not lawyers.
The fictitious principle that all lands be
long originally to the king, that they were
early persuaded to believe real, and ac
cordingly took grants of their own lands
from the crown. And while the crown
continued to grant for small sums and on
reasonable rents, there was no induce
ment to arrest the error.2

In The Federalist Papers, James Madison
and others argued that the proposed U.S.
Constitution would protect the liberty and
property of the citizens from usurpations of
power from the federal government. Power
in the new government was to be divided
into three branches: legislative, executive,
and judicial. This would create a system of
checks and balances necessary to hinder the
unwarranted expansion of political power.
The division of power would also make it
more difficult for a majority to oppress a
political minority and political stability
would more likely result. In the following
passage James Madison discusses the prob
lems of "mutable policy" (governmental
activism). Madison believed that the new
Constitution would establish a consistent,
stable set of laws necessary to promote
prosperity. Otherwise, he warned,

The internal effects of a mutable policy
are still more calamitous. It poisons the
blessings ofliberty itself. It will be of little
avail to the people that the laws are made
by men of their choice if the laws be so
voluminous that they cannot be read, or
so incoherent that they cannot be under
stood; if they be repealed or revised
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before they are promulgated, or undergo
such incessant changes that no man, who
knows what the law is today, can guess
what it will be tomorrow. Law is defined
to be a rule ofaction; but how can that be a
rule, which is little known, and less fixed?

Another effect of public instability is
the unreasonable advantage it gives to the
sagacious, the enterprising, and the mon
ied few over the industrious and unin
formed mass of the people. Every new
regulation concerning commerce or rev
enue, or in any manner affecting the value
of the different species of property, pre
sents a new harvest to those who watch
the change, and can trace its conse
quences; a harvest, reared not by them
selves, but by the toils and cares of the
great body of their fellow citizens. This is
a state of things in which it may be said
with some truth that the laws are made for
the few, not the many.

In another point of view, great injury
results from an unstable government. The
want of confidence in the public councils
damps every useful undertaking, the suc
cess and profit ofwhich may depend upon
a continuance of existing arrangements.
What prudent merchant will hazard his
fortunes in any new branch of commerce
when he knows not but that his plans will
be rendered unlawful before they can be
executed? What farmer or manufacturer
will lay himselfout for the encouragement
given to any particular cultivation or es
tablishment, when he can have no assur
ance that his preparatory labors and ad
vances will not render him a victim of
inconsistent government? In a word, no
great improvement or laudable enterprise
can go forward which requires the aus
pices of a steady stream of national poli
cy.3

Alexander Hamilton contended that the
new federal Constitution would protect pri
vate property and liberty from abuses aris
ing at the state level. Between the end of the
Revolutionary War in 1781 and the ratifica
tion of the Constitution in 1788 state gov
ernments faced debtor uprisings, such as

Shays' Rebellion. State legislatures some
times granted debt relief or "stays" on the
payments of debts. Hamilton believed the
proposed Constitution had "precautions
against the repetition of those practices on
the part of the State governments which
have undermined the foundations of prop
erty and credit.' ,4 He referred to Article I
section 10 of the Constitution which explic
itly protects creditors by forbidding states to
pass laws "impairing the obligation of con
tract" or even devaluing debt obligations by
making "any thing but gold and silver a
tender in payment of debts."

The "impairment of contract" clause re
mains effective today. New state laws af
fecting long-standing agreements may only
alter future contracts, not existing ones.
This protects interstate commerce, such as
insurance and banking, from potential
abuses by state and local politicians who
may be tempted to rewrite contracts to
redistribute income from outsiders to local
constituents.

In the body of the Constitution, Article I
sections 9 and 10, also expressly forbids
both federal and state governments to grant
titles of nobility. This prohibits the estab
lishment of a formal, hereditary class in the
United States. In England, the titles
"Prince," "Duke," and "Earl" consisted
of much more than a prefix to a name.
Nobility also laid feudal claim to the land
held by the common people. Feudal titles,
such as Prince of Wales and Duke of York,
pretend ownership to the entire realm, sub
ordinating the rights of the landholdings of
commoners. America's framers hated the
European class system and the feudal pre
tense to the land that it represented. The
united states are forbidden to ever establish
feudal land tenures to lands because sover
eign landholdings are essential to a free
"Republican form of government. "

The U.S. Constitution contained a num
ber of flaws, most notably, the official sanc
tioning of slavery. Nor did the Constitu
tional framers advocate laissez-faire
capitalism. Some of the framers, including
Alexander Hamilton, believed that the gov
ernment should actively encourage eco-
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nomic growth through protective tariffs.
Nonetheless, the framers all held private
property in high esteem. Indeed, commer
cial prosperity seems to be the chief end of
good government to them. The economic
system under the Constitution is capitalism
with a very few specific exceptions explic
itly delegating limited powers to Congress,
Le., coin money, establish a Post Office, lay
customs duties, etc. James Madison sum
marized, "The powers delegated to the
federal government are few and defined."5

The Bill of Rights on
Private Property

Many people were fearful that the Con
stitution still concentrated too much power
in the hands of the federal government. The
electorate in key states insisted upon a "Bill
of Rights" lest they would reject the pro
posed Constitution. These amendments
soon became incorporated into the new
Constitution. Six of these ten amendments
pertain either directly or indirectly to pri
vate property rights.

The Third Amendment states, "No sol
dier shall in times of peace be quartered in
any house, without consent of the owner,
nor in times of war, but in a manner pre
scribed by law. " This amendment grew out
of abuses by the British, who had forced
people to allow troops into their homes. The
amendment clearly protects the rights of
homeowners, but is too specific for wider
applications.

The Fourth Amendment includes the
clause, "The rights ofpeople to be secure in
their persons, houses, and effects against
unreasonable searches and seizures shall
not be violated and no warrants shall issue,
but upon probable cause . . ." The "search
and seizure" clause has been interpreted to
pertain primarily to criminal cases, but the
stated intent of this statement is to make
people secure in their persons and posses
sions. In civil cases law enforcement offi
cials presently are able to seize property
without a warrant and place the burden of
proofupon the owner to show that he did not

commit a crime. In fact, some local govern
ments now use civil seizures to supplement
their budgets.

The Seventh Amendment requires that
for civil cases in federal courts, "no fact
tried by a jury, shall be otherwise re
examined in any court of the United States
than according to common law." The com
mon law, as we have seen, rests upon three
pillars, including private property rights.
This indirect recognition ofprivate property
only protects individual owners against
other private parties. These common law
property claims become enforceable against
the federal government under the Ninth and
Tenth Amendments.

Amendment Nine states, "The enumera
tion of certain rights, shall not be construed
to deny or disparage others retained by the
people. " Amendment Ten further stipu
lates, "The powers not delegated to the
United States by the Constitution, nor pro
hibited by it to the states are reserved to the
states and the people." The original intent
of the "enumeration" and the "reserva
tion" clauses clearly reaffirm the contract
theory of government held by John Locke
and James Madison alike. All "powers not
delegated to the federal government" in
cludes any and all private property rights
described under the common law. Histori
cally, however, U.S. courts have never used
the "reservation" clause to decide impor
tant cases.

The most explicit recognition of private
property comes in the Fifth Amendment
which states "Nor shall [anyone] be de
prived of life, liberty, or property without
due process of law; Nor shall private prop
erty be taken for public use without just
compensation. " The first clause is called the
"due process" clause while the second part
is referred to as the "takings" clause.

Until the middle of the twentieth century,
the "due process" clause was often used to
strike down regulations imposed on private
property especially if they amounted to
confiscation by regulation or if they ex
ceeded the federal government's constitu
tionally delegated authority. For example,
when President Franklin Roosevelt's Na-
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tional Recovery Act required all trades and
businesses to form trade associations, re
strict entry, and establish minimum wages
and prices, the Supreme Court overturned
this wholesale reorganization of U.S. indus
try as a violation of the "due process"
clause. This prompted President Roosevelt
to threaten to "pack" the Supreme Court.
Although Roosevelt failed to gain congres
sional approval to expand the Supreme
Court from nine to fifteen members, the
Court no longer overturned New Deal pol
icies. Subsequently, Courts have created an
artificial distinction between "property lib
erties" and "personal liberties." Rarely, do
Courts use the "due process" clause to
uphold "property liberties" anymore. Cur
rent judicial theorists argue that the Consti
tution does not prescribe a particular eco
nomic system (capitalism). Therefore,
private property liberties are not protected
while "personal liberties" such as First
Amendment guarantees of free speech are
still upheld under the "due process" clause.

The "takings" clause requires all levels
of government to justly compensate owners
for property taken for public use. Whenever
land is condemned or taken for highway
construction, military bases, and so forth,
courts must estimate the fair value of the
property to be paid to the owners. The
'~takings" clause also requires governments
to compensate owners when confiscatory
taxes are imposed or regulatory acts render
property worthless.

The "takings" clause was intended to
prevent the government from forcing a few
property owners to bear the burdens of
legislative measures intended to benefit the
general public. It reduces the uncertainties
of property ownership arising out of the
political system, helping to mitigate the
problems of' 'mutable" policy alluded to by
Madison. Requiring government to compen
sate owners for the resources that it takes
for public use also enhances proper cost
benefit planning on the part of policymak
ers; but the primary purpose of this clause is
to protect property owners from arbitrary
governmental power, not to assist bureau
cratic planners-or else the framers would

have added a "givings" clause entitling the
State to be compensated for the public
benefits it claims to generate.

Until the twentieth century, U.S. courts
never applied the "takings" clause to reg
ulations falling short of transferring legal
title to the government. Courts, however,
did respect private property. Owners could
find relief under the "due process" clause
which could overturn state and federal leg
islation altogether. Indeed, the failure to
apply the "due process" clause in property
cases places the "takings" clause as the
final barrier to full governmental supremacy
over private property rights.

At present, courts are evolving their opin
ions regarding the "takings" clause. They
are willing to allow the regulation of prop
erty to some extent, but if the regulation
goes too far it may become a taking. The
current legal uncertainty results from the
clashing views on the nature of private
property. Does property constitute the
rights of individual owners to actions which
enjoy constitutional protections against ar
bitrary government actions or is the govern
ment supreme? In our forefathers' day, the
latter view was known as "the divine right
of kings. " During the middle of the twenti
eth century, the economic system which
allows ownership on paper while the gov
ernment made all of the important decisions
regarding the uses of property was called
fascism. Today, in the United States gov
ernment supremacy over individual prop
erty owners means that the government may
temporarily permit us to hold title to certain
of its possessions and use them in limited
ways at its pleasure. So far, the opponents
of constitutional property rights have re
fused to give their system a new name, but
it amounts to the same old system called
tyranny.

The essence of private property is the
bundle of actions which owners may right
fully perform. Logically, any legislation re
stricting these ownership acts amounts to a
regulatory "taking" and the owner ought to
be entitled to be compensated for the decline
in value of his assets. The Constitution did
not establish unlimited majority rule. Even
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the legislature must be subject to the rule of
law.

Nevertheless, many regulations would
not involve compensation under the Fifth
Amendment because they either do not
involve a regulatory "taking" or measur
ably reduce the fair market value of prop
erty. For example, if landowners have a
right to be free of pollution under the com
mon law of nuisance and the owners are too
disorganized to protect their rights against
polluters, a governmental statute may em
power the executive to bring the polluters to
court under the common law and even
impose special statutory penalties upon
them. Since the right to pollute did not exist,
no "taking" is involved and the government
is merely performing its legitimate role in
defense of private property. Other regula
tions, such as Civil Rights public accommo
dations cases, the regulatory requirement to
serve all patrons would not adversely affect
the value of the property. Zoning laws often
increase land values . No compensation
would be required unless the value of the
"takings" is measurably reduced.

Under any interpretation, the "takings"
clause is a comparatively weak protection of
private property. The government may still
impose taxes and acquire resources for
public use. Courts must still determine
"fair" value by making very imprecise ap
proximations. Finally, some government
regulations inhibit trade while actually aug
menting the value of certain properties. For
example, a zoning ordinance which severely
restricts the land available for commercial
use might increase the value of the property
already employed in trade. Although such
laws stifle growth and commercial liberty,
the ' 'takings' , clause offers no relief to
prospective businessmen who are unable to
enter the market. The broad interpretation
of the "takings" clause is no substitute for
the judicial protection of "property liber
ties" under the "due process" clause.

Following the Civil War, the Thirteenth
Amendment ended slavery and the Four
teenth Amendment extended the applica
tion of the "Bill of Rights. " Section 1of the
Fourteenth Amendment reads, "All per-

sons born or naturalized in the United
States, and subject to the jurisdiction
thereof, are citizens ofthe United States and
of the State wherein they reside. No State
shall make or enforce any law which shall
abridge the privileges or immunities of cit
izens of the United States; nor deny any
person of life, liberty, or property, without
due process of law; nor deny to any person
within its jurisdiction the equal protection of
the laws."

The application of the "due process"
clause to the states gives to individuals and
businesses the same Fifth Amendment
grounds to challenge state regulations as
they already possessed against federal law.
The "equal protection" clause extends the
basic rights of citizenship to all Americans,
regardless of race and sex. Both clauses
were specifically intended to protect the
property and liberty of blacks from outra
geous actions on the part of southern states.
It obviously outlaws the old southern "sep
arate but equal" segregation laws. Thanks
to the Fourteenth Amendment, all citizens
are joint heirs to the old Saxon and English
Whig concepts of liberty and property.

Where Have All Our
Property Rights Gone?

The constitutional history discussed
above clearly shows that the founders did
take private property seriously and designed
the Constitution accordingly. In order to
limit the potential for tyranny the framers:
(1) Divided the powers into three separate
branches (legislative, executive and judi
cial). (2) Further separated the functions of
government between federal and state lev
els, giving the federal level only a few
enumerated powers. (3) Incorporated a
"Bill of Rights" which specifically listed
some of the most important applications of
individual rights for all people to read and
the courts to uphold.

The constitutional protections of our lib
erties have withered over the years. The
division of powers within the federal gov
ernment may have checked the expansion of
one part of the federal government into the



PRIVATE PROPERTY AND GOVERNMENT UNDER THE CONSTITUTION 31

domain ofanother, but there is no protection
for the people and states against collusions
a~d the conspiracies among the different
branches to exceed the delegated powers of
federal authority. For example, the Consti
tution does not grant the federal government
jurisdiction over education, housing, agri
culture, or energy, but these functions have
been elevated to cabinet level status in
Washington by Congress, administered by
the executive branch and approved by the
courts.

Federal regulations have become so ex
tensive that Congress often delegates its
rule-making powers to numerous, non
elected agencies, such as the FTC, FDA,
OSHA, SEC, and EPA. These agencies
combine executive and judicial functions
with their rule-making authority-subvert
ing the division of power concept becoming
laws unto themselves with feudal-like do
minions in command over the private prop
erty held by commoners. James Madison
condemned' 'the accumulation ofall powers
legislative, executive, and judicial in the
same hands, whether of one, few or many
and whether hereditary, self-appointed or
elective, may justly be pronounced the very
definition of tyranny. Were the Constitution
chargeable with this accumulation of power
or with a mixture of powers, having a
dangerous tendency to such an accumula
tion, no further arguments would be neces
sary to inspire a universal reprobation of the
system. ,,6

Most recently, the federal government's
appetite for power exceeds its capacity to
raise revenues. Instead of taxation and
spending, Congress prefers to subvert the
rights of private property owners by impos
ing unfunded mandates upon them, such as
"family leave" and employer mandates or
forced "contributions" to proposed health
care legislation. The words of Madison de
crying the problems of "mutable" policy
have been drowned out amidst a flood of
ever wider calls for new government pow
ers.

The usurpation of powers and rights be
longing to the states and people by the
federal government is partly due to defects

in the Constitution itself. The framers, un
fortunately, never established an effective
check or balance that state governments
could invoke against the encroachment of
federal power into their proper domains.
Ever since the Civil War, the threats by
states to secede or nullify laws are not taken
seriously, no matter how intrusive federal
regulations become. Abuses of federal
power may only be addressed in federal
courts, hardly an independent or adequate
restraint on federal authority.

The unfortunate legacy of slavery also
made it more difficult to defend both private
property and federalism. The framers
granted the same constitutional protections
to slave-holding as it accorded to legitimate
private property. This has led to· the mis
taken notions among scholars, including
noted Civil War historian James McPherson
who called the abolishment of slavery in the
Thirteenth Amendment as representing one
of "the greatest seizures of property in
world history." In fact, no one can ever
legitimately own another human being. The
English Whigs understood that the first right
was self-ownership. The emancipation of
slaves recognized the legitimate claims by
southern blacks to self-ownership. The
United Stated did not "seize" the slaves as
third world governments take over facto
ries. The Thirteenth Amendment set the
captives free.

Following the Civil War, the southern
states frequently violated the property
rights and liberties of black people. The
Fourteenth Amendment gave the federal
Congress -the power to protect their civil
rights. This amendment was necessary, but
it also established a precedent, "a hook"
which the federal government has used to
exceed its legitimate powers. Today, federal
usurpation of the domain belonging to the
states and people goes unchecked. "Liber
ai" scholars consider private property rights
to be government grants of privilege-to be
tolerated when convenient to the govern
ment, but no longer as a significant human
right in itself. The concept of "states'
rights" holds even less respect because it
reminds one ofpast injustices committed by
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states, rather than as safeguards against the
centralization of power.

The "Bill of Rights" provides very ex
plicit words guaranteeing the rights of the
common people. Unfortunately, words are
not self-enforcing. The constitutional con
tract between the people and the govern
ment must provide incentives, counter
forces, etc. to ensure that politicians remain
the servants of the people, rather than the
other way around. Even the most ingenious
constitutional safeguards will wither and die
if the public no longer appreciates the im
portance of liberty and property and if they
can be made to believe that the crises of the
day invariably requires extra-constitutional
remedies.

Modern intellectuals do not take private
property seriously, nor do they wish to
constrain the makers of public policy. Ever
since the "New Deal" of the 1930s, "liber
al" scholars have rejected the beliefthat any
economic system is proper for all periods of
history. To them, political economy does
not reveal any enduring set of legal princi
ples. Political economy instead molds itself
to the crises of the moment. The Great
Depression, The War on Poverty, Projected
Environmental Disasters, and the Health
Care Crisis, all supposedly require radical
reorganization of the economy. Property
rights and the rule of law must give way to
the reformers.

In truth, no crisis is ever bigger than the
Constitution. A solid education in econom
ics would teach that private property and
markets normally align the interests ofprop
erty owners with the public. Most of the
attempts by government to eliminate pov
erty, regulate prices, control macro
economic fluctuations, or otherwise manage
the economy have proven very costly and

usually counterproductive. It is also proba
ble that many of the recent ecological scares
are scientifically unfounded. Real world
problems can usually be addressed within
the context of private property and market
economics.

Infrequently, a government regulation
may provide a convenient route in mitigat
ing a particular problem of the day, but the
benefits of infringing property rights are
small compared to the sheer costs of gov
ernment and the uncertainties found in the
law today. Moreover the Constitution con
tains an amendment process to handle sit
uations where the need to act is great and
normal remedies appear to be inadequate.
This amendment process, however, is a
slow, deliberate one which enables the peo
ple and the experts alike to investigate,
study, and analyze the problem and the
costs of alternative remedies. Prudent, rea
soned solutions require time.

Neither the Constitution, nor the rule of
law can long endure the blight of a misin
formed public. As friends of liberty, our
eternally vigilant task must be an educa
tional one. The people must ever remember
the words of the founders, the wisdom of
economists, and the lessons of history. Let
us endeavor to turn back the regulatory
lords in Washington, the twentieth-century
pretenders to our property. 0
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Repeal, Repeal, Repeal

Even if the course of the Federal
Juggernaut does not change significant
ly in the coming months, we are

pleased to see a change of drivers. The reins
of power when held for long periods of time
breed inefficiency, arrogance, corruption,
and many other vices. To change the drivers
is to recondition the monster and make it run
more efficiently. But a renovated Juggernaut
may be even more predacious than one
which bungles and lumbers frequently.
Therefore, we are hoping for much more
than a new team of eager drivers. They must
brake the terrible force, halt it, and dismantle
it. They must repeal the laws and regula
tions which built the Juggernaut.

The American people have entrusted
Republicans with control of Congress only
twice since 1930, in the elections of 1946 and
1952, and returned it to the Democrats each
time after one term. In both cases the
Republican Congress did not deviate from
the given course by a single degree. On
November 8, 1994, the people gave the
Republicans one more chance to guide the
political process along the lines of a legisla
tive plan called "Contract with America."

The Contract envisions a Constitutional
amendment that would mandate a balanced
budget. An equality of revenue and expen
diture obviously does not signal a change of
direction. Given the deficits of hundreds of
billions of dollars, it may necessitate expen
diture cuts and tax increases. When forced
to choose, most politicians prefer to increase
the taxes on business, which is rather
defenseless at the polls. To reduce expendi
tures is to revoke entitlements which are leg
islative promises made to large numbers of
constituents. It takes conviction and courage
to reduce or even rescind such entitle-

ments-more conviction than most politi
cians ever had and more courage than they
can muster.

Balanced budgets do remove the pres
sures of deficit financing from capital mar
kets and may lower interest rates. Yet, no
matter how virtuous such a balance would
be, the call for a Constitutional amendment
raises many questions of politics. To wait for
a Constitutional amendment is to spend time
and energy and much political capital on
constitutional reform rather than on the
spending predilection itself. If the
Republicans have the courage to cut expendi
tures and balance the budget, they can start
right away without a Constitutional amend
ment-as they used to do so admirably
before the dawn of the New Deal and New
Republicanism. During the 1920s Presidents
Warren Harding and Calvin Coolidge retired
one third of the World War I debt.

A Constitutional amendment cannot
impart temperance, prudence, and self
reliance on people who prefer self-indul
gence, folly, and dependence. Politicians
bent on spending would easily circumvent
the restraint through backdoor, off-budget
spending. They would create agencies that
are federally owned or controlled but deleted
from the budget. Or they would spend
freely through a great number of privately
owned enterprises that conduct government
programs such as the Federal Home Loan
Bank System, the Federal Home Loan
Mortgage Association, and the Farm Credit
System. No political scheme or device can
impose integrity on people who prefer pro
fuseness, dependence, and debt.

It is significant that the Contract promises
various tax cuts but carefully avoids any ref
erence to spending cuts. It promises to
reduce the capital gains tax and even gives



hope of index adjustments for inflation prof
its, but remains completely silent about
reductions in transfer spending. Republican
leaders even reassure their voters that the
very pillars of the transfer system
President Roosevelt's Social Security System
and President Johnson's Medicare System
are untouchable. These remain off the cut
ting table, as President Ronald Reagan used
to put it.

To freeze federal spending or limit its
growth to the rate of inflation does not reverse
the path of the Juggernaut; it merely permits it
to coast and gather strength for another dash in
the future. It raises no questions on either suit
ability or the morality of a spending program,
but rather affirms it with new allocations of
funds at the given rate. To freeze federal
expenditures on international development
and humanitarian assistance at the 1994 budget
estimate of $7.325 billion or the 1994 general
science and basic research expenditure at
$4.445 billion is to reaffirm those programs.
Yet foreign handouts visibly impede economic
development by financing government enter
prises and political largess. The post-World
War II recovery of the European countries, for
instance, was inversely proportional to the
sums of Marshall aid received. Great Britain,
the most favored recipient, experienced a
painfully slow recovery; West Germany, the
vanquished recipient with the smallest per
capita aid, recovered miraculously. In recent
years, Chile, with General Pinochet in power,
was cut off from all U.s. handouts; unham
pered by political largess, its economy grew by
leaps and bounds.

Economists always return to the question
of suitability: does the program actually
achieve what it sets out to achieve? Their
answer is universally negative. Political inter
vention in economic life invariably makes
matters worse by disarranging the production
process. Political coercion always impairs
voluntary cooperation. Yet, it may be rather
popular with those individuals who expect to
benefit from the coercion. It is dear to the
heart of every legislator and regulator who
wields the lash of coercion.

The question of morality, which deals
with the principles of right and wrong, while
often maligned and belittled, does overshad
ow all political action. It wants to know, for
instance, whether the 1995 federal outlays of
$11.828 billion for higher education or the
$156.135 billion for the Medicare program
are right and proper. The architects of these
transfer systems obviously argue for the
righteousness of such transfers. The critics
deplore and condemn their sponsors for
engaging in raw political plunder. In their

judgment, transfer policies force most
Americans who labor without the benefit of
higher education to subsidize an educational
elite whose working and living conditions by
far exceed those of the workers who are
forced to support them. It is political evil
which brings forth ever more evil.

The Medicare program raises a similar
question of political morality. Is it fair and
proper for the working population which is
struggling to raise a new generation to pay
some $156 billion in medical bills for a
leisure class of retirees whose personal
wealth visibly exceeds that of the working
class? Is it moral to seize income and wealth
from any individual for the benefit of other
individuals?

The Republican Congress must raise these
questions if it aspires to dismantle the terri
ble force. It must unhesitatingly reject all
political plunder and dismantle the transfer
system with all its entitlements and man
dates. It must rid the country of affirmative
action policies which alienate and disinte
grate, and eliminate all special privileges
based on race, gender, disability, and sexual
orientation. It must rescind all laws and reg
ulations which strangle business and torment
businessmen. In particular, it must repeal
the Disabilities Act, the Clean Air Act, and
other regulatory acts passed in recent years,
and liquidate the FDA, FTC, EEOC, OSHA,
EPA, HHS, HUD, BATF, CPB, NEA, and
many other regulatory authorities. In short,
it must dismantle the task forces of the feder
al Juggernaut.

Human history must be understood as a
theater of diverse groups of individuals guid
ed by incompatible ideals and values and
pointing in opposite directions. Our theater is
managed by the forces of political power and
legislative and regulatory command; the
forces of individual freedom and private
enterprise have barely been audible in the din
of command politics. The November 8th elec
tion has given them another opportunity to be
heard in the coming session of Congress.
History will judge them not by the speeches
they will give and the number of new laws
they will pile on the mountain built by their
predecessors, but by the number of laws they
will repeal. To be discernible in American
history they must repeal, repeal, repeal.

Hans F. Sennholz



Back in print!
The Classic Books of Henry Hazlitt
Now available: FEE reprint editions, in paperback, of three of Mr.
Hazlitt's most enduring works:

The Failure of the HNew Economics"
A brilliant analysis of the Keynesian fallacies. $14.95

The Conquest of Poverty
Capitalist production, not government programs, has been the real conqueror of
poverty. $19.95
The Foundations of Morality
Mr. Hazlitt presents a consistent moral philosophy based on the principles required
for voluntary social interaction. $18.95

Spread the Word!
A year's subscription to The Freeman is a perfect birthday or thank-you gift for dis
cerning relatives, friends, and neighbors.

First gift (or your own new subscription or renewal): $30.00
Each additional gift $15.00

Call us at (800) 452-3518-or fax your order: (914) 591-8910.
For orders outside the United States: $45.00 for the first subscription; $22.50 for each
additional gift.

Spring Round Tables

Reserve these days for our spring 1995 series of Round Table events!
We've set up an exciting lineup of speakers for your enlightenment that
includes Dr. Jane Orient and Dr. Mark Skousen. Don't miss these stimu

lating evenings, which begin at 5:00 with a reception and dinner, and then go
on to a lively discussion session. Charge: $40 per person per event; certain dis
counts are available.

March 4 with Dr. Jane Orient

April 1 with Joe Sobran

May 6 with George Reisman

June 3 with Mark Skousen

Coming Seminars at FEE
Undergraduate seminar April 6-8

Austrian Seminar (by invitation) July 9-14

Call or write: Dr. Barbara Dodsworth, 30 South Broadway,
. Irvington-an-Hudson, NY 10533; (914) 591-7230.



1995 Summer Seminars
At FEE

Por the 33rd consecutive summer, FEE
will conduct its noted seminars in the
freedom philosophy and the eco

nomics of a free society. Here, in the com
pany of like-minded individuals, with
experienced discussion leaders, and in a
setting ideal for the calm exchange of
ideas, is an opportunity for those who

believe that the proper approach to economic problems is through
the study of individual human action. These seminars continue to
attract individuals from all walks of life who seek a better under
standing of the principles of a free society and are interested in
exploring ways of presenting the case more convincingly.

Each seminar will consist of 40 hours of classroom lectures and
discussions in economics and government. In addition to the regu
lar FEE staff, there will be a number of distinguished visiting lec
turers.

The FEE charge for a seminar-tuition, supplies, room and
board-is $400. A limited number of fellowships are available. We
especially encourage the application of high school and college
teachers or administrators, but all are invited.

Individuals, companies, and foundations interested in furthering
this educational enterprise are invited to sponsor students and
assist with the financing of the fellowship program.

The formal announcement giving details of the seminars will be
sent immediately on request.

First session: July 23-28, 1995
Second session: August 13-18, 1995

Write: Seminars, The Foundation for Economic Education, 30 South
Broadway, Irvington-on-Hudson, NY 10533; or Fax: (914) 591-8910.



A Matter of Principle by Robert James Bidinotto

The Second American
Revolution?

I n the November 1994 Notes From FEE,
Dr. Hans Sennholz predicted a coming

"turning point:" "Liberalism is intellectu
ally bankrupt and has nothing going for it
but its willingness to apply brute force and
crude deception.... The forces offreedom
will have another opportunity to turn the
ship around. "

I doubt that he, or any of us, knew just
how soon that opportunity would present
itself. That same month, voters across the
land handed liberalism a stunning repudia
tion at the polls. Everywhere, aging cham
pions of the welfare state were sent packing
by young insurgents who campaigned ex
plicitly on platforms of cutting taxes, slash
ing spending, reducing the size of govern
ment, repealing regulations, and unleashing
free market forces. (The few exceptions
were in states where challengers ran as
vacuous moderates, or where questions of
personal character clouded the choices.)

The 1994 mid-term elections were a wa
tershed ideological referendum on the size
and scope of government. Veteran liberal
icons in Congress, holding the highest po
sitions of power, campaigned openly on
their commitment to redistributionist pro-

Mr. Bidinotto, a StaffWriterfor Reader's Digest,
is a long-time contributor to The Freeman and
lecturer at FEE seminars.

Criminal Justice? The Legal System Versus
Individual Responsibility, edited by Mr. Bidi
notto and published by FEE, is available at
$29.95 in cloth and $19.95 in paperback. Please
see page 64 for details.
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grams, their political clout, and their ability
to deliver pork to their constituents. They
also used tried-and-true fear tactics, de
claring their opponents would cut Social
Security and Medicare.

By contrast, their challengers cam
paigned openly on a sweeping anti-statist
agenda-a signed pledge to cut taxes, regu
lations, social welfare programs, foreign aid,
and government employees, while enacting
constitutional amendments to balance the
budget, limit taxes, and terms of office.

The results? Asked to choose between
more government or more liberty, voters
repeatedly chose liberty. The purveyors of
pork were routed; the most senior liberal
leadership in Congress, decapitated.

Ballot initiatives confirmed the message.
Term limits and tougher anti-crime mea
sures were enacted in state after state. In
California, a measure to cut off government
assistance to illegal immigrants won hand
ily, while the same voters repudiated an
initiative to impose Canadian-style social
ized medicine, by a 3-1 margin. Even in
leftist bastions such as San Francisco and
Berkeley, voters enacted tough new mea
sures to control homeless vagrants; and in
liberal Massachusetts, the electorate abol
ished rent controls, rejected a graduated
income tax, and imposed term limits.

Exit polling data made the voter mandate
clear. Asked in an NBC/Wall Street Journal
poll, "Who do you want to take the lead role
in setting policy for the country-President
Clinton or the [new], Congress1", voters
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answered "Congress" by a 55-30 margin.
Two-thirds of them said President Clinton
should abandon his own agenda, and instead
compromise with Congressional Republi
cans. Voters preferred the policies of Con
gressional Republicans on crime, taxes, So
cial Security, and Medicare-even health
care, the President's pet issue.

Years of patient educational efforts by
free-market intellectuals are finally paying
off, resulting in a sea change in public
attitudes about the relation of the individual
to the state. The leading insurgents now
taking office are not old-school politicians.
Some are even former teachers of history
and free-market economics, who bring a
principled underpinning to their policy pre
scriptions. They understand their philoso
phy and their mandate, propose a radical
agenda to downsize government, and assert
a feisty unwillingness to compromise.

On their agenda: adding property rights
protections to all environmental laws; lib
eralizing foreign trade; even replacing the
federal income tax. Off the table: socialized
medicine; new tax and spending initiatives;
and the dispatching of American Marines to
every nation whose name ends in a vowel.

What's left of the Left is quaking. A
Newsweek headline: "Goodbye Welfare
State. "

But that (unfortunately) is an overstate
ment. Though in disarray, the forces of the
Statist Quo won't surrender their power and
perks easily. Rome wasn't built in a day
and won't be dismantled in a day. In fact, the
biggest barriers to reform are likely to arise
from within the Republican Party itself.

The GOP stands precariously on deep
philosophical fault lines, and already we're
hearing rumblings of coming tremors that
could shatter the revolutionary coalition.
Arrayed against the free-market forces
within the party are at least three pro
interventionist factions, determined to take
the tastiest items off the anti-statist reform
menu.

The value liberals in the GOP endorse
liberty on social issues, but want more
government intervention in our economy.
The value conservatives endorse economic

liberty, but think government should police
our personal and social values. (Nationalist
and populist sub-factions also would curtail
free trade and immigration.) In the muddle
of-the-road are business pragmatists, the
"mainstream" ballast of the Republican
Party. These corporatists, country-club
bers, and supply-siders reject laissez-faire,
and would instead wield state power on
behalf of business and special interests.

Sadly, no prominent Republicans consis
tently oppose state encroachments on lib
erty. Even the best of them, the free-market
conservatives, who are quite principled on
economic and property matters, still pay lip
service to the need for some moral inter
ventions into the private lives ofindividuals.

These free-market insurgents are concen
trated largely in the House of Representa
tives. But the fate of the election-and the
resurgent Republican Party-will be sealed
when their reform wish list passes that body,
and goes to the Senate. What will the more
pragmatic Senate leaders then do? Will they
get in line behind it-or compromise it all
away, proclaiming "bipartisanship," egged
on by special interest constituencies?

We truly may be on the threshold of a
Second American Revolution. But if the
reforms fizzle, as they did under Reagan,
voter rage will boil over. Then both major
parties will find themselves justly discred
ited and hounded from office.

Yes, this is an unrepeatable opportunity.
But what the new Republican Congress does
about its own favorite pork programs (such
as farm subsidies) will become a litmus test
of its real commitment to principled reform.

In the meantime, we must continue our
job of education. The voters' preference for
liberty and limited government is still more
implicit than explicit. They need intellectual
ammunition to fight off future counterat
tacks from collectivists, who are sure to
regroup. Our job is to arm them.

How? By continuing to stand firm on
principle. We must buoy those who might
waver in the coming battles, and-in George
Washington's immortal words-raise a
standard to which the wise and honest may
repair. 0
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The First
Atomic Age:
A Failure of
Socialism

by Rodney Adams

The first Atomic Age began with high
hopes, but it has languished, being re

placed in succession by the Space Age, the
Computer Age, and the Information Age.
Atomic planes, trains, and remote power
stations discussed by 1940s visionaries were
never built. Atomic powered ships, able to
operate for years without refilling their fuel
supply have seen limited civilian and mili
tary application. Most are now museums or
being laid up as anachronisms. Nuclear
submarines, powered by compact engines
able to push their massive bulk at high
speeds for years without any atmospheric
intake or exhaust are widely thought to be
expensive Cold War relics with no real
mission or lesson to offer.

Following twelve years of service in the Navy's
Nuclear Power Program, Mr. Adams founded
Adams Atomic Engines, Inc. He resides in Tar
pon Springs, Florida. Says Mr. Adams, "I be
lieve in the power of a competitive market to
encourage the kind ofproblem-solving thinking
that has allowed men like Edison, Bell, Ford, and
Gates to produce revolutionary products." In
June 1994, he published an article in the U.S.
Naval Institute Proceedings titled, "Submarine
Engines of the Future."
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Hype Versus Reality

Was it all hype? Were Dwight Eisen
hower, Al Gore, Sr., Isaac Asimov, Alvin
Weinberg, Leo Szilard, Enrico Fermi,
Lewis Strauss, and H.G. Wells all wrong in
their predictions for a new source of abun
dant energy? If not, how did the present
stagnation in the industry happen?

First the facts. Uranium is abundant. One
indication of the enormity of the resource is
that the United States has an existing stock
pile ofenriched uranium large enough to fuel
over 1000 Trident class submarines for fif
teen years. Another indication is that the
price of natural uranium has fallen so low
that domestic mining companies are crying
for protection from foreign "dumping."

Uranium, thorium, and plutonium are
concentrated energy sources. One pound of
any of them contains as much potential
energy as 2,000,000 pounds of oil or
2,600,000 pounds of high grade coal.

Uranium, thorium, and plutonium have
all been used as fuel in fission reactors.
Fission waste products weigh less than the
initial metal used for fuel and are compact
enough to be completely retained within the
reactor core. Each year, we produce ap
proximately 4,000 tons of spent fuel from all
108 nuclear electric plants in the U.S. while
a single 1,000 megawatt electric (MWe) coal
station produces that much ash every day.

A 1,000 MWe nuclear power plant uses
about seven pounds of fuel each day and
produces no carbon dioxide. A 1,000 MWe
coal plant burns 11,000 tons of coal and
produces 42,000 tons of waste gas every day.

A total of three people have been killed by
nuclear accidents in the United States in the
forty years that we have been operating
power reactors. All three were killed in a
single accident at an experimental military
reactor in the early 1960s. Not a single
person has ever been killed handling the
waste from a nuclear power station.

The Atomic Age was not stopped by
protesters, mismanagement, technical hur
dles, economic hurdles, or heavy regula
tions. All of these may have played a role,
but they were more symptoms than causes.
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The true reason that atomic power has not
yet fulfilled its promise is that the industry
was established and operated as a socialist
enterprise. Like all other experiments that
prevent innovation, experimentation, and
individual rewards it was doomed from the
beginning.

Nationalized Atom
By 1946, the power available in the nu

cleus of certain heavy metals was well
known. The extent of the heavy metal re
source was not fully understood, but there
were indications that there were extensive
deposits. The means for using the power
were not yet known, but scientists and
engineers were confident that the heat pro
duced by fission could be put to good use. If
atomic power had been like other techno
logical developments, there should have
been rapid innovation and eventual com
mercialization.

Unfortunately, politicians thought that
atomic power was different. Although the
basic science had been developed over a
period of decades with most work taking
place in European laboratories, American
congressmen, secure in their belief that the
United States was the world's only remain
ing technological power, claimed atomic
energy as domestic property. They also
decided that no one but the government
could be trusted with the awesome power
contained in tiny atoms and nationalized the
whole industry.

All nuclear knowledge was declared se
cret and U.S. scientists were forbidden to
discuss their work with even such notable
colleagues as Niels Bohr, whose liquid drop
model of the nucleus had helped explain
how fission worked, and Bertrand Gold
schmidt, a French chemist who developed a
plutonium extraction process as part of the
Manhattan Project. Uranium gained a new
name as "special nuclear material" and was
declared to be federal property. Inventors of
devices designed to use special nuclear
material were required to give their patents
to the government who would then decide
on just compensation.

A commission was established to decide
how best to proceed with the development
of atomic energy. The commission was
given the responsibility for the national
laboratories that had developed atomic
bombs. They took several years to decide
how to organize themselves. Most of the
scientists and engineers involved with the
Manhattan Project returned to their pre-war
duties while the Atomic Energy Commis
sion was figuring out their priorities.

Within three years the Soviet Union ex
ploded their first atomic weapon, making it
obvious to the world that atomic energy was
no longer a U.S. monopoly. It took five years
for Congress to recognize this and take action
to loosen some of the controls established
by the Atomic Energy Act of 1946.

Socialized Atom
Bureaucracies relinquish control reluc

tantly; many onerous provisions of the
Atomic Energy Act of 1946 were retained
when the new act was passed in 1954. The
government maintained ownership of all
special nuclear material and provided a
means to license it to users who would then
pay a "reasonable" fee to the government
for its use. Of course, the fee was deter
mined by bureaucrats based on complicated
formulas and obscure cost accounting.

About the same time that the Atomic
Energy Act of 1954 became law, the USS
Nautilus reported that she was "[u]nderway
on nuclear power. " Her performance during
the subsequent demonstration period made
headlines. Her builders gained head of the
line privileges at the Atomic Energy Com
mission which had to approve and license
any new reactor designs.

Although the Nautilus's power plant was
functional, it had many limitations. It de
pended on keeping water under extreme
pressure so that it would remain a liquid at
temperatures far above the normal boiling
point The hot, high pressure water was a
potential hazard with even small leaks in the
lengthy piping systems. The valves, pumps
and piping required specialized materials
since hot water is an excellent solvent and is
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quite corrosive. The reactors needed fuel
with a higher concentration of U-235 than
was found in natural ores, requiring the use
of a complex process of isotope separation.

Despite the difficulties, the pressurized
water system was probably the best that
could be rapidly produced under the tech
nology constraints existing in 1950. It was
suited for the specialized application of a
submarine because it was far more capable
than diesel engines combined with batteries
for underwater operation and because the
enrichment plants were already built and
producing products for the weapons pro
grams. There was no way that the submarine
system could compete economically with
engines burning oil costing less than $2.00
per barrel, assuming that air and exhaust
space was freely available.

The President and certain congressmen
who were interested in using the new form
of energy for civilian applications decided it
was in our national interest to encourage the
nuclear industry. From their point of view,
the natural customer would be the electrical
generating industry, one they were familiar
with from the government's involvement in
public power projects. They invited some
utility industry representatives to Washing
ton to discuss their needs.

The contractors who had built the Nau
tilus, the Seawolf (a submarine with a sodi
um-cooled reactor plant), and the land based
prototypes were invited to the government
discussion because of their nuclear experi
ence. The contractors involved in the gov
ernment work were mammoth companies,
used to doing things in a big way. Their
governing economic philosophy was similar
to those of the state agencies in the Soviet
Union, i.e. if a piece of machinery is not
economically competitive, make it bigger.
This matched the economy of scale concept
that the utility companies had been taught
by Samuel Insull.

These three groups, utilities, contractors
and government bureaucrats, decided
where best to concentrate their efforts to
develop civilian nuclear energy. The deci
sions seemed right to the queried group;
light water reactors would be developed

because they were proven energy produc
ers, and they would be made bigger, assum
ing that would make them cheaper. The
U.S. monopoly on enrichment services
might have played a role in this decision.
Some effort would be made to produce
sodium-cooled breeder reactors, based on
the Seawolf technology and on plutonium
extraction technology from the weapons
programs. These would also be made eco
nomical by increasing their size.

Bigger Is Better?
Ofcourse, many people with an interest in

energy production were left out of this
decision process. There were no farmers,
railroad executives, airline operators, ocean
shippers, steel mill operators, gold miners,
or aluminum smelters at the table even
though their industries are highly dependent
on energy inputs. No invitations were issued
to entrepreneurs or inventors. Because of
the government's secrecy about the tech
nology, most ofthem did not even know that
nuclear energy existed or that it could be
used to meet their needs. Most of the
mentioned groups still have no idea what
nuclear fission could do for them.

The results of the socialistic decision are
now clear. The bigger the plants got, the
more complex they became. They became
more complex to build because the in
creased size of critical components like
pressure vessels, reactor coolant pumps,
containments, and steam generators made
fabrication, inspection, and transportation
uniquely difficult compared to other energy
production systems. They became more
complex to finance because the huge elec
tricity factories required multi-company
partnerships, large bond offerings, and a
whole coalition of banks. Raising billions
for a single project is a time-consuming and
costly endeavor.

They became targets of intense opposi
tion that seemed to intensify in the mistrust
ofgovernment and major industry prevalent
in the 1970s. Compared to other regulated
industries, they became a nightmare for
bureaucrats. Proof of safety became a dif-
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ficult issue with heavy reliance on complex
computer modeling techniques. Unlike
commercial airliners, for example, reactors
are simply too big and expensive to fully
test. Regulators, given only the responsibil
ity to ensure public safety, appear to feel
that the best way to do their job is to make
licensing as difficult as possible.

Because nuclear power plants are almost
universally viewed as huge, capital inten
sive, risky, and potentially hazardous no
new plants have been ordered in the United
States since Gerald Ford was President.

Things might have turned out differently
if atomic energy had been developed by
entrepreneurs.

Entrepreneurial Atom
Suppose there had not been a Hitler or a

Mussolini active in 1938 when Otto Hahn
announced that he had found barium in the
sample of uranium he had bombarded with
neutrons. Maybe Enrico Fermi would have
stayed in Europe and continued his work,
perhaps forming a research partnership with
Leo Szilard, who had already filed a patent
for a power producing reactor. Being scien
tists, they would have widely published the
results of their experiments, demonstrating
to the world that uranium was a potent new
source of energy. Even if they had gone on
to other projects, others might have taken
up the research. .

A smart money man, perhaps one who
had spent his life finding oil in difficult
places, or one who had cut his teeth in a coal
mine, or one who had spent a lifetime eking
out small efficiency gains in oil-burning
steamships might have recognized the sig
nificance of a compact energy source and
seen a way to turn this scientific knowledge
into a useful and profitable product. He
might have been enough of an inventor to
see that fission could be a heat source able
to function in any system normally heated
by burning coal or oil. He would have
recognized that some applications would be
entirely new since fission needs no oxygen
supply or means for routine dispersal of
waste products.

An entrepreneur would keep his risks as
low as possible. He would not have govern
ment insurance or contracts to bail him out
if he failed. Any engines would be based on
natural uranium since the enrichment pro
cess would be viewed as too risky and
expensive to attempt. He would test his new
product to ensure adequate safety. He might
concentrate on finding premium markets
where high margins would allow him to
write off development costs in the shortest
possible time.

He would do extensive research, seeking
to determine where his product could beat
the existing competition. He would base
his decisions on both study and "gut feel
ing" from extensive personal experience
of how the world uses energy. A market
for an atomic engine that would have been
familiar to a 1940s entrepreneur would have
been a high speed ocean liner, like the
Queen Mary, which burned approximately
1,000 tons of fossil fuel per day during
Atlantic crossings.

Using the proceeds from sales to premium
markets, he would push his developers to
design products that could serve the widest
possible market, knowing that diverse cus
tomers increase income and protect against
cyclic economic pressures. Instead of mov
ing toward bigger plants, he would have
realized that smaller engines would find
more customers. He might have tried lim
ited enrichment at this point in order to
reduce the size of his engines.

The money man would have understood
that he had to tell people about this fantastic
new product. Magazines, newspapers, tele
vision, radio, and billboards would all have
been full of advertisements trumpeting the
ability of atomic engines to push stackless,
smooth running ships across the ocean for
years without needing new fuel.

The entrepreneur would arrange special
demonstrations for dignitaries and influen
tial members of the media. He would work
to attract additional investors for his capital
hungry endeavors. He would develop part
nerships and arrange for lease purchases of
his engines for customers unwilling or un
able to afford the initial capital expense.
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Competitors would have surely appeared
after seeing the success of the initial pio
neer. They would develop better systems
that could lure customers away from the
established company. They, too, would
look for ways to broaden the market. Some
design standards would have been estab
lished to take advantages of the installed
base of trained operators and suppliers
while still allowing room for product differ
entiation.

The industry would have been attacked.
There would have been people genuinely
concerned about potential hazards and oth
ers more selfishly concerned about their
jobs and investments with existing energy
suppliers. The enormous industry involving
the supply, transportation, storage and mar
keting of coal, natural gas, and oil would
have been particularly vocal and possibly
violent. The adolescent nuclear industry
might have decided to form an industry
group to lobby for its own interests and to
refute bogus claims from the competition.
They would commission studies and ensure
that their advertising outlets provided bal
anced coverage of the hazards of their
industry versus the competition.

There would probably have been some
people who saw the leftovers from reactor
operation as potent new raw materials and
made arrangements to take the waste off the
hands of the reactor owners. The reactor
operators would probably have taken what
ever price was offered by this budding scrap
industry, preferring to concentrate on figur
ing out ways to take advantage of the new
systems that were being offered by the engine
manufacturers. The engine manufacturers
might have become customers of the scrap
industry for raw materials for new engines.

There would have probably been some
notable accidents during the early phases of
this new industry. The industry would have
learned from the accidents and figured out
ways to prevent their recurrence. Engineer
ing societies would have played a strong role
in establishing construction and operation
codes. There might have been several pio
neering companies that collapsed because of
lack of vision, poor management, failure to

recognize competition, or inability to cor
rect design faults. This is probably the point
where the government would have become
involved. Up until then, the government
would not have recognized what was going
on in the exciting new industry.

This whole business might have gone on
for years before anyone mentioned that the
incredible energy available in uranium could
be released fast enough for a militarily useful
explosive. By that time, it would have been
far too late to attempt to impose a govern
ment-owned monopoly of "special nuclear
materials. "

Lessons
The above is speculative hindsight, of

course, but it holds important lessons for
us in 1995, as we work on new information
systems, flat screen display panels, and op
tions to fix a supposed crisis in medical care.

Even democratic governments are poor
managers of new technology. They are
worse when they choose a socialistic model
for their enterprise. Governing bodies re
spond better to existing interests than they
do to people with fresh ideas who want to
alter the status quo. Because of their com
peting interests and regular changes of the
guard, bureaucrats are doomed to fail in a
pioneering effort that requires singleness of
purpose and continuity of effort.

The solution is for the government to
allow innovation to occur, keeping in mind
its responsibility to respond to dangers to
the common good. Whenever governments
begin to protect chosen industries or work to
encourage their development, they inevita
bly make decisions that have impacts they
did not intend.

Perhaps it would be beneficial to fully
open the debate about nuclear energy, this
time allowing all interested parties to par
ticipate. The best forum for such a debate is
the free market with its competition and
ability to handle more decisions at one time
than any politically selected management
body. Although it is not recognized as such
by liberals, the market is an ideal body for
making tough decisions. D
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Nuclear Power:
Our Best Option

by Mike Oliver and John Hospers

With monotonous regularity over the
last generation, the American people

have had the following statements so con
stantly drummed into them by the media
that most Americans, it seems, have come
to believe them:

1. Fossil fuels, such as coal and oil, are
dangerous pollutants, and anyway we are
running out of them.

2. Nuclear power is so dangerous that it
cannot safely be used; indeed, the nuclear
facilities already in existence represent such
a mortal danger that they should be shut
down.

3. But there is one hope: power derived
from the sun and winds. These are infinite in
quantity, or at least indefinitely great; and
they are also safe and clean. All we need is
a few years in which to develop this kind of
power, and our energy needs will be taken
care of.

Only the first of these three statements is
true, with some qualifications. The second
and third statements are utterly false, al
though it is popular to believe that they are
true.

Mr. Oliver is a retired engineer living in Carson
City, Nevada. Dr. Hospers, this month's guest
editor, is professor emeritus ofphilosophy at the
University of Southern California, and is the
author ofnumerous books such as Understand
ing the Arts, Human Conduct, and Introduction
to Philosophical Analysis. He was the first Lib
ertarian Party candidate for u.s. President
(1972).

Fossil Fuels

Thus far, most of our energy needs have
been met by fossil fuels: coal, oil, and
natural gas.

Almost half the coal in the world lies
under the United States. For more than a
century American locomotives were fueled
by coal, and even today coal is a major
source of energy. Fortunately it is one
commodity that America does not have to
import.

But coal lies underground, and digging
for it is dirty and dangerous. We can all
remember reading of accidents in coal
mines, with miners trapped far below the
earth till they died of starvation or thirst, or
were asphyxiated by lethal gases. And even
after it is above ground, coal is a dirty fuel.
Since 1907, 88,000 miners have died in ac
cidents and from effects involved in Amer
ican coal mining. The 1952 London fog that
killed 3,900 people was the combined result
of innumerable coal fires.

Oil is somewhat less dangerous to extract
from the earth than coal is, but it is far more
dangerous to transport and store. Oil stor
age tanks often catch fire. The city of New
York was endangered several times by such
fires, and loss of life was prevented by rain
and change ofwind direction. Large trucks
filled with oil sometimes are involved in
accidents on highways, killing not only the
people who have volunteered for the dan-

40



gerous job of transport, but passengers in
other vehicles who happened to be in the
vicinity of the burning oil trucks.

Are we running out of oil? Gradually, not
very rapidly. In 1930 it was widely publi~

cized that there was only enough oil for
American cars for another ten years. Now
it is 1995, and the world is still awash with
oil. Oil continues to be discovered at nu
merous places around the world. Tremen~

dous amounts of oil and natural gas were
discovered near Prudhoe Bay in Alaska, but
the wells were capped and the discoveries
were stopped, in line with the general policy
of the Carter administration to place most
of Alaska off limits to development. (The
dramatic story of the discovery of this oil
and gas, and the decision not to use it, is told
in Lindsey Williams' book, The Energy
Non~crisis.)

In spite of its prevalence around the
world, we can't keep on using oil and gas
forever; we are using it up about a million
times faster than it takes nature to form it.
Perhaps it is wise to husband our resources
and use the foreign oil first. But this does not
appear to have been the thought in the minds
of the U. S. government regulators who
descended on the Alaska pipeline as it was
being built and interfered with its construc~

tion endlessly, officially to protect the en~

vironment, but actually to prevent the com~

pletion of the pipeline. (This story is also
well told in Williams' book.) A few exam~

pIes will suffice: All work on the pipeline
was stopped when birds were nesting
nearby. All waste materials had to be bagged
and shipped to Anchorage, where nobody
wanted them, instead of remaining on the
tundra, where they would have been harm~

less or even beneficial. "Caribou passages"
were mandated, to enable the animals to
pass the pipes without touching them, al~

though, as it turned out, the animals pre~

ferred the warm spaces around the pipes and
experienced no difficulty when they did
have tojump over them. A thousand and one
legal obstructions were erected to bankrupt
the companies building the pipeline before
its completion; it was all done in the name of
the environment, though the obstructions in
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no way helped the environment, and in fact
the enforcers constantly violated the very
rules that they forced upon those who were
building the pipeline: no workman could kill
a native animal, but the regulators did so all
the time. All this, of course, added consid~

erably to the cost of the oil (from the
pipeline) that was consumed by Americans.

Even more expensive in its consequences
for Americans is our reliance on foreign oil
supplies. In 1979 the Shah of Iran aban~

doned his throne at the urging of the Amer
ican government. With this major source of
oil cut off, there was an oil shortage in the
United States, and millions of Americans
stood in line at gasoline pumps. The price of
oil increased from $15 to $32 a barrel-a
major factor in the increased cost of living.
And even today we still protect with our
servicemen's lives the foreign oil supplies
that are controlled by hostile sheiks and
ayatollahs. If we did not rely so heavily on
this oil, we could thumb our noses at such
monarchs. Meanwhile, our energy use is
constantly increasing, and it is more impor~

tant than ever to stop relying on foreign
energy sources if we don't want a far worse
replay of 1979.

Besides all this, fossil fuels are detrimen~

tal to our atmosphere. The more of them we
use, the more we help to destroy any chance
of a clean non~toxic environment. It is,
indeed, imperative that we find some alter~

native to the fossil fuels we have always
used in the past.

Solar Power
Americans have been told to believe that

since fossil fuels are a non~renewable re~

source, and dangerous to handle and to
obtain, the search for other energy sources
is imperative. Thus far they are correct. But
as to the kind ofenergy source we should try
to develop, the popular belief is that nuclear
energy is too dangerous for us to develop
further, and that the real answer lies in
"natural" energy sources (as if they were
not all natural!) such as sun and wind, as
well as geo-thermal sources such as hot
springs, and fossilized fertilizers such as
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guana. But this last belief is the exact
opposite of the truth: the solar and other
"natural" sources can never be more than a
tiny portion of our total energy source, and
the nuclear can not only be a principal
source, but by far the least dangerous one.

The idea ofcultivating the sun and wind as
sources of human energy is aesthetically
appealing. It appeals to our impulse to
"return to nature." Sun and wind are clean,
aren't they? They don't make a mess, they
don't pollute, and they certainly don't ap
pear to be dangerous. Isn't it just a matter of
waiting a few years until we develop the
required degree of solar and geothermal
technology?

It is a thankless job to dispel an appealing
and popular delusion. It's not as if this were
a new idea, which is only now dawning on
the human race. Wind power, in the form of
windmills, has been used for many centu
ries. People have used hot springs as a heat
source when it was available, which isn't in
very many places in the world. All these
so-called ' 'alternate energy sources" to
gether fill less than one half of one per cent
of our energy needs. If we relied on them,
the lights of civilization would go out. They
play almost no role in providing power
for the cities of the world, or even for farms
and villages.

This is not for any lack of attempts. It is
because ofbasic facts of nature which every
physicist knows but which people don't
want to believe because the idea of solar
power is so appealing. It's not our technol
ogy that is the source of the problem; if it
were, that could be developed in time. The
problem is not with technology but with the
laws of physics themselves, which as far as
we know never change. The simple fact is
that solar power comes to the earth at the
very dilute rate of 1 kilowatt per square
meter, at best. The amount of energy ema
nating from the sun to the earth, and the
facts about its dispersal, have been known
for many years; they are constant from year
to year, century to century. Nothing that
human beings can do can change this.

Nor is this the end of the problem. Con
sider what would have to be done to make

actual use of the sun's energy to create
electric power. To heat one sizable swim
ming pool with solar power, you need. a set
of heat-collectors spread out over your roof
or lawn. The area required to provide this
heat is truly staggering. A 1,000-million-watt
power plant, whether nuclear or fossil
fueled, needs about 25 acres for the plant
plus storage facilities. But "a solar plant
producing that same amount of power (with
10 percent efficiency and 50 percent spac
ing between the collectors) would need 50
square miles." 1 To provide sufficient elec
tric power for New York City, at its present
rate of use, would require collectors spread
out over 300 square miles-a considerable
part of Long Island (and what would the
present inhabitants of Long Island do, and
where would they go, if they were about to
be replaced by such collectors?).

But the situation is worse than this. The
sun's rays are not strong during cloudy
days, and aren't received at all at night; so
any solar plant would have to be designed
for a much higher capacity than has just
been described. (Anyone who depends on
solar heat for his swimming pool knows this
at first hand.)

The same is true of the wind: it doesn't
blow all the time, and when it doesn't,
ordinary windmills are useless. Wind sys
tems would have to have unimaginable large
and expensive storage systems. The upkeep
alone on these systems would be prohibi
tive, as well as the hazards to health and
environment from the use of the chemicals
required to keep the collectors clean and
functioning. And as for wind power, cover
ing the United States with 40,000,000 wind
mills (or thousands of miles of solar equip
ment), plus the extraction and processing of
the enormous quantities ofmaterials needed
for such systems (we might soon run out of
them), would precipitate an ecological di
saster of unparalleled proportions. Those
who have been "out in the field" with these
"alternative energy sources" know the re
sult well enough: officials in California com
plained that the windmills produced superb
tax shelters for "alternate energy" suppli
ers, but very little electricity.
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It is time that this hoax was laid to rest.
Proponents of solar, wind, and geothermal
energy have yet to produce a single shred of
real evidence that solar energy would ever
be feasible on the scale required to provide
power for the inhabitants of a planet whose
very existence depends on the use of en
ergy. It is not too much to say that 95 percent
of America's population would perish with
out the availability of modern energy to
operate our farms, hospitals, factories,
schools, and other facilities. Perhaps this
would please some ecologists, but are they
willing to sacrifice themselves on this altar,
or do they claim that there are too many of
"you others"?

Nuclear Power
Our best energy option for the indefinite

future is nuclear power. It is already in use
without mishap in other nations: about 70
percent ofFrance's energy source is nuclear
(France has almost no oil or coal, so there
wasn't much choice-go nuclear or go with
out energy). But there have been no nuclear
mishaps in France.

About 25 years ago, newscaster Edwin
Newman told the American people in an
NBC broadcast that our rivers would boil
within a decade because of the thermal
pollution from nuclear power.plants. Jack
Anderson once claimed that a white nuclear
cloud was descending on Denver. The Las
Vegas Sun converted a one-millirem leak
near Beatty, Nevada, into a full-blown nu
clear cloud, which was descending on the
community about five miles away.By the
time it reached Beatty the millirem was
distributed through about 500 cubic miles of
air. We get about fifty times that much radi
ation from a simple X-ray distributed over
the puny volume of a single human being.

In the face of such concerted propaganda,
it is no wonder that Americans are fearful of
nuclear power. They are not told the facts of
the case, nor even of places where nuclear
power is successfully and safely used. It is
fortunate that the facts are as they are,
rather than as they have been painted to the

American people, for if they were as
painted, we would soon have to go without
most of our light, heat, and electric power.
The energy source that has been advertised
to us (sun and wind) is a delusion; if we had
to depend on that we would be doomed. But
the energy source that we have been told is
fraught with mortal danger is, fortunately,
and contrary to popular opinion, cheap,
clean, and comparatively safe. In it lies our
best hope for the future.

Meanwhile, the "alternate energy" advo
cates are urging us to dismantle our nuclear
power stations, to stop exploration for do
mestic oil, to curtail construction of coal
fired plants, and to start basing our existence
on their "tomorrow we will do it" promises.
Jane Fonda and Tom Hayden succeeded in
shutting down the Rancho Seco nuclear
power station near Sacramento. Some of
their disciples went house to house telling
mothers that their children would glow in
the dark unless that plant was dismantled.
And yet the population of Sacramento is
growing at an explosive pace, and so is their
need for electricity.

How is it possible, in the span of a brief
article, to prove the comparative safety of
nuclear power? Here are a few examples
of how nuclear power works and what its
effects are on consumers of that power. For
an excellent longer treatment, see Petr
Beckmann's incomparable book The Health
Hazards of Not Going Nuclear.

1. How safe are our nuclear reactors?
Very safe indeed, compared with any other
kind ofpower. Every nuclear reactor is built
on the principle of defense in depth. In
October 1966 a metal plate broke loose ina
reactor, partially blocking the flow of cool
ant, overheating two of 100 fuel assemblies
and melting some of their fuel. The reactor
was promptly shut down, and all precau
tions worked as planned. As Beckmann
says, "If the reactor had lost its coolant, it
would have been automatically replaced.
And if it hadn't, the containment building
would have contained the radioactivity.
And ifithadn't (though it is hard to see why
not), it would have disperse into the atmo
sphere without doing any harm. And if it
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hadn't, because a temperature inversion
kept it near the ground, a slight wind in an
unfortunate direction would have had to
blow it 30 miles to Detroit before a Detroit
fly got hurt. " (Beckmann, p. 50) And yet this
incident was the subject of a book, We
Almost Lost Detroit, which scared many
readers half to death with a flagrantly un
scientific account of what occurred.

2. What about radioactivity? The Inter
national Commission on Radiological Pro
tection has set 500 millirems as the maxi
mum permissible annual dose that an
individual should receive. "A single chest
X-ray will expose the patient to some 50
mrems; a coast-to-coastjet flight will expose
the passengers to some 5 additional mrems;
watching color television will deliver an
average of 1mrem per year. Yet all of these
doses together are smaller than the dose the
average U.S. resident obtains from Mother
Nature: 130 mrems per year. Most of this
comes from cosmic rays, the ground, and
from building materials." (Beckmann, p. 56)
For example, Grand Central Station in New
York has so much radiation emanating from
its granite blocks that it violates all permis
sible standards for nuclear plants. Now,
"how much do all the U.S. nuclear plants
add to the dose of250 mrem per year that the
average U.S. citizen receives already?
About 0.003 mrems per year. Yes, that is
what the nuclear critics are protesting: 0.003
mrems on top of the 250 mrems that they get
anyway." (p. 58)

In thirty years of operation, not one
death, not one injury has resulted in the U.S.
from nuclear plants or radioactivity. The
Three Mile Island accident did not cause a
single casualty, and the extra radiation the
residents in that area received during that
event was less than half the dose each airline
traveler gets by flying from Boston to Seat
tle. Radon gas gives millions of American
home-owners hundreds of times more radi
ation than they receive from all of our
nuclear plants combined. And even this is
not nearly the problem it was previously
deemed. Moving up one floor in an apart
ment house gives tenants more extra radia
tion than all the nuclear plants do.

"But nuclear reactors are clearly unsafe.
Consider what happened at the Chemobyl
plant in the Soviet Union in 1987." Very
well, let us consider it. The main differences
between the Chernobyl plant and ours are
these: Ours were designed to give maximum
safety to their neighbors; theirs was not.
Heat increases in our reactors cause their
reactivity to go down, but reactivity in
Chernobyl models increases with heat and
therefore self-accelerated the Soviet unit to
destruction. Ours are surrounded by con
tainment buildings; theirs was not. Our
plants had multiple defenses in depth; theirs
did not. These were among the facts given
in a report by a team of U.S. experts, led by
former National Academy of Science pres
ident Dr. Frederick Seitz and Nobel Laure
ate Dr. Hans Bethe-both of them members
of Scientists and Engineers for Secure En
ergy.

The Chernobyl accident killed 31 people
from radioactivity; an unknown number are
still dying ofcancer. Yet if, a month after the
Chernobyl accident, one were to drink
60,000 gallons of' 'Chernobyl contaminated
water," he would have received the same
amount of extra radiation as from a simple
thyroid check. Many "radioactive deer" in
Finland and Scandinavia were slaughtered,
but the killing stopped when some people,
including scientists in those countries, of
fered to buy and eat the meat. Since the
beginning of time each of us had thousands
of times more radioactivity in our bodies
than the extra amount found in these deer.

3. What ofnuclear wastes? Here as else
where, one has to unlearn what one has been
told. When the uranium in a nuclear fuel rod
has been spent, it remains radioactive, and
is immersed in pools of cooling water for a
few months to allow the short-lived radio
activity to go down. The spent rods are
shipped in sealed casks to fuel reprocessing
facilities, which separate out the uranium
and plutonium. There is no physical prob
lem with all this-a reprocessing center can
handle many tons of fuel per day. The
problem in the United States has been not
physical but political. The Carter adminis
tration was filled with people who wanted us
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to perform miracles and go solar immedi
ately. They hindered offshore oil drilling
and, to vanquish nuclear power, prohibited
further recycling of nuclear residues. As a
result, these residues-which today consti
tute a 300-year source for our nation's
electricity needs-started to accumulate at
power plants. The anti-nuclear lobby, which
caused this accumulation in the first place,
now claims that these "wastes" are a main
reason why we should shut the plants down.
When sealed and packaged to U.S. specifi
cations, this material is not dangerous-it is
far safer than open wastes from oil or coal.

Nuclear power plants provide the safest,
cleanest form of energy the world has ever
known. Yet "alternative energy" advocates
attack it as unsafe, and propose instead
something far less safe, which in any case
cannot be put into operation on a large scale.
Instead of facts, they give us scare stories,
which find a receptive audience because that
which is new is always, or can easily be
made, very frightening. The fact is that safe
and inexpensive nuclear power is now avail
able and can easily be developed further to
provide clean energy for vehicles now run
on oil.

The anti-nuclear lobby is not strong
enough to turn off our lights and factories
completely; they are not (yet) demanding
that we deactivated our fossil-fired electric
ity plants. Yet they have already done con
siderable damage. (1) They have stopped us
from building new nuclear power stations.

(2) They have prevented the operation of
fully or nearly completed nuclear power
plants, which are required to fill the bur
geoning energy needs of New York and
other cities. (3) They have blocked the
reprocessing of nuclear residues, and thus
denied our country access to an enormously
large, environmentally clean energy source.
And (4) they have thus far prohibited the
burial of the same nuclear residues at any
site.

Let me propose something which is very
unusual, but which is needed to dramatize to
the American people that the alleged haz
ards posed by nuclear residues is a sham.
Let us build, privately, a 50- to 100-room
hotel on top of the site under which the U.S.
government buries these' 'wastes" in sealed
containers. The authorities will probably
oppose the building of such a hotel, but we
may get experts to testify in court that we
would be safer there than in over-insulated
radon-infested homes.

Let such a project be used as a vacation
resort, where some of us, including scien
tists, and their families, will occupy a room
for an average of seven days per year. The
one week per year idea is not inspired by
radiation fears, but by the belief that no one
should have to spend more vacation time in
a specified place to prove that the nuclear
waste issue is a hoax. 0

1. Petr Beckmann, The Health Hazards of Not Going
Nuclear, p. 125.
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Hans Sennholz's Notes from FEE message is a timely reminder to
"Repeal, Repeat Repeal."
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The Immorality of
Social Security

by John Attarian

Social Security's defenders routinely laud
it in moral terms, as "our most success

ful program of social reform, ,,1 a humane,
compassionate response to the needs of the
elderly. One work puts it this way:

None of us knows his or her fate.
Today's good fortune can turn into to
morrow's disability. Most of us will grad
ually move from vigor to diminished ca
pacity, and we will need help. All of us
should ensure that such help will be there,
just as we should extend help to those who
need it today.

The prime method of doing so is called
social insurance. And the doing of it is
called civilization.2

Social Security in other words, is part of
what it means to be civilized and moral.

In truth Social Security's immorality is
as monumental as its actuarial deficit, esti
mated under pessimistic assumptions at
$23,188 billion as of January 1, 1994.3

To begin with, the system is, as Alf
Landon described it in 1936, "a cruel
hoax. ,,4 Social Security raises revenue by
taxing worker incomes, then uses it to pay
benefits to retirees, disabled persons, and
other beneficiaries. Any money left after
paying benefits and administrative costs is
lent to the Treasury in return for special

Dr. Attarian is a free-lance writer in Ann Arbor,
Michigan.

interest-bearing government debt, which
can be redeemed as needed for money to pay
benefits. Social Security, then, is a welfare
program redistributing money from taxpay
ers to beneficiaries.

"Insurance"
Yet millions of Americans believe that

Social Security is a retirement insurance
program. They believe that the money they
are paying into it is being invested and will
be paid back with interest when they retire.
They believe that the benefit money belongs
to them by right and that they have earned
it. A letter to the Wall Street Journal ex
pressed the view of many:

. . . Social Security is not an entitlement
program, but a savings system.

When the government sends a Social
Security check to an individual, it is not
giving him anything; it is paying him back
a portion ofthe money he has saved for his
retirement through a special retirement
plan. The money belongs to the individ
ual, money owed to him, money system
atically and forcibly taken from his pay
check as security against a time when he
will be too old to work.5

Such misunderstanding (except the part
about forcible extraction from one's pay
check) is the result of assiduous and dishon
est use of insurance terminology by Social
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Security and its intellectual advocates. Its
payroll taxes are euphemistically called
"contributions. ,,6 The legislation authoriz-
ing them is titled the Federal Insurance
Contributions Act (hence the acronym
FICA).7 Social Security's components are
called Old-Age and Survivors' Insurance
(OASI), Disability Insurance (DI) , and Hos
pital Insurance (HI, or Medicare A). The
Social Security Bulletin describes the pro
gram as "insurance," and its payments as
"insurance benefits." A worker paying into
the system is described as "covered" or
"insured. ,,8 The Social Security Adminis
tration's free brochure Understanding So
cial Security, available at any Social Secu
rity office, assures readers that "we will
honor your investment [sic] in Social Secu
rity. ,,9 It all sounds reassuringly that one is
doing something like buying a policy from
Prudential or Mutual of Omaha.

Unfortunately for the hapless "covered
workers" making their "contributions,"
Understanding Social Security doesn't tell
them about Flemming v. Nestor, the 1960
Supreme Court decision by which the wife
of a deported Communist lost her benefits,
even though her husband had paid Social
Security taxes. Didn't she have a legal right
to those benefits, since her husband had paid
those taxes? Not according to the Social
Security Administration, which argued that:

The OASI program is in no sense a
federally-administered "insurance pro
gram" under which each worker pays
premiums over the years and acquires at
retirement an indefeasible right to receive
for life a fixed monthly benefit, irrespec
tive of the conditions which Congress has
chosen to impose from time to time. 10

The Court concurred: "To engraft upon
the Social Security system a concept of
'accrued property rights' would deprive it
of the flexibility and boldness in adjustment
to everchanging conditions which it de
mands. ,,11

Congress has already acted repeatedly
with "flexibility and boldness in adjust
ment"-or, baldly put, cut Social Security
benefits. Flexible and bold adjustments in
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1977 and after included eliminating benefits
for orphans and children of disabled or
retired workers, who are full-time students
and 18-21 years old; postponing cost-of
living adjustments (COLAs) for six months
in 1983 and allowing future COLA delays
under certain conditions; raising the retire
ment age (which deprives retirees of the
benefits they would have collected had the
earlier retirement age remained in effect);
taxation of benefits (in effect a benefit cut);
eliminating the minimum benefit under most

.conditions; and tightening the conditions for
receiving lump sum death benefits. 12 So
much for the pledge to "honor your invest
ment."

Taxes versus Benefits
Social Security is disingenuous in another

way about the relation between one's taxes
and one's benefits. Understanding Social
Security, Le., the version of reality that the
Social Security Administration produces for
popular consumption, has it that the size of
one's benefit depends on factors such as
date of birth "and most important your
earnings," and "In general, a Social Secu
rity benefit is based on your earnings aver
aged over your working lifetime." 13

.... In reality, A. Haeworth Robertson, Social
Security's Chief Actuary in 1975-1978
points out, "the relationship between taxes
and benefits for an individual is so tenuous
as to be virtually nonexistent." 14 This is
because Social Security is a social insurance
program, stressing "social adequacy." That
is, "It pays benefits according to presumed
need," and "no attempt is made to relate the
benefits that a particular group of persons
receives to the taxes paid by that group of
persons to become eligible for such bene
fits. " Two people in very different circum
stances, say a married worker who dies
leaving a wife and dependent children and a
single worker who dies, may pay the same
tax rates, yet the married worker's benefits
will be much greater. While there is some
indirect tie of taxes to benefits, it is "more
tenuous than most people have realized, and
this misunderstanding is an important factor
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in any public dissatisfaction with the Social
Security system." 15

Facing the Future
Similar deceit occurs regarding Social

Security's future. Understanding Social Se
curity, published in January 1994, opens by
addressing the question' 'Is Social Security
in Your Future?" and assures readers four
times in three pages that "it will be there
when you need it!,,16

Yet for the past few years the annual
reports of Social Security's Board of Trust
ees have warned that the system is not in
close actuarial balance (Le., projected fu
ture income doesn't match projected future
cost) and that steps should be taken to
strengthen the system and restore actuarial
balance. 17 And just three months after the
1994 Understanding Social Security ap
peared, the trustees reported that the Dis
ability Insurance trust fund is projected to
run out in 1995, even under its optimistic
economic and demographic assumptions.
The Old Age and Survivors Insurance trust
fund is projected to go broke in 2036 under
the intermediate assumptions, in 2023 under
pessimistic assumptions. Projected exhaus
tion dates for the combined funds (OASDI)
are 2029 and 2014 under, respectively, in
termediate and pessimistic assumptions. 18
These dates indicate considerable weaken
ing in Social Security's position; the 1993
report projected OASDI exhaustion, for
example, to occur in 2036 (intermediate
assumptions) or 2017 (pessimistic).19 Ex
haustion of the Hospital Insurance trust
fund, which pays Social Security's hospital
benefits, is projected in 2004 under interme
diate assumptions and in 2000 under pessi
mistic ones.20

And only actuaries and specialists know
that Social Security's actuarial deficit, or
excess of projected future costs over pro
jected future revenues and trust fund assets,
is soaring: under intermediate assumptions
from $5,836 billion as of January 1, 1990, to
$10,408 billion as of January 1, 1994; under
pessimistic assumptions, from $14,282 bil-

lion to $23,188 billion.21 Another indicator
of Social Security's rickety long-term finan
cial condition is its growing accrued un
funded liability. As of January 1, 1990, the
unfunded liability for Old-Age and Survi
vors and Disability Insurance alone was
$6,511 billion; four years later, it stood at
$8,059 billion.22 This is the amount of ben
efits that Social Security is liable to pay, but
for which no money has been provided to
pay them.23

This is the program that "will be there
when you need it"?

As for the trust funds' assets, Under
standing Social Security labels "false" the
idea that the funds contain only "worthless
IOUs" and asserts that Social Security's
investment in government debt will be hon
ored.24 Alas, as former Chief Actuary Rob
ertson acknowledges, "the trust fund assets
have no tangible value [Le., are worthless
IODs!] and represent only a claim on future
federal revenue. ,,25 Social Security's in
vestment will be honored only if the gov
ernment forcibly extracts more resources
from the private sector to repay it.

A private insurance company that took
people's ' 'contributions' , for years; told
them for years that they were "insured"
with a "right" to benefits, without telling
them it reserved the right to apply "flexi
bility and boldness in adjustment to ever
changing conditions" if for some reason it
couldn't pay them; lied to its "investors"
about the value of its trust fund assets; and
repeatedly assured them that their money
"will be there when you need it" even while
its own experts were forecasting oncoming
financial ruin and calculating actuarial def
icits and unfunded liabilities running into the
trillions, would, rightly, be deemed unfair,
untruthful in advertising, and fraudulent.
"A cruel hoax," indeed. What then is the
moral status of Social Security?

But even a private firm writing such a
fraudulent prospectus has one moral advan
tage over Social Security: its victims par
ticipate of their own free will. Obviously, a
financial system-especially an unsound fi
nancial system-which coerces people into
it is morally inferior to a voluntary one.
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Intergenerational Injustice
Social Security's coercive nature makes it

inherently an engine of intergenerational
injustice as well. It operates on a pay-as
you-go basis, meeting current expenses out
of current revenues. Today's retirees are
paid benefits with taxes levied on today's
workers. That is, each generation is forced
to support the previous generation, and as
the program, and our population, have aged,
the burden on each young generation has
grown. And since the workers cannot leave
the system their only hope of compensation
for the injustice inflicted on them for the
sake of their parents and grandparents is to
have a similar injustice inflicted on their
children and grandchildren.

This injustice is not altered by the trust
fund surpluses which have accumulated
since the 1983 tax increases. The only way
the Treasury can get money to repay the
bonds when Social Security presents them
for payment, barring (unlikely) spending
reductions elsewhere in the budget, is by
extracting more resources from the workers
by higher taxes or borrowing.

Social Security's intergenerational injus
tice could hardly be expected to endear the
old to the young, and it hasn't. The Social
Security literature speculates on a war
between the elderly understandably anxious
for their benefits and the young groaning
under a heavy payroll tax burden. The
latter, some fear, may rebel at the prospect
of the huge tax increases which will be
necessary to pay the retirement benefits of
the huge Baby Boom generation.26

This intergenerational discord is due to
nothing else but Social Security's involun
tary nature. No private retirement pension
scheme ever has or ever could pit the
generations against each other in a grim
clash of interests, since private arrange
ments are entirely voluntary. Nobody ever
heard the epithet "greedy geezer" when
provision for retirement was one's own
responsibility. Indeed, the better-funded a
private pension fund is and the more lavish
its benefits, the better off the young are,
since their possible financial burden for the

support of their parents is that much lighter.
With Social Security, by contrast, the more
the government tries to give the elderly or
the better it tries to fund the program, the
worse off the young are since they, not the
earnings of private pension fund invest
ments, are the sole source of financing.

The redistribution which Social Security
carries out is likewise wrong. As a general
rule, a person's earnings vary with his
ability, enterprise, and industry, though
unionization, nepotism, and other distor
tions might affect one's income. Social Se
curity taxes are, ultimately, paid according
to ability; the greater one's ability, the larger
the amount of tax extracted. But, as we saw,
benefits are paid according to "presumed
need." That is, the program operates on the
Marxist principle of "From each according
to his ability, to each according to his need. "

What of the argument that Social Security
provides equity between generations? One
is surely obligated to one's parents, and
equity demands that one care for those who
cared for one in one's childhood. But this
hardly translates into perfect strangers hav
ing a moral claim on earnings forcibly ex
tracted. And as Social Security's costs have
risen, today's young generation faces a far
heavier Social Security tax burden than
previous ones, with ever-diminishing pros
pects of receiving benefits as lavish as those
today's elderly enjoy. In truth, moral argu
ments about intergenerational equity run the
other way: Social Security is inequitable to
the young.

Perverse Incentives
But beyond the obvious wrongs which its

mendacity and coercion entail, Social Se
curity is evil in more subtle but nonetheless
important ways, due to the perverse incen
tives which it creates and their impact on our
national character and conduct.

For one thing, Social Security discour
ages savings and self-reliance. Believing
themselves covered by the "savings" forc
ibly taken from their income, individuals
save less than they would otherwise.27 As a
corollary it encourages irresponsibility and
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improvidence for the future. Social Securi
ty's huge size and longevity have made it a
part of the landscape of people's thinking.
For decades people have taken it for granted
that much of the responsibility for their
well-being in old age belongs to "society"
or "the government. " As President Grover
Cleveland warned in 1887 when vetoing an
appropriation for drought relief in Texas:

the lesson should be constantly enforced
that though the people support the Gov
ernment the Government should not sup
port the people.... Federal aid in such
cases encourages the expectation of pa
ternal care on the part of the Government
and weakens the sturdiness of our na
tional character.28

Still another sinister aspect of Social Se
curity is its role in undermining the family.
With Social Security assuming the respon
sibility for the elderly once borne by their
children, both the ethos of reciprocal obli
gation between family generations and the
incentive to marry and have children (to
ensure care in old age) are weakened.

Finally, Social Security works insidiously
against the value of life. Assuming that life
is good and that a major purpose of human
existence is reproduction-which, biologi
cally speaking, it is, just as with all other
living things-then it follows that other
things being equal, that which encourages
childbearing is good, and that which dis
courages it is not. As we saw, since much
of the financial burden of caring for the
elderly is now borne by Social Security and
Medicare, the incentive to have children is
thereby weakened. Moreover, as Allan
Carlson of the Rockford Institute has ob
served, because struggling young couples
are forced to participate in Social Security,
they cannot improve their standard of living
by reducing the support they give to the
elderly. What they can do is delay or even
forgo children. And in many cases they do;
research across nations has found a causal
connection between the size and generosity
of a social security program and a country's
fertility decline.29 That is, social security

has been a factor in the slow biological
suicide of advanced Western societies.

Social Security can pay its current bene
ficiaries, and will be able to pay for some
years yet. However, early in the next cen
tury, Social Security will face bankruptcy as
the retiring Baby Boomer generation drives
its costs above its revenues and exhausts its
"trust funds" of Treasury debt. Radical
reform, ideally privatization, will become
urgently necessary. But should anyone at
tempt it, a firestorm of opposition grounded
in morality will ensue. It will be one of the
fiercest controversies of the future. Social
Security, it will be argued, is moral, hu
mane, compassionate, enlightened, pro
gressive; radical· reform is unthinkable, in
humane, callous, immoral. If needed reform
is to be achieved, such objections must be
overcome. And for that, it will be vital that
the public realize just how morally flawed
Social Security really is. D
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Employer Mandates:
A Threat to Employees

by David R. Henderson

M ost people who want to force employ
ers to pay for their employees' health

insurance have so far ducked the facts about
who pays for "employer" mandates.
They've had good reason to duck them,
because the facts are clear. Economic anal
ysis and economists across the political
spectrum who have studied the issue are
unanimous that the main people who pay
for employer mandates are employees.

Why? Because requiring an employer to
provide health insurance does not magically
make the employee more productive. Say
you're an employee and your annual output

Dr. Henderson is currently the John M. Olin
Visiting Professor at the Center for the Study
of American Business, Washington University,
in St. Louis. He is on leave from the Naval
Postgraduate School in Monterey, California,
where he is an associate professor ofeconomics,
and was previously senior economist for health
policy with the President's Council ofEconomic
Advisers.

is worth $30,000. Competition among em
ployers for your services forces your em
ployer to pay you about $30,000 in salary
and benefits. Now the government requires
your employer to pay an extra $2,000 for
your health insurance. If your boss contin
ues to pay you $30,000 as well, he'll pay
$32,000 to keep you. But this isn't worth
while. He would be paying $2,000 more than
the $30,000 worth of output that you pro
duce. The solution, for you to keep yourjob,
is for your employer to cut your salary and
other benefits from $30,000 to $28,000. Net
result: you get $2,000 in health insurance at
the expense of $2,000 in salary and other
benefits. You pay for employer-mandated
health insurance.

It may look as if employees break even
with the mandate. Look again. The em
ployer wasn't providing health insurance for
one reason: it wasn't worth it to the em
ployee. The employer would have preferred
to give a $2,000 health-insurance policy
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rather than salary, to avoid the 7.65 percent
Social Security and Medicare taxes on pay.
The fact that the employer wasn't providing
the health insurance must mean that the
employee did not value it as much as pay and
other benefits. So the mandate unambigu
ously makes the employee worse off.

That the employee pays for mandates
was my main message in my testimony to
Senator Edward Kennedy's Senate Labor
Committee in July 1994. It was also the main
message of a liberal economist who sup
ported mandates. Jonathan Gruber, an
economist at MIT, was invited by Senator
Kennedy's committee to defend mandates
and to argue that they don't cost many jobs.
The key to Gruber's argument was his
evidence that mandates are mainly paid for
by employees. Gruber had co-authored a
study with Alan Krueger of Princeton Uni
versity on the effect of increases in the cost
of workers' compensation, the oldest man
dated benefit in the United States. (Krueger,
incidentally, will soon be the chief labor
economist under Secretary of Labor Robert
Reich.) Gruber and Krueger found that for
every dollar increase in workers' compen
sation, 85 cents was paid by workers.

Kennedy and the other Democratic sen
ators spoke throughout the hearing as if
employer-provided health insurance is a
free lunch for employees. Senator Paul Si
mon made the free-lunch assumption ex
plicit. He posed the false alternative of a
given wage without health insurance or the
same wage with health insurance and asked
one witness which he thought most people
would prefer. Duh.

The Democratic side of the Senate staff
had invited two women from Whitesburg,
Kentucky-Brenda Newman and Nellie
Kincer-who had gone without health in
surance. Both women had found health
insurance too expensive. Nellie Kincer said
she would rather spend her meager income
on rent and groceries than on expensive
medicine. Kennedy and the other Demo
cratic senators posed as these women's
champions. Yet their own bill was designed
to prevent those women, and every other
worker, from makingjust such tradeoffs. No

wonder Kennedy asked no questions of
either Gruber or me.

That Gruber and I agreed was not just a
fluke. Economists, whether or not they
believe in mandates, do not kid themselves
that employers pay for them. David M.
Cutler, who defended employer mandates at
the annual meetings of the American Eco
nomic Association, and who was until re
cently a senior economist with President
Clinton's Council of Economic Advisers,
recently wrote: "Most of these cost changes
are likely to show up as changes in wages
..." In its August 1994 analysis of the
effects of former Senator George Mitchell's
health-care bill, here is what the U.S. Con
gressional Budget Office said about the ef
fect of requiring employers to pay for their
employees' health insurance:

The imposition of the mandate would
raise the cost of employing workers at
firms that do not currently provide insur
ance. Economic theory and empirical re
search both imply that most of this in
creased cost would be passed back to
workers over time in the form of lower
take-home wages.

Even President Clinton's Council of Eco
nomic Advisers agrees. In the annual Eco
nomic Report ofthe President, published in
February 1994, the President's economists
write: " ... the dominant effect of increases
in health care costs in the past has been a
reduction in the real wages received by
employees. "

What happens if wages don't fall one
dollar for every dollar of health insurance
costs? Then jobs will be destroyed. Again,
this is not controversial. As Jonathan Gru
ber stated in his testimony, "If full shifting
["shifting" is the term used to describe the
fall in wages when mandates are imposed]
takes place, then the total cost of the com
pensation to the firm will not rise, and there
will be no need to layoff workers. If it does
not, then compensation costs will rise, and
there will be layoffs." Those who want
employer mandates are stuck. On the one
hand, they don't want to believe that em
ployer mandates will killjob growth. On the
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other hand, as Senator Kennedy and others
learned, the only way not to believe man
dates kill growth is to believe that employ
ees pay for them.

If employees pay for mandates, why then
do so many politicians advocate mandates?
Alan Krueger answers this succinctly: "The
costs of mandates are hidden, which makes
them politically feasible."

And of course workers can't be paid less
than the minimum wage. This means that
many workers at or slightly above the min
imum wage would risk losing their jobs.
Gruber minimized this risk but here he was
on shaky ground. He leaned heavily on
research by Krueger and David Card of
Princeton University, who surveyed fast
food employers before and after the mini
mum-wage change. Card and Krueger found
no reduction in employment after the min
imum wage increased. But their study was
biased against such a finding. By surveying
the same employers before and after, they

did not allow for the possibility that the
minimum wage increases put marginal com
panies out of business. Moreover, Krueger
himself is skeptical at the attempt to apply
his minimum wage finding to health care.
Krueger writes: "This evidence [on the
minimum wage] has been cited by the First
Lady and others as support for the view that
the health care mandate will not reduce
employment. Even though I am a contrib
utor to this literature, I am not sure it applies
to a health care mandate." Krueger esti
mated that the Clinton mandates would
destroy 200,000 to 500,000 jobs.

Many of the people who advocate em
ployer mandates believe themselves to be
truly humanitarian. It is humanitarian to
spend your own money to provide health
care for poor people. But there is nothing
humanitarian at all about forcing poor peo
ple to spend their own money on health
insurance when they have other more press
ing concerns. D
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Economics on Trial

European
Unemployment:
The Age of Ignorance,
Part II

by Mark Skousen

"This persistence of high unemployment
in the European Community is a major
puzzle. "

-Charles R. Bean, "European
Unemployment: A Survey," Journal of

Economic Literature, June, 1994

"Is This the Age of Ignorance-Or En-
lightenment?", my most controversial

column, was published in the June 1994
issue of The Freeman. It revealed how a
growing number of well-trained economists
plead ignorance on the most fundamental
aspects of the budget deficit, taxes, infla
tion, the stock market, and the business
cycle. Those cited included Herbert Stein,
Robert J. Barro, and Paul Krugman.

My column was not well received by the
profession. None of the economists cited in
my column responded, perhaps because
they were too embarrassed. But Milton
Friedman wrote, "Herbert Stein underesti
mates his knowledge; you overestimate
yours." Brigham Young University profes
sor Larry Wimmer said, "Ignorance is pref
erable to arrogance. " So the battle of ideas
continues.

Now along comes Charles R. Bean, a

Mark Skousen is an economist at Rollins Col
lege, Winter Park, Florida 32789 and editor in
chief of Forecasts & Strategies, an investment
newsletter. He is the author of Economics on
Trial and other books on economic andfinancial
topics. For more information on his books and
newsletter, contact Phillips Publishing Inc. at
(800) 777-5005.

bright economist at the London School of
Economics, writing in a recent issue of the
Journal of Economic Literature. Mter en
gaging in 47 pages of citations, graphs,
charts, cross-country regression analysis,
and econometric studies, he bravely con
cludes that nobody really knows why un
employment is so high in Europe. None of
the numerous technical models works. It's
all a "major puzzle. "

Obviously, if economists can't explain
why a major problem such as European
unemployment exists, they can't be ex
pected to prescribe a policy to rectify the
situation. Hence, the growing impotence of
the economics profession. It has blunted
Occam's Razor: Complexity is preferable to
simplicity. Economists know so much that
they now know so little.

Fortunately, not all economists subscribe
to this new form ofeconomic nihilism. Some
economists see through the clouds of com
plexity, realizing that econometric modeling
often obscures rather than elucidates the
real nature ofthe problem. It's time to return
to basic economic principles.

The Real Cause of
Unemployment

For example, Richard K. Vedder and
Lowell E. Gallaway, economists at Ohio
University, demonstrate quite powerfully
that government policies cause widespread
and persistent unemployment by raising real
wages above equilibrium levels. Labor laws
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significantly increase labor costs and hence
discourage businesses from hiring workers.
In addition, the federal government's infla
tionary fiscal and monetary policies create a
boom-bust business cycle, causing much
temporary unemployment of labor and re
sources. Their important study, Out of
Work, applies their thesis to the United
States during the twentieth century and
concludes that unemployment is primarily
due to "government activism." 1

Applying the Thesis to Europe
The unemployment rate has been gradu

ally rising in Europe and now exceeds 11
percent, compared to 6 percent in the
United States and 3percent in Japan. It's the
highest since the oil-shock years of the
1970s. But today there is no oil crisis.
Through much ofthe 1980s, virtually no new
jobs were created in the private sector. Fifty
percent of the 16 million unemployed in
Western Europe are considered long-term
unemployed-without work for a year or
longer. Only 11 percent of U.S. jobless are
long term.

What is the cause of European jobless
ness? Despite the machinations of econo
metricians, the answer is not that difficult to
discover. First, high payroll taxes-per
sonal income tax withholding, social secu
rity, and unemployment compensation
discourage businesses from hiring. As Ed
mund S. Phelps, economics professor at
Columbia University, declares, "Nearly
every European country has brought much
of its unemployment on itself-through
its punishing taxation of labor.... Big
increases in payroll and personal income
taxes in most countries have been mass
job-killers. ,,2 Last year, in an effort to close
the national deficit, France raised income
taxes by 10 percent. Not surprisingly, the
unemployment rate in France rose by about
a point and a half to 12.6 percent.

A second cause of unemployment in Eu
rope is its labor laws and regulations, such
as minimum wages, collective bargaining,
and labor-management restrictions. Other
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mandatory benefits, including health care,
pensions, unemployment and disability
compensation, and paid vacations, raise
labor costs.

The minimum wage in Belgium is $7 an
hour, compared to $4.25 in the United
States. Even now, German labor unions are
pushing for a four-day workweek, amount
ing to an immediate 20 percent increase in
real wages. In Italy, an employer must give
up to six months notice before dismissal. In
order to protect workers from sudden un
employment, Spain passed legislation mak
ing it virtually impossible for employers to
fire workers. These are disguised methods
ofraising labor costs. But the actual effect is
unemployment: If you can't fire workers,
why hire? Spain's labor law dealing with
employers' obligations to the work force is
600 pages long. It should come as no sur
prise that, as a result of this legislation,
Spain's unemployment rate has gradually
risen to depression levels, 25 percent. Por
tugal, on the other hand, has a less encum
bered labor market and an unemployment
rate of only 5.5 percent.

Third, generous welfare benefits to the
unemployed, encourages the jobless to
avoid work.

The existence of the European Common
Market will undoubtedly force high-cost
nations to liberalize their labor laws, or else
face a major talent drain. Not surprisingly,
manyjobless Europeans are headed to other
parts of the EC, or to Asia, where jobs are
plentiful and labor markets are unfettered.

The answer to Europe's unemployment
problem is simple. Sharply reduce payroll
taxes and the rules and regulations govern
ing labor-management relations to allow
market forces to work more effectively. This
means less mandated job security and fewer
government benefits, but more jobs and
greater productivity. It is a difficult choice
for Ee governments to make, but if they
don't, unemployment can only get worse. D

1. RichardK. VedderandLowellE. Gallaway, Outo/Work
(New York: Holmes & Meier, 1993).

2. Edmund S. Phelps, "Summiteers: Your Taxes Kill
Jobs," The Wall Street Journal, March 14, 1994.
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Second Thoughts: Myths and Morals
of U.S. Economic History
edited by Donald N. McCloskey
Oxford University Press published for the
Manhattan Institute. 1993 • 208 pages. $28.00

Reviewed by Daniel B. Klein

T he two magnetic poles of social science
are the bumper-sticker and quod erat

demonstrandum-that is, the important and
the precise. Anyone can make his state
ments precise and cohesive ifhe is willing to
be irrelevant, and anyone can prattle about
important issues if he is willing to be impre
cise and incoherent. The best social science
balances the pull of both poles: it struggles
to span both precision in statement and
importance in message.

Second Thoughts offers historical
bumper-stickers by 28 researchers who
have been through the Q.E.D.s oftheir field.
In their research they have started with one
set of bumper-stickers, explored the bases
for them, and studied, studied, studied.
They have trudged and maneuvered through
beds of quicksand to make their facts pre
cise and their logics cohesive. But they do
not get lost in the delightful Q.E.D.s of the
academic enterprise. They emerge from the
experience soiled, exhausted, and uncer
tain, but holding in their outstretched hands
new bumper-stickers, summary statements
they have given rich subsidiary content to,
statements that address our curiosity about
how mankind's lot can be bettered. Second
Thoughts represents a special effort to share
with us the learning of these scholars, an
effort too often left undone because the
academic rewards for bumper-stickers are
so thin.

For example, Price Fishback writes a
five-page essay entitled, "Does Workers'
Compensation Make for a Safer Work-

place?" Fishback' has written a book and
numerous scholarly articles on the condi
tions ofcoal miners in America's past. From
his intimacy with the facts and logics of the
subject come lessons for similar issues to
day.

Prior to workers' compensation laws, li
ability for workplace accidents was based
on common-law standards of negligence.
Fishback summarizes the legal notion of
"due care" on the part of the employer, and
explains that the employer often escaped
liability because the injured worker had
accepted the risks involved, had himself
been negligent, or was harmed by a fellow
worker's negligence. These doctrines "en
couraged common-sense prevention of ac
cidents by the parties with the lowest cost
of prevention"-often the workers on the
scene. Andjobs with high risks commanded
high wages.

But between 1910 and 1930 most states
passed workers' compensation laws that
tended to hold employers liable for all seri
ous accidents' 'arising out ofemployment. "
Fishback explains that, besides driving
down wages and job opportunities, these
laws sometimes even increased workplace
hazard! In coal mining, accidents actually
increased. "Since coal loaders and pick
miners were paid by the ton of coal, they
saw that by working a little faster and taking
more risks they could get higher eamings
even though a roof fall injured or sometimes
killed miners who tried to finish loading cars
before setting new props for the roof."

From his detailed learning, Fishback
serves up a sort of historical bumper
sticker-workers' compensation had high
costs and sometimes did not achieve even its
primary goal of inducing workplace safety
and shows how this pertains to current
liability issues.

Here are some of the other bumper
stickers offered in the book:

• Aside from Africa the Third World is
not stalled in dependency and squalor but
improving rapidly.

• Imperial powers serve their vanity not
their fortunes by maintaining colonies.

• Immigrants enrich a nation.



• The American economy is not falling
behind any more than a father falls behind as
his children gain poundage in the family.

• Economic enterprise advances technol
ogy as much as technology advances eco
nomic enterprise.

• The trade deficit itself is no ailment but
perhaps a symptom of real ailments.

• Monopoly persists by grace of govern
ment privilege not market power.

• Free banking in America worked rea
sonably well.

• People consume a lot of resources in
jockeying for position to receive govern
ment giveaways.

Not news, perhaps, but here we can see
how such claims are rooted in stories in
volving the I.C.C., steamboats, wildcat
banks, Teapot Dome, squatters, Ma Bell,
Munn v. Illinois (1876), Plessy v. Ferguson
(1896), UNIVAC I, the Securities Exchange
Act (1934), the Cavendish Lab, hand looms,
Luddites, Regulation Q, and Alan
Greenspan. The essays give parsimonious
accounts ofparticulars that stand behind the
bumper-stickers. Because the editor has
chosen experts-including Julian Simon,
Robert Higgs, Jonathan Hughes, Peter
Temin, Gary Libecap, and Nathan Rosen
berg-we have confidence that the bumper
stickers emerge from deep learning. A brief
bibliography invites the reader to deeper
digging.

The libertarian might have a few bones to
pick. Jeffrey Williamson seems to suggest
that infrastructure development requires ac
tivist government, Barry Eichengreen gives
a mixed review to the gold standard and says
it would be impossible to re-establish today,
Hugh Rockoff says that in special circum
stances for short durations price controls
can work, and Paul Uselding tells of the
"facilitative and supportive" role that the
U.S. government has played and should
play in technological development. But
mostly the book offers stories in line with
small-government thinking.

My favorite passage comes in Elizabeth
Hoffman's piece on how worker displace
ment and retraining belong to progress:
"The challenge for the future will be to train
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each generation for a lifetime of change
rather than for a specific skill or job. This
task suggests that the kind of education that
will best prepare the next generation is an
education in flexibility: learning to learn new
things. "

Donald McCloskey has done an admira
ble job in bringing the layman to the aca
demic toiler and bringing the academic toiler
to humanity. D
Dr. Klein is an Assistant Professor ofEconomics
at the University of California, Irvine.

Ain't Nobody's Business If You Do:
The Absurdity of Consensual Crimes in
a Free Society

by Peter MeWilliams
Los Angeles: Prelude Press. 1993 • 817 pages.
$22.95

Reviewed by Doug Bandow

Peter McWilliams is serious about indi
vidual liberty. In the introduction to

Ain't Nobody's Business If You Do he
declares simply: "This is a book about
freedom. " More specifically, it is about the
right of people to run their lives without the
interference of government so long as they
do not violate the rights ofothers. While this
thesis might seem unexceptional to readers
of the Freeman, McWilliams has produced
a unique and enjoyable, if at times uneven,
text for keeping the state out of our personal
affairs.

Still, to some people the issues he writes
of might seem to pale in importance com
pared to, say, health care, until you realize
the human cost of the government's attempt
to stamp out what McWilliams calls "con
sensual crimes." President Clinton wants
to arrest you if you seek care outside of
his government-controlled medical system.
But the state is already daily filling the jails
with people who have engaged in some act
that others found to be unsafe, offensive,
immoral, or something else. Writes
McWilliams:
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More than 350,000 people are in jail right
now because ofsomething they did, some
thing that did not physically harm the
person or property of another. In addi
tion, more than 1,500,000 people are on
parole or probation for consensual
crimes. Further, more than 4,000,000 peo
pIe are arrested each year for doing some
thing that hurts no one but, potentially,
themselves.

Looked at from this perspective, there are
few more important issues than eliminating
criminal sanctions against acts which only
harm consenting parties, if anyone. As
McWilliams points out, tolerance, just like
responsibility, "is the price of freedom."
The ultimate issue is not what we would
prefer our neighbors not to do, but our
justification in locking them up for doing it.

McWilliams begins sensibly enough by
discussing the characteristics of consensual
crimes. He rightly prefers the term consen
sual to victimless because he does not claim
that such activities never cause harm. More
over, he deftly distinguishes consensual
crimes from real crimes that perpetrators
attempt to portray as victimless: nonviolent
theft, for instance, as well as drunk drivers
"who recklessly endanger innocent (non
consenting) others," in McWilliams' words.
He also points out the absurdity of the state
attempting to protect people "from being
emotionally hurt by the self-destructive be
havior" of others, insisting instead on phys
ical harm to turn an activity into a crime. In
the end, he argues, the law has a pretty
importantjob-protecting "innocent people
from likely harm to their person or proper
ty. " And doing that right will keep officials
busy enough.

Still, consent obviously does not affect
the issue ofmorality. And it is the traditional
tenets of the Jewish and Christian faiths that
have done so much to shape government
policies on consensual crimes. McWilliams
gives no indication of sharing these moral
visions, but he recognizes their potency:
"To the people who find [consensual
crimes] immoral, they are and may always
be immoral. " Rather than arguing over what

is moral, McWilliams nicely distinguishes
different forms of morality.

One type, he argues, is "personal moral
ity," what we believe to be right. This can
be conceived of as intra-personal morality,
since it concerns the making of a good and
virtuous person. The other category is what
McWilliams calls "social morality," which
means "not physically harming the person
or property of another. " This may be best
understood as inter-personal morality, gov
erning a person's relationship with others.
Thus, the key to preserving freedom is not
to eschew legislating morality-the only
firm basis for law is morality. What iscritical
is to enforce only social morality, in order to
mitigate the impact of a person's sin on
ot~ers. The state should not ~ttempt to
legislate personal morality, engaging in soul
craft rather than statecraft.

McWilliams, obviously a free spirit when
it comes to organizing books, goes on to add
sundry observations on, among other
things, the Age ofEnlightenment, failures of
alcohol Prohibition, and hypocrisy of to
day's would-be prohibitionists ofjust about
everything. Regarding the latter, he finds an
obvious target: Cigarettes cause enormous
carnage yet are not only legal but subsi
dized. Lest his sustained attack on tobac
co-" cigarettes are our country's most
serious drug problem," he argues-confuse
one, he opposes tobacco prohibition.

There is much, much more in Ain't No
body's Business If You Do. McWilliams
devotes one long section to the many argu
ments against criminalizing consensual con
duct. Indeed, at times one feels that one is
getting the "kitchen sink" treatment, with
no conceivable claim left out. For instance,
he leads off contending that such laws are
"un-American." Now, they may be stupid,
dumb, immoral, and a host of other things,
but there is a long prohibitionist streak in
u.s. history. And if the Founding Fathers
had voted on the legitimacy of, say, an
anti-sodomy law, McWilliams would prob
ably have been disappointed by the out
come.

Similar is the author's contention that the
prohibition of consensual crimes is uncon-



stitutional. It would be nice if they were, but
that isn't the document given us by the
Constitutional Convention in 1787. Still,
McWilliams' chapter on this issue is enter
taining, and will certainly expand the read
er's understanding ofwhat might be possible
with a judiciary more sympathetic to a Con
stitution that was intended to create a limited
government of strictly enumerated powers.

McWilliams' other claims are generally
more persuasive. He titles one chapter:
"Laws against Consensual Activities Are
Opposed to the Principles of Private Prop
erty, Free Enterprise, Capitalism, and the
Open Market." It shouldn't be necessary to
defend such a proposition, but McWilliams
does so with verve. He also makes many
more traditional arguments against consen
sual crimes: the cost of arresting, convict
ing, and imprisoning people for possibly
hurting themselves; the catastrophic impact
on those prosecuted; and the encourage
ment of "real," or victimful, crimes. Read
ing these chapters alone should be enough to
convince the hardened prohibitionist that he
is doing more harm than good.

Alas, the author's desire to toss in the
kitchen sink really shows with his section
on "Consensual Crimes and the Bible."
McWilliams' biblical interpretation is more
convenient than convincing, and is reminis
cent of deist Thomas Paine's reliance on
Christianity to bolster his arguments in
Common Sense. Suffice it to say that the
Bible establishes scores of principles gov
erning an individual's relationship with God
and his neighbors, but virtually none about
when he should jail other people for failing
to fulfill their duties to God. Moreover,
Christianity's unique emphasis on soulcraft
suggests this to be an area beyond the state's
purview. Where McWilliams does have
something serious to say to believers is in his
argument that separation ofchurch and state
is for their benefit-after all, as he points
out, we are all "part of a religious minori
ty, " and if we allow government to meddle
in religion' 'we have not invited God, but the
devil, to be the leader of the nation."

Generally more convincing are the other
parts ofAin't Nobody's Business If You Do,
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covering how consensual crimes became
crimes, the specifics of the most common
consensual crimes, and answers to oft
asked questions (e.g., "what about the chil
dren?"). He even offers some truly clever
ideas that deserve further discussion. What
is the proper age of consent for kids, he
wonders? Let parents and child attempt to
come to a mutual agreement: with rights
would then come responsibility. As
McWilliams observes, "Ifthe would-be new
adults mess up, however, they do not get
to hide behind their youth, inexperience, or
innocence. They got the name (adult) and
now they can play the game (adult court)."

What does McWilliams believe should be
done about consensual crimes? Repeal the
laws, of course, though he recognizes the
very real political obstacles to doing so. In
a short but helpful practical section, he
reviews state laws regarding consensual
crimes and gives some advice on how to take
political action.

The most important step, however, is to
simultaneously educate the public and rea
waken people's commitment to liberty.
Ain't Nobody's Business IfYou Do certainly
should help do so. Peter McWilliams has
entertainingly demonstrated that we need a
second American revolution not only to
reign in government spending and taxing;
we also need one to stop the state from
persecuting people who have harmed no one
other than themselves. For helping to
spread this message McWilliams deserves
our thanks. []

Doug Bandow is a Senior Fellow at the Cato
Institute and former Special Assistant to Presi
dent Reagan. He is also a Contributing Editor to
The Freeman and the author of The Politics of
Envy: Statism as Theology, recently released by
Transaction Publishers.
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The Fall of the Ivory Tower:
Government Funding, Corruption, and
the Bankrupting of Higher Education

by George Roche
Regnery Publishing. 1994 • 299 pages + index
• $24.00

Reviewed by Steven Yates

T his book picks up where Dinesh
D'Souza leaves off. Not only has polit

ical correctness reached epidemic propor
tions in higher education, but so have mis
management, waste, and corruption. The
cause: a long history of expanding govern
ment involvement which has created a class
of dependents whose lust for easy money is
matched only by their irresponsibility.
Roche sees the scandal of public higher
education becoming the S & L Crisis of the
199Qs, and for the same reasons.

The Constitution never mentions educa
tion as a federal responsibility. Neverthe
less, in 1862 Congress passed the Morrill
Act which created the land grant system. A
guiding theme ofthe Progressive era became
"education for everyone at public ex
pense." Government funding, whether
through direct support for colleges and uni
versities or student loans or support for
faculty research, has grown exponentially
ever since.

Roche's book highlights three conse
quences of government involvement in ed
ucation: (1) As federal subsidies increase,
decision-making shifts from economic to
political terms; (2) every government dollar
comes with strings attached; and (3) with
protection from the marketplace, quality
declines, waste and mismanagement in
crease, independence is discouraged, and
excellence is supplanted by mediocrity.

Roche presents compelling evidence that
the deplorable situation cannot go on much
longer. Expenditures have gone through the
roof; government assistance to students
alone costs taxpayers over $22 billion a
year. Defaults on student loans are at record
highs; $64 billion (out of $93 billion) in
student loans between 1965 and 1989 has

simply disappeared. The well is now drying
up. While government dollars still flow
abundantly into university coffers, univer
sities are all having to tighten their belts.
Given exposes about campus radicalism,
athletic scandals so numerous that new ones
are barely newsworthy, academic dishon
esty (including plagiarized and faked re
search as well as cheating by students), and
graduates who are behind their counterparts
in other advanced nations, the public is
starting to rebel. Colleges and universities,
even prestigious ones like Harvard, have
lost their reputations-to the point where
the name Harvard once evoked boos rather
than cheers from a group of business and
community leaders (p. 250).

Roche suggests three reforms. First, ed
ucators need to recover leadership values.
The socialist concept of "shared gover
nance" should be scrapped, so that univer
sity presidents can make decisions in the
best interest of their institutions without
being fought at every turn by faculty or
forced to be glorified fund raisers. The
stifling layers of bureaucracy should be
disbanded. Second, educators should dis
cover marketplace values. The tragedy of
government funding is that it has protected
higher education from the marketplace, thus
nurturing mediocrity and irrelevance, not to
mention ideologies resolutely hostile to in
tellectual and economic freedom. Universi
ties should be accountable to students and
tuition-paying parents in the way a business
is accountable to customers and stockhold
ers who can take their money elsewhere if
dissatisfied. Third, higher education must
return to academic and moral values. Aca
deme once represented the pinnacle of in
tellectual achievement in the West. It com
manded respect as the transmitter of
knowledge, wisdom, and culture to the next
generation. Today it is becoming a laugh
ingstock. It is necessary to reject trendy
relativism and restore the view that certain
ideas have passed the test of time: truth,
honesty, morality, the work ethic, economic
liberty, limited government. Without re
forms in all these areas, the ivory tower will
continue to fall.



There are occasional gaps in Roche's
discussion. For example, he says little ofthe
tenure system which protects hundreds of
unproductive professors at the expense of
their more productive juniors. But this is a
minor complaint in the face of what Roche
has assembled here. This book, boasting a
foreword by Malcolm S. Forbes, Jr., is a
major contribution to public discussion of
the crisis in higher education today. More
comprehensive than either Allan Bloom's
The Closing of the American Mind or
Dinesh D'Souza's Illiberal Education, this
book could have an even greater impact if
enough people get to read it. It is worth
observing that George Roche, President of
Hillsdale College, practices what he
preaches. Hillsdale accepts no federal
money, direct or indirect, and offers stu
dents privately funded alternatives to gov
ernment loans. D
Professor Yates is author ojCivil Wrongs: What
Went Wrong With Affirmative Action (San Fran
cisco: ICS Press, 1994).

Your Doctor Is Not In: Healthy
Skepticism About National Health Care

by Jane Orient, M.D.
New York: Crown Publishers. 1994 •
276 pages. $23.00

Reviewed by Ron Paul, M.D.

Even without Clintonian socialism, the
private practice of medicine, in which

the individual doctor is responsible to the
individual patient, is on its last legs. Francis
A. Davis, M.D., founder and publisher of
Private Practice, recently shut down his
25-year-old magazine with the lament that
the battle is lost.

But I predict that Dr. Davis, a true cham
pion of freedom, will no more give up than
I will. No matter what the prospects- and
they are glum-we owe it to our country, to
our patients, to our children and grandchil
dren to uphold the banner of liberty. At
worst, we can diminish the virulence of
statism now. At best, because we have
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moral and economic truth on our side, we
may win. And whatever happens, we build
the intellectual foundations of freedom for
the future, and our descendants will bless us
for it.

But a resistance needs a central plan (if
Freeman readers will excuse the expres
sion!). A number of valuable books have
been published in recent years to defend
private medical care, but none measures up
to Your Doctor Is Not In. Now, perhaps
before it is too late, we have a brilliant and
principled champion who can also organize
and write: Dr. Jane Orient.

Dr. Orient, a physician who saw the
socialized beast at first hand in the Veterans
Administration, has revitalized the Ameri
can Association of Physicians and Surgeons
as executive director. AAPS is the only
free-market doctors' organization, and I
proudly belong to it rather than to the
corrupt and statist AMA. But as with FEE
in the pre-Sennholz years, a great organiza
tion had somewhat slowed down.

Also as with Dr. Sennholz and FEE, Dr.
Orient's leadership has brought AAPS roar
ing back. Her newsletters are famous for
their intelligence and strategic thinking. Her
lawsuit opened up Hillary's secret comin
tern meetings. Perhaps most important of
all, Dr. Orient has now given us the hand
book offreedom that our movement needed.
It may already be giving nightmares to Ira
Magaziner and the other leftists who wrote
ClintonCare. And don't they deserve it.

Arguing from first principles, Dr. Orient
shows that the free market enforces such
virtues as honesty, hard work, and consci
entiousness, whereas state intervention
does just the opposite, as anyone who has
ever dealt with the government knows.

There is no right to medical care, she
shows, any more than there is a right to
housing, food, or clothing, and the attempt
by government to create such a right leads
to totalitarianism-the road we are traveling
today. For to say that someone-the poor,
the elderly, the "uninsured," etc.-has the
right to the life, liberty, and property of
someone else is a moral outrage, and a grant
of absolute power to the state.
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And the state corrupts whatever it
touches. When I was trained, I gladly took
the Hippocratic Oath, solemnly pledging, in
a tradition thousands of years old, never to
commit abortion or euthanasia. Now young
doctors, in the words of such oaths as that
of Dr. Louis Weinstein, "remember that it
is wrong to terminate life in certain circum
stances, permissible in others, and an act of
supreme love in others."

Dr..Kevorkian could be an Angel of Love
only under statism, for when the state is
spending its hard-stolen money, it resents
any patient who lives "too long." In the
Netherlands, the socialized system murders
more than 20,000 patients a year-"invol
untary euthanasia" it is called.

Socialized medicine was an invention of
Bismarck, the warfare stater who also gave
us social security. Lenin and Hitler institu
tionalized the system, and most of the world
followed. As Dr. Orient shows in riveting
detail, however, even the "best" of these
systems, as in Canada or Germany, is a
disaster for the patient and the taxpayer.

Medical statism got its start in America
thanks to the AMA and its anti-competitive
medical licensure laws, an intervention cou
rageously condemned by Dr. Orient. She
also shows that modern health insurance is
a non-market institution. Invented by the
AMA-sponsored Blue Cross and Blue
Shield, health coverage violates the princi
ple of insurance. With the exception of
catastrophic insurance, health insurance is
pre-paid consumption of an incredibly inef
ficient and bureaucratic sort.

Lyndon Johnson's Medicare and Medic
aid, Richard Nixon's Health Care Financing
Administration, Ronald Reagan's CLIA
not to speak of the Indian Health Service
and the VA-have given us a system that is
more than half statized. And our Fabian
socialist First Couple want to finish the job,
and us in the process.

In response, the Republicans, from Bob
Dole to Phil Gramm, provide their own
versions of socialized medicine. They don't
call it that, of course, but once admit the
principle of universal access-that the tax
payer should provide equal health insurance

for every American-and there is no stop
ping the leviathan.

Equality is the most politically pernicious
idea on earth. Claim that human beings, who
are manifestly unequal, should be treated
the same, and you have opened the way not
only to systemic injustice, but to the om
nipotent state. God created each of us as a
unique individual, and we should celebrate
this. We could not even have an economy or
the division of labor, Ludwig von Mises
pointed out, were not a "radical inequality"
the chief feature of the human race.

As Dr. Orient shows, we don't need any
sort of national system of health care, any
more than we do of dry cleaning. We need
the free market. If we are concerned about
the deserving poor, and we should be
although secondarily to the producers-a
free market is best for them too.

But most important, in this clarion call to
roll back the state, Dr. Orient shows us that
liberty favors the paying patient. The IRS
agent is bad enough. Equip him with a
scalpel, as Bill and Hillary would, and we'll
soon find the government not only lifting our
wallet, but submitting us to Dr. Weinstein's
,'supreme act of love. " D
Dr. Paul, a practicing physician and former
Congressman, is chairman of the National En
dowment for Liberty in Lake Jackson, Texas.

The History of Freedom

by Lord Acton, with an Introduction
by James C. Holland
Acton Institute, The Waters Building,
161 Ottawa NW, Grand Rapids, Mich.• 1993 •
93 pages. $5.95

Reviewed by Salim Rashid

"power tends to corrupt and absolute
power corrupts absolutely. " This one

sentence, from a letter to Bishop Mandell
Creighton, not from some public document,
has served to immortalize Lord Acton's
thought for posterity. And yet, like most
short summaries, it hides so much of central



importance to Lord Acton that it is almost
misleading. What led Acton to such a con
clusion, so totally at variance with Plato's
notion of a philosopher-king? The two lec
tures on The History ofFreedom provide us
a partial insight into Acton's inner thoughts.
It is entirely appropriate that this book be
published by the Acton Institute, a non
profit organization set up to promote Clas
sical Liberal ideas among clergy and other
interested individuals, a goal close to Ac
ton's heart.

The text consists of two short essays of
equal length: "Freedom in Antiquity" and
"Freedom in Christianity. " The absence of
dates and names gives each part a timeless
air, making the essays readable, particularly
by young students who have little back
ground to appreciate the drama Acton
writes about. I have used the essays for a
short course on "Christianity and Capitalist
Civilization" and was pleasantly surprised
that students found many stimulating pas
sages. One student was struck by the illib
eral statement attributed to Aristotle that
the mark of the worst governments is that
"they leave men free to live as they please"
(p. 40). Another was struck by the political
transformation said to have overcome
Christianity around AD 500: "Christianity
which in earlier times had addressed itselfto
the masses, and relied on the principle of
liberty, now made its appeal to the rulers,
and threw its mighty influence into the scale
of authority" (p. 60).

The brevity and style of these essays
pique one's curiosity. There are many pas
sages that cry out for further detailed ex
amination. Of Athenian democracy Acton
wrote: "Their history furnishes the classic
example of the peril of Democracy under
conditions singularly favorable. For the
Athenians were not only brave and patriotic
and capable of generous sacrifice, but they
were the most religious of the Greeks" (p.
32). No references, no guides, no further
evidence supports such a sweeping claim.
But ifone knows about Acton, here is a clear
guide to Acton's own beliefs. The religiosity
of the Athenians was the foundation of their
liberty, Acton believes. But how can he
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persuade those who wish for more than just
his authority?

The connecting thread between antiquity
and Christianity is the statement of natural
law by the Stoics. By appealing to an au
thority superior to the state, by urging the
prior constraint of natural law upon all civil
law, the Stoics broke with the political
tradition of the Greeks. Acton is struck by
the fact that Antiquity had provided the
noblest precepts yet these truths did not
save them from ruin.

"Freedom in Christianity" begins by
crediting the Teutonic and Germanic tribes
with the final ingredient-participatory in
stitutions-that finally led to the growth of
political liberty. No details are provided and
in subsequent pages the tribes are forgotten.
Instead, what emerges is the importance of
the ecclesiastical hierarchy in the period
between AD 500 and 1500. It was from the
conflict between church and state in this
period that political liberty eventually took
root. Acton is careful to point out that both
institutions sought absolute control and it is
striking to note how leading spokesmen of
both the Guelphs and the Ghilbellines spoke
almost the same language in deriving power
from the welfare of the people. "Looking
back over 1,000 years ... this is what we
find-Representative government, which
was unknown to the ancients, was almost
universal" (p. 67). A conclusion that shocks
the modern ear! Most of Acton's remaining
space is devoted to the demise of such
political liberty under the influence of Ma
chiavelli and the subsequent return to more
"moral" politics with the writings of Gro
tius. Acton has kind words for the United
States and believes it provides the best
example of a country that has been able to
combine liberty with progress.

What are the weak points of Acton's
presentation? There is very little about the
importance of the Crusades, the Italian
Mercantile Renaissance, the Age of Discov
ery, or the Industrial Revolution. Acton
cautions his readers at the outset that he is
concerned with ideas, not institutions, and
chronicles instances when despotic acts
were undertaken by liberal institutions. It
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allows him to continue with little emphasis
on the social and economic conditions
which permit and encourage a free society.
This is all the more surprising since Acton
notes among the enemies of liberty "the
perpetual struggle for existence" which ac
tually leaves men "eager to sell their birth
right for a pottage" (p. 21). If hungry men
are so eager to surrender their liberty, is not
economic subsistence a precondition for
sustaining a free society?

With all his eagerness to establish religion
as a fundamental prerequisite for liberty,
Acton fails to note that Christianity is con
cerned with saving souls. Liberty is neither
necessary nor sufficient to achieve this goal.
He. never quite considers the point that,
under certain conditions, God's work is
furthered by accepting social evils such as

slavery. Like most modern Christians who
have discussed the rise of the West, Acton
feels constrained to minimize the energy,
intellectual force, and societal support pro
vided by Christianity through the ages.
Modern scholarship (e.g., Francis Oakley,
The Medieval Experience) has provided us
so many more reasons for appreciating the
nurturing of Western civilization provided
by Christianity. These lectures thus provide
an eloquent minimalist argument for the
Providential view of the growth of freedom.
Acton's essays are certainly worth reading
but one must constantly keep in mind how
unselfconsciously he is the product of the
Victorian age~ D

Dr. Rashid is Professor of Economics at the
University of Illinois.

CRIMINAL JUSTICE?
THE LEGAL SYSTEM VERSUS

INDIVIDUAL RESPONSIBILITY
Edited by

Robert James Bidinotto

Liberal theories about the causes of crime have virtually destroyed our criminal justice sys
tem, and turned our once-great cities into desolate battlefields. In response, FEE is proud
to announce a new book-already being hailed by law enforcement experts and crime vic

tims as the definitive modern work on the subject of crime and punishment.

"America's law enforcement officers-and crime victims--owe a debt of gratitude to Mt:
Bidinotto for documenting in one book how and why our justice system is broken-and how to
fix it."

-James J. Fotis, Executive Director
Law Enforcement Alliance of America

Criminal Justice? is a powerhouse collection of essays by 14 distinguished scholars, justice profes
sionals, and journalists. They explode decades of excuse-making about the "root causes" of
criminal behavior-and offer tough, no-nonsense reforms for our lenient criminal justice system.

"Robert Bidinotto has done it. He's managed to assemble a group of scholarl)T, yet
immensely readable, articles that completely demolish a half century of half-baked theo
ries about the causes of and society's response to crime. You're going to find out that the
average citizen was right all along and the'experts' deathly wrong."

-Walter E. Williams
John M. Olin Distinguished Professor of Economics
George Mason University

Edited by award-winning Reader's Digest investigative journalist and Freeman columnist Robert
James Bidinotto, Criminal Justice? is one of the most important and unique titles FEE has ever
published. Sure to be a classic, it is essential reading for every citizen seeking ways to stop the
bloodshed on our streets.

"Persuasive ... a compelling message."
-Dominic S. Amato, Circuit Judge,

Milwaukee, Wisconsin
320 pages $19.95 paperbound

$29.95 clothbound
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PERSPECTIVE

FEE in Eastern Europe

In the autumn of 1994, FEE's President,
Dr. Hans Sennholz, sent me to Eastern
Europe on behalf of FEE. I visited Poland,
Lithuania, Russia, Romania, Hungary, and
the Czech Republic. These countries of
Eastern Europe had been devastated and
impoverished for decades by the Commu
nist regime. For 45 years the inhabitants had
lived under the control ofthe U.S.S.R. Most
of the people have forgotten what it means
to be individually responsible. They expect
government to make decisions for them, to
provide them with housing, jobs, and med
ical care. Since the dramatic rejection of
Communism in 1989, however, their people
have been trying to decide how best to
transform their old command economies
into private property orders. That is why
Dr. Sennholz sent me to Eastern Europe;
he wanted me to tell them about the Foun
dation, The Freeman, and FEE's other
publications so as to give them some help in
learning about private property, individual
rights, savings, investment, and entrepre
neurship.

My entree in each country was through
individuals who were already familiar with
the Foundation and who could arrange for
me to meet and speak with like-minded
persons. I met informally with small groups
and I gave lectures. I spoke to some groups
in English, to others sentence-by-sentence
through interpreters. I talked about a broad
range of subjects-what is necessary for
economic development, what people living
in the formerly Communist countries could
learn from the United States, and what they
should not learn from the United States. I
talked about the free market, about gov
ernment regulations, and inflation. And at
two colleges I spoke to classes on the history
of economic thought about the Austrian
"school" of economics and Ludwig von
Mises.

The people in the Eastern European coun
tries I visited have many of the same com
plaints as we do in the United States. They
are saddled with high taxes, burdensome
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controls, costly government pension
schemes, and central banks that consider
inflation and/or credit expansion the proper
way to meet the government's expenses.
The message I tried to present in the coun
tries of Eastern Europe I visited was that
they should avoid copying the big govern
ment spending programs that have led to
these consequences in the United States. On
the other hand, they should do their best to
limit the role of government and adopt the
principles of individual freedom and per
sonal responsibility which fostered eco
nomic development and technological im
provement here in the United States.

The people of Eastern Europe should
come to recognize the importance of pro
tecting private property and private volun
tary contracts. They should create an eco
nomic climate in which people will feel
relatively secure so that they will be willing
to work, not only to produce enough to
survive, but to produce more, so as to save
and invest. Generally speaking, people in
the United States have felt relatively confi
dent that their property would be protected
and that they would be free to use the
products oftheir efforts as they chose. Thus,
they were encouraged to be industrious.
Entrepreneurs dared to innovate, experi
ment, and take risks in the hope of profit.
The economic and technological develop
ment ofthe United States has been the result
of decades of accumulated savings and in
vestments by many persons and ofcountless
enterprises undertaken by many entrepre
neurs.

Now that these Eastern European coun
tries are on their own, they have a chance for
economic recovery. It is essential that the
people come to recognize the importance of
protecting private property. Individuals
who own property can become indepen
dent, responsible for themselves and their

67

PERSPECTIVE

families, and need not rely on government to
supply their needs. The people must ask
their governments to replace the old Com
munist controls and regulations with a legal
andjudicial system recognizing and protect
ing private property and contracts. Indi
viduals should be free otherwise to live as
they wish, to pursue their own peaceful ends
and to cooperate and trade voluntarily with
others.

The governments of the countries of the
old Communist bloc have removed some of
the old interferences and controls on eco
nomic activity, and government enterprises
are being partially denationalized. These
changes have opened up some opportunities
which individuals have been pursuing.
Some entrepreneurs are daring to undertake
new ventures. Small private shops now line
the streets of many cities. Fresh produce is
regularly brought to city markets from far off
places. More trades are taking place across
national borders and foreigners are begin
ning to invest in these countries. Billboards
advertise foreign products, even cat and
dog food. And TV satellite dishes may be
seen anchored on the roofs and balconies of
many high-rise apartments. As more im
ports appear on the market, workers will
have more incentive to produce, and pro
ducers will have to enhance the quality of
their exports, so as to compete in world
markets. Yet much remains to be done,
primarily in changing the attitudes of the
people. Few realize what it means to be fully
responsible for themselves and their fami
lies; most of them still expect government
to take care of their basic needs. Neverthe
less, if the countries of Eastern Europe can
continue to move toward creating an eco
nomic climate that fosters individual initia
tive they will be on the road to economic
recovery.

-BETTINA BIEN GREAVES
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Should Star Trek Be·Regulated
as a Monopoly?
by Gary North

T he announcement in 1993 that Star Trek:
The Next Generation would have only

one more season of new shows was the
equivalent of a photon torpedo blast into
the lives of millions of fans. Well, maybe it
was only a phaser set on "stun," but the
news was not well received. Even Jonathan
Frakes, the actor who plays William Riker,
the second in command on The Enterprise,
complained in a televised interview that he
did not understand why a successful series
was being canceled.

The answer is clear: because it was not
merely a successful series. It was the suc
cessful dramatic TV series of all time, a
show possessing what has been described as
a cult following-the largest entertainment
cult on earth. For almost three decades, Star
Trek fans have invested money, time, and
imagination in a fantasy world created on
screen. The three-part entrepreneurial ques
tion that the show's producers face is this:
How much money? How much time? How
large a screen?

The show was costing a million dollars per
weekly broadcast to produce: the highest in
television. But this investment paid off very
well. Syndication is bringing in millions of
dollars from earlier shows. This probably
will not change soon, with or without new
segments. Millions of fans watch every
segment ofover and over. This has been true

Dr. North is president ofThe Institutefor Chris
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since the early 1970s. Nightly reruns still
draw large audiences for both crews of The
Enterprise. This stream of income appears
to be as endless as the I Love Lucy reruns.
The questions facing the producers were
these: (1) How much additional net income
can this product line generate ifwe produce
two dozen new segments? (2) How much net
income can it generate ifwe produce a major
movie? The answer to the first question
appeared to be "marginal." The answer to
the second question appeared to be "enor
mous."

The early fans of the original Star Trek
series were not numerous enough to sustain
the show's ratings. Star Trek became a huge
success only after it was canceled: a rerun
and local TV station syndication phenome
non. This made it unique in television his
tory. Then came the 1977 movie. Its script
was not noticeably superior to one of the
original shows. In fact, it was suspiciously
similar to one of those original shows: "No
mad." But it made millions of dollars for
the investors. Five more movies followed,
stretching for over a decade. Toward the
end of the movie releases, Star Trek: The
Next Generation had become the most suc
cessful syndicated show on television. The
original Star Trek series was also doing well
in syndication. Like miners mining the
mother lode, every time the producers
started a new tunnel, they hit paydirt.

This experience sent a loud message to
the producers: "A defunct series in syndi-
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cation plus an occasional movie will make us
even richer. " Gene Roddenbery, the show's
creator, was dead. He was no longer present
to argue for keeping the TV series alive. So,
the free market took over. That is to say, the
desires of paying consumers took over, but
not the desires of non-paying consumers.
Therein lies the difference in marketing
strategies.

The Message of the Market
The free market sends information to

enterprising entrepreneurs whose task it is
to forecast consumer demand in the un
known economic future. This information is
sent in the form of price signals. These
signals are evaluated in a very specific
manner: profit and loss. Consumers register
their decisions in the form of money. Some
times this message is sent directly: "I'll take
one of those, please. Here is my money." In
non-pay TV, the message is sent indirectly
by middlemen acting on behalf of consum
ers: "I'll rent advertising time from you in
the hope that consumers will buy something
from me as a result." But the consumer
is finally sovereign. Either he spends money
or he doesn't.

I was a reliable consumer of Star Trek:
The Next Generation, beginning several
years after the show was launched into the
airwaves. It was the only TV show I
watched every week. (I now watch none
on a weekly basis.) But I did not watch it
directly. I had my teenage son record it
for me on Saturday night, blipping out the
commercials. Then my wife and I and the
other children would watch the tape on
some other night. I was, in the language of
the economist, a free rider. I did not buy
anything from a seller just because he ad
vertised during the Star Trek hour. No
commercial message ever got through to
me, except when my son was not paying
careful attention. He became very skilled at
operating the pause button.

Did I attend the new Star Trek movie? Of
course, and so did my family. The years of
investments made by the producers, funded
weekly by the advertisers, at long last paid
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off in my case. I was no longer a free rider.
I paid for my 90-minute ride on The Enter
prise.

The market sent a signal to the producers:
there are a lot of people just like I am out
there. They paid for the privilege ofentering
into the fantasy world of Star Trek. The pay
was direct: "Ticket, please."

After that, millions more of us will rent
it in local video stores. There will also be
income from cable TV and network TV and
Ted Turner's TBS TV. The producers saw
the potential.

The fans no doubt feel cheated. They
want their two dozen new segments a year.
They sit there-millions of thumbs on mil
lions of "pause" buttons-and say: "Take
us for a ride on The Enterprise." The
producers finally figured out that the fans
were taking them for a ride.

The producers believed that the market
was ready to reward them for spending less
than what it would cost to produce two
dozen segments for TV. Instead of paying
week by week, they spent a year's budget
on one extravaganza. They believed that
we, the faithful consumers of Star Trek
fantasies, would dig into our wallets and
reward them for bringing one story to us on
a large screen rather than dozens of stories
on a small screen. They were correct.

We consumers say that we want two
dozen segments a year rather than one
extravaganza every other year or even less
frequently. That is what we say. But talk
is cheap. Are we willing to put our money
where our mouths are? How much money?
If we were all willing to pay, say, $2.50 per
TV segment, and if there were some readily
available way to make this transaction each
week, the producers might consider keeping
the show on the air (or cable, or whatever).
But the delivery system does not exist. Star
Trek is unique. There is no other TV show
with a market of fans-as in fanatics-that
would predictably respond in this way.
There is even some question in my mind
about whether I would actually pay my
weekly $2.50. In any case, we are talking
about $2.50 per household. But the movie
got $6 out of me, my wife, and also three of
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my four children. For many fans, multiply
$6 by two. Or three. We will also rent it
when it comes out on tape.

So, the reality is this: what Star Trek fans
say they want is not what they are both
willing and able to pay for. We are all free
riders or would-be free riders to some de
gree. The producers have issued an an
nouncement: "No more free new rides."

A Monopoly
One of the greatly feared and hated phe

nomena in modem life is the monopoly. The
standard definition of monopoly is this: "A
firm that restricts the output of goods or
services in order to increase its revenues."
It is feared and hated because consumers
seem to be thwarted. Consumers receive
less of what they say they want. The seller
brings in more money, net, at a higher
price per sale than he would have brought
in had he met all the demand at· a lower
price per sale. He is, in the language of
Marxism and other socialist traditions, an
exploiter.

If we take this definition seriously, then
Star Trek is surely a monopoly. Rather than
producing and then renting two dozen new
segments per year to local TV stations, the
owners of the rights to the Star Trek product
line are now going to produce only one
movie every two or three years, which they
will rent to movie theaters. Then they will
rent it to cable TV stations. Then they will
sell copies of the videotape. They will get
Star Trek fans to pay again and again to see
that one movie. By restricting production,
they will bring in far more money. But if
the standard definition of monopoly is cor
rect, it should be clear that this can be
accomplished only through the willful ex
ploitation of the public, and a highly vulner
able public at that: people who show many
of the elements of serious psychological
dependence.

A good Marxist would know what to call
the owners of the rights to Star Trek: "cap
italist exploiters." Clearly, the state, as the
legitimate voice of the proletariat, should
confiscate these rights and begin to produce

weekly broadcasts of Star Trek on a year
round basis.

This would be very expensive under
present conditions. The main actors receive
very high wages, since the show has been
running for years. The featured actors' sal
aries rise each year. Also, what about re
sidual payments to them for the reruns?
There would be no residuals under true
socialism. After all, the Marxist says, labor
is the sole source of all value, and these
actors have already contributed whatever
value the show possesses. Residuals? This
is clearly exploitation by the actors, who
have also become capitalist exploiters.

But what if the actors should quit? Here
socialists disagree with each other. Some
would favor laws making it illegal for anyone
to quit his job without permission from the
state. This would include actors. Other
socialists, influenced by capitalist concepts
of supply and demand, would say that new
actors should be hired by the national gov
ernment's Department of Public Entertain
ment. Hire some minimum-wage, out-of
work English character actor to play
Captain Picard. Just shave his head. No
body will notice. Anyone can be dressed up
as a Klingon. All the fans really care about
is Lieutenant Worf's turtle-shell forehead.
A computer synthesizer can produce a
match of Michael Dom's voice-after all,
even he doesn't sound like that in real life.
As for Jordie LaForge, the whole appeal of
the character is that woman's hair gadget
he wears over his eyes. Who needs LaVar
Burton? The Star Trek characters are all
stick figures anyway: the chocoholic, half
breed mind reader who never seems to know
what the bad guys are really thinking; th~

twitching robot with the green contact
lenses; the bearded first mate who seems
to be an ulcer candidate; the bossy female
physician who takes over every time anyone
gets the sniffies. Who needs highly paid
actors? Just hire new actors who can re
member their lines. If they start demanding
higher pay, replace them. The viewers don't
care. Don't talk nonsense about the show's
"chemistry." Television shows do nothave
chemistry. They have scripts, actors, and
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special effects. In the case of Star Trek, the
proper order is special effects, scripts, and
actors. What the show needs is scripts that
conform to the theory of socialism. Actors
are peripheral.

The question now arises: Should Star
Trek fans set up a PAC (Political Action
Committee) devoted to electing candidates
who promise to compel the producers to
deliver a minimum of two dozen shows per
year? Such legislation is surely Constitu
tional. Perhaps it could be done under the
interstate commerce clause, or maybe under
"promote the general welfare." These are
mere details. The Supreme Court can sort
it all out later. The point is, Star Trek: The
Next Generation is an exploitative monop
oly, and it must be stopped by law.

Something sounds wrong with this anal
ysis. The question is: What?

Consumer's Surplus
A seller who wants to sell many units of

a particular item will price each unit at what
he believes is the highest price consumers
are willing to pay for all units he brings to
market. The revenue-maximizing price is
that price which empties the seller's inven
tory but leaves no consumer standing in line
ready to buy. This is called a market
clearing price.

No matter what price he establishes, there
will be some buyers who would have
paid more for the item. To maximize his
total revenue, he sets the price lower than
what he could have received from a small
percentage of buyers. These buyers who
would have paid more receive a benefit.
Economists call this benefit a consumer's
surplus.

The producers of Star Trek: The Next
Generation for many years have given mil
lions of viewers a consumer's surplus.
These viewers would have paid more, but
they were not asked to pay more. I am
clearly one such viewer. I paid nothing
except my time in viewing-leisure, a rare
form of income which the government does
not tax-and the price of a cheap videotape
(two shows per tape). My teenage son's time

spent recording and blipping out commer
cials I receive at no additional marginal cost
-one ofthe very few income streams I have
generated so far from this particular invest
ment in human capital (and now it has dried
up): no more Star Trek segments.

The producers decided that they would no
longer provide such an immense consumer's
surplus. They have created enormous de
mand for their product line by means of
offering millions ofconsumers a consumer's
surplus for over two decades. We can best
understand this as a form of advertising.
Advertising expenses are not borne for their
own sake. The goal of advertising is to sell
more products. This is now what the pro
ducers of Star Trek intend to do.

Star Trek as Software
Star Trek: The Next Generation is prop

erly described as a software product. The
hardware is our TV sets. Software is what
we run on our hardware. Forexample, when
Sony bought CBS Music, financial journal
ists identified this as a move by Sony, a
producer of hardware, to acquire a line of
software. The big money is in software, not
hardware, unless you are the Intel Corpo
ration or Motorola.

In recent years, software products that
are assumed to be capable of reaching a
large market have been priced quite low: a
hundred dollars for a program that in 1990
would have retailed for $495 ($235 through
a mail-order firm). Software producers re
alize that the big money is made on the back
end: money sent in by existing users who
buy software upgrades. The marketing strat
egy is to gain the largest number of users,
who hate to re-Iearn new software programs
that perform similar tasks. The strategy is
to create a huge market of users who do not
want to switch. They become, as it were,
psychologically dependent on the product.
Very few software companies have
achieved this.

Star Trek has accomplished this remark
able feat. The producers introduced their
software at very low prices in 1968, but now
the upgrades are going to be less frequent
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and more expensive than before: every
other year instead ofevery week for half the
year. Consumers received an enormous
consumer's surplus for decades, but now
the producers know that their software's
"installed base of users" -software mar
keting terminology-is huge, that users are
not going to switch, and that the weekly
reruns will now serve as "shareware": free
or nearly free introductory software that
creates a market for the big-screen "up
grades. "

The decision to produce Star Trek movies
rather than weekly TV shows will probably
tum out to be very profitable. The product
line's installed base is enormous. Having
created this installed base through a quarter
century of either brilliant or very lucky
marketing, the owners of the product line
have decided to maximize their revenue
by spending more money on a few major
upgrades rather than spending smaller
amounts of money on more frequent but
marginal upgrades. For most TV shows, this
marketing strategy would produce a gigantic
loss, once. But Star Trek: The Next Gener
ation is not like most TV shows.

Conclusion
The marketing of Star Trek is rational

from an economic point of view. While it
would be possible to denounce as monopo
listic the decision of the owners to move
from TV production to movie production,
such an analysis does not ring true. Never
theless, the decision does seem to conform
to the standard definition of monopoly pric
ing: "Restricting the output of goods or
services in order to increase revenues. " But
most people-even devoted fans-are un
willing to call the producers of Star Trek a
bunch of exploiting monopolists. Why?

I suggest two reasons. First, when it
comes to entertainment, we are all capital
ists. Nobody suggests government-imposed
wage controls for famous: celebrities in the
sports world or entertainment world. Ap
parently, we consumers do not care if ce
lebrities get rich by exploiting us. When it
comes to celebrities, we cheerfully endorse

individualism. We accept the free market's
pricing principle: "high bid wins."

Second, we may sense that there is some
thing wrong with the standard definition of
monopoly. When producers choose to re
strict the output of some resource in order to
maximize their revenue, isn't this a form of
conservation? Aren't we all supposed to be
in favor of conservation these days? Then
why should we complain when suppliers of
a product or service make more money for
themselves when they become conserva
tionists? There is something wrong with the
textbook definition of monopoly.

Murray Rothbard has suggested a differ
ent definition. He argues that a monopoly is
created solely by the state. The economic
conditions for monopoly exist whenever the
civil government threatens reprisals against
competing firms that enter a market to
supply a service that consumers are willing
to pay for, but which the existing seller
refuses to meet by lowering the price and
increasing output.

If a firm can increase its revenues by
restricting output, it should probably be
called a conservation-minded firm. But if its
ability to increase revenues by raising prices
and restricting output exists only because
the state has placed restrictions on its com
petitors, then it is a monopoly.

What is the most effective way to stamp
out monopolies? Revoke the legislation or
bureaucratic rules that have created them.

Star Trek has become a conservationist
firm, not a monopoly. I am not pleased with
this development, since I am a greedy,
profligate, free-riding consumer who wants
lots more rides on The Enterprise for the
price of cheap videotapes. My motto in this
case is simple: "Conservation? Who needs
it?" But millions of trekkies will probably
confirm the economic wisdom of the pro
ducers to move from "profligate" produc
tion to conservationism. Trekkies will not
verbally applaud this form of conservation,
but I think they are ready to pay for it. So do
the producers. They are just doing their job.
After all, what else should we expect from
people in command of something called The
Enterprise? 0
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The Education of
Thomas Edison

by Jim Powell

I n 1854, Reverend G. B. Engle belittled
one of his students, seven-year-old Tho

mas Alva Edison, as "addled." This out
raged the youngster, and he stormed out of
the Port Huron, Michigan school, the first
formal school he had ever attended. His
mother, Nancy Edison, brought him back
the next day to discuss the situation with
Reverend Engle, but she became angry at
his rigid ways. Everything was forced on the
kids. She withdrew her son from the school
where he had been for only three months
and resolved to educate him at home. Al
though he seems to have briefly attended
two more schools, nearly all his childhood
learning took place at home.

Thus arose the legend that Thomas Alva
Edison (born February 11, 1847) became
America's most prolific inventor-l,093
patents for such wonders as the micro
phone, telephone receiver, stock ticker,
phonograph, movies, office copiers, and
incandescent electric light-despite his lack
of schooling.

For years, he looked the part of the im
probable, homespun genius: five feet, 10
inches tall, gray eyes, long hair that looked
as if he cut it himself, baggy acid-stained
pants, scruffy shoes, and hands discolored
by chemicals. Later he took to wearing city

Mr. Powell is editor ofLaissez-Faire Books. He
has written/or The New York Times, The Wall
Street Journal, Barron's, American Heritage,
and more than three dozen other publications.

clothes-black. On more than one occasion
passers-by mistook him for a priest and
respectfully tipped their hats.

Yet Edison probably gained a far better
education than most children of his time or
ours. This wasn't because his mother had
official credentials. She had taught school,
but only a little. Nor was it because his
parents had money. They were poor and
lived on the outskirts of a declining town.
Nancy Edison's secret: she was more ded
icated than any teacher was likely to be, and
she had the flexibility to experiment with
various ways of nurturing her son's love for
learning.

"She avoided forcing or prodding,"
wrote Edison biographer Matthew Joseph
son, "and made an effort to engage his
interest by reading him works of good liter
ature and history that she had learned to
love-and she was said to have been a fine
reader."

Thomas Edison plunged into great books.
Before he was 12, he had read works by
Shakespeare and Dickens, Edward Gib
bon's Decline and Fall of the Roman Em
pire, David Hume's History ofEngland, and
more.

Because Nancy Edison was devoted and
observant, she discovered simple ways to
nurture her son's enthusiasm. She brought
him a book on the physical sciences-R. G.
Parker's School of Natural Philosophy,
which explained how to perform chemistry
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experiments at home. Edison recalled this
was "the first book in science I read when
a boy." It made learning fun, and he per
formed every experiment in the book. Then
Nancy Edison brought him The Dictionary
of Science which further spurred his inter
est. He became passionate about chemistry,
spending all his spare money buying chem
icals from a local pharmacist, collecting
bottles, wires, and other items for experi
ments. He built his first laboratory in the
cellar of the family's Port Huron house.

"Thus," Josephson noted, "his mother
had accomplished that which all truly great
teachers do for their pupils, she brought him
to the stage of learning things for himself,
learning that which most amused and inter
ested him, and she encouraged him to go on
in that path. It was the very best thing she
could have done for this singular boy." As
Edison himself put it: "My mother was the
making of me. She understood me; she let
me follow my bent."

Sam Edison disapproved of all the time
his son spent in the cellar. Sometimes he
offered the boy a penny to· resume reading
literature. At 12, for example, Thomas read
Thomas Paine's Age ofReason. "I can still
remember the flash of enlightenment that
shone from. his pages," he recalled. Typi
cally, though, he used his pennies to buy
more chemicals for experiments in the cel
lar.

But Thomas Edison had discovered intel
lectual play. He wanted to learn everything
he could about steam engines, electricity,
battery power, electromagnetism, and es
pecially the telegraph. Samuel F. B. Morse
had attracted tremendous crowds when he
demonstrated the telegraph back in 1838,
and telegraph lines were extended across
the country by the time Thomas Edison was
conducting his experiments. The idea of
transmitting information over a wire utterly
fascinated him. He used scrap metal to build
a telegraph set and practiced the Morse
code. Through his experiments, he learned
more and more about electricity which was
to revolutionize the world.

When the Grand Trunk Railroad was
extended to Port Huron in 1859, he got ajob

as newsboy for the day-long run to Detroit
and back. After about a year, he looked for
ways to make better use of the five-hour
layover in Detroit before the train made its
return trip. He got permission to move his
cellar laboratory equipment aboard the bag
gage car, so he could continue his experi
ments. This worked well for a while until the
train lurched, spilled some chemicals, and
the laboratory caught on fire.

In 1862, a train accident injured his ears,
and the 15-year-old began to lose much of
his hearing. Apparently, he realized that as
a handicapped boy without any credentials,
he must learneverything he needed to know
on his own. He dramatically intensified his
self-education.

"Deafness probably drove me to read
ing," he reflected later. He was among
the first people to use the Detroit Free
Library-with card number 33----and he sys
tematically read through it shelf by shelf.
He read literature. He was thrilled by Victor
Hugo's new romantic epic, Les Miserables,
especially the stories of lost children. He
talked so much about the book that his
friends called him "Victor Hugo" Edison.

Of course, what fascinated Edison most
was science. He devoured books on elec
tricity, mechanics, chemical analysis, man
ufacturing technology and more. He strug
gled with Isaac Newton's Principles, which
made him realize his future would be with
practical matters, not theorizing.

The Joy of Learning
As a home-schooled, self-educated

youth, Edison learned lessons that were to
serve him all his life. He learned education
was his own responsibility. He learned to
take initiative. He learned to be persistent.
He learned he could gain practical knowl
edge, inspiration and wisdom by reading
books. He learned to discover all kinds of
things from methodical observation. He
learned education is a continuing, joyful
process.

At 20, Edison got ajob as itinerant West
ern Union telegraph operator and became
remarkably proficient. He worked in Cin-
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TholtUlS Alva Edison

cinnati, Louisville, Indianapolis, Memphis,
Boston, and New York. The more he
learned about telegraphy, the more he
wanted to learn. He took apart equipment
and reassembled it until he understood how
it worked. He experimented with ways to
make it better. He decided that greater
knowledge of chemistry would help him, so
he haunted used bookstores and ordered
chemistry books from London and Paris. He
filled his rented rooms with chemicals and
junk metal for his experiments. One asso
ciate observed: "He spent his money buy
ing apparatus and books, and wouldn't buy
clothing. That winter he went without an
overcoat and nearly froze. "

Edison's knowledge and enterprise led to
a dramatic series of inventions. On Janu
ary 25, 1869, he applied for a patent on a
telegraphic stock ticker which, after he filed
patents for dozens of successive improve
ments, became standard office equipment in
America and Europe. Edison invented a

printing telegraph for gold bullion and for
eign exchange dealers. Western Union and ~

its rivals battled to gain control of Edison's
patents which revolutionized the telegraph
business. For example, he figured out how
a central telegraph office could control the
performance of telegraph equipment at re
mote locations. He developed a method for
transmitting four messages simultaneously
over the same wire. Intense curiosity, nour
ished by his home education, drove him to
become perhaps America's best technician
on telegraphy.

From his practical experience, Edison
learned to make the most of unexpected
opportunities. For example, on July 18,
1877, he was testing an automatic telegraph
which had a stylus to read coded indenta
tions on strips of paper. For some reason,
perhaps excessive voltage, the stylus sud
denly began moving so fast through the
indentations that the friction resulted in a
sound. It might have been only a hum, but
it got Edison's attention. His imagination
made a wild leap. Explains archivist Doug
las Tarr at the Edison National Historical
Site, West Orange, New Jersey: "Edison
seemed to reason that if a stylus going
through indentations could produce a sound
unintentionally, then it could produce a
sound intentionally, in which case he should
be able to reproduce the human voice." A
talking machine!

Edison worked out its fundamental prin
ciples in his notebooks, and on December
17, 1877, he filed a patent application for the
phonograph ("sound writing"). This was no
improvement of existing technology. It was
something brand new, Edison's most origi
nal invention. It was also one thing he didn't
seek to invent, unlike the light bulb, power
generation systems, and other famous in
ventions which he deliberately pursued.
Having developed the idea, Edison followed
up, working on and off for more than two
decades to produce recorded sound quality
which would thrill millions.

With a flexible and open mind, Edison
enjoyed an important advantage in the race
for electric light. Other inventors were com
mitted to refining low-resistance arc lights
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(then used in light houses) which required
large amounts of electrical power and cop
per wire-the most costly part of their
lighting systems. In September 1878, Edison
cheerfully began considering the opposite: a
high resistance system which would require
far less electrical power and copper wire.
This could mean small electric lights suit
able for home use. By January 1879, at the
laboratory he established in Menlo Park,
New Jersey, Edison had built his first high
resistance, incandescent electric light. It
worked by passing electricity through a thin
platinum filament in a glass vacuum bulb to
delay the filament from melting.

But the lamp worked for only an hour or
two. Improving performance required all
the persistence Edison had learned as a
child. He tested many other metals. He
thought about tungsten, the metal in light
bulb filaments now, but he couldn't work
with it using tools available in his day. He
tried carbon. He tested carbonized filaments
of every imaginable plant material, includ
ing baywood, boxwood, hickory, cedar,
flax, and bamboo. He contacted biologists
who could send him plant fibers from the
tropics. "Before I got through," he recalled,
"I tested no fewer than 6,000 vegetable
growths, and ransacked the world for the
most suitable filament materiaL" Best per
former for many years: carbonized filaments
from cotton thread.

This proved to be one of Edison's most
perplexing inventions. "The electric light
has caused me the greatest amount of study
and has required the most elaborate exper
iments," he wrote. "I was never myself
discouraged, or inclined to be hopeless of
success. I cannot say the same for all my
associates. " Edison at the peak of his in
ventive powers drew inspiration, as he did in
his youth, from Victor Hugo's novel Toilers
of the Sea. The hero, Gilliatt, struggled
against the waves, the tides and a storm to
save a steamship from destruction on a reef.

Hailed as "The Wizard of Menlo Park,"
Edison was often able to see possibilities
others missed because he continuously ed
ucated himself about different technologies.

For example, during the late 1880s and early
1890s, he read widely about the latest de
velopments in photographic optics. He in
vestigated the potential of tough, flexible
celluloid as motion picture film and had
George Eastman make 50-foot-Iong, 35mm
wide test strips. Edison worked out the
mechanical problems of advancing film
steadily across a photographic lens without
tearing. He linked his new motion picture
camera to an improved phonograph, cap
turing sound synchronized with motion pic
tures. Then Edison developed what he
called the Kinetoscope to project these
"talking" images on a screen.

In 1887, Edison built a magnificent labo
ratory in West Orange, New Jersey. It was
10 times larger than his first, fabled facility
in Menlo Park. The main building alone
contained some 60,000 square feet of floor
space for machine shops, glass-blowing op
erations, electrical testing rooms, chemical
stockrooms, electrical power generation,
and other functions.

Once a day, Edison toured this vast fa
cility to see what was going on, but he did
most work in the library. It had a great hall,
a 30-foot-high ceiling and two galleries.
Right in the center, Edison sat at a desk with
three dozen pigeonholes, surrounded by
some 10,000 books. Here he would ponder
new ideas and hear his associates report on
their progress.

As Edison grew older, he became stouter
and harder of hearing, but he remained as
enthusiastic as ever about the free-wheeling
pursuit of practical knowledge. In 1903, he
hired Martin Andre Rosanoff, a Russian
born, Paris-trained chemist who asked
about laboratory rules. "Hell," Edison
snorted, "there ain't no rules around here!
We're tryin' to accomplish somep'n."

After Edison died on Sunday, October 18,
1931, his coffin was placed in his beloved
West Orange library for mourners to pay
their respects. Rosanoff identified a key to
the Old Man's enduring fame: "Had Edison
been formally schooled, he might not have
had the audacity to create such impossible
things." D
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E Pluribus Unum

by Ralph A. Raimi

I t is futile to argue about the proper
translation ofthe motto EPluribus Unum;

the Latin used there is ambiguous, as befits
a motto, and it is in the nature of the Latin
language to be a bit cryptic in its preposi
tions and verbs. I myselfhave no doubt that
the motto refers to the States, which is to
say that where there had been a certain 13
colonies (in America) they were now be
come a single nation. To some degree
though I doubt this-the motto might have
meant also that various ethnicities were
combined, as that Pennsylvania had a large
German component and New York Dutch,
and that Calvinists were to live peaceably
with Wesleyans. Possibly, but all this was
minor compared to the real problem of 1789,
which was to combine 13 quarreling inde
pendent States into one nation, with a com
mon policy in foreign and interstate trade, a
common defense, a guaranteed respect for
one another's laws, and so on.

That was 200 years ago, and much has
changed since. If today some choose to
translate E Pluribus Unum as "diversity
within unity," and use the Latin "pluribus"
to sanction our current celebration of the
diverse cultures visible in American life,
that is agreeable to me and most other
Americans, for it certainly does not deny
the union of the States as well. But we must
not forget the "Unum" that lies behind the
Union that Lincoln fought to preserve. If
pluribus is reinterpreted to refer to the

Professor Raimi teaches mathematics at the
University ofRochester, Rochester, New York.
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multitude of diverse cultures present here,
as well as the multitude, now fifty, ofStates,
then unum correspondingly must refer to
some unity in our common culture, as well
as the legal union of our States.

What Unites Us?
In what, then, consists this unity in our

culture? What exactly is it that unites us,
and what is it that should unite us? Are they
the same thing? Are they the right thing?
And-are they enough?

Lincoln worried about that last question.
In his Gettysburg Address he characterized
the Civil War as testing "whether any nation
so conceived and so dedicated can long
endure." That is, conceived in liberty, and
dedicated to the proposition that all men
are created equal. That's all. He did not
say "conceived by Englishmen," or "con
ceived by Judeo-Christian Deists," though
one could argue some such proposition. He
did not say, "dedicated to the proposition
that all white males, native-born, 21 years
old, and demonstrably responsible and lit
erate should have an equal vote," though
that, too, was a proposition most of the
Founders would have approved. Lincoln
knew that these details of our history were
only incidents, perhaps necessary or per
haps only accidentally true in their time, but
certainly not the essence. He kept it simple
because a battle over a couple of the more
important details was exactly what he was
commemorating that day, and he knew oth
ers must follow, not only in that great civil
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war of 1863 but into the indefinite future.
Not that such "battles" were necessarily
to be sanguinary, but merely inevitable;
yet to bring them on prematurely would be
foolish. With Matthew he might say, "Suf
ficient unto the day is the evil thereof." In
our system it is best to disagree only when
the choice is forced, meanwhile celebrating
such agreement our culture already enjoys.

Liberty and Justice for All
In Lincoln's time, as at the time of the

nation's founding four score and seven
years earlier, there were very few cultures in
the world dedicated to the proposition that
all men are created equal, or to any propo
sition very near it. In 1776 again, there were
few societies valuing liberty over other val
ues, and even fewer enjoying anything very
near it. Today there are more of both,
though not very many; and one reason there
are as many as there are is the example of
the United States of America. And one
reason the United States of America suc
ceeded in institutionalizing liberty and
equality in 1776 was that its English heri
tage, vague and self-contradictory as it often
was in detail, included the Magna Charta
and other precedents of English law, and an
associated philosophical tradition culminat
ing with Hobbes and Locke. Nor did the
British heritage come to a stop with Inde
pendence, for the precepts ofHume, Smith,
Burke, and Mill mingled wonderfully, as the
years rolled down towards Lincoln, with
those of our own founders.

It is true that Americans do not officially
celebrate Magna Charta, Guy Fawkes' Day,
and the Glorious Revolution of 1688, but
that does not put these things outside our
common culture; they were important pres
ences here in 1776, as was the enormous
heritage of the Common Law by which,
fundamentally, we still order our responsi
bilities. The colonies of Spain and France in
America did not begin with any such law and
tradition, and the sad later history of those
colonies when they became independent has
never stopped exhibiting the difference.

This is not to say that a "British-Ameri-

can" (to use the repellent jargon of our
times) is any more real an American than
any other kind. We must all be grateful for
the English history behind our nation's
founding, but we of the year 1995, whatever
our lineal descent, cannot take credit for the
concept of trial by ajury ofone's peers, any
more than for the discoveries of Isaac New
ton. We can take credit, if we deserve it, for
maintaining that legal principle, and for
understanding and using the law of gravita
tion, but not because they were made by our
actual ancestors, let alone by ourselves in
the present century.

Our European Heritage
My own father and mother immigrated

from Poland threescore and ten years ago,
and the Russian Poland of their youth most
assuredly had no tradition of liberty or
equality, either one, whatever definition you
might give the words. That is why they came
here: not to import the prejudices and tra
ditions they had grown up among, but to
adopt new ones, to adopt a new language
and a new attitude and whatever else was
required to become American. Of course
they brought with them some of their own
previous culture; no adult is born yesterday.
Even their children-myself and my broth
ers-value some of what was brought from
Poland, and from lands more ancient still:
for our tradition teaches that our lineal
ancestors, under Moses' leadership and by
the benevolence ofGod, were brought out of
slavery in Egypt. We are asked by that
tradition to celebrate the Exodus, and be
grateful for it, but not to take credit for it,
or for The Ten Commandments later given
to Moses on Sinai. Such traditions are
borrowed by me, not born into me. They can
be borrowed by anyone with wit to use them
well; they are no more and no less mine and
my father's than the tradition of the Com
mon Law, which is not to be found in the
Books of Moses, but which my father ac
cepted for us when he arrived here, and
freely chose to live by.

My father's culture included much else
before he came to America. His own father,



indeed the whole Jewish part of his native
town, were adherents of a religious sect of
a particularly pious, intolerant, and Puritan
ical nature. For gloomy superstition and
repression of women, for example, the Ha
sidim of Nasielsk had no peers. Is that, too,
part of the ethnicity I am supposed to
celebrate as part of this multicultural soci
ety? Excuse me; I'll have the Magna Charta
instead. It's English, maybe, but it's mine.
Hasidim are more free under English (or
American) law than Americans would be
under Hasidic law; we intend to maintain
it so.

What then of our ethnic multiplicity? Are
we supposed to reject it? Deny it? Is Unum
the only important part of the motto on our
nickels and quarters? Of course not. As it is
with me, so it is with everyone: We all have
traditions and values and attitudes that we
cannot forget, and that we do not necessar
ily hold in common with our neighbors here
in America. We have every right to enjoy
them, provided they respect the common
weal. Many of these cultural values are
associated with the name of some country,
empire, language, religion, or caste that
once governed our lineal ancestors. Amer
ica is in fact the place where private citizens
are enabled to retain and enjoy these things
in peace and mutual respect better than in
any other country; we have been a leader in
this regard.

Select the Right Traditions
But there are certain traditions that we

must ourselves maintain, and not merely
respect in others. Traditions that we cannot
reject if we are to call ourselves Americans,
even if they conflict with everything held
valuable in some tradition of our own lineal
ancestors. The rule of law and equality
before the law cannot be abridged, even if
it was our ancestors' custom to exempt
noblemen from the courts and laws that
governed commoners, whether in eigh
teenth-century England or nineteenth-cen
tury Russia or twentieth-century Arabia.
Equality, too, is American, and it must be
accepted by any immigrant who would be-
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come American. We must deny the immi
grant's "right" to bring with him a plan for
sabotaging these two American values,
whatever might have been the practice ofhis
own forebears. Not all values are equal and
not all cultures have been benign.

Lincoln was right to limit his catalogue of
American ideals to two-liberty and equal
ity-for that too is American: to limit as little
as possible the values our citizens-if they
are to be Americans-are asked to hold and
exercise. And even then we do not compel
belief, for even that much would violate our
principle of liberty. There are in fact many
zealots among us who would reduce Amer
ica to a theocracy if they had their way. We
do not cut off their ears; we only ask that,
apart from what they say and write, they will
in their actions obey our laws. We hope that
with time they will learn better. There are
also among us those who would prefer an
America cleansed ofblacks, or ofJews, and
who say so. We do not cut out their tongues
or sell them into slavery; we only ask that,
apart from what they say and write, they will
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in their actions obey our laws. We hope that
with time they will learn better.

The Rule of Law
Liberty and equality have their expres

sion in the rule of law, and this fabric of
freedom has been in large part forged in the
history of England, but while for this we
must be grateful to the England that did this
for us it does not follow that those of us of
English lineage are any better or more
important than the rest. Nor, on the other
hand, does it follow that in some anxiety
for "equality" among cultures we must
downplay or deny the English origins of our
polity.

True, we have had to reject much of
English heritage too. We allow no princes or
viscounts here, and we do not kidnap
drunken sailors for our Navy, nor do we
exile thieves to a 10,000~mile distant colony,
or place debtors in prison. These all were
English customs as little as two hundred
years ago. Thus we have been selective in
our borrowing from the British heritage. (So
have the British!) But though we have re
jected some of it, we cannot deny that what
we have selected in law and politics owes
more to Britain than to Mrica or China.

To say that our notion of liberty derives
mainly from Britain is to simplify, for Britain
itselfhad borrowed from ancient Greece and
Rome. Similarly, our principle of equality is
also partly rooted in an older source: the
Levantine conception of a universal God to
whom we are all, equally, his children. But
the English were peculiarly successful in
developing both ideas in practical terms,
forming a solid base for the great American
experiment.

At first glance, E Pluribus Unum and the
mention of liberty and equality speak noth
ing of the artistic, scientific, or other intel
lectual or sentimental features of our cul-

ture. They speak of government and of
rights and duties of a civic nature, but not
about music, food, mathematics, and
sports. In these domains we are entitled to
be as diverse as we please; but it should be
recognized that this entitlement too is Amer
ican. There are cultures where all styles,
yes, even in music, food, mathematics, and
sports, are dictated by an authority that will
allow no deviation. Not so in America. We
may respect diverse cultures in most re~

spects, and indeed we have borrowed from
all of them, but we must reject as insuffer
able those which would compel particular
cultural choices outside the domain of civil
law, for that would be to deny our liberty.

In short, we absolutely reject that part of
any tradition that would deny equality or
liberty, but not because they are merely
alien in the sense of being current some
place outside our geographic borders. Tra
ditions subversive of liberty or equality are
outside our borders in a deeper sense: they
are alien to our spirit.

To paraphrase another American we
count it self-evident that it is better to be free
than to be enslaved, and better to be equal
under the law than governed by laws de
pending on class, race, or religion. It is the
definition of Americans, that we were con
ceived in liberty and dedicated to the prop
osition that all men are created equal. There
is within our borders an enormous cultural
diversity, which we not only tolerate, but
enjoy and celebrate-but always within
these two restrictions of peculiarly British
origin. Each ofus is entitled to love, despise,
or be indifferent to Italian opera, Buddhism,
or the Theory of Relativity; there is no
Principle of Multiculturalism that compels
our allegiance to any of this. But any prin
ciple that conflicts with Lincoln's definition
of America is not ours to reject, for that
would be impossible to reconcile with
America as an idea. 0



Ideas and Consequences

Dissatisfaction
Guaranteed and No
Money Back

by Lawrence W. Reed

W ithin days of last November's elec
tions, Newt Gingrich promised that

Congress would take up the issue of a con
stitutional amendment to permit voluntary
school prayer. That news must have hit me
at an uncharacteristically irritable moment.

"Why even bring it up?" I thought. "Con
gress ought to focus its attention on fixing
the economy by rolling back the intrusions
ofthe central government. Besides, children
have every right now to take a moment on
their own and say a quiet prayer; amending
the Constitution to permit anything else
would open the door to subtle coercion and
endless litigation. What could prayer in
school accomplish that can't be accom
plished by prayer outside of school?"
T~at was a visceral, almost unthinking

response. What I needed was a talking-to by
fellow Christians, followed by a moment of
silence to think the whole thing through.

Understanding the school prayer contro
versy is impossible without an appreciation
for the endurance of Christian parents who
have children in public schools. Upon re
flection, I now realize that they, in general,
exhibit far more tolerance than many oftheir
secular, anti-school prayer critics.

Christian parents today feel besieged, as
if they have been targeted as the one group
in America that anybody can ridicule and
discriminate against legally and proudly.

Dr. Reed, economist and author, is President of
the Mackinac Center for Public Policy, a free
market research and educational organization
headquartered in Midland, Michigan.

Most of them would probably turn the other
cheek were it not for the fact that when it
comes to public schools, their tax dollars are
helping to finance the assault.

The U.S. Circuit Court of Appeals in
Cincinnati ruled that a picture of Christ
hanging in a school hallway "entangles the
government with religion." In Idaho, an
other Appeals Court ruled that high school
graduation prayers are unconstitutional
even if a majority of students vote that they
want to pray. In establishing the precedents
on which these decisions were based, the
Supreme Court earlier struck down orga
nized prayer in the public schools (1962),
recitation of the Lord's Prayer (1963), offi
cial moments of silence (1985), and prayer at
school graduation ceremonies (1992).

America's Christian heritage-an undeni
able and vitally important ingredient in this
nation's success-is being systematically
expunged from classroom history texts.
Even Christmas trees and Santa Claus are
banned in some schools as threats to the
separation of church and state. Simply al
lowing Christian students to meet on school
grounds after hours, much as the Future
Farmers of America or a homosexual group
can do, had to be fought for tooth and nail
all the way to the Supreme Court.

The Constitution's guarantee of freedom
of religion has become taxpayer-funded
freedom from religion. Writing in the No
vember 28 U.S. News & World Report,
columnist John Leo recounts the episode
of a Douglasville, Georgia senior class pres-
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ident who was nearly prevented from giving
the traditional graduation address because
school authorities feared he might say some
thing religious in his remarks. "He presum
ably could have turned the occasion into a
rally for Jeffrey Dahmer or called for the
violent overthrow of the state of Georgia
without attracting any censors," says Leo,
"but a suspected reference to God was
enough to shut him up."

While it's deemed unconstitutional, anti
social, and even backward to cite the Bible
in the classroom to make a point, it's OK
for teachers to put condoms on bananas
in a sex education class, or to teach that
no one person's view of right and wrong is
any better than the next person's. Christian
parents who believe otherwise are expected
to keep quiet and send the kid, as well as the
money the system spends to undermine
what they've taught at home.

"But if Christians object," public educa
tion's apologists retort, "they can send their
children to private schools." Sure, and pay
twice-once in tuition for the school they
buy and again in taxes for the other product
they've rejected.

Incidentally, though I've referred to
Christians up to this point, there are cer
tainly other groups I could have included.
Christians are not the only-people who have
problems with what goes on (or doesn't) in
the public schools.

A carefully crafted constitutional amend
ment on this matter may be a remedy that
will satisfy Christians but the question is,
will it satisfy atheists or agnostics? What
about others whose tax dollars pay for the
schools but who don't want even voluntary
prayer being supervised on government
property with government employees?

There is a larger point here thc-.n simply the
fact that public schools have become intoler
ant to religion. That point is this: there can be
no final resolution ofmatters ofthis nature,
no universal satisfaction, within the context
of a coercively-financed system that. has
captives instead of customers. When you
hear the motto, "Satisfaction Guaranteed
or Your Money Back," the last thing that
comes to mind is a government program.

In free markets where individual choice
prevails, conftictis minimized. You get what
you pay for and you pay for what you get.
If you don't like the wares in one store,
there's no need to throw up a picket line.
You don't have to attend lengthy and boring
meetings and be talked down to by public
"servants." You don't have to wait until
the next election and hope that 50 percent
plus one of those who vote will vote the way
you'd like them to. You simply shop else
where. End of discussion.

Here's how Walter Block explained the
problem in his chapter, "We Ought to Have
Sex Education in the Schools," in FEE's
1994 book, Cliches ofPolitics:

Instead of considering the proposition "We
ought to have sex education in the schools,"
let us contemplate "We ought to have pizza in
the restaurants."

Were this question solved in the manner
presently used for sex education, our system
would be very different. Most restaurants
would be run by the government. All citizens
would be forced to pay for these public res
taurants, whether they used them or not.
Those who patronized private ones would
have to pay twice: once in fees for meals, and
then again through taxes. People, moreover,
would be assigned to the public restaurant
located nearest to them.

As to the pizza question, all public restau
rants would either stock this foodstuff, or they
would not. There could be no such thing as
restaurants specializing in different cuisines,
and people sorting themselves out according to
their tastes. Thus, either the pizza lovers, or
the pizza haters, would be disappointed.

Controversies like prayer, or sex educa
tion in the schools will not end until con
cerned parents can freely opt for private
alternatives without being forced to pay for
public systems that assault their beliefs and
values. Those who believe that a constitu
tional amendment allowing voluntary
school prayer will solve problems should
understand that it would solve some prob
lems, create others, and leave the funda
mental dilemma unchanged.

A free market in education is the real
answer to prayer. D
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Business-Government Collusion

by Eric-Charles Banfield

Back when first cutting my teeth on the
concepts of free-market economics, I

was impressed by the argument that busi
ness firms have to satisfy their customers to
survive. Firms have strong, natural disin
centives against performing poorly or acting
immorally because they would risk losing
customers and going out of business. For
some time thereafter, I defended "busi
ness" on those grounds. Business is not an
evil, I argued; indeed, businesses are almost
"slaves" to the shifting and elusive passions
of the sovereign consumer.

But over the years, I found myself forced
to refine my views regarding business firms.
Three lessons stand out. First, being "pro
business" is not the same as being "free
market. " Second, regulation, which pre
sumably works "against" business, goes
hand-in-hand with special privileges and
artificial protections "for" business. Third,
the phenomenon of active and routine col
lusion between business and government
made the business world seem less than the
pure and benevolent social agent I once
perceived. In short, I began to recognize
that the concept of "the corporate welfare
state" goes a long way to describe some of
the problems we observe in the complex

Mr. Banfield is owner of Banfield Analytical
Services in Westmont, Illinois. As an adjunct
policy analystfor the Heartland Institute, he has
testified before the National Association of In
surance Commissioners, The Illinois General
Assembly, and a U.S. Republican Hearing on
health-care reform.
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nexus between the market sector and the
government sector. All too often, busi
nesses lobby government for special privi
leges they would not have in a true, free
market.

What Is Pro-Business?
Much political rhetoric over the past de

cade has centered over whether a particular
policy is "favorable to business," or
whether a candidate is "pro-business." In
earlier years, I rooted for any "business
friendly" policy move, and supported con
servative "pro-business" politicians. But,
as I learned over the years, "pro-business"
ideas are all too often inconsistent with
"free-market" ideas.

When politicians speak about being' 'pro
business," they try to create the impression
they will do things to benefit the business
climate. That help, however, can come in
two forms. One form is in the promise of
deregulation, or a promise to fight new
regulations or taxes that will potentially
harm the economy, an industry, or a firm.
This is generally all to the good; the help is
"negative"; that is, the politician will focus
on what the government should not do
regarding a business's activity.

But the second form of "pro-business"
help is "positive," that is, the state takes
some action that specifically helps a busi
ness or an industry, usually at the expense
of other people. The government creates
some law or regulation that allows a busi-
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ness to do or have something it could not
otherwise do or have in a true free market.
It grants what amounts to a privilege.

That distinction might seem clear. Yet, as
The Economist put it, "businessmen them
selves-torn between a desire to be left
alone and an appetite for special favors-are
often unsure quite what they want from
government. ,,1

Examples of Privilege
Bailouts. Clear-cut examples of artificial,

government-granted privileges include bail
outs, such as when a large firm or industry
is losing money. The government gives the
failed entity cash or cheap loans, or allows
it to write off its creditors without liability,
so it can resume business despite its poor
performance. Recent examples include
banks and auto manufacturers.

Subsidized loans. Some sectors are per
petually propped up, regardless of their
condition. For example, government offers
"small businesses" subsidized loans at be
low-market interest rates, with the taxpayer
assuming the risk. When government
assisted "small-business investment com
panies" fall, these "venture capital" firms
simply declare bankruptcy before the gov
ernment's Small Business Administration
can file a claim on the assets.2

Outright "disincentive" subsidies. An
other clear example of privilege is subsidies
in which an outright payment occurs. For
example, agricultural corporations get ev
ery kind of corporate subsidy imaginable,
including dairy price supports, export
enhancement programs, and payments for
not growing certain crops.3

Resource privileges. Other privileges in
clude special deals for ranchers, oil compa
nies, and lumber companies to graze on,
drill in, or cut resources from federally
owned lands at drastically reduced prices.
They get those deals not only because the
government is reluctant to sell any ofits vast
land holdings, but because firms in those
industries are unwilling to buy the land for
what it's worth, or to pay full price for the
resources they use.4

Monopoly privileges. Another example of
privilege is cable companies and utilities
that get granted exclusive monopolies over
their regions, using the law to outlaw sys
tematically any competition.5

Trade protection. Businesses argue for
restricted competition at the international
level, too. Many large corporations saw the
North American Free Trade Agreement
(NAFTA) as a vehicle for securing "com
pensatory" protections and other favors.
The administration "negotiated conces
sions" for flat glass, durum wheat, home
appliances, wine, peanuts, textiles, sugar,
and citrus and vegetable interests, all "po
litically sensitive industries" that needed
"relief. ,,6

Large businesses have often supported
labor, zoning, permit, safety, or other reg
ulations designed to keep out low-cost com
petitors, because the bigger firms were al
ready meeting those new requirements
anyway.

As The Economist reports, "Regulation
offers ways not just to create markets but
also to compete with rivals. Firms have
learned to lobby for rules that bring them
benefits. Established companies ... may
lobby for stricter standards, knowing that
these will mainly affect new ~ntrants. Com
panies lobby for standards which they can
meet, but impose high costs on competi
tors. ,,7

A classic case of that is underway with
regard to environmental regulations. In fact,
The Economist continues, companies in this
area "press for regulations that will create a
market for their products. Companies sell
ing low-sulphur coal have rooted· for legis
lation to reduce acid rain." And waste
management firms have fought to maintain
and strengthen environmental regulations,
including new landfill restrictions, waste
incineration standards, and licensing
schemes to keep out competitors.8 The
Clinton Administration's smog-control plan
is designed to mandate a greater market
share for ethanol, "and is likely to boost
further the fortunes of Archer-Daniels
Midland Co., the politically active agricul
tural company that dominates the ethanol
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market."9 ADM did no direct lobbying on
the issue, but "didn't have to." Competing
industry groups charge that ADM's influ
ence was indirect, primarily through The
Renewable Fuels Association, a trade
group. 10

It's routine. One insurance executive
noted, "It's common in our industry: Large
companies support legislation to drive out
small competitors." 11

Drawing the Line
All of those privileges are perfectly legal,

as business lobbyists and activists quickly
point out. But legal doesn't mean moral.
One Texaco executive, for example, feels
uncomfortable drawing a hard line between
lobbying against bad regulation and lobby
ing for special privileges. He used the old
"what's-good-for-General-Motors-is-good
for-America" argument. His analogy was,
"If growing wheat happens to be good for
the nation, then it's okay to say so [in your
lobbying efforts], even ifyou're a farmer. ,,12

The Harm to Others
When the harm to consumers and taxpay

ers is considered, however, that claim of
morality is harder to defend. To free-market
advocates, such privileges are not the
proper function of government. Ethical
businesses should sink or swim on their
own, without any help or harm from gov
ernment. That is, the proper pro-business
stance is "negative" (Le., the state should
leave me alone). A "positive" stance (Le.,
the state should do me a favor) is improper.
Those favors or privileges would not exist in
a true free market without government in
tervention. They can be granted only at the
expense ofothers: taxpayers, consumers, or
other businesses.

Tax Breaks: Are They
"Subsidies"?

Some privileges or exemptions are slip
perier to define. A good example is tax

breaks. It remains an open question among
free-marketeers, if an industry lobbies for
and receives an extra tax deduction that
some other industries don't get, whether or
not that runs counter to free-market princk
pIes. Some would argue that anybody who
can get a break from burdensome govern
ment taxation should accept it, and should
feel no moral guilt about keeping money
away from a wasteful, corrupt bureaucracy.
Also, as one of my colleagues explained,
every $1.00 in tax revenue leads to $1.83 in
new spending. Every dollar you keep from
government, therefore, prevents another 83
cents in deficit borrowing. Tax breaks are a
moral and economic good.

Others would argue, on the basis of
"equal protection ofthe laws" that the same
breaks should go to all industries; if not,
they should be opposed. Seeking and ·ac
cepting a special tax break is "unethical."

A Wall Street Journal editorial, focusing
on the' 'industrial subsidy game" played by
state and local governments, recently tack
led this tricky issue. "The cleanest line we
can draw . . . is between enterprise that is
subsidized and that which isn't." The edi
torial faulted the city of Austin, Texas, for
giving a tax break to Apple Computer onthe
following grounds: "As long as ... locali
ties go bidding for business with funds that
must be raised from other taxpayers, then
the objections of other citizens must be
weighed" [Italics added]. 13

The editors have a point: Many argue that
government will spend what it will spend.
Perhaps more taxes mean more spending.
But lower taxes do not mean the govern
ment will spend less. Thus, lowering taxes
for one person means more taxes paid by
another (perhaps by someone in the future,
if the deficit is made up by borrowing that
must be repaid in the future). Under this
argument, a tax break is indeed a subsidy.

A New Look at Tax Subsidies
Whether tax breaks are improper privi

leges or not, they seem increasingly unprag
matic, even to policymakers. Some mayors
of large cities abhor the idea "that politi-
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cians can create jobs by handing out tem
porary tax bribes to companies" to spur a
city's economic activity.14 The Heartland
Institute wrote' 'there is growing consensus
among experts and the general public" that
tax abatements and subsidies "are an un
sound investment. ,,15

Businesses, too, are learning those tax
breaks can backfire. A Michigan judge re
cently barred General Motors Corporation
from closing its Ypsilanti assembly plant, on
the grounds that GM's acceptance of Mich
igan's tax abatement program was "a prom
issory estoppel," a contract or implied
promise to keep the facility operating in
exchange for reliefon its taxes. 16 Tax breaks
have strings attached. Perhaps business
managers will think twice before looking at
tax subsidies as some "free lunch."

Regulation and Privilege
Despite a little difficulty in defining priv

ilege, we can say that regulation and privi
lege are two sides of the same coin. And, to
extend the analogy, performing the regula
tion-privilege coin trick requires a balancing
act and a vicious cycle.

All large industries now face regulations
and privileges. If the restrictions cost more
than the privileges are worth, the industry
suffocates, leaving nothing to tax or regu
late. If the value of privileges exceeds the
cost of the restrictions, then the industry
takes advantage, and abuses occur for
which regulators are blamed. Balance is
crucial. If regulators take the heat, they
impose more regulations. But those hurt
industry profits. The industry in turn com
plains to regulators, legislators, and staffers.
The government, instead of removing the
restrictions, offers privileges to offset or
compensate for the regulatory burdens. But
those privileges lead to excesses and
abuses, which lead to more call for re
regulation, and the cycle continues.

The classic example is the S&L industry.
For decades after the 1930s, the S&L busi
ness suffered harsh regulation but enjoyed
the offsetting privileges ofdeposit insurance
and legal protection from competition. The

system contained its inherent problems be
cause the two were roughly balanced. The
Depository Institutions Deregulation and
Monetary Control Act of 1980 removed
some of the industry's burdensome regula
tions, yet it increased the privilege of de
posit insurance, boosting coverage to
$100,000 per account from $40,000. Regu
lation and privilege became unbalanced, so
the industry abused the privilege of taxpay
er-backed deposit insurance, and taxpayers
got stuck for $170 billion. 17

Regulation as an
Access Window

A lot of that business begging is done by
firms that are heavily regulated. Indeed,
many argue, that regulation is precisely
what hindered their competitiveness and
threatened their health. But how do regula
tion and privilege get so intertwined?

BasicallY, businesses get entrenched in
the process. Once regulated, an industry
opens an "access window" to the political
process, via lobbyists and trade associa
tions. After all, it must defend itself against
bad regulations.

But these meetings are hardly knock
down, drag-out fights. At hearings, business
and politicians usually playa polite, concil
iatory game. The industry often' 'agrees that
reform is needed." It acknowledges the
laudable intention of the new government
regulation, but questions only some of the
technical language in the clauses. The reg
ulated industry rarely fights to defeat an
entire measure. Instead, it focuses its re
sources only on opposing or rewriting some
technical language in one or two sections of
a proposed bill or regulation. They know
that the regulations and laws will harm
them. But they will eventually lead to some
later concession or compromise, or better
yet, an outright privilege that will benefit
them later. The window works both ways.

An article by Gary S. Becker, a 1992
Nobel laureate and professor of economics
at the University of Chicago, said, "The
best way permanently to reduce undesirable
business influence over the political pro-
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cess: Scrap all the regulations that serve as
little more than tollgates for graft. ,,18

Seeking Safe Harbors:
The Gray Area

Often that concession or compromise
helps a business or industry simply define
what it can or cannot do. Frequently, busi
nesses lobby Washington to help redefine
some previous regulation that was poorly
written, or has not been flexible enough to
accommodate new technology or new
trends. Much lobbying involves updating,
revising, or amending old laws that are not
relevant to current reality. Businesses con
stantly revisit old issues to redefine what is
illegal and what is not, for they wish at least
to act legally. They ask government for
"guidance," "flexibility," "no-action let
ters, " and "approvals of action" so that if
a regulatory question comes up later, the
business can respond, "The government
said it was legal. " Businesses need to know
where they can find "official non-enforce
ment," "comfort levels," or "safe har
bors," so they can proceed in their business
with increased legal certainty, with clear
and consistent definitions of the law.

Technical Input
Businesses also offer to help government

write the laws and regulations so they make
some logistical sense, so they are internally
consistent, or so they have a chance of
"working" in a technical sense. Examples
of that type of business-government coop
eration abound in finance, such as insurance
and banking, especially with regard to ac
counting or actuarial matters. Regulations
and laws written without industry input
would otherwise be self-contradictory, in
feasible, excessively burdensome or costly,
or otherwise inconsistent with the reality of
how the industry operates.

Businesses often bring in expert advisers
from' 'the real world" to work on "technical
working group meetings" and explain to
officials why the new rules must be written
very carefully. Government accepts input

from business so it can say its enlightened,
interactive, "give-and-take" process re
sulted in a regulation or law that' 'we can all
live with," that "everyone had a say in,"
that was "even-handed" or "reasonable."

That close contact between business and
government often leads to one business
gaining some regulatory privileges or advan
tages over another. During those technical
draftings of a bill, a business can slip in a
provision that (perhaps even unbeknownst
to the regulators) will indirectly harm its
competitors.

Much of the time, however, businesses
are not trying to harm or defraud anyone.
They're not looking for permission to rob or
defraud people. They just want better defi
nition of the laws, because they are so
numerous, so comprehensive, and so per
vasive. Businesses want legal confidence
so they can· form expectations and plan
ahead.

The Revolving Door
The people who participate in that pro

cess can then pass through the "revolving
door. " Businesspersons with expertise at
dealing with government on technical indus
try issues find themselves candidates for
jobs as regulators, who can work well with
their former industry compatriots. Hiring
experienced people from an industry allows
the government to say it is being "reason
able" and wants to get the regulation
"right." Regulators, with experience at
dealing with industry executives, in tum
find opportunities as corporate government
relations directors or lobbyists in trade as
sociations. 19

The Game
Many in business and government see this

whole process, which has evolved over
centuries, as simply "the way things are
done" and the only way to have any influ
ence over what happens between business
and government. If a business stands on
principle and lobbies vigorously against
every new law or regulation, it is seen' as
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hostile and stubborn, unwilling to compro
mise, unwilling to "play the game." Regu
lators see that behavior as a business's way
of saying it doesn't want to be invited back
to the hearings next time. Nonetheless,
Stanley S. Arkin, a New York attorney,
believes "resisting governmental authority
may be an act of social responsibility for
corporate America. Companies that stand
up . . . and fight . . . are peIforming a
patriotic duty by resisting the arrogant and
undeserved application of . . . law.' ,20

Still, a business or industry that shuns the
very process that writes its industry's reg
ulation would find itself stranded, having cut
off its avenue of influence and information.
That can be good and bad. It might prevent
it from lobbying for privileges. But it will
also prevent it from lobbying against future
ill-conceived regulations. It works both
ways. Lobbying for deregulation is tanta
mount to lobbying for fewer privileges.

So businesses tend to just let things go as
they have in the past. Most of the action is
in that "gray area." Is that middling type of
lobbying good or bad? It depends. If busi
nesses use that access window to write
regulations that harm their competitors un
justly, or at consumers' expense, then they
are abusing the process.

Regulatory Capture
The phenomenon of using the regulatory

process to one's advantage is nothing new.
Economists years ago labeled it "the cap
ture hypothesis." Says one textbook,

The capture hypothesis assumes that
regulatory agencies are set up in the
interest of the firms to be regulated and
that regulators serve the interest of regu
lated firms (who have "captured" them
through the political process), not con
sumers. The capture hypothesis turns on
its head the idea that economic regulation
is designed to protect the public interest
from monopoly. It is easy to point to
examples of industries that like being
regulated [such as airlines, telephones,
and trucking].21

Companies that "like" being regulated
are entrenched neck-deep in the political
process, opening up room for abuses more
blatant than just legal subsidies and protec
tions. Becker wrote:

Corruption is common whenever big
government infiltrates all facets of eco
nomic life. In modern economies, profits
often are determined more by government
subsidies, taxes, and regulations than by
traditional management or entrepreneur
ial skills. Huge profits ride on whether
companies win government contracts, get
higher tariffs and quotas, receive subsi
dies, have competition suppressed, or
. . . have costly regulations suppressed.

Companies respond to the importance
of government's role by striving to influ
ence political decisions. It is often effec
tive just to lobby politicians, and ...
bribe officials and politicians in return for
government favors and profits.22

Yet protections and subsidies, even
bribes, can ultimately destroy the targeted
industry. As I wrote on S&Ls and banks,
"Many bankers still want the privilege of
[deposit-insurance] coverage but also want
fewer regulations. [They] cannot have it
both ways. They must choose, and soon,
either to stagnate as wards of the state in an
unpredictable political process, facing even
tual demise, or to be free and responsible
institutions. "

Paul Weaver of the Hoover Institution, in
a book review, summarized: "Many cor
porations . . . lobbied hard to make sure
government's interventions in the economy
yielded limits on competition, subsidies,
and other business advantages. [It is] a
hard-to-accept truth: business is a major
source of the anti-market thinking and pol
icies that make a lot ofbig companies unable
or unwilling to cope in a competitive
world.,,23

A Needed Change in
"Business Ethics"

Business firms don't seem to make much
effort to separate themselves from the po-
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litical process. Perhaps the growing number
of socially responsible consumers and in
vestors would flock to the products and
stocks of firms that made a point of distanc
ing themselves from all forms of business
government collusion. Imagine the follow
ing advertising pitch:

We don't accept government subsidies,
bailouts, low-cost loans, insurance, or
other privileges. We don't lobby for laws
that hurt our competitors. We actively
oppose protectionism and invite all for
eign competitors to try to underprice us.
We do not lobby for tariffs, quotas, or
anti-dumping laws. We do not support the
government's budget deficits: Our trea
sury department holds no government or
agency securities.

But for now, it seems that no such firm
exists. Business-government collusion is a
fact of the real world. It is possible only
because the government has written so
many detailed, intrusive laws in its perpet
ual attempt to micromanage all of our busi
ness activities. And government has a habit
of applying these laws in arbitrary and
capricious manner. That process allows
some greedy businesses systematically to
empower themselves at others' expense,
using political pull to gamer favors they
could not otherwise have in a free market.

Those businesses must learn that people
will learn to respect them if only they end
their dependence on government privilege,
and stand up on their own feet and face the
economic reality of the world on their own
terms. D
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John C. Calhoun: Champion
of Sound Economics

by William J. Watkins, Jr.

History teaches us that pernicious eco
nomic policies can destroy a powerful

nation in a surprisingly short period of time.
When a government uses tools such as
currency expansion, debt, and high tariffs,
eventually not even force will hold the
nation together. Were we to heed the advice
of statesmen from earlier eras, solutions to
many of our most pressing problems would
be clear. The first half of the nineteenth
century is an excellent period to study in
that many policies that were pursued greatly
resemble recent economic misadventures.
And of the statesmen fighting for sound
economics during the turbulent years of the
nineteenth century, John C. Calhoun was
one of the most tenacious.

Though Calhoun battled valiantly for
"Free trade, low duties, no debt, separation
from banks, economy, retrenchment, and a
strict adherence to the Constitution," 1 his
torians do not consider him a champion of
sound economics. Calhoun is remembered
primarily for stalwart republican principles
rather than his economic acumen. This is
indeed a shame since the turbulent years
leading to the Civil War were predominantly
shaped by divergent opinions concerning
the central government's intervention in
the economic sphere of American life. As

Mr. Watkins, a recent graduate of Clemson
University, is Assistant Editor ofThe Freeman.

was the case in the time of Calhoun and the
bloody war that soon followed, govern
ment's interference with voluntary ex
changes between individuals in the market
place inevitably leads to conflict.

I Calhoun was born the son of a plucky
Ulsterman in the upcountry of South Caro
lina and was molded by his pioneer kinsmen
and Calvinist upbringing. After graduating
Phi Beta Kappa from Yale College in 1804,
he went on to study law. Always energetic,
Calhoun found the practice of law pedes
trian and soon made his entrance into public
life.

Early in his career in the nationallegisla
ture, Calhoun had a reputation as a War
Hawk and supported such unsound policies
as internal improvements with federal
funds, the national bank, and tariffs. With
the aid of John Randolph and practical
experience, Calhoun realized he had strayed
from the principles of the founding era.
Fittingly, it was the North's exploitation of
the South vis-a-vis the tariff that awakened
in Calhoun an understanding of basic eco
nomics.

The Free Trader
Of all the sundry conflicts between the

sections in the 18oos, the issue of the pro
tective tariff was the most fervently de
bated. Calhoun opposed protective tariffs

90



John C. Calhoun

on constitutional and economic grounds. He
believed that the powers delegated to the
general government were trust powers
rather than plenary and were consequently
limited to the nature and the object of the
trust. Thus, the power to levy tariffs can
only be used to raise revenue to meet the
legitimate expenses of government.

While addressing the Senate before the
passage of the Tariff Bill of 1842, Calhoun
argued that when tariffs are levied for pro
tective purposes, government descends
"from its high and appointed duty, and
become[s] the agent of a portion of the
community to extort, under the guise of
protection, tribute from the rest of the
community; and thus defeat[s] the end of its
institution, by perverting powers, intended
for the protection of all, into the means of
oppressing one portion for the benefit of
another."

An example of Calhoun's opposition to
protective duties on solely economic
grounds can be found in the same address.
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Calhoun had brought charts, which de
scribed what supply-siders would later call
the Laffer Curve, to the floor of the Senate.
He explained that on all items' 'which duties
can be imposed, there is a point in the rate
ofduties which may be called the maximum
point of revenue." He proceeded to show
his colleagues how high tariffs coincided
with a stagnation of interstate commerce
and a decline of exports. The charts also
illustrated how during periods oflow duties,
exports and key sections of the domestic
economy grew.

Representing a state that depended upon
the ability to sell her staples freely on the
world market, Calhoun was unrelenting in
the fight for free trade. "No people," em
phasized Calhoun, "restricted to the home
market, can, in the present advanced state
of the useful arts, rise to greatness and
wealth. . .. For that purpose, they must
compete successfully in the foreign mar
ket.... ,,2 As the spokesman for the South
ern states, Calhoun asked for no special
favors from government. He was confident
that the South could succeed not "by the
oppression of our fellow-citizens of other
States, but by our industry, enterprise, and
natural advantages.,,3

Sound Money
Essential to Calhoun's recipe for compet

ing in foreign markets and maintaining pros
perity at home was "a sound currency,
fixed, stable . . . instead of an inflated and
fluctuating one. " Unlike modern America's
followers ofthe' 'new economics," Calhoun
understood the importance of a sound cur
rency and realized that inflation robbed the
working man of the fruits of his labor.
Currency expansion, according to Calhoun,
"overthrew the almost entire machinery
of commerce, precipitated hundreds of
thousands from affluence to want ..." and
corrupted private and public morals.

Moreover, a stimulus "caused by the
expansion .of currency . . . would tempt
numerous adventurers to rush into the busi
ness, often without experience or capital;
and the increased production . . . would
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greatly accelerate the period of renewed
distress and embarrassment. . . ."

With Misesian accuracy, Calhoun recog
nized the nature of artificial periods of
growth and .the inevitable readjustments
that must always follow. In an 1838 oration
in the Senate, Calhoun proclaimed: "Noth
ing is more stimulating than an expanding
and depreciating currency. It creates a de
lusive appearance of prosperity, which puts
everything in motion. Everyone feels as
if he was growing richer as prices rise....
But it is the nature of stimulus . . . to excite
at first, and to depress afterwards."

Not only did Calhoun oppose governmen
tal machinations with currency for eco
nomic reasons, but as with Congress' power
to levy tariffs, the power to coin money and
regulate its value was also viewed as a trust
power. It would be a violation of the peo
pie's trust to devalue their money and thus
rob them of their earnings. Calhoun, like the
Framers who refused to give the general
government the power to issue bills of
credit, realized that government ought not
be trusted to make a piece of paper worth
"x" amount of dollars by decree.

Though he was an enemy of paper cur
rency, Calhoun refused to add his voice to
measures designed to tax the circulation of
small notes from state-chartered banks and
thus increase the specie in circulation. Such
a tax to Calhoun was a violation of the
people's trust. He prophetically articulated
what such a penal power would do in 1834
during a speech against the continuation of
the charter ofthe Second Bank ofthe United
States. Government would have "an entire
control . . . over the property and pursuits
of the community," argued Calhoun, "and
thus concentrate and consolidate the entire
power ..." in Washington. Even when
given the opportunity to strike at the circu
lation of paper, Calhoun was true to his
principles and refused to violate the peo
pie's trust.

Deficit Spending
Ofcourse when one discusses fiat money,

it is not overly bold to assume that debt was
the cause or one of the major factors leading
to the currency expansion. It is the nature of
government to print more money when it
spends beyond its means. Due to his years
in the government, Calhoun realized the
danger wrought by debt. As heroin is to the
addict, so is deficit spending to government.
And once government starts deficit spend
ing, warned Calhoun, "we shall hear no
more of economy and retrenchment, those
two virtues so essential to a Republic and so
necessary at the present time."

Calhoun saw that government's expenses
ought to be kept as small as possible in order
to preserve the Republic left by the
Founders. "Every dollar we can prevent
from coming into the Treasury," Calhoun
wrote, "or every dollar thrown back into the
hands of the people will tend to strengthen
the cause of liberty. "

It was this cause of liberty that provided
the impetus for Calhoun to fight for sound
economic policies. Due to the course of
events following his death in 1850, it is
understandable why Calhoun's grasp ofeco
nomic matters has been ignored by histori
ans. Certainly no victor wishes to heed the
advice ofthe vanquished. Nonetheless, with
our debt continuing to spiral, printing
presses operating 24 hours a day, and de
mands for "fair trade" echoing throughout
the halls of Congress, it is high time that
we reconsider the wisdom of the "cast-iron
man" from South Carolina. D

1. The seven points were used in his slogan during the
presidential campaign of 1843.

2. Clyde N. Wilson, ed., The Essential Calhoun (New
Brunswick, N.J.: Transaction Publishers, 1992), p. 213.

3. Quoted from the South Carolina Exposition and Protest.
Ross M. Lence, ed., Union and Liberty: The Political Philos
ophy of John C. Calhoun (Indianapolis: Liberty Fund, 1992),
p. 331.
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Old Policies Still Plague Us
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Land Control
as Mind
Control

Crop Research as
War Research

The year is 1862. The North battles des
perately against the seceded South, which
is the world's largest cotton producer. The
Confederacy shuts off this vital commodity
to the North, since it is critical for uniforms,
blankets, tents, bandages, and other sup
plies. The South also shuts offrice and sugar
cane, for food, to the Union armies. Without
these basic commodities Washington's war
effort is severely hampered.

Congress creates a new federal agency,
the Department of Agriculture, to solve
these life-and-death issues. In voting for this
new agency, Senator Joseph Wright of In-
diana stated its purpose clearly: "The cot
ton crop of the South cannot reach Northern
spindles. Agriculture must furnish a sUbs~i

tute by the production of upland cotton In
the Ohio Valley. The sugar and molasses of
the South have ceased to come forward to
the North and agriculture must remedy the
difficulty by the rapid production of the
Chinese and African cane." 1

Mr. I. Newton, the first Commissioner
of the Agriculture Department, echoed this
sentiment as soon as this agency became a
reality. "The culture of cotton has lately
attracted much attention to the free states,
especially in Illinois, owing to the rebellion
and the consequent scarcity of the staple.
Last summer, as a matter ofexperiment, 300
to 1,000 pounds of cotton were raised per
acre, by many farmers in Illinois. This
department will take early and active mea
sures to induce farmers in Kentucky, Mis
souri, Southern Illinois, Indiana, and Kan
sas-all of which states will undoubtedly
produce cotton-to tum their attention to
the culture of this important staple.,,2

By 1864 the Commissioner reported that
cotton, in Illinois, showed a 40 percent
increase and "Sorghum and Imphee [sugar
cane substitutes] and the dissemination of
the seeds of these plants by the Agriculture
Department has been worth millions of dol
lars to the country, especially to the middle
and western states. ,,3
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the Libertarian Party ofNew York City.

Can a Southern farmer's alleged racist
values be transformed into "progressive"
thinking (by Washington's standards)
through changes in what he plants?

Can the development of new strains of
crops, which can flourish despite extremes
in temperature, re-educate that same farmer
away from being an extremist (by Washing
ton's standards) in his thinking?

The answers are "yes" and this story
shows how the federal government's poli
cies concerning supposed Southern racism
at the end of the Civil War directly relate to
major contemporary infringements on prop
erty rights that are constantly in the head
lines today. The legislative mechanism set in
motion to end racism in the 1860s has never
stopped. It is still expanding and today we
can see the consequences in several ways:
in the ever-expanding government attacks
on urban and rural property rights through
illegal, unconstitutional direct confiscation
and forced control of land use. And in the
colossal subsidies to agriculture that have
pushed up prices and pushed out most small
farmers and created a gigantic, nationalized,
monopolistic "agribusiness."

Let us begin our story at the beginning.

93
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chemical or other means, be converted into
flax cotton of a substitute quality for use as
a substitute for cotton in the mills of our
country. The vast amount invested in the
mills (nearly $100 million) and the absolute
necessity of production . . . (create) the
strongest claim upon the attention of the
people and the government.,,4

Gradually a national policy emerged to
break the North's dependence on cotton:
"During the continuance of the War of the
Rebellion, a great augmentation of the wool
demand has attended the fitting out of more
than a million ofarmed men, whose clothing
is almost exclusively of wool. And when
the war is over, men who have been accus
tomed to flannels and woolen garments in
the field will, from choice, if not from
necessity, continue their use in the work
shop and on the farm." And "King Cotton
has been dethroned, and his sudden toppling
from his place of pride will not only destroy
his political prestige, dim materially the
luster of his commercial fame and detract
from his industrial importance, but other
textile products will be patronized, experi
mented upon and their use rendered fash
ionable. ,,5

All this represented the opening phase
of federal control of agricultural output by
commanding farmers what to plant.

Educational research was another sur
prising area that the Department of Agricul
ture would investigate: "Every farmer
should aim to be instructed . . . because
knowledge is power and it is the highest
wisdom of political economy to invest
largely in schools.... the farmer should
have taste to appreciate and enjoy the beau
tiful in nature and art. ,,6 Could "appreciat
ing art and beauty" be a metaphorical policy
statement about converting racist farmer's
minds?

Education as War Research
Where did the Agriculture Department

find the biologists, chemists, and scientists
needed to find cotton and sugar substitutes?
This was an era when most Americans only
had grade school educations.

In response to this as well as for scientists
for weapons research, Congress enacted a
gigantic national-scale college level educa
tion program. The Morrill Act granted
30,000 acres of federal land to each state in
the Union for each Congressman, for train
ing in "agricultural and mechanic arts."

Several legislators saw the dangerous,
anti-democratic precedent that the Morrill
Act was setting and argued against its pas
sage. Senator George Pugh of Ohio: "It is
as much a violation ofour duty to invade the
province ofour state governments under the
head ofdonations as it would to invade it by
force and violence.,,7

Senator James Mason of Virginia added:
"Sir, to my conception, it is one of the most
extraordinary engines of mischief, under
the guise of gratuities and donations, that I
could conceive would originate in the Sen
ate. It is using the public lands as a means of
controlling the policy of the state legisla
tures. . . . it is doing it in the worst and most
insidious forms- by bribery, and bribery of
the worst kind; for it is an unconstitutional
robbing of the treasury for the purpose of
bribing the states.,,8

When originally enacted, the Agriculture
Department and the Morrill Act seemed to
be two separate entities. But they would be
connected: "The agriculture and mechanic
colleges are destined to be powerful co
adjutors in the legitimate work of this de
partment [Agriculture]. . . . elevating the
vocation of the farmer and giving him sci
entific as well as practical instruction in his
pursuits. ,'9

Land Control as Mind Control
It was 1865. The Civil War was over.

There seemed to be no more need for new
crop research.. Yet, while Reconstruction
had begun, the war wounds had not healed.
The rebels, although defeated, still believed
in "The Cause" and that "The South will
rise again!"

This caused great concern in Washington,
which now focused on how to re-educate the
rebels so that they would never again se
cede.
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Senator Charles Sumner of Massachu
setts: "Such is the mood in the South now,
that education will enter into every measure
of Reconstruction. ,,10

General Lorenzo Thomas testified before
a Congressional Committee concerning the
postwar attitude of the former rebels. Sen
ator Robert Baldwin asked him: "Do you
have any reason to believe that the rebels
still entertain hopes of another outbreak?"

Thomas: [They plan to] "do all in their
power to involve the United States in a
foreign war, so that if a favorable opportu
nity should offer itself, they might tum
against the United States. . . . their desire
is to re-establish the Southern Confedera
cy. ,,11

Representative Ignatius Donnelly ofMin
nesota said: "The great bulk ofthe people of
the South are rude, illiterate, semi-civilized
. . . and. . . republican government, resting
on intelligent judgement of the people, [is]
an impossibility." 12

This meant education controlled by
Washington. It meant federal money for
new schools, creating new "progressive"
textbooks and nationalizing existing South
ern school systems. Congressional Recon
struction policy forced new constitutions
on all the former rebel states, including the
provision for tax-supported free schools, to
be supervised forever by the federal gov
ernment.

Senator Charles Sumner again: "Shall the
Southern states still be controlled by the
men and the policy that have already
brought ruin and disgrace, poverty and star
vation upon them; or shall they adopt the
policy of the enlightened states of the North
. . . and secure universal education and free
schools with their inevitable accompani
ments of enterprise, equality, wealth, tem
perance, morality, religion, public, private,
and domestic happiness." 13

Simultaneously Washington formulated
another re-education plan for the South.
Congress saw in the word "cotton" the
living metaphor for why the war began and
why the spirit of rebellion would not be
extinguished. Cotton endlessly reminded
Southerners of the philosophies that drove

them to secede: slave labor, states' rights,
restrictions of government power, and free
trade. These views had been repudiated as
the postwar United States became a cen
tralized, protectionist world leader. Thus,
cotton would have to be diffused among new
crops and its geographic position trans
formed to end Southern "reactionary" per
spectives.

This statement indirectly says that cotton
caused the rebellion: "In the reorganization
of the Southern states, it is believed that the
great mistake of the past, the concentration
of labor mainly upon a single branch of a
single grand division ofproductive industry,
(cotton) will be avoided. This mistake has
cost that section one-half the wealth it might
have attained and may have led to the
sacrifice in war of the remainder. . . . diver
sification must be applied to reorganized
Southern agriculture. . . . cotton will never
again overshadow and dwarf other interests
essential to permanent success in agricul
ture. ,,14

During the war a Confiscation Act al
lowed the military to take the property of
"traitors." Cotton plantations were expro
priated since cotton was held responsible
for the rebellion.

Representative Justin Morrill of Ver
mont: "[The Confiscation Act] proceeds
from the assumption that the insurrection
is incited by a faction in the slave states,
holders of the vast proportion of the prop
erty and slaves in these states, that this
property and these slaves constitute the
incentive and form the material base of
the rebellion; and that therefore it becomes
the right and the duty of the nation, from the
height of its extreme authority, to award the
penalty of condemnation of estates and
forfeiture ofcontrol ofpersons to those who
conspire against the government and make
war on its authority." 15

The Commissioner of the Agriculture
Department allegorically stated the need to
diffuse Southern crops to transform South
ern minds: "[In] the great Chinese Empire,
hundreds of thousands have perished mis
erably because of the failure, in certain
sections, of the rice crop, on which alone
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they depend for subsistence. This enforces
most emphatically the wisdom of diversity
of agricultural products. ,,16

The master plan for enforced geographic
crop redistribution came from a new section
of the Agriculture Department. It was eu
phemistically called the Division of Orni
thology and Mammology. Its stated objec
tive was to "enable our farmers to select
the crops best suited to their localities . . .
agriculture and biology must be studied
from the geographic standpoint. . . . our
aim is to explain the distribution of animals
and plants by means of knowledge of the
conditions which govern this distribu
tion.,,17 Was racism one condition which
governed this distribution?

To fulfill this grand plan, the Morrill
experiment stations and the Agriculture De
partment once again fused their operations
but now on a permanent basis: "National
legislation has been proposed [The Hatch
Act] to extend the work of experimental
agriculture, establishing it in every state. . .
believing that the Department ofAgriculture
can become a vitalizing center, for a more
general cooperative effort for the promotion
of agricultural science ... I have endeav
ored . . . to organize a branch of this de
partment to take charge of the returns from
these colleges and (experiment) stations and
to collate and distribute the information
obtained for the benefit of all interested
parties. ,,18

Cotton, Abandoned
Land, and Refugees

Congress developed five simultaneous
policies to erase "cotton" from the South
ern mind.

1. Cotton would be raised by non-South
erners in the South.

2. Southerners would be forced to plant
new "mentally noninflammatory" crops.

3. The South would be repopulated with
Northerners to defuse racism and rebel
lion.

4. The South would be repopulated with
European immigrants.

5. "Racists" would be deported to North
ern states to live with "progressive"
ideals.

To administer this all-encompassing na
tional program, an appendage to the War
Department was created: The Freedmen's
Bureau. Supposedly it had the great human
itarian objective of helping the emancipated
slaves develop the skills to survive in a
competitive marketplace.

But this new agency's full title gives a
truer picture of its role in the ongoing saga
ofcotton, land, and racism: "The Bureau of
Freedmen, Abandoned Lands and Refu
gees. " This shows the extent of its jurisdic
tion; over four million ex-slaves and over
tens of millions of whites (the "refugees"
supposedly displaced by the war). The
"Abandoned Lands" referred to the mil
lions of acres of private property illegally
confiscated as abandoned when the Union
army forcibly captured it or evicted or killed
the owners. Thousands ofSoutherners were
accused of being traitors and convicted
without a jury trial, then jailed or executed
and their property seized.

The Freedmen's Bureau became a reality
in the final stages of the war and its wide
spread powers were completely unconstitu
tional during peace time.

Senator James Doolittle of Wisconsin, in
voting for it, said: "This whole bill is a kind
of war measure, a war necessity. If peace
existed in these states, no one pretends that
we could exercise any such powers (confis
cation) either over the people of these states
or over the property within these states. It
is of necessity, temporary in character." 19

Yet the Freedmen's Bureau existed for
many years beyond the end of the war. In
fact, as we shall see, its demise is uncertain
because it was partially funded without
Congressional approval or taxpayer knowl
edge.

Senator Thomas Hendricks of Indiana
showed· the dangers that this new agency
posed: "I don't believe that the Congress
of the United States has the power to take
charge of a portion of the community . . .
such a power would swallow up a very large
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extent a ve,ry important portion of the pow
ers enjoyed by the states. (Mr. Hendricks
read section two of the Freedmen's Bureau
bill:) 'The Commissioner shall have author
ity ... to create departments of freedmen. '
A new division ofthe country! ... the states
are to be cut up and to be placed under
the charge of commissioners . . . here is a
government within a government . . . inde
pendent of the states and almost indepen
dent ofthe ordinary machinery ofthe federal
government, there shall be a government
established for the control of the inhabitants
of a particular class . . . the colored people
that may become free, to be under the super
vision, to a large extent, of these superin
tendents. And yet they are to be free!,,2o

The Commissioner of the Freedmen's
Bureau was Oliver Otis Howard, a Union
army general. Here he describes his agen
cy's enormous power: "The law establish
ing the bureau committed it to 'the control
of all subjects relating to the refugees and
freedmen from rebel states' . . . this almost
unlimited authority gave me great scope and
liberty ofaction ... legislative, judicial, and
executive powers were combined in my
commission . .. (I controlled) all aban
doned land solely for the purpose of assign
ing, leasing or selling them to refugees and
freedmen ... of the nearly 800,000 acres of
farming land and about 5,000 pieces of town
property transferred to the bureau by (the)
military . . . enough was leased to produce
a revenue of nearly $400,000. ,,21

General Howard is talking about this one
year only. Another report showed that an
nual revenues generated were over $2 mil
lion. By today's standards that is more like
$2 billion.

This power also extended, unconstitu
tionally, into the North. The brutality of
martial law and the confiscation ofproperty
reached into the Union in peace time. Sen
ator Hendricks: "I believe (The Freedmen's
Bureau) has extended its jurisdiction over
the states not within the provision of the
law. 1believe Kentucky [a Union state] has
been brought within the scope of its gov
ernment, when the law did not contemplate
it and did not allow it. I believe the District

of Columbia has been a province within its
government and control and 1 think the law
did not contemplate or allow that . . . this
irresponsible sub-government . . . (is) upon
the people of the entire United States by a
body ofmen protected by the military power
of the government." (Mr. Hendricks dis
cussed the eighth amendment of the Freed
men's Bureau bill; court martial tribunals
for citizens, in peace time, in all states of the
Union:) "Now that peace is restored, now
that there is no war, now that men are no
longer under military rule, I want to know
how such a (military) court can be orga
nized; how is it that a citizen can be arrested
without indictment and brought before of
ficers of this bureau without a trial, tried
without the forms which the Constitution
requires. ,,22

Replanting as Re-Education
Reforming the Southern mind meant re

placing cotton with new crops. John Stokes,
Commissioner of the Agriculture Depart
ment said: "The distribution, under the
special appropriation of $50,000, to be ex
pended in seeds for the Southern states, was
promptly and fully made in accordance with
the views and intentions of Congress,
through specific agents, sent through the
Southern states, postmasters, prominent
citizens and the officers and agents of the
Freedmen's Bureau . . . these states can
produce every article grown in the higher
latitudes . . . [and] cotton, sugar, hemp,
rice. ,,23

Under a false and ironic sentiment of
charity, Congress passed a resolution "For
the Relief of the Destitute of the Southern
and Southwestern states." This actually
reflected the forcing of new crops into those
states: "This resolution proposes to em
power the Secretary ofWar to issue supplies
of food (and also seeds) to prevent starva
tion and extreme want among all the classes
of the people of the Southern and South
western states, where a failure of the crops
or other causes have occasioned wide
spread destitution; the issues are to be made
through the Freedmen's Bureau. ,,24 This
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Baling cotton in the Old South

is misleading since cotton and tobacco, not
food, were the main crops ofthe South. This
is verified by Representative Fernando
Wood of New York, in his comments about
this resolution: "In a recent visit I made to
the Southern states. . . during which I made
it my duty to observe the Southern people
in a very large portion of the Atlantic South
ern states, I saw no such destitution as has
been described. I saw no class ofpeople ...
who would make application to Congress for
alms or would acknowledge themselves as
paupers and dependents upon the General
Government for aid or support.' ,25

Repopulation as Re-Education
A vast Northern population was trans

planted into the South to farm cotton and
"non-racist" crops. This required far
reaching brute force. It meant breaking up
the huge cotton plantations. into fragments
for small-scale individual family farming.

Representative George Julian of Indiana:
(There is an) "Incompatibility ofthis system
of land monopoly with the wellbeing and

safety of Republican institutions and (we)
should doom it to immediate annihilation.
... who can doubt that if the 200 or 300,000
honorably discharged soldiers now in the
North were settled on the forfeited estates
in Tennessee, Arkansas, Virginia and wher
ever our armies occupy . . . form a reserve
corps to our army. . . such a population. . .
would stand as abreakwater against (which)
any returning tide of rebellion might dash
itself in vain. ,,26

This required indicting Southerners as
traitors and confiscating their property.
John Henderson of Missouri grasped the
consequences: "I have no objection to con
fiscating the property of the rebel . . . let it
be done when guilt has been established
under the forms ofjudicial investigation. . .
if we depart from (the Constitution's) just
restraints, no man can tell the excesses of
the future . . . in the plenitude of power
today, we may deny mercy to others; to
morrow we ourselves may cling in vain to
the horns of the altar. . . the inventor of the
guillotine, we are told, was so forced to test
the merits of his own invention.' ,27
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Mass Nationalization

The Freedmen's Bureau became the cen
tral agency for this mass nationalizing of
Southern and Northern property. By the
1890s "nearly 2 million of farms of 80 acres
each in the United States had been given
away by the government. ,,28

Census data demonstrates the efficiency
of confiscation·and the breaking up of large
plantations. In the South Atlantic states in
1860 there were 301,940 farms. By 1900 this
had been transformed into 962,295 farms. In
1860 there were 370,373 farms in the South
Central states. By 1900 this had become
1,658,166 farms. 29

Presented another way, the census data
showed how confiscation was responsible
for drastically reducing the size of property
holdings. In 1860 the average number of
acres per farm was 352.8, in the South
Atlantic states. This had been reduced to
108.4 by 1900. In the South Central states,
in 1860, that figure was 321.3. By 1900 it had
dropped to 155.4.30

President Andrew Johnson pointed out
the consequences when the military is given
the power to confiscate property without
civil restraint: "The power thus given to the
Commanding Officer over all the people. . .
is that of an absolute monarch. He alone is
permitted to determine what rights of per
sons or property . . . it places at his disposal
all the lands and goods in his district and he
may distribute them without let or hindrance
to whom he pleases. Being bound by no
state law, and there being no other law to
regulate the subject, he may make a criminal
code of his own, and he can make it as
bloody as any recorded in history.... Ev
erything is a crime which he chooses to call
so and persons are condemned who he
pronounces to be guilty ... he may arrest
his victims wherever he finds them, without
warrant, accusation or proof of probable
cause.... Congress [has authorized] mili
tary jurisdiction over all parts of the United
States containing refugees and freedmen
[with] ... no limitation in point of time, but
will form a permanent legislation of the
country. ,,31

Confiscation as Bill
of Attainder

Permanent confiscation of a traitor's
property is unconstitutional. It is a Bill of
Attainder, a medieval legal weapon that
destroys both property and civil rights. It
was an inherent part ofthe Confiscation Act.
Senator Edgar Cowan of Pennsylvania illu
minated the process: "Shall we go back to
the doctrine of forfeiture which marks the
Middle Ages? ... The number engaged in
the rebellion [is] equal to one-half of the
whole population of the Confederate states;
say 4 millions ... if so, to strip all this vast
number of people of all their property . . .
will reduce them at once to absolute pover
ty. . . . if there was anything calculated (to
make them) forever hostile to us, it would
be the enactment of such a law . . . [The
Constitution provides that] 'The Congress
has power to declare the punishment of
treason, but no attainder of treason shall
work corruption of blood or forfeiture, ex
cept during the life of the person attained.'
Here is an attempt to deprive a large class of
persons of all their property without any
arrest, without any presentment by a grand
jury, without a trial by a petit jury, without
indeed any trial at all in any court ... Bills
of Attainder forfeited [traitors'] estates and
corrupted the inheritable blood of the chil
dren and heirs (by compelling them) to bear
the disgrace attendant upon such flagitious
crimes ... one ofthe strongest incentives to
prosecute treason has been the chance of
sharing in the plunder of the victims. ,,32

Immigration as Re-Education
To disperse dangerous Southern "reac

tionaries, " some of their confiscated land
was to be resettled by European immi
grants. This began with new legislation, The
Immigration Act of 1864. Senator John
Sherman of Ohio introduced it this way:
"The bill provides for the appointment . . .
of an officer to be styled the Commissioner
of Immigration, [who will] collect ... in
formation in regard to . . . the wants of
agriculture . . . and to disseminate such



100 THE FREEMAN • FEBRUARY 1995

information throughout Europe ... [He] is
to make contacts with different railroad and
transportation companies for transportation
tickets to be furnished to the immigrants to
enable them to proceed in the cheapest and
most expeditious manner to the place of
their destination, or where this is undeter
mined by the immigrant, to the place where
his labor will be most profitable. ,,33

Justin Morrill saw a darker side to this bill:
"We import everything else, now we have
come to the importation of men. [There is]
an apprehension in the public mind that this
was another species of slavery. ' ,34

Senator Reverdy Johnson of Maryland
showed how the immigrant was locked into
staying on a specific property for a definite
period: "The Immigration Act ... says to
the man in Europe. who wishes to come to
the United States but has not the means of
coming of his own, [that Washington will
advance him the fare] to be paid back within
12 months; and shall be a lien at all times
upon any real estate which he may acquire,
so as to constitute it in the nature of a
mortgage. "35

Barnas Sears, the General Agent for the
Peabody Education Fund, observed this
Southern immigration: "The tide of immi
gration into (Texas) is constantly swelling.
While I was there, every steamer that ar
rived was crowded with immigrants . . .
they came from almost every part ofEurope
. . . the Germans are the most numerous
. . . large communities of them are settling
in the Western portions of the state. ,,36

By the 1870s immigration reached tidal
wave proportions. "Net immigration of the
last 8 years: 2,792,383. ,,37

"The era of substantial progress for the
South may indeed be said to have com
menced with the termination of the war,
which obliterated the system of compulsory
labor and the monopoly of production of
great landed proprietors . . . the division of
lands into small tracts . . . (will) attract the
immigration which is the invigorating life of
states. ,,38

Justin Morrill also pointed out that en
forced immigration would further distort
the power balance between the federal

and state governments. The Bureau of Im
migration, Morrill said, would "encourage
migration from the populations of Europe,
by the authority of the general government,
the distribution of which is contemplated
by this bill to be made in all sections of
the country . . . without the slightest refer
ence to consulting the states upon the sub
ject. ,,39

Relocation as Re-Education
Another way to transform the Southern

racist mind away from the siren song of
cotton, was to relocate them in the North.
General John Eaton of the Freedmen's Bu
reau, and later Commissioner of the Bureau
of Education, noted: "Cairo (Illinois) ...
served as a portal through which thousands
of poor whites and negroes were sent into
the loyal states as fast as opportunities
offered for providing them with homes and
employment. Many of these became perma
nent, residents . . . [Those who refused to
work] were kept under military surveillance
and guided authoritatively toward some def
inite means of self-support . . . the educa
tional influences of the change was notice
able and most important . . . Returning
South, after perhaps a year's absence, to the
neighborhood of their former homes . . .
[the] transformation through living in the
midst of the industries of the North was
really very great. They had made the dis
covery that the possession ofa vast property
and the ownership of slaves . . . was not
essential either to self-respect or social
standing. ,,40

Senator Charles Buckalew of Pennsylva
nia presented the other side. The Freed
men's Bureau, he said, "contemplates the
distribution of this population [refugees and
former slaves] throughout the whole coun
try and in our Northern states . . . [They]
may object to such an exertion of power or
rather a perversion of power by this gov
ernment . . . I think the proposition, upon
the mere statement of it, ··is so monstrous,
and in its effects, so pernicious, that it ought
to receive no favor or indulgence from this
body.,,41



The Foundation for Economic Education
Irvington-on-Hudson, New York 10533

Tel. (914) 591-7230
Fax (914) 591-8910

February 1995

Social Security

Politicians love it because it buys
votes and re-elections. They fear it
because it may spell defeat and

ruin to those who dare to question its
meaning and reflect upon its conse
quences. It raises all kinds of political
double-talkers who falter every time it is
merely mentioned.

Social Security was born of politics as
a full-employment measure of the
Roosevelt New Deal. As such it failed
dismally, for mass unemployment is still
with us, plaguing several million
Americans. Instead, it has become the
most powerful political welfare system
ever devised, delivering trillions of dol
lars from the working population to
some 30 million persons along in years.
The Medicare system, which was added
in 1965, provides comprehensive health
care coverage for more than 35 million
people age 65 and over. Altogether, 45
million Americans, almost one out of
every six, partake of one or several kinds
of programs. More than 130 million tax
payers are forced to pay for it.

The Social Security Act was signed by
President Franklin D. Roosevelt in 1935.
The first retirement benefits were paid in
1940 to Ida May Fuller of Vermont. She
had paid in a total of $24.95 and got back
$20,897 before her death in 1975. Later
retirees who made full use of Medicare
reaped six-figure amounts.

Social Security is a giant welfare sys-

tem although its beneficiaries are quick
to call it an insurance program. "I paid
in, I contributed, I earned my benefits."
This is the most common argument in
defense of the system. In reality, simple
calculation easily ascertains that most
beneficiaries withdraw in several
months what they contributed. The
maximum contribution from 1937
through 1949 amounted to one percent
on $3,000 annual income, or $30 a year.
In 1950 it rose to 11/2 percent, or $45,
and thereafter continued to creep up in
small increments. Few old-timers, if
any, contributed more than $1,000, with
interest on interest, during their working
years. Living in retirement now, and
having received the equivalent of their
contributions from the system, they are
drawing public assistance for the rest of
their lives.

Every political transfer system divides
society into two distinct social classes:
the beneficiaries of the transfer and the
victims who are forced to bear the costs.
It creates insoluble political and econom
ic conflict which grows with the magni
tude of the transfer. The Social Security
System is the source and breeding place
of the most poisonous and virulent
social conflict, a conflict that is growing
steadily as the victims become aware of
the burdens placed on them.

While the first generation that
launched the system won the prize and



carried off a fortune, all others who fol
low are condemned to square the
account. The Social Security
Amendments of 1977 greatly raised pay
roll taxes to cover the rising costs and
create a $4 trillion surplus in the Social
Security Trust Fund. Since 1977 tax rates
and tax basis have risen nearly every
year and now amount to 15.3 percent of
gross wages up to $60,000, or $9,271.80 a
year.

Young people are forced to contribute
much more than they can ever expect to
draw out. They face the distressing
choice between suffering the losses
inflicted by the first generation and shift
ing the burden to future generations
through ever higher taxes on them. Yet,
no matter how frantic the shifting, it
does not square the account.

The dilemma is giving rise to numer
ous reform proposals. Most merely are
new concoctions of the same old transfer
system, searching for new victims for old
beneficiaries, reorganizing the bureau
cracy and appointing new administra
tors. There can be no genuine reform of
the Social Security System until we
become aware of its true meaning and
significance. To this end the following
proposals may shed some light and
return to the basics of a moral order:

1. Information to Recipients - To
restore a commonplace truth and real
ism, every recipient of Social Security
benefits should be informed of the
nature and source of his benefits. Every
check should carry a stub that reveals
the dollar amount contributed to the
System by him and his employer and the
cumulative amount of benefits received
by him as of that check.

2. Means Test Applied - When the
total benefits exceed the contributions
made during the productive years, the

recipient should undergo a means test.
A millionaire who has received an
amount equal to his contributions
should receive no more. A poor retiree
who is lacking the means of support
should continue to draw his benefits.
But they should be truthfully called
"Social Security assistance."

3. Parent and Child - When Social
Security assistance seems to be called for,
the children of a retired worker should
be given an opportunity to contribute to
the support of their parents. As the par
ents are responsible for their children, so
are children responsible for their parents.
No Social Security System should eradi
cate this moral law and Biblical com
mandment.

4. Freedom of Choice - Social
Security builds on legislation, regulation,
taxation, and all means of force.
Tolerating no resistance it exacts an
ever-growing share of individual
incomes. If it could be made to suffer
just a modicum of freedom, it would
permit recalcitrant members to depart
and find their own security. Millions of
Americans are waiting anxiously for the
day when they will be free. They would
forego all promises of benefits in the
future for the joy of freedom today.

Reformation is a work of time. A
national institution, however wrong and
harmful it may be, cannot be totally
changed at once. We must first shed
light on its true nature and, above all,
reveal its immoral foundation.

Hans F. Sennholz

If you ask, the Social Security Administration will send you a statement
telling you how much you have paid in. You can then compare this amount
with your estimate of benefits received, including those of Medicare.

If the benefits exceed the payments, you are receiving public assistance.

To get your statement, call 1-800-772-1213.



Spring Round Tables

Reserve these days for our spring 1995 series of Round Table events!
We've set up an exciting lineup of speakers for your enlightenment that
includes Dr. Jane Orient and Dr. Mark Skousen. Don't miss these stimu

lating evenings, which begin at 5:00 with a reception and dinner, and then go
on to a lively discussion session. Charge: $40 per person per event; certain dis
counts are available.

March 4 with Jane Orient, M.D.
April 1 with Joe Sobran

May 6 with George Reisman

June 3 with Mark Skousen

Coming Seminars at FEE
Undergraduate seminar April 6-8

Austrian Seminar (by invitation) July 9-14

First Summer Seminar July 23-28

Second Summer Seminar August 13-18

Call or write: Dr. Barbara Dodsworth, 30 South Broadway,
Irvington-on-Hudson, NY 10533; (914) 591-7230.

Light a fire for freedom!
Launch a Freeman Society

Discussion Club!

Join the growing ranks of Freeman readers who have become part of
FEE's network of Freeman Society Discussion Clubs. At the beginning

of 1995 more than 50 clubs had been organized in the United States and
abroad.

Leonard E. Read once observed that rancid intellectual soil nurtures
an unending variety of socialist fallacies and that "finding the right is
the key to salvation." FEE is making the right both known and preva
lent by launching discussion clubs nationwide, and by providing free lit
erature and speakers to improve understanding of the moral and intel
lectual foundation of a free society. Club members receive a number of
special benefits, including discounts on FEE publications and invitations
to special FEE events.

For more information about starting a discussion club, or joining a
Freeman Club that may already be meeting in your area, write Felix R.
Livingston, Director of Freeman Services, 2814 Hilsdale Harbor Way,
Jacksonville, FL 32216, or call/fax (904) 448-0105.



New from FEE!

THE LUSTRE OF GOLD

W hy is the gold standard viewed with disfavor by many? What is it
that causes politicians and economists, such as John Maynard
Keynes, to disparage and decry a monetary system which has been

man's standard for thousands of years?

The gold standard is a monetary system in which gold is proper money and all
paper moneys are merely substitutes payable in gold. It is as old as man's civi
lization. Throughout the ages it emerged again and again because man need
ed a dependable medium of exchange and gold was found to be such a medi
um.

The gold standard that builds on freedom does not fail of its own accord. It
springs eternally from freedom but succumbs to force and violence. Its
implacable enemy is government in search of more revenue.

The seventeen essays in this collection examine the rejection of gold, the histo
ry of the gold standard and private coinage in the United States, and the
prospects for monetary reform. Contributors include Hans F. Sennholz, Mark
Skousen, Henry Hazlitt, Elgin Groseclose, Robert G. Anderson, and Lawrence
W.Reed.

150 pages + index $14.95 paperback

THEFREEMAN
IDEAS ON LIBERTY

1994 Bound Volume

Sturdily sewn in a single volume with navy blue cloth cover and gold foil
stamping, the twelve issues from January through December 1994 - 720
pages, fully indexed for handy reference to the latest literature of free

dom. More than 100 feature articles on topics such as education, environment,
government regulation and control, health care, individual rights, morality
and ethics, private property, voluntary action, and international trade. Reviews
of more than three dozen books.

$19.95 each
Save! Special introductory price: $16.95, through March 15, 1995

Note: Freeman bound volumes for the years 1986 through 1993 are available at
$16.95 each until March 15. (Regular price is $19.95 each.)



LAND CONTROL AS MIND CONTROL 101

The Freedmen's Bureau had the first
peace time federal education mandate.
Overtly, it was to educate the ex-slaves so
they could survive in a free society. Co
vertly, this education was to transform so
called racist whites. "A growing conviction
prevails favorable to the introduction by the
United States government of a general sys
tem of education for the states . . . Igno
rance in the Southern·states is one of the
most serious obstacles in the way of a
thorough reconstruction.' ,42

Congress forced a federalized education
into the South through new state constitu
tions which compelled tax-supported
schools supervised from Washington. But
initially Congress authorized no funds for
this, either to the states or the Freedmen's
Bureau, fearing taxpayers would balk at this
great new centralization of power.

So the Freedmen's Bureau funded its
schools without Congressional approval or
citizen acceptance, setting the legal prece
dent for current off-budget funding meth
ods: "2,118 schools [are] under the care of
the Bureau . . . the expenses of the Bureau
were met the first year with the proceeds of
rents, sale ofcrops, school taxes, and tuition
and sale of 'Confederate States' property.
The amount raised from all these miscella
neous sources was $1,865,645.40. "43

By law, all operations of the Freedmen's
Bureau ended in January 1871, but off
budget funding made it self-supporting. It
did not depend on the law to continue its
existence. Representative Thompson Mc
Neeley of Illinois was shocked to find this
out: "In 1867, $800,000 was appropriated
for transportation. And now [in February
1871, a month after its legal termination] the
House is asked to appropriate $6,000 for
'transportation of officers and agents.' I
thought this bureau was to come to an end
some time ... we have been promised from
time to time that it should come to an end,
yet in this bill there are appropriations to the
extent of$139,OOO to keep it up and continue
it. ,,44

As with many ofits other unconstitutional
operations, the Freedmen's Bureau confis
cated property and nationalized existing

schools in the Northern states, too: "There
was, at the close of the last school term, in
the 13 states lately in rebellion, and includ
ing Kentucky, Maryland, and the District of
Columbia [all in the Union], 975 regularly
organized schools, 1,405 teachers, 90,778
pupils. ' ,45

Soon civil government began to use the
same off-budget techniques. This is from the
"Minority Opinion" of the Reconstruction
Committee, as to why the new Alabama
state constitution was unconstitutional: "It
is made the duty of the governor by an
ordinance, which is not published with the
constitution, for the information of the peo
pie ... to organize 'immediately 137 com
panies of volunteer militia . . . all proceeds
of the sale of contraband and captured
property seized or captured by the militia
shall constitute a part of the fund out of
which they shall be paid,' thus inciting the
volunteers to harass the people in time of
peace by unlawful seizure to provide the
means of paying themselves. ,,46

When the Freedmen's Bureau federalized
Southern schools, anew "progressive" cur
riculum was also needed. Where would it
come from? It came from the Agriculture
Department, which controlled the research
of the Morrill colleges; not only crop re
search but all research. This meant that
curriculum experiments were directed and
distributed by the Agriculture Department;
it meant that land control and mind control
were now centralized in this one agency,
which now had Cabinet-level status.

Direct mind control was now an important
part of the Agriculture Department's mis
sion: "Nature teaching has been introduced
into the common schools . . . teacher's
manuals and the textbooks for instruction in
this branch are being prepared. ,,47 (Nature
teaching, Le., "science," emphasized what
was observable; it stressed the here and now
over the past. The past reflected things like
racism, like the heroism of "The Rebel
lion. " Progressive ideas were here and now
ideas.) "The teaching of young children
regarding the natural objects and phenom
ena about them may be so conducted as to
lead them to see that a knowledge of nature
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may be ofpractical benefit. Their minds will
be early trained to recognize the ultimate
relation between the scientific and practical
knowledge," to erase the past.48

Federalizing of curriculum led the Agri
culture Department to centralize school dis
tricts: "Progress is also being made in the
movement for the consolidation of rural
schools which has already resulted in im
proved conditions in schools in Ohio and
Massachusetts, Iowa and other states.' ,49

Such consolidation made it possible to in
troduce nature study.

Conclusion
This story of land control as mind control

relates directly to today. All law works by
precedent. All current legislative enact
ments are based on law created in the distant
past. Contemporary law does not spring
forth without a grounding in something that
already exists.

The present day small-time drug busts
that often lead to the total confiscation of a
person's private property-well above the
legal limits of the crime-and the massive
property takeovers by the IRS for small
income tax irregularities, base their legal
justification on Reconstruction-era laws and
methods. Reconstruction has not yet ended.
Now, as then, the politically incorrect must
be re-educated or face the consequences
just as in the 1870s. D
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A Matter of Principle

To Educate-Or
Legislate?

T hese are dizzying days for those of us
who have grown gray and weary in the

battle for individual liberty.
As I write, the President is publicly joust

ing with congressional Democratic rivals,
and with Republican opponents, over com
peting initiatives to shrink government, cut
spending, and reduce taxes. The current
argument among politicians is no longer if
such cuts are necessary, but where and how
much to cut.

That's a stunning change from the not
too-distant past, when the very idea of
limiting and reducing government was con
sidered out of the question-when the only
public debates were over which government
agencies to inflate, which program budgets
to fatten, which new regulations to impose,
and which taxes to hike.

I think politicians are reflecting a philo
sophical sea change, a turnabout of popular
attitudes that has transformed the nature of
the debate over the very purposes of gov
ernment. Some free marketers, though, are
more skeptical of the fundamentality and
scope of this intellectual shift.

They point out that none of the warring
political factions yet propose complete and
consistent laissez-faire capitalism. None

Mr. Bidinotto, a StaffWriterfor Reader's Digest,
is a long-time contributor to The Freeman and
lecturer at FEE seminars.

Criminal Justice? The Legal System Versus
Individual Responsibility, edited by Mr. Bidi
notto and published by FEE, is available at
$29.95 in cloth and $19.95 in paperback.

by Robert James Bidinotto

are trying to terminate popular middle-class
"entitlements," such as Social Security and
Medicare, or to end governmental' 'transfer
payments" -what the great nineteenth cen
tury economist Frederic Bastiat called "le
galized plunder." After all the new politi
cians' tinkering is done, say these skeptics,
much of the welfare state will remain intact.

In their view, the radical goal of laissez
faire capitalism implies equally radical po
litical tactics: immediately abolishing all
immoral government programs. Halfway
reforms, they contend, amount to compro
mising on moral principles. "The lesser of
two evils is still evil," they insist.

That argument sounds seductively logi
cal. But is it true that there are no contextual
distinctions between political ends and po
litical means? Is it true that moral consis
tency implies immediate abolitionism?

Opposing the abolitionists are the gradu
alists-in whose camp you may count me.
Gradualists draw contextual distinctions
between ends and means. . . and they reject
the charge that they are" moral compromis
ers" for doing so.

I, for one, don't disagree with the radical
goal of implementing complete laissez-faire.
I share with abolitionists the view that
capitalism is the only social system morally
compatible with the nature and needs of
individuals. In short, I support laissez-faire
capitalism on grounds of moral principle.

However, I disagree that the transforma
tion to pure capitalism can be made over
night, through a program of immediate ab-

103



104 THE FREEMAN • FEBRUARY1995

olition ofall statist injustices. I also disagree
that an agenda of "halfway measures"
reforms that move us incrementally but
steadily in the direction of total liberty
necessarily implies a lack of principle.

Gradualists, too, are utterly uncompro
mising about our ends: we support no mea
sures that would move us one more inch in
the direction of statism. However, in mov
ing toward a freer society, we're certainly
willing to compromise, if necessary, on the
day-to-day pace or extent of change. We're
willing to accept "half a loaf' rather than
no loaf at all.

Such tactical compromises are not moral
compromises. Moving just one step in the
wrong direction is a moral compromise. But
moving only one step-rather than ten, or
one hundred-in the right direction, is not a
moral compromise: it's a tactical agreement
among people over how much good can be
done in a given context. Similarly, if one
can't stop or abolish an evil initiative or
program, it's not a moral compromise to try
to blunt its destructive impact, rendering it
less harlJlfhl. A tactical compromise over
how much bad to avert in a given situation
is not a moral compromise, either.

In short, doing some good is better than
doing none. Why do abolitionists contend
otherwise? I think they've failed to distin
guish between two vastly different contexts:
education and politics. It is one thing to
educate; it is quite another thing to legislate.

All ofus in the field ofpersuasion wear the
hat of educators. As educators, we can
and should-be one hundred percent un
compromising in our philosophical mes
sages. Indeed, we can afford to be: as
individuals, we answer to no one else. We
need not pull our punches. We can, and
should, say bluntly and uncompromisingly
that the initiation offorce , fraud, or coercion
by government is always wrong-that any
governmental program or policy which en
tails such practices must end.

However, politicians are not educators.
They wear a different hat: that of public
representatives.

Somebody once said that "politicians,
like water, cannot rise higher than their

source. " In a representative government
by the very nature of the democratic pro
cess-politicians are followers, not leaders,
of public opinion. If it's true, as Ludwig
von Mises argued, that the marketplace
is a democracy in which consumers rule
by voting with their dollars, it's also true
that a democracy is a marketplace in which
consumers shop in voting booths for the
government personnel and services they
want.

So it's useless to blame politicians, ulti
mately, for the state of our government.
They can rise in office only by reflecting the
popular will, and will fall by defying public
expectations. Even the greatest of states
men can advance against popular winds only
so far, before being swept aside.

Likewise, unless sustained by popular
opinion, political reforms will come undone.
That's why even the best politicians, com
mitted on principle to laissez-faire, may
have to curb their radicalism, mute their
words, and take the best they can get in a
given fight. This does not mean that they
are immoral or spineless; rather, they sim
ply realize that they wear a bridle of ac
countability, and that the voters hold the
reins.

If so, then abolitionists err by focusing
their energies in the field of politics. Trying
to effect change by launching new political
parties, running for office on a laissez-faire
platform, or working to abolish Social Se
curity and the income tax, are efforts
wasted.

Likewise, they are wrong to blame good
politicians for not being radical enough.
Political reform must be rooted in public
attitudes. If incoming politicians are still not
going far enough (and they aren't), it's only
because their masters aren't yet ready for
more dramatic change.

There has indeed been a revolution in the
political marketplace, with "consumers"
demanding major reforms. But we still have
much persuading to do before citizens come
to accept our ultimate vision of a totally free
society.

Before we are ever given the power to
legislate, we must first educate. D
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Self-Control,
NotGun
Control

by Catherine Farmer

Disarm Americans. Force every law
abiding citizen to surrender all firearms

and America will at last be a safer place to
live. Sounds absurd doesn't it? But the
anti-gun lobby, fueled by misinformation
and the FBI's unprecedented political sup
port of gun control-is effectively eroding
Americans' constitutional right to keep and
bear arms.

Passage ofthe Brady Bill was strategically
important. Brady II, which will require
federal licensing and registration ofall guns,
has been submitted to Congress. We can
expect more restrictive legislative initiatives
to follow.

Meanwhile, Americans are fearful, al
most desperate, as they are assailed with
reports of an exploding crime wave. l Pro
ponents of gun control promise safety and
protection in exchange for our civil liberties.
That's not a new promise, but it is an empty
one. All totalitarian regimes disarm their
citizens.

Routinely, superficial theories are offered
to explain the orgy of violent crime in our
nation. The fundamental reason is ignored.
Self-control-not gun-control is the key to
preventing anarchy in America.

Mrs. Farmer is a free-lance writer living in St.
Francisville, Louisiana.

It's Up to the Individual

Personal accountability has virtually been
abandoned in our social structure and is
conceptually absent for an entire generation
of young Americans. Amid a web of infor
mational overload, one message is para
mount. The moral standards, and internal
restraints inherent in historic Western cul
ture are obsolete. Human behavior has been
officially unleashed. And if, in a hedonistic
tantrum, one goes beyond the ever increas
ing limits of acceptable conduct, one need
not look far for absolution. Society, biology,
psychology, racism, sexism-anything
except the individual is now responsible.

It is as natural, and in their hands as
deadly, for such a deviant to use a knife, a
hatchet, a club. The Gainesville student
murders are a case in point. Gruesome
details of rape, stabbing, and decapitation
were revealed after Danny Rolling, a career
criminal, .pleaded guilty to murdering five
college students. Rolling suffers, we are
told, from "intermittent explosive disorder,
a rare condition characterized by aggres
sive, violent outbursts and sometimes by
remorse."

The Criminal as "Victim"
A glance at our criminal justice system

shows there are minimal or often no conse
quences for criminal behavior. Criminals
are routinely characterized as victims.
Through plea bargaining, psychiatric de
fenses, prison furloughs, and early parole,
they are put back on our streets. Seventy
percent of all violent crimes are committed
by only six percent of all criminals.

Demands to reform our criminal justice
system are valid. But it's a long road back to
sane procedures and substantive justice.
Instilling self restraint and responsible be
havior will not be instantaneous or easy. It
is, however, our best hope.

Moreover, is it beneficial, is it moral, to
surrender the right to effectively protect our
children-ourselves? By capturing the
moral high ground with their assertion: "If
gun control saves just one life, then it's
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worth it," proponents of gun control are
often successful in evading the alternative.
"Existing gun control laws have already
cost innocent lives."

In October 1991, 23 people were mur
dered in Luby's cafeteria in Killeen, Texas.
The assailant reloaded his two pistols five
times before the police arrived. Texas law,
which prohibits carrying firearms, insured
that all the victims would be unarmed and
defenseless. Most of us remember the
Luby's massacre. It was national news, and
is often cited as proof of the need for still
more comprehensive gun control.

Shoney's in Anniston, Alabama, just two
months later, was the scene of another
violent encounter involving two criminals
with stolen pistols who forced employees
and 20 customers into the walk-in refriger
ator of the restaurant. You probably don't
remember the Shoney's episode. Most peo
ple have never heard about it. It never made
the national news. (National coverage is
rare when guns are used to save lives.)
Unlike Texas, the only people killed this
time were the two criminals. Thomas Glen
Tarry, a courageous citizen who was legally
armed under Alabama law, fatally shot both
outlaws, and saved the lives of 20 innocent
people.2

The Right to Defend
One's Self

In a landmark study on crime control,
criminologist Gary Kleck explains that

"Victim gun use in crime incidents is asso
ciated with lower rates of crime completion
and ofvictim injury than any other defensive
response, including doing nothing to re
sist." According to Professor Kleck, "vic
tim gun use may be one of the most serious
risks a criminal faces.,,3 Fear ofconfronting
an armed citizen is a deterrent that also
benefits the roughly 50 percent of American
families who don't own firearms. If Janet
Reno and her allies prevail, only criminals
will be armed.

Far from vigilantism, the right to keep and
bear arms is affirmed in our Constitution,
and is rooted in centuries of responsible
citizenship.

But while the constitutionality of gun
control laws is being argued, empirical ev
idence has shown they simply don't work.
Already, there are over 20,000 gun control
laws in the United States. A 1982 National
Institute of Justice report concluded that
such laws had no impact in reducing crim
inal violence.4

To remove guns from law-abiding citizens
presumes that guns are to blame for violent
crime, and shifts responsibility from the
individual to an object. It has been said
before. It's worth repeating: guns don't kill
people; people do. 0

1. For countervailing perspective on crime trend see, Rich
Henderson, "Crime Story," Reason, June 1994, p. 14.

2. David B. Kopel, "The Violence ofGun Control," Policy
Review, Winter 1993, p. 7.

3. Professor Gary Kleck, "Crime Control Through the
Private Use of Armed Force," Social Problems, February
1988, pp. 16, 2.

4. Kopel, p. 16.
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The Last Experiment

by Joseph E. Petta

M any Americans are inspired nostalgi
cally by a hope that classical liberal

ism has not been forever relegated to lonely
chapters in antiquated political texts.
Alaska, in particular, cultivates an optimis
tic vision of a political square-one, a "last
frontier" that nurtures individualism as it
rejects centralized control. If the liberal
vision of our Founding Fathers can be
realized anywhere in the United States with
out armed revolution, it is in Alaska. It
provides us still with a peaceful opportunity
to experience enlightened government be
cause of its unique history and physical
location.

Because the land is sparsely populated,
the average Alaskan is free from techno
cratic control, an overbearing police pres
ence, and other Orwellian social features.
Yet on a comprehensive level, Alaskan
freedom is a false illusion, an economic
frontier that has been conquered well before
its maturation by a greedy, unchecked fed
eral bureaucracy and factionalized special
interests.

Alaska's frontier is presently under siege
from outside and from within, the result of
a rush to claim the respective nuggets ofgold
that Alaska has to offer environmentalists,
Native Alaskans, newly transplanted main
landers, anarchists, libertarians, communi
tarian-socialistic demagogues, the Alaskan

Mr. Petta, who studied at the University of
Alaska Fairbanks, is a master's candidate in
English at William Paterson College, Wayne,
New Jersey . He is becoming an increasingly
active voice for libertarian philosophy.

government, and most especially the U.S.
government. The intensity of these factions
is fueled by an awareness that an important
political cusp is approaching, forcing un
likely alliances between them. Too often,
ends justify means, subverting philosophic
consistency; factions simultaneously defy
and beg the assistance of higher bureau
cratic authorities. I learned firsthand that
the average Alaskan has, like most other
Americans, little knowledge of the real
causal relationships between political and
economic institutions.

Behind Alaska's somewhat desperate po
litical climate lies a pervasive federal gov
ernment and a compliant state government
indulged by the scores of federal mandates
controlling land use. The State of Alaska
is hostage to a federal policy that explicitly
advocates the redistribution of wealth. At
the root of this oppression is an economic
climate antithetical to private property, one
damaging to the future growth of Alaska,
and threatening to individual freedoms.

History
Like most of the United States, Alaska

was purchased directly by the federal gov
ernment. Once referred to as "Seward's
Folly" in dubious honor of William Henry
Seward, chief advocate of the acquisition
and Secretary of State under Andrew John
son, Alaska cost a mere $7.2 million when
purchased from Russia in 1867. The sale was
tepidly received by the American people.

DntH Alaska was granted statehood in
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1959, the federal presence there had been
primarily military. During World War II,
the two most distant islands of the Aleutian
chain, Attu and Kiska, were occupied by the
Japanese until liberated by the U.S. Seventh
Infantry Division. Understandably, this
campaign went largely unnoticed by Amer
icans because ofgreater concerns in Europe
and the Pacific. Yet Alaska's strategic im
portance during the Cold War created a
renewed awareness in the public conscience
that this territory was, in fact, American.
With statehood came the official conclusion
to Manifest Destiny, and even at this point
the greater part of Alaska's history was
forthcoming.

Unlike the ever-expanding and eminently
more accessible mainland West, Alaska was
not offered for two cents an acre to willing
settlers and farmers because its lack of
national political importance. Economic
concerns such as gold mining, timber, and
fishing did emerge during these years, bring
ing short-lived waves ofmass influx but only
trickles of permanent homesteaders. Alas
ka's present social fragmentation is the
result of a history of these economic booms
that have historically left the frontier aban
doned. Consequently, the fewAm~rican

communities that did develop dealt with life
from a highly localized, even immediate,
perspective. An intrusive jurisdiction was
hardly necessary and even today seems an
impossible logistic in the face of local self
governing needs.

Since there has never been a steady public
interest in Alaska until very recently, the
federal government became its main advo
cate during the relatively stagnant 92 years
between purchase and statehood. In this
respect only is the federal government
blameless for present conditions. It was,
and perhaps still is, viewed as a land to be
used, not developed for long-term or large
scale human habitation.

The discovery ofoil on the North Slope in
1968 replaced the days of simple freedom in
a pristine wilderness with a melting pot of
big business, workers, environmentalists,
government agencies, and the ensuing bu
reaucracies. The oil pipeline which runs

from Prudhoe Bay on the Arctic Ocean
down to Valdez on the Prince William
Sound, is responsible for the creation of
many new towns and for the growth of
existing communities. As Alaska became
increasingly more accessible and as the
quality of life improved as a result of this
infusion, mainlanders looking for a new way
of life, academicians, and special interest
advocates followed, helping to further ex
pand an emerging social infrastructure.

The general feeling that one perceives of
not being in the United States, but in a
breakaway country, is understandable from
a psychological perspective. Alaskans are
the victims ofa rather brazen lack ofrespect
from their fellow Americans and their fed
eral government. Alaska is still viewed by
many as a windfall asset for the exclusive
use of the American common good, federal
monopoly or not. Along with the recent
growth in Alaska have come interest groups
from the lower forty-eight, staging old ideo
logical battles in a new land. The inevitable
assimilation of "concerned" mainlanders
into Alaskan society has caused the conser
vative Alaskan conscience to backlash, and
has created more factions than ever imag
inable. Demagogues from the "south," ea
ger to spread egalitarian precepts and ad
vance socialistic legislation through the
exploitation of ethnic and environmental
issues, have forcibly moved the modern
American social battleground north.

Facts
The overwhelming dependence the mod

ern Alaskan has upon government is pri
marily the fault of a self-serving bureau
cracy, complemented by a largely radical
populace engaged in fly-by-night politics.
Thus, it is easy to see why government
retains so much power in Alaska today. But
how did government ever become so en
trenched in the first place?

In the most heavily subsidized state in the
union, Alaskans welcome government
sponsored cake while rejecting it in theory.
Even members of the Alaskan Indepen
dence Party receive their redistributed ben-



efits. According to The Wall Street Journal:
"Alaska's state and local general expendi
tures as a percentage of state personal
income are two and a half times the U.S.
average. The state and local government
payroll, also measured against personal in
come, is about twice the U.S. average.,,1
This, by residents who enjoy the highest
per capita income in the United States to
begin with and are the least-taxed members
of the union, paying neither sales nor state
income tax!2 Everyone of Alaska's approx
imately 540,000 inhabitants is indulged by
government spending four times more than
the residents of any other state.3 This is in
large part due to a phenomenon referred to,
perhaps ironically, as the "permanent
fund," an annual dividend of nearly $1,000
awarded to every Alaskan citizen.

This fund is completely financed by an oil
industry forced to be "generous" for the
simple fact that 99 percent of all land in
Alaska is government-owned, 75 percent
by the federal government.4 Moreover, a
whopping 85 percent of the state's budget
is provided by oil revenues, yet 65 percent
of all jobs in Alaska are government
sponsored!5 This contrast in economic effi
ciency need not be detailed. The only mo
nopoly on power is exercised by the state
and federal governments, forcing what little
industry exists into a state ofvirtual slavery.
How much more prosperous would the
citizens of Alaska be if industry were al
lowed to operate unbridled, without the
condescension of government?

At Prudhoe, a state land facility, twenty
five cents of every dollar in oil revenue is
deposited directly into Alaska's permanent
fund, now in excess of $11 billion.6 How
ever, Prudhoe Bay's output has begun to
decline by 7-10 percent a year since 1990.7

As oil production slows, Alaskans are
threatened with an income tax and an alter
native economic plan. The battle to open the
Arctic National Wildlife Reserve (ANWR)
to drilling is presently being fought, but by
whom? The majority of Alaskans support
drilling at the ANWR site even though the
land is federally owned, which will likely
result in less free revenue for the average
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citizen. Environmental groups vociferously
denounce drilling at ANWR, even though
only .1 percent of the refuge's 19 million
acres will be affected.8

Alaskans are violently proud oftheir land,
what little of it is actually theirs. Under
standably, there is an instinct for a citizenry
so bonded to such a special region to react
against the "destructive" forces of indus
try. Thus, the average Alaskan is also de
cidedly in favor of environmentalist mea
sures. They turn to the state and federal
governments to, in essence, protect these
interests. Meanwhile, the oil industry is
providing the aforementioned gratuities,
made obligatory by a government monopoly
on land! The Alaskan future is thus com
promised, the consumer is burdened with
the inevitably inflated cost of fuel, and
special interests gain false credibility and
power.

Government Tyranny
Witness a government that is seemingly

both problem and solution, which renders
it, in fact, the problem only. In Federalist
No.1, Alexander Hamilton argues for "the
utility of Union." He feared, as did the rest
of the Founding Fathers, the tyranny that
eventually follows democratic instability.
Over the last 200 years, Americans have
gradually become tyrannized by the over
utilization of union. There are few rugged
individualists left in Alaska willing to forgo
the benefits of mere residency and, so,
government control over everyday life be
comes insuperable. Any chance for a citi
zenry to benefit from a free-market where
economic growth and lower consumer costs
are complementary, not at odds, is conve
niently disregarded. The real beneficiary of
this arrangement is, of course, the state and
federal governments, in terms of money and
power.

Ayn Rand identifies the type of conspir-
acy that is highly visible in Alaska today:

Every coercive monopoly that exists or
has ever existed-in the United States, in
Europe, or anywhere else in the world
was created and made possible only by an
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act ofgovernment: by special franchises,
licenses, subsidies, by legislative actions
which granted special privileges (not at
tainable on a free market) to a man or
group of men, and forbade all others to
enter that particular field.9

The so-called economic crisis that looms
on Alaska's snow-capped horizon has been
artificially created, artificially (and tempo
rarily) quelled by government control over
big business, and is being artificially inten
sified by contradictory government pro
grams designed to "promote" growth. The
resulting tension and confusion among Alas
kans. is unfortunate as it, too, is an artificial
creation.

There is no real threat apparent, certainly
not from industry, so government agencies
have created an explosive political situation
by inventing needs for their usefulness. In
1981, the Alaska National Interest and
Lands Conservation bill was enacted re-. 'sumlng federal control over fish, game, and
land. 10 As can be imagined, the efficiency of
such management has been less than exem
plary. For example, large expenditures have
been wasted on subsidizing agriculture be
cause bison responsible for trampling crops
are protected by federal statutes. Fishermen
have been lent money to buy boats, yet are
thwarted from prospering because of strict
bureaucratic control over fishing permits. 11

There are dozens more such cases.
Both acts epitomize the contradictory

legislative hybrids that can only be created
by government; in this case, the simulta
neous pandering to special interests and the
forcing of gratuitous political measures to
"assist" the weakening economic infra
structure. It is a manipulation on par with
any textbook fascism. A motivation to frag
ment, and thus dominate, is veiled behind
the irony ofgovernment "service. " Grossly
paternal programs such as the Alaska Na
tive Claims Settlement Act (1971), which
mandated that Native Alaskans form tribal

corporations subsidized by both the federal
and state governments, ultimately failed
because they were embraced only in lieu of
less palatable offers from government. 12

Solution
The one option never offered Alaskans

is the answer to every chronic problem that
the state suffers-the privatization of all
land and the disbandment of state and fed
eral regulatory bodies. Consequently, many
Alaskans subvert inherently classical liberal
values they wish for in their everyday lives
by soliciting programs, agencies and legis
lative acts that are antithetical to their true
aim of personal freedom.

There is no logical reason for private
industry not to thrive in Alaska. Enjoying
untapped resources that would be the envy
of most nations, there is certainly no argu
ment against potential prosperity. Alaska
could be testament to the powerful quality of
the individual human psyche when freed
from the artificial burdens of government
extended beyond its proper boundaries.
Alaskans must rise to their own level of
beliefs by rejecting all state and federal
impositions, regardless of windfall eco
nomic benefits that are invariably less
"profitable" than free market growth and
individual freedom. D
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TheReaI
Reason Welfare
Should End

by Michael Levin

Welfare should end, but not for the
usual reasons. The Right has long

held, and the Left is coming reluctantly to
agree, that welfare creates a culture of
dependency, sapping the initiative of its
recipients. In the slums right now a gener
ation of illegitimate children raised father
less on Aid to Families with Dependent
Children is being encouraged by welfare to
produce the next generation.

Welfare no doubt has this effect, but what
is wrong with welfare is not that it harms its
recipients-lack of ambition is no burden if
ambition is not needed for survival-but its
moral outrageousness.

Let us try, for once, to see welfare not
from the perspective of its recipients, but
from the perspective ofthose who finance it.
By what right can someone who works for
a living, who has his own family to worry
about, be required to support somebody
else, or, what is worse, somebody else's
illegitimate child? And forced the taxpayer
is. Should he deduct from his tax payment
the proportion the government will use for
welfare, he is given a jail sentence, not a
lecture on charity.

Professor Levin teaches in the Department of
Philosophy at City College and The Graduate
Center of The City University, New York, New
York.

I am willing to grant that everyone is
obliged to help the unfortunate, and that
indifference to this obligation is a character
defect. But compassion and charity are not
the issue. The issue is forcible fulfillment of
the duty of charity, or someone's idea of
what this duty entails. Let those who feel
obligated to support the abandoned illegiti
mate children of strangers do so. But leave
others to wrestle with their consciences as
they see fit.

This is a democracy, and the majority,
which evidently does feel this obligation,
has acted on it by passing the laws that
created welfare entitlements. But that does
not make the laws right. Forcing someone to
support the illegitimate children of strangers
is wrong even when the forcing is done by a
majority.

As soon as anyone voices a wish to
eliminate welfare, a sort ofhostage situation
is created, wherein welfare advocates raise
the prospect of illegitimate children born
to poor women. It is asked what will happen
to these misbegotten children if "we" do
not care for them-with the implication that
it will be "our" fault if they starve.

First of all, no one seriously doubts that
there would be fewer illegitimate babies
than there are now if it were made clear well
in advance that on a certain date welfare
AFDC, food stamps, subsidized housing,
the lot-was going to end.

But let us imagine an unmarried woman so
uninformed and improvident that, without
giving thought to how she might be sup
ported were she to become pregnant, con
sents to intercourse, and does bear a child.
If the conservative's deus ex machina,
"charity," does not arrive on schedule, the
child starves. But responsibility for assuring
that the child does not starve presumably
resides with whoever is responsible for the
child itself. The mother is responsible, and
so is the father; by all means let us make the
father support his offspring. But I am not
responsible. I didn't impregnate the woman,
or force her to have sex. Why then should I
be forced to take care of it?

"How can you be so concerned with
'responsibility' and laying blame when a
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child is starving?" The answer is that I have
to be concerned, or else I'm going to con
tinue to help support that child as well as my
own.

When "welfare reform" is undertaken for
the wrong reasons, the reforms inevitably go
in the wrong direction. The most appalling
revelation about the plan submitted by Bill
Clinton to "end welfare as we know it" is
that its cost exceeds that of the welfare we
know! The Clintonites make no bones of
their enthusiasm for job training, childcare,
and other new entitlements to encourage
"independence." In practice, this means
that instead of merely having to support the
illegitimate child of a stranger, the taxpayer
will have to support daycare and the strang
er's vocational training as well.

We Are Individuals
Welfare rests on a fallacy and a myth. The

fallacy is what logicians call Composition,

reasoning from properties of the parts of
a whole to properties of the whole. I am
responsible for my children, you for yours;
in this sense we are all responsible for our
children. But then this "we" is surrepti
tiously interpreted to mean all of us collec
tively, so that "our" children become all
children taken together. Suddenly "Ameri
ca" must take care of "its" children, and
then, only a little less suddenly, everyone
who can pay is paying for everybody's
children.

Reinforcing this fallacy is the myth that
We Are All In This Together, that we all
share each other's fate. We don't. We are
separate persons~ families, clans, and
groups, pursuing our various ends. We can
and should cooperate, and-sometimes, not
always-offer help in adversity. But we are
all individually responsible for our fates, a
responsibility that cannot be undone by
forcing some people to pay for the heedless
ness of others. 0

The Population Bomb:
Exploding the Myth

by Felix Livingston

Doomsday projections made two centu
ries ago by Thomas Malthus were re

vived by grim-faced delegates at the U.N.
Population Conference in Cairo last year.
The consensus of those present was that a
population bomb is about to explode unless
there is governmental intervention on a
global scale. If nothing is done, we are
warned, world population will double by the
year 2055.
Dr. Livingston is Director of Freeman Services
for The Foundation for Economic Education.

The new doomsayers predict that popu
lation will grow geometrically without
bound and food production will be slowed
because of fixed technology and dwindling
resources. But statistics reveal that eco
nomic status dramatically affects the deci
sion to have children. As a nation's per
capita income increases, its birth rate de
clines. In addition, the world food supply is
growing at a faster rate than population.
This trend will likely continue because of
technology changes in agriculture and con-
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tinuing improvements in the ability to sup
ply energy.

Malthusians say that governments must
control reproductive habits of the poor be
cause changes in childbearing practices
have resulted in rapid population growth in
developing nations. Not true: the average
family size in Third World countries is
virtually unchanged. World population is
increasing because of lower death rates due
to better nutrition and disease control. An
other popular but misguided argument is
that high population density adversely af
fects the ability of a nation to develop. But
the data shows that densely populated na
tions, such as Taiwan and Japan, can be very
prosperous. Conversely, some sparsely pop
ulated countries are among the world's
poorest.

The evidence is clear. The surest way for
a nation to defuse its population bomb is to
create a fertile environment for economic
growth. Why, then, does the official Cairo
plan ignore development issues while advo
cating government spending of $17 billion
annually on programs such as healthcare,
family planning, and gender equality? First,
many bureaucrats who attended the meeting
do not believe that free choices made by
millions of free people can possibly have
beneficial social results. Only the prescrip
tions of an informed few-paid for and
sometimes brutally applied by a central
authority-can cope with the "population
juggernaut." Second, many intellectuals
who were in Cairo make a comfortable living

from government subsidies that fund their
policy proposals. Third, free economic de
velopment poses a threat to the raw political
power exercised by the world's petty ty
rants. An effective way to spread the suffo
cating blanket of control over a nation's
citizens is to declare an emergency, which
can be relieved only by enacting legislation
to regiment and control people. The so
called crisis ends, but the new laws and
institutions remain. Government expands;
freedom contracts. The only antidote to
arbitrary political power is the freedom
which is built into the private property
order.

"We cannot pry into the hearts of men,"
said Dr. Johnson, "but their actions are
open to observation." While moral postur
ing and lofty rhetoric characterized the
Cairo meeting, nothing advocated in its
113-page plan will banish the famine and
material suffering that characterize the
world's developing nations. The real popu
lation problem affecting many Third World
countries is their refusal to adopt the habits
and institutions that foster private enter
prise and entrepreneurship. Nations that do
not enforce private property rights and that
view the accomplishments of producers as
antisocial suffocate the spirit of enterprise
and eliminate the very conditions necessary
for political liberty and economic prosper
ity. When people are free to pursue their
economic interests in free markets, the so
called "population problem" will resolve
itself. 0
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Pro Sports on the Dole

by Raymond J. Keating

Baseball is no longerjust a game; it's big
business. Such is the conventional wis

dom today. And with salaries skyrocketing
to the point where now the average major
league baseball player earns $1.2 million a
year, who could disagree?

However, ever since the first professional
team, the Cincinnati Red Stockings, was
fielded in 1869, baseball has been a business.
Indeed, this is not something to be ashamed
of; it should be celebrated. The fact that
baseball is a business allows the profession
als who play the sport to hone their skills
to a point and for a period of time largely
unknown to those participating in amateur
sports.

The business status of baseball has en
abled it to become America's "national
pastime. " Just as the great feats of Johnny
Bench, Tom Seaver, Mike Schmidt, and
Reggie Jackson captured the imagination of
my generation, the achievements of Ken
Griffey, Jr., Matt Williams, Barry Larkin,
and Cal Ripken, Jr., inspire today's youth
and the rest of us as well. This excellence
largely emerges out of baseball's status as a
business or profession.

Unfortunately, the dark side of big busi
ness is a major part of the game as well.
Corporate welfare deeply infiltrates base
ball, along with most other professional
sports. That is, a distasteful and costly
alliance between government and business.

Mr. Keating is the director ofNew York Citizens
for a Sound Economy Foundation, and partner
with Northeast Economics and Consulting.

Fans no longer support their favorite teams
and players merely through ticket prices,
concessions, team apparel and souvenirs,
and cable TV subscriptions, but through
their taxes as well. Taxpayers across Amer
ica-whether they are fans or not-are sub
sidizing the portion of the entertainment
industry known as professional sports.
While such subsidies are completely unjus
tified, they become even more egregious
considering, for example, that the average
employee in major league baseball earns
more than a million dollars a year.

Examples abound. New York-long ac
cepted as the capital of traditional welfare
spending-has managed to turn practically
all levels of sport into welfare clients. Most
prominently, both the state and New York
City have been scrambling since 1993 to
come up with plans for either a new Yankee
Stadium in a new locale, or upgrades to the
current facility in order to stop team owner
George Steinbrenner from moving the
Bronx Bombers out of New York. The cost
to New York taxpayers vary from a whop
ping $1 billion proposal for an entirely new
stadium to almost $400 million for a seem
ingly modest plan for a stadium upgrade that
includes a new bridge leading into an 11,000
car parking garage, as well as a shopping
mall.

However, New York state's officials are
not content to extend corporate welfare to
only the New York Yankees. In the state's
1994-95 budget, well over $100 million was
slated for other stadiums and sports facili-
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ties, including $8 million for Rich Stadium,
home of the Buffalo Bills; $25 million for
the Buffalo Sabres' new hockey arena; $4.5
million for the Soccer Hall of Fame in
Oneonta, and millions more for minor
league baseball stadiums across the state.
Perhaps most distressing, though, is the
$125,000 in state taxpayer dollars for the
Baseball Hall of Fame Stadium in Coopers
town-a great blow to the innocence and
independence of baseball.

Of course, New York is certainly not
alone in this alliance of government and
professional sports. Jacksonville, Florida,
for example, has agreed to finance a $121
million Gator Bowl renovation for its ex
pansion National Football League (NFL)
team, the Jaguars.

Meanwhile, some cities and states have
taken the saying "Build it and he will come"
from the movie Field ofDreams literally. St.
Petersburg, Florida, built a domed stadium
in anticipation of landing a major league
baseball team. A possible move by the San
Francisco Giants to St. Pete was nixed, so
no baseball team yet. The taxpayers' bill
equaled $138 million. Similarly, the State of
Missouri started building a new domed sta
dium in St. Louis to lure an NFL franchise.
Despite lobbying by U.S. Representative
Richard Gephardt, the NFL shunned St.
Louis during its last expansion meeting. The
cost of the yet-to-be-completed stadium to
Missouri's taxpayers-an estimated $200
million. The city ofNashville, Tennessee, is
building a taxpayer-funded arena for bas
ketball and/or hockey without a tenant as
well, at a cost of $140 million.

These governments have decided to take
on the role of venture capitalist. Govern
ment bureaucrats lack the experience,
knowledge, and proper incentives to make
such investment decisions. In addition, the
risky nature of these endeavors dictates that
private resources should be used in lieu of
taxpayer dollars.

Billions for Baseball
Baseball stadiums opening to great ac

claim recently include the Baltimore Ori-
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oles' Camden Yards, the Chicago White
Sox's new Comiskey Park, the Texas Rang
ers' Ballpark at Arlington, and the Cleve
land Indians' Jacobs Field. The acclaim is
certainly justified as these new stadiums are
unique parks made for baseball, unlike the
sterile, round, utilitarian, astroturf stadiums
built in the 1960s and 1970s. Unfortunately,
taxpayers were tapped for these parks as
well-$200 million for Camden Yards, $135
million for Comiskey Park, and $236 million
for Jacobs Field and a new arena for bas
ketball's Cleveland Cavaliers. As for the
Ballpark at Arlington, the total cost of $190
million was split-$135 million in taxpayer
funding through a one-halfcent city sales tax
and $55 million in private financing by the
Rangers including the sale of 15-year op
tions on 10,400 of the new stadium's seats
and first-year sales ofluxury suites. In 1995,
the Colorado Rockies will move into a new
stadium in Denver which cost taxpayers
$141 million.

Even the self-proclaimed free-market
governor of Massachusetts, Bill Weld, has
succumbed to the temptations of taxpayer
subsidized professional sports. He has
thrown his support behind a $700 million
stadium and convention center in downtown
Boston for the NFL's New England Patri
ots.

In Connecticut, multiple layers ofgovern
ment complicate the arena business. The
city of Hartford owns the Hartford Civic
Center, but is leasing it to the state of
Connecticut at a cost of $48 million for a
20-year period in order to help pay the city's
debt service. In turn, the state is investing
in upgrades to the arena-home ofhockey's
Hartford Whalers-at an estimated cost of
more than $5 million. According to a Con
necticut economic development spokes
man, the state expects to cover their total
costs through arena-based revenues, includ
ing a $1 ticket tax, and even "generate a
small profit." (Of course, the question aris
es: If the Hartford Civic Center can generate
a profit, why not privatize it?)

In a June 6, 1994, article, Forbes maga
zine reported, "Over $1 billion has been
spent for facilities opened since 1992,
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ground has been broken on another $1.5
billion worth, and there are plans for still
another $5 billion in construction by the
end of the decade. " With taxpayers footing
most of the bill. The assumption underly
ing all this activity-government subsidiz
ing, taxing, borrowing, and playing venture
capitalist-is that taxpayer subsidization of
professional sports enhances economic
growth. This is, at best, a questionable
assumption.

Robert A. Baade, an economics professor
at Lake Forest College in Illinois, wrote a
study recently for the Heartland Institute in
which he compared economic growth rates
in metropolitan areas before and after the
introduction ofprofessional teams, new sta
diums, and new arenas. His results over
whelmingly indicate "that professional
sports is not statistically significant in de
termining economic growth rates." Baade
declares that his study "finds no support for
the notion that there is an economic ratio
nale for public subsidies to sports teams and
stadium and arena construction." He fur
ther explains: "Attending a sporting event
is but one possible use of an individual's
leisure time and money. It is possible that
no connection between professional sports
and per capita income growth emerged be
cause sports spending simply substitutes for
other forms of leisure spending." Baade
also notes that the types of jobs associated
with stadium activity tend to be seasonal
and low wage.

Charles C. Euchner, a political science
professor at the College of the Holy Cross,
also raises serious doubts regarding the
economic merits of new sports stadiums in
his book Playing the Field: Why Sports
Teams Move and Cities Fight to Keep
Them. He goes a step further, however,
observing:

Whatever the merits of sports-based
development, those cities that most need
an economic boost are least able to make
major investments such as stadium con
struction. Studies have shown that eco
nomically struggling cities tend to pay
more for expensive and ineffect.ive

projects for development because of a
sense of desperation to show tangible
improvement. Stadiums and sports teams
are luxuries that fiscally strapped cities
can ill afford-yet have great difficulty
bypassing because of the potency of sym
bolic notions like "renaissance" and
"major league status."

Keep the Yankees
in New York?

This "sense of desperation" is most evi
dent in the scramble by state and city
officials to keep the Yankees in New York.
Many New Yorkers still feel the pain of the
Dodgers' and Giants' flight to California
more than three decades ago. Over these
same three decades, New York has wit
nessed an even more massive exodus of
individuals, entrepreneurs, and businesses.
Apparently unwilling to make the decisions
that will stem and even turn this tide,
government officials have grabbed onto the
myth that if New York can just keep the
Yankees the city's economy will somehow
stay afloat.

In fact, status seems to be the only benefit
to be derived from government subsidiza
tion of teams and stadiums. Hundreds of
millions of taxpayer dollars is a hefty price
to pay for a nebulous feeling of status.
Yankee Stadium, for example, seems to
have done little even for the status of the
South Bronx.

Indeed, ProfessorBaade observes, "The
data suggest that stadium subsidies and
other sports subsidies benefit not the com
munity as a whole, but rather team owners
and professional athletes." One of the latest
government proposals, to keep the Yankees
in the Bronx would fit this observation. The
plan for a bridge from Manhattan leading
straight into a new parking garage, where
fans then would proceed through a mall into
the stadium, seems specifically designed to
separate the stadium and fans from the local,
often dangerous, community where Yankee
Stadium sits.

Very little empirical evidence exists sup
porting government subsidization of profes-



sional sports. Complementing the economic
arguments against such activity is Ameri
ca's tradition of limited government. When
one considers the proper role ofgovernment
in society, the case against taxpayer-sup
ported sports facilities becomes even stron
ger.

A sound governing philosophy dictates
that government should undertake only
those critical activities that the private sec
tor proves unable to supply. On the federal
level, national defense comes to mind. On
the state and local levels, one thinks of
public safety, such as police and the justice
system. The political debate intensifies once
the focus moves beyond such duties. Wit
ness the growing debate over welfare in
our nation. The notion, therefore, that sub
sidizing professional sports-a part of the
entertainment industry-is a proper gov
ernment undertaking becomes highly de
batable, to say the least. It is difficult to
imagine any of our Founding Fathers, if
alive today, supporting taxpayer-funded
baseball stadiums as a legitimate function
of government.

From 1950 through 1980, though, the
trend toward government-owned stadiums
and arenas seemed irreversible. According
to economics professors James Quirk and
Rodney Fort, in their book Pay Dirt, the
percentage of publicly owned stadiums in
baseball's American League rose from 12
percent in 1950 to 86 percent in 1980; the
National League rose from 0 percent to 83
percent; the NFL increased from 36 percent
to 96 percent; the National Basketball As
sociation (NBA) from 46 percent to 76
percent; and the National Hockey League
(NHL) from 0 percent to 52 percent.

A small retreat was witnessed in the
1980s, though, as publicly owned facilities
actually dropped by 1991 in the National
League to 75 percent, in the NFL to 93
percent, and to 65 percent in the NBA.
During this period, the Miami Dolphins
moved into the $100 million team-owned Joe
Robbie Stadium, and baseball's St. Louis
Cardinals bought Busch Stadium. Also in
1992, Toronto's Skydome, home to the Blue
Jays, was privatized.
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Taxpayer Revolt?
Government ownership of stadiums and

arenas is not inevitable. The question be
comes: How to stop the channeling of tax
payer dollars to professional sports? A ques
tion that has been asked about countless
government ventures of highly dubious na
ture throughout the ages.

The first option would be a noble decla
ration by the powers that be in professional
sports that taxpayer dollars will no longer
be sought or accepted by their respective
sports. It is difficult to imagine George
Steinbrenner, for example, who has so clev
erly manipulated New York's elected offi
cials thus far, suddenly declaring that he no
longer seeks taxpayer dollars and is willing
to buy Yankee Stadium from New York City
and invest in improvements. After all, the
beneficiaries of government programs and
spending never suggest eliminating those
benefits.

The second option would require self
control on the part of America's elected
officials-swearing off taxpayer subsidies of
sports. In the past, elected officials have had
few incentives to cease subsidizing sports.
Little organized opposition existed to such
ventures and many fans were at least per
ceived to be appreciative of such govern
ment action.

The final decision will lie with the Amer
ican voters. In fact, when put to a vote of the
people, some taxpayer-funded sports stadi
ums have not fared well. The people of San
Francisco, for example, have turned down
several referendums for a new home for
their Giants. Even some politicians have
said no. Tax-cut-minded New Jersey Gov
ernor Christine Todd Whitman recently
nixed a deal to build an arena in Camden to
lure the Philadelphia 76ers and is examining
privatization options for the state's Mead
owlands Sports Complex, home to the
NFL's Giants and Jets, the NBA's Nets,
and the NHL's Devils.

Indeed, alternatives to taxpayer subsidies
are available. The NFL expansion Carolina
Panthers, while accepting $40-45 million
worth of land from the city ofCharlotte, will
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play in a new stadium privately financed, in
part, through the sale of permanent seat
licenses. These license sales guarantee the
purchasers the right to buy season tickets in
perpetuity. They also can be bought and
sold in the marketplace. The total construc
tion costs of the new Carolina Stadium will
be $160 million, with $100 million from the
seat licenses and the rest from private in
vestors. In addition, Washington Redskins
owner Jack Kent Cooke is proposing to
privately finance a new stadium in Mary
land, with construction costs estimated at
$160 million.

The American people need to understand
that the economic impact of government
subsidization of sports is negligible at best.
More likely, by adding to ever-increasing
levels of government spending and taxes
and choosing political rather than market
means of allocating resources, one can le
gitimately' argue that such subsidization is
anti-growth in nature.

Fans also must realize that professional

sports in America will still thrive without
taxpayer subsidies, as they did in the
past. Naturally, team owners will have to
reallocate some resources toward capital
investments. However, no one should
weep for America's multi-billion dollar
sports industry, nor its millionaire players.
They would simply be confronted with
the same decisions faced by all other busi
nesses.

In fact, government officials would better
focus their attention on creating a healthy
economic environment for their respective
cities and states by lowering taxes, reducing
regulatory burdens, and paring down the
size of government. Such an enterprising
environment attracts investment, busi
nesses, and individuals, who in turn create
a viable market, for baseball, football,
hockey, and basketball.

Heck, an environment conducive to eco
nomic growth and opportunity might even
create a market for soccer in the United
States. Well, perhaps I go too far. D

IN MEMORIAM
Murray N. Rothbard

(1926 - 1995)

On January 7,1995, Murray Rothbard departed this mortal life so that he may
join the immortals. Sudden death delivered him from his daily chores and
put his task in other hands.

Those of us who were privileged to know Murray Rothbard have lost a dear col
league who inspired us with his incisive observations, brilliant reflections, and
always keen and sparkling remarks. His departure from the stage of life is a loss to
the whole libertarian world which he helped to forge and mend. He was not only
one of the greatest economists of our generation but also a great social and political
thinker. His was a powerful mind comparable to those of his teacher, Ludwig von
Mises, and his teacher, Eugen von Bohm-Bawerk.

Murray was an indefatigable worker, the author of an unending stream of books and
booklets, essays and articles, many of which have been translated into foreign lan
guages. Several are masterpieces which are destined to be studied by future genera
tions of students and scholars. They have earned him a place of honor in the annals
of libertarian thought.

Hans F. Sennholz
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Religion's Modem Witch Hunt

by Charles Dickson

The Old Testament Book of Exodus con
tains a verse which reads, "thou shalt

not suffer a witch to live." For hundreds of
years since those words were first penned,
religious groups have used them to justify
persecution of those accused of practicing
witchcraft. Some historians estimate that
during the period extending from the fif
teenth through the eighteenth centuries
churches put 300,000 women to death. This
figure includes such episodes as America's
infamous Salem witch trials of 1692 when
the Massachusetts colonists executed 20
persons and imprisoned 150 others.

While witch hunting in the traditional
sense is no longer part of the American
scene, a new form of it has emerged in the
bureaucratic chambers of some major
American religious denominations. This
time the object of religious revenge is not
ladies wearing black dresses and conducting
strange rituals, but rather the management
of many major American corporations.

A quiet, behind-the-scenes war began in
the early 1970s when two national groups
were formed to monitor activity of Ameri
can businesses and then recommend pun
ishments of certain ones by selling off (di
vesting) their stock from the portfolios of
church retirement funds when the compa
nies did anything with which they disagreed.

Dr. Dickson is a chemistry teacher, ordained
clergyman, and writer whose articles have ap
peared in The Wall Street Journal, Barron's, The
Christian Science Monitor, and numerous other
scientific, religious, and business publications.

These groups, serving as watchdog units on
corporate activity are called the Interfaith
Center on Corporate Responsibility (ICCR)
headquartered in New York, and the Inves
tor Responsibility Resource Center (IRRC)
which operates out of Washington.

The Mechanics of
Witch Hunting

Basically the scenario works this way.
The ICCR and the IRRC offer annual sub
scriber services for a fee. In the case of the
ICCR, each participating group must pay
$2,000 which entitles it to receive a monthly
list of what are called "screens." When a
corporate name appears on the screens list
there is also a note as to what "sin" it is
committing which may range from produc
ing alcohol to processing tobacco, polluting
the environment, or, until recently, doing
business in South Africa. Managers of
church retirement fund portfolios who sub
scribe to these services may then elect to
respond to the screen by selling off all the
stock in a particular guilty corporation as a
means of protest.

Thus the mission of the ICCR and IRRC,
with their salaried full-time staffs, is to
search out whatever witches' brews they
may find in the kettles ofAmerican industry
and then recommend punishment by stock
divesting. But who are the ICCR and IRRC
anyway?

The ICCR began in 1971 and occupies the
same headquarters as the National Council

119



120 THE FREEMAN • FEBRUARY 1995

of Churches with whom it works closely.
Membership includes churches ranging
from Quaker to Catholic and from Method
ist to Mennonite. It seeks to manipulate
corporate decision-making by using meth
ods ranging from protest letters to threats of
boycott, negative publicity and, of course,
divestment of stock holdings in the retire
ment funds of its supporting church groups.
In addition it makes recommendations of
companies in which to buy stock.

The IRRC was founded in 1972 and num
bers among its members some of the same
church groups as ICCR plus some corpora
tions who are sympathetic to its cause. This
group reports assets valued at nearly three
million dollars and annual revenues ap
proaching five million. One of its stated
purposes is to produce screens of corpora
tions with recommendations to punish those
companies with which it disagrees.

The combined result ofthese group efforts
is that the stocks of 162 major American
corporations have been, to one degree or
another, removed from the retirement port
folios of clergy and other church workers
without their consent and, in most cases,
without their knowledge. On the list of
"witches" are such financial stalwarts as
Borden, John Deere, Hewlett-Packard,
Westinghouse, General Electric, IBM, Ford
Motor, Colgate-Palmolive, and Bristol
Myers, to mention but a handful, all of
whom have felt the bite of church divesting.

But the real bite has been felt by faithful
retired church workers who have discov
ered their monthly pensions are nowhere
near as large as they had reason to hope they
would be. It stands to reason why this is
happening. If an individual takes his or her
own investment portfolio and strips it of
companies with a history ofgood yields, the
returns are sure to take a nosedive.

Appeal to Reason
As I detailed in ' 'Pensiongate: The

Emerging Crisis of Church Investments"
The Freeman (August 1994), there is a solid
body of evidence as to why our church
bureaucracies should cease orchestrated

witch hunting operations against corporate
America. There are equally strong argu
ments which cannot be expressed by mere
statistics. These may be called the reason
able human factor.

Over the years many companies have
done commendable jobs in building the
economy of both America and other na
tions. Selling off their stock as a punishment
tactic ignores these accomplishments. The
other human factor church social investors
fail to recognize is the fact that congrega
tions of all faiths are filled each week with
people from every level of employment who
work for these companies and who contrib
ute part oftheir earnings to the welfare ofthe
church, while some of the leaders of the
church are working to undermine the com
panies that employ them. Biting the hand
that feeds you has always been a question
able course of action.

Meanwhile the conflict between institu
tional religion and corporate management
continues to be waged by those who direct
the back-room, closed-door operation of
many church pension funds. For many who
believe the task of churches is to minister
to human spiritual needs rather than to ma
nipulate corporations or destabilize govern
ments this whole witch hunting operation
seems, at the very least, unnecessary if not
downright divisive. While corporate Amer
ica is certainly not without its faults the
churches must also possess the insight and
courage to admit their own shortcomings.

In an age when we desperately need
dialogue between conflicting ideologies on
all fronts, we must also search for those who
will have the wisdom to avoid advocating
patterns of behavior which tend to drive
people apart. We need healers not polarizers
and churches, above all institutions, should
know this. Admittedly, it has always
seemed easier to erect walls which separate
than to construct bridges which connect.
Hopefully it will be the bridge builders who
carry the day with efforts that set the stage
for a new era of cooperation between
churches and corporations. They are, after
all, two great American institutions which,
in the final analysis, need each other. D
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Full Employment-A Lesson
from the Deserts of
Saudi Arabia

by Keith Wade

T he United States has an unemployment
problem. While there are people out of

work in every segment ofthe population, the
low-skilled worker has been disproportion
ately outplaced. As the minimum wage rises
and guaranteed employer-subsidized health
care looms ominously on the horizon, more
and more companies are deciding that giving
the teenager his or her first break is just not
worth it. The minimum wage has choked the
life out of many small businesses, forced
many people who genuinely want to work
for a living onto the welfare rolls, and driven
up the cost of goods and services. The true
minimum wage is not $4.50; the true mini
mum wage is nothing at all!

Precisely because of our minimum wage
laws there are far too many people who are
disemployed and forced to accept exactly
that. The pretty politics ofcompassion have·
convoluted and obscured a simple fact of
life-each individual has a unique set of
skills that have a certain value. The fact that
some ofthese skill sets cannot command the
minimum wage is also unavoidable. While
the United States through its minimum wage
law has undertaken to make these unfortu
nate individuals paupers, other nations have

Mr. Wade is a systems and efficiency consultant
based in Denver, Colorado. He is currently on
long-term assignment in Riyadh, Saudi Arabia.

allowed these people to work with dignity,
resulting in positive results for the worker,
the employee, the consumer, and society at
large.

As one of the 30,000 American profes
sionals living and working in Saudi Arabia,
some of the economics of the Arab world
initially confounded me. A liter of water
costs roughly five times as much as a liter of
gasoline. A pair of tailor-made British wool
dress slacks costs about $20. Because most
of the markets are allowed to clear and
prices are largely a matter of negotiating
between storekeeper and shopper, pricing
seems odd to the newcomer. The labor
market is no different. With every Saudi
national who wants to work guaranteed a
job, there are still enoughjobs to entice tens
of thousands of foreigners to flock to Saudi
Arabia and find jobs in a pay range from a
few thousand dollars a year to hundreds of
thousands.

The Saudi government has effectively
separated wages from the other elements of
employment. The policy regarding wages is
"hands off"; wages are an issue between
employee and employer. Along with this
policy, however, are a number of excep
tionally effective safeguards. Everyone
working in Saudi Arabia has a contract that
the employer is obligated to fulfill. Labor
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courts are quick and efficient and consis
tently look to the agreement as the govern
ing factor. So while the employee and em
ployer are free to negotiate terms and
conditions of employment, the "exploita
tion of workers" that we have been so long
told would occur without government med
dlingjust does not happen. The contract-as
it once was in the United States-is law.

Employers, realizing the investment that
they have in their workers (airfare, housing,
paid leave) generally treat them like the
valuable resource they are. Eliminating the
minimum wage does not mean eliminating
fairness or safety or unleashing any of the
monsters that we have been told over and
over will appear if we allow employers and
employees to negotiate without outside in
terference.

Clearing the Labor Market
The labor market in Saudi Arabia has

been allowed to find its cost and has cleared.
Those who opposed NAFTA were terrified
that the borders would be overrun with
people (presumably Mexican nationals)
seeking employment in the United States.
These naysayers would do well to look at
Saudi Arabia as an example ofwhat happens
when that occurs, for indeed a large part of
the workforce here is foreign. Hundreds of
thousands of workers have poured into
Saudi Arabia (which is effectively impossi
ble to enter without a guarantee by an
employer of employment and return travel
home). And these hundreds of thousands of
workers have takenjobs ranging from senior
managers to tea boy (women generally do
not work outside ofthe professions ofteach
ing and nursing) to ditch digger. In addition,
all of the local inhabitants who wish to work
have jobs ranging from senior manager to
shop clerk to goatherder. Some nomads,
like their fathers before them and their
fathers before them, make their living ranch
ing camels in the desert setting up camp in
a different place each night.

Because there is no interference with
wages, each of these individuals is able to
earn a living-something that they might not

otherwise be able to do were the price for
their labor set artificially high by an outsid
er's arbitrary decision. Large companies
pay people to tear up confidential docu
ments by hand as opposed to investing in
paper shredders; many middle-sized and
most large merchants have at least· one
young man to bring tea to their customers;
the comer grocery store and pharmacy have
delivery boys to bring the shopper's pack
ages home. Indeed-unlike the situation in
the United States where the artificia.lly high
wages mandated by the minimum-wage law
have driven millions out of the labor market
and onto the welfare rolls-even someone
with very meager skills, no education, and
no ability to communicate in the local lan
guage can get a job.

Whatever happened to shepherds in the
United States? They found themselves
priced out of the market. Barbed wire is
cheap-no American farmer could afford to
pay someone minimum wage to lean on a
stick and watch a flock of sheep. Between
the minimum wage, Social Security, FICA,
and on and on the cost is prohibitive. Con
sequently, people who would be perfectly
content to watch sheep for a few dollars per
day, read their philosophy books under the
trees, and generally be happy with their lot
are not allowed to do so. These people have
been effectively made wards of the state by
the highhandedness of the minimum wage
laws. As one might expect, Saudi Arabia has
shepherds (most of whom seem perfectly
happy and who seem to favor Japanese
pickups for some reason).

Everyone Has a Job
Without government interference the sys

tem is simple: everyone earns what he is
worth and no one need worry about not
being able to get a job. Let us look at the
person who makes his living tearing docu
ments into small shreds. In the United
States we would purchase a paper shredder.
We would do this for a simple reason-it is
cheaper to buy a paper shredder than it is to
pay someone to tear papers to shreds. The
U.S. government will not let us pay some-
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one $100 per month to shred papers (though
they will allow us to pay an executive
$100,000 per hour to shred papers at his or
her wastebasket due the unavailability of a
paper-shredding technician). As a result,
those members of society who can do noth
ing more valuable than tear up paper are
unemployed and a burden on society.

A simple rule that the supporters of the
minimum wage law seemed to forget is that
certain tasks are worth only so much. Con
sequently, parking lots are swept in Saudi
Arabia and not in the United States for a
very important reason-the U.S. govern
ment would make a criminal out of the store
owner who gave someone $2.00 to sweep his
parking lot-notwithstanding the fact that
the parking lot sweeper might be delighted
to accept that price and sustain himself by
honest work.

All of society benefits from this natural
clearing of the labor market. Obviously the
worker benefits by being able to provide
subsistence for their family by working as
opposed to begging. Society benefits by not
having to funnel its limited resources to
supporting those who cannot command the
minimum wage. Merchants benefit by being
able to offer a variety of benefits that would
be cost prohibitive in the United States
coffee service to shoppers, a freshly swept
parking lot, inessengers, and a host of other
services.

Lest the naysayers say "it won't work
here," the fact that Saudi Arabia is a rich
country is not really an issue. On a per cap-

ita basis Saudi Arabia is one of the rich
est countries in the world. Most of that
money, however, has gone into the coun
try's infrastructure and not into the sort
of massive welfare program that we might
expect. Indeed, little subsidizing ofthe basic
needs of life goes on-able-bodied men are
expected to work for a living. The govern
ment does encourage education and train
ing, using liberal incentives to lure people
into classrooms. But handouts are not com
mon.

The United States should abolish mini
mum wage laws; they worsen the problem
they were invoked to solve. It is not my
intention to advocate that we adopt the
culture, laws, or economy of Saudi Arabia.
But it is my intention to suggest that there is
an important lesson to be learned here: It is
more dignified to allow people to work for
less than a minimum wage than to force
them to be paupers as a result of a high
handed interpretation of what a minimum
wage should be. It is better for society to
have people happily working for less than
minimum wage than to have these people
forced into becoming ungrateful and invol
untary wards of the state. It is better for the
consumer to purchase goods that are made
with realistically priced labor than with
artificially high-cost labor. And, most im
portantly, it is possible to accomplish all of
these things. A cursory examination of the
Saudi Arabian work world indicates that it
can indeed be done and the results are
indeed positive. D

Reed. Bidinotto. Skousen. Sennholz.
Four good reasons to read The Freeman each month!

Don't miss this month's provocative commentaries by Larry
Reed (p.81), Bob Bidinotto (p. 103), Mark Skousen (p.130), and
Hans Sennholz's Notes from FEE.
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Ending the "Crayfish
Syndrome"

by Ralph R. Reiland

What are the chances for upward mo
bility for a group of poor, black

church people 96 percent on welfare-in
rural Mississippi, the poorest state in the
nation? What's their prospect for economic
success if they don't get a dime from the
Rockefellers or the Ford Foundation? What
if they get no new anti-poverty programs,
nothing from the Fortune 500, and nothing
from the rich and famous African-American
celebrities and athletes?

That's the story of the Greater Christ
Temple in Meridian, Mississippi, and they
ended up owning 1,000 head of cattle, two
motels, a gas station, three restaurants, two
chicken farms, 4,000 acres of farmland, the
Green Acres housing development, two su
permarkets, a hog operation with 300 brood
sows, a construction company, a 55-acre
Holyland commune, a school, and two
meat-processing plants.

"We stopped the Crayfish Syndrome
it's when you put all the crayfish in a pail,
and one starts out and all the others reach
up and pull him down," says Bishop Luke
Edwards, the pastor of the church. "We
started by selling peanuts in the church, and
buying wholesale food with the welfare
money and selling it in a small grocery store

Mr. Reiland, Associate Professor ofEconomics
- at Rohert Morris College, owns Amel's Restau

rant in Pittsburgh and has been published in
USA Today, Barron's, and Minorities & Women
in Business.

in the church. Now there's no welfare or
food stamps. We're saving the federal gov
ernment $300,000."

Green Acres is the congregation's new
54-acre subdivision in Utaw, Alabama, with
132 homes being built for sale to the public.
Heritage Construction, another business
owned and operated by the congregation's
members, supplies the heavy equip
ment-I8 wheelers, backhoes, dump
trucks. The church also acquired two motels
this year in Alabama, the Westin Inns in
Utaw and Livingston, and started chicken
farms in Decator, Mississippi, and Gaines
ville, Alabama.

"We haven't allowed anything to dimin
ish our thinking or our efforts," says Ed
wards. "Black people can be just as suc
cessful as anyone else, but our leaders have
allowed us to be entrapped by government
handouts. I lived in those neighborhoods.
Welfare broke up the families, put the father
out of the home, and let another man lay up
there all he wanted. Handouts robbed our
people, robbed them of self-esteem and
self-respect. "

Edwards doesn't preach the traditional
bad news about a shrinking pie in racist
America. "Racism is an excuse, a song. No,
the playing field isn't even, but we make it
even. We proved we can make it in Missis
sippi and it's the poorest state in the nation,
and Alabama isn't far behind. Think what
we can do in New York or Chicago. Look at
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the Cubans out in the ocean coming here. It
is the land of opportunity. "

The bottom line for Edwards is to focus
more on opportunities than on obstacles,
and it's producing more success than fail
ure. If anyone of us were raising a handi
capped child-and being black in America is
still a handicap-the worst thing we could
do is subject that child to a daily harangue
about the things he could never accomplish,
about what's impossible for him, about how
life is unequal and unfair, about the stream
of misunderstandings, obstacles, and prej
udice that lie ahead for him. Few of us have
levels of confidence and ambition tough
enough not to be undone by that.

Edwards delivers the opposite message,
and it's reinforced with no-nonsense school
ing and a philosophy that doesn't sneer at
hard work. On top of math and spelling,
students at the congregation's Accelerated
Christian Education school, K through 12,
learn how to run a hog farm and operate
restaurants. These ACE students regularly
outscore the state schools, and the courts
have 26 students enrolled this term for a
straight dose of rehab. The school rules
aren't complex: no smoking, no drinking,
no drugs, no weapons, no three or four
hours ofMTV a day, and no dating. And it's
lights out at 8:30 p.m. No midnight basket
ball.

To those watching from the ground, a bird

that'sout of formation is usually seen as
misguided, a joke. We don't think that the
whole rest of the flock might be off track. To
the Ivy Leaguers now occupying the White
House, a black bishop who doesn't look
toward D.C. for salvation is out of step,
some outdated combination of Ronald Rea
gan, Clarence Thomas, and David Koresh.
The only African-Americans who currently
qualify for White House dinner invitations
are those who believe in bigger government,
higher taxes, and more urban pork.

What's working in Meridian, Mississippi,
and Utaw, Alabama is less dependence on
government and more respect for business.
It is a prescription to reverse the deadly
pathologies across America's inner cities.
"There's no poor black neighborhoods,"
Edwards says. "Why would dope dealers
be selling there? You've seen the money
they're making. Those neighborhoods ar
en't poor, they're just misled and misman
aged. They can put money into opening
stores, into creating jobs. They can do it."
What's needed is more of the entrepreneur
ship of Little Havana and less Aid for
Dependent Children, more of the small busi
ness capitalism of Koreatown, Little Italy,
and Chinatown and fewer social engineers
from HUD and EEOC. It's time to get the
D.C. pipedreamers off center stage and
unleash some black independence and
entrepreneurship. D

In search of good students
Do you know college students who value liberty?

They will want to hear about aunique opportunity to spend aweek exploring
the classical liberal tradition-the philosophy of individual rights, the rule of
law, the free market, free trade,
and peace-with distinguished
faculty and students from around
the world. Participants receive
free tuition, room, &board. Semi
nars held at various universities
during the summer.

"I gained a wealth of
new information about
the application of
classical liberal theory
in the real world."
- Tina Wallace, MIT,
seminarparticipant
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The Educational Octopus

by Mark J. Perry

Every politically controlled educational system will inculcate
the doctrine of state supremacy sooner or later. ... Once that
doctrine has been accepted, it becomes an almost superhuman
task to break the stranglehold ofthe political power over the life
of the citizen. It has had his body, property and mind in its
clutches from infancy. An octopus would sooner release its prey.

A tax-supported, compulsory educational system is the com
plete model of the totalitarian state.

-ISABEL PATERSON, The God of the Machine (1943)

What would you conclude about the qual
ity of product or service X under the fol
lowing circumstances?

1. The employees of Airline X and their
families are offered free airline tickets as an
employee benefit. The employees refuse to
travel with their families on Airline X and
instead pay full fare on Airline Y when
flying.

2. The employees of Automaker X are
offered a company car at a substantial dis
count and they instead buy a car at full price
from Automaker Y.

3. Employees at Health Clinic X and their
families are offered medical care at no ad
ditional cost as a benefit and yet most
employees of Clinic X pay out-of-pocket for
medical services at Clinic Y.

In each case, the employees' willingness
to pay full price for a competitor's product
or service and forgo their employer's prod
uct or service at a reduced price (or no cost)
makes a strong statement about the low
quality ofX. What makes the inferior quality
of X even more obvious is that the employ
ees at Firm X, since they work in the

Dr. Perry is Director of Policy and Research,
Institution for World Capitalism, Jacksonville
University, Jacksonville, Florida.

industry, would have better information
about product (service) X and product (ser
vice) Y than the average person.

What then should we conclude about the
quality of public education in the United
States given the following facts?

• Public school teachers send their own
children to private schools at a rate more
than twice the national average-22 percent
of public educators' children are in private
schools compared to the national average of
10 percent.

• In large cities across the United States,
more that a quarter of public school teach
ers' children are attending private
schools-50 percent in Milwaukee, 46 per
cent in Chicago, 44 percent in New Orleans,
36 percent in Memphis, and 30 percent in
Baltimore and San Francisco.

• In New York City, as of 1988, no
member of the Board of Education and no
citywide elected official had children en
rolled in a public school.

Public school teachers are giving public
education a failing grade by their dispropor
tionate patronization of private education
when it comes to the education of their own
children. The sharp decline in SAT scores

. over the last 30 years confirms that the
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quality of public education is deteriorating.
SAT scores (a measure of the academic
ability of high school seniors) were fairly
stable between World War II and the early
1960s, averaging about 978. Starting in the
early 1960s, SAT scores steadily declined
and reached a low of890 in 1980. Since then,
SAT scores have risen slightly to the current
average of about 900. Numerous other tests
of the education abilities of high school
seniors by independent groups (National
Assessment of Educational Progress, Na
tional Endowment for the Humanities, and
the International Association for the Eval
uation of Education) have also shown a
serious decline in the quality of public ed
ucation over the last 30 years.

Increased Costs
Accompanying the decline in the quality

of public education has been a dramatic
increase in the cost of public education.
Since World War II, real spending per public
school student has increased 40 percent
each decade, and has gone from about
$1,000 per student in 1945 to over $5,000 per
student in 1990 measured in constant dol
lars.

Rising teacher salaries have contributed
to the increased cost of education, rising
from $12,000 to $35,000 in real dollars be
tween 1945 and 1990, about twice the growth
rate of average national incomes. And pub
lic school teachers' benefits have increased
even faster than their salaries. From 1975 to
1985, teacher salaries rose by 10 percent in
real terms, but real fringe benefits doubled.
Benefits now contribute an additional 25
percent to teachers' average after-tax in
come. The increases in teachers' salaries
and fringe benefits have largely coincided
with the increased unionization of teachers,
90 percent of whom are now in teacher
unions.

Teachers' salaries are not the real prob
lem, though. The largest contribution to the
increased costs of public education has
come from the growth in the administrative
sector of public schools. Administrative
employment has grown far faster than in-
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structional employment and has signifi
cantly increased educational expenditures
to finance an expanding administrative bu
reaucracy. For example, between 1960 and
1984, the number of nonclassroom person
nel grew almost 600 percent, nearly ten
times the growth rate ofclassroom teachers.
The number of nonteaching, administrative
employees (46 percent of total) is now al
most equal to the number of classroom
teachers (54 percent of total) and continues
to grow.

Consider the following cases of bloated
public school administration. The Chicago
Board of Education, which has 3,300 em
ployees, is larger than the entire Japanese
Ministry of Education. The New York City
public schools system has 250 times as many
administrators as the New York Catholic
school system (6,000 administrators in pub
lic school system versus 24 in Catholic
school system), even though New York
public schools have only four times as many
students as the Catholic schools.

Administrative costs have exploded since
World War II as the number of school
districts has declined, from over 100,000
districts in 1945 to fewer than 16,000 in 1980.
As school districts have consolidated and
grown in size, they have become increas
ingly bloated-more top-heavy, more bu
reaucratic, more centralized, less effi
cient-and more costly to administer.

Doomed to Failure
American public schools are failing mis

erably. They suffer from the same underly
ing structural flaws that make all socialist
programs eventually fail-protection from
competition and insulation from failure.
Socialism is a defective theory, and any
system based on socialist principles will fail,
whether it is an entire economy or a single
program. Socialism failed in East Germany
and the Soviet Union and it is failing in the
American public education.

Since public schools have (1) an effective
monopoly on education and (2) the govern
ment as their source of funding, public
education is insulated from competitive
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market forces. Undisciplined by profit and
loss accounting, public schools have no
incentive either to operate efficiently or to
cater to their customers. In contrast to·
private firms which are forced to serve the
needs of their customers or go out of busi
ness, public schools can ignore their cus
tomers because they are protected from
failing by the deep pockets of the American
taxpayers.

In fact, operating efficiently and cutting
costs undermine and sabotage the agenda of
the entrenched public education bureau
cracy, because operating efficiently will lead
to a reduced budget. Perverse incentives are
in place to guarantee failure-the worse
public education is, the more money and
resources will be budgeted to try to solve the
education "problem." Given the political
framework, it makes sense for the educa
tional establishment to deliver an inferior
educational product as a way to attract
increasingly larger budgets. In contrast to
the private sector where resources are con
stantly being directed towards the most
efficient and profitable enterprises, the pub
lic sector diverts resources towards the least
effective, most inefficient programs.

In regard to public education, we have
seen collectivism in action-a failing, inef
ficient bureaucracy getting more and more
resources-more money, higher salaries,
more benefits, more employment. And as
public schools become increasingly bureau
cratic and politically oriented, they become
more and more responsive to the political
process and engage in rent-seeking activities
to protect their monopoly status. Because
the main sources of educational funding are
state and federal governments, political con
stituencies-politicians, teachers' unions,
political parties, and lobbyists-become
more important to educators than parents
and students. The attention and focus of
education is directed away from local con
cerns towards the political process at the
state and federal level.

In addition to the monetary expense of
public education, we need also to account
for the role that public education has played
in the costly erosion ofour personal freedom

and the costly expansion ofBig Government
during this century. In the- same way that
political disincentives discourage educa
tional efficiency, public school educators
also have strong disincentives to teach stu
dents to think clearly, logically, and inde
pendently about economic and political is
sues. Clear economic thinking and an
appreciation of private enterprise would be
counterproductive to an agenda ofincreased
funding of public education. If students and
parents developed clear, independent think
ing as part of public education, they would
become increasingly intolerant of inefficient
state-run bureaucracies like public schools.
They might even demand an end to the
public education monopoly.

The diversion of public funds toward an
expanding public sector is made much easier
if students are subtly influenced from an
early age to be tolerant of government
solutions and programs. Government
schools therefore have flourished and ex
panded, along with a general expansion of
government at all levels, largely because
public schools have failed to educate stu
dents on the proper role of limited govern
ment as set forth in the U.S. Constitution.

Since the early part of this century, the
size of the federal government has gradually
increased, and is now at a historically un
precedented level. From the birth of the
nation in 1776 until the early 1930s, govern
ment spending at the federal level never
exceeded 3 percent of national income ex
cept during periods of war. Since the 1930s,
spending by the federal government has
steadily increased and has now reached 30
percent of national income. State and local
government spending has also increased,
from 7 percent of national income in 1930 to
12 percent in the 1990s. When we take into
account the further burden of complying
with government regulations and time spent
filing tax forms (5.4 billion man hours), the
total cost of government to society is more
than 50 percent of national income. The
average American now works from January
1until July 10 every year to pay for the total
cost of government.

The failure of public schools to educate



students effectively has contributed to the
increasing role of government over the last
60 years. The expansion of the public sector
and the "stranglehold of the political power
over the life of the citizen" has largely
coincided with the increased bureaucratiza
tion, politicization, and unionization ofpub
lic education. It may have been impossible
for government to expand so rapidly over
the last 60 years without a public education
system to subtly desensitize students to the
growth of the state and the erosion of
personal freedom.

As Leonard Read of The Foundation for
Economic Education pointed out years ago,
people will never give up their freedoms all
at once. However, they will be rather indif
ferent about losing their freedom gradually
over time, as we have seen happen in this
century. To explain this phenomenon, Read
used the analogy of boiling a frog in a kettle
of water. If you boil the water first and try
to throw the frog in the kettle, it will
immediately jump out as soon as it lands
on the water. However, if you put the frog
in a kettle of cold water and heat the water
up slowly, the frog will slowly cook to death
before it realizes what is happening.

Likewise, the growth of the welfare state
and the erosion of freedom have happened
so gradually over the last 60 years that most
people have not even realized that it has
happened. As a society, we would never
have allowed federal government spending
to expand from 3 percent to 30 percent of
national income in one year, but we have
tolerated that expansion ofgovernment over
a 60-year period. Part of the reason we
allowed this to happen is that we became
immune in public schools to the gradual loss
offreedom and accompanying growth in the
government. The doctrine of state suprem
acy is subtly woven into the inculcation of
students by statist, unionized, civil servant
teachers who have incentives to perpetuate
and expand the role of the state and public
education.

We need to break the "stranglehold of
political power" over our educationalsys-
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tern by introducing parental choice, compe
tition, and market solutions in education.
Contrary to public opinion, education was
largely supplied by the private sector from
the 1700s until the first few decades of the
19OOs. Schools were small, local, and pri
vate, and were forced by competition to be
responsive to students and parents.

The private sector would deliver world
class, first-rate, superior education in Amer
ica once the stranglehold of the "education
al octopus" is broken. Innovation and
experimentation in education would be en
couraged in a competitive educational
marketplace. Parents would have the same
diverse choice in the educational market
place that they now have when arranging
for music lessons, karate instruction, or
swimming lessons. In a competitive educa
tional environment, private schools and
public schools would be forced to serve
the public interest or they would go out of
business. Consumer sovereignty would
reign once again in the educational market
place. Costs would decline and quality
would improve.

Through education and training we de
velop skills and abilities to improve our
human capital, which is our investment in
the future. The productive capacity and
standard of living of a country depends on
the quality of human capital available.
Therefore, there is no more important re
sponsibility than the education of our chil
dren since this is our investment in the most
important resource of all-human capital.

There is no surer way to guarantee that
our children continue to receive an inferior
education than to continue educating 90
percent of our children in the public school
system. Education is far too important a
responsibility to leave in the hands of a
government bureaucracy whose monopoly
status allows it to be insensitive and unac
countable to parents and students.

Public education is a bad investment in
human capital. We need to break the stran
glehold of the" educational octopus" before
it is too late. D



Economics on Trial by Mark Skousen

Austrians vs.
Monetarists: Who's
Right About Hayek?
" ... neither author gave much attention to Hayek's
Prices and Production. It is just as well. The book is
obscure and incomprehensible."

-Professor Allan Meltzer, Mt. Pelerin Society
meeting Cannes, France, September 27, 1994

In Defense of Hayek

read Prices and Production. "Years ago,"
he replied. I suggested he needed to read
it again. Far from incomprehensible, I find
Hayek's little volume clear and profound.
And, in the next generation, it may well
come out of obscurity. According to
Stephen Kresge, editor of Hayek's works, a
new edition of Prices and Production is
scheduled to be published by the University
of Chicago Press in the near future.

It's great to learn Hayek's breakthrough
book will again be in print. In my paper, "I
Like Hayek," I extolled the virtues of
Hayek's Prices and Production. Recently, I
purchased a first edition, paying the princely
sum of 350 pounds sterling. Did I overpay?
Not at all. Hayek's model forms the basis
of a new macroeconomics that is far supe
riorto the Keynesian, Monetarist, and Marx
ist models currently in vogue. I believe
Hayek's first edition will soon be worth
substantially more than a first edition of
Keynes's General Theory.

In two of my books, The Structure of
Production and Economics on Trial, I res
urrect the Hayekian model, transform it into
a useful four-stage model, and bring it up to
date with empirical data. In fact, the four
stage Hayekian model acts as my principal
forecasting model.

Among the many models used to forecast
the economy and the financial markets, I
believe that Hayek's theory is in large mea-
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Mark Skousen is an economist at Rollins Col
lege, Winter Park, Florida 32789, and editor of
Forecasts & Strategies, one ofthe largest invest
ment newsletters in the country. For more infor
mation about his newsletter and books, contact
Phillips Publishing Inc. at 800-777-5005.

The late Friedrich A. Hayek founded the
Mont Pelerin Society in 1947 in an effort

to regenerate support around the world for
free markets and free minds after the war.
His contribution to economic and social
thought was the subject of the society's
meetings in Cannes, France, last Septem
ber. Henri Lepage, the conference orga
nizer, did a marvelous job paying tribute to
the society's originator.

A major debate developed at the confer
ence between the Austrians (followers of
Mises) and the Monetarists (followers of
Friedman) regarding Hayekian economics.
Allan Meltzer, the highly respected mone
tarist at Carnegie-Mellon University, ap
plauded Hayek's emphasis on uncertainty,
the costs of information, and the concepts
of coordination and spontaneous order, but
rejected out of hand the macroeconomic
model and business cycle theory Hayek
developed in Prices and Production in the
early 1930s. "The book is obscure and
incomprehensible," he declared.

His remark reminded me of Keynes's
brusque dismissal ofPrices and Production:
"one of the most frightful muddles I have
ever read" and a "thick bank of fog. ,,1

After his presentation, I talked to Profes
sor Meltzer and asked him when he had last
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sure the right kind of model. As an applied
financial economist, I use Hayek's model on
a regular basis to predict the direction of
inflation, output, and the prices of financial
assets, including which country funds to
invest in. Of course, it is not the only
ingredient I use to forecast the business
cycle, but it is always an important consid
eration. The model does an excellent job of
explaining the recent boom-bust cycles in
the United States and Japan.

The Austrian model offers a highly prac
tical picture of economic activity, one that
the layman or businessman can easily relate
to. Based on Hayek's diagrams in Prices and
Production (known as Hayekian triangles), I
have developed a four-stage model to analyze
the economy and forecast trends (see figure).

Time and Money
This four-stage model offers a straight

forward view of the economic process. My
students call it "Skousen's stairs," because
it looks like four steps. The vertical axis
represents "time" and the horizontal axis
represents "money." As Roger Garrison
points out, time and money are the building
blocks of a basic macroeconomic model.2

As the diagram demonstrates, all goods
and services pass through a series of produc
tion processes, from raw commodities to
usable consumer products, whether it be

Time
(stages of
production) Natural

Resources

Manufacturing

Wholesale trade

Final Retail
Consumer Markets

Money ($)

Source: Mark Skousen, The Structure of Production
(New York University Press, 1990), p. 171, and Eco
nomics on Trial (Irwin Professional Publishing, 1991,
1993), p. 35.

shoes, computers, or food on the table. Value
is added at each stage as the inputs are
transformed and moved along toward the next
stage, moving closer and closer to the final
retail market. Sir John Hicks recognized the
common-sense approach of this Austrian
model: "The concept of production as a
process in time . . . is not specifically 'Aus':'
trian.' It is the typical businessman's view
point, nowadays the accountant's viewpoint,
in the old days the merchant's viewpoint."3

In teaching this Austrian model, I find that
students of business, accounting, marketing,
and engineering relate to it right away. It is a
logical approach, confirming that the purpose
of all economic activity is to take unusable,
unfinished "inputs" and transform them into
more useable, finished "outputs" with the
ultimate aim ofsatisfying the wants and needs
of consumers. The factors of production
land, labor, and capital-work together to
bring this about. Thus, we see in this dia
gram that the capitalistic system is not only
competitive but cooperative as well, an
often-overlooked characteristic.

The four-stage model of the economy can
also be used to demonstrate a correct ver
sion of Aggregate Supply and Aggregate
Demand, which are inaccurately portrayed
in today's textbooks. It can show how
macroeconomic equilibrium is achieved,
how economic growth takes place, and how
macroeconomic disequilibrium creates a
business cycle. (See chapters 7-9 of The
Structure ofProduction.)

It also offers a powerful new way to
introduce the principles ofmicroeconomics,
the theory of the firm and the role of land,
labor, capital and entrepreneurship.

In short, an updated version of Hayek's
model forms the basis of an exciting new
tool in economics and can serve as the basis
ofa versatile, fully-integrated model ofboth
micro and macro in economics textbooks. I
am working on such a textbook, tentatively
entitled Economic Logic. Stay tuned. D

1. John Maynard Keynes, "The Pure Theory of Money: A
Reply to Dr. Hayek," Economics 11 (1931), pp. 394, 397.

2. Roger Garrison, "Time and Money: The Universals of
Macroeconomic Thinking," Journal of Macroeconomics 6:2
(Spring, 1984), pp. 197-213.

3. John Hicks, Capital and Time (Clarendon Press, 1973),
p.12.
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The Soviet Tragedy: A History of
Socialism in Russia, 1917-1991

by Martin Malia
The Free Press. 1994 • 575 pages. $24.95

Russia Under the Bolshevik Regime

by Richard Pipes
Alfred Knopf. 1994.587 pages. $35.00

Reviewed by Ralph Raico

On December 25, 1991, the Red Flag
over the Kremlin was lowered for the

last time. Yet many of us still find it hard to
absorb the fact that Soviet Communism has
ceased to exist. It will take some time to get
used to the glad tidings. Meanwhile, we are
now in a position to begin to answer the
question: What was it all about? As Martin
Malia, of Berkeley, puts it: "Soviet history
is now for the first time really history, and
this closure permits us to see the pattern or
'logic' of its life course." Malia does not
mince words in his forthright and illuminat
ing book: what Soviet history-" seventy
years on the road to nowhere" -was about
was socialism. The key to understanding the
doleful Soviet experience is the Marxist
dream: to construct a free and prosperous
society by abolishing private property and
the market. But that task, Malia asserts, was
and is inherently impossible. Releasing a
blast offresh air into the musty, left-oriented
field of Soviet studies, he pronounces so
cialism to be nothing more than an "assault
on reality."

Malia stresses the crucial significance of
the period up to 1921, later-deceptively
termed "War Communism." As free-mar
ket scholars Paul Craig Roberts and Peter
Boettke have demonstrated, War Commu
nism was no mere make-shift, occasioned
by the Civil War. Instead, it constituted the
Marxist project: abolition of private prop-

erty in the means of production, prohibition
of exchange, suppression of money, etc.
The results were so catastrophic that Soviet
power itself was in jeopardy. Hence,
Lenin's temporary retreat to a mixed. econ
omy with the New Economic Policy, NEP.
But NEP was not what the Communists had'
seized power for. With Stalin in charge, the
effort to achieve socialism was renewed.
The first Five-Year Plan was announced,
collectivization of agriculture begun. And
terror and famine-already prodigious un
der Lenin-reached staggering proportions.
Malia's figures for the victims of Stalin jibe
with those of Robert Conquest and most
other scholars of the period: around
20,000,000 dead, from the Ukrainian terror
famine, the Gulag, the Purges, and the
ceaseless executions.

Stalinist planning, unlike War Commu
nism, involved money, wages, and prices;
thus, it represented a temporary deviation
from the socialist ideal. So did the legal
private plots and small markets for the
peasants, as well as the de facto black
market, or "shadow economy." Still, the
Soviets were able to achieve real success in
only one area: military hardware, into which
enormous resources were poured. Malia
mentions Ludwig von Mises and his argu
ment against socialist planning, and he re
fers to Peter Boettke's book on the subject.
Yet he seems unaware that this was the very
heart of the matter, the essence of social
ism's impossibility. As Mises showed, ra
tional economic planning cannot take place
in the absence of prices for producer goods,
and no such prices can arise where all
producer goods are owned by the state.
Hence, the constant lurching from one eco
nomic program to the next, always with the
same result.

Malia is particularly harsh on the band of
Sovietologists, who, for the most part,'apol
ogized for the Soviet system. It represented,
they averred, merely a variant form of
modernization, one which had proved, by
and large, successful. They banned the term
"totalitarian" from discussion, as fueling
the Cold War. As for Stalinist terror, it was
an aberration. Some professors even mini-



mized the number of victims to the point
where, if they had been writing about the
Holocaust, their works would have been
banned in half a dozen democratic coun
tries. When Khrushchev boasted of over
taking the United States by 1970, Western
media like The New York Times and Le
Monde took him seriously. Similarly, up
until the moment it fell, East Germany was
rated an economic success by many West
ern economists and journalists.

Gorbachev understood that the shabby
socialist economy was incapable of sustain
ing a world power. Perestroika was intro
duced, and with it glasnost, a limited open
ing up of channels of criticism. Glasnost
proved suicidal. The surrealism of Soviet
society could not survive the light of criti
cism. Inevitably, the ideological house of
cards erected by the Party propagandists
and disseminated by foreign fellow-travel
ers over seven decades collapsed.

In 1989-that marvelous year-the Red
regimes toppled one after the other. In the
Soviet Union, the ruling class lost faith in its
right to rule, and with it "the will to coerce."

Today Russia is in an incomparably worse
position than, say, Spain after Franco, or
even West Germany in 1945. Despite dicta
torship, civil society in those nations had
never been pulverized, as it had in Soviet
Russia. Above all, the principle and values
of private property had been more or less
preserved. In Germany, an inspired leader
like Ludwig Erhard could build a new mar
ket economy on the basis of what had
survived. In Russia, three generations of
Communist rule, as Malia points out, anni
hilated civil society and created a vacuum.
An "envious egalitarianism" and the vilifi
cation of all money-making as "specula
tion" are rampant. Malia's pessimistic prog
nosis for Russia, unfortunately, rings all
too true.

There are minor but surprising errors:
Malia confuses the German socialist Karl
Liebknecht with his father Wilhelm and the
Franco-Russian Alliance with the Triple
Entente, misquotes the first line of the
"Internationale," and states that Franco
was aided by Germany and Japan, rather

133

than Germany and Italy. More seriously, he
adheres to the outdated interpretation of the
Industrial Revolution, whereby the masses
impoverished by industrialism were only
rescued by labor unions and a mysterious
"safety-net" (which did not exist until de
cades after workers' living standards had
risen in all Western countries). Most
strangely of all, Malia states that classical
Marxism "had not made a central and ex
plicit issue of the anarchy of market" -an
interpretation directly contradicted by well
known passages from Engels' Anti-Duhring
and other classical Marxist works. All in all,
however, this is an excellent work, and a
much-needed antidote to dozens of apolo
gias for the Soviet regime.

Richard Pipes' Russia under the Bolshe
vik Regime takes a different approach. This
sequel to the Harvard historian's The Rus
sian Revolution, completes the trilogy he
began some twenty years ago with his Rus
sia under the Old Regime. The book covers
the period from the outbreak of the Civil
War to the death of Lenin (1918-1924).
Some interesting new material recently re
trieved from Russian archives is included,
and some stimulating ideas are advanced.
Pipes suggests, for instance, that the attrac
tion felt by so many Western intellectuals
for the Soviet regime is traceable to the fact
that it was the first government since the
French Revolution in which intellectuals
like themselves-Lenin, Trotsky, and the
rest-held the reins of power. Thus, "in
Soviet Russia, intellectuals could expropri
ate capitalists, execute political opponents,
and muzzle reactionary ideas."

But Pipes' work suffers from a fundamen
tal flaw. Consistently with his previous
views, he states that ideology was merely a
"subsidiary factor," one that neither "de
termined [the Communists'] actions," nor
"explains them to posterity." Traditional
Russia, not Marxism, is the key to under
standing the regime's history, because' 'no
where in the West has Marxism led to the
totalitarian excesses .of Leninism-Stalin
ism." Here Pipes overlooks the small fact
that, in the West, socialist parties aban
doned Marxism, starting with the German
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SPD after the First World War. And how
explain Bolshevik discipline and fanati
cism- crucial to seizing power and winning
the Civil War-without Bolshevik ideology?
How explain the final relinquishing of
power, without the fading of faith in Com
munism in the ruling class? In fact, contrary
to Pipes, the Soviet experience taken as a
whole is a classic illustration ofthe Misesian
philosophy of history: in the end, it is ideas
that, for good or evil, rule the world. D
Dr. Raico is professor of history at the State
University ofNew York College at Buffalo, and
the author of Marxist Dreams and Soviet Real
ities, published by the Cato Institute.

Classics in Austrian Economics,
3 volumes

Edited by Israel M. Kirzner
London: William Pickering and Chatto
Publishers, Ltd., 1994 • xxxii + 355 pages;
xx + 340 pages; xviii + 312 pages

Reviewed by Peter J. Boettke

When Carl Menger published his semi
nal book on economic theory in 1871

he established a tradition ofeconomic schol
arship that is still attempting to come to
terms with his revolutionary insights into
human action and the exchange process. As
Mises reports in Notes and Recollections, it
was upon reading Menger's Principles that
he became an economist. From 1871 to the
1930s, this was figuratively true of all those
within the Austrian School of Economics,
including such well-known economists as
Eugen von Bohm-Bawerk, Friedrich von
Wieser, Franz Cuhel, Richard von Strigl,
Hans Mayer, Paul Rosenstein-Rodan, Gott
fried Haberler, Leo Schonfeld, Fritz Mach
lup, Oskar Morgenstern, and, of course,
F. A. Hayek. The 1930s, however, saw the
destruction of the intellectual base for the
Austrian School of economics, Vienna, as
most of the remaining scholars within the
tradition fled Austria to escape Hitler. Hab
erler, Machlup, and Morgenstern launched
successful academic careers in the United

States at Harvard (Haberler) and Princeton
(Machlup and Morgenstern). However,
their Austrian roots-while forever present
-were not emphasized in their economic
scholarship during their professional period
in the United States. Mises and Hayek, of
course, continued to refine the Austrian
tradition with their brilliant work on the
trade cycle and on the problems of socialist
economic and political organization, as well
as their work on the philosophical founda
tions of economic science. But, by the late
1930s, early 1940s, the Austrian School of
Economics was thought to be either fully
incorporated into the mainstream or
soundly defeated in scholarly debate. This
assessment has been subsequently proven
wrong on both counts.

One of the difficulties with the Austrian
tradition was plainly and simple translation
difficulties. For example, Austrian capital
theory formed the core of both the trade
cycle theory and the critique of socialist
calculation, yet economists trained in the
English-language tradition did not see the
point of the Austrian notion of a time struc
ture of production, and therefore, were not
particularly impressed with the Mises
Hayek demonstrations of either the prob
lems with malinvestment caused by mone
tary manipulation or the inability of socialist
planners to rationally calculate the alterna
tive use of scarce capital goods amongst
various investment projects. Certainly dur
ing the period between 1940 and 1970 there
were some prominent theorists who argued
against inflationary monetary policy and the
advance toward socialism, but they did not
base their argument on the reasons associ
ated with Austrian economics.

In the 1970s that was to change. First, in
1974 Hayek won the Nobel Memorial Prize
in Economic Science, which brought with it
renewed attention to the economic theory,
as opposed to political theory, work he had
done in the 1930s and 1940s. Second, be
ginning in 1973, Israel Kirzner had started a
resurgence of interest in the Austrian theory
of the market process with his seminal
Competition and Entrepreneurship. Kirzner
also worked to establish an Austrian Eco-



nomics Program at New York University,
which supported both post-doctoral schol
arship and student training in the Austrian
tradition-the first institutional home for
Austrian _School scholarship since the
1930s.

Kirzner was a tireless champion for the
Austrian cause. Since then he has published
four additional works and edited two other
collections of articles in the Austrian tradi
tion. Now, he offers us a three-volume
"sampling of a tradition" -as the subtitle
states. Classics in Austrian Economics in
cludes contributions to economic scholar
ship made by all the individuals I listed
above beginning with Menger. Volume 1 is
devoted to the early contributions. Some of
the chapters are available in other works,
such as Menger's Principles or Bohm
Bawerk's Capital and Interest, but many
are not. In fact, as is the case with all three
volumes there are original translations from
the German that were produced for this
project.

Volume 2, which covers the interwar
years when Austrian economics flourished
as a scientific body of thought, includes the
an original translation ofthe classic paper by
Hans Mayer on genetic-causal explanation
within economic science. In addition, Rich
ard von Strigl's discussion of the relation
ship between economic theory and eco
nomic policy is translated.

Volume 3 is devoted to the age of Mises
and Hayek and contains many of their
seminal articles on methodology, money
and capital theory, and the nature of the
market process (including the critique of
socialism). Israel Kirzner must be thanked
for bringing together such a fine" sampling"
of the Austrian tradition. The price of the
volumes (around $300) will preclude indi
vidual consumption of these volumes . . .
that is too bad, though understandable given
the publisher's purpose in producing this
volume, which is to supply the reference
market within libraries. But, it would be
good if word-of-mouth advertising helped
the publisher place these volumes in as
many libraries as possible.

Not only did Kirzner organize this
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project, but he provides substantive intro
ductions to each volume. His introduction
to volume 1, for example, is quintessential
Kirzner. With careful scholarship, Kirzner
demonstrates the unity between Menger's
vision ofeconomic science as emanating out
of the human choice problem and Mises'
project in Human Action. Moreover, his
history of the rise, fall, and then resurgence
of the Austrian School is, I would be
tempted to say, worth the price of the
book-though given the price of the vol
umes this market is obviously what we
economists refer to as very "thin." Never
theless, Classics in Austrian Economics is
an indispensable collection of material for
scholars and students committed to serious
study of the Austrian tradition. Hopefully,
these volumes will make their way onto the
library shelves at a large number of univer
sities and colleges so that many will have
access to their wealth of material. D

Dr. Boettke teaches economics at New York
University .

The Index of Leading Cultural
Indicators: Facts and Figures on the
State of American Society
by William J. Bennett
Simon and Schuster. 1994 • 138 pages. $8.95
paperback

Reviewed by Wesley Allen Riddle

William J. Bennett, best-selling author
of The Book ofVirtues, has produced

another dandy little volume, this one geared
towards fast, easy consumption and future
reference. The Book ofVirtues is an implicit
companion, if only to indicate what's been
missing in our society. Leading Cultural
Indicators, however, stands alone. Its
strength lies in the explicit message of chill
ing statistics.

Bennett's new book is a compendium of
charts and graphs extracted from various
government and private research sources
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and is divided into five chapters: Crime;
Family and Children; Youth Pathologies
and Behavior; Education; and Popular Cul
ture and Religion. There are also appendices
on social spending and related economic
indicators. The twelve-page introduction is
perhaps the best and certainly the most
succinct critique yet written on the destruc
tive legacy of the Counterculture.

One of the salient points, easily drawn
from data in the book, is that government
solutions compound social problems. For
instance, the growth of social ills literally
parallels the growth in government social
spending. While welfare gets 630 percent
more money today than in 1960, long-term
static dependency has actually increased.
Of course, escalating welfare and social
spending costs have translated into real tax
burdens on working families with children.

The hardest hit are the working poor and
the dependent poor themselves. The data
indicate that, by co-opting or undercutting
individual responsibility, government pater
nalism not only breeds dependency but
depresses the economy and precludes the
kind of long-term economic growth that
would provide permanent solutions. In
deed, it is clear that the staggering tax
burden increases all kinds of stress on fam
ilies, and many households have simply
been unable to survive.

The divorce rate has more than doubled
since 1960 and is the highest in the world,
although down slightly from its peak in the
early 1980s. There is a smaller percentage of
households with married couples in the
United States today than there has been for
two centuries. Nearly one in two U.S.
households is headed by single parents or
involves some other non-traditional living
arrangement. Abortions have skyrocketed
since 1972, while one-third ofall births in the
United States today are out of wedlock.
Fully seventy percent of African-American
births in the United States are illegitimate.
Moreover, the linkage between the break
down of the American family, poverty, and
the incidence of social pathologies is well
established in the data.

Government has failed miserably its pri-

mary function of protecting law-abiding cit
izens from criminals. There has been a more
than 500 percent increase in violent crime
over the pastthirty years. Yet the data show
crime increasing and punishments declining
both qualitatively and quantitatively. Public
toleration, however, must also share the
blame. The s~d fact of the matter is that
many in society doubt they even know basic
right from wrong, or if they do, their own
self-esteem is so low as to mute public
demand for retribution.

Leading Cultural Indicators includes
some legislative proposals in the introduc
tion, and while they strive to be "main
stream," rather than representative· of a
partisan political agenda or particular phi
losophy, they belie Bennett's own compro
mise with big government solutions. In each
case his solutions may represent improve
ment in policy over the status quo, but the
people only get a more benevolent master.
The apparatus of the State is the problem,
and it is hard to imagine the imposition of
federal sentencing guidelines, national edu
cational standards and a national core cur
riculum, federal tax incentives (conserva
tive social engineering), IRS-directed
garnishment of pay for dead-beat dads, and
government identification of fathers by So
cial Security number are the kinds of things
that are needed. They offer no long-term
solace from Leviathan; worse they are likely
to be the wellspring of present and future
bureaucratic abuses and myriad govern
ment intrusions.

The book does, however, successfully
issue a clarion call to concerned citizens.
The data are highly useful and indicate that
we are a society in crisis. The trends chart
a decline of our civilization over some thirty
years. Bennett acknowledges that govern
ment alone cannot arrest the negative social
trends he identifies; indeed, only individual
responsibility and appropriate voluntary
collective action can do so. We should add
that it would be most prudent to do so. D

Mr. Riddle is a faculty member at the U.S.
Military Academy, West Point, where he teaches
American History.
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PERSPECTIVE

Risk, Rights, and Regulation

In her book about medieval Europe, A
Distant Mirror, Barbara Tuchman describes
a world so dangerous that one or two chil
dren died as infants for every three that were
born. Death was so likely, she says, that
parents invested little emotion in their chil
dren during the first five or six years; chil
dren were "left to survive or die without
great concern."

In contrast, Americans live in a world that
is extremely safe. The vast majority survive
to a healthy adulthood; a child born today
can expect to live 75 years. Today, death is
tragic in part because it is so rare.

Yet the actions of Americans imply the
opposite. Americans have allowed their
government to intervene with the goal of
protecting them against risks. The govern
ment now bans many chemicals, controls
emissions of small quantities of chemicals
from industrial plants, clamps down on
pesticide residues on vegetables, and slows
down the introduction of potentially valu
able new drugs-all in the name of greater
safety.

Most of the risks being addressed are
small. These policies may actually be in
creasing our risk by reducing our self
reliance and frittering away resources that
we need if we are to deal with our problems
individually. Reliance on the government in
this area erodes freedom just as it does in
every other area.

Fortunately, a number of people who
share a concern for liberty have been trying
to figure out how to reverse direction and
stop turning every fear or danger over to the
government. A number of those thinkers are
represented in this issue of The Freeman.
The purpose of this issue is to help us
understand why we have turned over so
much risk coping to the government, what
harm it has caused, and what, over the long
term, we can do about it.

Technically, this issue is about' 'risk pol
icy" and' 'risk assessment," as well as more
generally about environmental problems.
But I hope to show that "risk" is more than
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a technical matter, and I hope that these
articles will point the way toward steps we
can take to deal with risks while enhancing
freedom.

This issue also includes an essay about the
life and work of the great economist Adam
Smith. While this short biography does not
deal overtly with risk to human life or to the
environment, as most of the other articles
do, Adam Smith was not silent on the sub
ject. He well understood one of the recur
ring themes of this issue: When hazards
occur, governments usually make them
worse, not better.

Consider the following quotation (found
on p. 493 of the Modern Library edition
of The Wealth of Nations): "Whoever ex
amines, with attention, the history of the
dearths and famines which have afflicted
any part of Europe ... will find, I believe,
that a dearth never has arisen from any
combination among the inland dealers in
corn, nor from any other cause but a real
scarcity, occasioned sometimes, perhaps,
and in some particular places, by the waste
of war, but in by far the greatest number of
cases, by the fault of the seasons; and that
a famine has never arisen from any other
cause but the violence of government, at
tempting by improper means, to remedy the
inconveniencies of a dearth."

-JANE S. SHAW
(Jane S. Shaw, Senior Associate of PERC,
a research center in Bozeman, Montana, is
this month's guest editor.) .

Free Market Environmentalism
Free market environmentalism is based

on two premises, the first of which is that
free markets provide the higher incomes
that in turn increase the demand for envi
ronmental quality. Few would deny that the
demand for environmental quality has in
creased dramatically in the past 25 years,
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and there is growing consensus that the
cause of that increased demand is rising
incomes. New studies show that the rela
tionship between per capita income and
environmental quality follows a "J-curve"
pattern. At very low levels of income, en
vironmental quality may be high because no
effluent is produced. As incomes rise above
some minimum, pollutants increase and the
environment deteriorates. But then at per
capita incomes of approximately $5,000 per
year, environmental quality begins to be
come a luxury good. Above that income
level, estimates by Don Coursey of Wash
ington University in St. Louis show that for
every 10 percent increase in income there
is a 30 to 50 percent increase in the demand
for environmental quality. We may all be
environmentalists now, but the cause is not
a born-again experience at Walden Pond; it
is increasing wealth generated by free mar
kets that has given us the wherewithal to
afford environmental luxuries.

The second bulwark of free market envi
ronmentalism is that market for environ
mental amenities provide incentives for in
dividuals to treat the environment as an
asset rather than a liability. . . . Coercive
environmentalists claim to know where we
ought to go and use the powers of govern
ment to get us there. For them there is never
enough wilderness, species should not go
extinct, and pollution should not exist. That
asserted, why not use command and con
trol?

Free market environmentalists make no
claims that they know what ought to be
done. That will be determined by human
action revealed in voluntary transactions
where prices provide incentives for willing
buyers and sellers to cooperate to achieve
their mutual ends.

-TERRY L. ANDERSON and
DONALD R. LEAL

"Letters," Regulation, No.2, 1994
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Risks in the Modem World:
What Prospects for Rationality?

by Fred L. Smith, Jr.

Risk refers to the likelihood that some
thing will go wrong. 1 People naturally

fear such mishaps, and risk aversion is a
basic survival trait. Only non-survivors rush
in where angels fear to tread!2

Even in our relatively safe world, there is
much to fear: crime, disease, highway and
other accidents. The surprising issue is not
that people fear, but that people should
come to fear the dynamic forces upon which
America was built.

Americans are afraid of economic growth
and technological advance, even though
these forces largely account for our current
well-being. The prominence of this attitude
is a relatively new phenomenon; as recently
as the 1950s, American culture still revered
science and technology. Scientists and in
novators were heroic figures, the Bell Sci
ence Hour was a popular television series,
and youngsters read Microbe Hunters with
enthusiasm. No longer. Today's popular
culture uses the scientist more as a careless
Dr. Frankenstein than a heroic Prometheus
and views scientific achievements as more
evidence of man's arrogance than man's
genius. What accounts for the modern re
action?

Mr. Smith is president and founder of the Com
petitive Enterprise Institute in Washington, D.C.
He is co-editor ofEnvironmental Politics: Public
Costs, Private Rewards (Praeger, 1992).

The Wildavsky Legacy

More than almost any analyst, the late
Aaron Wildavsky examined why America
had become so frightened and, through
his books Searching for Safety, Risk and
Culture (with Mary Douglas), and The Rise
of Radical Egalitarianism, among other
works,3 he largely structured the debate on
reform of risk policy. Consider some of his
basic concepts:

• The safe and the dangerous are inter
twined: Wildavsky was fond of the Jogger's
Dilemma. Joggers, he noted, all too often
drop dead ofheart attacks in mid-stride. The
stress of exercise is too much for some
bodily systems to handle. Nonetheless, jog
gers are less likely to die of heart disease
than their sedentary colleagues and exercise
provides significant long-term health bene
fits. Jogging may be a "risky" activity, but
it tends to reduce the health risks that peo
ple face. Wildavsky used this analogy to
illustrate that safety and danger are rarely
separable, but rather inextricably mixed
elements of life. The conclusion, in Wildav
sky's view, was: We must not seek a "safe"
course but rather a "safer" course. To make
our lives safer, we must prudently accept
the introduction of new risks.

• We search for safety: Wildavsky noted
that safety is discovered-not designed.
Increased safety results from a learning
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process. We try new things, make mistakes,
and learn from our experiences. Over time,
risks are reduced. This "trial by error,"
evolutionary approach to a safer world
stands in sharp contrast to the' 'trial without
error" approach demanded in today's
highly politicized risk management world.

• Wealthier is healthier: Money is not just
wealth; it is also a measure of our ability
to fend off disasters. A wealthier population
can buy healthier food, live in safer neigh
borhoods, purchase higher quality goods,
see doctors more frequently. To Wildavsky,
this suggested that all risk reduction regu
lations should meet a minimum test: They
must save more people than they kill. Many
of America's more expensive regulations
fail this standard.4

• Anticipation vs. resilience: Wildavsky
challenged the common belief that risks
should be avoided, that we should always
look before we leap. He argued that in a
world where many, perhaps most, serious
risks are surprises, the more rational course
is to improve our resilience-our ability to
ride out unexpected disasters. Greater
wealth is one element of this strategy. These
common-sense approaches to risk champi
oned by Wildavsky are largely ignored in
the policy arena. Politicized risk managers
seem obsessed with the risks of change but
treat lightly the risks of stagnation. The
risks of going too fast are carefully exam
ined, but the risks of going too slow are
largely ignored. Yet, as any bicycle rider
knows, speed can improve stability and
enhance safety, though it can also increase
the damage from a fall. Once a society
demands unattainable levels of safety-a
risk-free world-public policy becomes di
vorced from reality. To an increasing ex
tent, that is the situation we are in.

Why Is America Afraid?
Wildavsky believed that the primary fac

tor explaining modern attitudes toward risk
was the dramatic rise in the power of radical
egalitarians-that is, those who see all dif
ferences among the citizenry as evidence of
injustice. In a balanced culture, egalitarian

141

Aaron Wildavsky

values are tempered by other viewpoints.
The egalitarian impulse underlying the sen
timent that "all men are created equal" is
counterbalanced by the notion that all
men must be free. However, like Alexis de
Tocqueville before him, Wildavsky noted
that America has always been prone to
egalitarian excesses, and this tendency led
to the current situation, particularly after
the Vietnam War radicalized a whole gen
eration of intellectuals.

Egalitarians view differentiation itself as
evil. Thus they oppose the "creative de
struction" that accompanies economic and
technological change, since change creates
winners and losers. Egalitarians favor a
"steady-state" economy and thus view with
suspicion the changes brought about by
economic and technological growth. They
sympathize with claims that cancer is
caused by corporate malfeasance and that
modern technology is creating public health
disasters. Their egalitarian preferences for a
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world of sharing, of communitarian values,
lead them to see the world in stark Malthu
sian tones. They readily believe that the
earth is inherently fragile, that man's activ
ities threaten to warm or cool or dry or flood
the earth. A world at risk demands common
sacrifice, and compels us all to band to
gether if we are to survive.

ToWildavsky,modern environmentalism
is best viewed as a restatement of this
egalitarian distaste for our modern society.
However, he also examined many of the
standard arguments advanced by those sup
porting modern attitudes toward risk:5

• In the modern world, environmental
risks are extremely important: In this view,
it is rational to fear technology and industry,
which have unleashed dangerous involun
tary risks on humankind. In fact, however,
objective data suggest that technology per
se creates few public health concerns of a
magnitude comparable to those faced by
primitive societies. For example, relatively
few cancers can be attributed to pollution,
occupational exposures and the like.6 Peo
ple are living longer, healthier lives than
ever before. Environmental risks are still
very low compared to other existing threats.
The world is not getting riskier, it is getting
safer, and the environmental concerns many
people fear are not very dangerous.

• Modern Americans are more risk intol
erant: In this argument, it is not that the
world has become riskier; but, rather, a
wealthier, healthier population has naturally
become more concerned with risks. This
argument seems plausible. Earlier Ameri
can leaders grew up during the Depression
and World War II and experienced serious
dangers. In contrast, "baby boomers" have
experienced few real risks. Not surpris
ingly, therefore, the boomers are more risk
averse and demand a higher level of safety
than their parents. However, this explana
tion ignores the fact that baby boomers,
particularly those who agitate for govern
ment risk regulation, have not displayed any
great aversion to risky lifestyles. They have
experimented widely with potentially haz
ardous drugs, promiscuous sex, and a wide
array of other dangerous, albeit exciting,

recreational activities, from hang gliding to
Third-World tourism. Increased risk aver
sion per se does not appear to explain
modern attitudes toward risk, though it may
have some influence.

• There are risks and there are risks: To
some, public attitudes toward risk are a
function not only of the "objective" mag
nitude of actual risks, but also of the manner
in which these risks occur. Risks that are
voluntary, visible, or reversible are more
acceptable than risks that are hidden, im
posed, or permanent. This is the difference
between "hazards" (risks that are "legiti
mate") and "outrages" (risks that are not).
This explanation has a surface plausibility.

But which risks are voluntary and which
are not? Are the risks ofliving near a nuclear
plant, of drinking water that may contain
low levels of chemicals, or of sharing blood
with strangers accepted voluntarily? Or are
they outrageous risks imposed on us by the
nuclear industry, manufacturers whose
chemicals get into the water supply, and
AIDS carriers? Different people at different
times seem to view the same risks very
differently. Environmentalists advocate
limitations on smoking in private restau
rants, even though secondhand smoke is an
avoidable risk (and an inconsequential one
in most cases as well). However, they see
nothing wrong with regulations that cause
harm by reducing wealth or denying tech
nology. The fact that any risk may be easily
reclassified according to the values of the
judging party makes the distinction between
voluntary and involuntary risk highly sus
pect.

• America has enlarged its fear-promoting
institutions: Since World War II, risk regu
latory agencies have seen their powers ex
panded and a host of new agencies has been
created. The alphabet soup of regulatory
offices-FDA, EPA, OSHA, FTC, etc.
emphasizes certain risks and ignores others.
These agencies are assigned no responsibil
ity for the risks of economic and technolog
ical stagnation; they need consider only the
possible risks from a new product or pro
cess. Moreover, if such agencies are to
maintain and expand their staffs and bud-



gets, they must persuade Congress that their
role is essential. That reality explains why
EPA pronouncements read as if they were
written by Stephen King. Environmental
groups are under similar pressure in their
drive to raise funds. Incentives to arouse
fear do help explain the growth of anti
technology attitudes in America.

The Role of Culture
in Risk Selection

Wildavsky recognized that modern atti
tudes toward risk had many causes, but he
believed the dominant factor remained cul
tural. The things we choose to fear reflect
our values more than knowledge about ac
tual risks. We select to fear those things that
convince us that our deeply held prejudices
are valid. What else can explain our will
ingness to ignore the vast ocean of natural
carcinogens in which we live, while spend
ing literally tens of billions on the trivial
quantities of pesticide residues?· Wildavsky
believed that America's intense preoccupa
tion with trivial risks reinforces egalitarian
values. Finding threats in economic activity
and technological change allows us to cas
tigate business, condemn modern wealth
distributions, and argue for a radical restruc
turing of modern society.

What Is to Be Done?
Any improvement in risk management

will require both reforming existing institu
tions and expanding the scope ofprivate risk
management. The latter is preferable, but
political realities require attention to short
run reforms in addition to long-term solu
tions.

Currently, the EPA and other risk regu
latory agencies are biased against change.
These agencies must be forced to consider
the risks of economic and technological
stagnation as well as the risks of technology
itself. How might this be done? One way is
to encourage "conflicts of interest" within
agencies' goals-for example, all risk agen
cies should also have the responsibility of
promoting technology.
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Such an approach would reverse decades
of "good government" reforms designed to
separate agencies devoted to safety from
agencies focused on advocacy. Past reforms
gave the EPA control over agricultural
chemicals, while the U.S. Department of
Agriculture was to concern itself with farm
output only. The idea was to make the EPA
more focused on safety; but it also gives the
EPA little reason to consider the impact of
pesticide regulations on agricultural produc
tivity, food prices, or product availability.

A less ambitious step would be to create
a new position in all regulatory agencies to
deal with new technologies. Appoint a Tech
nology Ombudsman charged with making a
case for the earliest possible approval of the
broadest possible range of new technolo
gies. In order to grow, the office would have
to demonstrate that the EPA and other
agencies are regulating too much, thus pro
viding a counterweight to the presumption
that more regulation is always good. The
goal would be to ensure a more balanced
trial, with advocates on both sides of the
issue. (The Catholic Church pioneered in
this type of reform when it created both an
Advocate of God and a Devil's Advocate
in its canonization process. One office was
charged with advancing the case for saint
hood, the other for shooting it down.)

Another possible institutional reform
would be to mandate Post-Regulatory
Approval Audits for products when they are
finally approved. The goal would be to
assess the losses (both economic and to
human health) associated with their delayed
introduction. Thus, when the Food and
Drug Administration announces a new drug,
celebrating how many lives it will save in the
future, such an audit would point out how
many lives could have been saved had the
FDA acted even sooner.

If such reforms are to have any chance of
success, some support or at least acquies
cence by egalitarians will probably be nec
essary.7 What would motivate this group
to rethink its opposition to choice and tech
nology? Possibly the distributional conse
quences of anti-technology and anti-growth
policies could persuade them. Little effort
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has been spent to show the effect of modern
risk management policies on the poor and
on the Third World, yet they may be signif
icant. To choose just one example, if bans
on pesticides make fruits and vegetables
more expensive, the poor are hurt more than
the well-off.

Toward Private Risk
Management

Unfortunately, reforming the political bu
reaucracy is rarely successful. Thus, we
should begin now to relegitimize private risk
management.8

The task of government is not to ensure
our safety-but to ensure our rights. We
may elect to hang-glide, to hunt, to smoke,
to explore underwater caves, to ski, to take
non-approved pharmaceutical products,
and we should be free to do so. There are
risks entailed by such choices, but people
should be free to make those choices and
bear the responsibility for them. There can
be no values, no clarity about justice in a
world where others decide what is good
for us.

Individuals should be free to voluntarily
expose themselves to increased environ
mental risks if they believe that there are
offsetting benefits . For example, some peo
ple may oppose the siting of a new inciner
ator in their backyard, while others may see
it as a source of wealth and opportunity.
Different people with different needs will
judge such situations differently, examining
the risks and the benefits that lie on each side
of the equation. Furthermore, in accepting
risks, people should be free to use private
means of managing their risks. A role for
policy is to make sure that private insurance
is not destroyed by government, to restore

and strengthen the traditional right of pri
vate contract, and to protect private own
ership.

Aaron Wildavsky's work points out the
need to expand the arguments in favor of
private risk management and to elucidate
the reforms that can enable us to achieve
it. As former EPA Administrator William
Ruckelshaus has noted, echoing Ben Frank
lin, a frightened population is often all too
willing to sacrifice its freedom for the prom
ise of security. Many in America have
understood that fact and are using it to erode
our freedom.

In sum, fear is rational; today's system of
political risk management is not. Our chal
lenge is to make that fact evident to the
citizenry. D

1. This article seeks to synthesize the work of Aaron
Wildavsky on risk and to suggest the policy implications of his
work. Wildavsky was the world's expert and his untimely death
in September 1993 left many unanswered questions. I venture
this essay in the hope that others will take up the quest.

2. Of course, the sociobiological case for heroism (the
altruistic gene argument) does suggest that this remark be
qualified.

3. See Aaron Wildavsky, SearchingforSafety (New Bruns
wick, N.J.: Transaction Books, 1988); Mary Douglas and
Wildavsky, Risk and Culture: An Essay on the Selection of
Technical and Environmental Dangers (Berkeley: University
of California Press, 1982); and Wildavsky, The Rise ofRadical
Egalitarianism (Washington: American University Press, 1991).

4. See, for example, Daniel Mitchell, "The Deadly Impact
of Federal Regulations," Journal of Regulation and Social
Costs, June 1992; and, Wildavsky, Searching for Safety.

5. For a more detailed discussion of this point, see "Who
Wants What and Why? A Cultural Theory" and "Theories of
Risk Perception" in Wildavsky, The Rise ofRadical Egalitar
ianism.

6. See Michael Gough, "How Much Cancer Can EPA
Prevent?" Risk Analysis, Vol. 10, no. 1, 1990.

7. Ideas do have consequences-especially among the
intellectual class. Consider, for example, the shift of opinion at
The New York Times on the value of minimum wage legislation.
Over time, the editorial staff became convinced that such laws
harm, rather than help, the poor. See The New York Times,
"The Right Minimum Wage: $0.00," January 14, 1987.

8. These points are elaborated in my chapter, "Environ
mental Policy at the Crossroads," in Environmental Politics:
Public Costs, Private Rewards, Michael Greve and Fred Smith,
eds. (New York:. Praeger, 1992).
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Chemicals and Witches:
Standards of Evidence
in Regulation
by Robert H. Nelson

Why do bad things happen? Why does
a child die? Judeo-Christian theology

instructs its followers to trust that God has
a purpose, however difficult it may be to
understand.

That answer has not been fully satisfac
tory for many people. Before the Enlight
enment, many in the European religious
world explained disasters through evil spir
its, witches, and other agents of the devil,
which undermined true faith, spread injury
and disease, and caused many bad things to
happen.

Our modern and scientific age-a time
when most people no longer believe in the
active presence of the devil in the world
confronts a similar problem. Science tells us
that our fate is a matter of the workings of
the laws of nature: Cancer is an accident of
cell biology; a high death rate in one town is
simply the random statistical consequence
of the workings of probabilities in a nation
with many thousands of communities. Yet
secular thought today is as filled with devils,
and bad things are as attributed to evil
influences, as in the European world of 500
years ago.

The many parallels were developed in a
remarkable article-still known mainly to
environmental specialists-that appeared
in 1980 on "Witches, Floods and Wonder

Dr. Nelson is Professor ofEnvironmental Policy
at the School ofPublic Affairs at the University
ofMaryland.

Drugs." 1 The author, William C. Clark,
then at a prestigious international think
tank, the International Institute for Applied
Systems Analysis in Vienna, Austria, is
today a member of the science, technology,
and public policy program at the Kennedy
School of Government at Harvard Univer
sity.

Clark begins by noting that "for several
centuries spanning the Renaissance and
Reformation, societal risk assessment
meant witch hunting." Indeed, people
found in "'witches' a convenient label for
their fears of the unknown." It was their
way of dealing with "the inevitable misfor
tunes which befell one's crops, health and
happiness." Although the Catholic Church
did not aggressively persecute witches for
many centuries, the publication in 1486 of
The Hammer of the Witches proved, as
Clark writes, a "collective consciousness
watershed." Witch hunting rose to fever
pitch in the sixteenth and seventeenth cen
turies, as public panics came and went, and
many tens of thousands of alleged witches
were executed throughout Europe.

Witches and Chemicals
Clark sees similar phenomena underlying

our modern chemical panics, although the
hapless victims are no longer executed;
instead, they lose theirjobs, businesses, and
communities. The governing authorities to-
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day are oftenjust as craven in capitulating to
public fears.

He notes that a key question is "the kind
of evidence we admit in our attempts to
answer" questions of cause and effect, of
guilt and innocence. In both witch hunting
and contemporary chemical hunting, there
is no "conceivable empirical observation
which could logically force an answer 'No.'
In neither case is there a 'stopping rule'
which can logically terminate the investiga
tion short of a revelation of guilt. "

In the witch hunts of the sixteenth and
seventeenth centuries, "the Inquisition's
principal tool for identifying witches was
torture.... If she said no, what else would
you expect of a witch? So she was tortured
until she confessed the truth." And in our
current chemical inquisitions, Clark notes,
something that is not a risk with a parts-per
trillion test "can always be exposed to a
parts-per-billion examination.... The only
stopping rule is discovery of the sought-for
effect, or exhaustion of the investigator (or
his funds)."

Environmental investigators, for exam
pIe, proclaimed a decade ago that dioxin
was among the most carcinogenic chemi
cals ever seen. The occupants of Times
Beach, Missouri, were relocated in haste
after dioxin was found in its streets. Yet, by
the 1990s, the scientist who had called for
this evacuation had recanted. Workers
heavily exposed to dioxin in a 1970s indus
trial accident in Italy were showing few of
the dire effects predicted. Michael Gough,
formerly director of the Center for Risk
Management at Resources for the Future,
and past coordinator ofa major dioxin study
for the Congressional Office of Technology
Assessment, wrote in 1993 that all credible
studies "have concluded that dioxin expo
sure has not caused elevated levels of can
cer.,,2

In response to such challenges, the En
vironmental Protection Agency initiated a
new dioxin study in 1991. Yet when the EPA
finally released its study in 1994, dioxin was
not exonerated. The EPA grudgingly ac
knowledged that the original cancer con
cerns might still be unproven by any direct

epidemiological evidence, but now dioxin
was charged with a new litany of sins. It was
as Gough had commented: "No experiment
or study can prove the negative.... As
each postulated connection dissolves, new
ones can be proposed.,,3

Perhaps dioxin will eventually be proven
a great menace. The full scientific truth will
not be known for some time to come. What
is obvious is that, like the witch hunters of
the sixteenth and seventeenth centuries, the
members ofgovernment bureaucracies have
a large personal stake in the outcome-as
large as the chemical manufacturers whose
scientific reports are routinely dismissed by
many people. As Clark noted, "there was
certainly an element ofopportunistic career
ism in the Inquisition, and there is almost
certainly an element ofopportunistic career
ism in the present risk assessment move
ment. "

Arousing public fears is an ancient bu
reaucratic strategy, practiced effectively
early in this century, for example, by the
founder of the Forest Service, Gifford Pin
chot. He warned constantly-and alto
gether baselessly, as matters turned out
that the nation would soon run out of wood,
that there would be a dire "timber famine. "

Witch hunting was not limited to anyone
religion or country. Indeed, while the Inqui
sition was Roman Catholic, about 4,000
witches were executed in Calvinist Scotland
between 1590 and 1680. Paul Johnson re
ports in his History of Christianity4 that
"wherever Calvinism became strong,
witches were systematically hunted."

The Salem Experience
The execution of 19 witches in Salem in

1692, backed by leading members of the
Massachusetts Puritan branch of Calvinism,
was no great anomaly, although it came near
the close of the witch hunting craze. The
Salem court that heard the case consisted of
seven prominent citizens, including the lieu
tenant governor of the Massachusetts col
ony. The victims were convicted largely by
"spectral" evidence supplemented by the



confessions of other supposed witches.
Spectral evidence consisted of testimony in
which a vision of the alleged witch-the
"spectre"-was said to have appeared be
fore the witness and tempted that person to
evil deeds. The appearance ofsuch a spectre
was attributed by the court to the witch, and
was considered to be decisive evidence of
the possession of witchcraft powers.

(By the way, no one who confessed was
executed at Salem. Execution was reserved
for people who refused to admit their guilt
and thus continued in defiance of God and
the court-hardly an incentive to resist
confession.)

Today, risks of chemicals are assessed
from animal tests based on the "maximum
tolerable dose." A sample of rats, for ex
ample, will be exposed to the chemical at
the highest dose that the rats can accept and
still continue to live. This dose will often be
many hundreds or thousands of times the
equivalent doses to which humans are ex
posed. If the rats then show abnormal rates
of cancer or other health problems, the
chemical stands convicted.

The standard of proof here is not much
higher than the spectral evidence and the
"voluntary" confessions accepted by the
Salem court. Normal human health requires
many chemicals that would be very harmful
in the body at much higher concentrations.
There are large numbers of' 'natural" chem
icals that have been present in the food
supply for thousands of years and that to
day show positive carcinogenic results un
der current testing methods.

Seienee magazine found the existing stan
dards of scientific evidence so lacking that
it called editorially in 1990 for an end to
chemical witch hunting: "Resultant strin
gent regulations and attendant frightening
publicity have led to public anxiety and
chemophobia," said the editorial. "If cur
rent ill-based regulatory levels continue to
be imposed, the cost ofcleaning up phantom
hazards will be in the hundreds ofbillions of
dollars with minimal benefit to human
health. In the meantime, real hazards are not
receiving adequate attention.,,5

Bruce Ames, an early developer of tests
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Increase Mather (1639-1723) was among the Puritan
leaders who issued a statement in 1692 that rejected the use
of spectral evidence in witch trials.

for carcinogenic impact and Professor of
Biochemistry and Molecular Biology at the
University of California at Berkeley as well
as a member of the National Academy of
Sciences, writes with Lois Gold that exist
ing maximum tolerable dose methods of
testing, even though they are a main method
used by the government for assessing cancer
risk, are of little worth. They "cannot pre
dict the cancer risk to humans at the much
lower levels to which [humans] are typically
exposed. ,,6

The Massachusetts executions of witches
came to an end when charges started being
hurled not only against the social outcasts
and the poor but against the governing
officials, the relatives of clergy, and other
prominent members of the Massachusetts
colony. The turning point was a public
statement issued in the fall of 1692 by
Increase Mather and other leading Puritan
ministers rejecting the use of spectral evi
dence. Similarly, Clark reports that a critical
event in the winding down of the witch trials
in Europe was the publication by Inquisitor
Alonso Salazar y Frias ofa detailed analysis
of witch burnings at Logrofio, Navarre. The
analysis by this well-respected member of
the church showed that "most ofthe original
accusations had been false, that torture had
created witches where none existed, and
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that there was not a single case of actual
witchcraft to show for all the preaching,
hunting, and burning which had been carried
out in the name of the church." Perhaps
Bruce Ames and the small band of other
scientists who have had the courage in
recent years to insist on firm evidence in the
face of today's environmental panics will
eventually find a similar place in history.

Environmentalists as Puritans
Environmental witch hunting is only one

of several ways in which the more radical
segments of the present environmental
movement have revived the seventeenth
century heritage of Puritan Massachusetts.
When radical environmentalists such as
David Brower and David Foreman refer
to mankind as the "cancer" or "AIDS" of
the earth, they are repeating once again the
old Calvinist message of doom and gloom
that mankind has fallen into a deep and
fundamental state of depravity and that
the earth is headed for divine retribution
unless human beings mend their corrupt
ways.7

In his classic study of the New England
mind of the seventeenth century, the Har
vard historian Perry Miller observed that the
Puritans were "obsessed with" the "theol
ogy of nature. " They had a "reverence" for
nature reflecting their belief that "the crea
tures . . . are subordinate arguments and
testimonies of the most wise God, pages of
the book of nature, ministers and apostles
of God, the vehicles and the way by which
we are carried to God. ,,8 Environmentalism
today, in essence, secularizes this theology.

In Nature it is possible to experience
directly the Creation; in theological terms, it
is possible to encounter a work of God free
of the corruptions introduced by sinful hu
manity. Indeed, intellectual historians such
as Miller have traced a path from the Puri
tans through the New England transcenden
talists of the nineteenth century to current
environmentalism. The founder of the Si
erra Club, John Muir, followed in the foot
steps of Ralph Waldo Emerson; the late
Edward Abbey, a writer who lamented the

loss of the pristine West, was an intellectual
descendant of Henry David Thoreau.

The Judeo-Christian heritage is the bearer
of many of the glories of Western civiliza
tion. American Puritanism helped to spur
abolitionism and women's rights, and is the
great source of much of the reform impetus
in American history. Yet Western religion
has also fallen into moments of persecution
and fanaticism.

Such moments come when trust in reason
erodes. The persecution of witches arose at
about the same time as the Protestant Ref
ormation. The Roman Catholic church be
came increasingly defensive as Luther,
Calvin, and other Protestants contested its
authority. Reason was called into question
as the Reformation challenged the natural
law theology of the medieval Roman Cath
olic church. Similarly today, trust in reason
is fading as science faces growing numbers
of doubters. This paves the way for hyster
ical reactions.

As environmentalism undertakes the wor
thy task of further developing the religious
grounds for the stewardship of the earth, it
will be well to recall these lessons of the
past. In matters of environmental regulation
of chemicals, the future credibility of the
environmental movement rests on demand
ing strict standards of proof before taking
actions that displace many people and spend
many tens of billions of hard-earned citizen
dollars. D
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Controlling Risk: Regulation
or Rights?

by Richard L. Stroup

For many decades, Louisiana's Gulf
Coast has been a center of oil and

chemical plants. The region has higher-than
average rates of death from cancer, and has
even been dubbed "Cancer Alley." Many
people assume that the chemical plants are
causing cancer along the Gulf Coast.

But there is evidence that this assumption
is wrong. In 1992, the Louisiana Cancer and
Lung Trust Fund Board reported that the
incidence rate of virtually all cancers was
"at or below the national average," in the
words ofJoel L. Nitzkin, Director ofSpecial
Projects for the Louisiana Office of Public
Health. 1 (The exception was lung cancer in
males, but Nitzkin, like other experts, at
tributes more than 90 percent of these can
cers to cigarette smoking.)

Yes, death rates from cancer were high.
But the reason, Nitzkin explained, was not
that chemical plants were inducing more
cancer. If they were, cancer incidence rates
would be higher, and they are not. Instead,
people in the area with cancer have not been
getting adequate medical care.

This incident illustrates how easy it is for
the public (and even experts) to misread
information about risk. When you couple
that with a political system that caters to

Dr. Stroup is a Senior Associate of PERC, a
research center in Bozeman, Montana, that
provides market solutions to environmental
problems.

demands for government intervention (as
ours does), the result is a series of major
government programs that are totally mis
directed.

Much of the environmental policy in the
United States is driven by the fact that
voters see potential gains from reducing risk
through the political process. They believe
that they benefit and they think that giant,
faceless corporations pay for those benefits.
While they may act quite differently on an
individual level (for example, they may be
quite willing to bear small risks), as voters
they tend to support heavy expenditures to
reduce risks, however small. As in the case
of "Cancer Alley," these programs may be
based on mistaken perceptions.

Voter ideology affects public policy as
well. Those on the left, mistrusting capital
ism, tend to worry a lot about the risk from
industrial chemicals. The ideological ele
ment of their worry can be seen by noting
that at the same time they fear chemical
pollution, they tend to minimize risks from
HIV-positive individuals in the food service
or health-care industries. People on the
ideological right tend to have the opposite
emphasis.

The view from the left dominated envi
ronmental policy in the 1970s and 1980s, so
it's not surprising that policy focused on
industrial chemicals and on regulation as the
way to deal with them. But it's important to
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realize that this is not the only way to deal
with pollution such as industrial chemical
emissions or waste. While everyone agrees
that it is wrong to impose risk unilaterally on
others without their consent, beyond mini
mal levels, regulation is not necessarily-or
even traditionally-the way to get people to
stop polluting.

Superfund as an Example
The Supetfund program, created by Con

gress in 1980, illustrates the radical shift
toward tight regulation that has taken place
in dealing with pollution. Prior to the cre
ation of Supetfund, people exercising their
rights could sue in court to force the owners
of leaking chemical dumps to clean up any
site posing unacceptable risks.

But suspicion and accusations were not
enough. The burden of proof lay with the
plaintiff. The level ofproof required was not
the stringent "beyond a reasonable doubt"
standard of criminal cases, but the "more
likely than not" standard, which is more
easily met. Nevertheless, meeting this stan
dard could be difficult. Perhaps the harm
would only appear years later as a birth
defect or an illness such as cancer. If the
damage, or unacceptable risk, could not be
detected at the time of the lawsuit, common
law would not force action. Another prob
lem with these common-law suits was that
even if the risk was known, the creator ofthe
site might not be located or might be insol
vent.

In 1980, Congress confronted what
seemed to be an emergency, although ulti
mately the "crisis" turned out to be as
inaccurate a perception as Louisiana's
"Cancer Alley." In Niagara Falls, New
York, chemicals from a former industrial
waste site known as Love Canal seeped into
people's basements after the canal walls had
been punctured by the local school board,
the city government, and the state depart
ment of transportation. Fearing the worst,
people reading headlines all over the coun
try worried about thousands of "ticking
time bombs" -abandoned dumps-that
were threatening the nation's health. In fact,

however, studies since then have not con
firmed any unusual long-term dangers to
residents in the area of Love Canal.

Congress abandoned the traditional way
of dealing with health threats from hazard
ous waste, which required evidence that the
pollution complait~t was more likely than not
to be correct. Congressmen wanted action,
and the rights of those who ultimately would
be required to pay were treated as insignif
icant. (Another boost came from the EPA,
which saw Supetfund as a way of expanding
its power.)

Supetfund is largely immune from the
budget process because it is financed by a
special tax on chemicals, oil, and a broad
based corporate income tax. Furthermore,
the EPA can potentially recapture all the
costs of the cleanups it incurs from the
companies that contributed waste to the site
(even if they followed the law at the time).
To prevent delays, Congress made the ac
tions of the EPA at any site largely immune
from judicial review until after the money is
spent to clean up the site. Often, very large
amounts of money are involved. The EPA
makes people pay, on average, an estimated
$30 million per site cleanup.

This unlimited access to the purses of
others gives EPA professionals an incen
tive to pursue their mission with much zeal
and little restraint. While their goal may be
high-minded-cleaning up sites to protect
the public-they have an incentive to clean
up just about any site just about anywhere,
as long as it might pose even a small poten
tial danger. And they do. (That doesn't
mean that cleanups are fast or effective.
Traditional bureaucratic inertia sets in, and
critics from across the political spectrum
assail the Supetfund program as wasteful
and ineffective.)

EPA professionals force cleanups at
many sites where the existence of high risk
is dubious, and where risk could be mini
mized without cleanup by isolating contam
inants or by restricting site use. EPA risk
assessments pile conservative (that is, ultra
safe) assumption on conservative assump
tion to exaggerate estimated risk. Outside
experts indicate that the resulting risk esti-
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mates may easily overstate the expected
value ofa given risk by a factor ofa thousand
or 10,000.

Imaginary Health Risks
Most of the health risks claimed in the site

assessments are purely imaginary. They are
based on future scenarios that hypothesize
"reasonable maximum exposures." EPA
claims that the risks could "plausibly" oc
cur, but that claim is often doubtful. For
example, the EPA frequently assumes that
an industrial hazardous waste site will be
come a residential area. And, despite official
EPA guidance to the contrary, important
information revealing the uncertainty of the
estimates is routinely omitted from material
provided to the public and to officials.

This process has led to opposition around
the country as citizens of communities with
Superfund sites (or potential Superfund
sites) try to keep the EPA out. They contend
that their towns are safe; the EPA says they
are not. Even the General Accounting Office
has criticized the EPA for failing to compare
the benefits of cleanup with the benefits of
using those funds to deal with other envi
ronmental problems.

In sum, Superfund is not an effective way
to reduce health risks. It reduced the tradi
tional protections that people and compa
nies can expect from legal due process, and
it hasn't clearly helped anybody, except
lawyers, consultants, and the EPA. Much
the same has been shown to be true of many
other regulatory programs.

Rights, Prosperity, and the
Environment

Is there another way? Yes. The traditional
way of dealing with pollutants is by protect
ing rights. This approach is based on the
recognition that people have a right not to be
invaded by others, and this includes inva
sion by excessive pollutants emitted by
others. This approach to controlling pollu-

tion was not perfect, but now that we see the
ills of regulatory programs, it looks better
than it did in the 1970s.

Enforcing rights would not completely
end emissions of potentially harmful pollu
tion. Nor should it. For example, a polluter
might offer to purchase the rights of those
downwind. Those affected could choose
between moving, for compensation, or stay
ing where they are, insisting on their rights,
but losing compensation.

If we can return to a rights approach,
much money will be saved-not just tax
payers' funds, but some of the $150 billion
spent each year by industry to meet envi
ronmental regulations that often accomplish
little. One important result will be greater
prosperity.

Prosperity, or rising levels of wealth and
income, are a key to environmental im
provement. Prosperity makes possible tech
nological advances that reduce stress on
resources and emit fewer pollutants; data
from around the world show that techno
logically advanced nations generally have
cleaner, healthier environments. Further
more, the demand for environmental im
provements-the willingness and ability to
sacrifice to achieve more environmental
quality-grows more than proportionally as
income grows. Economist Donald Coursey
estimates that when incomes grow 2 per
cent, willingness to sacrifice for added en
vironmental quality grows 5 percent. 2

Around the world, greater prosperity also
leads to reductions in birth rates over time
and an easing of population pressures.

And prosperity is the way to help the
people in "Cancer Alley." With more in
come and greater prosperity, they can ob
tain the timely medical care that will save
their lives. 0

1. Joel L. Nitzkin, "Cancer in Louisiana: A Public Health
Perspective," Journal o/the Louisiana Medical Society, April
1992, p. 162.

2. Donald Coursey discussed this topic in "The Demand for
Environmental Quality," a paper presented January 1993 at the
annual meeting of the American Economic Association in
Anaheim, California.



Ideas and Consequences

Recycling Myths

I f there's a buzzword in the business of
managing America's solid waste problem,

surely it is "recycling." At times the term
seems to have taken on an almost religious
meaning, with the faithful assuming that
"disposable" is bad and "recycling" is
good by definition.

There's nothing wrong with recycling
when it's approached from a perspective of
sound economics, good science, and volun
tary cooperation. Too often, it's promoted
as an end in itself without regard to whether
it's worth the time and expense.

Recently, a speaker on this subject told
my local Rotary Club that we should all
recycle more ofthe paper we use so America
could save its trees. The implication was
that we're using too much paper, that trees
are endangered, and that our civic duty
requires that we do more with less.

As it turns out, most of the trees that are
planted in America are planted with the
intent ofeventually harvesting them to make
things like paper. This means that if we all
used less paper, there would be fewer trees
planted. Maybe some people ought to use
less paper anyway (bureaucrats, for in
stance), but no one should assume that the
people who are in the business of growing
and harvesting trees are going to continue to
do so even if we don't buy their products.

Lawrence W. Reed, economist and author, is
President of The Mackinac Center for Public
Policy, a free market research and educational
organization headquartered in Midland, Michi
gan.

by Lawrence Reed

"We're running out of trees" is a fiction
older than most of the trees alive today.
The truth is that though the total area of
forestland in the continental United States
is about the same as it was 75 years ago---
600 million acres-there are far more trees
because of greater tree density per acre.
Market-driven technological changes,
such as the development of wood preser
vatives, have led to more efficient use of
forest resources. Market incentives have
given private land owners good reason to
replant nearly three million acres of trees
every year. So when it comes to paper,
recycle to your heart's content, but not
because you think we'll run out of trees if
you don't.

A recycling mania has been sweeping the
country for nearly a decade. More than
6,000 curbside programs are operated by
local governments, serving at least 70 mil
lion Americans. In a recent year, more than
140 recycling laws were passed in 38
states-mandating the activity or requiring
taxpayers to pay for it, or both. All this has
occurred at the same time that cost-cutting
entrepreneurs are busy producing less and
less packaging to contain more and more
goods.

Without any edicts from politicians, plas
tic milk jugs today contain 30 percent less
plastic than they did just 20 years ago. The
weight of aluminum cans declined by 36
percent between 1960 and 1990. Experts like
Lynn Scarlett of the Los Angeles-based
Reason Foundation point out that Ameri-
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ca's solid waste problem is a public policy
failure, not a market failure.

Because of flat rate charges for municipal
garbage pick-up and disposal, government
policies in most areas subsidize those who
throwaway large quantities of refuse at the
expense of those who throwaway very
little. Entrepreneurs know how to construct
landfills now that pose absolutely no hazard
to the environment, and anyone who has
ever flown over almost any state knows
there's plenty of land for this purpose, but
naysaying regulators have almost closed
down this efficient waste management op
tion.

The fact is that sometimes recycling
makes sense and sometimes it doesn't. In
the legislative rush to pass recycling man
dates, state and local governments should
pause to consider the science and the eco
nomics of every proposition. Often, bad
ideas are worse than none at all and can
produce lasting damage if they are enshrined
in law. Simply demanding that something
be recycled can be disruptive ofmarkets and
it does not guarantee that recycling that
makes either economic or environmental
sense will even occur.

Many people believe that simply segre
gating plastic containers, glass bottles,
newspapers, and metal cans and then plac
ing them in colorful boxes at curbside means
that recycling has somehow taken place.
Without ever questioning either the cost or
the outcome of the process that starts at the
curb, they assume that whatever happens
must be both economically and environmen
tally sound.

Recycling, however, doesn't really hap
pen unless all that plastic, glass, paper, and
metal is turned into new, useful products
that are actually in demand in the market
place. Some of what we put at curbside
actually ends up in a landfill or piled to the
ceiling in warehouses with no place to go.
Recycling programs may make a lot of
civic-minded citizens feel good, but the
whole rationale is undermined to the extent
they are nothing more than expensive, po
litically motivated, and circuitous methods
of old-fashioned garbage disposal.
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Quite often, more energy and resources
are spent than saved in the process of
recycling. Municipal governments, because
of the inherent shortcomings of public sec
tor accounting and budget information, rou
tinely underestimate the full costs of their
recycling programs.

One area where recycling plainly works is
in the disposal of aluminum cans. Since the
process requires 10 percent less energy than
transforming bauxite into aluminum, it pays
for producers to use recycled cans. Hence,
a market has developed for these cans, and
market incentives encourage entrepreneurs
to find efficient ways to collect them.

One area where recycling doesn't make
sense is in the disposal of juice containers
used principally by school children. Aseptic
disposable packages such as those small
juice boxes were banned in Maine and are a
target of the more extreme environmental
ists. But as a 1991 study from the National
Center for Policy Analysis (NCPA) in Dallas
showed, such knee-jerk, interventionist,
pseudo-solutions to nonproblems are rooted
in misinformation or incomplete informa
tion:

• Filling disposable boxes requires about
half as much energy as filling the supposedly
preferable alternative, glass bottles.

• For a given beverage volume, trans
porting empty glass bottles requires 15 times
as many trucks as the empty boxes-thus
using more fuel and causing more air pollu
tion.

• Because the end product is lightweight,
small, and rectangular, the filled boxes can
be transported more efficiently than full
glass bottles-using 35 percent less energy.

Some states have threatened to ban dis
posable diapers as a way to encourage the
use (and recycling) of cloth diapers. Studies
show, however, that when all environmen
tal effects are considered, cloth has no clear
advantage over disposables. In California
and other western states where there is
relatively abundant landfill space and a
shortage of water, the case for disposables
is actually quite strong. Residents of those
states who avoid them and wash cloth dia
pers with scarce water may actually be
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doing harm to the environment. The mar
ketplace, once again, is not as dumb as
certain do-gooders think it is.

Several cities, including Portland, Ore
gon, and Newark, New Jersey, have essen
tially banned polystyrene food packages.
That's what McDonald's used to put its
burgers in until it was pressured into switch
ing to paperboard containers. The average
American thinks these efforts are positive
for the environment because they will some
how promote recycling. They also believe
that because paper is "biodegradable" and
polystyrene is not, the switch will reduce the
need for landfills. The truth of the matter is
more complicated than that.

Polystyrene, it so happens, is completely
recyclable, which isn't always true of the
paper used in, say, drinking cups. And those
paper cups, by the way, cost the consumer
about 2V2 times as much as polystyrene.

Studies from NCPA and other respected
organizations show that production of the
old polystyrene McDonald's hamburger
shell actually used 30 percent less energy
than paperboard and resulted in 46 percent
less air pollution and 42 percent less water
pollution. The average 10-gram paper cup
consumes 33 grams of wood and uses 28
percent more petroleum in its manufac-

ture than the entire input of a polystyrene
cup.

Furthermore, the paper cup requires 36
times more chemical input (partly because
it weighs seven times as much) and takes
about 12 times as much steam, 36 times as
much electricity and- twice as much cooling
water to make, compared to its polystyrene
counterpart. And, about 580 times as much
waste water, 10 to 100 times the residual
effluents of pollutants, and three times the
air emission pollutants are produced in mak
ing the paper cup.

Environmentalists who put their faith in
government, with hardly a scrap ofevidence
that suggests they should, seem oblivious
to these realities. To them, mountains of
refuse waiting to be recycled into things
people don't want at a cost they would never
freely pay is not a reason to abolish man
datory recycling schemes. Instead, it gives
them a reason to pass new laws that would
force-feed the economy with recycled prod
ucts.

Market economists-by nature, philoso
phy, and experience-are skeptical of
schemes to supplant the free choices of
consumers with the dictates of central plan
ners. The recycling mania confirms their
suspicions. 0
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EcoKids: New Automatons
on the Block

by Jo Kwong

T he other day my five-year-old twin girls
asked me to.turn on the Saturday morn

ing cartoons. As I switched on the televi
sion, I recognized the characters from Ted
Turner's Captain Planet and immediately
pressed onward in the channel selection.
One of my daughters recognized the show
and cried, "But I want to watch that!" I
explained that Captain Planet teaches chil
dren things about the environment and hu
man nature that simply are not true. Reflect
ing on a phrase used in the show, she asked,
"You mean, the power is not with us?" My
heart sank as I realized I was finally expe
riencing one of my worst nightmares: the
brainwashing of my children through envi
ronmental "education."

As our nation continues its all-consuming
pursuit of protecting the environment, "re
gardless of the cost," we are overlooking
the greatest cost of all: the toll on our
children. My review of environmental "ed
ucation" has revealed a number of unset
tling trends and strategies. It is apparent, for
example, that (1) children are being scared
into becoming environmental activists, (2)
there is widespread misinformation in ma-

Dr. Kwong is an environmental research assis
tant at the Atlas Economic Research Foundation
in Fairfax, Virginia. This is a longer version ofan
article published by The Acton Institute (Grand
Rapids, Michigan) in the March/April 1995 issue
of Religion & Liberty.

terials aimed at children, (3) children are
being taught what to think, rather than how
to think, (4) children are taught that human
beings are evil, (5) children are feeling
helpless and pessimistic about their future
on earth, and (6) environmental education
is being used to undermine the simple joys
ofchildhood. Are we raising critically think
ing leaders or simple automatons that can
recite that latest environmental dogma?

Raising EcoKids
A quick glance at the materials aimed at

children and their educators reveals one
very apparent trend: a call to activism. The
bestseller 50 Simple Things Kids Can Do
To Save the Earth, published by The Earth
Works Group, urges kids to write to their
U.S. Senators, the President, and world
leaders, or join an environmental group.
Suggested groups include the Natural Re
sources Defense Council, famous for per
petuating hysteria over Alar-treated apples
in the late 1980s, and Greenpeace, an orga
nization that even its admirers say built its
reputation on publicity stunts and playing
"fast and loose" with scientific facts.

The textbook Your Health, published by
Prentice-Hall, encourages children to "con
sider joining an environmental group." Its
suggestions for further contacts include
Greenpeace, Zero Population Growth,
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Planned Parenthood, and Earth First! (a
group that has solicited terminally ill people
to undertake life-threatening eco-terrorist
activities). And Kid Heroes of the Environ
ment, another publication of The Earth
Works Group, praises children for conduct
ing petition drives, organizing letter-writing
campaigns to political leaders, and boycott
ing businesses.

The Alley Foundation, a "non-political,
non-profit organization dedicated to the en
vironmental education of our youth," dis
tributes a book called' 'Cry Out. " It tells the
children, "Unless you take action NOW,
the beautiful forests where you go hiking,
the beaches where you swim in clean water,
the clear morning when you take a breath of
sweet-smelling air could all become things
of the past."

What's so wrong about these calls to
activism? Nothing, really, if children are
taught solid facts about environmental sci
ence and if they understand the trade-offs
involved in adopting alternative courses
of action. Yet this hardly seems the case.
Children are often taught by people lacking
training in environmental subjects.

Consider that the United Nations Envi
ronment Programme markets its publica
tion, "Environmental Education for Our
Common Future," to teachers "whatever
subject they teach." 1 Or that school sys
tems across the nation, often at the require
ment of government mandates, are incor
porating environmental education into
traditional subjects such as mathematics,
history, languages, and civics. Children are
learning from teachers who can barely dis
tinguish myth from fact in the environmental
arena.

Myths vs. Facts
Environmental professionals have

learned that sensationalism sells. It boosts
donations to their non-profit organizations
and helps peddle materials to educators.
The focus is typically on the negative: how
human beings or evil corporations are dev
astating the environment.

Take the infamous Exxon Valdez oil spill

of March 1989. Environmental groups, rec
ognizing a heaven-sent fund-raising bless
ing, sprang into action generating state
ments, press conferences, and reports that
portrayed the spill as one of the greatest
ecological disasters of all time. The media
joined the frenzy. The public was informed
that Prince William Sound would take at
least 50 to 100 years to recover, and in the
meantime the salmon and herring fisheries
could go extinct.

Donations to environmental groups,
which for many had been on the decline,
shot up in response to the dire need for
environmental protection. Largely ignored
was the evidence that the oil spill was not in
fact a major ecological disaster. In 1990, the
fish catch topped 40 million, far exceeding
the previous record of 29 million in 1987.2

Internationally recognized oil pollution ex
perts found the coast recovering nicely one
year after the accident.

It seems that the truth loses out if a more
sensational version is plausible. For exam
pie, children are taught that acid rain is
destroying our forests; overpopulation will
exhaust our resources; the ozone layer is
rapidly being destroyed; and global warming
will lead to disastrous climatic change. All of
these, and many other scare scenarios, have
been widely debated or refuted by experts.
Yet, they are taught as facts.

A "Science Gazette" article in a Prentice
Hall textbook describes the consequences
of warming of the earth with photographs of
houses falling into the sea and a 1930s dust
bowl farm. The text notes that warming in
the polar regions could melt the ice and
increase sea level by "as much as seven or
eight meters!" Severe drought would occur
in the western United States and "farms
might have to be abandoned because of lack
of water. " In other places, more rain will
fall, causing an insect explosion. "Valuable
food crops would be gobbled up by millions
of insect pests.,,3

Global warming is portrayed as a sinister
process resulting from greedy human behav
ior. But, in fact, some warming is a natural
phenomenon. Essential for the existence of
life forms on earth, greenhouse gases, such
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as carbon dioxide, raise the average tem
perature to about 60 degrees Fahrenheit.
Scientists disagree on whether increased
carbon dioxide from coal burning and auto
emissions will change the climate. The un
derstanding is so vague that in the mid to late
1970s, scientists predicted that we were
headed for a disaster via global cooling.

Understandably, it is difficult to present a
balanced picture in textbooks. For one
thing, the need for simple writing for chil
dren leads some authors to present issues as
black or white, right or wrong. And the need
to appease many interest groups in order to
gain statewide adoption leads many text
book authors to write from the "politically
correct" perspective. Nonetheless, it's well
worth considering the impact that such
doom and gloom scenarios may have upon
our youth.

Raising Automatons
Environmental policy analyst Jonathan

Adler tells about how classrooms of school
children submitted public comments to the
Food and Drug Administration on the sub
ject of bioengineered produce. He writes:
"Their letters didn't address the scientific or
even, really, the ethical issues: They were
about death! They called the biotech tomato
'Franken Tomato,' and they pleaded,
'Please don't do this, I don't want to die!' "
"The letters were written all at once and
they were similar," continues Adler. "I'd
call that brainwashing. ,,4

To treat technology in this emotional way
violates our most basic expectations for our
children's education. We need to give them
basic tools. They need the scientific knowl
edge to understand environmental issues.
This includes studies of botany, ecology,
hydrology, entomology, and so on. Children
also need to understand the basic scientific
method: that scientific hypotheses must be
verified by observation and experimenta
tion. Of course, some of this information
is technically beyond the understanding of
younger ones, but if they aren't able to
understand the science, they shouldn't be
mobilized to lobby for specific policy options.

Beyond the science, children need to
learn about policy processes and decision
making if they are to be thinking activists.
Children need to learn about trade-oft's.
They need to see why, for example, con
sumers prefer certain types of energy, even
though some people feel they are sinister or
wasteful. They need to understand what we
give up when we pursue one course ofaction
over another. I've talked in terms of trade
oft's to my daughters ever since they could
listen. Even at their young age, they under
stand that if we buy a toy today, we use up
money that can be used to purchase other
things. The toy is not good or bad-it simply
represents one way we can use our re
sources.

Yet that perspective is a far cry from the
litany of rights and wrongs in the environ
ment. As nearly all school children can recite:
Oil is bad, hydroelectric is good. Disposable
diapers are bad, cloth diapers are good.
Automobiles are bad, bikes are good.

National Geographic's Wonders of
Learning Kit suggests this exercise to teach
ers of science or language arts: "Have the
children write or dictate stories about two
imaginary planets, 'Trashoid 4' and 'Recy
clet.' What would the planets look like?
How would they be different? What would
the beings who live on these planets look
like? How would they live?"s

While students may be adept at describing
the evils ofplanet Trashoid, few can tell you
exactly why something is classified as an
environmental good or bad. Children are
drilled to accept, for example, that recycling
is the only correct way to deal with re
sources. They are supposed to coerce their
parents to sort paper, plastic, aluminum,
and glass, and then to haul it all out to the
curbside. But they are never given these
facts: Each additional recycling truck rum
bling through the neighborhood adds vehicle
emissions to the air, consumes oil and gas,
and increases noise pollution. At the recy
cling plants, energy is used to process the
materials, and huge volumes of wastewater
or other waste are typically released. One
ceramic mug must be reused more than
1,000 times to consume less energy per use
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than a polystyrene foam CUp.6 In other
words, sometimes recycling is environmen
tally friendly; sometimes it is not.

Humans Are Evil
In 50 Simple Things Kids Can Do to Save

the Earth, kids are told, "When your par
ents were kids, hardly anyone ever worried
about saving the environment.... They
developed some bad habits. They made as
much garbage as they wanted; they wasted
energy whenever they wanted; they used up
the Earth's treasures, just for fun.,,7

This treatment disparages parents; others
suggest that parents are stupid. In a discus
sion of the ozone issue, children are told,
"We don't think adults would keep on
making these [CFC] gases if they realized
they were harming all life on Earth.,,8

Should the environment be a wedge be
tween parents and children? And should
children be taught that people carrying out
productive activities are evil?

In one preschool exercise, four-year-olds
were given four pictures and asked to
choose the one that does not belong. They
were shown pictures of three different ani
mals in the forest and a picture of a logger.
The logger didn't belong. One father volun
teered to speak about his industry to his
son's fourth-grade class. Upon arrival, he
found that the children were quite hostile
towards hi~ for being a logger.9 His expe
rience illustrates that even the anti-human
movement has trends. Ten years ago, chil
dren were ashamed to say their dads worked
for Hooker Chemical. Now, children feel
compelled to hide the fact that their dads log
trees.

On the Joys of Being a Child
The drive to create Ecokids has some

other very disturbing aspects. For one thing,
it has the potential of simply taking the fun
out of being a kid.

For example, 50 Simple Things takes a
number of things that have traditionally
been a source of joy for children and turns
them into potential nightmares. "Helium

balloons? Big, bouncing, bobbing ...
Oops? When helium balloons are released,
they are often blown by strong winds into
the ocean. Even if the sea is hundreds of
miles away, balloons can still land there.
Sometimes sea creatures think balloons are
food and eat them. Sea turtles, for example,
eat jellyfish-which look and wiggle just
like clear balloons. If a turtle makes a
mistake and eats a balloon, the balloon can
block its stomach. So the turtle can starve to
death. ,,10

Similarly, it tells children, "most crayons
are made from oil. Since oil comes from
prehistoric creatures, you might be coloring
with the last remains of a Tyrannosaurus
Rex!" or "Have you ever made pictures
with markers? Some have chemicals with
names like 'toluene' and 'ethanol' in them.
Creating these chemicals makes pollution
and uses oil."

Even toys don't escape the wrath of
environmental education. "Toys just don't
come from toy stores. They come from
materials taken out of the Earth. So if they
break right away, and you have to buy new
ones to replace them, you're not only cre
ating a lot of extra garbage, you're using up
the treasures of the Earth."

While environmental special interests
may view these stories as their successes,
others see failure. Are we, as William Ben
nett asks in his broader statement on the
declining moral, spiritual, and aesthetic
character and habits of society, guilty of the
chronic crime against children: the crime of
making them prematurely "old" before
their time? "We live in a culture which at
times seems almost dedicated to the corrup
tion ofthe young, to assuring the loss oftheir
innocence before their time. ,,11

Isn't this exactly what we are doing by
burdening children with the fright of envi
ronmental catastrophes caused by humans?
Vice President Al Gore, writing about
ozone, says: "We have to tell our children
that they must redefine their relationship
to the sky, and they must begin to think of
the sky as a threatening part of their envi
ronment. ,,12 It certainly seems as if we are
dedicated to assuring the loss of their inno-
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cence before their time. How else can we
explain comment after comment from the
mouths of our children that express nothing
less than fear of dying and guilt of living?

Consider some of the now-famous quotes
by several eco-heroes:

Melissa Poe, age nine: "Mr. President, if
you ignore this letter we will all die of
pollution and the ozone layer" (from News
week "Just for Kids!?!").

Catherine Mitchell: "Our Earth is getting
hotter every minute and the only way we can
stop it is to stop burning styrofoam. I'm also
too young to die, might I add, so stop
burning the Earth! " (from the FACE news
letter).

Jesse Hornstein, age 10: "No gases! No
air pollution! It's life or death" (from 50
Simple Things).

Adam Adler, age 11: "I think global
warming and the greenhouse effect are very
bad! What do we want the earth to become,
a flaming ball?" (from 50 Simple Things).

Fortunately, some educators are having
second thoughts about what is happening. In
the fall of 1992, Nebraska school teacher
Joann Wilson developed an environmental
exchange program between classrooms. Us
ing KIDFORUM, a discussion group on
Internet's KIDLINK, Wilson and KID
FORUM Coordinator Laura Stefansdottir
oflcelani:! developed "Environment-2093."
Students were asked to write short science
fiction articles, projecting themselves one
hundred years into the future. What would
that environment look like?

Almost half the students created dooms
day scenarios. Seeing the hopelessness and
futility expressed in these tales, Wilson and
Stefansdottir were led to examine their part
in robbing kids of the youthful idealism
we typically associate with "being a kid."
These educators and many they have come
into contact with are now examining ways to
offer positive, creative, and responsible so
lutions to global concerns. How many oth
ers have the courage and foresight to do the
same?

Similarly, an article in Audubon magazine

suggests that children shouldn't be taught
that "the sky is falling. ,,13 Like me, the
author was moved to a new reality by the
words of her daughter. As the six-year-old
child settled down in her old-fashioned ma
ple bed, newly handed down by her aunt,
she said, "I love my new bed, but ... it's
made ofwood. They killed trees to make my
bed. " To the child, the reality is that a living
thing, perhaps one with feeling, was killed
for her creature comfort.

In a nutshell, educators have embraced
environmentalism to its extreme, fully ac
cepting the anti-human, anti-technology,
and anti-economic growth positions. Chil
dren are taught what to think and not how
to think about environmental questions. In
a society where we are no longer free to
teach traditional values in the school sys
terns, it's unsettling to find new values in the
classroom. The widespread teaching of en
vironmental values, based upon politically
correct propaganda, is rampant. Those ofus
who are concerned about individual liberty,
freedom ofchoice, individual responsibility,
and property rights, should pay attention to
environmental education. D
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The Role of Rights

by Roger E. Meiners

T he modern environmental movement
was launched in the early 1960s. Rachel

Carson's 1962 book, Silent Spring, triggered
fears of chemicals. Concern about dirty air
was heightened by a London smog disaster
that same year and several noteworthy pol
lution incidents in the United States. Such
events increased awareness among the pub
lic, elected representatives, and the media
of the potential for damaging our surround
ings. These forces helped lead to the passage
of a host of major federal laws, culminating
in the Clean Air Act of 1970 and the Clean
Water Act of 1972. These and other federal
environmental statutes began to erode tra
ditional private property rights in favor of
central government control of property.

People began to think it normal for the
government to issue permits to allow the
operation of plants and factories. At the
same time, Americans also began to aban
don their traditional rights to stop pollution
nuisances through the courts; this respon
sibility, too, was largely given over to gov
ernment regulators. Within ten years there
was a regime shift in favor offederal control
of environmental matters.

To many people at the time, environmen
tal statutes seemed necessary to correct the
problem that economists call "externali
ties," or costs imposed on others in society,
such as using the air and water as free goods.
It was not until the late 1980s, when gov
ernment regulations on wetlands and endan-

Dr. Meiners is Professor ofLaw and Economics
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gered species began to prevent people from
using their property in what seemed to them
clearly harmless ways, that the real conse
quence of federal environmental regulation
became obvious.

The result now is substantial restriction
on the use of private property. To preserve
species such as the red-cockaded wood
pecker, for example, many owners of small
woodlots cannot log their land. Others can
not plow their land because plowing may
endanger the Stephens kangaroo rat. Some
are prevented from building homes on their
land because it is suddenly declared a wet
land, even though it may be dry most of the
year. Thus, major attributes ofprivate prop
erty have been taken from private property
owners and placed under federal regulation.

In response, hundreds of grassroots
groups have arisen spontaneously around
the country to form the property rights
movement, as property owners have come
to confront, often for the first time, the
effects of direct restrictions on the use of
their property. Politicians, sensing the
strength of this movement, are proposing
that the government compensate property
owners for takings that substantially reduce
the value of property. Fearing such amend
ments, supporters of environmental laws
that restrict property rights kept numerous
environmental laws off the legislative
agenda of the 103rd Congress. In their view,
it was better to have no new law than one
that reduced the impact of laws already on
the books. This was a major reason why
Congress failed to reauthorize such envi-
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ronmental laws as SupeIfund, the Clean
Water Act, and the Endangered Species Act.

The Common Law Tradition
Forgotten in the move to central environ

mental control was the fact that the enforce
ment of rights, including property rights, by
citizens and communities in the past pro
vided environmental protection without fed
eral interference. Environmental protection
occurred through the application of various
parts of the common law to violations of
personal rights.

Common law (also called private law)
refers to the body of rules that guide judges'
decisions in disputes. In particular, the com
mon law regarding nuisance, trespass, and
riparian water rights gave citizens and com
munities a sound basis to sue polluters who
imposed damage on persons or property.
While common law dealt with disputes be
tween individuals and did not deal directly
with pollution that affected everyone
equally, such as automobile pollution in Los
Angeles, the record of common law cases
indicates that individuals and communities
protected their rights to healthy air, clean
water, and unpolluted land. The environ
mental horror stories of the past few de
cades ignore the fact that air quality im
proved more during the 1960s, before the
Clean Air Act of 1970, than it did in the
1970s. 1

The common law has never been perfect.
However, it plays a key role in promoting
responsible behavior and allows citizens to
decide for themselves if they want to en
force their rights. The common law of torts,
contracts, and property provides the key
legal framework for the free market system.
Individuals decide what actions they will
take. Other persons injured by their actions
have recourse to private litigation when
their protected rights have been violated.

Yes, every day there are cases that make
little sense. But occasional mistakes by
thousands ofindependentjudges are subject
to review by courts of appeal, and legal
rules, if mistaken, can be countered in other
jurisdictions. As a result, decisions are

161

much more likely to be correct, and less
devastating in impact when wrong, than are
decisions by congressional mandates and
regulatory standards. The common law, like
markets, evolves to take advantage of new
knowledge, technology, and the desires of
consumers.

In a way similar to the effects of strict
liability imposed on producers of defective
products, the common law used to (and
occasionally still does) impose tough stan
dards against polluters who inflicted harm
on others.2 In contrast, environmental laws
and regulations tend to establish technolog
ical standards, often at the behest of special
interests. They are implemented by officials
who want central control, and are almost
inevitably outmoded by changing technol
ogy.

We do not know what the common law
rules regarding pollution would be today if
common law protections had not been cut
short by statutory intervention. But as oc
curred before regulatory controls, we could
expect to see a relatively stable set of rules
that adjust to take into account new scien
tific evidence about the effects of pollution.
In contrast, the legislative process is never
clear, since it involves constant pleading
before Congress and regulators to modify
the rules again and again, often with no
rational relationship to the risk ofharm from
pollution.

Erosion of Rights
The erosion of our traditional rights, in

cluding the right to use our property as we
wish, as long as we don't harm others, is a
fundamental loss . It is a modern myth that
our rights were created by the Constitution
(the "supreme law of the land"); the writers
of the Constitution presumed inalienable
rights held by virtue of being free persons.
As a great British legal scholar, A.V. Dicey,
said over a century ago, "Personal freedom
does not really depend upon or originate in
any general proposition contained in any
written document. ,,3

Much of American law is English in ori
gin. When the nation was founded, much
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English law, especially the common law and
the rights and duties it provides for all
citizens, was incorporated into the new legal
regime that includes the federal Constitu
tion. The Constitution created the basic
framework of government, expressly lim
ited the powers of government, and pro
vided express safeguards against invasions
of certain rights. But the Constitution did
not grant us all rights we have as citizens.

We are presumed to have a host of rights,
often called natural law. Some natural law
is expressed through the common law; but
the elements of natural law were presumed
to be understood by the judiciary. Thus a
modern constitutional scholar, Bernard
Siegan, points out that the framers of the
Constitution' 'believed that liberty and per
sonal security are the ultimate purposes of
society; they favored limited government
and dispersal of power, feared the tyranny
of political majorities. . . . They subscribed
to the belief that individuals have fundamen
tal and inalienable rights with which gov
ernment may not interfere."4

The United States is one of the few
governments created by a free people who
understood that they possess inalienable
rights. This is unlike most governments in
history, which grant some rights to their
citizens; typically the state is presumed to
be the source of all law.

This point has been lost in political and
judicial talk about citizens having "rights"
to assorted public benefits, such as a "right"
to subsidized medical care or a "right" to
Social Security. The use of the word right
in such contexts has confused public under
standing of what rights are. No doubt the

legislature has the power to collect taxes to
spend on things such as medical care and
Social Security, but to presume that the
"right" to receive benefits granted by the
legislature is similar to the inalienable rights
understood by the framers of the Constitu
tion is a perversion of the basis of liberty.
The rights that make us a free people are
natural rights,. they are not granted by a
legislature created by a free people.

That is why the modern debate over the
preservation of property rights is a key
issue. Iftraditional property rights are lost in
favor of legislated control of property, a
major cornerstone of all liberty has been
lost. We come closer to being like most
peoples in the world-granted certain fa
vors (called "rights") at the pleasure of the
legislature, but having few rights that may
not be invaded by the legislature and the
agencies it creates to execute its wishes. The
property rights grassroots movement re
flects a common-sense understanding that
the natural rights we have by virtue of living
in the United States are being seriously
eroded in favor of state control and that it is
time to resist that erosion. D

1. See Paul Portney, Public Policies for Environmental
Protection (Washington, D.C.: Resources for the Future,
1990), p. 51. See also Robert W. Crandall, Controlling Indus
trial Air Pollution: The Economics and Politics of Clean Air
(Washington, D.C.: The Brookings Institution, 1983), p. 19.

2. See, for example, Roger E. Meiners and Bruce Yandle,
"Clean Water Legislation: Reauthorize or Repeal?" in Taking
the Environment Seriously, edited by Roger E. Meiners and
Bruce Yandle (Lanham, Md.: Rowman and Littlefield, 1993),
pp.73-101.

3. A. V. Dicey, The Law ofthe Constitution (Indianapolis:
Liberty Press, 1982; first edition, 1885), p. 123.

4. Bernard Siegan, Economic Liberties and the Constitu
tion (Chicago: University of Chicago Press, 1980), p. 12.
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The War on Radon:
Few Join Up

by Kent Jeffreys

Radon is a colorless, odorless gas that
is present in varying quantities across

almost all land environments. It is a natural
by-product of the radioactive breakdown of
uranium in the earth's crust. As radon seeps
through cracks and fissures it can accumu
late in groundwater and even in the lower
levels of man-made structures. Its potential
presence in people's homes has brought
radon to the attention of the U.S. Environ
mental Protection Agency (EPA).

The EPA has decided that radon is the
number one environmental health risk in
America: worse than pesticides and worse
than hazardous waste. The EPA bases its
conclusion on its estimates of possible
deaths, about 14,000 per year, that may be
caused by radon.

Judging from the panic caused by envi
ronmental scares such as Alar on apples
and chemicals from hazardous waste sites,
one might expect the nation's "number
one risk" to incite near hysteria. Yet radon
has failed to instill widespread fear in the
public mind. In fact, radon appears to be
fading as a general concern, at least outside
environmental bureaucracies. If radon is
truly our biggest threat, why haven't people
panicked?

Mr. Jeffreys is a Senior Fellow in the Washing
ton, D.C., office ofthe National Centerfor Policy
Analysis (NCPA), a public policy research insti
tute based in Dallas.

Radon has several attributes that would
appear to make it ideal for arousing fear.

1. Radon can cause lung cancer. For
decades, environmentalists have success
fully used fear of cancer to drive the policy
debate. At extremely high levels, radon has
been associated with an increased risk of
lung cancer among uranium miners. Thus,
radon resembles other high-dose potential
carcinogens.

2. Radon is radioactive. Since the drop
ping of the first atomic bomb, radioactivity
has been the stuff of science fiction, little
understood but greatly feared.

3. Radon is ubiquitous. Since radon is
found everywhere, it can accumulate in
almost any home, potentially justifying a
massive regulatory response.

Despite these characteristics, radon fails
to rank high on the public's list offears. This
lack ofconcern seems to derive from several
factors.

1. Radon is natural. Radon is not a
by-product of industrial or consumer activ
ities. Because there is no one to "blame,"
it has been difficult to inflame the passions of
the public. Even outdoor air has some
amount of radon in it.

2. There is no subsidy for responding to
radon risks. In almost every case, the prop
erty owner must pay to reduce radon risks.
There are no subsidies that allow people to
give full rein to fears without bearing the
consequences. Although millions of homes
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and buildings have been tested and even
"remediated" for radon, these actions were
largely stimulated by a desire to protect
property values rather than human life. In
fact, many jurisdictions have mandated ra
don testing and/or remediation as a precon
dition of home sales. Remediation can cost
from several hundred to several thousand
dollars for the average home.

3. Radon "victims" are smokers. Almost
all of the EPA's estimated "radon-induced"
lung cancers are assumed to occur in current
or former smokers. Despite the well-docu
mented relationship of smoking to lung can
cer, the EPA puts the blame on radon.

Why the EPA Goes
After Radon

As with so many environmental risks, at
extremely high exposure levels radon can
be harmful. Much of the scientific basis for
this statement comes from studies of ura
nium miners. Since the average home does
not closely resemble a mine shaft, caution is
appropriate in extrapolating from high to
low doses. But the EPA assumes the risk
continues down to the level of a single
atom-the ultimate in low dosage. In other
words, the EPA says that there is no per
fectly safe radon exposure level.

Of course, there is no peIfectly safe way
to chew food or drive a car. Life is filled with
risks, and individuals must establish some
sort of response priorities or become para
lyzed by even tiny risks.

It is difficult to identify which factors have
most influenced the public's non-respon
siveness. The fact that radon is natural is a
partial explanation, since many "natural"
risks are downplayed. For example, there is
little or no concern over the natural pesti
cides in our food supply, which are present
(in up to 10,000 times the quantity of man
made pesticides) in the average diet.

However, the visibility of the cost of
response is also important. Lightning is

natural, for example, but everyone fears it.
Since the cost of avoidance is quite small,
most people respond by staying inside dur
ing thunderstorms. Costs may affect how
people respond to synthetic pesticide resi
dues as well. People express more fear
about these pesticides than they do about
natural pesticides. By and large, however,
they aren't willing to avoid them by buying
organic foods, which are more expensive
and sometimes of lower aesthetic quality.

Other direct comparisons between public
acceptance of or opposition to regulations
can be made. For example, many people
want to see local hazardous waste sites
cleaned up; the cost is borne by others. In
contrast, asbestos removal from schools
imposes high direct costs on communities,
and it is resisted. In these cases, the relative
risks seem less important than who bears the
cost.

The EPA's war on radon has not abated;
it has only been ignored. Nevertheless, the
EPA keeps trying. It has issued warnings for
drinking water, schools and other public
buildings, and private homes. It established
a "Radon Partners" program through which
it distributes grants to groups that promote
radon "awareness." The EPA continues to
promote short-term radon testing proce
dures, despite the fact that they are not very
accurate or reliable.

For many potential environmental risks,
the EPA behaves like a supporter of UFO
theories. It's as if the EPA claimed that
since there is no conclusive proofthat UFOs
do not exist, we should assume that they do!
Yet in science, it can never be conclusively
demonstrated that anything is impossible
even the laws of gravity could be subject to
some unknown time limit and expire tomor
row. It is unscientific to present data that
only support your position without ade
quately accounting for data that contradict
your findings. Sadly, like UFO sightings,
EPA cancer scares are likely to continue no
matter how many times the conclusions are
called into question or refuted. D



A Matter of Principle

Cultural Pollution

T he welfare state's destructive impacts
on our economic well-being have been

well chronicled by free market economists.
But the inverted incentives of socialism also
play havoc with the moral character of a
society. All of the virtues associated with
living a productive life are punished; all the
vices associated with an irresponsible exis
tence, rewarded.

The result is cultural pollution.
Market economists have long argued that

environmental pollution is caused not by
capitalism, but by the absence of property
rights and market mechanisms. Similarly,
cultural pollution is not caused by capital
ism; to a large extent, it is caused by the
breakdown of capitalism and the absence of
markets. The discipline that comes from
market relationships preserves such pre
cious cultural resources as personal charac
ter, benevolence, and basic civility. But the
welfare state has destroyed that discipline.

Those under age 30 probably can't re
member a time when radio and TV stations
refused to air gutter-minded "shock
jocks' '-or sewer-mouthed cartoon charac
ters-or nihilistic music videos-or freak
shows masquerading as "talk programs,"
where guests compete in revolting displays
of decadence and self-abasement.

There actually was a time in this nation's
not-so-distant past when most kids wouldn't
use foul language around the opposite sex

Mr. Bidinotto, a StajfWriterfor Reader's Digest,
is a long-time contributor to The Freeman and
lecturer at FEE seminars.

Criminal Justice? The Legal System Versus
Individual Responsibility, edited by Mr. Bidi
notto and published by FEE, is available at
$29.95 in cloth and $19.95 in paperback.

by Robert James Bidinotto

(not to mention at adults), and when those
few who did would get their faces slapped.
A time when no one would have dared ask
the President of the United States what kind
of underwear he wore . . . and when no
President would have dignified such a ques
tion with an answer.

It was a time when students referred to
teachers by their surnames, teachers re
fused to pass kids who hadn't met minimum
standards of achievement, high school grad
uates could read job applications, and
schools issued students more books than
condoms. A time when unmarried girls ac
tually felt ashamed to get pregnant-even
once-and when unemployed young men
actually felt ashamed to apply for welfare.
When derelicts didn't use the sidewalks, nor
celebrities the airwaves, as public latrines.

During the past four decades, standards of
personal taste, language, behavior, dress,
and manners have plunged to loathsome
levels. Today, we are awash in a cultural
tsunami of vulgarity and incivility. From the
street corner to the school classroom, from
the movies to MTV, belligerent faces stare
back at us in defiant challenge to all that is
decent and good, virtuous and valuable
even simply coherent and intelligible.

What is most odious is the fact that the
expressions of decadence are so incongru
ously militant. We behold, daily and in
countless forms, bizarre spectacles of self
righteous relativism and crusading nihilism.
We are simultaneously revolted and incred
ulous and bewildered, wondering from what
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buried cesspool of our national life such
pollution has oozed forth.

It would be simplistic to lay blame for this
cultural collapse solely at the feet ofpolitics
or economics. Ideas rule the world, for
better or worse; the militancy of today's
nihilists is largely the product of many
decades of intellectual corruption. The con
certed, ceaseless assault by generations of
academics upon the standards, heroes, val
ues, and philosophical premises of Western
civilization have undermined our culture's
foundations and battered its institutions.
The barbarians we see around us have been
unleashed and empowered by modern intel
lectuals who-like carriers of some deadly
spiritual virus-have sapped our society of
its once-vital defenses and immunities.

But to have a broad social impact, ideas
good or bad must be transported from the
ivory tower into every corner of society.
They must be embodied in cultural institu
tions and transmitted by political programs.
So while intellectuals may have opened the
faucets, the main pipeline for carrying cul
tural pollution throughout society has been
the welfare state.

The corrupting influences of the welfare
state go far beyond the obvious. It isn't just
that the National Endowment for the Arts
occasionally subsidizes obscenity, or that
billions of dollars in food stamps and Sup
plemental Security Income (SSI) checks are
being cashed in and traded on the streets for
drugs and alcohol. It isn't just that AFDC
encourages unwed young women to have
children, then remain unwed. It isn't just
that unearned benefits encourage some peo
ple to remain shiftless and lazy.

More broadly, the welfare state also buff
ers people from any need to behave like
civilized human beings.

One of the seldom-recognized benefits
of the market system is its great civilizing
influence. Socialists often denounce capital
ism for promoting "competition, not co
operation." But in fact, the competitive
demands of the marketplace reward coop
eration and punish anti-social conduct.

To survive and thrive under laissez-faire
capitalism, the individual must learn to pro-

duce goods and services valuable to his
fellow man. Failing to do so dooms him to a
miserable and marginal existence.

But becoming productive entails much
more than simply learning a skill or creating
a product. Whether employee, employer, or
self-employed, each individual in a free
market must also learn. to market himself,
his service, or his product. This, in turn,
compels him to present himself and his
wares in the best light possible, attracting
rather than repelling others. Those who
learn to cooperate with others will be re
warded by their fellows and flourish; those
who don't will remain unmarketable and go
wanting.

The welfare state short-circuits this learn
ing and maturation process by buffering
people from any need to behave themselves.
In the marketplace a foul-mouthed boor
will be fired from his job. In the welfare
state, nothing he says to anyone will stop
his government checks from coming. In
the marketplace, an ignorant, illiterate, in
coherent young woman has few prospects
of getting a job. In the welfare state, she
can remain just as she is-and the checks
will keep on coming. In the marketplace,
hanging out as a street-corner tough all day
is a short route to homelessness and star
vation. In the welfare state, though, such a
lout can go home to a public housing project,
his rent and food paid for by the same
pedestrians he has spent the day menacing
and insulting-and then, perhaps, spend his
wee hours in a federally-funded midnight
basketball league.

By buffering such offensive behavior from
the normal punishments that the market
place would surely administer, the welfare
state has allowed and encouraged the pro
liferation of a nihilistic subculture. This
subculture, in turn, has become its own
growing market, with an insatiable demand
for the lurid and depraved, fed by unscru
pulous panderers in the media, entertain
ment, and corporate America.

A first step in restoring the quality of our
social environment, then, would be to plug
the poisonous pipeline of the welfare
state. D
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Making the Polluter Pay

by Jonathan H. Adler

The experience of the past few decades
indicates that "pollution control" is

often a pretext by .which the federal gov
ernment regulates the minutiae of each and
every industrial process and economic
transaction. Much of this so-called pollution
control is done in the name of the "polluter
pays" principle. This principle, which is
intuitively sensible, was trumpeted by early
environmentalists as a means to discourage
environmental harms. 1

The' 'polluter pays" rhetoric is still often
used, and most Americans probably think
that current environmental policies make
polluters pay. In truth, however, this ap
proach is seldom embodied in American
environmental laws.

Rarely are particular polluters forced to
pay for actual damage caused. For example,
when Congress enacted Superfund, the fed
eral program to clean up hazardous waste,
"polluter pays" was used to justify generic
taxes on producers of materials (chemicals
and oil) that ended up in waste dumps. Even
if companies had acted responsibly-even
if none of their materials or products ended
up .at waste sites-and they had caused
no damage, they had to pay the tax if they
happened to produce certain materials. Su
perfund is a policy under which polluters
and nonpolluters alike are forced to pay
exorbitant sums.

The polluter pays principle is valid, but
it needs to be better understood and, ulti
mately, to be reinstated under institutional

Mr. Adler is Associate Director ofEnvironmental
Studies at the Competitive Enterprise Institute in
Washington, D.C.

arrangements that make it effective and fair.
To begin with, one must recognize that
emissions per se are not pollution. Pollution
is the imposition of a harmful waste product
or emission onto the person or property of
another without that person's consent; it is
a "trespass" under the principles of com
mon law. If the trespass is so minor that it
creates no impact or inconvenience for the
property owner, it will normally be toler
ated. Otherwise, it will likely result in legal
action of some kind.

The generation of a waste, in and of itself,
does not necessarily harm other people or
their property. Not every emission, waste,
discharge, or industrial by-product is pollu
tion. Thus there is no reason for government
policy to discourage waste per se . Yet
environmental regulators are eager to adopt
"pollution prevention," "waste reduc
tion," and "toxics-use reduction" schemes.
Such programs completely miss the point.
They tend to move away from any true
concern for limiting pollution, and from
holding polluters accountable for the dam
ages that they cause.

Current environmental policy rarely fo
cuses on harm. Indeed, sometimes it doesn't
even focus on pollution at all! Much of the
time the emphasis is on compliance with
byzantine rules and requirements. Fines are
levied not when the property of another is
contaminated, but when a permit is improp
erly filed, or a waste-transport manifest is
not completed in line with the demands
of regulatory officials. The Environmental
Protection Agency itself has observed that
under current law "a regulated hazardous
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waste handler must do hundreds of things
correctly to fully comply with the regula
tions, yet doing only one thing wrong makes
the handler a violator."2 Environmental
rules are now so complex that only 30
percent of corporate counsels believe that
full compliance with environmental laws is
actually possible, according to a survey
conducted by the National Law Journal. 3

The Exxon Valdez Case
Even when harm occurs as a result of

pollution, the "polluter pays" principle is
routinely violated. Consider the case of the
Exxon Valdez. In 1989, an oil tanker ran
aground because its captain was drunk, and
over 300,000 barrels of crude poured into
the water of Prince William Sound, causing
significant, though not permanent, environ
mental disruption. Few people are aware
that the crime for which Exxon was pun
ished was killing migratory birds without a
permit. Extensive shorelines were covered
in oil, and the government prosecuted
Exxon for not having permission to go
hunting!

Exxon was subject to civil suits from
those, such as local fishermen, who claimed
damage from the spill. However, much of
the money that Exxon was forced to pay did
not go to alleged victims of the spill. Exxon
paid $125 million in fines to the federal
government and the state of Alaska. In
addition, Exxon was forced to pay $900
million into a fund to be doled out by
government officials for environmental
projects, habitat protection, and scientific
research, among other things.4 In May 1994,
$38.7 million of this money was used to
create a new state park.s

Exxon was under tremendous political
pressure to restore the "public" shoreline
so it engaged in a costly, and extensive,
cleanup operation. Much of the cleanup was
unnecessary-nature has its own methods
of cleaning up spills of natural substances
like oil-and in some cases the extensive
beach cleaning actually caused harm. So,
not only was Exxon prosecuted on generic
offenses against "public" goods rather than

for specific harms to specific parties, but
the politicization of the spill resulted in a
thoughtless policy response. Had a similar
spill occurred in a more private setting-if,
for example, a tanker truck had overturned,
spilling onto private properties-the owners
of the affected properties would have had
clear, direct recourse. Additionally, they
would have had a tangible incentive to
ensure that any cleanup or remediation was
a proper way to address the problem at
hand.

There was no means for affected citizens
to hold Exxon directly responsible for much
of the actual damage caused to the Alaskan
shoreline. The Alaskan coast had no private
owners, stewards, or protectors who could
seek redress or ensure that cleanup dollars
were well spent, as they could if that oil had
spilled into someone's backyard. The only
direct payments made by Exxon to those
actually harmed were to .fishermen and
Alaska natives who claimed damages from a
temporary decline in the salmon and seal
harvest. 6

If we truly want polluters to pay, there
need to be private property owners that can
defend .threatened or harmed resources.
Ownership of ecological resources can
serve as a deterrent against. causing harm
against others, in the same manner that
private property provides such incentives
in other areas. Private ownership also pro
vides tangible incentives for better steward
ship.7

Polluters such as Exxon should be held
responsible, not for violating a bureaucratic
proscription about the hunting of birds or
for having harmed some' 'public" resource,
but because they harmed someone else's
person or property, and they have no right
to do that. Moreover, any restitution should
be paid to those harmed, not simply to a
government agency that proclaims it will
spend the money in the public interest.

Making Polluters Pay
A fishing club in England, the Pride of

Derby Angling Club, demonstrates how
property rights can prevent stream pollu-
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MINIMUM WAGES

Few economic laws, if any, are more
malicious and malignant than mini
mum wage laws. They prohibit

workers from accepting employment
unless they are paid at least the mini
mum. They order employers to use only
workers who qualify for the minimum
and reject all others. The laws erect a
hurdle over which all American workers
are forced to jump.

The employment hurdle actually is
higher than the stated minimum, be it
$4.25 or $5.15 an hour. It is higher by the
costs of mandated fringe benefits which
employers are forced to pay. There are
Social Security contributions, unemploy
ment and workmen's compensation, and
paid holidays. The $4.25 minimum
wage is at least a $6 an hour minimum
cost. In some industries with high work
men's compensation levies, such as
heavy industries and construction, the
minimum cost may be $7 per hour or
more. If local governments levy payroll
taxes, they raise the hurdle by the same
amount. Similarly, the costs of health
insurance which many employers carry
raise the height of the hurdle.

The only relevant minimum is the
total minimum, that is, all the costs an
employer must bear to secure the ser
vices of a worker. If the costs exceed his
or her productive contribution, they
inflict losses. It does not matter whether
the losses result from a higher minimum
mandate or a boost in Social Security
taxes or workmen's compensation. A

worker who inflicts losses on his
employer is likely to be disemployed.

In the United States, minimum wage
legislation does grievous harm to mil
lions of unskilled laborers, especially
among the racial and ethnic minorities
- blacks, Puerto Ricans, Chicanos,
Mexicans, and American Indians. About
one-third of these workers are teenagers,
almost one-half are twenty-five to
sixty-five years old, and some 17 percent
are seniors, sixty-five years old or older.
Two-thirds of this unskilled labor are
female. Although they comprise only
ten percent of American labor, the harm
done to them and society is greater by
far than their numbers seem to indicate.

It is an unfortunate fact that many
minority youths possess lower levels of
education, training, and experience
than white youths and, therefore, are
less competitive in the labor market.
Without the strictures of labor law, they
would not be able to earn as high a
wage as their more productive
co-workers but would find ready
employment at lower rates. If the mini
mum wage is set above their productive
ability, they are likely to be dismissed or
not hired at all. This explains why the
unemployment rate of black youth in
recent years has ranged between 40 per
cent and 50 percent, which is double the
rate of white teenagers. If we add those
individuals who in frustration and des
peration have given up their search for
employment, the unemployment rate



among black youth, in our estimate,
exceeds 60 percent.

No matter how tragic the economic
effects may be on certain groups of vic
tims/ we must not overlook the psycho
logical harm done and the moral wrong
inflicted on them. Condemned to idle
ness and uselessness in a highly produc
tive society, and barred from making
their own contributions, many, in des
peration/ turn to vice and crime. The
inordinate national crime rate attests to
much despair in the centers of unem
ployment and public assistance.
Moreover, let us not forget the produc
tive members of American society who
not only must forgo the valuable services
which the unemployed could render, but
also are forced to support them. In
return, they are compelled to live in con
stant fear of crimes against their persons
and property.

Every well-known economist has
voiced his concern about minimum wage
legislation, and yet, it survives sober rea
soning and cogent arguments, living on
in the sphere of politics. Few politicians
actually believe that minimum wage leg
islation is truly in the workers' interest,
that it increases their purchasing power
and reduces poverty; and yet, many sup
port it for political reasons. It is clever
politics, yet so cruel and insincere, to
promise higher wages by law, but,
unable to deliver on the promise, instead
raise the height of the hurdle to employ
ment. Itis politics at its worst.

The politicians are urged on by labor
unions and their members who benefit
significantly from legal boosts in mini
mum wages. Boosts obviously hurt
industries using unskilled labor in com
petition with union labor. They may
force marginal enterprises to curtail pro
duction or even shut down, which
would benefit union shops. To benefit
their members at the expense of non
members is a primary function of all

unions. They call this "self-interest"; it
is injury and malice to their victims.

Most of the support for minimum
wage legislation comes from people who
are fully aware of its unemployment
effects. Many Americans in the industri
al states of the North and Northeast use
the law knowingly as a barrier to the
industrial migration from the states to
the South. Since World War 11/ many
companies have left the North to take
advantage of lower labor costs and other
advantages in the South. To impede this
industrial migration and to stifle
Southern competition, the Northern
politicians usually clamor for higher
minimum wages.

Other advocates who are aware of the
harm done to unskilled workers are con
vinced that the beneficial effects/as they
see them, tend to outweigh the evil
effects. Their blind faith in political
action leads them to believe that evil
consequences can be alleviated by new
governmental efforts, such as neighbor
hood youth corps, job corps, public
works programs, retraining programs,
more aid to education, etc. To them,
minimum wage legislation is a conve
nient path to ever bigger government
and bureaucratic control.

If minimum wage legislation could
actually lift wage rates and standards of
living, the poverty of the world could be
eradicated forthwith. The governments
of Bangladesh, Sri Lanka, and Tanzania
would merely have to walk in the foot
steps of the U.S. government and lift
wage rates by mandate. Unfortunately,
what is foolish and absurd in Dhaka,
Colombo, and Dar-es-Salaam is the
same in Washington, D.C.

-~

Hans F. Sennholz
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LEVIATHAN AT WAR
Edited by Edmund A. Opitz

"Peace on earth and good will to men" is one of humanity's older and more
enduring aspirations. It accords with the sentiments of the great religious tra
ditions, and it is in harmony with a substantial bundle of the drives which
move the individual person. History, however, is not composed of aspirations
alone, else it would be quite different from what it has, in fact, been. History, as
it has actually been lived and recorded, provides ample justification for the
pessimist who concludes that peace is only that short interval between battles
when nations are recovering from the last war and preparing for the next.
Things might not be this bad, in reality, but they are bad enough to draw forth
our best and most earnest efforts to understand the causes of war, in the hope
of finding, if not a cure, then at least an alleviation for militaristic ills.

The twenty-two chapters in this book examine the causes and economics of
war, the conscription idea, war and individualism in American histor~

. the importance of free trade, and the prospects for peace. Contributors
include among others, Ayn Rand, Ludwig von Mises, Hans F. Sennholz,
Leonard E. Read, Wesley Allen Riddle, and Edmund A. Opitz. Leviathan At War
also includes classic essays by Daniel Webster and H. B. Liddell Hart-and
Mark Twain's powerful/lWar Prayer."

186 pages + index $14.95 paperback
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lar FEE staff, there will be a number of distinguished visiting lec
turers.
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assist with the financing of the fellowship program.

The formal announcement giving details of the seminars will be
sent immediately on request.
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Write: Seminars, The Foundation for Economic Education, 30 South
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tion. In England, clubs own the right to fish
along some rivers and they protect their
"beats" from pollution. In 1948, several
fishing club members joined to form the
Anglers' Co-operative Association (ACA).
The association won a major case soon
thereafter, known as the Pride of Derby
case. Upstream polluters were required to
stop polluting, and pay damages and legal
costs, since their pollution threatened the
fishery. The ACA has helped fishing clubs
pursue injunctions against upstream pollu
tion ever since. To date, the ACA has been
involved in over 1,500 cases, including sev
eral against municipal water authorities.8

This ability of private parties to restrain
upstream polluters is rarely available in
the United States. Historically, some com
munities and individuals did obtain tradi
tional common law remedies for water pol
lution. However, many such actions have
since been preempted by the federal Clean
Water Act.9 Under the Clean Water Act,
politically preferred polluters are treated
more favorably than others. Municipal pol
luters face cleanup goals that are often less
stringent than those of industrial polluters,
and their cleanup schedules are far more
lenient. Yet, to the rivers and fish, pollution
is pollution.

This problem of unequal treatment is
compounded by the prevalence of citizen
suit provisions in the Clean Water Act and
other environmental laws. Although it may
sound good to allow any citizen or citizen
group to force the government to enforce
pollution laws (and to allow the citizen or
group to recoup legal costs), what it means
is that special interest groups can effectively
determine the enforcement priorities ofgov
ernment agencies. Many of the environmen
tal organizations that engage in citizen suits
have an anti-business bias. As a result,
private industry is subject to more legal
actions than either agricultural activities or
governmental facilities, even though both
of the latter are greater sources of water
pollution. Indeed, between 1984 and 1988,
environmentalist citizen suits against pri
vate industry were more than six times as
common than suits against governmental
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facilities. 10 "There are no environmental
reasons why environmental groups would
display such a pronounced preference for
proceeding against corporate polluters,"
notes Michael Greve of the Center for In
dividual Rights. 11

Many environmental groups have found
that citizen suits can be a lucrative source of
revenue. 12 There is something profoundly
unjust about limiting the legal recourse of
persons harmed by polluting activities, as
the politicization of pollution control has
done, while at the same time encouraging
the use ofcitizen suits by organizations with
no stake in the resources they claim to be
protecting.

Another example of failure to make pol
luters pay is the case of air pollution. It is
well established that a small fraction of
automobiles are responsible for the vast
preponderance of auto-related emissions.
Indeed, over half of all auto emissions are
generated by only ten percent of the cars
on the road. 13 This means that for every
ten cars, the dirtiest one pollutes as much
as the other nine. But federal officials insist
upon imposing significant costs on the
owners of all cars through "clean fuel"
requirements, periodic emissions inspec
tions, and the like, in order to meet federal
air quality standards. If emission reductions
are necessary in some regions to protect
human health (an arguable proposition),
targeting the dirtiest portion of the automo
bile fleet would reduce pollution more effi
ciently and more equitably. Indeed, if air
sheds were managed privately, one would
expect this sort of approach to emissions
reductions.

The broad approaches (which I call' 'drift
net" approaches) achieve pollution reduc
tions more through their scope than their
efficiency and tend to produce environmen
tal improvements at the expense of innocent
individuals who have not contributed to
environmental harm. Environmental pro
tection and simple justice are better served
when pollution reduction efforts focus on
the true sources ofpollution, and ensure that
it is the polluters that pay for the damages
caused.
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Do Pollution Taxes Work?

There is one other approach that appears
to embody the "polluter pays" principle:
the imposition of emission taxes. This idea
is generally associated with the economist
A.C. Pigou, who argued that pollution taxes
would force offending industries to "inter
nalize" the costs they were imposing on
others.

But there are several problems with this
approach. First, such taxes would be used
to enrich government coffers, not to com
pensate those who were harmed by the
pollution. It is one thing for the state to
decide disputes and ensure that polluters
make restitution to those whom they have
harmed. It is another thing for the state to
identify polluting activities and use pollution
taxes as a source of general revenue. The
former is in accord with common law prin
ciples of justice; the latter encourages the
continued growth of the regulatory state.

The second problem is that the state is in
no position to assess the actual costs im
posed by pollution. Pollution taxes enacted
through the political process are likely to
reflect political priorities rather than envi
ronmental ones. The federal gasoline tax,
for example, is often defended as a "polluter
pays" approach because oil exploration,
refining, and use all have environmental
impacts. However, a tax on gasoline is a
poor proxy for taxing environmental im
pacts-the same gallon of gasoline will pro
duce different levels ofemissions in different
vehicles. And special-interest pleading en
sures that certain types of fuels and fuel
additives receive special exemptions from
the tax.

In fact, pollution tax schemes almost
inevitably rely upon some proxy for pollu
tion that can be taxed. It is far easier to levy
a tax on an easily measurable factor, such as
use of a resource or aggregate emissions,
than it is to try and measure the impact on
people-yet it is the impact on people and
the environments that they are concerned
about that should matter. Using tax mech-

anisms in place of common law principles,
no matter how well intentioned the policy, is
a "polluter pays" approach that is destined
to fail.

In sum, making the polluter pay should
not entail trying to eliminate the generation
ofwastes and other by-products ofa modern
industrial society. Nor does it mean regu
lating every emission, every industrial pro
cess, indeed every aspect of economic life.
It means focusing environmental protection
efforts on the greatest sources of harm and
ensuring that polluters pay for the costs of
the harms they inflict upon others. This goal
can be best accomplished through a decen
tralization of environmental policy and a
greater reliance upon common law reme
dies. Central government dictates are not up
to the task. D
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Why Governments
Can't Handle Risk

by Randy T. Simmons

Public opinion surveys indicate that
mainstream America is worried about

environmental risks. 1 In 1990, for the first
time since pollsters began asking the ques
tions, a plurality (46 percent) of American
voters believed that the quality of life where
they live was worse than it was five years
previous, and the number who were pessi
mistic about the future of the environment
(46 percent) exceeded the number who were
optimistic (32 percent).

These surveys, reported in The Polling
Report, also indicate that Americans expect
government to resolve these anxieties. In
1982, one-third of Americans wanted more
government regulation of the environment.
By 1990, two-thirds wanted more. In 1982,
45 percent agreed with the statement that
the environment was so important that re
quirements and standards could not be too
high. In 1990, 80 percent agreed. People
apparently remain confident of govern
ment's ability to protect them against risk.

But the truth is that the government is
spectacularly ill-suited to anticipate future
harms. There are a number of reasons.

First, most of the potential harms we face
are low-probability future events about
which no one can know very much. By
putting protection against these events into
the hands of a central authority, almost

Professor Simmons is the Head of the Political
Science Department of Utah State University.

inevitably a single approach to the harm
will be taken. Given such uncertainty, any
policy of anticipation is likely to be the
wrong one.

The problem with leaving prediction in
the hands of a central authority is illustrated
by the government's mineral assessment
process (even though geology is a more
certain science than assessing risks in an
uncertain future). For each proposed wil
derness area, the Bureau of Land Manage
ment, the Bureau of Mines, and the Geo
logical Survey conduct mineral assessments
to determine the potential for finding min
eral deposits, based on existing geological
theory. The agencies produce probabilistic
estimates of mineral potential.

But scientists do not regard these esti
mates as specific, quantitative data. Even
for the areas that appear to offer little
mineral promise, a negative assessment re
port is not absolute. The vast oil and gas
deposits in the Overthrust Belt were un
known only a few decades ago; several
exploration companies had failed to find
anything. But someone with a new geolog
ical theory applied a slightly different tech
nology in a previously dry hole and discov
ered the reserves.

If we didn't have a variety of people
making different assessments-if, instead,
everyone relied on the government's assess
ments-the oil might never have been
found. Such uncertainties prompted Wil-
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liam A. Vogely, head of the Department of
Mineral Economics at Pennsylvania State
University, to observe, "Their [resource
assessment] results are so imprecise that a
policy based on them may be worse than a
policy that recognizes our complete igno
rance ofpotential reserves.,,2 The same can
be said for government policies anticipating
environmental risks.

A second reason for government's inabil
ity to be our protector against future harms
is that initial risks must be taken in order to
reduce future harms. Only in rare areas,
such as national defense, are politicians
willing to tell their constituents they must
suffer in order for future benefits to happen.
Congress is currently incapable of control
ling budget deficits in large part because
legislators fear causing their constituents
immediate, visible harm.

A telling example comes from the Clean
Air Act amendments of 1977, which were
designed to reduce sulfur dioxide from
power plants and other sources. An effec
tive approach would have been to mandate
the amount of emissions of sulfur dioxide
that would be allowed, and let the power
plants choose the best means of reaching
them. But that concept ran into political
trouble. It would have allowed power plants
to meet the standards by buying low-sulfur
coal from the west and would have elimi
nated jobs in eastern coal fields, which
produce high-sulfur coal.

To protect jobs, Congress mandated that
scrubbers be installed in all new construc
tion, regardless of the sulfur content of the
coal. But scrubbers are less effective than
coal switching, and companies kept using
their old plants to avoid the costs of the
scrubbers. Serving constituents was placed
ahead of the environment. The result was
probably dirtier air. 3 While this case is
dramatic and documented more extensively
than most, politics frequently overrides en
vironmental goals.

A third reason that governments are not
suited for protecting against risk is that they
have trouble carrying out the time- and
place-specific experiments and trials that
develop the ability to deal with surprises.

Whether overseeing grazing, timber har
vest, air quality, or water policy, govern
ments are not able to discriminate by loca
tion or conditions. One size fits all.

Former EPA administrator William Ruck
elshaus has pointed out that the Clean Air
Act requires the Environmental Protection
Agency to impose costly automobile inspec
tion and maintenance programs in commu
nities where certain pollution criteria have
been exceeded only twice in a year. This
rule applies even if the violations occurred
because of the placement of the air-quality
monitoring devices, not because the air was
discernibly unhealthy. "The law does not
allow the federal government to distinguish
between (for example) Los Angeles and
Spokane, Washington, in this regard-a re
striction that defies common sense," says
Ruckelshaus. "In the same way, we cannot
distinguish between a plant discharging pol
lutants into a highly stressed river in Con
necticut and one discharging into Alaskan
waters that bear no other pollutant burden.
In other words, the law does not permit us
to act sensibly.,,4

A fourth reason for government's inabil
ity to anticipate errors and prevent them is
that for such anticipation to work, it must be
possible to make mistakes and learn from
them. Private entrepreneurs receive feed
back about their successes and failures
through profit and loss information. But
politicians' and bureaucrats' success does
not depend on learning from mistakes. In
stead, it depends on increasing budgets,
responding to organized interests, and max
imizing votes. Bureaucrats are insulated
from the effects of their good and bad
choices-someone else benefits or loses.
Politicians are rewarded by voting for poli
cies popular with their constituents, even if
the policies' cost to the nation are greater
than the benefits to their constituents. These
are hardly strategies for developing the
ability to anticipate harm or to be resilient in
the face of it.

Fifth, the public is ill-informed and easily
excited about new risks. Its hysteria can
cause public agencies and politicians to act
in exceedingly harmful fashion, essentially
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through witch hunts. As the article by Rob
ert Nelson in this issue discusses in some
detail, it is a situation not unlike that of the
sixteenth and seventeenth centuries, when
witches were blamed for many harms.5 One
reason why this hysteria was supported
by the authorities was the fact that when
witches were executed, their property was
confiscated by the authorities. Something
parallel happens today, write Richard
Stroup and John Goodman. "Businesses
[that are] politically 'convicted' are as
sessed billions of dollars in Superfund taxes
and cleanup costs," they write, "and thus
help to fund the agencies which prosecute
them. ,,6

In sum, governments are poorly suited for
achieving safety because safety is a process
ofdiscovery, undertaken without being able
to see the end, rather than an object that is
freely available to public or private decision
makers. As Aaron Wildavsky has pointed
out, markets provide a better route for
achieving safety. "Markets overcome de
fects to enhance overall safety not because
'they' know the answer, but precisely be
cause they don't; convinced that better
bargains can always be struck, markets are
based on the principle of incessant search.
The more decentralized, dispersed, varie
gated, and, need I add, competitive markets
become, the more likely it is there will be
more different kinds of search and, there
fore, more safety, especially against the
unforeseen....

,'Attempting to short-circuit this compet
itive' evolutionary, trial and error process
by wishing the end-safety-without pro
viding the means-decentralized search
is bound to be self-defeating. Conceiving
of safety without risk is like seeking love
without courting the danger of rejection. ,,7

The only meaningful alternative is to learn
once again to rely on markets to help us cope
with environmental and other risks. They
sample the unknown, they have reliable
feedback, and they allow trials, errors, and
corrections. D
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Human Health and
Costly Risk Reduction
by Bruce Yandle

W ith the Clinton administration's mis
guided national health-care initiative

dead, at least for now, it is time to consider
an alternative. Let's improve human health
by eliminating or at least sharply modifying
federal rules designed to reduce risk. Does
this seem paradoxical? It shouldn't.

Risk reduction is a natural substitute for
health-care spending. If the incidence of
cancer is reduced by proper diet and regular
medical checkups, fewer people will need
more costly medical treatment. Similarly, if
it is cheaper to reduce the risk of respiratory
illness by curtailing air pollution than by
taking on the risk and later dealing with
injuries and sickness, then we can bet that
health-conserving actions will be taken.

But the current federal mandates for re
ducing risk are so ineffective that risks are
not altered in many cases. In other cases,
huge amounts are spent in an effort to reduce
minor health risks, while larger ones go
untouched. All along the burden of federal
regulation continues to grow heavier.

Ineffective, costly regulation yields two
unhappy outcomes. Unprotected people
must still seek health care (since the risks
haven't been reduced significantly). In ad-

Dr. Yandle is Alumni Professor of Economics
and Legal Studies at Clemson University. This
essay is based on a report written for the Envi
ronmental Issues Council. Appreciation is ex
pressedfor assistance provided by Terry Ander
son, John Hosemann, Roger Meiners, and
Robert Nelson.

dition, ineffective regulation wastes re
sources, reducing incomes. Everyone
knows that lower-income people, on aver
age, are not as healthy as people with higher
incomes.

Writing in Science magazine, Richard
Zeckhauser and W. Kip Viscusi, two re
spected specialists in risk analysis, said:
"Society's system for managing risk to life
and limb is deeply flawed. We overreact to
some risks and virtually ignore others." 1

(When they refer to "society's system" for
managing risk, they mean primarily the
federal government's system for managing
risk.) As we shall see, the federal govern
ment's risk reduction efforts are badly
skewed.

A great deal of federal risk regulation
involves efforts to protect against cancer
by regulating or limiting carcinogens. When
political proposals are made to reduce can
cer risks at an apparent cost of zero to
concerned citizens, regulation wins every
time, no matter how costly the rules may
become. But such regulations are plagued
with problems.

The FDA's enforcement of the 1958
Delaney Clause is a case in point.2 This is
a federal law requiring that any cancer
causing chemical be banned from food. In
1958 there were about 12 known carcino
gens, and detection capabilities were weak.
Since then, the number of identified carcin
ogens has risen to 26 and more than 600
chemicals have been shown to cause tumors
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in rodents, which raises the Delaney pre
sumption that the chemicals are human
carcinogens.

Following orders from Congress, the
FDA developed a "safe dose" procedure
for regulating food carcinogens. It started
with the lowest exposure level that leads
to observed tumors in laboratory animals.
This dose was then extrapolated to humans
and divided by 100 to determine the amount
that could be ingested. Eventually, the FDA
developed the one-in-a-million rule. This
means that a substance under review will
be banned if there is evidence that using
the substance in a recipe generates one
additional cancer per one million exposed
people.

But the annual incidence of cancer mor
tality for all Americans is 300,000 per one
million. That is, cancer is the cause of death
for 30 percent of the population. The FDA
is attempting to reduce the 300,000 to
299,999. To achieve this extremely small
reduction, very costly regulation is re
quired.

In fact, research on cancer-related deaths
indicates that less than one percent are
related to food additives. About four per
cent, on average, are associated with the
workplace. Pollution is estimated to cause
two percent of all cancer death, on average.
The largest share of cancer deaths, 35 per
cent, is associated with diet, and the next
largest, 30 percent, with tobacco.3

Misdirection of Resources
A number of people have noticed that the

efforts of the federal government to address
risk are disproportionate to the size of the
problem. For example, Keith Schneider, a
national correspondent for The New York
Times ,writing in ECO magazine, describes
the case ofabandoned Western mines where
immense piles of tailings contain lead, sul
fur, arsenic, and cyanide. These contami
nants can leach into groundwater, causing
trace amounts ofthe pollutants to make their
way into drinking water; however, experts
are convinced that the risk is small. Con
gress has chosen to deal extensively with
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the tailings problem and has budgeted $10
billion to clean up the tailings piles. In
contrast, the government has budgeted less
than $500 million to close abandoned mines
and restore land affected by mining opera
tions . Yet unprotected mine shafts have
contributed to at least 162 deaths and hun
dreds of injuries since the late 1970s.4

Whether the federal government can or
should do anything about the risk of injuries
from abandoned mines is a separate ques
tion; but, clearly, political factors determine
how government resources are directed.
Government officials are aware of this. In a
widely distributed 1987 study, the EPA
examined its regulatory activities and the
budget allocated by Congress to each of
them, and then ranked the relative riskiness
of 31 areas addressed by the agency. 5 The
goal was to determine how well the agency's
effort to reduce risk matched the riskiness of
various problem areas.

By the analysis of the EPA officials,
indoor radon, indoor air pollution, non
point-source water pollution, and accidental
releases of toxic materials were high risks,
but little was being done by the agency to
reduce them. In contrast, they viewed
Superfund, hazardous waste controls, and
municipal non-hazardous waste site activi
ties as low risks, but the agency had large
budgets directed to them. The EPA report
concluded that "the rankings of risk . . . do
not correspond closely with EPA's statu
tory authorities" and "the rankings of risk
also do not correspond well with EPA's
current program priorities. ,,6

Efforts to develop a more reasonable
approach to regulation have been made by
U.S. presidents from Gerald Ford to Bill
Clinton, without significant progress. For
more than 15 years, the Office of Manage
ment and Budget (OMB) has been required
to conduct reviews of newly proposed reg
ulation to assess their cost effectiveness. A
recent OMB review of 52 different costly
regulations raised a number of unsettling
questions. The OMB stated:

The cost effectiveness for the regulatory
actions listed varies over more than eight
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orders ofmagnitude , from about $100,000
(for certain automotive safety features) to
more than $5 trillion per premature death
prevented (for treating wood preserving
chemicals as hazardous wastes). [S]pend
ing $2 million today on highway safety
would save at least one life in just a few
years. [T]he same amount spent regulat
ing the cancer risks posed by wood pre
serving only prevents one cancer case
every 2.9 million years.

Improved human health and well-being is
the avowed goal of government efforts to
regulate the environment, the workplace,
food, automobiles, agriculture pesticides,
and a multitude ofother consumer products.
The cost per person ofall regulation is large,
two-thirds that of health-care costs, which
many believe to be out of control and
unacceptable. Efforts to prevent harm must
be considered in any overall effort to reduce
health-care costs.

The historic record and understanding of
regulatory politics suggest that any im
provement will be difficult. To bring change
requires a different set of incentives, and
that requires institutional change. It is not
that we are ignorant of the science, econom
ics, and mathematics of risk reduction.
What we lack are political institutions that
provide incentives for intelligent people to
respond logically to the forces of the market
economy when attempts are made to im
prove human health and safety.

Two Recommendations
Two recommendations come to mind.

First, all regulatory activity must be con
sidered in the light of the effects of income
on health and safety. Studies indicate that a
loss in the nation's gross domestic product
of $3 million to $7 million in regulatory costs
yields an increase ofone additional fatality. 8

Recall that EPA regulations alone now im
pose an estimated cost of $100 billion annu
ally, and there are several major studies
indicating that safety and health regulation
has reduced the growth of worker produc
tivity, and therefore wages, by as much as

36 percent in one decade.9 If Congress is
going to mandate a host of actions designed
to increase life expectancy, then Congress
should provide an annual report card to the
people. Each action required by Congress
should be accompanied with an analysis that
accounts for the effects of lower incomes
and tells us just how much life expectancy
has been added. The results of all actions
taken in a given year should be reported to
the American people, and federal agencies
that reduce life expectancies should be pun
ished. OMB should be made the watchdog.

The second recommendation is a bit more
radical. Congress should get out of the
business of mandating reductions of trivial
risks. We should return to common law
rules that impose severe penalties on firms
that inflict harm on consumers. The court
system should be buttressed, not sup
pressed. Then, threats ofcostly suits and the
risk of losing hard-earned business reputa
tions would work together to reduce the cost
of reducing risk and improving health. D
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Assessing the Risk Assessors

by Daniel K. Benjamin

Sed quis custodiet ipsos Custodes?
-Juvenal, Satires, VI, 1.347

L ife is risky business. As we travel its
uncertain voyage, hazards must be as

sessed and choices made among them. For
most of recorded history, both assessment
and choice have been the prerogative of the
individual. Society and its institutions
most notably the law-have exhibited great
faith in the ability of individuals to regulate
the risks of their personal environments.

Over the past 30 years, however, the right
(and obligation) of the individual to assess
and choose among risks has been displaced
by decisions of courts and government reg
ulatory agencies. There are, I believe, two
reasons for this development. One of these
is the erroneous notion that individuals
make systematic errors in their assessment
of risks, an idea I have challenged else
where. I Here I address the second factor,
the widespread view that experts at govern
ment agencies and in the judicial system can
perform the risk assessment process more
accurately because they are, in the words of
Webster's, "very skillful or highly trained."

There is mounting evidence that this view
of expertise is misguided.2 Within regula
tory agencies such as the Occupational
Safety and Health Administration (OSHA)
and the Environmental Protection Agency
(EPA), experts have adopted policies of
extreme conservatism. At every point in the
process, the worst-case assumptions are

Dr. Benjamin is Professor of Economics at
Montana State University and Fellowship
Project Director at PERC in Bozeman, Montana.

made, so that the compound effect may be
to overstate the true risks by a factor of ten
or even 1,000-without saying so. Simulta
neously, thejudicial system has increasingly
dismissed the capacity of market partici
pants to determine the appropriate level
of risk. Consumers are viewed as unable to
assess risk and unwilling to bear it, while
producers are judged unwilling to sell the
level of safety and health that consumers
demand.

The result of this regulatory and judicial
intrusion into the risk assessment process is
twofold. First, there have been a rapidly
growing number of costly attempts to re
duce health and safety hazards that are
simply not very dangerous. Just as impor
tantly, the relative hazards of different
threats have been severely distorted; as a
result, we attack the less serious risks,
leaving the more deadly to wreak their
havoc.

Expertise and Evidence
Two recent policy issues illustrate why

experts must be tools rather than arbiters in
the process ofassessing risk. First, consider
cadmium, a toxic industrial metal used to
coat metals and to make batteries and pig
ments. There is general agreement that at
high doses cadmium can damage kidneys
and possibly cause lung cancer. During the
early 1980s, OSHA investigated the possi
bility of imposing stringent controls on
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workplace exposure to cadmium. OSHA's
review of the evidence led it to propose rules
that would have reduced exposure levels
100-fold, saving the lives of 14 workers each
year.

The Office of Management and Budget
(OMB) subsequently reviewed the same
body of evidence. It concluded that the
proposed regulations, far from saving 14
lives each year, would actually kill at least
25 additional individuals! OMB reasoned
that the high cost of the proposed OSHA
regulations would reduce America's wealth.
As people become wealthier, they demand
more safety; as they become poorer, they
choose less safety. Thus, the decline in
wealth caused by the costly new regulations
would cause a decline in the demand for
safety and lead to a rise in total fatalities. 3

So one group of experts claim that the
proposed regulations are an improvement;
the other group of experts say they are not.
The relevant issue is that the experts dis
agree. Which expert should we choose?

The second question is which evidence
should be relied on. Consider the "green
house effect," the apparent tendency of
carbon dioxide (C02) and other gases to
accumulate in the atmosphere, acting like
a blanket that traps radiated heat and in
creases the earth's temperature. Human
kind is producing greenhouse gases at a
record rate, and they are accumulating in the
atmosphere. Over the past 50 years, the
amount of CO2 in the atmosphere has risen
about 25 percent.4

In principle, higher CO2 levels should lead
to higher global temperatures; the National
Academy of Sciences has suggested that by
the middle of the twenty-first century,
greenhouse gases could be double their
levels of 1860 and global temperatures could
rise by as much as 2° to 9° Fahrenheit. Many
of today's temperate climes could become
arid dust bowls.

At first glance, such a view seems con
sistent with the fact that, on average over
the past century, greenhouse gases have
been rising and so has the average global
temperature. Yet almost all of the temper
ature rise occurred before 1940, while most

of the increase in greenhouse gases has
occurred after 1940. In fact, global average
temperatures fell about 0.5° between 1940
and 1970;5 this cooling actually led some
prominent scientists during the 1970s to
forecast a coming ice age. Thus, less than 20
years after experts assured us the evidence
pointed directly at falling temperatures, ex
perts are now saying that the evidence
points toward rising temperatures.6 The key
is that here, as in many cases, the evidence
is mixed. We must still decide which evi
dence to rely upon.

The Role of Incentives
Once we admit the possibility that experts

err (or at least disagree) and that evidence is
sometimes ambiguous (or at least arguable),
we are forced to recognize that experts'
judgments often reflect the incentives they
face. Indeed, the cadmium episode reveals
quite clearly how those differences can de
pend on the incentives at hand.

As reflected in its name, OSHA is charged
with protecting worker safety, and one must
presume that the rewards facing its employ
ees are structured accordingly. In contrast,
OMB emphasizes managerial efficiency and
ferreting out the cost implications of gov
ernment actions. The positive safety impli
cations of the proposed cadmium regula
tions stem from the physical protections
offered workers who handle cadmium; it
was the evidence on these effects that
OSHA's experts found most compelling.
The adverse implications of the regulations,
so compelling to the OMB experts, arise
from their negative impact on our standard
of living and the resulting decline in the
demand for safety.

It is unlikely to be sheer coincidence that
the respective experts' conclusions dove
tailed closely with the mandates of their
respective agencies. It is far more probable
that these experts-like all -experts-re
sponded to the incentives they faced. They
chose to evaluate the evidence not in a
vacuum, but in accordance with the costs
and benefits they perceive likely to accrue to
them as a result of their decisions.
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"Today it is almost heresy to suggest that scientific knowledge is not
the sum of all knowledge. But a little reflection will show that there
is beyond question a body of very important but unorganized
knowledge which cannot possibly be called scientific in the sense of
knowledge of general rules: the knowledge of the particular circum
stances of time and place. It is with respect to this that practically
every individual has some advantage over all others in that he
possesses unique information of which beneficial use might be made,
but of which use can be made only if the decisions depending on it
are left to him or are made with his active cooperation."

-F. A. Hayek, "The Use of Knowledge in Society"

It is arguable that only the people who
bear the consequences ofdecisions can fully
know the advantages and disadvantages of
each expert decision, including decisions
about what evidence to accept. In the case
of global warming (or cooling), one body of
evidence suggests that we act now to avoid
further atmospheric warming; other evi
dence suggests that we should adopt a
wait-and-see attitude. The physics and
chemistry of the issue are insufficient to
determine which body ofevidence should be
acted upon, just as the principles of aero
dynamics and internal combustion are in
sufficient to determine whether you should
fly to Los Angeles next Tuesday. We must
know the benefits and costs for human
beings. The ultimate" experts" on these are
the individuals who will gain or lose as a
result of the decisions that are made.7

It is tempting to argue that we can instruct
the experts to behave in ways that are
consistent with the wishes of the people
affected by their decisions. But this argu
ment assumes away key aspects of the risk
assessment problem. First it supposes that
the experts are already in place, without
answering the question, Which expert
should we rely on? Second, and perhaps
more importantly, it supposes that these
experts know all relevant facts about the
individuals affected by their decisions. As
F. A. Hayek demonstrated a half-century
ago, the body of knowledge that enables the
economic system to function coherently is

not in the hands of any individual or subset
of individuals within the economy-no mat
ter how great their expertise. This knowl
edge begins as disparate bits and pieces of
seemingly unrelated facts that are commu
nicated and augmented by the operation of
the market. To suppose that experts can
bypass the process is to foolishly suppose
that they are somehow endowed with the
information that is produced by the price
system.8

I am driven to the conclusion that both
the experts and the rules under which they
operate must be chosen by the people who
will bear the effects of the experts' assess
ments. The ideal way to ensure this is to
maximize the extent of risk assessment that
takes place in the marketplace rather than in
regulatory agencies or the courts. But if for
other reasons it is necessary that govern
ment experts playa role, it is important that
none be anointed "czar" of his or her
respective risk arena, and that all be subject
to the broadest possible review.

The participation of OMB in actively
crafting OSHA and EPA regulations is likely
to reduce the damages caused by regula
tions, because OMB participation adds to
the spectrum of individuals and interests
represented in the regulatory process. Sim
ilarly, requiring regulatory agencies to take
the costs and benefits of their decisions
explicitly into account forces them to
broaden the range of people whose interests
are considered. The point is not that the
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economists computing these numbers have
more expertise, but that more interests are
brought into the process.

The flip side of this is that those who are
choosing the experts (or choosing to do
without them) must bear the full range of
costs and benefits associated with their
choices. For example, if the firms that use
cadmium play a role in crafting the rules
limiting workplace exposures, these same
firms should not then be able to hide behind
the limitation ofliability implied by workers'
compensation laws. In other words, the firm
should not enjoy all the benefits of a pro
duction process but then be able to avoid
some of its costs in the event that something
goes wrong.9

The consequences of risk assessment de
cisions will be borne by someone, whether
that someone is the decision-maker or
not. Those consequences will be the most
advantageous possible only if those individ
uals that have the greatest incentive to
decide among the unknowns-and the un
knowable-are making those decisions. The
answer to Juvenal's query is this: Only
the owners ofwhat is guarded are competent
to select and monitor those who would
guard it. And if the owners fail in these
duties, their status soon will be that of
former owners. D
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Owning the Unownable

by Paul Georgia

One of the most fascinating intellectual
debates since the calculation debate

over socialism in the 1930s is now raging in
the environmental arena. The debate is over
the most effective means of protecting the
environment: government control or private
stewardship. I call this debate the steward
ship debate.

The arguments that Ludwig von Mises
and F. A. Hayek used in the calculation
debate are an important part of the current
stewardship debate. The issues they
raised-the knowledge problem and the role
of market prices and private ownership-
are an integral part ofthe intellectual arsenal
used by advocates of ecological privatiza
tion.

Indeed, the dynamics of the stewardship
debate mirror in many ways the calculation
debate. Until Ludwig von Mises fired the
first shot, socialists shrewdly avoided the
economic feasibility of socialism by merely
asserting the superiority of socialism over
capitalism. To them it was sufficient to show
the weaknesses of capitalism and, having
done so, proclaim that socialism was the
logical and inevitable outcome. Because
markets failed to produce utopian results,
socialism was declared the appropriate path
to societal betterment.

Mises, however, argued that without the
signals that market prices provide, eco
nomic calculation is impossible-that is,
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and a Ph.D. candidate in economics at George
Mason University.

producers 'cannot know what to produce,
how much to produce, and how to produce
it efficiently. Under socialism, producers
would be blind to the wants of consumers
because socialism lacked prices. Without
market prices we are left with a system of
"groping about in the dark."1

The socialists eventually conceded that
prices mattered, but they still claimed that
markets and private property were not nec
essary. They argued that central planners
could overcome the problem of calculation
by simulating market prices through math
ematical and statistical models.

Hayek ultimately defeated this "market
socialist" argument by pointing out that
arriving at realistic prices would require an
enormous amount of information, and the
knowledge necessary for such an undertak
ing is dispersed and fragmentary, frustrating
any attempt at consolidation. 2 Israel
Kirzner later stated that not only would the
planners lack the necessary information but
that they would be ignorant of their own
ignorance. 3 No mind or group of minds
could possibly contain the necessary infor
mation needed for such a task.4

The stewardship debate has followed a
similar progression. Private property advo
cates have made powerful theoretical and
empirical arguments to show the superiority
of private stewardship and markets over
government-directed environmental protec
tion. Many environmentalists have essen
tially conceded this point. They have agreed
(in word if not in deed) that markets and
private property create powerful incentives
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which lead to more effective and efficient
environmental protection.

However, they say, this is only true in
areas where property rights are easily de
fined and exchanged. In other areas, defin
ing property rights appears to be nearly
impossible. For example, Robert Stavins,
an environmental economist, promotes
"economic-incentive mechanisms" that al
low trades of pollution rights, but only after
the pollution goals have been established
politically. These mechanisms, Stavins
says, encourage efficiency but "avoid the
impracticalities of the pure, private-prop
erty approach. " He asks scornfully: "Does
anybody really believe that acid rain can be
efficiently controlled by assigning property
rights for the U.S. airshed and then effecting
negotiations among all affected parties?,,5

Unfortunately, many who advocate mar
ket solutions fail to address this question.
They acquiesce under the daunting task of
defining property rights in such areas as
airsheds, groundwater, and oceans.6 But it
is important that free market environmen
talists take on these more difficult issues.

Defining Property Rights
Critics of free market environmentalism

advance three major arguments. The first is
that it is impossible to assign property rights
to-or "fence"-the atmosphere, ground
water, or the oceans.

Indeed, "fencing" the airshed, ground
water, or oceans appears difficult, but so did
the fencing of the Western frontier of the
United States in the nineteenth century. At
first, land was plentiful and there was no
need to clearly define property rights. How
ever, over time land became more scarce
and therefore more valuable. The higher
value spurred greater efforts to fence the
frontier and to more clearly define property
rights.

But wood was scarce in the arid West and
the distances to be fenced were enormous.
Such obstacles made the construction of
visible boundaries very expensive. Various
solutions evolved, as Terry Anderson and
P.J. Hill have shown. For example, camp

lines were used to keep cattle herds sepa
rate; these "human fences" were effective
but the costs of such methods were high.
Eventually, the invention of a simple tech
nology-barbed wire-greatly reduced the
costs of delineating and protecting property
rights.7

This example shows that property rights
solutions do evolve to meet the unique
challenges that arise with each situation.
However, framing the issue in such terms as
"fencing the airshed" is misleading. It is not
necessary to fence and assign property
rights to the atmosphere to reduce pollution.
What is necessary is the existence of clearly
defined and binding property rights to pol
lution-causing activities, as well as to the
properties that are affected by the pollution.
In a system ofclearly defined and effectively
protected property rights, the value of clean
air and other environmental amenities will
be revealed.

Before discussing how these preferences
will emerge, an important distinction must
be made between pollution and emissfons
or waste. Waste is simply a by-product of
human action. Every productive and useful
human action creates waste. However,
waste is not by definition pollution. Only
when waste is dumped where it is not
wanted (i.e., on another's property) does
it become pollution. Property owners have
the right to restrict the dumping of waste on
their property, whether it is in their airspace
or on the property itself.

In a society based on property rights,
individuals will have the ability to sue for
redress when their rights are trespassed. If
the property owner is successful, then the
polluter must find ways to keep the emis
sions from traveling onto another's land or
airspace. However, if a polluter wishes to
continue to pollute, and property rights are
clearly defined, it can purchase the right to
do so from the property owner. By allowing
property owners to negotiate among them
selves, the value of clean ,air can emerge
through the revealed prices, and the optimal
amount of pollution will be achieved.8

Moreover, private ownership creates incen
tives to develop more effective means of



protecting property rights through techno
logical advances.

Transaction Costs
At this point, environmentalists bring up

their second argument, the problem oftrans
action costs. Even if rights are clearly de
fined, it is too costly, they say, for thousands
of people affected by automobile pollution
to get together with thousands of car drivers
and negotiate a mutually satisfying agree
ment that would allow some pollution but
not too much. The enormous amount of time
needed just to reach a consensus among
such a large number of individuals is one of
the prohibitive costs involved in such an
undertaking.

However, just as technology solved the
fencing problem in the American West, it
may do so for pollution. Technology devel
oped at the University of Denver allows the
measurement of automobile emissions as a
car travels in a way similar to the way that
radar measures speed. Stationary emission
checkpoints along the highway can measure
the amount of exhaust an automobile dis
charges as it travels. If the car exceeds the
maximum limit, a photograph of the license
plate is taken and the person pays a fine.

Most people see this technology as a more
efficient means for the government to con
trol pollution by catching those who drive
the dirtiest automobiles.9 But to those who
think more deeply, this new technology
provides a means of reducing the transac
tion costs while expanding freedom.

Highways-not just airsheds-could be
privatized. Those who wish to negotiate for
cleaner air then would only have to deal with
one entity, the highway owner. Instead of
thousands of homeowners attempting to
negotiate with thousands of automobile us
ers, there would be an owner of a segment
ofhighway. This owner could negotiate with
perhaps ten, twenty-five, or fifty home
owner associations. (Such associations
could address these types of environmental
concerns just as they have addressed crime
and a whole range of other common land
owner interests.)
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The highway owner, using the new emis
sion detection device, could charge user
fees or fines, or prohibit highway use to
automobiles that pollute excessively and
expose the highway owner to potentiallia
bility.

As the costs of such negotiations de
crease, the amount of pollution will ap
proach a level that everyone will be happy
with. If homeowner associations are the
recognized owners of the airspace in which
they reside, the highway owner could pay
them to be allowed to pollute. If the highway
owner exceeded the stipulated amount, the
home associations could sue for damages.
In this wayan optimal amount of pollution
is more nearly approached. 10 In an environ
ment free from government interference,
private institutions can evolve (perhaps
slowly), leading to optimal solutions. Tech
nology acts as a catalyst through which the
costs ofenforcing property rights are greatly
reduced.

This system also allows time- and place
appropriate solutions. In Los Angeles, clean
air is scarce. In Idaho it is plentiful. Al
though transaction costs and the costs of
defining property rights over previously un
owned resources may be the same in both
places, Los Angeles will be more likely-in
the absence of government interference
than Idaho to undertake the necessary mar
ket transactions because Los Angelenos will
value additional clean air more. Under cen
tralized control, Idahoans would pay the
same for clean air as those in Los Angeles
even though they don't value it as much.

Thus, markets overcome transaction
costs in two ways; first, new technologies
can greatly reduce transaction costs, and
second, the value of clean air may be high
enough to exceed the transaction costs of
negotiating a solution. 11

Of course, people may not want a cleaner
environment so much that they are willing to
pay for the necessary technology or the
transaction costs. Those who weren't satis
fied with the amount of clean air achieved
through the market might well go to the
government to force the rest of us to pay
more for clean air than we want to. That is
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probably what has happened today under
political management of the environment.
The costs of politically managed clean air
are hidden; we may be getting more clean air
than people would want if they were free to
negotiate for it. 12

The Inevitability Defense
The environmentalist's last line of de

fense is the inevitability defense, just as the
socialists ultimately resorted to the argu
ment that socialism is an historical inevita
bility and therefore not subject to intellec
tual debate. Environmentalists bring up
apocalyptic scenarios that demand coercive
responses. Global warming and ozone de
pletion are examples. The potential costs
are so high-the end of human civilization,
more or less-that Apocalyptic environ
mentalists argue that we can't wait for
market solutions to evolve. Government
must impose restrictions immediately at any
cost to preserve life on the planet.

Science is showing that global warming
and ozone depletion may not be any more
inevitable than socialism, but, even so,
environmentalists argue that we should act:
"Where public health may be adversely
affected, or environmental damage may be
serious or irreversible, prudent action is
required even in the face of scientific uncer
tainty. ,,13 But given scientific uncertainty,
how do you define "prudent action"? It
must be determined politically. We can
expect a lot of imprudent, unneeded, and
costly policies if politics determines the
action to be taken.

Many are uneasy with the evolutionary
market model. They feel that they are being
asked to accept on faith the spontaneous and
unpredictable forces of the market. They
feel more comfortable with the proposition
that we should, as a society, consciously
plan our future in order to arrive at the
desired ends. But such planning, we realize
now, cannot achieve the desired ends. Of

such planning Hayek once asked, "Is there
a greater tragedy imaginable than that, in
our endeavor consciously to shape our fu
ture in accordance with high ideals, we
should in fact unwittingly produce the very
opposite of what we have been striving
for?" 14

A survey ofU.s. government policy in the
last sixty years makes it painfully clear that
the government's efforts have often aggra
vated the problems it was trying to solve.
The track record of free societies and free
institutions in satisfying human needs is far
better than the track record ofgovernments.
Because of this, faith in the market is not
blind, and relying on government, in light of
its past performance, seems foolhardy. D
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Adam Smith--"I had almost forgot
that I was the author of the inquiry
concerning The Wealth of Nations"

by Jim Powell

Before Adam Smith, it seemed that most
people believed government was nec

essary to make an economy work. In Britain
and Europe, governments promoted eco
nomic self-sufficiency as a bulwark of na
tional security. They subsidized" strategic"
industries like mining and silk-making. Gov
ernment helped protect apothecaries, brick
layers, woodmongers, playing-card makers,
and myriad other workers against what they
considered unfair competition. Govern
ments restricted imports in the name of
accumulating gold hoards, thought to be a
secret of wealth and power. Life without
government intervention was unthinkable.

Adam Smith defied all this with The
Wealth of Nations, a clarion call for eco
nomic liberty. Although many specifics
weren't original with Smith, he created a
bold vision which inspired people every
where. He showed that the way to achieve
peace and prosperity is to set individuals free.
He attacked one type of government inter
vention after another. He recommended
liberating Britain's American colonies. He
denounced slavery. Smith had an enormous
impact on ideas, where change begins.

Mr. Powell is editor ofLaissez-Faire Books. He
has written for The New York Times, The Wall
Street Journal, Barron's, American Heritage,
and more than three dozen other publications.

Smith was an unlikely revolutionary. He
came across as a serious, absent-minded,
thoroughly likable man. He was a dedicated
scholar all his life, amassing a library of
some 3,000 volumes. He was often so pre
occupied with ideas that he forgot what he
was doing. Once, reportedly, he was giving
a tour of a Glasgow tannery, and he absent
mindedly fell right into the tannery pit, from
which his friends extricated him. He seemed
to make friends wherever people enjoyed
playing cards or talking about such things
as current affairs, history, literature, philos
ophy, or government policy. Voltaire, the
famed French defender of religious tolera
tion, wrote admiringly about Smith: "We
have nothing to compare with him, and I am
embarrassed for my dear compatriots. " Ma
dame Riccoboni, a French novelist, gushed:
,'I wish that the devil would carry off all of
our own men of letters, all of our philoso
phers, and bring Mr. Smith to me. Superior
men seek him out."

Writing was always tough for Adam
Smith. The bookish bachelor wrote with a
"schoolboy hand," forming big, round let
ters which were laboriously connected.
Composition was just as tough. Smith wres
tled with a few big ideas for decades and
agonized over how to express himself. The
Wealth of Nations was at least 27 years in
the making.
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Kirkaldy, Glasgow,
and Oxford

It isn't known exactly when Adam Smith
was born, but he was baptized June 5,1723,
in Kirkaldy, a fishing village on Scotland's
east coast. Smith's father, a customs official
also named Adam, died several months
before his son was born. The youngster was
raised by his mother Margaret Douglas,
daughter of a landowner. The only thing
we know about his childhood was that at age
four he was briefly abducted by a band of
gypsies. "He would have made, I fear, a
poor gypsy," noted John Rae, Smith's most
scholarly biographer.

Smith entered Glasgow University at 14,
the customary age for enrollment. The town
of 25,000 prospered largely as an entrepot
for American tobacco, and this commerce
stimulated intellectual life-the Scottish En
lightenment was in full flower. Glasgow
University was famed for its teaching, in
part because professors were compensated
directly by student fees. They had an incen
tive to perform well. Smith studied with
moral philosopher Francis Hutcheson, a
forceful character who broke with tradition
and delivered his lectures in English instead
of Latin. Hutcheson expressed a passion for
reason, liberty, and free speech, inspiring
Smith. It seems to have been Hutcheson
who brought his bright student to the atten
tion of controversial rationalist philosopher
David Hume; Smith and Hume were to
become best friends.

To be sure, Smith was his own man,
disagreeing with Hutcheson on some key
issues. Hutcheson, for example, believed
that self-love was a bad thing and that only
well-intended actions were virtuous. As
Smith wrote later: "Regard to our own
private happiness and interest, too, appear
upon many occasions very laudable princi
ples of action. The habits of economy,
industry, discretion, attention and applica
tion of thought, are generally supposed to be
cultivated from self-interested motives, and
at the same time are apprehended to be very
praise-worthy qualities which deserve the
esteem and approbation of every body."

How did Smith discover the wondrous
effects of self-interest? Well, he was a re
markably perceptive person who spent
years in a thriving commercial center, so
he must have learned much from his own
observatiens. Smith scholar Edwin Cannan
thought that the Dutch doctor Bernard
Mandeville must have influenced Smith's
thinking, too, with his provocative satire
The Fable of the Bees: or Private Vices,
Publick Benefits (expanded edition, 1729).
In it, Mandeville scandalized high-minded
folks by suggesting that self-interest is good,
because it leads people to serve each other
and help society prosper.

In 1740, Smith accepted a £40 annual Snell
scholarship to continue his philosophical
pursuits at Balliol College, Oxford. It turned
out that professors were paid regardless of
how much teaching they did, so they did
little. Smith was on his own for six years at
Oxford. He educated himself in the library,
gaining a considerable knowledge of Greek
and Roman classics as well as modern
French and Italian literature. The one thing
Oxford officials felt strongly about was ra
tionalism-they hated it. When Smith was
caught reading a copy of David Hume's
Treatise ofHuman Nature, which he prob
ably got from Francis Hutcheson, he was
reprimanded. The offensive volume was
confiscated.

Smith wanted to teach at a Scottish uni
versity, and the traditional method of seek
ing a professorship was to show what you
could do-deliver some public lectures. If
university officials were impressed and
needed to fill an opening, one might be
appointed. Accordingly, in 1748, in Edin
burgh, Smith began delivering lectures
about ethics, economics, and defense pol
icy. He was to spend the rest of his life
expanding this material into books.

As early as 1749-before major works of
the French laissez-faire economists were
published-Smith had concluded that the
way to promote prosperity is for govern
ments to leave people alone. Dugald Stew
art, a student of his, reported that in a
lecture that year, Smith declared: "Little
else is required to carry a state to the highest



degree of affluence from the lowest barbar
ism but peace, easy taxes, and a tolerable
administration of justice; all the rest being
brought about by the natural course of
things. All governments which thwart this
natural course, which force things into an
other channel, or which endeavor to arrest
the progress of society at a particular point,
are unnatural, and, to support themselves,
are obliged to be oppressive and tyrannical. "

Smith's lectures were well received, and
by 1751 he was teaching logic at Glasgow
University. A year later, he was asked to
teach moral philosophy there. Five times a
week at 7:30 in the morning, he delivered
an hour-long lecture. Three days a week at
11 :00, he taught private classes. He seemed
to have won the respect of students and
faculty alike, because in 1758 he was named
dean. Recalled one of his students, James
Boswell, later a famous literary biographer:
"Mr. Smith's sentiments are striking, pro
found and beautiful. He has nothing of that
stiffness and pedantry which is too often
found in professors."

Evenings, Smith played whist and chatted
with some of Scotland's brightest minds.
These included David Hume, steam engine
inventor James Watt, and chemist Joseph
Black. Smith participated in a discussion
club started in the 1740s by banker Andrew
Cochrane, which met weekly to talk about
economic and political issues. Smith didn't
have much luck with ladies, however; he
proposed marriage two or three times but
was rejected.

The Theory of Moral
Sentiment

Meanwhile, Smith spent about four years
transforming lecture material into his first
book, The Theory of Moral Sentiments. It
was about motivations other than self
interest which influenced human behavior.
Published in London in 1759, it made him a
literary celebrity. He dined with all kinds
of successful people, including Benjamin
Franklin.

In The Theory of Moral Sentiments,
Smith announced his next project: "I shall
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in another discourse endeavour to give an
account of the general principles of law and
government, and of the different revolutions
they have undergone in the different ages
and periods of society, not only in what
concerns justice, but in what concerns pol
icy revenue and arms, and whatever else is
the object of law." That project, of course,
was The Wealth of Nations.

Hume sent a copy of The Theory ofMoral
Sentiments to the English statesman
Charles Townshend. As colonial minister,
he was to earn notoriety for depriving the
American colonies of cherished preroga
tives and unintentionally provoking the rev
olutionary movement. Townshend wanted
someone distinguished to tutor his stepson,
Henry Scott, the Duke ofBuccleugh. Town
shend agreed to pay Smith £300 a year plus
expenses-about three times more than
Smith got from the University ofGlasgow
for giving the Duke a Grand Tour of Europe.
Moreover, Smith got a £300 annual pension
for life. Smith might never have worked in
business, but he knew how to cut a good
deal!

Smith met the Duke in London in January
1764, and from there traveled to Toulouse,
a resort town popular among the English. In
Toulouse, Smith acquired another young
charge, the Duke's younger brother, Hew
Campbell Scott. With letters of introduction
from Hume among others, Smith introduced
himself and his young charges to the most
interesting people he could find.

For anyone interested in liberty, France
was an ideal destination at that time. Smith
saw firsthand how the French were strug
gling with a much more costly, intervention
ist government than he had experienced.
Smith visited with leading intellectual
rebels. In Paris, he met Fran~ois Quesnay,
founder of the Physiocratic school of laissez
faire economics. Smith got to know Anne
Robert Jacques Turgot, the passionate
French advocate of laissez faire policies.
Smith visited Geneva and met Voltaire who
reportedly declared: "This Smith is an ex
cellent man!"

Equally important, Smith became bored
and restless in Toulouse. He resolved to
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Smith never sat for a portrait, but James Tassie did a
medallion in 1787, when Smith was 64 and ill. Such
medallions were typically modeled from wax, so this one is
presumed to be accurate. As Royal Economic Society
cataloguer James Bonar described it: "The head, which
appears turned in pure profile to the right of the spectator,
shows a particularly full forehead, a full nose, slightly
aquiline in its curve; a long thin upper lip and a lower lip
that protrudes a little; and a firm, well-shaped chin and
jaw. The eyebrow is strongly curved, the upper eyelid
heavy and drooping, the eyeball particularly prominent,
and beneath the lower eyelid the skin is loose and
wrinkled. A wig is worn, tied behind in a bag with ribbons,
showing small curls in front, and two large curls at the
side which cover and conceal the ear." Smith admitted to
a friend: "I am a beau in nothing but my books."

pursue the project he had described five
years previous in The Theory of Moral
Sentiments. On July 5, 1764, he wrote
Hume: "I have begun to write a book in
order to pass away the time." Thus began
his initial draft of The Wealth of Nations.

Smith's European stay ended abruptly
after Hew Scott was murdered in Paris in
October 1766. Smith and the Duke returned
to London, and Smith turned to revising The
Theory ofMoral Sentiments. Then he made
his way back to Kirkaldy where, living with
his mother, he worked· on The Wealth of
Nations. "My business here is study," he
wrote. "My amusements are long solitary
walks· by the Sea side . . . I feel myself,
however, extremely happy, comfortable,
and contented, I was never perhaps more so
in all my life."

By 1770, Smith plunged into laborious
revisions. During 1773, he added important
material on rent, wages, and the American
colonies. In April that year, he moved to
London so he could gain access to more
research materials. He did research at the
British Museum. He worked on revisions at
the British Coffee-House, Cockspur Street,
where many Scottish artists and intellectu
als gathered. He belonged to a weekly dining
club at the coffee house, joining portrait
painter Joshua Reynolds and architect Rob-

ert Adam, among others. Apparently, Smith
gave copies of each new chapter to friends
who discussed and criticized it. Smith's
friend Adam Ferguson, in the fourth edition
of his History ofCivil Society, alerted read
ers to what was coming: "The public will
probably soon be furnished (by Mr. Smith,
author of The Theory ofMoral Sentiments)
with a theory of national economy equal to
what has ever appeared on any subject of
science whatever."

"An Excellent Work"
Finally, on March 9, 1776, An Inquiry into

the Nature and Causes of the Wealth of
Nations was published by the firm Strahan
and Cadell. Smith was 52. Smith's painstak
ing revisions paid off, because the book
reads as if Smith were speaking to you
across a table, explaining simply what
makes an economy tick. "It is not from the
benevolence of the butcher, the brewer,
or the baker that we expect our dinner, " he
wrote, "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 necessities but of
their advantages. "

The Wealth of Nations conveyed a deep
understanding of why a free society works



best. Smith's most famous lines: "[a typical
investor] intends only his own security; and
by directing that 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. Nor is it always the
worse for the society that it was no part of
it. By pursuing his own interest he fre
quently promotes that of the society more
effectually than when he really intends to
promote it. I have never known much good
done by those who affect to trade for the
public good."

The first reactions came from his friends
who had seen the book evolve. For exam
ple, David Hume, April 1, 1776-"DearMr.
Smith: I am much pleas'd with your Perfor
mance, and the Perusal of it has taken me
from a State ofgreat Anxiety. It was a Work
of so much Expectation, by yourself, by
your Friends, and by the Public, that I
trembled for its Appearance; but am now
much relieved. Not but the Reading of it
necessarily requires so much Attention, and
the Public is disposed to give so little, that
I shall still doubt for some time of its being
at first very popular."

Historian Edward Gibbon wrote Adam
Ferguson: "What an excellent work is that
with which our common friend Mr. Adam
Smith has enriched the public! An extensive
science in a single book, and the most
profound idea expressed in the most per
spicuous language."

Some critics like Sir John Pringle believed
that The Wealth of Nations couldn't be a
good book, since Smith never had any
business experience.

But literary lion Samuel Johnson re
marked: "He is mistaken, sir, a man who
had never engaged in trade himself may
undoubtedly write well upon trade, and
there is nothing that requires more to be
illustrated by philosophy than does trade."
Thomas Jefferson was enthusiastic. In a
letter to a friend, he wrote: "If your views
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ofpolitical inquiry go further, to the subjects
of money & commerce, Smith's Wealth of
Nations is the best book to be read...."

The first printing sold out in six months
and made Smith a sensation. A German
edition appeared in 1776, a Danish edition in
1779, an Italian edition in 1780, and a French
edition in 1781. The Spanish Inquisition
suppressed the book for what officials con
sidered "the lowness of its style and the
looseness of its morals."

Smith had no sooner finished the book
than he began revising it. New English
editions appeared in 1778, 1784, 1786, and
1789. Smith seems to have had time for little
else. With a mischievous flash of humor,
referring to his well-known absent-minded
ness, he told his London publisher in 1780:
"I had almost forgot that I was the author
of the inquiry concerning The Wealth of
Nations."

The Duke of Buccleuch was thrilled with
Smith's success and pulled strings to get his
former tutor appointed Commissioner of
Customs, a lucrative though not very de
manding position (£600 a year) which Smith
accepted. Some reward for a free trader!

Smith died quietly at his Kirkaldy home
on July 17, 1790. As he had asked, his
executors Joseph Black and James Hutton
burned almost all his papers, frustrating
generations of biographers.

His work lived on, and he became a
guiding light whose love of liberty helped
make the nineteenth century the most
peaceful period in modern history. Now
some two hundred years after Smith's
death, economists have identified technical
errors in his work, yet his reputation towers
over challengers like Karl Marx and John
Maynard Keynes. Nobel Laureate George
Stigler dubbed Smith "the patron saint of
free enterprise." H.L. Mencken declared:
"There is no more engrossing book in the
English language than Adam Smith's The
Wealth of Nations." He remains a com
manding presence as liberty is being reborn
at the dawn of the twenty-first century. D



Economics on Trial

Friedman
Challenges
Hayek
"The Hayek-Mises explanation of the business
cycle is contradicted by the evidence. It is,
I believe, false."

-Milton Friedman

by Mark Skousen

L ast month, I wrote about the long
standing debate between the Monetar

ists and the Austrians, which sutfaces at
practically every Mont Pelerin Society
meeting. Both schools are ardent defenders
of the free market, yet they fight incessantly
over methodology and economic modeling.

The issue is not so much politics as
economics. In fact, Milton Friedman, chief
spokesman for the Monetarist school, re
cently wrote a flattering introduction to
the 50th anniversary edition of Friedrich
Hayek's The Road to Serfdom. But his atti
tude (and Allan Meltzer's) toward Hayek's
Prices and Production and the Austrian the
ory of the business cycle is less charitable.

Friedman first raised the issue ofAustrian
business-cycle theory in a 1964 article on
monetary studies at the NBER1 and updated
it in a 1993 article in Economic Inquiry.2 In
both articles, Friedman questions the
Mises-Hayek thesis that recessions are
caused by prior inflations. He examined
cyclical activity in the United States (as
measured by GDP and other data) between
1879-1988, .excluding war cycles and 1945
49. He concludes that there is no significant
correlation between the length and severity
ofan expansion and the succeeding contrac
tion. However, there was a fairly high cor-

Mark Skousen is an economist at Rollins Col
lege, Winter Park, Florida 32789, and editor of
Forecasts & Strategies, one ofthe largest invest
ment newsletters in the country. For more infor
mation about his newsletter and books, contact
Phillips Publishing Inc. at (800) 777-5005.

relation between thelength and severity of a
contraction and the succeeding expansion.

The Basics of Mises-Hayek
Cycle Theory

Friedman has discovered a most interest
ing statistical phenomenon, and his inter
pretation deserves a careful response from
those of us sympathetic to the Austrian
school. But in order to respond properly, it
is critical that we understand exactly what
the Austrian theory of the business cycle is
and what it implies.

Mises and Hayek argue that the business
cycle is caused primarily by cheap credit
issued by the government via expansion of
the money supply or lowering the discount
rate. According to the Austrians, easy
money creates an imbalance in the time
structure of the economy. It artificially low
ers interest rates below the natural rate and
creates an economic boom, particularly in
the higher-order capital goods industries
(mining, manufacturing, commercial real es
tate, etc.). However, this boom cannot last.
As the economy heats up, interest rates rise
above the natural rate and the investment
boom turns into a bust. The inevitable
recession re-establishes the proper balance
between consumption and investment.

The Mises-Hayek model is often termed
an "overinvestment" or "malinvestment"
theory of the cycle because it focuses on the
expansion and contraction of the capital in
vestment sector during the business cycle.3

190



FRIEDMAN CHALLENGES HAYEK 191

Essentially, I see the Mises-Hayek model
as confirming Friedman's dictum, "There is
no such thing as a free lunch." The state
cannot create irredeemable paper money
out of thin air without paying the price.
Monetary inflation doesn't simply raise
prices, it distorts the economy. The first
effect of easy money is a boom, but even
tually a bust must follow.

The Issue Over Data
Friedman seems to have a basic under

standing of the Mises-Hayek model, which
is that the cause of a recession is the prior
inflation, and the greater the fiat inflation,
the greater the subsequent crash, other
things being equal. (The higher they climb,
the greater they fall.)

Friedman rejects Austrian business cycle
theory because the evidence seems to
counter any relationship between a reces
sion and a prior inflation. However, I be
lieve Friedman uses the wrong data. In
order to properly judge Mises-Hayek, one
should correlate "easy credit" with eco
nomic activity, not past economic activity
(expansion) with subsequent economic ac
tivity (contraction). An economic recovery
or recession might change dramatically with
a shift in monetary policy. For example, the
Federal Reserve may not allow a deep
recession to run its course, e.g., in 1982,
when it injected massive new reserves into
the banking system. Also, GDP is not a good
indicator of investment activity, the main
focus of the Mises-Hayek theory. GDP
measures only final output, not the produc
tion of higher-order capital goods.

Clearly, there is a strong link between
monetary policy and economic activity.
Much of Friedman's lifetime work deals
with this close relationship. Mises-Hayek
simply goes further, demonstrating how the
monetary transmission mechanism works
through the capital investment sector.

I offer two examples to elucidate the
Mises-Hayek model. First, take the U.S. in
the 1950s and early 1960s. Monetary infla
tion was relatively modest back then, and so
was the business cycle. But monetary infla-

tion grew much more rapidly in the late
1960s and 1970s, and so did the volatility of
the economy. The expansions were greater
and the contractions were more severe, just
as Mises-Hayek would predict.

Look at Japan in the 1980s. If the Bank of
Japan had adopted the Friedman monetarist
rule (increasing the money supply at only
2-3 percent each year), the Austrians would
predict only a mild inflationary build-up and
subsequent recession. Unfortunately, the
Bank of Japan engaged in an extremely
liberal money policy, expanding the mone
tary base by 11 percent for four straight
years and keeping interest rates artificially
low. The result was (1) dramatic economic
growth in the late 1980s, followed by (2) a
crash and depression in the early 1990s. I fail
to see how the data here contradicts Mises
Hayek. In fact, Japanese economist Yoshio
Suzuki confirmed the Austrian thesis re
cently: "As Hayek teaches us, easy money
does not always raise the price ofgoods and
services, but always creates an imbalance
in the structure of the economy, particularly
in the capital markets.... This is exactly
what happened in Japan [in the 1980s]. ,,4 He
pointed out that Japanese consumer and
wholesale prices were relatively stable dur
ing the late 1980s, but an unsustainable
"bubble" in asset prices (stocks, real estate,
art work, etc.) occurred.

Milton Friedman and I continue to ex
change letters debating the merits of Aus
trian business cycle theory. I agree with him
that more research and testing need to be
done on this critical issue. Stay tuned. D

1. Milton Friedman, "The Monetary Studies of the Na
tional Bureau," 44th Annual Report, National Bureau of
Economic Research (1964), reprinted in The Optimal Quantity
of Money and Other Essays (Chicago: Aidine, 1969), pp.
261-84.

2. Milton Friedman, "The 'Plucking Model' of Business
Fluctuations Revisited," Economic Inquiry (April, 1993), pp.
171-77.

3. A detailed explanation ofAustrian business cycle theory
can be found in Murray Rothbard, America's Great Depres
sion, 4th ed. (New York: Richardson & Snyder, 1983 [1964]).
Hayek's Prices and Production, 2nd ed. (New York: Augustus
M. Kelley, 1935 [1931]), is still in print.

4. Dr. Yoshio Suzuki, "Comment on Papers by Benegas
Lynch and Skousen," Mont Pelerin Society Meetings, Sep
tember 27, 1994, Cannes, France. Suzuki also stated, "In my
40 years' experience as a monetary economist, I have never felt
as strongly as I do today the need to bring back to life the
essence of Hayek's trade cycle theory."
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BOOKS
Eco-Sanity: A Common-Sense Guide
to Environmentalism

Joseph L. Bast, Peter J. Hill,
Richard C. Rue
Madison Books. 1994. 316 pages. $22.95
cloth; $12.95 paperback

Reviewed by Doug Bandow

M any good books have appeared on the
environment and the environmental

movement in recent years. Ronald Bailey,
Michael Fumento, Lou Guzzo, and Dixy
Lee Ray, among others, have produced
devastating studies of environmental fool
ishness. Thoughtful environmentalists like
Wallace Kaufman and Martin Lewis have
written sharp critiques of the dishonesty and
radicalism ofmovement activists. But ifyou
want the one book that concisely explains
both the real ecological state of the world
and offers sensible, market-oriented solu
tions to environmental problems, it is Eco
Sanity: A Common-Sense Guide to Envi
ronmentalism. Written by a trio of free
market analysts and outdoorsmen, Eco
Sanity should provide the standard against
which future environmentalist claims are
measured.

Such a book is long overdue. It was
another book, Rachel Carson's Silent
Spring, that helped create the modern en
vironmental movement three decades ago.
Carson was completely wrong in her warn
ing that chemicals were going to create a
"silent spring," but that didn't matter to
many readers. As the authors of Eco-Sanity
observe: "Though the language of Silent
Spring has more in common with Night of
the Living Dead and Frankenstein than it
does with a scientific treatise, the book was
presented to the public as objective sci
ence." Unfortunately, Carson's .apocalyp
tic fear-mongering has been widely imitated
by the likes of Lester Brown, Paul Ehrlich,
and many others over the years.

Eco-Sanity comes at a propitious mo
ment. During the 1960s and 1970s the envi
ronmental movement was able to generate
substantial political support for what was in
truth a radical regulatory agenda. Although
better environmental protection was achiev
able at far less cost, "it is unlikely that calls
for more research or cost-benefit analysis
would have captured the attention of the
nation's policy makers," observe the au
thors. During the 1980s and 1990s, however,
popular resistance to environmental ex
tremism stiffened as the cost of making ever
smaller ecological advances soared. Yet the
environmental movement' 'has been slow to
change its tactics in response to these chang
ing realities," contends Eco-Sanity. "Envi
ronmentalists continue to issue demands
without acknowledging their real costs and
effects on others. They cling to the obsolete
notions of villains and crusaders, blinding
them to the contributions of science and
economics and making them easy prey for
alarmists and media hype." Eco-Sanity
should help change this.

The authors begin by reviewing the actual
state of the world. If one listens to the
prophets of doom, one would think that life
on the planet was deteriorating at an alarm
ing rate. Indeed, you could be forgiven for
believing that there are few aspects of our
lives not getting worse: the globe is warm
ing, population is growing, ozone is dissi
pating, trash is piling up, deserts are ex
panding, forests are disappearing, toxic
wastes are flowing, and more. Yet, in the
main these claims are false. Genuine envi
ronmental problems exist, ofcourse, but the
world is not in crisis. To the contrary,
reports Eco-Sanity: (1)' 'Most Americans
today live in an environment that is cleaner
than it was at any time in the past half
century, " and (2) "The environment in the
U.S. today is safer than it has been at any
time in recorded history."

The bulk of the book is dedicated to
proving the truth of these two propositions.
For instance, various major air pollutants
fell between 24 percent and 94 percent from
1975 to 1990. Total emissions of these pol
lutants were 12.6 percent lower in 1990 than



in 1940. Similarly, water in America has
become cleaner over the last two decades.
U.S. rivers like the Mississippi are less
polluted than major waterways in Britain,
France, and Germany. Food supplies are
safe and abundant. Timber growth has ex
ceeded harvests every year since 1952; to
day's annual increase is treble the level of
1920. Waste disposal technologies are safe
and potential landfill capacity is vast. Global
oil reserves are climbing. In short, there's a
lot of good news to celebrate.

Not that the authors are Pollyannas.
There is still work to do-particularly to
combat perverse government policies, such
as below-cost sales of timber from federal
land. But, as Eco-Sanity demonstrates,
Americans' "hard work and major invest
ments of tax dollars have purchased a
cleaner environment for them and their
children. ' ,

Despite the obvious good news about
these more traditional areas of environmen
tal concern, however, people still face a raft
of frightening predictions involving new is
sues. Eco-Sanity patiently debunks the mul
titude of impending disasters with which
we are supposedly threatened. This section
alone makes the book worth reading, since
it demonstrates how radical environmental
ists have regularly twisted data and made
wild extrapolations to demonstrate that the
world is about to end ... unless the gov
ernment is immediately invested with huge
new powers to regulate, tax, and spend.

Eco-Sanity performs critiques of a num
ber of issues: global warming, ozone deple
tion, acid rain, deforestation, pesticides,
resource depletion, population, electromag
netic fields , toxic wastes, and more. The
authors' discussions are always concise,
objective, persuasive, and readable, and
should do much to help educate a public that
has until now proved far too vulnerable to
shameless scare-mongering.

After debunking the worst ofenvironmen
talist propaganda, the authors offer a primer
on clear thinking about the environment and
a detailed "common-sense agenda" for
dealing with the major environmental prob
lems that continue to face us. Were their
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ideas turned into law we would be likely to
see far better environmental protection at
far less cost. For this reason, their thought
ful approach should appeal to any environ
mentalist who does not put ideology before
conservation, who is committed to achiev
ing a reasonable balance between economic
prosperity, individual liberty, and environ
mental protection.

"Eco-sanity means applying reason,
sound science, and a respect for the rights
of others to environmental issues," write
Joseph Bast, P.J. Hill, and Richard Rue.
Unfortunately, reason, sound science, and
respect have long been lacking in the envi
ronmental debate. But Eco-Sanity may be
the book to help transform the national
debate. It is a critically important work and
deserves the sort of attention heretofore
reserved for the latest alarmist screed. D

Mr. Bandow is a Senior Fellow at the Cato
Institute and the author ofThe Politics of Envy:
Statism as Theology (Transaction Publishers).

No Turning Back: Dismantling the
Fantasies of Environmental Thinking
by Wallace Kaufman
Basic Books • 1994 • 212 pages • $25.00

Reviewed by Lance Lamberton

W allace Kaufman courageously chal
lenges the environmentalist establish

ment in his compelling and persuasive book,
No Turning Back. Kaufman's credibility in
taking on that establishment is founded on
his having worked for 30 years for that very
establishment, as president of two state
level environmental groups and lobbyist for
the Wilderness Society.

The principal virtue of No Turning Back
is the way in which it organizes and presents
its arguments. It is what I would call an
effective "outreach book" that will appeal
to and inspire non-ideological men and
women in business who are generally too
busy going about the day-to-day task of
producing goods and services to focus on
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why they are the target of environmental
activists. Moreover, these same people feel
vaguely guilty that what they are doing is
somehow wrong. No Turning Back gives
them the intellectual ammunition to shed the
guilt, and leaves them with hope that the
inevitable march of science and technology
will eventually triumph over the Luddites of
the nineties.

While No Turning Back is primarily a
restatement of free market applications to
environmental issues, its discussion of the
roots of environmentalism and the emer
gence of scientific ecology and the property
rights movement does provide some fresh
insights.

The idea that nature is sacred was a
reaction to the ability ofscience to reveal the
secrets of nature and strip away its mystery
and power over mankind. Most prominent
among the Enlightenment reactionaries was
Jean-Jacques Rousseau, who claimed that
primitive peoples always led the happiest
lives.

Rousseau's vision of "paradise lost"
found its way to America by way ofEngland
through the English Romantics. From this
foundation emerged Henry David Thoreau,
who became the godfather of the American
environmental movement, calling for a re
turn to communal harmony, as if such a
thing ever existed. Fortunately, his ideas
were not taken up on a large scale in
nineteenth-century America, with its drive
to settle a continent and create a level of
prosperity unimaginable to previous gener
ations.

That was to change in the twentieth cen
tury, when the traumatic events of World
War I and the Great Depression planted the
seeds of command-and-control economics,
which took root and eventually found their
most fertile soil in the environmental move
ment of the sixties.

However, in culture, as in physics, every
action has a reaction. Kaufman points out
that the reaction to "command and control"
environmentalism is manifesting itself with
the emergence of scientific ecology and the
property rights movement. Scientific ecol
ogy challenges the most cherished assump-

tion of environmentalists: that nature exists
in perfect balance except when upset by
man's intervention. On the contrary, the
new ecologists say that nature's preference
is not for balance, but for change.

All of nature's creatures have been living
on a planet· where changes are unpredict
able, swift, and devastating. The challenge,
then, is not whether to protect or destroy the
environment, but rather how to protect the
environment and achieve economic growth.
Critical to meeting this challenge is under
standing and accepting the premise of ecol
ogists that changing the environment for
man's use does not entail environmental
disaster. On the contrary, it recognizes man
as a responsible steward. While this per
spective has been extensively researched
and chronicled in the scientific literature,
rarely has it been brought forth in popular
writings. Kaufman is to be applauded for
doing so in No Turning Back.

Finally, Kaufman provides a fresh discus
sion of the nascent property rights move
ment. One of the most cherished ideals in
American society is the right to own and use
property. When the Endangered Species
Act prevents, for example, an owner from
selling 38 acres ofland because a pair ofbald
eagles have nested on it, it is not surprising
that landowners rise up to say enough is
enough. Now, at long last, the courts are
beginning to recognize these rights, and
have begun enforcing the takings clause of
the Constitution, which requires govern
ment to compensate landowners for prop
erty where their laws prohibit development.

Kaufman envisions a future where prop
erty rights are recognized, scientific princi
ples are applied to public policy, and tech
nological advances address the dual societal
requirements of environmental stewardship
and economic growth. If such a confluence
of changes were to occur, it would relegate
today's environmental movement to the
dustbin of history. I just hope I live long
enough to see it. D
Mr. Lamberton is the Public Affairs Director for
a cable operator in Texas, and theformer Deputy
Director of the White House Office of Policy
Information under President Reagan.



The Spirit of Freedom: Essays in
American History
edited by Burton W. Folsom, Jr.
The Foundation for Economic Education.
1994 • 212 pages. $14.95 paperback

Reviewed by Wesley Allen Riddle

Dr. Burt Folsom, Professor of History at
Murray State University in Kentucky,

has compiled a collection of essays previ
ously published in The Freeman between
1961 and 1992. The 23 essays relating to
various themes in American history are
authored by 21 different university profes
sors and other professionals. The Spirit of
Freedom: Essays in American History is an
excellent addition to American historiogra
phy and a welcome contribution to anew,
emerging consensus about America's past.
Through this book, FEE reinvigorates seri
ous study ofpolitical economy, a term rarely
entertained of late on American campuses..

The Spirit of Freedom also challenges
some Marxist and New Deal revisionism,
which is largely responsible for the dimin
ished lexicon in American academia, as well
as for a generation of young Americans who
cannot name the Father of their Constitu
tion. Much in the way of liberal ideological
bent has found its way into historical liter
ature and distorted objective assessment
and contextual understanding of American
history. Policy decisions have even come to
hinge on such disinformation and error. It is
because assumptions about the nature of
American institutions and interpretations
concerning the factual historical record are
so crucial that FEE has become a leading
foundation for American history education.

The Spirit of Freedom is suitable for
course work by college undergraduates,
advanced high school students, and home
schoolers. The collection is edited to high
academic standards and is both well end
noted and indexed. While one is tempted
to label the collection according to the
Consensus or Neo-Whig schools of history,
it defies easy categorization. Rather, the
book is refreshingly free of parametrical
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confines and looks at history in a number of
creative ways, both old and new.

The Spirit ofFreedom contains four sub
sections: (1) Origins of Freedom; (2) Tri
umph of Freedom; (3) Obstacles to Free
dom; and (4) Overcoming the Obstacles.
The first section covers America's founding
era from 1620 to circa 1830, with excellent
essays on New England and Middle Colony
groups; a comparative history essay on the
American and French Revolutions; an ex
amination ofGeorge Washington's thoughts
concerning the political dialectic of liberty
and order; and a wonderful primary source
account on public assistance, written by
Davy Crockett. One essay on the Pilgrims is
intriguing to those interested in intellectual
history, in that it traces American libertarian
tradition to the Dutch, as opposed to the
English. Another essay on Pilgrims devel
ops little known details about socialist land
use experiments in the early years of Ply
mouth Colony.

Part Two picks up in 1869 and includes
events to circa 1960. The thirdsection traces

J.-
contrary historical trends along a chrono-
logical path from 1911. The real strength
of this book may be the articles in these
two sections. Major essays radically rein
terpret liberal historical consensus about
the Gilded Age, Progressive Era, and New
Deal. One essay convincingly re-examines
the monopolistic, greedy, and exploit~tive

reputation of so-called Robber Barons. Dr.
Hans Sennholz dissects the·Great Depres
sion with clarity and insight, proving it to be
four consecutive depressions, compounded
and prolonged by ill-advised government
financial policies from Coolidge to
Roosevelt. Essays also introduce important
developments in science and technology, as
well as in business, economics, and govern
ment.

The concluding section offers three short
contemporary examples of American suc
cess, as well as tentative lessons derived
from history. Indeed, the whole book im
plicitly supports a kind of faith that history
does contain positive instruction for present
condition and future promise. Having said
that, The Spirit ofFreedom does not posit an
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American Utopia that fell from grace. It
does, however, purport to isolate and ex
plain certain characteristics that were and
are responsible for America's unparalleled
material prosperity and social and political
stability (if not always harmony).

After all, America is the oldest fundamen
tally unchanged government in the history
of the world; no nation has reunited so
completely after a terrible civil war; diverse
peoples live neither as peaceably nor on as
equal terms anywhere else. The presump
tion is that some things are therefore unique
about America, that much is right about
America, and that much of what is right
constitutes an exceptional identity among
nations. The Spirit of Freedom is a depar
ture from some modern historiography,
which de-emphasizes American exception
alism and American achievements. More
over, the book reverses a trend in history
away from biography, as if people no longer
mattered.

The Spirit ofFreedom portrays a number
of famous and lesser-known personages
real people in real situations, with real
effects which ensue. In a society that lan
guishes from want of good role models, The
Spirit ofFreedom reminds us that history is
replete with them. The essays contain sig
nificant cameos of William Penn, John D.
Rockefeller, John Arbuckle, James Duke,
Edwin Armstrong, Cornelius Vanderbilt,
Henry Flagler, Sam Walton, and Frank
Perdue, as well as interesting biographical
information on a host of other characters.

Dr. Folsom and FEE are to be com
mended for this valuable collection of es
says. The Spirit ofFreedom corrects many
historiographical distortions, without being
doctrinaire or unsophisticated. Indeed,
those who prize both scholarship and truth
will find this anthology gratifying and useful.
Many current and future policy proponents
are, in the words of one essay, "oblivious
to both economics and history." The edu
cation crisis in the country has produced a
situation about which Santayana's dictum
connotes some urgency, since ignorance
of the past has never once proven to pardon
a people's mistakes. The book is a pleasure

and an education to read. It is also a good
guide for those who seek and find wisdom
through history-sapientia per historiam. D

Wesley Allen Riddle teaches American History
at the u.s. Military Academy, West Point.

Public Goods and Private
Communities: The Market Provision
of Social Services
by Fred Foldvary
Edward Elgar Publishing. 1994 • 288 pages.
$59.95

Reviewed by Roy E. Cordato

T he primary purpose of academic pro
grams in urban economics is to train

central planners. Traditionally college
courses in state and local public finance and
urban economics have rationalized every
thing that local governments do, while in
voking elaborate formulations about how
these governments might do what they do
more "efficiently." Dr. Fred Foldvary's
new book, Public Goods and Private Com
munities, turns the standard model of urban
economics and local public finance on its
head. He first argues that the economic
theory of public goods, which supposedly
"justifies" government provision of many
goods and services, is irreparably flawed.
He then argues that most if not all of the
services that local governments provide
can be, and are, provided more efficiently
through private contractual arrangements.

Courses in public finance all begin by
discussing the theory of "public goods."
Basically a good or service is said to have
"public" characteristics if private produc
ers cannot capture all of the benefits asso
ciated with its consumption. The idea is that
once such a good is produced people can
enjoy the benefits that it provides without
having to pay for them. Consequently, it is
argued that public goods will either be
"underproduced" in the free market or not
produced at all. The government therefore



should either subsidize their production or
simply produce these goods or services and
pay for them through taxation.

As an example Dr. Foldvary uses the
building of a dam that would provide flood
prevention services to a community. It is
easy to see how once the dam is produced,
anyone living in the area would automati
cally receive the flood prevention benefits
whether or not they pay for them. This is
the so-called free rider problem. Public
goods theory argues that people will not
voluntarily pay for such services and the
private sector would have no incentive to
undertake projects like the dam. Other fre
quently cited examples of public goods in
clude roads, parks, police and fire protec
tion, national defense, and education. The
theory of public goods allegedly provides
the economicjustification for extensive gov
ernment involvement in these and many
other areas.

Foldvary attacks the standard theory of
public goods from several perspectives.
Drawing on arguments made by "public
choice" economists, he points out that there
is no reason to expect the government to
succeed where the market has supposedly
failed. Once the political process, domi
nated by special interests and the self
interest of politicians and bureaucrats, is
analyzed, the economic efficiency justifica
tion for government provision of "public
goods" falls apart. There is no reason to
favor the results of the political process,
even over the caricatured results of the free
market that are described in the theory of
public goods. Even on its own terms, the
policy conclusion of public goods theory
simply substitutes government failure for
"market failure."

Foldvary also argues that public goods
theory starts with faulty assumptions about
the real world-namely that people live
atomistically rather than in geographically
defined communities and that public goods
must be provided in isolation from private
goods. His analysis challenges these as
sumptions. More realistically, he assumes
that people live in communities where so
cietal pressures can be brought to bear on
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would-be free riders and that the provision
of public goods can be "tied" to the provi
sion of private and excludable goods.

Foldvary argues that there is no reason to
expect that public goods will not get pro
duced through private contractual arrange
ments. Drawing on the works of" Austrian"
and "constitutional" economists such as
F. A. Hayek, James Buchanan, and Richard
Wagner, Foldvary advances an economic
theory that explains what is observed in real
world communities around the country, i.e.,
the private provision of public goods and
services. It is a phenomenon observed in
private neighborhood associations, planned
communities, apartment complexes, condo
minium associations, and even shopping
malls and amusement parks. All of these
represent communities, Le., voluntary so
cial arrangements, of one form or another.
They also require as a condition of mem
bership (to invoke the analogy of a club) the
purchase of a bundle of public and private
goods. For example one might buy into a
condominium association because he wants
the private services of having his lawn
mowed or the use of tennis courts. But these
services are typically "tied" to the provi
sion of other more "public" goods and
services such as the provision and mainte
nance of roads or police protection, Le.,
security guards.

Foldvary illustrates his theory with a
number of case studies. He examines sev
eral institutional arrangements that have
successfully dealt with public goods and
free-rider problems. These include Walt
Disney World in Orlando, Florida; the com
munity of Arden in Delaware, where build
ings are privately owned but all land is
owned by a private trust that charges rent
and provides public services (founded in
1900 by followers of Henry George); the Ft.
Ellsworth Condominium Association in Al
exandria, Va.; and the massive "planned"
contractual community of Reston, Virginia.

Foldvary's book also provides a valuable
explanation of why private communities
that collect fees for the privilege of living
there aren't the same as governments. He
gives some convincing reasons. First, such
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communities are based on an explicit con
tractual arrangement. All the standard laws
of contract apply, including the right to sue
because of breach of contract. Second, the
powers of the neighborhood association are
limited to those specified in the contractual
arrangement. Third, the community associ
ation does not have the power to redistribute
wealth, which is a standard use of tax reve
nues. Lastly, decision-making power within
the contractual arrangement is typically held
by property owners only. As Foldvary points
out, under government democracies prop
erty owners typically "have no more voting
power than other residents. "

Fred Foldvary has made a valuable con
tribution to the economic literature on pub
lic goods and public finance. If it is fully
appreciated by the economics profession
it could revolutionize and dramatically im
prove the study of urban economics specif
ically and public economics in general. Un
fortunately it is not in the interest of
individual economists to buck the system as
it currently exists. In this sense maybe Dr.
Foldvary's book, itself, should be the sub
ject of some public goods analysis. D
Dr. Cordato is Lundy Professor of Business
Philosophy at Campbell University, Buies Creek,
North Carolina.

Systems of Survival: A Dialogue
on the Moral Foundations of
Commerce and Politics
by Jane Jacobs
New York: Vintage Books. 1993 • 236 pages.
$12.00

Reviewed by Peter J. Boettke

Ever wonder what it would have been like
to sit in on a conversation with Ludwig

von Mises, Henry Hazlitt, and Leonard
Read? Sitting in the backyard at FEE's
compound in Irvington or around the library
table, they must have engaged in the give
and-take of good conversation many a time.
For perhaps an even more animated dia
logue, imagine yourself in old Vienna, in one
of the famous coffee houses. Mises is on
one side of the table, and his old classmate

and friend Otto Bauer, the famous Austro
Marxist, is on the other side. Mises counters
Bauer's insistence that the forces of history
are on the side ofMarxism. Mises' challenge
is straightforward-and devastating in its
logic: the Marxist project of simultaneously
abolishing private ownership in the means
of production and rationalizing production
is impossible. Without private ownership,
economic planners will not be able to ratio
nally calculate the best use of scarce capital
resources.

Mises' challenge shook the foundation of
the Marxist sense of destiny. Marxism was
not the way to the future, but rather a path
that would only lead to political and eco
nomic barbarism. Bauer, we are told in
Mises's autobiographical essay, Notes and
Recollections, never recovered from their
conversations and their friendship eventu
ally cooled.

There is something about good conversa
tion concerned with fundamental issues that
entices, frustrates, and teaches us so much.
It is also something that eludes most of us in
our daily lives. We have known the teaching
power of dialogue ever since Socrates. If
we cannot partake in the art of good con
versation, then the opportunity to be a "fly
on the wall" offers the next best alternative.
In Jane Jacobs' Systems of Survival, she
invites us into a dialogue among a group of
New York intellectuals who all share some
connection to the same New York publisher.
Jacobs, as many of you know, is perhaps the
last great public intellectual of this century.
Fiercely independent, Jacobs blazed a trail in
the analysis ofcities. In Systems ofSurvival,
she turns her skills to analyzing the moral
"syndromes" (as she terms them) that gov
ern our life. She does not disappoint.

Systems of Survival is well-written and
well-argued. Moreover, it is amazingly rad
ical in terms of its outright support for the
moral superiority of the commercial syn
drome throughout most of the book. Almost
echoing Ayn Rand, Jacobs' character Kate
(a young professor) states that we have at
our disposal only two ways to acquire re
sources-we can either voluntarily trade or
we forcefully take. It is that simple.



Moral Syndrome B

shun trading
exert prowess
be obedient and

disciplined
adhere to tradition
respect hierarchy
be loyal
take vengeance
deceive for the sake

of the task
make rich use of

leisure
be ostentatious
dispense largesse
be exclusive
show fortitude
be fatalistic
treasure honor

Jacobs' conversation gets started when
Armbruster (a retired book publisher) in
vites five others to join him in an exploration
of the breakdown of honesty in society:
Jasper (a successful novelist), Kate, Ben
(an environmentalist), Quincy (a successful
banker), and Hortense (Armbruster's niece
and a successful lawyer). Kate takes the
challenge to explore the moral foundations
of social interaction to get the group started.
She concludes from her study that there
are two syndromes that are characterized by
the following:

Moral Syndrome A

shun force
voluntary agreement
be honest
collaborate
compete
respect contracts
use initiative and

enterprise
open to inventiveness

and novelty
be efficient
promote comfort and

convenience
dissent for the sake

of the task
invest for productive

purposes
be industrious
be thrifty
be optimistic

Much of the remainder of the book is an
extended argument amongst the group on
the implications ofKate's" discovery. " The
book contains a very subtle argument con
cerning the tension between moral syn
drome A (commercial) and moral syndrome
B (guardian). The guardian syndrome is the
source of much of the stagnation and op
pression in the world. However, it is also
essential in some areas. Without a proper
guardian infrastructure, for example, the
commercial moral syndrome could be
threatened. Jacobs, though, realizes that
commercial life has ways to "police" it
self-the discipline of repeated dealings or
the historical development of commercial
contract law outside of official state chan
nels (such as the law merchant). Jacobs is
particularly sharp in her analysis of hybrids
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of the commercial and guardian syn
dromes-such as the mafia and the state
socialist systems of the former Eastern Bloc.

Ben, the environmental activist and au
thor, is often the "leftist" foil of the book.
But Jacobs is too good a writer and story
teller to turn Ben into a wooden caricature.
Her characters appear real. Kate preaches
too much, but this doesn't distract from the
power of her argument. This is human
conversation with all its frailties and foi
bles-and its wonderment. Jacobs uses the
vehicle of the dialogue masterfully.

One thing Jacobs is looking for in her
search of moral systems is cosmopolitan
ism. Which syndrome encourages cosmo
politan tolerance of alternative life-styles,
beliefs, races, etc.? Her connection of cos
mopolitanism and commercial life reminds
one of Mises' statements in Liberalism or
Nock's in his wonderful essay "On Doing
the Right Thing." This is something many
on the conservative right in America simply
don't understand. Tolerance does not mean
acceptance, but it does mean openness to
new ideas and cultures, a willingness to live
and let live, and, as Jacobs listed in her
syndromes, it values "dissent for the sake of
the task." Commercial life flourishes within
an environment that is characterized by
liberal tolerance and cosmopolitan virtue,
but not within an environment of provincial
values bound by tradition. Provincialism
can exist within cosmopolitanism, but
whenever traditional values assert superior
ity over cosmopolitanism, innovation is sti
fled and commercial life stagnates. Liberal
ism is the only social philosophy that can
constrain guardianship within its appropri
ate limits and unleash the productive and
progressive force of commerce.

Jane Jacobs' System of Survival is a
wonderful little book. Easy reading, yet
profound in implications, this book should
be on the reading list of anyone concerned
with the moral foundations of society. Free
man readers especially will find much of
value in this book. It is highly recommended
to all. D
Dr. Boettke teaches economics at New York
University .



Former Congressman Ron PauI

The situation is alarming, but there is some good news about
higher education in America. One college-The CSW Freedom
School-is swimming strongly against the academic tide toward
socialism.

If you are an adult concerned about the future of higher
education in America, or if you are a student looking for a solid
education, you will want to participate in building The CSW
Freedom School. Please call or write us today for more
information.

The CSW Freedom School
College of the Southwest
6610 lovington Highway

Hobbs, New Mexico 88240

Founded in 1962, College of the Southwest is a private,
independent four-year liberal arts college based on Christian
ideas and principles. College of the Southwest neither seeks nor
accepts state or federal financing. It relies entirely on fees paid
by students and gifts from those who understand and agree with
its philosophy of education. The CSW Freedom School is a new
and innovative program of classroom instruction, reading,
lectures, conferences, and publ ications designed to produce
free, humane, and civilized individuals.

"The Freedom School is based upon an idea whose time
has surely come. If men are to be free in any society and
under any government, that freedom must be solidly based
on enduring foundations. In identifying and setting forth
these foundations, as well as teaching them to those
willing to learn, The Freedom School is set on the right
course."

Dr. Clarence Carson
Bestsell ing author and educator

"To study the laws in nature and revelation, and to
induce young minds to abide by these laws-that is the
primary task of education. It is the great mission of The
CSW Freedom School."

Dr. Hans F. Sennholz
President, FEE

"The CSW Freedom School is unique in its effort to rethink
higher education and offers a new generation of
Americans the intellectual tools needed to restore
American greatness."

The press is filled with horror stories about higher education in
America: college teachers and textbooks that attack Western
civilization, administrators who enforce "politically correct"
views, and college courses that have no intellectual or spiritual
value.

Please send me more information about
The Freedom School.

Name _

Address --:- _
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PERSPECTIVE

Economics lOt-From Prison
Education, as the late Malcolm Mugge

ridge observed, has become the great
mumbo-jumbo and fraud of our time. But
prison, as it has through the ages, continues
to teach invaluable lessons.

It was only when lying on rotting prison
straw that Alexander Solzhenitsyn finally
understood that the line between good and
evil does not run between nations, political
parties, or social classes, but right down the
middle of every human heart. The great
Russian writer would not have learned that
essential truth in any American public high
school, or even at Harvard, where he once
received a rather frosty reception.

A more recent case in the United States
brought home some lessons about the prison
system itself.

Patrick J. Nolan was once the rising
conservative star of the California Assem
bly, where he served as Republican leader.
Mr. Nolan became embroiled in an elabo
rate FBI sting operation, in which the fed
eral agency went so far as to establish a
phony shrimp-processing company and
even float phony bills in the California
legislature. One of these bills passed and
agents had to tell Governor George Deuk
mejian to veto the measure because it was a
fake. This case itself is a lesson in how the
government spends our money but there is
much more.

Nolan was one of those who accepted
contributions from the agent-entrepreneurs.
While the details of the case would require
a lengthy article, some Sacramento insiders
believe Mr. Nolan is innocent. But after
another high-profile target of the scam
pleaded guilty, Mr. Nolan didn't like his
chances and caved in. A lawyer with a
degree from the University of Southern
California, Mr. Nolan found his economic
education continuing at the Federal Prison
Camp in Dublin, California.

"It came as quite a shock to me," Mr.
Nolan writes, "to learn that our judicial and
penal systems are just like every other
bureaucracy . . . [W]here was my healthy
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SUspIcIon toward government structures?
Why did I think these agencies were exempt
from the excesses of other parts of govern
mentjust because I agreed with their aims1"

Like all bureaucracies, says Mr. Nolan,
"the judicial-penal complex spends lavishly
trying to convince us they are doing all they
can to protect us and if they had a little more
money they could get the job done."

Mr. Nolan realized that the system had a
stake in expanding, not reducing, the num
ber of people under its control. Hence,
bureaucrats indulge a classic "bait-and
switch" operation in which they exploit the
public's legitimate fears of violent crime as
the basis for yet more spending. But Nolan
notes that when they get the money, as they
have in the recent Clinton crime bill, they
don't target murderers, rapists, and mug
gers. Rather, says Nolan, "when the dollars
are spent most go to combat a newly ex
panded list of non-violent, often unintended
and, in fact, often quite innocent transgres
sions against the bureaucratic regulations
and controls government increasingly im
poses to hamstring the people." In fact, he
says, "they go after non-violent criminals
because they are easier to get." And here
Mr. Nolan speaks from direct experience.

The former assemblyman noted that a
"substantial portion" of his fellow inmates
had been incarcerated for "bureaucratic
'crimes' arising from disputes with govern
ment employees over billing procedure,
loan documentation, late filing ofdocuments
or other violations of statutes that are tech
nical in nature." The message the system
sends, he says is "submit to the bureaucrats
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or be destroyed." And that process comes
with a price.

"Bureaucrats and government lawyers,"
he adds, "consumed massive resources in
prosecuting these men. Courtrooms were
tied up for weeks while their cases were
tried. Now they languish in prison, costing
the taxpayers thousands of dollars for food,
housing, and prison guards, not to mention
the loss of their productivity to the econo
my. " But on paper each conviction looks
good, "like the body counts that came out of
Vietnam."

Mr. Nolan also observed that government
lawyers, prison builders and suppliers have
done very well under the current system,
which welcomes lock-'em-up measures
such as "three strikes and you're out."
According to the most recent figures, Amer
ican prisons now house over one million
inmates-a staggering, unprecedented num
ber.

It would be easy to dismiss Mr. Nolan's
rude awakening as a self-serving defense,
but that would be to miss an important
lesson, indeed, a challenge to his fellow
conservatives. Says Mr. Nolan: "All gov
ernment bureaucracies-even those
founded to do things we like-not only tend
to become self-perpetuating, they expand
to serve those who work for them and do
business with them."

It has seldom been put any better, even
by someone not in prison. D

-K.L. BILLINGSLEY

Mr. Billingsley is a media fellow of the
Pacific Research Institute in San Francisco.
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IDEAS ON UBERTY

How Gold Was Money
How Gold Could Be
Money Again

by Richard H. Timberlake

1. Gold and Silver: The
Money of the Constitution

Students, scholars, and some curious
people who occasionally stray into the text
of the U.S. Constitution are properly puz
zled by what seems to be that document's
"plain language" and some of the things
they see around them in the world today.
One such thing is the paper money and
checks everyone uses to make ordinary
transactions. The Constitution stipulates
that, "No state shall ... coin money, ...
or make anything but gold and silver coin
a tender in payment of debts ..." (Article
I, section 10). Yet on every unit of paper
money the U.S. government asserts without
apology: "This note is legal tender for all
debts public and private. " By what political
alchemy has gold and silver become paper?

Not only is the paper money legal tender,
meaning that it must be accepted as payment
for any debt owed by any person to another
person or to a government, but the gold and
silver specified in the Constitution are no
where to be seen. Gold and silver coins
rarely appear, and then only as collectible
artifacts not as money.

Dr. Timberlake, this month's guest editor, is
Professor ofEconomics Emeritus at the Univer
sity of Georgia, Athens.

This seeming contradiction between the
fundamental monetary law of the Constitu
tion and real life conditions might suggest to
a thinking person that gold and silver had
somehow disappeared from the face of the
earth in the 200-plus years since the Framers
included that simple clause. However, such
is not the case. The world's governments
own more than 35,000 tons ofgold as bullion
and coin, and private persons own another
(estimated) 50,000 tons. Silver is even more
plentiful. Its current market price, reflecting
its abundance, is only about one-eightieth
the price of gold. 1

The absence of gold money correlates
with the accumulation of gold hoards in
the possession of government central banks
and treasuries. If it's there, it obviously
cannot be out in markets transacting busi
ness dealings, or in banks serving as a base
for bank-issued notes and checks.

It was not always this way. Until the time
of the Civil War in the United States, banks
routinely held gold and silver as redemption
reserves for their outstanding notes and
deposits while the federal government held
just enough to expedite its minting opera
tions. Congress had the constitutional
power to "coin money," but that power did
not presuppose that it keep any stock ofgold
and silver beyond the inventory require-
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ments of its mints. Indeed, even though
Congress had the power it was not required
to coin money at all. Private mints flourished
until the Civil War, often minting coins of
slightly greater gold content than govern
ment mints.

2. Paper Money and Gold
after the Civil War

Civil War policies, however, changed fun
damentally both the monetary system and
the polity norms for governmental manage
ment of money. Congress authorized two
new paper moneys, U.S. notes, or "green
backs," which were declared full legal ten
der, and national bank notes that were legal
tender for debts due to and payment due
from the federal government. For all prac
tical purposes, both these issues of paper
money were obligations that the U.S. Trea
sury had to redeem in gold on demand after
1879. In addition, silver money at the spec
ified mint price began to decline in real
value starting about 1875 due to the bur
geoning supplies of silver from the Ameri
can West, so that it, too, was a viable
currency only because it was redeemable in
Treasury gold. Gold held for monetary pur
poses in the 1880s and 1890s therefore
became concentrated in the U.S. Treasury
and sub-treasuries, whereas 50 years earlier
several thousand commercial banks had
held the gold to meet the demands of their
local depositors and note holders.

The laws that authorized the three major
fiat currencies changed the character of the
gold standard from a widely dispersed gold
standard, kept operational by thousands of
local banks, to a "collectivist" gold stan
dard operating from Washington and New
York. Almost all the pressure for redemp
tion of paper currency was transmitted to
the U.S. Treasury and its sub-treasury of
fices. During the Panic of 1893, for example,
the Treasury allowed its gold reserve to
decline from $259 million (average for 1892)
to $126 million (average for 1895), or by
51 percent.2

The Federal Reserve Act that Congress
passed in late 1913 continued and aggra-
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vated the centralization of gold. The Trea
sury still held gold as a reserve against its
paper currencies outstanding, and the
twelve new Federal Reserve Banks received
the gold deposits of their "member" banks
and .gave them in return a bookkeeping
reserve asset labeled "Reserve Bank cred
it. " Presumably, the member banks could
get these deposits converted into gold when
ever they needed it-much as an ordinary
householder or businessman could write a
check against his deposit at a commercial
bank to get cash.

The events of World War I witnessed an
extraordinary gold flow into the United
States to pay for war materials and services.
By 1922 total gold in the U.S. Treasury,
including the amount held for the Federal
Reserve Banks, was $2,109 million, or 3,188
tons. Treasury gold fluctuated somewhat
during the 1920s, but by 1929 was at $3,278
million or 4,956 tons.

3. New Deal Gold Policy:
The Government's Great
Hoard of Gold

As the Great Contraction began in 1929,
the Treasury and Fed increased their hoards
of gold-as though the stockpiling of gold
in government vaults would serve as some
kind of magical panacea that would reverse
the disastrous ongoing contraction of
money, bank credit, and employment. By
1931, Treasury gold was $3,696 million
over 5,500 tons, while commercial banks
were failing literally by the thousands for
want of reserves.

The compulsion of the U.S. Treasury and
Federal Reserve Banks to hoard gold be
tween 1929 and 1933 was in sharp contrast
to Treasury policy between 1892 and 1896.
In the earlier period the Treasury felt duty
bound to redeem its paper currencies with
gold and in so doing lost over 50 percent
of its gold reserves. All through the 1929
1933 period, except for a brief interval in the
middle of 1932, the Treasury and Fed added
to their gold holdings while the banking
system collapsed as its reserves disap-
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peared. The net change in Treasury gold
holdings was a minuscule decline of 1.8
percent.3

Given the gold flow into the United States
at this time, the commercial banks would
have had significantly greater reserves for
redemption purposes and credit expansion
if the Treasury and Federal Reserve had not
existed! Rather than an "engine of infla
tion," the Federal Reserve System at this
time was an absorber ofgold and an "engine
of contraction." Between 1929 and 1933 it
allowed the economy's monetary stock of
hand-to-hand currency and bank deposits
to decline from $26.2 billion to $19.2 billion,
or by 27 percent.4

Instead of relieving the depressed mone
tary and credit conditions of 1933 by getting
the gold out of the hands ofthe Treasury and
Federal Reserve Banks and into commercial
banks and households, New Deal monetary
legislation only made matters worse. Con
gress and the Roosevelt Administration
passed several acts in 1933-1934 that added
more gold to the government's holdings
and at the same time induced the surviving
banks to be even more squeamish about
extending new credit. On May 12, 1933,
Congress passed the Thomas Amendment
to the Agricultural Adjustment Act. This
provision, among other things, gave the
President the power to raise the dollar value
of gold by 60 percent. Then on June 5th,
three weeks later, Congress passed the Act
Abrogating the Gold Clause, which repudi
ated all gold clauses in all contracts public
and private, including the bonds issued by
the government itself to help finance World
War I.

Next came the expropriation of privately
held gold. By the Gold Reserve Act of
January 30, 1934, President Roosevelt
called into the U.S. Treasury all domesti
cally owned gold and paid for it at the official
mint price of $20.67 per ounce. Then, by
the fiat power of proclamation given to him
in the Gold Reserve Act, he raised the mint
price ofgold by 59 percent to $35 per ounce.
Since the government now owned all of
the gold, none of the "profit" from the
gold price increase went to private house-

holds, to banks, or to business firms where
it was desperately needed. Rather it en
hanced the already bloated hoard of gold
in the U.S. Treasury. Treasury gold, which
was valued at $4,033 million in January 1934
was accounted at $7,438 million in February
1934!5

The political uncertainty in Europe, in
addition to the enhanced price of gold in the
United States, caused significant exports of
gold to the United States in the 1930s. By
1941, Treasury gold had reached $23 billion,
which even at the new price amounted to
over 20,000 tons! At the same time, private
persons and businesses by the Act of 1934
were not allowed to own gold or to use gold
for monetary purposes. And certainly the
Treasury gold was not their gold.

4. Treasury Gold Policy
after World War II

The gold in fact had become nothing more
than a balance sheet adornment for the
Treasury Department and the Federal Re
serve Banks. Government spokesmen dis
honestly claimed that the Treasury's hoard
of gold "backed" Federal Reserve Banks'
notes and reserves. But what does
"backed" mean ifno one is allowed to own
or use the gold? It meant in this case that the
U.s. government through its Federal Re
serve Banks could issue almost as much
paper money as it pleased.

Paradoxical as it might seem, foreigners,
unlike U.S. citizens, could legally claim the
U.s. Treasury's gold through their central
banks and treasuries. Consequently, in ac
cordance with balance of payments adjust
ments in the 1950s and 1960s, more than half
ofthe Treasury's gold stock was exported to
other countries. This continued outflow
prompted President Nixon to discontinue
even the pretense of a gold standard. On
August 15, 1971, he barred any further gold
redemptions to foreigners who held dollar
claims. The price of gold then became an
object of world market forces, but the U.S.
Treasury holding since 1971 has remained
almost constant at around 260 million
ounces, or 8,125 tons.6
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5. Why the Gold Should Be
Separated from Government

What should be done with all this gold
the 8,000-plus tons the U.S. Treasury holds
as well as the other 27,000 tons that other
governments sequester? It seems obvious
from the history of the relationship between
gold and the state that the more gold there
is in the hands of governments the less
surely the gold serves as money. Therefore,
the only way to restore gold and silver
as media ofexchange is to get the metals out
of the possession and control of govern
ments.

Certainly the gold has no current mone
tary or fiscal function for its government
owners. It generates no revenue ofany sort.
It has no effect whatsoever on central bank
monetary policies nor on the credit volume
of the private banking system. In its present
status as a government-owned "surplus"
commodity, it is the "barbarous relic" that
John Maynard Keynes characterized it in
1923. It may serve in the minds of Treasury
bureaucrats as psychological starch for
something or other that the government
does, but the role it could play, and did play
in earlier eras, as a viable money is com
pletely absent.7

The gold cannot be forced into a monetary
role. No government, including especially
the U.S. government, is going to re-estab
lish a gold standard by specifying the gold
content of gold coins and declaring them
legal tender. Treasury spokesmen would
claim with some validity that it would be
impossible to estimate the gold value of the
current Federal Reserve dollar. They would
argue that the indeterminacy of gold's mon
etary value was a good excuse for doing
nothing. So the gold would lie there, a
useless heap similar in its non-function to
other surplus commodities the government
has stockpiled.

Even if the Treasury went through the
formality ofgiving dollars a fixed gold value,
it would insist on keeping the gold in the
Treasury's vaults in order to "back" the
existing monetary aggregates that would
now be "based" on gold. Central bank

policies would continue to operate much as
they do today. Rather they would now have
an undeserved aura (literally) ofrespectabil
ity behind which Treasury and Federal Re
serve managers could conduct business as
usual.

Therefore, sound money advocates
should not waste their resources lobbying
for a gold standard, which by definition
would include the state as overseer and
manager of a gold currency, specifier of a
gold price in terms of dollars, custodian
of the gold, and continuing manipulator of a
central bank-issued paper money.

No. The only way to ensure that gold
becomes a viable money is first to separate
the gold from the state and the state from
any further role in the operation of a gold
money. Indeed, the separation of gold and
the state would begin as an economizing
measure-a form of privatization. Here
are all those thousands of tons of gold lying
idle and useless. Give them back to the
people from whom the gold was unconsti
tutionally snatched in 1934.

6. Redistributing the Treasury
Gold to the People

The Treasury Department collects and
disburses money for the federal government
through its Internal Revenue Service (IRS).
In some given taxable year, say 1996, the
IRS would note the total number of depen
dents on the various income tax forms
1040, 1040A, and 1040 E-Z. It would then
issue one one-ounce gold certificate for each
listed dependent to the heads of households
who had filed the returns.

The stored gold is in the form of ingots
each of which weighs 400 troy ounces (27
plus pounds), and is worth somewhat more
than $15,000 at the current market price of
gold. The Treasury would offer to exchange
(sell) these bars in the open market for the
appropriate number of gold certificates to
any private firm or individual tendering
them in the proper quantities. It would leave
the actual disposition of the gold completely
in the hands of private wholesalers and
brokers.
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In order to get the gold bars from the
Treasury, a wholesaler would have to col
lect enough gold certificates to make his
effort worthwhile. Very quickly, the gold
market would establish a dollar price for the
gold certificates. The price would be slightly
less than the spot gold price currently posted
in markets because the wholesaler-distrib
utor would have to get some return for his
services, which would include shipping,
handling, storing, and packaging the gold.

Taxpayers who received the gold certifi
cates would be elated. After all these de
cades of paying taxes, they were finally
getting something in return. True, it would
be far less than what they had paid in, but
at least the gesture would reflect a disposi
tion on the part of a grateful government to
reward its supporters by returning to them
some real wealth that the government can
not use and that cost it nothing in the first
place.

The new gold owners-virtually all of
us-would next ponder what to do with
their windfalls. Some would at first want
to deposit their gold certificates in banks as
gold demand accounts until they were more
certain of its value and utility to them.
Because many people might want this op
tion, banks would ·cater to their wishes by
offering gold-deposit accounts distinct from
conventional checking accounts. The banks
would use the gold certificates to claim the
gold bars from the U.S. Treasury, and the
gold would then become a true reserve
backing the gold demand deposits.

Industrial users would also want the gold
to make art objects as well as other gold
items. And some amount of the gold would
probably be used in medical technology and
the physical sciences.

Finally, some certificate holders might
want to exchange their certificates for gold
coins that would be something like the
half-eagles, eagles, and double eagles of the
pre-1914 era. (The double eagle was a
"twenty-dollar gold piece" and contained
slightly less than one ounce of gold.) To
satisfy the demand for coins, private coin
smiths would buy bunches of one-ounce
certificates from the taxpayers who had

received them and exchange them at Trea
sury offices for ingots. The coinage special
ists would then produce coins in convenient
denominations and sell them to their numis
matic clients.

7. How the People's Gold
Would Become Money

The gold redistribution would find every
one a winner. True, the U.S. Treasury
would lose the gold. But since Treasury
executives realized no travail in collecting
the gold, and since the gold currently has
no fiscal or monetary function to the gov
ernment or any other use, parting with the
gold should cause no more concern than
clearing out obsolete records and other
trash. Its departure would in fact markedly
reduce the administrative costs of Treasury
operations.

The now-privatized gold that had become
the basis for special bank-administered
checking accounts would develop monetary
functions. Gold depositors who wished to
transact in this medium would have check
books appropriately identified with gold
logos, and would write checks to anyone
who would accept title to the designated
quantity ofgold as payment for a debt. Gold
reserve banks would clear gold balances
with each other based on their daily or
weekly debits and credits. They would per
force redeem deposits on demand in gold for
any gold depositor who so wished. Eventu
ally, borrowers might base their loans on
gold, whereupon the gold would complete
its restoration as·a viable money.

Gold would not become the monetary
standard. It would continue to have a dollar
price in the world's gold market but it would
not have a mint price specified by Congress.
No government department or bureau
would own gold. Federal Reserve notes as
currency and Federal Reserve Bank re
serve-deposit accounts for commercial
banks would still be the only legal tender (in
spite of the Constitution) and available as
they are now for those who want conven
tional fiat paper money. The gold would
simply be an alternative money for people
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who chose to use it for transactions and
contracts.

8. The New Gold Money as a
Check on Federal Reserve
Policies

A final interesting feature ofthe privatized
gold would be the effect of its market price
in paper dollars on present-day Federal
Reserve policy. Some responsible Federal
Reserve officials on the policy-making Fed
eral Open Market Committee (FOMC) are
currently trying to implement a policy of
long-term price level stability, that is, a
policy of zero inflation. However, they are
constantly badgered by monetary "activ
ists" in Congress and the Administration
who want the FOMC to revert to a short-run
inflationary "cure" for unemployment and
economic slumps. If the privatized gold
became fairly widely used as money side
by-side with Federal Reserve fiat money,
the price of gold in Federal Reserve dollars
would tend to be an instant check on the
state of inflation-much more so than it is
today. When the market price of gold rose,
everyone would know that the Fed was
inflating-that the real value of the paper
dollar was falling-and would substitute
private gold money for Federal Reserve
money. The market price ofgold, therefore,
would be a constant check on too much
monetary activism by the FOMC. It would
thereby contribute significantly to the Fed's
desired policy of price level stability.

To achieve a gold-based money, the gold
must be held ubiquitously so that individual
people may endow the gold with monetary
properties and monetary functions. But to

have this effect, the gold must be in every
one's possession so that everyone "can get
the idea. " For the last 60 years the Treasury
has hoarded thousands of tons of gold, and
has only disbursed it to foreign central banks
and governments; and for the last 20-plus
years the gold has been a largely inert mass
of no use to anyone. Even Treasury officials
are largely ignorant of its physical details.
Suppose, however, that an astute politi
cian promised to return the gold to the
people as a means of economizing on the
inventory of "surplus" government com
modities. Can anyone imagine that such a
plank in a political platform would be un
popular? "No, no," the candidate would
declaim, "I am not buying votes with gold.
I would not stoop to that. I simply want to
economize government operations and, at
the same time, return a useful commodity
to the public so that people can use it as
money if they wish to do so."

Yes, Mr. Candidate, you have my
vote. D
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The Forgotten Private Banker

by Richard Sylla

What is a private banker? Or rather,
since the species has more or less

disappeared, what was a private banker?
Private bankers, to American banking his
torians, were individuals and organizations
that engaged in the business of banking
without first obtaining a permit to do so from
governmental authorities. As a conse
quence, the private banker often was free to
practice the banking trade with little or no
governmental regulation. That was one of
the private banker's principal advantages.
But it also became a leading reason for the
private banker's undoing and eventual dis
appearance from the economic scene.

Today, when nearly every u.s. (and for
eign) bank operates under a -license from,
and is regulated by, one or more govern
ments, the idea that the provision ofbanking
services could be left to market forces might
strike many people as somewhat bizarre and
perhaps even dangerous. Nonetheless, this
idea was central to the development of the
banks and banking systems of England and
continental Europe during much of the sev
enteenth, eighteenth, and nineteenth centu
ries. The celebrated Rothschilds, for exam
ple, were private bankers, and so were all
the banks of England-except the Bank of
England-until the second quarter of the
nineteenth century.

Dr. Sylla is Henry Kaufman Professor of the
History of Financial Institutions and Markets
and Professor ofEconomics at the Stern School
of Business, New York University, and a Re
search Associate of the National Bureau of
Economic Research.

Prominent U.8.
Private Bankers

Given the new world's roots in the old, it
is not surprising that the idea and the prac
tice of unlicensed, unregulated banking
would migrate to the United States. Indeed,
a number of the leading figures and financial
institutions in U.S. history were private
bankers and banks. Alexander Hamilton
was instrumental in founding the Bank of
New York as a private bank in 1784, al
though less than a decade later the bank
applied for and received a charter from the
state of New York. This venerable Ameri
can institution still carries on its business
from its headquarters at 48 Wall Street.
Across the street, at 59 Wall Street, is
Brown Brothers Harriman & Co., the only
remaining private bank of any size in· the
United States; it is the exception that probes
the rule that banks ought to be licensed
corporations. This bank began its career
in Philadelphia in 1818 as the Merchant
Bank of Brown Brothers, with representa
tive branches in Baltimore and London. It
moved its headquarters to New York in
1825.

At 60 Wall Street, next to the Bank of
New York, are the headquarters of J. P.
Morgan & Company. The Morgan bank is
now a corporation, but it was a private bank
during the time of its legendary founder,
John Pierpont Morgan (1837-1913), and it
remained so long after his passing. Another
noted private bank was the Bank of Stephen
Girard in Philadelphia. Girard, possibly the
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James Guthrie (1792-1869)

wealthiest American of his era, operated
this bank from 1812 until his death in 1831.
Girard's bank took over the building of the
first federal Bank of the United States after
that institution passe.d out of existence in
1812. The structure still stands as a promi
nent feature of Independence National His
torical Park in Philadelphia.

Extent of Private Banking
Most of America's private bankers were

not as large or as prominent as the ones
identified here. But they were quite numer
ous in U.S. history, especially in the early
decades. In 1856, U.S. Treasury Secretary
James Guthrie reported to Congress on a
survey of the extent of private banking as
compared with that of licensed, that is,
"chartered" state banks. Guthrie found the
capital ofprivate bankers to be at least $118
million, which was more than a third of the
capital of the state-chartered banks. He
went on to note, "The combined capital in
chartered and unchartered banks being over
$460,000,000, proves that banking is a fa
vorite as well as a profitable business, and
does not need chartered privileges to gen-

211

erate or protect it." 1 My own work on U.S.
banking history in antebellum tim~s led to an
estimate of more than 700 private bankers
operating in the country by the mid-1850s.2

If the estimate is close to accurate, about
one American bank in three was a private
bank at the time.

Even then, however, private banking had
entered a protracted period of relative de
cline that would in time lead to its virtual
disappearance. Secretary Guthrie's state
ment to Congress that banking did not
require "chartered privileges to generate or
protect it" probably indicated that even by
1856 most people thought otherwise. Why?

Private Banking and
the Public Interest

There are, it seems, two possible sets of
answers to the question ofwhy banks ought
to be licensed and regulated by governmen
tal authorities. One involves public interest
arguments. If banks are not licensed by
government, then there is a greater proba
bility that scoundrels and crooks will enter
the banking business. And without continu
ing governmental oversight by government
appointed bank examiners, such bankers
would mismanage or even abscond with the
funds entrusted to them by the public. Since
each bank is a component ofthe banking and
monetary system, a few such "bad" bank
ers could undermine, even destroy, the
whole system, which is built on confidence.

These are microeconomic considerations.
But they have obvious macroeconomic im
plications. A "crisis ofconfidence" in bank
ing could cause a monetary collapse and
plunge the economy into depression. At the
other extreme, unregulated banks might
flood the economy with money in the form
of bank notes and deposits created by mak
ing excessive loans. Unsustainable inflation
would result before the arrival of the inev
itable collapse. To prevent either extreme of
too little or too much money from happen
ing, the argument goes, governments must
regulate banks to provide just the right
amount of money for sustainable, non
inflationary economic growth.
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Stephen Girard (1750-1831)

There are problems with these public
interest arguments. It is not evident, for
example, why customers would deal with,
or allow themselves to be victimized by,
scoundrels and crooks in banking more than
in other businesses that are unlicensed and
unregulated. Moreover, it is amply evident
from history, even quite recent history, that
governmental licensing and regulation have
prevented neither individual bank frauds
and failures nor depressions and inflations.
But here I shall only mention these still
vigorously debated issues without further
exploring them. The so-called public-inter
est arguments in fact had little to do with the
decline of private banking.

The Political Economy
of Banking

The decline of private banking had far
more to do with the self-interest of both
government officials and the non-private
banks they licensed and regulated than with
the public interest. The United States of the·
1780s and 1790s was both capital poor com
pared to the West European countries and
free of the English laws that required banks

to be entities with unlimited liability and no
more than six partners. In these circum
stances, most early U.S. banks were insti
tutions chartered by state legislatures as
limited liability corporations. Attracted by
limited liability, their owner-shareholders
clubbed together their limited liquid funds
to start the banks·, through which they then
made loans to each other and to non-owner
customers. In return for their charters rep
resenting governmental authorization to
provide banking services, the banks agreed
to make loans to, and perform other services
for, the states that granted them their char
ters. The states especially liked this arrange
ment after the adoption of the U.S. Consti
tution, for that document prohibited them
from continuing the century-old practices
of colonial, and then state, governments of
issuing fiat paper money. Because of the
Constitution, the states could no longer pay
their bills by printing state paper money, but
they could still charter banks that issued
money.

The earliest state-chartered banks were
thought of by legislators, shareholders,
bankers, and the general public as public
utilities. They were given exclusive privi
leges, namely monopolies ofbanking in their
towns, in return for providing financial ser
vices to the state and the public. As the
American economy grew and prospered,
these state-chartered banking monopolies
became highly profitable. Inevitably, new
banks sought to enter the field to get their
piece of the action, whereas those already
in the field sought to keep out the would-be
entrants. Resolution of these conflicting
politico-economic pressures took several
decades. The ultimate result in the leading
commercial and industrial states was an
American version of' 'free banking," which
meant relatively free entry into banking
provided the bank agreed to follow rules and
regulations prescribed by state govern
ments.

State legislatures and individual legisla
tors thrived on the early American proce
dure of chartering banks individually by
specific legislative acts. The grant of a bank
charter gave the grantees a lucrative set of
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privileges not possessed by others. Bank
charters therefore had economic value. The
states and the legislators were not oblivious
to this fact. They responded to it by charging
the banks for their charters. These charges
sometimes took the form ofbonus payments
to the states when charters were granted or
renewed. They also took the form of bank
stock issued to state governments on favor
able terms so that the states could share
in bank profits. Other types of charges in
cluded special taxes placed on banks and of
state directives to the banks to finance out
of bank resources certain institutions (such
as schools) that the states deemed worth
while.3 These were above-the-board pay
ments the states could demand of the banks
in return for grants of charter privileges.
They were popular because they kept down
taxes on individuals. In addition, there were
under-the-table payments to individual leg
islators for seeing that some banks received
charters and that others did not. In state
capitals, because of all these payments for
privileges, bank chartering and state politics
more or less became extensions of each
other.

Enter the Private Banker
On account of all the political consider

ations involved in bank chartering, the num
ber of chartered banks grew more slowly
than it might have, given public demands for
banking services. And for good reason.
Charter values, and hence the payments that
states and individual politicians could ex
tract from banks, were greatly enhanced by
restricting entry into banking. Restrictive
chartering practices created a yawning gap
for the private bankers. A demand for bank
ing services was there, and growing. The
chartered banks, the states' creatures, were
not meeting the demand for pOlitico-eco
nomic reasons that had little to do with
economic efficiency. And nothing, at least
for a brief time, prevented individuals and
partnerships from plying the trade of bank
ing without a license,just as private bankers
long had done in England and Europe.

We do not know how many private bank-

ers entered the field. Their numbers must
have been large, however, at least large
enough to annoy both the chartered banks
and the state legislatures. The former had
paid for their charters; the latter had re
ceived the payments. Unauthorized compe
tition in banking threatened to undermine
this neat political arrangement.

Hence, between 1799 and 1818, no fewer
than eleven states and the District of Co
lumbia enacted laws to restrict private bank
ing. The larger states, where private banking
likely was most vigorous, acted on more
than one occasion. New York passed four
acts to restrain private banking between
1804 and 1818, Pennsylvania three, and
Virginia two.4 The typical restraining act
either banned private bankers from issuing
their own bank notes, which was the pri
mary method ofproviding bank credit at the
time, or it laid a prohibitive tax on such note
issues.

Such legislation served two politico
economic purposes. It reduced or elimi
nated competition for existing chartered
banks, thereby raising the value of bank
charters and the payments the states could
extract for granting them. And it drove
many private banks into applying for char
ters, so that they, too, would have to pay the
tolls levied for governmental authorization
to engage in banking.

Nonetheless, private banking persisted in
the United States for decades. Privacy and
minimal regulation were among its advan
tages, but the main reason for its persistence
was that the states, and later the federal
government, dragged their heels in charter
ing enough banks to satisfy the demand for
banking services. American state govern
ments and public officials were not inept in
their slowness to charter banks. Both they
and the banks already in the field had a
financial interest in restricting banking de
velopment. That this interest was different
from, and even inimical to, the real public
interest was a small consolation to the
private bankers. They were harassed by
restraining acts and eventually driven out
of banking or into "authorized" banking on
terms set by government.
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An Implication for Our Time

Although the private banker, with few
exceptions, passed long ago from the eco
nomic scene, the history of U.S. private
banking sheds light on quite recent events.
In September 1994, the 103rd Congress
enacted legislation to allow interstate bank
ing. Thus, early in the third century of the
republic, American banks at last obtained
the freedom to do what flour millers, meat
packers, and clothing manufacturers could
always do, namely market their products
throughout the country.

Why did it take so long? The fundamental
reason, I think, is that in U.S. political
economy banking is the last bastion of
states' rights. Banking is the one area of
regulated economic life in which the federal
government almost always has deferred to
the preferences of the states.

Federal deference to states' rights is un
usual in American history. The Constitution
transferred substantial but limited economic
powers from the states to the federal gov
ernment. During the first century of the
republic, Congress and the federal courts
used those powers to prevent the states from
interfering with the emergence of a nation
wide free trade area. And during the second
century of the republic, right up to the
present, the federal government further
weakened states' rights through federal
laws, regulations, programs, and mandates
that, for good or ill, increased the political
and financial clout of the government in
Washington relative to the governments of
the states.

Given this record, how did the states
manage until 1994 to resist the federal jug
gernaut and maintain their power to regulate
their own chartered banks as well as feder
ally chartered banks operating within their
boundaries, and to keep out banks chartered
by other states? No doubt many reasons
could be given. But underlying all of them
must be this: Banking became the last bas
tion of states' rights because it was the first

bastion of states' rights to matter in govern
ment-regulated economic life.

Early in U.S. history, the financial inter
ests of state governments and politicians
became substantially wedded to the inter
ests of the banks they had chartered. Be
cause banking was the first great corporate
interest to be regulated in our history, state
governments and banks together were-able
to resist encroachments into their terrain by
outsiders in ways that later corporate inter
ests, less regulated and less intimately tied
to state financial interests, were not. Private
bankers as a class were only one of the
trespassers on the intertwined interests of
the state-chartered banks and the state gov
ernments that chartered them. The first and
second Banks of the United States estab
lished by the federal government were like
wise trespassers. Like the private bankers,
the two federal banks were beaten down and,
in 1812 and 1836, eliminated by powerful
coalitions of state banks and state govern
ments. In most areas the federal government
discovered ways to override parochial state
interests, but in banking it was itself overrid
den. Hence, the federal government learned
the hard way to accommodate itself to state
interests in banking, for a longer time than
made much sense. The fragmented U.S.
banking system, which continues to look
peculiar when compared with the banking
systems of other countries, is a result of the
defeats suffered by both private bankers and
the federal government in the early decades
of the republic's history. D
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versity of Chicago Press, 1994), pp. 121-44.
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THEFREEMAN
IDEAS ON UBERTY

The Failure of
Central Banking
in Developing
Countries
by Kurt Schuler

Twenty-five years ago, most of the
world's currencies were linked to the

dollar by fixed or pegged exchange rates. (I
will explain those terms later.) The system
was known as the Bretton Woods system,
named after the New Hampshire town
where an international monetary conference
establishing the system had been held in
1944. Although the dollar was far from
perfect, it provided· some discipline again~t

inflation and thereby aided economic
growth especially for developing countries.
From 1960 to 1970, average annual inflation
in developing countries was 3-4 percent,

• 1about the same· as in developed countnes.
The rather spotty statistics of economic
growth for developing countrie~ indic~te

that growth per person was Incre~slng

roughly as fast as in developed countnes.
The Bretton Woods system began to un

ravel in 1971 and collapsed completely by
1973. It unraveled because the U.S. govern
ment abandoned the policy of keeping the
dollar convertible into gold at $35.00 per
troy ounce. Over the years the Federal
Reserve System, the U.S. central bank,
created money too fast to be compatible

Mr. Schuler is an economist in Arlington, Vir
ginia.

with the government's stock of gold at the
existing exchange rate. Foreigners therefore
converted dollars into gold at a rapid rate,
which reduced the U.S. government's stock
of gold. Rather than replenish the stock.of
gold by having the Federal Reserve ~alse

interes.t rates the U.S. government deCided, . .
to make the dollar a floating currency In
terms of gold.

Other countries thought that they could
do better by floating their currencies also,
rather than maintaining pegged exchange
rates with either the dollar or gold. At first
it was mainly developed Western countries
that floated their currencies. Over time,
though, more and more developing coun
tries also floated their currencies against the
dollar.

After the collapse of the Bretton Woods
system in the early 1970s, developing and
developed countries alike experienced
lower growth and higher inflation. From
1970 to 1980, average annual inflation was
9.1 percent in developed cou~tries and ~6.2

percent in developing countnes. But since
about 1980, developed countries have re
duced inflation, while developing countries
have not.

From 1980 to 1992 average inflation for
developed countries fell to 4.3 percent a
year, while for developing countries it ac
celerated to an astounding 75.7 percent. The
result. has been a slowdown in economic
growth for developing countries. From 1980
to .1992 economic growth was 2.3 percent
per per~on a year in develop~d coun~es,
but only 0.9 percent in developing countnes.
The trend has continued since 1992. Only a
few East and South Asian developing coun
tries grew rapidly; many other developing
countries actually had declining income per
person.

Central Banks
Responsible

The dramatic rise in inflation and fall in
economic growth in many developing coun

. tries since 1971 has been caused by their
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central banks. Except in Latin America, few
developing countries had central banks be
fore the 1950s. UntiI then most developing
countries were colonies of European coun
tries, particularly Britain and France. The
currencies of almost all developing coun
tries were linked in one way or another
to the dollar, pound sterling, or franc. The
dollar, sterling, and franc all experienced
difficulties before 1971, but even so they
imposed a sort of quality control on the
currencies of developing countries by
means of exchange-rate links.

Before developing countries established
central banks they had a variety of arrange
ments for maintaining exchange-rate links
with the dollar, sterling, or franc. A few
countries had free banking-competitive
issue of banknotes by commercial banks
although government intervention ended
that system before World War II in most
places where it had existed. Other coun
tries, including some French and Portu
guese colonies, had monopoly issue ofnotes
by a commercial bank that was granted the
monopoly privilege by the government. Still
other countries, mainly French colonies,
had monetary institutes. A monetary insti
tute is a government body that issues
banknotes under fairly strict rules, such as
a requirement that it have foreign reserves
(bank deposits or high-quality bonds in a
foreign currency) of 50 percent or more
against its banknotes in circulation and
other liabilities. Monetary institutes in
French colonies were supervised by the
French government, which kept a watchful
eye on them because it did not want to pay
for their mistakes.

Still other developing countries, mainly
British colonies, had currency boards. A
currency board is a monetary authority that
issues banknotes and coins (and, in some
cases, deposits) backed 100 percent by as
sets in a foreign "anchor" currency and
fully convertible into the anchor currency at
a fixed exchange rate and on demand. As
reserves, a currency board holds low-risk,
interest-earning bonds and other assets pay
able in the anchor currency, equal to 100
percent or slightly more of its bank notes

and coins in circulation (and deposits, if
any), as set by law. ,

Although there. were differences in the
ways that these monetary systems worked,
they shared two important features. The
first was that all provided relatively low
inflation by means of stable exchange rates
to their anchor currencies or to gold or
silver. The second feature, which was re
lated to the first, was that all kept govern
ment away from the monetary printing
press, through private ownership (in the
case of free banking and monopoly issue of
notes by a commercial bank) or strict rules
governing monetary policy (in the case of
the currency board and monetary institute
systems).

The record of these pre-central banking
monetary systems was very good. Devalu
ations happened occasionally except in cur
rency board systems, but they were im
posed by governments and were not the
fault of commercial banks or monetary in
stitutes. Most of the pre-central banking
systems maintained full convertibility of
their own currencies into their anchor cur
rencies; that is, there were no restrictions on
exchanging their currencies into the anchor
currencies.

The record of central banks in developing
countries was much worse even before the
1970s. During the Bretton Woods period
(1946-1971), central banks in developing
countries that had signed the Bretton Woods
agreement carried out more than 150 deval
uations. All but a few developing countries
with central banks devalued against their
anchor currency-typically the dollar-at
least once during the period. And few had
currencies that were fully convertible into
their anchor currency; instead, they had
extensive restrictions or outright prohibi
tions on exchanging their currency into any
foreign currency.

Exchange-Rate Systems
and InBation

Developing countries have done much
worse by having central banks than they
would have done by continuing their previ-
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ous monetary systems or by ceasing to issue
their own currencies and using the dollar,
sterling, or franc instead. The reasons have
to do with the relation between exchange
rate systems and inflation.

There are three types of exchange-rate
systems: fixed, pegged, and floating. In
theory a developing country could have a
high-quality currency under any of these
systems, but in practice a fixed exchange
rate is the only system with a consistent
record of doing the job. Free banking, mo
nopoly issue ofnotes by a commercial bank,
the monetary institute system, and the cur
rency board system were all systems offixed
exchange rates.

People often confuse fixed and pegged
exchange rates. They are quite different,
however, and have quite different effects.
Both are maintained constant in terms of an
anchor currency (which can be gold), but the
similarity ends there. A pegged exchange
rate is maintained constant for the time
being in terms of the anchor currency, but
carries no credible long-term guarantee of
remaining at its current rate. A fixed ex
change rate is preferably established by law
as permanent, or at most is alterable only in
emergencies. A rough-and-ready classifica
tion is that a truly fixed exchange rate is
altered no more than once every thirty
years. (Thirty years is the longest period for
which there are active bond and mortgage
markets in many countries.) If the exchange
rate is altered more than every thirty years
it should be considered pegged.

Many people think the Bretton Woods
system was one of fixed exchange rates. It
was not; rather, it was a mixture offixed and
pegged rates. Few currencies in the Bretton
Woods system floated: in 1970 the only ones
were the Canadian dollar, South Korean
won, and Lebanese pound. As I mentioned,
most central banks in developing countries
that had signed the Bretton Woods agree
ment devalued at least once during the
Bretton Woods period. The record of cen
tral banks in developing countries was no
better: most of them devalued at least twice
during the period. In contrast, few of the
pre-central banking systems (and no cur-

rency board systems) devalued during the
Bretton Woods period.

Since the Bretton Woods system ended
the pattern has continued. The collapse of
the Bretton Woods system continued the
weakening ofbarriers to inflation that began
when developing countries established cen
tral banks. Of the more than 150 developing
countries with central banks, the currencies
of all but a dozen have depreciated against
the dollar since 1970. Some of the depreci
ations have been huge: a Russian ruble is
today worth about 1/4,000 its 1970 value in
dollars, and the Brazilian currency, adjusted
for all the zeros that have been chopped off
it over the years, is worth less than one
billionth its 1970 value.

Central banks have performed so poorly
in developing countries because pegged and
floating exchange rates alike do not furnish
enough of a barrier against political pres
sures for inflation. Pegged exchange rates
have not worked well in developed coun
tries or developing countries. They invite
currency speculators to profit from a deval
uation that is almost certain to occur even
tually. The Bretton Woods system collapsed
because the U.S. dollar was pegged rather
than fixed to gold. The largest attempt to peg
exchange rates since the Bretton Woods
system is the Exchange Rate Mechanism of
the European Monetary System, which
links several West European currencies to
the German mark. It has experienced great
difficulties leading to successful speculative
attacks on most of its currencies on several
occasions, most recently in 1992 and 1993.
Among developing countries, the devalua
tions of the CFA franc (the currency of 13
former French African colonies) and the
Mexican peso in 1994 are recent examples of
the difficulty of maintaining pegged ex
change rates.

Floating exchange rates have a better
record in developed countries. Mter the
painful inflationary experience of the 1970s,
developed countries found ways to keep
inflation to levels not much higher than
during the Bretton Woods period. Control
of inflation in developed countries has been
erratic, but it has been superb compared to
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developing countries. However, few devel
oping countries have succeeded for long
periods in combining low inflation and float
ing exchange rates. For example, the severe
inflations that have occurred in many former
Communist countries since 1989 have oc
curred mainly in floating exchange-rate sys
tems.

All this experience suggests that the only
way for most developing countries to have
low inflation is to forget about pegged or
floating exchange rates and to have a truly
fixed exchange rate with a relatively stable
anchor currency issued by a developed
country, such as the dollar. And the only
way to have a truly fixed exchange rate is to
abolish central banks in developing coun
tries and return to one or another of the
pre-central banking systems.

The Ebb of Central Banking?
In the 1950s and 1960s a powerful com

bination of misplaced nationalism and inter
ventionist economics convinced most de
veloping countries that to assert their
sovereignty and to fine-tune the economy
they needed to replace their monetary in
stitutes or currency boards with central
banks. All but a handful of developing
countries established central banks.

Recently the tide has begun to turn. On
the heels of an inflation exceeding 2,000
percent a year, Argentina stabilized its cur
rency by means of a currency board-like
system in April 1991. Estonia, which had
suffered inflation exceeding 1,000 percent a
year under the Soviet ruble, issued a new
currency by means of a currency board-like
system in June 1992. And after breaking free
of the Soviet Union, experimenting with
central banking, and suffering inflation ex
ceeding 1,000 percent a year in 1992, Lithua
nia established a currency board-like system
in April 1994. Argentina and Lithuania use
the dollar as their anchor currency, while
Estonia uses the German mark.

Like orthodox currency board systems,
the Argentine, Estonian, and Lithuanian
systems have 100 percent foreign reserves.
Unlike orthodox currency board systems,

though, they have had some restrictions on
convertibility (now weak or removed) and
the fixity of the exchange rate is not entirely
secure because the monetary authorities are
not well insulated from political pressure.
Even so, since establishing currency board
like systems all three have had much lower
inflation and have reversed the economic
decline they were previously suffering.
Their experience contrasts with the experi
ence of other countries in their regions that
have retained central banking. Estonia and
Lithuania are enjoying economic growth
while Russia, Ukraine, and most other
former Soviet republics continue to have
economic decline and inflation of hundreds
of percent a year. Argentina has had four
consecutive years of economic growth and
has reduced inflation to mid-single digits,
which is highly unusual for Latin America.

Other countries in Latin America and the
former Soviet Union are now considering
establishing currency boards or currency
board-like systems. Monetary institutes are
not experiencing a similar revival because
their principles are not as simple and under
standable as those of currency boards. Free
banking has received attention from a grow
ing number of economists, but has not yet
convinced a broader political constituency.

Developing countries established central
banks with high hopes that have been un
fulfilled. The best thing they can do to
reverse their poor monetary and economic
performance of recent years is to abolish
their discretionary central banks and fix
their currencies to foreign currencies with
relatively good records of low inflation. The
currency board system is a well understood
and eminently practical way of doing so.
Other alternatives to central banking are
also worth considering. The important thing
is to minimize, and preferably eliminate,
discretionary government control in mone
tary policy. D

1. Statistics of inflation and economic growth cited in the
next few paragraphs are from World Bank, WorldDevelopment
Report, 1982, pp.llO-ll, and 1994, pp. 162-63. Within groups,
statistics are weighted by gross national product (GNP), so
countries with large GNPs affect the group statistics more than
countries with small GNPs.



Ideas and Consequences by Lawrence W. Reed

Comparable Worth or
Incomparably Worthless?

Panned a decade ago as "the looniest idea
since Looney Tunes" and left to die as

an idea whose time ran out before it got off
the ground, "comparable worth" is making
headlines again. It was raised several times
in last fall's elections by candidates who
argued that it was a "fair" and "compas
sionate" thing for governments to adopt.

Comparable worth-known also as pay
equity-is not to be confused with "equal
pay for equal work," which free markets
tend to promote if there's good reason
to-namely, when all relevant factors in
wage determination are identical across dif
ferent labor markets. Besides, equal pay
for equal work, for better or worse, is also
the law of the land. Equal pay for compa
rable work is an entirely different animal.

Equal pay for equal work requires, for
instance, that a woman be paid the same as a
man, or another woman, who is doing ex
actly the same job. Comparable worth, by
contrast, focuses on paying an entire pro-
fession or occupation the same wage as
another, very different, profession or occu
pation determined by some outside author
ity to be of the same "worth" or value to an
employer.

The idea is that individual workers who
perform jobs of substantially comparable
value to their employer should be paid
similar wages. If the work done by an

Dr. Reed, economist and author, is President of
The Mackinac Center for Public Policy, a free
market research and educational organization
headquartered in Midland, Michigan.

accountant is deemed to be as valuable to
an employer as that done by a typist, for
example, the law would require the two
employees to earn the same wage. In Min
nesota, firefighters in the city of St. Paul
were ranked as having the comparable
worth of the city's librarians.

When many people seek employment in
an occupation for which there is declining
demand, the tendency in free markets is for
wages to fall, sending a signal that people
should look for a different line of work.
Likewise, wages rise during a labor short
age, sending a signal that more people are
needed.

A comparable worth scheme imposed on
private sector employers would arbitrarily
and effectively abolish the role ofsupply and
demand in the labor market. Conditions in
the market wouldn't matter, because some
authority's" calculation" ofthe value ofone
job compared to another would take their
place by force of law.

Employers and employees can always
produce "experts" who will rank jobs dif
ferently than any arbitrary formula, which is
why imposing comparable worth would pro
duce a playground for lawyers and a bot
tomless pit ofcostly litigation. It rests on the
dubious notion that the relative worth of
different jobs can be mystically divined and
distilled into a cookbook recipe by "ex
perts" who aren't even in the kitchen.

Advocates usually tout comparable worth
as a tool to end discrimination against
women in the workplace. They see wages in
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female-dominated occupations lower than
wages in male-dominated occupations and
assume that the disparity is entirely caused
by discrimination. However, many rational
factors explain the disparity.

Men, for instance, do not leave their jobs
to have children and are less likely than
women to leave their jobs to care for chil
dren. Men are less likely to move if their
spouses must relocate for professional rea
sons. Men are usually physically stronger
than women and tend to work in jobs that
have a higher probability of physical harm.
(Men, in fact, account for 94 percent of the
occupational fatalities each year.) Differen
tials between the pay of men and women
exist because women entering the work
force generally have less education and
fewer skills and are higher risks for employ
ers than their male counterparts.

The National Committee on Pay Equity
claims that women earn only 71 cents for
every dollar men earn. Not only does that
often-quoted figure ignore the factors cited
above, it doesn't even take into account the
number of hours or weeks that workers put
in. Women, for many reasons, work fewer
hours a week and fewer weeks a year than
men do.

If employers were guilty of wage discrim
ination against women for no reason other
than stupidity or the desire to be nasty to the
opposite sex, then studies would show that
female employers pay their female employ
ees more than male employers pay their
female employees for equally productive
work. There are thousands of women who
own and manage businesses and to my
knowledge, they pay market wages just like
their male counterparts do.

What happens when an employer decides
to pay a worker less than the market wage?
That worker soon leaves, gets hired away,
or goes into the business himself(or herself).

High turnover boosts the employer's train
ing and transition costs, which can quickly
make that "cheap" employee a very expen
sive one. In free markets, the employer
must heed the signals of supply and demand
or see the competition benefit from his
shortsightedness. These days, labor is
highly mobile and information travels faster
than ever before, so markets work better
and quicker to bring about fairness and
efficiency than their critics are willing to
admit.

Some comparable worth advocates un
willing to overturn supply and demand in the
private sector have focused instead on put
ting it in place in the public sector. In 1984~

Minnesota became the first (and so far, the
only) state to mandate that all local units
of government devise and implement com
parable worth schemes. S1. Paul is a city
whose experience with the law typifies that
of local government across the state: $32
million in additional salary expense between
1985 and 1992, endless disputes about who
is comparable to whom, and lingering un
certainty if the city is even in compliance
with the law at all.

In his authoritative 1993 book, Incompa
rable Worth, University of Virginia econo
mist Steven E. Rhoads showed that after
depressing the wages of computer special
ists and nurses in order to achieve "pay
equity," Minnesota localities can't find peo
ple willing to take those jobs. Women,
according to Rhoads' findings, are not clear
winners when labor markets are distorted
and wages are set by politics and politicians.

The last thing this country or any of its
states need is another expensive mandate
that substitutes the judgment ofbureaucrats
for that of the marketplace. Comparable
worth-a silly and artificial invasion of free
association between participants in the labor
market-is incomparably worthless. D
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The Prejudice Against
Midnight Dishwashing

by Ralph R. Reiland

Child Labor Regulation No.3 mandates
that 14- and 15-year-old kids can't work

more than three hours on school nights. As
a restaurant owner I can;be fined up to
$10,000 per incident if a IS-year-old works
an extra half hour on a busy night.

These same teenagers, however, are per
mitted to participate on school nights in
Midnight Basketball leagues, funded in the
1994 crime bill. Once again the private
sector has been double-teamed by prejudice
and erroneous economic reasoning.

It's assumed that everyone involved with
Midnight Basketball is compassionate and
well-meaning, and that a program that keeps
kids busy and out oftrouble at night is worth
millions of tax dollars. But a different as
sumption applies to a restaurateur who
keeps the same 15-year-old busy till mid
night cutting vegetables for soup. He's seen
as some kind of slave driver-a capitalist
robber barron who exploits neighborhood
youth for profits.

When my two sons were teenagers, I
often thought how fortunate I was that on
most Friday and Saturday nights, and plenty
of school nights, my kids were here with us
in our restaurant grilling shish kabobs and
busing tables instead of out driving around.
They were never forced to do it, but some
how over the years my sons became as

Ralph R. Reiland is an Associate Professor of
Economics at Robert Morris College and owns
AmeI's Restaurant in Pittsburgh.

committed to the restaurant as my wife and
I. It was a team effort and on Saturday nights
it was as exciting and challenging for them
as being on a basketball team. Serving 2S0
perfectly cooked meals in an atmosphere of
hectic fun was our goal.

One morning we got a call at the restau
rant from the grandfather of one of our
employees. "Jay was riding his bike home
from a friend's house last night" he said,
"and he was hit by a car." Jay, 15, was a
dishwasher on school nights and a busboy
on weekends. He had left work at nine
o'clock. At eleven he was killed.

I think about the irony of that night when
I hear Labor Secretary Robert Reich assail
Burger King because some kid worked an
extra hour. The reality is that kids can be a
lot safer in a restaurant kitchen than they are
in the streets.

When it came to funding for Midnight
Basketball many politicians understood the
importance of keeping kids busy and off the
streets. Far better to play ball than be
drinking and driving, doing drugs, or getting
some tenth-grader pregnant. But there's no
three-hour limit on the games and the labor
secretary won't be there at 4 a.m. to regulate
the coaches or hand out multi-million dollar
fines if someone cuts his finger.

Those who get the largest number of kids
dribbling till dawn will be invited to the Rose
Garden to pick up kudos from the president
and a big check from the taxpayers. The
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most successful restaurateur, on the other
hand, who creates real jobs for the largest
number ofkids, is more likely to find himself
demonized.

"These kids will be learning sportsman
ship," said a Labor Department spokesman
when I questioned him about the double
standard. "The difference is that you're
involved in commerce." Somehow it's not
commerce or trade when millions of dollars
are extracted from a taxpayer's pocket to
buy basketballs and pay coaches and ad
ministrators. And because I have a bottom
line, there's no White House ceremony
when I keep a kid out of trouble by having
him do real work-learning how to clean,
cook, and work with people, seeing the
connection between work and reward, earn
ing tuition money, helping his mother pay
the rent, building self-confidence by earning
income.

"The myth of the Triumphant Individual
may have outlasted its time," proclaims
Secretary of Labor Reich. "To the extent
that we continue to celebrate the traditional
myth of the entrepreneurial hero, we will
slow the progress of change essential to our
economic success.... We must begin to
celebrate collective entrepreneurship. " Mr.
Reich is fond of hyperbole, condemning
the private sector, indulging in wild accusa
tions about companies' 'who sacrifice work
ers on the altar of profits. "

Since the health-care debate, I've devel
oped a sensitivity about public officials who
tour the land condemning business owners.
"These are greedy people who have no

social conscience," said California Con
gressman Pete Stark. "These people don't
care about their employees," said Senator
Edward Kennedy. And it was, ofcourse, the
first time a First Lady has taken to the road
to insult business owners as "freeloaders"
if they weren't paying for health insurance
for every worker.

The assumption is that we are to be mis
trusted and stereotyped as greedy profi
teers. Midnight Basketball is smart and
moral, while midnight dishwashing is ex
ploitative and illegal. It's an ideology that
has delivered billions of tax dollars to failed
public sector programs and excessive fines,
confiscatory tort law, and regulations to the
business sector.

When Secretary Reich dismisses the" en
trepreneurial hero," as he so cynically puts
it, as a "myth," he ignores the reality that
small businesses create the bulk of the
jobs-and the virtues that go with these
jobs-in this economy. Collectively the For
tune 500 provide fewerjobs than they did ten
years ago. One can only speculate as to why
Reich has such a distaste for triumphant
individuals.

The labor secretary has deliberately
missed the key economic and political les
son of our time. In every part of the world,
the arrogant and counterproductive policies
ofoverblown governments have flunked the
test. Does anyone in the Labor Department
ever wonder why the thousands of Cubans
fleeing" collective entrepreneurship" never
see anyone paddling in the opposite
dkoctioo? D
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First-Class Mail, Third-Class
Competition

by Robert A. Collinge and Ronald M. Ayers

Picture a storefront in a strip mall. "Let
ter Express" declares the fa~ade. On

display in the window is the sign: "Why pay
32 cents and worry if it gets there on time?
Guaranteed letter delivery anywhere in the
country within two days for $3." You have
a letter to mail. Not an urgent letter, but
you'd just as soon have it get there sooner
rather than later. You enter the store and
hand over your letter and $3.

"You're under arrest! You have the right
to remain silent. You have the right to an
attorney...." Yes, you have broken the
law, by stumbling into a "sting" operation
by the United States Postal Service. You
have stolen 32 cents from the Postal Service,
and will be forced to hand it over, along with
a fine.

Okay, we exaggerate. In reality, the U.S.
Postal Service (USPS) does not run sting
operations, and has yet to seek significant
punitive damages from letter senders. Still,
it could. Indeed, the Postal Service does
seek damages from businesses that employ
overnight mails for non-urgent billings or the
like. For each such letter mailed via FedEx
or another private company, the sender
by law must pay first-class postage to the
USPS. The USPS intends for that law to be
enforced.

Robert A. Collinge and Ronald M. Ayers are
Associate Professors of Economics at the Uni
versity of Texas at San Antonio.

The Natural Monopoly Scam

The post office is an example of a legal
monopoly. Why does our government pro
hibit free choice when it comes to selecting
a company to transport mail? Judging from
the many firms that survive in the package
delivery business, it is likely that competi
tion could thrive for letters as well. Different
firms could carve out different niches by
offering different combinations of price and
service. Of course, some view competition
less favorably.

One claim is that postal service is a natural
monopoly, so that one firm is able to serve
the market more efficiently than could mul
tiple firms. We are told that government
restriction is necessary because it would be
too costly and confusing to allow more than
one company to operate. Without such lim
itation, the argument goes, there would be
a complicated and expensive mess of over
lapping routes, along with a proliferation
of mailboxes to serve each of the various
carriers. Supporters of government regula
tion worry that customers would wind up
footing the bill for such inefficiencies. They
are wrong.

If the post office were in fact a natural
monopoly, competition would reward firms
for getting larger and larger, until only one
survived. Unlike the current bureaucratic
arrangement, the surviving firm would ob
tain that status by offering the most valuable
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combination of service and price. Costs
would be competed to as low a level as
possible.

Again, if for the sake of argument, we
accept for the moment the notion that the
post office is a natural monopoly, we must
acknowledge that there is a great deal of
potential competition from package delivery
services, couriers, telephone services, and
fax. Such competitors "lurking in the
wings" would motivate the purported nat
ural monopolist to keep prices low and
quality high. No regulation would be nec
essary or even desirable. Thus, one justifi
cation for government's legal guardianship
over the post office is demonstrated to be
false. Is there another rationale?

Politics
The justification is political. Surveys rou

tinely show that, at a personal level, the
American public holds postal workers in
higher esteem than nearly any other cate
gory of worker. Perhaps this is because
millions of Americans look forward to re
ceiving the mail each day. Whatever the
reason, there is widespread support for mail
carriers. So, when postal employees
throughout the country argue to maintain
the status quo, is it any wonder that most
Americans support them?

Postal employees themselves have every
reason to support the status quo. Mail car
riers are among the most highly paid un
skilled labor in the country, with annual
salaries averaging nearly $30,000. Includ
ing fringe benefits, 1991 compensation for
USPS employees averaged nearly $45,000. 1

Salaries are much higher than necessary to
attract qualified applicants, as thousands of
unsuccessful postal job seekers can attest.
With popular postal employees throughout
the country supporting the status quo, and
with a powerful lobbying effort by the postal
workers' union, it is no wonder that Con
gress is reluctant to open the doors to
competition.

There is no strong lobby on the other side.
While there are an increasing number of
complaints about slower and less reliable

service than in the past, the general attitude
among the public is "if it ain't broke, don't
fix it." The post office seems to work
adequately, and is cheaper and more reliable
than state postal systems found in other
countries. Closer analysis reveals that those
other countries also take the government
monopoly route, and often have less well
developed markets and infrastructures to
keep costs down. However, studying postal
services is not a priority in customers' lives,
so they pay little attention to the details.

Voters in rural areas also have a compel
ling interest in maintaining the status quo.
Rural residents can send and receive mail
daily at the same rates paid by urban dwell
ers. Since the cost to the post office is much
higher in sparsely populated areas, rural
mail is implicitly subsidized by urban mail.
A government could maintain these subsi
dies if postal services were to become com
petitive. In that case, though, the subsidies
would need to be explicit. The costs of
subsidizing rural pick-up and delivery would
then be a visible expense in the federal
budget.

Congress shows little interest in debating
whether all Americans should have a right
to uniform postal service at ,uniform cost.
Yet such a debate could be expected if the
expense of subsidizing rural routes is no
longer hidden within common postal rates.
The higher the profile of the subsidies, the
more likely they are to be cut. Urban resi
dents are likely to balk when they see the
monetary cost of subsidizing rural lifestyles,
especially when all rural residents are there
out of choice. For their part, rural residents
can best protect their subsidies by keeping
the issue out of the spotlight.

Honesty and Good Policy
There are many good reasons to allow

competition in the market for first-class
mail, and no good reason for the government
to be one of the competitors. Competition
keeps costs down, and matches services to
what customers are willing to pay for. In
contrast, restricting competition stifles in
novation. Is it worth fining users of alterna-
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tive services in order to force them to use
what they obviously view as inferior service
from the United States Postal Service? How
far does this go-do we seek to eliminate the
substitution of faxes for letters? Do we fine
fax users? Do we fine users of the Internet?

Honesty requires us to address the ques
tion of rural subsidization explicitly. Like
wise, ifpostal employees have some special
status that merits above-market pay, then
government could subsidize their wages
explicitly. Such an elite status would prove
hard to justify. Neither questions of rural
subsidization nor high postal pay are valid
reasons to prohibit postal competition. If
economically and ethically valid reasons do
exist, no one has yet stated them.

The essence of competition is privately
owned firms facing off against each other in

order to provide the best value to the cus
tomer. When the USPS does battle with
private firms, a portion of the tax dollars
paid by those private firms is spent to
hamper their ability to compete against the
government monolith, the USPS. That's not
efficient, and that's not fair. Ultimately,
policy that is open and honest must allow
enterprise the unhampered freedom to com
pete. Not only should government allow
competition, but it should sell off its Postal
Service assets, and exit the business. A level
playing field in business enterprise does not
allow the government to be one of the
competitors! D

1. u.s. Department of Commerce, Statistical Abstract of
the United States, 1993 (Washington, D.C.: U.S. Government
Printing Office).

Freedom, Legislation,
and Disabilities

by James Rolph Edwards

T he Americans with Disabilities Act,
which took effect in January 1992, at

tempts to prevent discrimination in employ
ment against the disabled and to guarantee
access to "public" (Le., business) accom
modations. Providing "access" to disabled
employees quickly began to generate costly
adjustments in physical facilities by busi
nesses all over the nation. Within little more
than a year, over 9,000 legal complaints
had been issued under provisions of the law
by individuals who felt that they had been

Dr. Edwards is Associate Professor ofEconom
ics at Montana State University-Northern.

discriminated against or denied physical
access to places of business.

Most members of the academic and intel
lectual class have welcomed the ADA as a
landmark piece of legislation. Complaints
by businesses about the costliness ofthe Act
have been dismissed as self-serving. Warn
ings by economists, based on more system
atic data and estimates, have simply been
ignored, washed away in a pious river of
emotional arguments. The lack of wheel
chair ramps, we are told, indicates that
"society cares nothing for the disabled" ;for
the sake of equality we must provide access
for the disabled, "whatever the cost."
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The emotive, anti-business argument
used tojustify the ADA completely mischar
acterizes the treatment of the disabled by
producers and employers in the market
economy. True, not every factory, office, or
store has wheelchair ramps, nor have busi
nesses adjusted their physical facilities to
accommodate all of the special needs of
people with various disabilities. Forcing
employers to readjust their facilities every
time a person with a different disability is
hired, would wreak financial havoc if tried.
As a matter of simple economics, physical
facilities are best designed around the func
tion of ordinary people. Other customers
and clients must make personal adjust
ments.

But this does not mean that businessmen
are indifferent to the needs of the disabled.
Such modem innovations as wheelchairs,
prosthetics, hearing aids, and eyeglasses
are supplied by business entrepreneurs to
meet the specific set of needs of a specific
set of market demanders. Such products
narrow the effective differences between
individuals with disabilities and other per
sons, giving the disabled more access to
society and social institutions, and in par
ticular, making the disabled more employ
able. Industries making such products them
selves generate additional employment
and add to aggregate real output and in
come.

Few of these good works resulted from
any specific altruistic impulse. Instead, the
businessmen who provide such products do
so out of self-interested desire for profits.
But the genius of the competitive market
system, as Adam Smith pointed out, is that
it motivates people seeking their own self
interest (as most of us do most of the time)
to learn about and supply the needs and
desires of others. In the resulting voluntary
market transactions, both parties gain by

obtaining something they want more than
what they traded to- the other in exchange.

Consider, in contrast, the effects of the
ADA. While it certainly makes some dis
abled persons better off, it reduces the· net
earnings of employers who must, under
threat of coercion, make costly adjustments
to accommodate the disabled. In addition,
reduced earnings of firms throughout the
nation mean that aggregate employment
must fall relative to its prior level or growth
trend. Reduced aggregate employment
means reduced aggregate real output and
income. Indeed, we may already have ex
perienced this decline.

Perhaps worst of all, discrimination
against the disabled may even be increased,
rather than reduced, contrary to the intent
and despite the penalties of the act. This
result follows because the ADA, in contrast
to the voluntary market provision of prod
ucts aimed at reducing disability impair
ment, increases the disadvantage of dis
abled persons relative to others being
considered for employment, by adding to
the costs incurred by firms employing a
disabled person.

Suppose you were a business executive
considering two applicants of equal skill for
a position that pays $25,000 annually. One of
the applicants has a disability. Hiring him
would cost your firm an additional $10,000
in legally mandated adjustments to the work
place. Which applicant would you hire?

It seems likely that disabled applicants
will often either not be hired, or hired only
at salaries low enough to offset the prospec
tive additional costs they generate for the
firm.

The ADA is a perfect example of the
harmful character of coercive morality leg
islation that harms society at large without
even benefiting, on net, those it seeks to
help. D
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Fortunately, It's Just a Game

by Candace Allen

I haven't played Monopoly for years and
years. But a few nights ago I was given

another chance. Mter I'd banned the tele
vision for the evening, my twelve-year-old
son persuaded me to play the game with
him. It was not the same as I'd so nostalgi
cally remembered. Mter being soundly
beaten, I found myself reflecting on Monop
oly's negative and misleading economic
messages.

Had I won the game that evening, I may
not have made any connections between the
assumptions inherent in Monopoly and my
previously held attitudes that wealthy peo
ple were usually greedy money mongers.
But my son beat me, and ·this caused me
to do some thinking. He owned four houses
each on the yellow spots (Atlantic and
Ventnor Avenues and Marvin Gardens),
hotels on Boardwalk, Park Place, and the
three magenta spots (St. Charles Place,
Virginia, and States Avenues). Though I
owned three railroads, the two utilities,
three houses on the red spots (Kentucky,
Indiana, and Illinois Avenues), and hotels
on the light blue spots (the cheap part of
town), I could not long compete with him in
the win-lose game. When the game was over
my son added up his assets and gloated that
he was richer and more powerful than I. I
felt slightly irritated that he had taken me to
the cleaners by owning so much! His kiss
goodnight included a pleasant, "Thanks,
Mom, for losing all of your hard-earned

Ms. Allen is a social studies and economics
teacher at the Pueblo School of the Arts and
Sciences, a Colorado charter school.

money and property to me!" No doubt the
real meaning for him was in the time he and
I had spent together, but I can't help con
sidering the subtle effects that Monopoly
may have on his views about the world of
wealth and wealth creation, as well as the
effects playing it had on me as a child.

According to the Monopoly insert, the
game was originated by Charles Darrow in
1934 during the Great Depression. To Mr.
Darrow, who was unemployed, and to thou
sands of others, the game's "exciting prom
ise of fame and fortune" provided amuse
ment and hope. The object of the game is to
become the wealthiest player through buy
ing, selling, and primarily renting property.
Monopoly remains today the leading pro
prietary game in the United States and
Western world.

Wanting, intuitively, to measure the ef
fects of exposure to the game, I called my
parents to ask them what they remembered
about playing it. Essentially, they told me
that the game let them dream about becom
ing rich and having more than anybody else.
It was about trying to get on top by taking
other people's money in the form of rent.
Mostly, it was about being lucky enough to
become wealthy. Monopoly seemed to them
a game of real life, because the rich would
take anybody's money if they could. In
short, becoming a winner meant that some
one else had to lose. I realized that before
becoming a student of economics, I, too,
held the belief that when the rich get richer
it is always at the expense of others.

Just how much of this attitude may have

227



228 THE FREEMAN • APRIL 1995

come from playing Monopoly is anyone's
guess, but it may be worth identifying the
implicit assumptions in Monopoly which
could foster erroneous beliefs about wealth
creation. One inherent assumption is that
luck is the main factor in building a fortune.
Luck directs a player to the more lucrative
places on the board and only luck can land
a sucker on another player's property with
a grand hotel. No choices about where to
stay and what to pay! Market competition
and choice do not temper the rise or fall of
the rich, nor does the productivity of the
players enter as a factor.

Another assumption is that the acquisi
tion of more and more assets will benefit
only the greedy property owner. Successful
buying and building in the game never cre
ates new opportunity and new wealth for
anyone other than the property owner. At
no time does a wave of the invisible hand
channel self-interest into the service of oth
ers. Rather, more dollars of profit reduce
other players' wages each and every time
their tokens land on an owned and devel
oped piece ofproperty. The wealth-creation
process is equal to the poverty-creation
process in Monopoly. Probably the major
problem in the game is that the little econ
omy is made up of only two groups of
people: those trying to become real estate
owners who can develop their property and
those who unluckily must land on the prop
erty and pay the high rents set on the cards.
Nowhere can a customer be found!

Now the purpose of this essay is not to
propose a ban on the playing of Monopoly.
But surely it is worthwhile to consider its
subtle influence on players' attitudes-an
influence that may undermine potential un
derstanding and appreciation of the mar
ket's ability to generate new wealth. Unless
one's children play Monopoly with aware
ness of the game's limited and untrue as
sumptions, they may take on negative biases
against the allocative functioning of the

market. They may, in fact, come to believe
that governmental mechanisms that pro
tect the poor from the wealthy should take
priority over the Constitutional protection
of property rights, including the implied
right of transfer of one's property to others
by voluntary and mutual agreement. The
productive effort of hard work is essential
to wealth creation-certainly not the same
activity as merely' 'passing GO and collect
ing $200." But that understanding is not
enough. Children need to realize that pro
ductive resource allocation is critical in
income generation. And how are resources
best allocated? By allowing folks the free
dom to trade and enter into contract with
one another, not by forcing victims of
chance to buy products (or pay rent) that
they don't choose to buy.

Though this year's Christmas list won't
include Monopoly games for any of the
other children I know, I don't think I could
convince my son to give it up. Until a wiser
game-maker develops a game that can par
allel the emotional appeal of Monopoly, I
will make it a point to play with him again,
and each time I do, I will include questions
which will allow dialogue about real world
economics. Such conversation may include
reasons why developed property is profit
able (investment) and what it means when
"the bank pays dividends" (interest). It
might also be fun to pose hypothetical sit
uations such as, "What would happen if a
property tax were imposed on all improve
ments?" and "What would happen if an
income tax were placed on all unearned
income?" and "What would happen if all
prices rose by five percent and were ex
pected to rise again soon?" In this way my
son would learn valuable lessons not only
about wealth creation, but about the effects
of government policies and inflation upon
incentive structures, which influence all
players' behavior-in Monopoly, of course,
but also in real life. D



A Matter of Principle

Values or Virtues?

A s a young man, I wondered why the
principles of freedom had failed to win

more adherents. Despite the best efforts of
freedom's proponents-and after decades
of philosophical refinement and practical
demonstration-most people remained un
swayed.

I became convinced that the public was
both apathetic and unprincipled, concerned
solely with indulging their most venal, nar
row, and immediate interests. Most people,
I figured, couldn't care less about matters of
moral principle-of distinctions between
earned and unearned, just and unjust,
"mine" and "yours." I concluded that they
preferred interventionism, because it let
them to profit at the expense of others.

I became embittered, less and less moti
vated to promote the ideas of liberty. My
sporadic writings acquired a combative tone
that only further alienated readers-and
editors. As a result, my writing career
seemed headed for a Hobbesian end: soli
tary, poor, nasty, brutish, and short.

Through it all, I clung to the comforting
fantasy that I was being rejected solely due
to my commitment to principle. In the years
since, I've met other proponents of liberty
who likewise revel in their own cultural
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marginality, as if their very unpopularity
and ineffectuality confirmed their status as
lone pillars of integrity in a corrupt world.

It's a reassuring self-image ... but a false
one. Abandoning that illusion, in fact, is a
precondition to succeeding in persuasion.

My own climb from the depths of cyni
cism began with the slow realization that
most of those whom I'd been condemning
were, as individuals, benevolent, produc
tive people of considerable integrity. Yet I
still couldn't grasp how such good people
could fail to appreciate principled argu
ments. Somehow, we seemed to be talking
past each other.

My epiphany-and the turning point in
my professional career-was in grasping the
distinction between virtues and values.

Virtues, such as honesty and justice, are
abstract moral principles. Properly under
stood, they serve as indispensable guides to
our actions. However, they aren't ends in
themselves. Virtues are only abstract means
to concrete ends. The ends are values: the
things in life that we aim to gain or keep.

However, most ordinary people aren't
very abstract or theoretical: they're focused
on values, not virtues. It's not that they're
unprincipled or immoral; they're simplyjust
not very proficient in linking abstract prin
ciples to life's concretes. They don't fully
grasp the relationship between means and
ends, principles and practice.

This also applies to their approach to
politics. Most people are rightly concerned
with the values a social system can bring
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them. But if they don't see how certain
principles will promote their values, they'll
jettison those principles as "impractical."

Individual rights, limited government,
and the free market are, after all, complex
abstractions. If ordinary people don't un
derstand how they serve the ultimate values
of human life and well-being, they'll aban
don those principles as unworkable.

In my persuasive efforts, I'd been focus
ing almost exclusively on promoting the
virtues of a free society, rather than its
values. I'd been dwelling on why liberty was
a "moral" and "just" framework for social
action, while neglecting to emphasize the
personal values and benefits ordinary peo
ple could derive from living in a free society.

In short, it wasn't their "immorality" that
was causing my message to fall on deafears;
it was my own deafness-to their very real
and legitimate value concerns.

Once I realized this, I began to refocus my
persuasive efforts with a sensitivity to the
public's value priorities. No, I didn't "com
promise" my principles or water down my
philosophy. But I did become acutely aware
of the need to tie my principles to their
values, whenever possible. I also became
cognizant of the need to address their high
est-priority, concrete concerns.

For example, the polls show crime is
consistently among the highest worries of
the public. Yet though our philosophy of
individual rights and individual responsibil
ity has vast implications for this issue, I
found virtually nothing in libertarian and
free-market literature addressing the prob
lem. Given the typical subject matter in such
books and journals, it was as if we were
confronting the concerns of inhabitants of
some alien planet, rather than the real-world
worries of ordinary folks right here.

But I discovered quickly that the public,
far from being hostile to our philosophical
premises, was warmly receptive to them-if
they addressed their own value concerns.
My Reader's Digest crime articles, for in-'
stance, have garnered enormous popular
responses. The national reaction to Crimi
nal Justice? confirms that popular interest is
neither superficial nor unprincipled.

On the contrary, far more than social
scientists and "experts," the typical Amer
ican is passionately interested in restoring
truth andjustice to our legal system. Indeed,
on most issues, I've found his value con
cerns to be quite rational-hence, fertile
grounds for our persuasive efforts. But ex
actly how do we confront those concerns?

Take the drug issue. The typical free
marketer simply declares his principled
commitment to free trade in drugs, and
discusses the economics. But this utterly
fails to relieve the worries of the typical
American parent. "Are you endorsing
drugs?" he asks. "What about our kids?"

Those are rational value concerns. So
why don't we reply as follows:

"Personally, I hate drug abuse. Drug
dealers are the scum ofthe earth, and I want
to put them out ofbusiness. And as a parent,
I want to protect kids. But too many kids are
getting seduced into the drug trade as sup
pliers, all because of the high profits.

"There are two things we should do.
First, to protect children, there should be
much higher criminal penalties for any adult
who involves kids with drugs in any way.
The second thing we can do is take the
profits out of the drug trade. Drug laws
unintentionally create higher-than-market
profit margins. That entices criminal deal
ers. Legalizing drugs-for adults only
would end the excessive profits in drug
sales. That would take away the drug deal
er's fancy cars, jewelry, homes. Making
drugs available through legal channels
would also get criminals out ofthe trade, and
end street violence by competing gangs."

Such an argument, based on shared val
ues, will persuade far more ordinary people
than any·mere declaration of moral princi
ple.

People aren't stupid or corrupt; they sim
ply aren't very theoretically minded. If we
wish to reach them, we have to learn that the
doorway to minds and hearts is formed by
their deepest values. Appealing to those
shared values has brought my messages
from obscurity to national attention. The
same approach can work for anyone

.else. D
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Have Doctors Forsaken
Their Ethics?
by Jeffrey A. Singer

Government health-care reform is like
Frankenstein's Monster: dead, it

seems, but threatening to arise from the
grave, regenerated by countless, often con
tradictory parts. Like the Monster's cre
ator, our politicians and health-care bureau
crats-eager to create something-often
give short shrift to ethical considerations.
This failing is the focus of my essay.

While medical ethicists disagree on a
number of issues, there are certain princi
ples nearly all share. Whether or not we
intend to adhere to these principles is the
question we must answer.

The Hippocratic Ethic
One conflict that must be resolved is the

choice between remaining committed to the
"Hippocratic Ethic" or embracing what is
called the "Veterinary Ethic." The Hippo
cratic Ethic holds that a physician's ultimate
responsibility is to the patient. Conse
quently, all advice given regarding therapy
is based upon what the physician perceives
to be in the patient's best interest. The
Veterinary Ethic holds that the physician's
ultimate responsibility is to the payer, and
that advice is therefore based upon what
the physician perceives to be in the payer's
best interest. An example of this is when
the veterinarian recommends to an owner

Dr. Singer practices medicine in Phoenix, Ari
zona.

that an animal be "put to sleep" rather than
undergo costly treatment.

As our health-care system is reformed, we
risk abandoning the Hippocratic Ethic in
favor of the Veterinary Ethic. If the system
pushes more and more of us into a "man
aged-care" setting, where the physician is
under the management of insurance com
pany administrators who ultimately answer
to government regulators, the physician will
be put in the position of conforming to a
method ofpractice where the interests ofthe
payer are paramount.

Similarly, if our system is changed to a
"single-payer" type of health-care system,
the physician will be under the management
of government bureaucrats, who in tum are
influenced by budgetary constraints and
pressure from special interest groups. The
doctor will be forced to comply with prac
tice guidelines set up by the government.
Again, the interests of the payer prevail.

Patient Autonomy
The issue of patient autonomy is also

important. A fundamental precept of pre
vailing medical ethics is that patients who
are conscious and mentally competent
should have control over their bodies in
medical decisions. Put another way, nothing
should be done to the patient without the
patient's "informed consent."

To this end, medical schools and teaching
hospitals have institutional review boards to
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oversee research on patients. These boards
insist that researchers develop informed
consent documents which explain, in lay
man's terms, the reason for the research,
what the researcher predicts the patient to
experience and gain, and what the re
searcher hopes to learn or accomplish by the
experiment. Implicit in this policy is the
belief that it is possible to make this infor
mation clear and understandable to non
physicians, and that most patients can make
a reasonably informed decision about
whether to consent, even in the case of a
complex and esoteric procedure.

When patients are moved into a situation
where their doctor must answer to an over
seer, they lose the ability to give "informed
consent. " The doctor must follow regula
tory guidelines when ordering tests or rec
ommending procedures, and can only pre
scribe medications that are listed in a
formulary. Is the patient ever aware ofother
options that could have been considered,
even if they were more expensive?

When a doctor prescribes a drug in the
formulary, is the patient aware of other
drugs that could have been prescribed, and
their relative risks and benefits as well as
their relative prices? Is the generic drug
always as good as the brand-name drug? Is
there a more expensive alternative form of
treatment that does not involve the use of
drugs and yields quicker results that is not
being brought to the patient's attention?
These questions apply whether we place the
patient in a "managed-care" system or a
Canadian-style "single-payer" system.

When people are placed on prioritized
waiting lists for surgical or diagnostic pro
cedures, they are not fully informed about
the risks being taken with their lives by
being forced to wait. The ultimate power for
decision-making is in the hands of a health
care bureaucracy thatdetermines how much
money will be allocated for each problem,
and in some cases, to each health-care
facility. People may be given a degree of
choice regarding who their doctor will be,
but they are allowed to make very few
choices about what type of health care they
receive. In most cases they are kept com-

pletely in the dark regarding the various
options that exist. This is because a third
party-government or "managed-care pro
vider"-controls the money.

While it is reasonable and appropriate to
consider these ethical issues when deter
mining how we intend to transform the
existing health-care system, it is important
to realize that the time-honored ethical pre
cepts discussed above are already ignored.
Over the past several years, policy-makers
and health-care providers have begun to
change the way in which health care is
delivered with complete disregard for med
ical ethics. In many cases the individual
doctor unconsciously violates his ethical
credo on a daily basis.. As a clinician in
private practice, I make this statement
based on firsthand observations.

Medicare and Medicaid
Consider first the 40 percent ofAmericans

who are on either Medicare or Medicaid,
single-payer types of health-care delivery
arrangements. The patient pays little or
nothing out ofpocket for health-care expen
ditures. The government is the payer.

Over the years, in order to control Medi
care and Medicaid expenditures, the gov
ernment has begun to manage the way
health care is delivered. One way in which
it has done this is by changing the way in
which it reimburses hospitals for services.
Rather than reimbursing on a fee-for-service
basis, it does so on the basis of Diagnosis
Related Groups (DRG's). The hospital is
reimbursed on a flat rate pegged to the
patient's diagnosis, regardless of the sever
ity of the illness or the amount of hospital
based services a particular patient requires.

In order to reduce losses, hospital staff
utilization review committees have resorted
to intimidating and pressuring physicians
to treat certain problems ordinarily handled
in the hospital on an outpatient basis. They
are also pressured to discharge patients
sooner than they would ordinarily recom
mend. If doctors are found to be "poor
utilizers" of hospital resources from a cost
effectiveness perspective, they often must
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go to great lengths to defend their actions
before peer review committees or else face
sanctions. Most doctors don't have the time
or inclination to face such hassles. For this
reason, most physicians find themselves tak
ing certain risks with theirpatient's health that
go against their betterjudgment, rationalizing
that they are following the prevailing "stan
dard of care" in making their decisions.

Also in the interest of controlling costs,
hospitals have gone to a formulary system
for dispensing medicines. A Pharmacy and
Therapeutics Committee determines what
drugs will be available in that institution. If
a doctor wishes to place his patient on a
medication, he can select only from the
medications in the formulary, a catalog of
drugs that the Committee decided should be
available to doctors practicing in that hos
pital. If the doctor wants to prescribe An
tibiotic "A" for his patient, but this drug is
not in the formulary, he has to select his
second-best (or third-best) choice. Other
wise, the doctor has to go through a maze of
procedures in order to get special authori
zation to order Antibiotic "A." (The Phar
macy and Therapeutics Committee deter
mines by consensus vote of its members
which drugs to place on the formulary, cost
being the overriding concern. This formu
lary affects all hospitalized patients, not just
those on Medicare, since the hospital is
trying to recoup its losses from operating
under the DRG system.) In most cases, the
doctor just decides to "go with the flow"
rather than take the time to fight for what he
sees as the patient's best interest. Again, he
finds solace in the rationalization that a
hospital committee has made this practice
the "standard of care. "

Leaving the hospital setting, doctors are
under constant pressure to see patients in
their offices for a particular illness at a
frequency prescribed by Medicare or Med
icaid. If they see these patients more often
than Medicare or Medicaid "allows" they
are not reimbursed for their service. They
must choose between practicing medicine
that's not in their patient's best interest, or
facing financial loss. Oftentimes they opt to
follow the Medicare- or Medicaid-prescribed

guideline, rationalizing that the fact this is
prescribed by a government agency makes it
the "standard of care."

The same can be said for the ordering of
certain diagnostic screening tests. From
chest x-rays, to mammograms, from cardio
grams to prostate-specific antigen (PSA)
tests, the proper frequency and indications
for ordering these tests are determined by a
government bureaucracy. If doctors don't
follow these guidelines, they don't get paid.
What's worse is that they run the risk of
being excluded from Medicare or Medicaid
if they become identified as "problems." In
most cases, doctors simply acquiesce.

"Managed Care"
Of the remainder of the population not on

Medicare or Medicaid, roughly 90 percent
receive employer-provided low-deductible
health insurance. Few health-care costs are
paid out of pocket by the patient. The
insurance company pays most of the bills,
and passes the cost on to the employer in the
form of premiums. In an effort to hold down
rising premiums employers have resorted to
placing their employees in "managed-care"
plans. Today, if we include Health Mainte
nance Organizations (HMO's), Preferred
Provider Organizations (PPO's), or regular
fee-for-service plans that have "utilization
review" and' 'pre-certification," more than
90 percent of the non-Medicare/Medicaid
population is in "managed care."

In the managed-care setting the same
pressures on the physician exist as in the
Medicare/Medicaid single-payer system.
The doctor must get authorization from an
overseeing entity in order to order tests and
diagnostic procedures, perform surgeries,
or prescribe medications not in the man
aged-care company's formulary. The doctor
must get permission to place a patient in the
hospital. In many cases, the doctor must get
permission to refer a patient to a specialist.
The criteria used by the oversight entity
granting permission are closely linked to the
issue of cost. Whenever there exists a di
versity of opinion in the medical literature
regarding the proper management of a par-
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ticular medical problem, it enables the man
aged-care company to seek refuge behind a
credible source in defending its policy med
ico-Iegally. The overseeing entity will then
tend to only allow the least expensive ap
proach to be authorized. These criteria can
be overruled if the doctor is willing to jump
through enough bureaucratic hoops to get
special permission. Of course, if he does
this too often he becomes· too expensive for
the insurance company to maintain on con
tract. It might terminate the doctor. Conse
quently, most doctors tend to comply.

It should come as no surprise that, ac
cording to the National Ambulatory Medical
Care Survey, managed-care programs are
less likely to authorize expensive diagnostic
tests. For MRI and CT Scans the difference
is a factor of two to one. As a consequence,
patients with diseases such as cancer are
likely to have their conditions detected at a
later stage, making treatment more difficult.

Studies by Mark Schlesinger and David
Mechanic (Health Affairs Supplement,
1993) conclude that although managed-care
and traditional fee-for-service plans tend to
adopt the same method of treatment where
normal practice guidelines are well-defined,
where norms are vague the prepaid plans
provide significantly diminished levels of
treatment.

As an adjunct to their own oversight
entities, many HMO's use the primary care
physician in the capacity of "gatekeeper. "
Many of the decisions regarding appropri
ateness of referrals to specialists, or regard
ing authorization of procedures or tests
recommended by these specialists, are
placed in their hands. The primary care
physician is financially penalized for expen
diture outlays by the managed-care program
and rewarded for expenditure savings. This
again places him in the bind of having to
choose between the interests of the patient
and possible financial ruin.

New Medical Ethics
In all of the above examples, the physi

cian is implicitly forsaking the Hippocratic

Ethic. He is making decisions based upon
what is in the payer's best interests. All of
these decisions are being made without the
patient having informed consent. The pa
tient is never aware of what other options
existed with respect to tests being done,
medicines being prescribed, procedures be
ing performed or not performed, or special
ists being consulted.

As Merrill Matthews has said, "In effect,
medical ethics has succumbed to medical
economics, as paternalism is given prece
dence over autonomy. "

A recent well-known victim of the new
medical ethics is former Secretary of De
fense Les Aspin. He needed additional vac
cinations because of the travel requirements
of his job. His doctors gave him a vaccine
slightly more risky than one which would
have cost $1.55 more. Secretary Aspin was
hospitalized in an Intensive Care Unit as a
result. Did anyone ask him if he was willing
to pay an additional $1.55 out of pocket to
avoid the risk? Was he even aware such an
option existed?

When Senator Bob Dole opted for a
prostate-specific antigen test (PSA) in 1991,
it led to a biopsy that detected early prostate
cancer, and then an operation which the
Senator believes saved his life. Most man
aged-care plans don't see much benefit in
this blood test and therefore don't routinely
provide it. Fortunately, Senator Dole had
the opportunity to make his own decision.

This ethical dilemma need not exist. Doc
tors need not confront the choice between
the Hippocratic Ethic and the Veterinary
Ethic. If the patient were again the primary
payer, there would be no conflict of interest
between the patient and the payer.

If the patient had control of the money,
the burden would be on the doctor to get
"informed consent," and to give advice in
accordance with the Hippocratic Ethic. The
patient would settle for nothing less.

But as long as politicians in Washington
continue to show a bla:tant disregard for the
ethical consequences of their policies, they
will not avoid creating a health-care monster
with a tragic destiny. D
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Rising Health-Care Costs:
Who's the Villain?

by Charles Van Eaton

Why is the level of health-care spending
what it is? Why does the rate of

growth in health-care spending tend to rise
faster than spending on other things? Can
anything be done to control the rate of
growth, if not the level, ofhealth-care costs,
short of having government take control of
what now constitutes almost 14 percent of
our entire Gross Domestic Product? What
can be done to decrease the number of
persons who are without some form of
private health-care insurance?

As the political debate about health-care
unfolded, it became clear that virtually
no one in the federal establishment thought
that trying to get answers to these questions
made any difference in what the politicians
were trying to do to move government even
more heavily into the health-care-services
production system than it is now.

It does make a difference. There are
strong differences of opinion on why the
level ofU.S. health-care costs are what they
are, why these costs have been rising faster
than the cost of other goods and services,
and what government can do both to reduce
the level of costs and to arrest the rate of
cost growth.

On one side is the view that if the level of
spending on health care is the product of

Dr. Van Eaton is McCabe/UPS Professor of
Economics at Hillsdale College, Hillsdale, Mich
igan.

forces over which government can, at best,
have little control, there is no reason to give
government more control. However, if part
of the reason health-care spending tends
to rise faster than other streams of spending
is the product of policies generated by
government programs, and if the goal is
to reduce this rate of spending growth, the
obvious place to start would be to do away
with those government policies which con
tribute to spending growth.

Those who believe that both the level and
rate of growth in health-care spending are
problems unique to the private-sector char
acter of the American health-care-services
production system see no solution which
does not involve granting considerably more
power to government.

Why are costs what they are and why do
they tend to rise as fast as they do?

"Villain Theories"
On one side of the debate one hears what

may be called "villain theories" of health
care costs. These theories focus on the
production side of services and conclude
that both the level and rate ofgrowth in costs
are the product of greed on the part of
insurers, pharmaceutical companies, hospi
tals, and physicians. 1 Until these parts ofthe
health-care-services production and financ
ing system are brought under control, this
argument goes, nothing can be done to
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reduce health-care spending. Clearly, poli
cies based on this approach must eventually
come to rely on command over, and control
of both producers and consumers of health
care services.

Against the villain theory of health-care
costs lies the view that the level of health
care costs is a product of six factors, none
of which involves villains of any stripe.

1. The level of health-care costs relative
to Gross Domestic Product is higher in the
United States than it is in other countries
because the American health-care system
has been so successful in treating conditions
which, in past times, would have been
untreatable.2 Consequently, good medicine
increases rather than reduces the proportion
of people in our population who have ill
nesses requiring continued treatment.

Dr. Willard Gaylin argues that "There are
more people wandering the streets of the
cities of the United States with arterioscle
rotic heart disease, diabetes, essential hy
pertension, and other expensive chronic
diseases than there are in Iraq, Nigeria, or
Colombia. Good medicine keeps sick people
alive, thereby increasing the number of sick
people in the population; patients who are
killed by their diseases are no longer part of
the population.,,3 (Put another way, while
the dead are no longer a cost burden to the
health-care system, survivors are.)

2. The technological superiority of the
American health-care-services production
system has resulted in an increase in the
quantity of health-care services demanded.
The technical diagnostic capacity to test for
that additional one percent of information,
which might provide answers to a medical
puzzle, results in a demand for additional
testing and additional treatment-at addi
tional cost, of course. (If this reflects a basic
American value-wrong in the view ofsome
critics-which says "damn the costs, save
lives and use expensive technology when
ever necessary," costs are bound to be higher
than would otherwise be the case.) Conse
quently there are many who argue that Amer
ican medical technology is a major reason for
the high level of health-care costs.4

3. What is all too often overlooked when

the level of American health-care spending
is unfavorably compared to spending in
other nations is that the United States, in
many ways that are unfortunate, is not like
other nations. Therefore comparing the
level of health-care spending in the United
States relative to spending in other nations
is not particularly useful unless all those
distinguishing factors are addressed and
statistically held constant before cost com
parisons are made.

For example, many Americans lead life
styles that contribute to strong demand for
health-care services. As former Secretary
of Health and Human Services Louis W.
Sullivan noted, "It cannot be overempha
sized that the top ten causes of illness and
premature death in our nation are signifi
cantly influenced by personal behavior and
lifestyle choices."5 Comparing data col
lected in 1977 and 1983, researchers found
more obesity, less exercise, more drinking,
and less sleep in 1983 than in 1977.6 Add
to this those other factors which extend
beyond health care per se while simulta
neously imposing greater demands on the
system-problems having to do with rates of
drug usage, crime, family breakdown, rates
of HIV infection, and low-birth-weight ba
bies born to unwed mothers-and it is not
surprising that health-care spending is as high
as it is.7 In addition, the United States has a
broad underclass enmeshed in poverty. Be
cause they are often uninsured, low-income
people with health problems often enter the
medical system through emergency wards
the most costly part to the health-care pro
duction system-and often postpone treat
ment to the point thatwhen treatment is given
it is more costly.8

4. Despite having a persistent poverty
segment, America is a high-income nation.
A nation with high income is going to spend
more on everything, especially health care,
because health care is, to use economists'
jargon, highly income'elastic. When income
levels rise by some given percent, the de
mand for health care rises proportionately
more.9 It's both as simple and as compli
cated as this: a rich nation spends more on
health care simply because it is rich. 10
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Budget Deficits

A n old English proverb may help
us understand.the nature of debt:
"A small debt makes a man your

debtor, a·large debt makes him your
enemy." When the national debt
amounted to just a few million dollars,
the federal government was a gracious
debtor, a protector of all its subjects,
enjoying public trust and admiration.
Today, with the federal debt approaching
$5 trillion, it is a publie enemy feared
and disdained by millions of suffering
taxpayers.

The pyramid of debt is growing at an
annual rate of some $300 billion and is
expected to accelerate in the future. Both
the White House and the u.s. Congress
are unwilling and incapable of balancing
the federal budget. In a sense of desper
ation about the growing alienation
between the people and their govern
ment, many Americans favor a constitu
tional amendment which would require
that "total outlays for any fiscal year do
not exceed total receipts for that year."

No matter what we may think of such
an amendment, the deficits, whether
they are on or off budget, are too big to
be ignored or taken lightly. They are felt
not only in every home and business but
also in the money and capital markets of
the world. After all, the U.S. economy is
a substantial part of the world economy,
and the U.S. dollar the paramount world
currency.

Budget deficits of the present magni
tude are a prominent cause of all that ails

the American economy: declining pri
vate investments, stagnant or even
falling standards of living, unemploy
ment of millions of workers, and inabili
ty to compete in many world markets. It
is a fundamental economic principle that
economic productivity, income, and
wealth primarily depend on the instru
ments of production in use, that is, on
the amount of capital invested per work
er. When government deficits consume
the capital coming to market, they
impede progress and bring stagnation.
The trillion-dollar deficits of the federal
government have curbed American pro
ductivity, obstructed production, and
brought on much economic and social
evil.

The federal debt is a pyramid of IOUs
for income and wealth consumed in the
past. It differs fundamentally from busi
ness debt which generally is productive
and indicative of rising productivity.
Government neither forms nor accumu
lates capital; it merely consumes the sav
ings of its subjects. Even when it spends
the funds on public works, it usually
wastes them serving lesser needs than
they would have served if left in the
hands of taxpayers.

Budget deficits are objectionable also
on moral grounds. No generation has
any right to impose a debt burden on
future generations. And yet, our genera
tion did not hesitate to hang a $20,000
first-mortgage around the neck of every
baby born in this country and does not



scruple to increase it by more than $1,000
every year. As individual debt is the
worst measure of poverty, so is political
debt placed on our children the greatest
outrage.

Yet, it is imperceptive to fault only
politicians and bureaucrats for their
spending predilection. In an open soci
ety, like ours, they are merely the repre
sentatives and agents of the public
which is condoning or even demanding
the deficit spending. In final analysis,
we must fault the ideas and morals that
guide the people in their political aspira
tions.

Most Americans live under the spell
of progressive economic thought which
confers respectability on political profli
gacy. On all levels of education the
"new economics" teaches that govern
ment spending sustains, stimulates, and
invigorates economic life. Government
spending is presented as a benefit with
out cost, a grand addition to general
welfare, a social achievement of the
highest order. In reality, it does not sus
tain, stimulate, nor invigorate an econo
my; it diverts economic resources to
many nonproductive uses and thereby
aggravates the situation.

The popular view of government
spending as a grand addition to general
welfare springs from man's inclination
to prefer the seen over the unseen.
Government largess is visible to all in
many forms, as benefit checks and subsi
dies, public housing and office build
ings, many of which look like Greek
temples built to the gods. Few observers
see the costs borne by millions of people
who are forced to tighten their belts and
do without. They must forgo better
housing, warmer clothing, comfortable
transportation, better education, medical
insurance, etc., etc. To a thoughtful per
son, the marble temples of politics,
which may last a thousand years, are
durable monuments to the supremacy of
political power over individual freedom
and economic prosperity. They speak of
onerous taxation and deficit spending.

Our growing national debt casts a
shadow over our future. Profligacy
always comes to an end. Unless he
changes his ways, the spendthrift falls in
disgrace, facing bankruptcy. A national
government need not fear bankruptcy in
the usual sense, with complete discovery
and equitable distribution of its property.
No government on earth has the power
to hold the U.S. government responsible
for its debt, and the U.S. government
does not apply and enforce its own laws
on itself. But, like bankrupt individuals,
it may be hopelessly discredited, as in
resources and character. It may pretend
to make payment with depreciated dol
lars or conduct currency and credit
reforms which defraud the creditors. It
may declare an indefinite moratorium.
After all, a vast army of constabulary is
ever ready to enforce its laws, no matter
how predatory and immoraL

No law or constitutional amendment
can break the spending predilection. It
will take a radical change of political
thought and public morality to reverse the
trend. The change will come when,
pressed upon by public opinion, the
politicians themselves will begin to forgo
some of their own largess. It is difficult for
legislators who thrive on expensive gratu
ities, fees, perks, and shady salary increas
es to cut the entitlements of welfare moth
ers and children and to reduce federal
outlays for the sick and homeless. Any
such attempt is bound to run aground the
fury of the beneficiaries and the wailing of
many politicians who are humorless hyp
ocrites or hypocritical humorists.

Example draws where precept fails.
The federal budget could be balanced
promptly if the President himself would
be made to suffer a salary cut of 50 per
cent, if the legislators were made to take
a cut of 25 percent, and if all entitlements
were frozen immediately. Such cuts
would signal an honest beginning and
allow us to look forward with hope.

-LUj
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FEE's network of Freeman Society Discussion Clubs. At the beginning
of 1995 more than 50 clubs had been organized in the United States and
abroad.

Leonard E. Read once observed that rancid intellectual soil nurtures
an unending variety of socialist fallacies and that "finding the right is
the key to salvation." FEE is making the right both known and preva
lent by launching discussion clubs nationwide, and by providing free lit
erature and speakers to improve understanding of the moral and intel
lectual foundation of a free society. Club members receive a number of
special benefits, including discounts on FEE publications and invitations
to special FEE events.

For more information about starting a discussion club, or joining a
Freeman Club that may already be meeting in your area, write Felix R.
Livingston, Director of Freeman Services, 2814 Hilsdale Harbor Way,
Jacksonville, FL 32216, or call/fax (904) 448-0105.

Spring Round Tables

Rrserve these days for our spring 1995 series of Round Table events!
We've set up an exciting lineup of speakers for your enlightenment that
'ncludes Dr. George Reisman and Dr. Mark Skousen. Don't miss these

stimulating evenings, which begin at 5:00 with a reception and dinner, and then
go on to a lively discussion'session. Charge: $40 per person per event; certain
discounts are available.

May 6 with George Reisman
Everybody's Stake in Capitalism

June 3 with Mark Skousen
An Economic Outlook: Are We in an Age of Ignorance

or Enlightenment?

Coming Seminars at FEE
Austrian Seminar (by invitation) July 9-14

First Summer Seminar July 23-28

Second Summer Seminar August 13-18

Call or write: Dr. Barbara Dodsworth, 30 South Broadway,
Irvington-on-Hudson, NY 10533; (914) 591-7230.
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5. If there are reasons to believe that
Americans spend more on health care be
cause, to an important extent, we are what
we are, this only explains the level of health
care spending, not the annual rate ofgrowth
in spending. (The issue of medical malprac
tice litigation, too, is one that affects the
level of health-care costs.) Why have U.S.
health-care costs been rising? Is the cost
increase issue one that also requires a "vil
lain" explanation?

What can government do to change these
cost factors? Virtually nothing.

The rate of growth in American health
care costs relative to the cost ofother things
Americans buy, New York University econ
omist William Baumol argues, is due to the
relative difficulty of expanding productivity
in services production compared to goods
production. 11 In Baumol's view, there are
no villains.

Baumol, long considered one of Ameri
ca's foremost scholars in the field of pro
ductivity analysis, argues that "There is no
advanced country in which complaints
about rates of cost increase are not heard. "
In fact, "in fourteen ofeighteen countries in
the years 1960 through 1990, health-care
prices rose more rapidly than prices in gen
eral. The·U.S. rate of increase was exceeded
by that in seven countries-Australia, Aus
tria, Canada, the Netherlands, New Zealand,
Norway, and Switzerland. The universality
and persistence ofthe problem suggests some
thing which lies deeper than the particular
administrative or institutional arrangements
adopted in any single country."

Those inclined to see the rise in health
care costs in terms of villains who must be
managed by direct government intervention
into the health-care-services production
system may be failing to grasp the nature of
services production relative to goods pro
duction. Both data and theory compel seri
ous observers to acknowledge that it is far
more difficult to increase productivity in
services such as health care, law, welfare
programs, mail, police, sanitation, repairs,
and the performing arts, compared to man
ufacturing, because in thalatter the contin
ual development of new tools and manage-

ment techniques makes it possible to expand
output with fewer units of labor input.

By contrast, services-particularly health':'
care services-all have a "hand-craft" at
tribute in their supply process. Consequently,
when productivity rates differ across different
sectors of an economy, say, manufacturing
compared to health care, the money price of
health care will rise relative to the money price
ofoutputs in those sectors where productivity
gains are real and substantial. Therefore,
Baumol concludes, rising health-care costs
are "an inevitable and ineradicable part of a
developed economy and the attempt to do
anything about it may be as foolhardy as it
is impossible." 12

But even when services productivity is
relatively stagnant, real services costs can
be seen to be falling despite the rise in
services' dollar prices because there is in
fact no service whose productivity is un
touched by technical progress in other sec
tors. A general rise in productivity led by
those sectors where productivity gains are
easier to accomplish means, by definition,
that it requires ever less labor. time to
acquire all things. "In an economy in which
productivity is growing in almost every
sector and declining in none (modern med
ical technology has certainly improved
some aspects of medical-labor productivity,
particularly the development of new tools
and techniques which make it possible to do
surgical procedures on an outpatient basis
compared to an inpatient basis), it is a
tautology that consumers can have more of
every good and service: they simply have to
transfer some of the gains from the sectors
that are becoming more productive into the
sector that's becoming only a little more
productive. ,,13 Consequently, the rise in the
dollar price of health-care services is not
evidence of a system in despair, but only of
a broad difference in relative productivity
rates between services and goods.

But, Baumol rightly notes, "This happy
conclusion is just a bit too simplistic. . . . It
will not be easy to convince the layperson
that, even though the prices of personal
services appear to be rising at a phenomenal
rate, in fact the costs of these services (in
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terms of their labor time equivalent) are
really declining because ofincreases in labor
productivity generally." 14

6. While Baumol's argument as to why
the dollar cost of health· care has risen
relative to the cost of other components of
GDP is compelling, it is not, as he would be
the first to acknowledge, the whole story.
The rest of the story deals with the fact that
health-care demand may now be the most
heavily subsidized component of aggregate
demand. Subsidizing demand for the out
put ofa relative-productivity-Iagging health
care sector adds an additional source of
pressure to increasing health-care costs. 15

For example, even though the German
insurance system is bankrupt despite pre
miums that come to 13 percent of payroll,
after paying the tax, Germans "graze them
selves to obesity on medical services be
cause the price of care, as perceived by
individuals, is essentially zero. ,,16

A new econometric model developed by
Gary and Aldona Robbins of Fiscal Asso
ciates, Inc., which looks at how America
finances health care, provides insight into
why our current system for subsidizing
health care distorts demand and adds costs
that increase the probability that some
people will be priced out of the market
for affordable health insurance coverage.
The Robbinses note the following:

• Prices matter. People are not price
sensitive in the market for health care as
they are in the market for other goods and
services because some third-party (Medi
care or a private insurer) pays most of the
cost ofhealth services. For the same reason,
health-care providers are less concerned
about the costs of the services they supply
because someone other than the patient will
pay all or the major part of the bill.

• Health spending has been rising be
cause prices paid by patients have been
falling. When we are using someone else's
money, we pay less attention to costs and
thus spend more. Over the period 1960-1990
the share of personal income spent out-of
pocket on health care declined from 4 per
cent of total consumption expenditures to
3.6 percent. Over the same period the amount

spent from all third-party sources has more
than tripled-from 4 percent of consumption
on all goods and services in 1960 to 13.3
percent in 1990. Clearly this increase reflects
the fact that the demand for health-care ser
vices is the most heavily subsidized compo
nent of household spending.

• Most Americans are overinsured be
cause of government policies. Through gen
erous tax subsidies to employers, govern
ment "pays" up to one-half of the cost of
employer-provided health insurance. A cor
poration that pays, say, 50 percent of its
income in federal and state taxes combined
would be able to "escape" half the cost of
providing such insurance to its employees.
Through Medicaid and Medicare, govern
ment directly pays medical bills for the poor
and elderly.

• Because it is easier to subsidize the
demand for health care compared to the
supply of health care, increases in demand
result mainly in higher prices rather than in
more services. On average, each additional
dollar spent on health care buys only 43
cents more ofreal services but adds 57 cents
more to prices.

• The main cause of rising health-care
spending is government. Direct government
spending has increased from 24 percent of
all health-care spending in 1960 to 42 percent
in 1990. When tax policies are included
which means provisions in the tax code that
make employer-provided health insurance
tax-free while individuals who purchase
their own insurance must do so with after
tax dollars-the government's share of
health spending has risen from 34 percent in
1960 to 53 percent in 1990.

• Because of the third-party character of
our health-care finance system, most people
have no idea how much they are personally
contributing to cover the costs. In 1992
national health spending was equal to $8,821
for every U.S. household, with most of this
burden hidden from view.

• Because of third-party insurance and
government subsidies, the most costly ser
vices are often the cheapest to patients. On
average, patients pay only 4.5 cents out of
pocket for every dollar spent on hospitals,



RISING HEALTH-CARE COSTS: WHO'S THE VILLAIN? 239

but 68 cents out of pocket for every dollar
spent on pharmaceuticals. Thus, to patients,
hospital therapy appears cheaper than drug
therapy while for society as a whole the
opposite may be true.

• Because of government policy, many
Americans are uninsured. In 1990, through
the tax system, government may be said to
have "spent" about $64 billion subsidizing
private health insurance by encouraging
employer-based health insurance which is
deductible for business tax purposes. At the
same time, people who purchase their own
insurance are penalized. When state man
dates require insurers to cover a wide range
of "health services" (hair transplants in
Minnesota, for example) and larger firms
which self-insure are exempted from such
mandates, larger firms are exempted from
the cost-increasing effects of such mandates
while smaller firms and individuals are not.
Add the tax deductibility component and
small firms and individuals are often priced
out of the market. 17

One must conclude that, however unin
tentionally, our current system of third
party-driven health-care finance has yielded
an unusually perverse outcome: while it
contributes to higher levels ofhealth cost for
the nation as a whole, it sends a signal to
individuals which leads them to believe that
health-care costs are cheap. Consequently,
the direct effect of rising health-care costs
are largely hidden from the majority of
individual health-care consumers.

In short, if the word "crisis" has any
place at all in the debate, it should not be
applied to the health-care-services produc
tion system, it should be applied to how we
finance the demand for health-care services
because this system, which is based on
having someone other than the health-care
consumer pay the bill, robs individuals of a
direct stake in health-care cost control. 18

What should government be trying to do?
It certainly should not be trying to impose a
massive Medicare or Medicaid system on
the whole country. Neither should it be
moving to bring all Americans under the
umbrella ofemployer-provided health insur
ance. These two systems, to the extent that

they have contributed to disguising health
care costs to individuals, have been the
single most critical factor in forcing health
care costs upward. Government should move
the system away from its heavy reliance on
third-party payments toward a system based
on individual accountability for health-care
spending. Is that the direction government
will finally take? We shall see. D
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Letters to the Editor
Libertarians and Crime

In his article "The Real Enemy of Liberty"
(December 1994), Robert James Bidinotto la
ments that crime" curiously . . . has gotten scant
attention from most proponents of the free mar
ket system."

Bidinotto goes on to say that' 'Free marketeers
typically posit government per se as the enemy of
individual rights and liberty. . . . [And] in their
eagerness to denounce governmental violations
of rights, these same individuals ignore the very
evils that governments were established to erad
icate: individual violations of rights."

If all our taxes were used by government
officials for the sole purpose of defending against
and punishing internal crime, and defending from
attack from enemies outside our country, it is
probable that no free market and libertarian
organizations would ever have come into exis
tence.

But we are skewered to geometric tax levels to
pay for the cost of thousands and thousands of
functions that government should not be involved
with. If the attention of government today were
focused on and confined to combat crime, crime
would once again become the entire focus of
government action, with undivided attention.

Su~ely Mr. Bidinotto is not suggesting that
libertarians opt for another crime bill to spend
billions to be raised by further increases in taxes!

My greatest fear by far is of those who plunder
and enslave me legally. I have no personal
protection against government plunder, except to
enter the overwhelming battle of numbers where
it may take forty years to throw the rascals out via
the ballot box. That is the fear libertarians are
immersed in and talking about.

Hopefully, Mr. Bidinotto, will distinguish the
difference and get off the backs of libertarians.

-JOHN C. SPARKS
Canton, Ohio

Robert James Bidinotto replies
I agree that government has diverted resources

and attention away from its basic goal-that of

Washington, D.C., health-policy consulting firm, argues that
"In virtually all developed countries, the concept of using
health insurance as a protection against financial risk has been
lost. Instead, health insurance has become a plan for pre-pay
ment of routine medical expenses." See' 'You Bet Your Life,"
in National Review, May 24,1993, pp. 30-34. In the same vein,
Peter Samuel argues that "While America's medical technol
ogy and professional expertise are unmatched, our health-care
financing arrangements are collapsing." See "Health Reform
Politics," in National Review, May 24, 1993, pp. 34-37.

fighting crime-into a vast array of activities that
are morally onerous and constitutionally unwar
ranted.

In fact, that's exactly what I argue in my book,
Criminal Justice? Welfare state programs "di
verted badly needed funds from the criminal
justice system. . .. [As a result,] police are
underfunded and undermanned to face the ever
mounting crime wave; court dockets are flooded
with impossible caseloads; jails and prisons are
filled to overflowing." (Pages 66-67) If public
spending were redirected toward establishing
justice and public safety, we'd certainly need no
increase in taxes.

However, I disagree that governmental viola
tions of rights are somehow worse than private
violations of rights. To most Americans, who
victimizes them is far less important than the fact
of their victimization. They thus find libertarian
indifference to the current carnage on our streets
bizarre and disproportionate, when contrasted
with libertarian obsession with the hypothetical
possibility of future dictatorship.

Libertarians must decide whether their defin
ing purpose is a narrow "anti-statism," or if it's
a broader defense of individual rights against any
enemy, public or private. Should they continue to
ignore or minimize the valid concerns ofordinary
Americans about private violations of rights
(crimes), their cause will rightly remain socially
marginal and culturally impotent.

-ROBERT JAMES BIDINOTTO

We will print the most interesting and
provocative letters we receive regarding
Freeman articles and the issues they raise.
Brevity is encouraged; longer letters may
be edited because of space limitations.
Address your letters to: The Freeman,
FEE, 30 S. Broadway, Irvington-on
Hudson, New York 10533; fax (914) 591
8910.
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JUStice or Legal Extortion?
by Sarah J. McCarthy

Shame on the managers of the Las Vegas
Hilton for not recognizing that the elite

corps of Navy aviators known as the Tail
hook Association needed a babysitter. For
that failure, the American legal system has
sent yet another in its endless series of
messages to private industry. ' 'You are the
fall guy," says the message, "and we're
here to shake you down."

The guys in the gauntlet may have flown
away free as Phantoms, but the Las Vegas
Hilton has been found guilty of' 'inadequate
security. " In civil court where the standards
of responsibility are much looser than in
criminal court, Lieutenant Paula Coughlin
is expected to be the first of many winners.
She has received an undisclosed settlement
from the Tailhook Association and was
awarded $1.7 million in actual damages and
$5 million in punitive damages from the Las
Vegas Hilton, money that will ultimately be
paid by the stockholders, employees, and
customers of the Hilton.

Whether it be the $2.9 million initially
awarded to the woman who spilled a cup of
McDonald's coffee on herself as she drove
along in her grandson's sports car balancing
the coffee on her legs, or the judge who later
reduced McDonald's fine to a mere
$640,000, it's clear that the U.S. civiljustice
system has become little more than a spec
tacular sweepstakes game with an anti
business bias.

A longtime Pittsburgh bridge-painting
company, E. Smalis, recently received the

Ms. McCarthy, a Pittsburgh restaurateur, is
published in Barron's, Forbes, and The Quotable
Woman.

highest penalty ever levied against a single
construction company, a $5 million fine for
allegedly exposing their workers to lead.
Another Pittsburgh bridge-painting com
pany, Manganas Company, has been fined
$1.3 million by OSHA. "I tried to work with
OSHA," explained Mr. Manganas. "I try to
comply with their laws, but they won't tell
me what to do. They just want to fine me.
I've been painting bridges around Pittsburgh
since 1946, and I've never had a death on a
job. Now I'm afraid they're going to put me
out of business. I can't bid on any new jobs
while waiting for my court case."

Mr. Manganas believes that OSHA agents
dressed in camouflage were hiding in the
woods above his jobs to investigate him.
Far-fetched? Maybe, but in a climate where
business has been increasingly treated as
Public Enemy Number One by government
agencies, maybe not. "I tell our companies,
'watch out for OSHA,'" says Peter Eide
of the U.S. Chamber of Commerce. "They
have the power to make life miserable, and
they are."

In the restaurant business, we get nervous
when Health Department inspectors pay us
one of their surprise visits during a busy
lunch. Their flashlights scope under every
nook and cranny and their thermometers
poke into our soup. Our hot foods must be
always kept at least at 140 degrees. They
write us up if any food is sitting out on the
counter, if anything is uncovered, or if
anything is in the wrong shelf position, such
as raw chicken which must always be on the
bottom. Every prepared food item must
have the date it was prepared on the con-

241
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tainer. Any cracked tiles or faulty refriger
ators will need to be replaced. They make
sure our spaghetti sauce is given an ice bath
for a faster cool down before being refrig
erated.

Ifa restaurant is functioning at 90 percent,
they revisit, monitor, and instruct until a
higher level of compliance is reached, hold
ing classes for young chefs and refresher
courses to update the knowledge of owners
and experienced chefs. There are thousands
ofrules governing food preparation, and the
Health Department's focus is on education
and training. Draconian fines and shut
downs are used only as a last resort for
uncooperative restaurants. All of us recog
nize that businesses must conduct them
selves scrupulously, but some regulatory
agencies are demanding impossible stan
dards and recklessly trying to break busi
nesses. Department of Labor Secretary
Robert Reich personally went and closed
down the Dayton Tire Company after an
accident there. His actions overruled by a
judge, Reich was seen by many of the
workers there as threatening their jobs
through his grandstanding and overreaction.

Government vs. Business
Stereotypes and biases unacceptable to

wards any other groups are tolerated and
encouraged when directed at businesses.
The chairman of the EEOC observed at his
inaugural press conference last year that
businessmen are frightened when they get
a call from the IRS or EPA. "By the end of
my term," he said, "I hope people worry
when they get a call from the EEOC." The
same government that endlessly wrings its
hands about job creation does its utmost
to destroy jobs, especially in the small
business sector. "What you have is a gov
ernment out of control," states Susan Eck
erly of the Heritage Foundation.

Businesses are being hit with large fines
not only for mistakes they have actually
made, but for things others have done on
their premises, or for the misuse of their
products by others. Wendy's International
has decided that it's too risky to serve hot

chocolate in America. Will restaurants that
serve slushes be liable for frostbite? What if
someone pokes his eye out with a plastic
straw?

It's time to recognize that our legal system
is simply not performing the duties with
which it is charged. It is neither protecting
Americans from violent crime, nor resolving
civil disputes in a fair and unbiased manner.
A rapist or murderer is presumed innocent
in court, while a small-business owner is
not. Courts bend over backwards to assure
that correct arrest procedures are used to
protect the civil rights of murder suspects,
but a businessman is met with a legal system
biased in favor of redistributive economics.

If something unsavory like sexual harass
ment happens at a business, the owner will
not be excused from outrageous fines even
if she was totally unaware of the event. She
will be judged by the "should have known"
standard. If anything happens in a business,
then the owners "should have known"
about it according to the law, even if they
have branch offices in different cities. A
society that designates spilled coffee and
workplace flirtations as financial catastro
phes is a society whose citizens live in fear.
America's businesses exist in a climate not
unlike that experienced by citizens of total
itarian regimes who wait for the knock at
the door.

On the criminal side, too, the glitches
have become truly bizarre. In a recent
Harper's, editor Lewis Lapham states,
"Maybe we live in a society where a suffi
cient force ofpublicity and $5 million in legal
fees buy the privilege of cutting off a wom
an's head."

The American people are beginning to
suspect that these horrors are not glitches
at all, but just business-as-usual in the legal
system.

Pennsylvania's recent gubernatorial race
hinged on the furor surrounding the early
release of a murderer by the lieutenant
governor when he served on the Pennsyl
vania Parole Board. The parolee has been
since arrested in New York where he's
charged with murdering one woman and
raping another. The lieutenant governor was



shocked and indignant that anyone might
want to hold him accountable for the crimes
resulting from his unfortunate decision, but
one can be certain that if such mishaps had
occurred in the private sector, the punitive
damages incurred would have been strato
spheric.

Unequal Standards of Justice
If there were an equal standard ofjustice

for the private and public sectors, parole
board officials who release murderers would
be held financially responsible for inade
quate public security. Crime victims' fami
lies would be able to take their houses. Their
pensions and lifetime earnings would be
confiscated to send a message to any other
official who might be negligent or soft on
crime. Lawyers, too, would be able to be
sued for the damages resulting from the
escalation of hostilities and hostile environ
ment that often ensues after they inteIject
themselves like bulls in china shops into
workplace or marital disputes. Harsh pen
alties, indeed, but such is the quality of
justice meted out every day to America's
businesses, large and small. If lawmakers
and lawyers were subject to the same stan
dards and onerous penalties that they inflict
on businesses, perhaps they would be less
likely to impose such fines.

A legal system that is soft on crime and
tough on business will produce fewer jobs
and more crime. The Wall Street Journal
targets a Philadelphia judge as one of the
worst. Reports the Journal, "some 67 per
cent of all defendants released because of
her prison cap simply fail to appear in court.
And in the past 18 months alone, 9,732
arrestees out on the streets on pre-trial
release because of her prison cap were
arrested on second charges, including 79
murders, 90 rapes, 701 burglaries, 959 rob
beries, 1,113 assaults, 2,215 drug offenses,
and 2,748 thefts."

Such mayhem is more dangerous to soci
ety than McDonald's coffee, but it's Mc
Donald's who gets hit withjackpot damages
because they "should have known" that
their coffee was dangerous. The prosecuting
attorney said McDonald's had "known
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about these injuries for 15 years." The
streets of America have been a hostile
environment for at least that long, but who
in the criminal justice system can citizens
sue for inadequate security?

If judges and parole board officials were
held to the same unfair and unreasonable
"should have known" standard that is used
tojudge companies, they would be expected
to have known that 60 percent of violent
offenders on early release are re-arrested
within three years for a felony or serious
misdemeanor. Does anyone believe that any
restaurant operates with a 60 percent coffee
scald ratio?

In most areas of public policy, our law
makers have exempted themselves from the
rules and penalties that they apply to the rest
of us. Until the 1995 Congress changed the
law, Congress exempted itself from the
minimum wage law, overtime pay rules, age
discrimination laws, The Occupational
Safety and Health Act (OSHA), disability
laws, The Family and Medical Leave Act,
and all civil rights legislation, including the
sexual harassment laws. Members of Con
gress have exempted themselves, too, from
the punitive damage fines that are levied
with such gusto on the private sector. Even
under the new legislation that makes Sena
tors and Representatives on Capitol Hill
subject to the same laws that they apply to
the rest of us, there's still no real equality
between how the private and public sectors
are treated. All the new costs for employee
overtime or family leave will be shifted to
the taxpayers. No Senator will pay a penny
from his personal funds, unlike employers
in the private sector. Further, under the
new legislation that allegedly makes politi
cians as accountable as the private sector,
if any Senator or Representative is found
guilty of sexual harassment or discrimina
tion, all fines are shifted to the taxpayers.

Would lawmakers think it fair that they be
personally liable for the dangerous and hos
tile environment they have permitted to
exist on the streets of America's cities? Mr.
Manganas is proud that no deaths have
occurred on his watch. If only our judges
and parole board members could say the
same. D
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Are We Burying Ourselves
in Garbage?
by Richard Shedenhelm

One of the foremost difficulties facing
American cities is where to put the refuse

generated every day. It is widely thought that
the United States is literally burying itself in
garbage-producing mountains of waste and
running out of places to put it.

The alleged crisis has prompted a re
newed interest in incineration, source re
duction, composting, and recycling. Recy
cling has been the most popular, and the
most costly. Outside of saving natural re
sources, saving our landfills is the most
frequently cited reason for recycling.

If the crisis mentality that shrouds the
issue oflandfills is found to be largely a matter
of political misinformation and factual error,
then we will have uncovered a major misdi
rection of local, state, and federal policy. An
objective examination of refuse generation
and management is in order.

Are Americans Producing
Mountains of Trash?

A popular idea in public discourse today
is that the United States produces an over
whelming amount of trash-so much that

Mr. Shedenhelm is a Library TechnicalAssistant
in the Periodicals Department of the University
ofGeorgia Libraries. In addition, he is a senior
in economics at the same institution. He pub
lishes and edits Summa Philosophiae, a monthly
philosophical journal.

our landfills will not be able to handle the
quantity. The most eloquent symbol of this
viewpoint was the "garbage barge," which
in the late 1980s left·Long Island and could
not find a port or country willing to accept
its 3.168 tons of refuse. 1

The actual data (such as they are) on the
amount of municipal solid waste produced
present us with more questions than an
swers. "Municipal solid waste" is defined
as "solid waste generated at residences,
commercial establishments (e.g., offices, re
tail shops, restaurants), and institutions
(e.g., hospitals and schools)."2 The first
question concerns the matter that is being
quantified. For instance, an EPA report
published in 1990 states that during the years
1960 through 1988 American commercial
and residential refuse amounted to 156 mil
lion tons, Le., 3.47 pounds per person per
day. This statistic for refuse did not include
the 13 percent of discards that were recy
cled.3 Many studies of solid waste genera
tion rates are unclear about their definition
of "waste," e.g., whether automobile bod
ies, ash from industrial boilers, industrial
waste, construction, and demolition debris
were included in their analysis.4 (According
to William Rathje, an archaeologist who has
spent over two decades investigating actual
landfill contents, construction and demoli
tion debris represents about 12 percent by
volume of a typical landfill.)5
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Part of the difficulty results from the
methodology employed. One popular
method of estimating the quantity of solid
waste is the' 'materials-flow" approach. As
indicated in Facing America's Trash, this
technique estimates solid waste generation
without any actual measurement at the
points of generation (households, offices,
stores) or disposal (landfills, incinerators,
recycling facilities). Instead, this method
makes assumptions about such things as the
lifetimes of products, recycling rates, and
the effects of imports and exports.6 One
difficulty of this approach, as Rathje and
Murphy observe, is that certain counterfac
tual assumptions tend to be made about
product durability. For instance, one study
that used the materials-flow approach sim
ply assumed that major household appli
ances have a useful life of 20 years, after
which time they are thrown away. In fact,
appliances such as washing machines and
refrigerators last much longer in low-income
households and as a source of parts no
longer carried by dealers. 7

A second question regarding the data of
solid waste generation is one of temporal
perspective. The earlier-cited figure of daily
per capita solid waste generation (3.47
pounds per day) covered the period after
1960. Not taken into account is the greater
waste per capita generated in previous ages.
According to Rathje and Murphy, there
were over three million horses living in cities
at the tum of the century. Each one pro
duced at least twenty pounds of manure
daily. Hundreds of thousands of these
horses died each year and had to be disposed
of. In addition, over twelve hundred pounds
per year of coal ash (for cooking and heat
ing) from each American had to be gotten
rid of.8

Historian Martin Melos found that be
tween 1900 and 1920 Manhattan residents
generated an annual average of 160 pounds
of garbage, 1,230 pounds of ashes, and 97
pouilds ofrubbish.9 The total comes to 1,487
pounds, per capita, 17 percent higher than
the above-cited 1,267 pounds allegedly pro
duced by each American annually between
the years 1960 through 1988.
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According to figures from the American
Public Works Association and the Environ
mental Protection Agency, as late as 1939
cities like Newark, New Jersey, and Austin,
Texas, reported annual per capita discards
of garbage, ash, and rubbish 20 percent
greater than the refuse of the average Amer
ican in 1988. 10 True, affluence may cause
more discards (since in one sense affluence
means there are more things per capita
to eventually discard). But along with a
higher standard of living come phenomena
such as "light-weighting," where the pro
ducers of a commodity (e.g., plastic cola
bottles and aluminum cans) find a way to
produce the same service with less mate
rial. As Judd Alexander observes, fast-food
restaurants also help decrease waste: a typ
ical McDonald's discards less than two
ounces of garbage for each customer
served. II

Affluence may also induce less waste of
food. Rathje and Murphy found that due to
packaging, U.S. households produce a third
less garbage than households in Mexico City
(even after correcting for family size). The
main reason for this difference is that a
greater percentage of food in Mexico City is
bought "fresh" (i.e., unpackaged), resulting
in a larger volume of spoilage and more
refuse. 12

The news about waste generation is not
all bad. As Clark Wiseman points out,
between 1960 and 1970 municipal solid
waste grew at an annual rate of 3.2 percent.
Between 1970 and 1986, the annual growth
rate declined to 1.7 percent (with the amount
entering landfills growing by only 1.0 per
cent). This rate is far less than the growth
rate of the consumption of goods and ser
vices. 13

Afew cities have actually kept track ofthe
solid waste disposed over certain periods of
time. According to Harvey Alter of the U.S.
Chamber of Commerce, Los Angeles had
an unchanged per capita generation of solid
waste disposal (by weight) between 1967
and 1976. He also concludes that for the
nation as a whole, municipal solid waste·
generation was almost constant on a per
capita basis. 14
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Are Landfills Not Being
Built Fast Enough?

The data for landfill openings and closings
are similarly ambiguous. To begin with, a
modem landfill is not a "dump" -a distinc
tion with more than semantic characteristics.
A dump was basically an open pit, but the
modem landfill has a system to collect and
process leachate and manage the methane gas
generated by organic decomposition. It has a
clay and plastic lining, and is covered over
daily with about six inches of dirt. 15

The modern landfill is a complex system
with a lifetime much shorter that its prede
cessors. The majority of sanitary landfills
are designed for approximately ten years of
operation. 16 Hence, in any five-year period,
halfof these close. We are not necessarily in
any "landfill shortage" just because in 1989
we could say that "by 1995, ... half of our
nation's landfills will be closed. ,,17 Like the
five-day stock ofCheerios on the store shelf,
an inventory of landfills is all that is eco
nomically necessary, not ready-and-waiting
landfills for the next one hundred years.

The question could arise, however,
whether landfills are beingbuilt fast enough to
replace the ones that close down. To begin to
address this issue, we should note that the
"landfill problem" exists only in certain parts
ofthe United States, and not in the country as
a whole. For instance, Wiseman estimated
that at the current rate of solid waste gener
ation, the nation's solid waste for the next 500
years could be buried in a single landfill 100
yards deep, 20 miles to a side.18 In almost
every state, there is no physical or environ
merital constraint on the building of sanitary
landfills. In New York state, a studyfound 200
square miles of land capable of environmen
tally safe landfills. 19 Less than 10 percent of
that area is needed to serve the entire state for
the next century.20 If there is an impediment
to siting new landfills the cause cannot be
physical but instead political. Specifically,
the NIMBY (not-in-my-back-yard) problem
has kept many jurisdictions from siting new
landfills. In addition, some states with lower
landfilling costs have tried to ban the im
portation of other states' refuse. 21

Despite the "crises" in landfilling for
certain areas of the United States (most
notably the Northeast and Florida), there is
reason for hope. In\the long run, environ
mentally safe, pnvate landfill space may
open up .. to meet areas facing high tipping
fees (the per-ton charges at landfills for
garbage trucks to leave their load of refuse).
For example, Alexander recounts how the
tipping fees in the Northeast began to sky
rocket in the late 1980s because of a rash of
landfill closures by state officials. By the
summer of 1992, the tipping fees began to
plummet due to the competition of private
landfill companies. These companies had
responded to the sharp increase in tipping
fees by buying the land and permits needed
for new landfills.22

Conclusion
The crisis mentality has distorted judg

ment of waste disposal. The notion that
modem America is especially wasteful is
demonstrably wrong, both in terms of the
last decades as well as the last 100 years.
The idea that our landfills are literally "run
ning out" is even less credible. If in the next
century major portions of the United States
really need to export their refuse to other
states, a "gold mine" for refuse burial does
exist: South Dakota. This state is geologi
cally, economically, and politically almost
ideal for massive municipal solid waste
management: much of the western portion
of the state consists of cretaceous shales,
much of the land is unsuitable for anything
except grazing, and the area is in general
sparsely populated (hence unlikely to suffer
a lot of NIMBY resistance).23 Should such
an alternative become necessary, the most
efficient form of transportation would prob
ably be by rail-which is already one of the
cheapest forms of waste transport.24

So, in the matter of a few years, any
"shortage" oflandfills (as reflected in higher
tipping fees) can bring about the opening of
new landfill space. Landfill space is an eco
nomic resource, and ifwe consistently regard
it as such we can view the present situation as
analogous to the oil crisis of the 1970s.25 D



1. William Rathje and Cullen Murphy, Rubbish!: The
Archaeology of Garbage (New York: Harper Collins, 1992),
p.28.

2. United States Congress, Office of Technology Assess
ment, Facing America's Trash: What Next/or Municipal Solid
Waste (Washington, D.C.: United States Government Printing
Office, 1989), p. 4.

3. Judd H. Alexander, In De/ense o/Garbage (Westport,
Conn.: Praeger, 1993), p. 13.

4. Facing America's Trash, p. 4, 74.
5. Rubbish!, p. 100.
6. Facing America's Trash, p. 75.
7. Rubbish!, pp. 49, 188-191.
8. Rubbish!, p. 50.
9. In Defense of Garbage, p. 5.

10. In Defense ofGarbage, p. 7. One should also take into
account the qualitative difference of the waste. The burning of
soft coal in the 1930s made a much more objectionable form of
waste.

11. In De/ense o/Garbage, p. 54.
12. Rubbish!, p. 217.
13. Clarke Wiseman, "Government and Recycling: Are We

Promoting Waste?," Cato Journal (Fall 1992), 12, p. 446.
14. Lynn Scarlett, A Consumer's Guide to Environmental

THEFREEMAN
IDEAS ON UBERtY

Boo-Fascism
by Russell Madden

The violations of private property rights
that have flowed from the environmen

tal movement and its adherence to the
erroneous theory of "intrinsic value" have
already caused intense hardships for many
people. Individuals have been prevented
from developing their land as they best
see fit because of claims by environmental
ists that such usage would threaten an en
dangered species, a coastline, a wetland, or
the general "character" of some landscape.
The contention is that efforts to enjoy the
benefits of these properties would destroy
the value which that land or animal or plant
supposedly possesses by its mere existence
regardless of its relationship to specific hu
man beings.

Mr. Madden is an instructor in communication
at Mt. Mercy College in Cedar Rapids, Iowa.
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Unfortunately, as the old saying goes,
"You ain't seen nothin' yet."

Generally, owners are allowed to retain
title to the property under question but are
prohibited from altering it in any way which
does not follow some (usually ambiguous
and frequently self-contradictory) govern
mental law or regulation. While they sud
denly find themselves denied any say in
what to do with that land, these hapless
owners are still permitted the privilege of
paying taxes on the property in question.
This type of titular ownership devoid of
control fits the definition of that economic/
political system known as fascism.

Given their successes in gaining govern
mental control over many disparate pieces
of private property situated near so-called
"ecologically sensitive" areas, the advo
cates of environmental fascism have gained



248 THE FREEMAN • APRIL 1995

confidence and grown bolder. They are now
advocating a move that takes the environ
mental movement from a practice of petty
theft to grand larceny on a breathtaking
scale. The more radical practitioners of the
theory of intrinsic value are no longer sat
isfied with the passage of laws that prevent
the removal of a tree, the building of a fence
or house, or the dumping of a few loads of
dirt without permission. Their new Holy
Grail is to create millions of acres of wil
derness zones that will not merely regulate
human usage, but will prevent anyone from
venturing into such areas for even esthetic
enjoyment. It is the intrinsic theory of value
taken to its ultimate conclusion: the total
elimination of human beings.

The Wildlands Project
The North American Wilderness Recov

ery (Wildlands) Project suggested by the
Earth First! movement and its founder,
Dave Foreman, proposes a violation of
property rights which is so outrageous that
many people might be tempted to dismiss it
out of hand. 1 It would be easy to assume
from its ludicrous provisions that the Wild
lands Project would stand no realistic
chance of passage; that defenders of private
property could easily ignore it and devote
their efforts to other concerns.

Yet fifty years ago, who would have
supposed it credible that a snail, an owl, or
a tree on one's own land would become
excuses for the ecological fascism that has
already spread its tentacles not only into
American society, but throughout the entire
world? The micro-management of land us
age we have witnessed in the past thirty
years now aspires to "macro-management"
of the entire continent.

In these wilderness preserves, all evi
dence of humanity would be erased. All
dwellings, the roads that link them together,
the power lines that feed them, and any and
all other man-made constructs would be
removed and destroyed. Plants and ani
mals-not people-would become the de
finers of value and usage. The needs, inter
ests, or desires of human beings would be

ruthlessly excised from any "ecological"
decisions by the central planners of this
ecological fascism. People would become
subordinate to lower life forms in a crazy
flip-flop of values and priorities. The needs
of other species-not the protection of hu
man rights-would become the new basis
and rationale for politics if those who accept
the credo of Earth First! have their way.

This movement becomes less a wild-eyed
pie-in-the-sky and more of a scary potential
reality when you realize that otherwise rep
utable scientists support the general premise
if not the specific details of such widespread
preservation attempts. John Robinson, a
biologist with the Wildlife Conservation
Society, believes preservation should be
done on a "landscape leveL" Another bi
ologist from Oregon, Reed Noss, suggests
that conservation must be practiced on a
scale large enough to include not only en
dangered animals or plants, but also sup
porting flora and fauna and entire ecosys
tems in which natural selection and
adaptation can occur.

New Endangered Species: Man
The logical conclusion of such premises is

the removal ofhuman beings from the entire
earth, the largest ecosystem that exists.
Then and only then would "Gaia" be re
stored to health.

While the eco-fascists have not yet an
nounced such a far-reaching target, accord
ing to Michael Soule, creator of the Wilder
ness Project, they are unconcerned with
"the limitations of time and space." They
are committed if necessary to a centuries
long endeavor to restore much of North
America to its pristine condition before the
advent of humans altered these landscapes.
Noss would like to see "at least halfof the
land area of the coterminous states" (em
phasis added) included in this "hands off"
zone. Additionally, these zones would be
bordered by buffers in which only limited
human activity would be allowed. Eventu
ally, land occupied by people would exist
only as isolated pockets within the greater
wilderness areas.



Spokesmen for such groups as the Society
for Conservation Biology, The Wilderness
Society, Defenders of Wildlife, and even
members of the U.S. Fish and Wildlife
Service offer support for the general idea of
the Wilderness Project. Peter Brussard from
the University of Nevada at Reno believes
that the Project "certainly is justifiable sci
entifically. " Luckily, not all biologists ac
cept that position; Deborah Jensen, a biol
ogist with The Nature Conservancy, does
not believe that the goal of conserving
biodiversity requires such an approach as
the Wilderness Project.

Even if those touting the Wilderness
Project do not believe it possible to create
such a massive preserve in one fell swoop,
they may yet achieve their final goal piece
meal. Efforts are currently underway to set
aside 139,000 square miles in the Great Plains
for a buffalo sanctuary; the Paseo Pantera
project seeks to connect wilderness areas in
Central America; British Columbia is linking
a new 4,000-square-mile park with Alaska
and the Yukon Territory to create a 33,000
square-mile preserve; Congress is considering
settingaside 11,000 square miles in California;
the Nevada Biodiversity Project seeks to set
aside hundreds of square miles of mountains;
and Noss recently received $150,000 from the
Pew Charitable Funds to further planning for
wildlands set-asides.

In response to this proposal, some people
were rightfully outraged.2 One woman from
Nevada said that, "Proponents of the project
are incredibly insensitive to the values, free
doms, and property rights of the many mil
lions of people who live in and love" these
lands. She characterized these ecologists as
"an arrogant urban elite with a compulsion to
live out their fantasy at our expense" (italics
in original)-which is a remarkably accurate
description of statists of any stripe.

Another man from Arizona stated that
this idea "illustrates all the absurd flaws in
the ecocentric mind-... that balanced eco
systems don't include humans, [and] that
government coercion can override human
nature." Absurd, yes. . . but no more so than
might describe the mind-sets of Marx or
Lenin. Unfortunately, the "absurd flaws" of
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their political system did not prevent them
from imposing it across a significant fraction
of the globe over a seventy year time span.
The idea of the Wilderness Project is still
relatively new and controversial, yet its sup
porters may. become powetful beyond any
rational expectations.

Some of those advocates believe it is im
portant to "halt the spread of nature's most
dangerous predator and competitor"; that
lands should be cared for by people "who
wish to restore themselves to a natural (Le.,
tribal) state"; that "27 representatives" and
"over 50 scientists also support the Northern
Rockies Ecosystem Protection Act. "

Even if the Wildlands Project itself is not
implemented, its very radicalism makes
other, more subtle eco-fascist strategies
seem reasonable. This kind of strategy has
been used repeatedly in the environmental
movement: push an outlandish policy then
propose something even crazier so the first
proposal appears rational in comparison.
Given the plethora of environmental laws
strangling our country and shredding our
property rights, this approach has been an
effective one.

As has been pointed out by other writers,
collectivists and statists who have been
unable to achieve the degree of control they
desire over our society through economic
arguments have shifted their plan of attack
to a "moral" appeal based on the false
premises of "intrinsic value," "animal
rights, " and the supposed imminent de
struction of the very environment upon
which we depend for survival.

A new coat ofpaint, however, does noth
ing to alter the essence of who these eco
fascists are and what they believe. As a
song from the Sixties said, the new boss
is the same as the old boss. The struggle
against collectivism is far from over: it has
merely shifted to a new playing field. And as
do most collectivists, the eco-fascists say
they want to do this to us "for our own
good." D

1. Elizabeth Pennis, "Conservation's Ecocentrics," Sci
ence News. 9-11-93, pp. 168-170.

2. Science News, "Letters," 11-20-93, pp. 323, 334.
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Herbert Spencer:
Liberty and
Unlimited
Human Progress
by Jim Powell

Fabled steel entrepreneur Andrew Car
negie hungered to know the secret of

human progress. During the early 1880s, he
found out after he joined a Manhattan dis
cussion group. There he heard about British
philosopher Herbert Spencer, who had writ
ten volumes on the subject. Liberty, Spen
cer explained, is the key as free markets
without government intervention-provide
powerful incentives for people to continu
ously improve life.

Apparently, Carnegie was overwhelmed
to realize that his daily work served a much
larger purpose, promoting a beneficent so
cial order. He adopted as his motto: "All is
well since all grows better."

The more Carnegie read by Spencer, the
more he wanted to meet the philosopher.
"Few men have wished to know another
man more strongly than 1 to know Herbert
Spencer," Carnegie recalled. Through a
mutual acquaintance, the British classical
liberal John Morley, he got a letter of
introduction and arranged to travel with
Spencer on a steamship from Liverpool to
New York.

Mr. Powell is editor 0/ Laissez-Faire Books. He
has written/or The New York Times, The Wall
Street Journal, Barron's, American Heritage,
and more than three dozen other publications.

Carnegie discovered that Spencer
whom he had imagined as a "great calm
philosopher brooding, Buddha-like, over all
things"-was a human being. Spencer, then
in his sixties, was of moderate height and
reasonably thin. Although his hairline had
receded, his hair remained brown, and it
was fluffed out at the sides. He complained
about his difficulty sleeping. He suffered
from nervous ailments. He was quick to
criticize the work of others, sensitive to
criticism himself but honest enough to ac
knowledge his errors. He seemed unhappy
living alone, as he lamented: "One who
devotes himself to grave literature must be
content to remain celibate; unless, indeed,
he obtains a wife having adequate means for
both.... Even then, family cares and trou
bles are likely to prove fatal to his under
takings."

In June 1891, Carnegie surprised Spencer
by delivering a token of his appreciation.
Spencer wrote Carnegie: "I was alike as
tonished and perplexed on entering my
room yesterday evening to see placed
against the wall a magnificent grand piano.
... 1 have all along sympathized in your
view respecting the uses of wealth, but it
never occurred to me that I should benefit by
the carrying of your view into practice. "

Carnegie was among the millions inspired
by Spencer then and now. He revived the
revolutionary battle cry for natural rights
that had been trashed by British philosopher
Jeremy Bentham and his followers, the
Utilitarians. Spencer showed why the the
ory of evolution, which naturalist Charles
Darwin documented, meant that human
progress occurs spontaneously as long as
people are free, and governments stay out of
the way. He stood as the most passionate
defender of liberty when socialism and mil
itarism gathered momentum throughout
Europe.

Spencer was a prolific writer who pro
duced books and articles on biology, edu
cation, ethics, psychology, sociology, and
government policy, among other subjects.
He had a gifted pen-coining, for example,
the phrase "survival of the fittest." From
the 1860s till his death on December 8, 1903,
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authorized editions of Spencer's books re
portedly sold 368,755 copies in the United
States alone-a remarkable number for a
serious author. Supreme Court Justice Ol
iver Wendell Holmes doubted that "any
writer ofEnglish except Darwin has done so
much to affect our whole way of thinking
about the universe."

A Fiercely Independent Mind
Spencer was born in Derby, England, on

April 27, 1820. His father George Spencer
struggled for years to develop a career. He
repeatedly tried manufacturing lace, then
fashionable, but failed. He earned a little
money teaching school. Friends suggested
that he work at a tannery or become a
clergyman. Spencer's mother, Harriet
Holmes, didn't have it any easier: while she
gave birth to five boys and four girls, only
Herbert survived beyond age two.

He gained a fiercely independent mind
from his Quaker parents. "Individuality was
pronounced in all members of the family,"
he recalled, "and pronounced individuality
is necessarily more or less at variance with
authority. A self-dependent and self-assert
ing nature resists all such government as is
not expressive of equitable restraint."

His formal education was limited-three
years in one elementary school, then for an
unknown (probably brief) time he attended
his uncle William's school and was inter
mittently tutored by his uncle Thomas, a
clergyman. By age 11, he seemed to be on
his own, reportedly attending a science
lecture. When his father was teaching phys
ics and chemistry, the lad helped prepare
experiments. He taught himselfabout plants
and animals. He became good at sketching
things. He learned much by listening when
friends of his parents visited to talk about
politics, religion, science, right and wrong.
His father belonged to the Derby Philosoph
ical Society which had a modest library of
science books and periodicals, and he
browsed through those.

He was 15 when his first article-about
boats-was published in a little magazine.
"I found my article looking very pretty," he
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noted at the time. "I began shouting and
capering about the room.... And now that
I have started I intend to go on writing
things."

Meanwhile, Spencer needed steady pay.
A railroad-building boom was underway,
and in November 1837, he got ajob produc
ing engineering drawings for the London
and Birmingham Railway. Ever resourceful,
he also invented several railroad-related
measuring devices and wrote seven articles
for Civil Engineer's and Architect's Jour
nal. Mter four years, he had saved some
money and decided to take time offto pursue
a writing career. He attended meetings of
free trade, anti-slavery, and anti-state
church groups. He wrote a dozen articles
about political philosophy for The Noncon
[ormist, a radical journal. These were sub-
sequently reprinted as a pamphlet, On the
Proper Sphere of Government.

Spencer was still a long way from being
able to earn a livelihood writing, so he
returned to railroad work as a draftsman for
three years. He continued to read all kinds
of books and keep himself informed about
public affairs. In November 1848, he was
offered an editorial position at the Econo
mist, the free trade journal, where he
worked for five years. One ofthe editors was
Thomas Hodgskin, a philosophical anar
chist who might have influenced him.

Social Statics
Spencer used spare time to write his first

book, Social Statics, and it was published in
1851. He presented an inspiring moral and
practical case for individual rights which he
called "equal freedom." Everyone should
be free to do what he wishes, Spencer
insisted, as long as he doesn't infringe on
somebody else's equal freedom. Accord
ingly, he advocated abolishing all trade
restrictions, taxpayer church subsidies,
overseas colonies, medical licensing, legal
tender laws, central banks, government
schooling, government welfare, govern
ment postal monopolies, and so-called
"public works."

Spencer showed how self-interest leads
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people not only to achieve prosperity-as
Adam Smith had explained-but to improve
life in countless ways. For example, Spen
cer had this to say about sanitation: "Al
though everyone knows that the rate of
mortality has been gradually decreasing and
that the value of life is higher in England
than elsewhere-although everyone knows
that the cleanliness of our towns is greater
now than ever before and that our sponta
neously grown sanitary arrangements are
far better than those existing on the Conti
nent, where the stinks of Cologne, the
uncovered drains of Paris, the water tubs of
Berlin, and the miserable footways of the
German towns show what state manage
ment effects-although everyone knows
these things, yet it is perversely assumed
that by state management only can the
remaining impediments to public health be
removed."

The most famous chapter was 19-"The
Right to Ignore the State." Even during the
heyday of classical liberalism, it was bold
for Spencer to declare that "If every man
has freedom to do all that he wills, provided
he infringes not the equal freedom of any
other man, then he is free to drop connection
with the state-to relinquish protection and
to refuse paying toward its support. It is
self-evident that in so behaving he in no way
trenches upon the liberty of others, for his
position is a passive one, and while passive
he cannot become an aggressor. "

Social Statics established Spencer as a
rising star, and by July 1853, he had resigned
from the Economist, determined to make it
as an independent author. He sold articles
to the Westminster Review, Edinburgh Re
view, Fortnightly Review, British Quarterly,
and other influential publications. He ap
plied his ideas to science as well as ethics
and government policy.

Financially, Spencer was hard-pressed
and for a while pursued a cushy government
job which would allow him time to write, but
fortunately he never became a bureaucrat.
A proud man, he declined John Stuart Mill's
generous offer to cover his expenses. He
resolved to earn his living in the market
place. By 1860, Spencer conceived the idea

of integrating ethics, biology, psychology,
and sociology into a multi-volume work on
philosophy-and making the venture pay by
soliciting subscribers who would pay a half
crown for each installment, several times a
year. He asked his famous friends to offer
testimonials, and some 450 people became
subscribers. Among his early subscribers
were respected American intellectuals like
newspaperman Horace Greeley, historian
George Bancroft, clergyman Henry Ward
Beecher, botanist Asa Gray, political scien
tist Francis Lieber, and abolitionist Charles
Sumner. Spencer began working on First
Principles, a book about the development
of life.

Alas, Spencer experienced subscriber at
trition like everyone else in the publishing
business. When he no longer got enough
income from the project, he announced he
would discontinue it. But in 1865, Dr. Ed
ward Youmans, a lecturer and founder of
Popular Science magazine who had become
a big fan of Spencer's, helped raise about
$7,000 from American friends. This was
enough for Spencer to continue.

Again and again, Spencer emphasized
how extraordinary human progress devel
ops naturally when people are free. Con
sider this passage from Principles of Soci
ology:

The turning of the land into a food
producing surface cleared, fenced,
drained, and covered with farming appli
ances, has been achieved by men working
for individual profit not by legislative
direction ... villages, towns, cities, have
insensibly grown up under the desires of
men to satisfy their wants . . . by spon
taneous cooperation ofcitizens have been
formed canals, railways, telegraphs, and
other means of communication and dis
tribution. . . . Knowledge developing
into science, which has become so vast in
mass that no one can grasp a tithe ofit and
which now guides productive activities
at large, has resulted from the workings
of individuals prompted not by the ruling
agency but by their own inclinations. . . .
And supplementing these come the innu-
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merable companies, associations, unions
societies, clubs, subserving enterprise,
philanthropy, culture, art, amusement; as
well as the multitudinous institutions an
nually receiving millions by endowments
and subscriptions; all of them arising from
the unforced cooperations of citizens.
And yet so hypnotized are nearly all by
fixedly contemplating the doings of min
isters and parliaments, that they have no
eyes for this marvelous organization
which has been growing for thousands of
years without governmental help-nay,
indeed, in spite of governmental hin
drances.

Spencer anticipated the work ofNobel Lau
reate F.A. Hayek who reminded the world
why spontaneous market action, not central
planning, is responsible for humanity's most
stunning achievements.

Spencer had his greatest impact in Amer
ica where people were eagerly building a
new civilization. By 1864, Atlantic Monthly
reported: "Mr. Herbert Spencer is already
a power in the world . . . represents the
scientific spirit of the age." His principles,
the magazine concluded, "will become the
recognized basis of an improved society."
Yale sociologist William Graham Sumner
emerged as the greatest American champion
of Spencer's ideas.

Despite Spencer's heroics, public opinion
increasingly favored government interven
tion during the late nineteenth century.
Perhaps this was because government had
been cut back so much that it no longer
seemed like a public menace. More people
imagined government could do good. Spen
cer responded by writing four powerful
articles which affirmed the bedrock princi
ples of laissez faire and attacked govern
ment intervention, published in the Contem
porary Review, 1884. They unleashed what
he called "a hornet's nest about my ears in
the shape of criticisms from the liberal
journals." In July 1884, the articles were
gathered together for a book, The Man
Versus The State.

It was a magnificent performance as Spen
cer hammered his adversaries-socialists

especially-with dramatic facts to show
why laws almost always backfire. He told
how government-enforced interest-rate ceil
ings, supposedly enacted to help people,
made it more difficult to borrow money. He
recalled how price controls triggered the
disappearance of food from markets, and
many people starved. He documented how
well-meaning London officials demolished
homes for 21,000 people, built new homes
for only 12,000 and left 9,000 homeless
anticipating identical attacks which would
be leveled against U.S. government "urban
renewal" programs during the late twentieth
century. American journalist Henry Hazlitt
called this "one of the most powerful and
influential arguments for limited govern
ment, laissez faire, and individualism ever
written."

Spencer was apparently depressed by
accusations that he was superficial and
heartless, and in 1892 he approved a revised
edition of Social Statics without the original
chapter 19, "The Right to Ignore the State."
This compromise hardly satisfied critics.
Justice Oliver Wendell Holmes, defending
New York's regulation (of working hours)
in 1905, two years after the philosopher's
death, thought it necessary to denounce him
by name: "The Fourteenth Amendment
does not enact Mr. Herbert Spencer's So
cial Statics."

Yet the twentieth century, bloodiest in
history, has shown Spencer to be a phenom
enal prophet. More loudly and clearly than
anyone during his lifetime, he warned that
socialism must lead to slavery. He con
demned militarism long before a European
arms race exploded into the First World
War. He anticipated the evils of welfare
state policies that undermine incentives for
poor people to achieve independence. He
predicted the colossal failure ofgovernment
schools. He affirmed that private individuals
are responsible for human progress. He
would be thrilled by the world-wide resur
gence of market economies today, vindicat
ing his conviction that wherever govern
ments interfere least, you will see decency
and improvement in the lives of ordinary
people. D
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The U.8. Banking Debacle
of the 1980s: A Lesson in
Government Mismanagement

by George G. Kaufman

I. Introduction

In the 1980s, the United States experi
enced its most serious banking crisis since
the 1930s and the second most serious crisis
in its 200-plus year history. The crisis af
fected commercial banks, savings banks,
and savings and loan associations (S&Ls).
Between 1980 and 1991, when fundamental
corrective laws were enacted, some 1,500
commercial and savings banks (insured by
the Federal Deposit Insurance Corporation)
and 1,200 savings and loan associations
(insured by the former Federal Savings and
Loan Insurance Corporation) failed and
were resolved by the regulatory agencies.
These resolutions represented about 10
percent of all banks at the beginning of the
period and 25 percent of all S&Ls. In
addition, an even larger number of institu
tions were in precarious financial condition

Dr. Kaufman is the John Smith Professor of
Banking and Finance at Loyola University of
Chicago, and is Co-Chair of the Shadow Fi
nancial Regulatory Committee. This paper is a
shortened version ofa longer paper presented at
the International Conference on Bad Enterprise
Debts in Central and Eastern Europe in Budap
est, Hungary on June 6-8, 1994. The author is
indebted to Herbert Baer (World Bank) and Larry
Mote (Comptroller of the Currency) for helpful
comments and suggestions.

at some time during this period. The costs of
the failures were high, not only to the
shareholders of the failed institutions, but
also to· the surviving institutions, which
were required to pay premiums to the de
posit insurance agencies, and to U.S. tax
payers, who were forced to make good on
the losses after the resources of the S&L
insurance fund had beeri exhausted. For
banks, the loss to the FDIC and thus to other
solvent banks was about $40 billion. For
S&Ls, the loss was near $200 billion, some
$150 billion of which was beyond the re
sources of the FSLIC and was therefore
charged to U.S. taxpayers.

The losses accrued primarily to the fed
eral insurance agencies and taxpayers rather
than to depositors and other creditors be
cause the insurance effectively guaranteed
the par value of deposits up to $100,000 per
account de jure and, except at some small
banks, almost any amount of deposits and
even borrowings de facto, regardless of the
value of the bank's assets. The FDIC and
the former FSLIC were funded by premi
ums imposed on banks and S&Ls, respec
tively, and both had implicit access to the
U.S. Treasury that legislators were unwill
ing either to challenge or to make explicit
until near the end of the debacle.

The crisis ended in the early 1990s, when

254



interest rates declined, the yield curve
turned steeply upward sloping, a series of
rolling geographic recessions in various re
gions of the country came to an end, the
aggregate economy slowly expanded, the
real estate market bottomed out, and newly
adopted legislation increased the cost of
poor performance and failure to both the
institutions and the regulators. By 1994,
both the banking and thrift industries were
in their best financial condition since the
early 1960s and were realizing record prof
its. The number of failed and problem insti
tutions declined sharply.

II. Background
Banking has always been a volatile indus

try in the United States, but until the 1930s
not an unusual one.! The annual failure rate
for commercial banks from 1870 to 1913,
before the establishment of the Federal
Reserve System, averaged 0.78 percent
compared to 1.01 percent for nonbanks. The
annual volatility of the failure rate was
greater for banks, however. The relatively
low failure rate existed despite a banking
structure that favored failures by restricting
banks to one or at best only a few offices,
thus preventing them from reducing risk
through geographical and product diversifi
cation. As a result, the country had thou
sands of independent banks; the number
peaked at 30,000 in the early 1920s. The
bank failures increased sharply in the 1920s
to near 600 per year, but most of the failures
were very small banks. Some 90 percent of
the banks had loans and investments of less
than $1 million, which adjusted for inflation
would be equivalent to only about $10 mil
lion currently, and would rank them among
the very smallest banks. Their failure had no
visible effect on national economic activity.
They were primarily located in small agri
cultural towns in the midwest. When a
recession hit these towns from the rapid fall
in farm prices after the post-World War I
runup, the local automobile dealer failed,
the local drugstore failed, and the local bank
failed.

But things changed dramatically in the
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1930s at the onset of the Great Depression.
Between 1929 and 1933, the number of
banks declined from 26,000 to 14,000,
mostly by failure. Indeed, the very first act
of newly elected President Franklin D.
Roosevelt was to declare a "bank holiday"
and close all banks in the country for at least
one week in order to prevent depositors
from cashing any more of their deposits into
currency. The banks were permitted to
reopen if the government found them sol
vent. Thereafter, banking became a rela
tively stable industry through the late 1970s.
The number of bank failures averaged only
near 10 per year and the number of S&L
failures was not significantly greater. Then
the picture changed again.

Before analyzing the 1980s, it should be
noted that both the 1930s and 1980s debacles
occurred after the creation of government
institutions intended to correct failings in
the system that were believed to have been
at the root of the problem, and in order to
reduce the likelihood of large numbers of
simultaneous failures in the future. The
Federal Reserve was established in 1913 in
the aftermath of sharp jumps in the number
of bank failures in 1894 and 1907 in order to
increase flexibility in the system. The Fed
was to facilitate the flow of bank reserves
from capital surplus to capital deficient ar
eas, to provide micro-liquidity through the
discount window to individual solvent
banks experiencing temporary liquidity
problems, and to provide macro-liquidity to
the banking system by offsetting outflows of
currency and gold. For whatever reasons,
not 20 years after it was established, the Fed
failed to achieve these objectives suffi
ciently to prevent the banking crisis of the
1930s, which was far larger, longer, and
costlier than any banking crisis before the
establishment of the Fed. Indeed, the Fed
appears to have introduced greater rigidities
at the time of the Great Depression, e.g.,
prohibiting the issuance of clearing house
certificates and making temporary bank sus
pensions more difficult, than existed before
its establishment.2

In large part as a result of the Fed's failure
to prevent a recurrence of large-scale bank
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failures, the FDIC was established in 1934.
While the Fed's decisions to provide liquid
ity to the banking system in order to offset
depositor runs into currency were discre
tionary, the FDIC operated by rules that
effectively eliminated the need for bank runs
by unconditionally guaranteeing the par
value of insured deposits regardless of the
bank's financial condition. This objective
was quickly realized and, combined with
a more cautious set of bankers and more
restrictive regulations imposed by the Bank
ing Act of 1933, the number of bank failures
dropped equally quickly and remained low
for the next 50 years. However, as was true
of the Federal Reserve's structure, flaws
eventually appeared in the FDIC that in time
led to increases in bank failures that
matched the conditions in the 1930s before
the introduction of deposit insurance.

III. The S&L Debacle3

Savings and loan institutions are tradi
tional residential mortgage lenders. Before
the introduction of deposit insurance in
1934, S&Ls made primarily intermediate
three-to-five-year renewable mortgage
loans. These loans were effectively variable
rate mortgages with sizeable down pay
ments. They were financed by time deposits
(legally labeled share capital), which were
not necessarily redeemable on demand. As
a result, neither the S&Ls' interest rate nor
liquidity exposures were very great.

But things changed dramatically after
1934. Public policy encouraged S&Ls to
make progressively longer-term (first 20,
then 25, and finally 30-year) fixed-rate mort
gages with progressively smaller down pay
ments. At the same time, the new deposit
insurance program effectively increased the
liquidity and shortened the maturity of their
deposits. These changes increased the in
stitutions' exposure to interest rate and
liquidity risk. Indeed, the large degree of
maturity (duration) mismatch by the mid
1970s made the industry a disaster waiting
to happen.

When interest rates increased sharply in
the late 1970s as a result of inflation, the

disaster occurred. Be~ween 1976 and 1980,
interest rates on three-month Treasury bills
jumped from 4 percent to 16 percent and
those on long-term Treasury securities from
6 percent to 13 percent. By 1982, an esti
mated 85 percent of all S&Ls were losing
money and two-thirds were economically or
market value insolvent so that, ceteris pa
ribus, they would be unable to pay their
depositors in full and on time. The negative
economic net worth of the industry and the
corresponding loss to the FSLIC was gen
erally estimated to be about $100 billion,4
although some estimates placed it as high as
$150 billion. This figure represents the dif
ference between the par value of deposit
accounts (the large majority of which were
less than the maximum insured $100,000 per
account) at insolvent institutions and the
market value of the S&Ls' assets. But the
FSLIC resolved only a very small number of
the insolvencies for a number of reasons,
including:5

• It was overwhelmed by the large num
ber of insolvencies, and its staff was far too
small and unprepared to deal with the crisis,

• It had insufficient reserves to cover the
deficits at insolvent institutions and payoff
depositors at par, whether the institutions
were sold, merged or liquidated,

• Formal recognition of the large losses
would be a black mark on the agency's
record,

• Formal recognition of the large losses
and number of insolvencies might spread.
fear among the public and ignite a run on all
institutions that would spill over to com
mercial banks and·even beyond to the mac
ro-economy. Further,

• Many of the losses were "only" unrec
ognized paper losses; and, because interest
rates are cyclical and there was a high
probability that they would decline again in
the not very distant future, it was hoped that
waiting would restore the associations to
economic solvency.

Therefore, regulators publicly denied the
magnitude of the problem, argued that the
problem was a liquidity rather than a sol
vency problem, introduced creative ac
counting measures to make the industry's
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net worth appear higher even than the al
ready overstated book value levels (i.e.,
they covered up the evidence), delayed
imposing sanctions on insolvent and near
insolvent institutions, and encouraged insti
tutions to reduce their interest rate exposure
by using newly permitted variable-rate
mortgages and shorter-term loans to reduce
their maturity mismatch. And the regulators
and the industry lucked out. Interest rates
declined sharply from ·1982 through 1986.
This reversal in rates caused the industry's
net worth to rise and by 1985 its estimated
negative net worth was only about $25
billion and was expected to improve further,
ceteris paribus.

But ceteris did not remain paribus for
many institutions. A substantial number
incurred increases in credit risk that offset
the decline in interest rate risk and either
prevented their net worth from increasing
greatly or actually caused it to decline fur
ther. The assumption of credit risk was
either unintentional, arising from severe
local and regional economic recessions, or
intentional, arising from calculated gambles
to regain solvency.

The first and most severe regional reces
sions started in the mid-1980s in Texas and
the neighboring energy-producing states in
the Southwest following the collapse of
world oil prices. This area had experienced
a strong economic surge based on sharply
rising oil prices and expectations of contin
ued price increases. Employment, income,
and real estate values all increased sharply
and stimulated both a rapid immigration of
people in search ofemployment and a build
ing boom, particularly in commercial real
estate. Much of this boom was financed by
local S&Ls. When oil prices not only failed
to increase further after 1981, but declined
sharply from $30 a barrel in 1985 to near $10
in 1986, the bubble burst.6 As incomes and
real estate values dropped, borrowers de
faulted on loans, and collateral values fell
too fast for many lending S&Ls to protect
the value ofall their loans. As a result, many
S&Ls became insolvent.

At the same time, a number of institu
tions, particularly those that had only re-

cently converted from mutual ownership
(which was the prevailing form of owner
ship) to stock ownership in order to raise
additional capital more easily, became
tempted to "gamble for resurrection." Be
cause these institutions had little if any
market value capital of their own to lose,
this was a logical strategy. If the high-risk
bets paid off, the institution won and possi
bly regained solvency. Ifthe institution lost,
the FSLIC bore the loss. That is, heads the
institution won, tails the FSLIC lost! Some
S&Ls placed progressively larger bets on
the table by offering above market interest
rates on deposits so that their deposit size
grew rapidly. Such gambling was often ac
companied by fraud, either ex-ante deliber
ate or ex-ante inadvertent through excessive
carelessness in extending and monitoring
loans. Particularly at the more rapidly grow
ing associations, loan documentation was
frequently incomplete or even nonexistent,
record keeping casual at best, and loan
collection was sporadic and done with little
enthusiasm. Some of the new owners were
land developers, who are gamblers almost
by nature. They used greatly overinflated
values of their personal properties as the
base for their institution's capital, and the
resources of the institution as their personal
"piggy banks" to finance their ventures.
Losses were often not recognized on the
institutions' books on a complete or timely
basis, so that the institutions gave false
appearances of solvency.

The National Commission appointed in
1992 to identify and examine the origins and
causes of the S&L debacle concluded that:
"It is difficult to overstate the importance
of accounting abuses in aggravating and
obscuring the developing debacle. It would
have been difficult for the process to con
tinue for so long in the absence of an
information structure that obscured the ex
tent of the mounting losses.,,7 The FSLIC
economic deficit (computed as the differ
ence between the par value of insured de
posits at economically insolvent S&Ls and
the market value of their assets), which had
declined from some $100 billion in 1982 to
near $25 billion in 1985, climbed back up to
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above $100 billion in 1989, almost entirely
due to losses from credit risk exposure.

Commercial banks were not as badly hit
by the interest rate increase in the late 1970s
because the maturities on the two sides of
their balance sheets were not as mis
matched. But, like the S&Ls, they experi
enced large credit losses in the mid and late
1980s that resulted in the largest number of
bank failures since the 1930s and the second
largest number in U.S. history. These losses
threatened to bankrupt the FDIC.

IV. Structured Early
Intervention and Resolution
and Deposit Insurance Reform

The S&L and bank problems were in large
part caused by deposit insurance. The struc
ture of deposit insurance adopted in 1933
had both good and bad aspects. The good
aspect effectively prevented a systemwide
run from deposits into currency by guaran
teeing the par value of most deposits. Thus,
it prevented the type of reserve drain expe
rienced in the United States in the early
1930s.

The bad aspects were, first, that this
guarantee reduced, if it did not eliminate,
the incentive for many depositors to monitor
the financial performances of their banks
and thus encouraged both a moral hazard
problem for banks and a principal-agent
problem for regulators. Bank managers/
owners, knowing that few if any depositors
were looking over their shoulders and that
their insurance premiums were not scaled
to their risk exposure, deliberately or inad
vertently assumed greater risks either by
increasing the credit and interest rate risk
exposures in their portfolios and/or by de
creasing their capital-asset ratios more
than they would have in the absence of
insurance. Bank regulators, knowing that
most depositors had little if any incentive
to flee financially troubled banks, were
then able to delay imposing sanctions on
troubled institutions. and even resolving in
solvent institutions, thereby keeping them
in operation. To the extent that these insti-

tutions increased their losses, the regula
tors' principals-healthy, premium-paying
institutions and taxpayers-were not well
served.8

In an attempt to solve the problem, Con
gress at year-end 1991 enacted the FDIC
Improvement Act (FDICIA), which fo
cusses on structured early intervention and
resolution (SEIR). SEIR reforms deposit
insurance by attempting to impose on in
sured depository institutions the same con
ditions that the private market imposes on
firms not covered by federal insurance
whose financial condition is deteriorating,
including conditions that the banks them
selves impose on their borrowers. More
over, it attempts to resolve troubled insti
tutions before their own capital turns
negative. Thus, losses would accrue only to
shareholders, not to depositors, and deposit
insurance would effectively be redundant.

SEIR's objective is also to reduce the
discretion of regulators by imposing more
specific rules, thus reducing the power of
regulators. As such, it resembles the partial
replacement of Federal Reserve discretion
by FDIC insurance rules following the Fed's
failure to prevent the banking crisis and
economic depression of the early 1930s.9 To
protect their power, the regulators success
fully fought to weaken many of the provi
sions reducing their discretionary authority
during the legislative processing leading to
the enactment of FDICIA and continued to
weaken the potential effectiveness of the
Act further by drafting weak regulations to
implement it. 10

V. The Lesson
An analysis of the experience of the U.S.

banking debacle of the 1980s suggests that
to minimize the moral hazard problem fed
erally insured depository institutions should
be subjected to the same conditions imposed
by the private market on noninsured firms
and that to minimize the regulators' prin
cipal-agent problem the insurer and other
bank regulatory agencies should be required
to operate in a transparent manner, be
prohibited from providing forbearance, and
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be held fully accountable for their actions
and inactions.

The major source of both the instability
in the U.S. banking system in the 1980s that
resulted in the exceptionally large number of
bank and S&L failures and the associated
large losses was not the private sector but
the public or government sector. The gov
ernment first created many ofthe underlying
causes of the problem by forcing S&Ls to
assume excessive interest rate risk exposure
and preventing both S&Ls and banks from
minimizing their credit risk exposure
through optimal product and geographic
diversification and then delayed in applying
solutions to the problem by granting for
bearance to economically insolvent or near
insolvent institutions. That is, the banking
debacle was primarily an example of gov
ernment failure rather than market
failure. D
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Economics on Trial

Friedman vs. The
Austrians, Part II: Was
There an Inflationary
Boom in the 1920s?

by Mark Skousen

"I have no reason to suppose there was
any over-investment boom . . . during the
1920s." -Milton Friedman

I n my continuing exchange of letters with
Professor Milton Friedman, the free

market economist challenged followers of
the Austrian school to provide evidence of
an overinvestment boom in the 1920s. He
reiterated what he and Anna Schwartz con
cluded inA Monetary History ofthe United
States: the 1920s was the "high tide" of
Federal Reserve policy, inflation was virtu
ally non-existent, and economic growth was
reasonably rapid. Monetarists even deny
that the stock market was overvalued in
1929! In short, "everything going on in the
1920s was fine."} The problem, according to
Friedman, was not the 1920s, but the 1930s,
when the Federal Reserve permitted the
"Great Contraction" of the money supply
and drove the economy into the worst de
pression in U.S. history.

In contrast to Friedman and the Mone
tarists, the Austrians argue that the Federal
Reserve artificially cheapened credit during
most of the 1920s and orchestrated an un
sustainable inflationary boom. The stock
market crash of 1929 and subsequent eco
nomic cataclysm were therefore inevitable.

Mark Skousen is an economist at Rollins Col
lege, Winter Park, Florida 32789, and editor of
Forecasts & Strategies, one ofthe largest invest
ment newsletters in the country. For more infor
mation about his newsletter and books, contact
Phillips Publishing Inc. at (800) 777-5005.

An interesting historical sidelight is the
fact that Irving Fisher, the principal Mone
tarist of the 1920s, completely failed to
anticipate the crash, while Austrian econo
mists Ludwig von Mises and Friedrich
Hayek predicted the economic crisis, al
though they did not pinpoint an exact date.
Ever since then, Monetarists have argued
that the 1929-33 debacle was unforecastable
and have made every effort to show that
there were few if any signs of trouble during
the 1920s. The Austrians, in contrast, have
attempted to confirm Mises-Hayek's view
that the government created an inflationary
boom that could not last, especially under an
international gold standard.2

Was there an overinvestment boom in the
1920s? The answer depends on which sta
tistics you examine. The "macro" data
favors the Monetarists' thesis, while the
"micro" data supports the Austrians' view.

In support of the Monetarists, the broad
based price indices show little if any infla
tion. Average wholesale and consumer
prices hardly budged between 1921 and
1929. Most commodity prices actually fell.
Friedman and Schwartz conclude, "Far
from being an inflationary decade, the twen
ties were the reverse.',J

However, other data support the Austrian
view that the decade was aptly named the
Roaring Twenties. The 1920s may not have
been characterized by a "price" inflation,
but there was, in the words ofJohn Maynard
Keynes, a "profit" inflation. After the
1920-21 depression, national output (GNP)
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grew rapidly at a 5.2 percent pace, substan
tially exceeding the national norm (3.0 per
cent). The Index of Manufacturing Produc
tion grew much more rapidly and virtually
doubled between 1921 and 1929. So did
capital investment and corporate profits.

Like the 1980s, there was also an "asset"
inflation in the U.S. A nationwide real estate
boom occurred in the mid-1920s, including a
speculative bubble in Florida that collapsed
in 1927. Manhattan, the world's financial
center, also experienced a boom.

The asset bubble was most pronounced
on Wall Street, both in stocks and bonds.
The Dow Jones Industrial Average began its
monstrous bull market in late 1921 at a
cyclical low of 66, mounting a drive that
carried it to a high of 300 by mid-1929, more
than tripling in value. The Standard &
Poor's Index ofCommon Stocks wasjust as
dramatic-Industrials, up 321 percent, Rail
roads, up 129 percent, and Utilities, up an
incredible 318 percent.

Astonishingly, the Monetarists go so far
as to deny any stock market orgy. Anna
Schwartz suggests, "Had high employment
and economic growth continued, prices in
the stock market could have been main
tained."4 It's as if they want to exonerate
Irving Fisher's infamous blunder of declar
ing a week before the 1929 crash, "stock
prices have reached what looks like a per
manently high plateau." (Fisher's huge le
veraged position in Remington Rand stock
was wiped out by the crash.)

Schwartz's thesis is based on what ap
pears to be reasonable price-earnings ratios
for most stocks in 1929 (15.6 versus a norm
of 13.6). However, PIE ratios can be a
notoriously misleading indicator of specu
lative activity. While they do tend to rise
during a bull market, they severely under
estimate the degree of speculation because
both prices and earnings tend to rise during
a boom. However, when annual national
output averages 5.2 percent during the
1920s, and the S&P Index of Common
Stocks increases an average 18.6 percent a
year, something has to give. In fact, during
1927~29, the economy grew only 6.3 per
cent, while common stocks gained an in-
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credible 82.2 percent! As the old Wall Street
saw goes, "Trees don't grow to the sky." A
crash was inevitable.

The Austrians argue that the Federal
Reserve's "cheap-credit" policy was to
blame for the structural imbalances of the
Twenties, while the Monetarists dispute any
significant inflationary intent. The money
stock (M2) grew 46 percent between 1921
29, less than 5 percent per annum, which
Monetarists do not consider excessive.5

Austrians, on the other hand, point to the
deliberate efforts by the Fed to lower inter
est rates, especially in 1924 and 1927, thus
generating an unjustifiable boom in assets
and manufacturing. More importantly, the
credit expansion in the United States far
exceeded the increase in gold reserves,
which would eventually spell disaster under
the gold exchange standard.

In sum, was there an inflationary imbal
ance during the 1920s, sufficient to cause an
economic crisis? The evidence is mixed, but
on net balance, the Austrians have a case. In
the minds of the Monetarists, the "easy
credit" stimulus may not have been large,
but given the fragile nature of the financial
system under the international gold stan
dard, small changes by the newly estab
lished central bank triggered a global earth
quake of monstrous proportions.

In my next column, I will address a
growing debate among economists: Did the
gold standard make the 1929-33 crisis
worse? D

1. Milton Friedman and Anna J. Schwartz, A Monetary
History of the United States, 1867-1960 (Princeton, N.J.:
Princeton University Press, 1963), pp. 240-98.

2. See my article, "Who Predicted the 1929 Crash?" in
Jeffrey M. Herbener, ed., The Meaning ofLudwig von Mises
(Norwell, Mass.: Kluwer Publishers, 1993), pp. 247-83. Inter
estingly, John Maynard Keynes also failed to predict 1929-32,
and lost three-fourths of his net worth.

3. Monetary History, p. 298.
4. Anna J. Schwartz, "Understanding 1929-1933," in

Money in Historical Perspective (Chicago: University of Chi
cago Press, 1987), p. 130.

5. Friedman criticizes Murray Rothbard's inclusion of
cash-value from life insurance policies as "pure chicanery" in
an effort to inflate monetary figures. By doing so, Rothbard
increases the money supply, 1921-29, by 61.7 percent instead
of Friedman's more traditional 46 percent figure. See Murray
Rothbard, America's Great Depression, 4th ed. (New York:
Richardson & Snyder, 1983 [1964]), p. 88 passim. I tend to side
with Friedman on this issue.
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Perpetuating Poverty: The World
Bank, the IMF, and the
Developing World

Edited by Doug Bandow and
Ian Vasquez
Cato Institute. 1994 • 362 pages. $15.95
paperback

Reviewed by Ken Ewert

T here is a biblical proverb that says: "the
tender mercies ofthe wicked are cruel. "

I have often thought of this verse in relation
to the misery that political policies such as
rent control or minimum wages have caused
people-especially the poorest of people.
The "tender mercies" of governments
attempts to use the law as an instrument of
compassion-often turn out to be cruel to
the intended beneficiaries, the poor. With
friends like most modern governments, the
poor do not need any enemies.

Perpetuating Poverty demonstrates this
to be true on an international scale. Fifty
years and hundreds of billions of dollars of
aid from Western governments-tunneled
through the IMF, the World Bank, and a
number of other multilateral aid agencies
have had an impact on world poverty: it has
helped keep the Third World poor just
that-poor.

Development economists have long held
that the Third World is poor primarily be
cause of its lack of capital. According to the
conventional wisdom poor nations cannot,
on their own, afford to save enough to break
out of a subsistence-type economy. Their
only hope is massive infusions of capital
from the taxpayers of the West. They need
Western wealth in order to "develop."
Furthermore, according to the popular
Marxist notion of Western guilt for the
exploitation of the poor nations, the Third
World has a right to Western wealth.

It now seems beyond question that the

massive wealth transfers to Third World
governments have not, in general, helped
the poor. As the editors note in the intro
duction, "the multilaterals can point to few,
if any, cases in which their efforts have led
to improved living standards and sustained
economic prosperity. " Forty years of inter
national aid transfers have left Latin Amer
ica with a foreign debt of $430 billion,
sub-Sahara Africa with per capita incomes
lower today than they were in the 1970s, and
India with an annual per capita income of
around $300.

Why has aid failed? Primarily because
most developmental institutions lend to gov
ernments, and not to individuals. The recip
ient governments are often-through their
destructive economic policies-the very
cause of the economic problems that the aid
seeks to rectify. International aid is, in
effect, a subsidy to bad economic policies
and a bloated public sector. It succeeds, not
in alleviating poverty, but in extending and
prolonging bureaucratic control over the
poor of the Third World. Governments who
would have been forced to change or col
lapse have instead been kept afloat by loans
from the World Bank or the IMF and al
lowed to continue their destructive policies.
This is something like an international wel
fare program, not for the poor of the Third
World, but for their governments. Much aid
has been wasted in poorly planned, ill
administered projects of little benefit-such
as crop-storage depots built where peasants
never go, or funds allotted to buy a profit
able private bus line in India and tum it into
a money-losing public enterprise. Billions of
dollars, collected from middle-class tax
payers of the West, have "aided" Third
World elites to possess grand estates, pri
vate zoos, classic car collections, and Swiss
bank accounts.

But this book does not merely look at the
"bad cases" -it is a devastating critique of
foreign aid in principle. Shyam Kamath, in
his chapter on foreign aid and India's Levi
athan State, shows how foreign aid has
allowed India to create and sustain one of
the "world's largest and most inefficient
public sectors." Robert Salinas Le6n dem-



onstrates how World Bank loans allowed
Mexico to expand its state-owned industries
from 300 in 1970 to some 1,200 by 1982, and
how IMF loans during the early 1980s
helped postpone the privatization of major
state corporations. James Bovard details
how the World Bank helped finance the
cruel "relocation" policies of Julius Nyer
ere's government in Tanzania, and the
Mengistu government in Ethiopia. He also
brings to light the Bank's complicity in the
brutal collectivization policies ofVietnam in
the late 1970s. Doug Bandow demonstrates
how the IMF relieves the political pressure
on Third World governments for a much
needed reform of their economic policies.
Surely the "tender mercies" of this type of
aid have been bitterly cruel to the poor ofthe
Third World. Surely Western taxpayers
would be outraged if they knew that their
money was going not to help the poor but to
finance international socialism.

Ifthe Third World is poor because it lacks
capital, it lacks capital because it lacks
economic freedom. It is no coincidence that
the aid-recipient countries are characterized
by state-sponsored monopolies, high taxa
tion, onerous regulation, high inflation, ex
tensive price controls, ambitious social pro
grams, persistent budget deficits, and a
general lack of private property rights.
These things are not caused by poverty,
they are the cause of poverty."

What the Third World so desperately
needs is economic freedom and limited civil
government. With these preconditions in
place, the capital necessary for economic
progress will be attracted. Prompted by
Mexico's extensive free market reforms of
the past few years, over $40 billion offoreign
capital has flowed in since "1988. Likewise,
the small country of Chile (population 13.5
million) has attracted $8.5 billion in foreign
investment since its free market reforms in
the mid-1970s. Countries that respect pri
vate property and economic freedom attract
investment capital; countries that do not
suffer "capital flight."

Foreign aid is inherently statist. Even
when institutions such as the World Bank or
the IMP do lecture countries on the need
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for freer markets-as they have sometimes
done in recent years-they simultaneously
give the foreign governments the very
means to resist that which they advise. It is
analogous to lecturing a drug addict on the
need for reform while giving him money to
buy more drugs. As Paul Craig Roberts
notes in his chapter, the leftists are partially
correct: the West does bear some responsi
bility for the conditions of the Third
World-not because of its capitalistic ex
ploitation-but because of the statist con
sequences of its aid.

Perpetuating Poverty shows that what the
Third World needs is not more dollars but
the moral and political reform that underlie
a free economy. The poor nations also need
increased-trade with the West. As the last
section of the book details, it is a striking
hypocrisy that while Western governments
continue to give billions of dollars in multi
lateral aid, they refuse to open their markets
to Third World and former East-Bloc pro
ducers. In his chapter, J. Michael Finger
calculates that developed countries' import
restrictions "reduce developing countries'
national income by about twice as much
as developing countries receive in aid."
This is a shame, for, as James Bovard
writes, "charity is no substitute for oppor
tunity."

The authors of this book, as Peter Bauer
notes in his comment, are the best in their
field. Their case against multilateral aid is
well-documented, well-reasoned, and pow
erful. Their charges deserve an answer from
those who continue to justify multilateral
institutions. D
Mr. Ewert is a businessman and the editor of
a Christian public policy publication called
U-Turn.
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Scarcity or Abundance? A Debate on
the Environment

by Norman Myers and Julian Simon
w. W. Norton & Company. 1994 • 259 pages
• $21.00

Reviewed by Jonathan H. Adler

On October 14, 1992, students at Colum
bia University gathered in the Kellogg

Conference Center to witness a clash of
worldviews. Cornucopian economist Julian
Simon and apocalyptic ecologist Norman
Myers were staging a debate on the future of
human civilization and the natural environ
ment. At issue was whether present rates of
economic development, population growth,
and environmental disruption pose a signif
icant threat to humanity. The exchange that
ensued, along with pre-debate statements
and rebuttals, is included in Scarcity or
Abundance?, a useful encapsulation of cur
rent environmental debates.

The approaches of Simon and Myers
could not be more different. Simon, author
of Population Matters and The Ultimate
Resource, is a data-driven economist. His
preferred mode of analysis is to ask "What
do the numbers show?" By analyzing long
term trends, Simon believes it is possible to
show significant improvement in virtually
every material aspect of human welfare. To
wit, he shows that people are living longer,
healthier lives than ever before, while in
many important respects environmental in
dicators show significant improvement over
the past several decades. "Almost every
economic and social change or trend points
in a positive direction," he declares, adding
"there is no persuasive reason to believe
that these trends will not continue indefi
nitely. " So confident is Simon that this will
continue, he is willing to bet on it. Pick the
trend, the time period, and the size of the
wager, and Simon will take you on.

If Simon sees trends that can continue,
Myers sees the end of progress. "We are at
a watershed stage in human history," he
counsels. Myers fears an "unparalleled
threat" created by the forces of "environ-

mental decline .in conjunction with rapid
population growth." He is undaunted by
holes in the data that purportedly make his
case. The state of the world may seem rosy,
but Myers sees a world "poised" on the
brink of catastrophe. Human activity, has
finally reached a magnitude capable of ini
tiating complete ecological collapse-an en
vironmental "breakpoint." Urgent action
is absolutely essential to ensure human
survival. "No human community in the
future will ever have our chance to save the
planetary ecosystem," he warns, "because
ifwe don't master the problems, they'll have
nothing left to do but pick up the pieces we
pass on to them."

This contrast in worldviews is certainly
stark. One could even wonder if Simon and
Myers could be speaking about the same
world. Indeed, it is not clear that Myers and
Simon recognize each others' critiques.
Scarcity or Abundance? provides an excel
lent overview of the two contrasting posi
tions, and is thus a valuable source of
environmental information. Its disappoint
ment is the limitation imposed by the debate
format that prevents elucidation of the My
ers and Simon positions. At times, argu
ments that could have clarified the two sides
are left implicit in the text. This is not a
serious failing, but at times it can leave those
unfamiliar with environmental issues at a
loss as to which side to believe.

That experts could find two separate sets
of data to justify antithetical assessments of
the earth's present condition would be
amazing. Perhaps too amazing. Upon closer
reflection one sees that the clash is not
always between the data. As the debate over
global warming centers around whether one
places his faith in empirical evidence or
speculative computer models, so too the
Simon-Myers clash is about whether one
trusts analysis or instinct. Time and again
Myers responds to Simon's assertions of
fact with speculative predictions of future
want, often premised on the assumption that
humanity has exhausted the possibility for
technological advance. Some may find "it
could happen'" scenarios compelling, but
after a while they lose their punch.



A good microcosm of the Simon/Myers
clash is their exchange over population.
Myers, like many contemporary environ
mentalists, sees the escalation of human
numbers as the overarching environmental
threat. The world now houses over 5.5
billion people, a number that increases by
nearly 100 million each and every year. Thus
far, increases in food production and accu
mulated wealth may have exceeded the
multiplication of people, but, cautions My
ers, this has come at a tremendous cost.
Today, "there is much evidence that human
numbers with their consumption of re
sources, plus the technologies deployed to
supply that consumption, are often exceed
ing carrying capacity" -the ability of the
planet to sustain human existence. As evi
dence, Myers points to a slowing in global
farm output (brought about, in part, by
changes in subsidy programs and other gov
ernment policies), and predicts that agricul
tural productivity will irreversibly decline as
the number of human beings on the planet
continues to soar.

Simon, as one would expect, sees the
population issue quite differently. He does
not accept that "overpopulation" is a real
problem, and he feels the data back him up.
"There is no basis in the statistics for the
belief that faster demographic growth
causes slower economic growth," he as
serts. The Myers position is based on the
Malthusian premise that population will in
crease exponentially, while increases in
food supply climb at a slower rate. If
Malthus was right, then the end result can
only be disaster. "But if the resources with
which people work are not fixed over the
period being analyzed, then the Malthusian
logic of diminishing returns does not ap
ply," Simon counters. Indeed, humans, un
like other earthly creatures, are not depen
dent upon an immutable resource base.
People are capable of combining "intellec
tual capital" with physical substances to
enrich their lot.

An increase in the number of people
represents an increase in the human capac
ity to solve problems, not just an increase in·
human wants-and throughout human his-
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tory, the force of the former has overcome
the drain of the latter.

The Cornucopian-Apocalyptic debate
may be alive and well in academic circles,
but it is nearly dead in the realm of public
policy. The general position espoused by
Myers has found its way into environmental
and economic policies throughout the mod
em world, with negative results. "Errone
ous belief about population growth has cost
dearly," notes Simon. "In poor countries, it
has directed attention away from the factor
that we now know is central in a country's
economic development, its economic and
political system." A free society allows for
the creative exploration of varied solutions
to vexing concerns. Centralized decision
making is more apt to lead to failure. Yet the
threat of overpopulation and the need for
ecologically sustainable development has
become the pretense for a new generation of
coercive government controls.

The lesson of Simon's overwhelming ar
ray of global statistics is that the world's
problems can be surmounted. Human inge
nuity has always been the greatest source of
hope for the future. According to Simon,
"When you develop new technology, build
new goods, and expand the scope of our
creative activities, you are on the side of the
angels-you are promoting human improve
ment, and the quality of life. " It is a lesson
the governments of the world need to learn
if they are truly concerned with the well
being oftheir people, and it is a lesson Myers
could stand to learn as well. With the pub
lication ofthis book, there is at least hope for
some of the former, if one must give up on
any hope for the latter. D
Jonathan H. Adler is Associate Director of
Environmental Studies at the Competitive Enter
prise Institute in Washington, D.C.
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The Individualist Anarchists: An
Anthology of Liberty (1881-1908)

edited by Frank H. Brooks
Transaction Books. 1994.310 pages. $39.95

Reviewed by Gregory P. Pavlik

A narchism is often associated with the
extremes ofeither capitalist apologetics

or communism, particularly by those with
out even passing familiarity with the sub
ject. Yet, the individualist anarchists defied
simplistic categorization from the start. The
vast majority of the individualist anarchists
did consider themselves to occupy a pole
ofthe socialist movement. At the same time,
they variously identified with the egoism
of Max Stirner, the individualism of Nietz
sche, the anarcho-communism represented
by the famous Russian theorist Bakunin,
and even the conservatism of Herbert Spen
cer.

The Individualist Anarchists is a wonder
ful introduction to this diversity of thought
and will be ofinterest to advocates oflimited
government as well as students of intellec
tual history. It consists of representative
selections from the principal organ of nine
teenth-century individualist anarchism, Lib
erty, which was edited by the best known of
the individualist anarchists, Benjamin
Tucker. The collection is also an excellent
companion to James J. Martin's definitive
historical study of early individualist anar
chism, Men Against the State.

The book is divided into four major sec
tions, each structured to provide a compre
hensive exposition of the trends in thought
and positions staked out in the pages of
Liberty. The first section, which occupies a
full third of the text, deals with issues of
political ideology. The theory of individual
ist anarchism is based on the principle of
"equal liberty," which is described by
Tucker as "the greatest amount of individ
ual liberty compatible with equality of lib
erty. " The authors grounded their defense
of property rights in a conception of prop
erty tied to labor, a position derived from
Locke. There is also a substantial amount of

space dedicated to the praises .of the free
market.

Yet this is· hardly the anarcho-capitalism
that it seems to be.' The writers of this genre
were largely preoccupied with the "labor
question," and as such an interest might
suggest, they saw themselves primarily as
socialists. They subscribed to the labor
theory of value, and often presented fiery
polemics against the bourgeois class.

The second section of the book examines
the economics of the individualist anar
chists, which dwells on the general theme of
labor concerns. However, the individualist
anarchists thought that the liberation of the
proletariat would be best achieved by the
abolition of the "four monopolies": the
money monopoly, the land monopoly, the
tariff, and the patent or copyright. In prac
tice, this would have meant the elimination
ofownership ofland by those not occupying
and using the soil, and the abolition of
intellectual property. Such "evils" as rent
and interest would be eliminated, thus bring
ing the worker into his own. This deviates
from the contemporary conception of a free
order, in which land functions as property
subject to the dictates of the market. Obvi
ously, interest serves an important market
function as well.

It is important to emphasize the salient
characteristics of libertarian socialism that
set it apart from state socialism. To his
credit, the editor dedicates a substantial
portion of the section on political theory to
this issue. For Tucker, the two types of
socialism differ in the battle between liberty
and authority. State socialism is "the doc
trine that all affairs of men should be man
aged by government," vis-a.-vis state mo
nopoly. The anarchist position holds to "the
doctrine that all the affairs of men should be
managed by individuals and voluntary as
sociation. " Other distinctions were made as
well. The writer A. H. Simpson held that
"Anarchism is egoism; Communism is al
truism. " Within the sphere of socialist or
labor concerns, the anarchists, as advocates
of freedom and self-interest, considered
themselves always to be aligned in an an
tipodal relationship to the state socialists.



The individualist anarchists also carried
their conception of freedom into the social
sphere. Again, there was consensus, this
time in the direction of what is euphemisti
cally known as "free love." In at least one
case, a more moderate position of cohabi
tation with commitment is commended.
Many of the writers espoused what might
loosely be described as feminist views, al
though positions.on women's suffrage were
not taken, as is consistent with a general
opposition to the existence of the state.
These authors were also generally hostile to
religion. Social questions, however, were
discussed minimally in the pages ofLiberty.

Some space, also, was dedicated to the
question of strategy (section four), although
this too garnered less attention than ques
tions political and economic. It is clear that
the individualist anarchists favored non
violence and persuasion as a route to their
desired ends. Consequently, they feared
"guilt by association" in the wake of the
violence at Haymarket Square, Chicago, in
1886 when a police contingent was bombed
while attempting to close down a meeting of
anarchists. Tucker, for one, attempted to
carefully delineate the differences between
the violent, "communistic" variety of an
archism and his own concerns with liberty.
Whatever the acumen of the individualist
anarchists' strategic recommendations, the
movement faded, and settled into an ill
deserved obscurity.

Much more complex than a simple pre
cursor to libertarianism or an extension of
liberalism, individualist anarchism was a
genuine outburst of American radicalism.
This volume is recommended to dispel the
miasma of disinformation surrounding the
movement dealt with in its pages, and as a
worthy purchase for any reader with an
interest in political theory, American or
otherwise. D
Mr. Pavlik is assistant editor and director of
The Freeman Op-Ed program.
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Demosclerosis: The Silent Killer of
American Government
by Jonathan Rauch
Times Books. 1994 • 261 pages. $22.00

Reviewed by William H. Peterson

Calcification, a kind of spreading dry rot
accompanied by a bloating of the body

politic, spreads across the American land
scape. It's a disease that saps the strength of
the people who, ironically, are the ones who
demand more and more from a government
that gives them, in the end, less and less.
The furor over national health insurance is
a case in point. The disease reflects the
plight of both Politician and Citizen who,
like the proverbial maiden of easy virtue,
just can't say "No." Ah, democracy!

National Journal contributing editor
Jonathan Rauch coins a clever word "demo
sclerosis" to describe the process. The
process is spread by the mushrooming of
special-interest organizations who gather
virtually every affected and disaffected
voter into groups and counter-groups (wit
ness, e.g., the pro-choice vs. the pro-life
groups) who pressure Congress and state
legislatures to do their bidding. Or else.

It is not a pretty picture nor does it render
a pleasant fragrance. As observed by Chan
cellor Otto von Bismarck of nineteenth
century Germany, the birthplace of the
modern Welfare State, anybody repelled by
the sight and smell of sausage-making ought
not to watch law-making-a process far
removed from its nice image projected in
high school textbooks on civics.

Mr. Rauch notes that the trick ofpolitical
success is to fashion special-interest access
and accommodation, to gather votes and
financial support, to weld blocs and inter
ests-James Madison called them "fac
tions" -together into a winning majority.
Hence no program can be cut, no tax break
wiped out, no privilege lifted, without pro
voking the anger ofone organized interest or
another. The political art is to calm anger
and get everybody under the government
tent-a tent that eventually gets blown
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away. Meanwhile, the budget grows and the
dollar sinks, the state swells and the indi
vidual shrinks.

Mr. Rauch points out that seven out often
Americans belong to at least one associa
tion, and one in four belongs to four or more.
He describes one modest-sized Washington
building directory as boasting the following
tenants (and there's a lot more beyond the
letter C):

Advertising Council
Affiliated Hotels and Resorts
Agudath Israel of America
American Arbitration Association
American Federation of Clinical

Research
Americans for Economic Renewal
Center for the Advancement of Health
Congress of Russian Americans
Consortium for the Study of Intelligence

Thus the emergence of America's "para-
site economy," its vast lobbying industry
centered in Washington, its horde of law
yers with their Gucci loafers and leather
attache cases attending hearings and button
holing Congressmen and bureaucrats who
find the attention too sweet to resist. So why
resist?

Mr. Rauch credits much of his under
standing ofhow government really works to
public choice economist Mancur Olson of
the University of Maryland and his 1965
book, The Logic ofCollective Action. Pro
fessor Olson, like Tocqueville before him,
sees the mischief of interest-group democ
racy, sees groups push projects with con
centrated benefits and diffused costs-costs
foisted on a "rationally ignorant" populace.
Free-riding ethanol producers, for example,
get Congress to give them a tax break and
require Clean Air Act inclusion of ethanol
in gasoline so as to "improve the atmo
sphere." Sure.

For all of the author's sharp analysis of
Washington's worldly ways, however, he
betrays a kind of fatalistic quality about
what to do about rampaging King Kong. He
is dubious, to cite an instance, about the
term-limit movement which would quash
legislative careerists who seek committee

advancement by seniority-adding to "scle
rosis. " He bemoans the knifing of President
Clinton's initiative of "national service"
for young people. When Cato chairman and
Reagan economist William Niskanen twits
Congress, Mr. Rauch responds: "I find
much to admire in Congress: it works hard,
it means well, it is close to the people, it has
done much good." He quotes, approvingly,
soothing words from liberals like Jessica
Mathews, Jimmy Carter, and John F.
Kennedy.

Mr. Rauch wisely says Americans should
look in the mirror for key agents of their
dilemma. But in the end he calls for not
exorcising but "managing"-without really
explaining how-the very Superstate that
enfeebles and calcifies Americans and their
government.

America's challenge, it seems to me, is to
sharply scale down the state, return to
old-fashioned morality, restore the limited
government model of the Constitutional
Framers. The challenge is to get economy
back into government, and get government
out of the economy. The real democracy,
the true empowerment, as Mises pointed
out, is in the marketplace. D
Dr. Peterson, Heritage Foundation adjunct
scholar, is the Lundy Professor of Business
Philosophy Emeritus at Campbell University in
North Carolina.

What Went Right in the 1980s
by Richard B. McKenzie
Pacific Research Institute for Public Policy,
San Francisco. 1994. 397 pages. $21.95

Reviewed by Raymond J. Keating

I f one were to tum to the mainstream
media or the current administration in

Washington, D.C., as historical guides to
the 1980s, one would come to see the decade
as a period ofgreat economic decline for the
United States. With the decade cast in such
a dim light, one also might expect a book
entitled What Went Right in the 1980s to be
a rather slim volume.



In contrast, Richard McKenzie illumi
nates the so-called "decade of greed."
McKenzie provides a detailed look at the
fiscal and economic developments of 1980s,
chapter by chapter supplanting the political
hyperbole so closely associated with the
decade with sound economic analysis.
Thanks to his efforts, the reader gains a
clearer and more sober view ofthe 1980s. As
the author asserts, "The 1980s were not the
best of times; the decade could have been
better. But, neither were they the worst of
times. On balance, the decade was a pretty
good one."

McKenzie provides much evidence to
back up his declaration. The most substan
tial is that" growth in U.S. output during the
1980s was the equivalent ofadding the entire
economy of Germany (East and West) or
two-thirds of the Japanese economy to the
U.S. economy." Based on this fact alone,
one would be justified in declaring that the
economy of the 1980s was more than just
pretty good.

The author addresses a host of issues that
have been hotly debated, including the trade
deficit. Critics argue that a growing trade
deficit reflects a waning ability to compete
on the world economic stage. McKenzie
deftly counters such misguided notions with
two key points:

First, one reason for the rise in the U.S.
trade deficit in the 1980s is the faster pace
of economic growth in the United States
compared to that of most other countries
around the world. With a more rapid rate
of growth, producers need more re
sources, many of which must be drawn
from abroad in the form of imports. . . .
Second, the balance on the capital ac
count necessarily mirrors the· balance on
the trade account (with adjustments .for
other elements in the overall balance of
payments). This means that exports are
not the only U.S. products that foreigners
want. As was evident in the growing
balance of the capital account surplus in
the 1980s, foreigners also wanted capital
goods that could be put to work in this
country.
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McKenzie concludes: "In other words, the
trade deficits could have (and did to an
extent) reflected the fact that American
exporters of goods were simply out-com
peted, not by foreign producers but by
domestic producers of investment opportu
nities in the United States."

Another favorite criticism of the decade
was a worrisome increase in private debt.
However, individuals levying such con
cerns fail to view both sides of the equation.
As McKenzie notes: "Debt, which is merely
a claim on assets, is no burden at all when
it is used to acquire assets that are at least
equal in value to the collateral assets." He
goes on to observe that, in fact, private
assets rose more rapidly in real terms during
the 1980s than did private debt, hence
"yielding an increase in total private net
worth."

McKenzie even manages to find a bright
side to mounting government debt during
the 1980s. Interestingly, he notes that "def
icits may be 'bad' in themselves, but that
does not mean that they were the worst thing
to do under the political and economic
circumstances of the 1980s." Though some
may disagree with McKenzie's assessment
ofgovernment debt, I believe his arguments
hold merit, and at the very least, provide the
basis for spirited debate.

McKenzie attacks other misconceptions
regarding the 1980s. For example, during
the so-called "decade of greed," the annual
rate of growth in total real charitable giving
was almost 55 percent higher than in the
previous two-and-one-half decades. As for
some individuals benefiting during the 1980s
at the expense of others, McKenzie's in
come and expenditure analyses reveal that
"the rich, poor, and middle classes got
richer in real dollars and that their gains
showed up in the amount of goods and
services they bought."

What Went Right in the 1980s acts as a
substantive counterweight to the mounting
attacks on the economic record of the 1980s.
McKenzie proves to be a good writer and
innovative economic thinker. In his con
cluding chapter, he takes a peek at the
199Os, and offers this simple, yet sage ad-



Reviewed by George C. Leef

Separating School and State
by Sheldon Richman
The Future of Freedom Foundation. 1994 •
128 pages. $22.95 cloth; $14.95 paperback

vice: President Clinton "should look to the
tax theory of his mentor, John Kennedy,
who proposed to lower tax rates for the
same reason Ronald Reagan did: High tax
rates represent a drag on the economy." 0
Mr. Keating is the director ofNew York Citizens
for a Sound Economy andpartner with Northeast
Economics and Consulting.
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beings. It has long been popular to think of
education that way. That, I believe, is
wrong. Human beings develop them
selves-if they develop at all. To grow,
children need assistance; specifically, they
need information and good examples from
adults. But they do not need adults or
institutions to develop them into human
beings. This is not just semantics. The
common conception ofeducation casts chil
dren in a fundamentally passive role. They
are empty vessels that only adults with
special skills-teachers-can fill."

How, then, should we view education?
Richman answers, "Education should be
seen as a way of encouraging the child's
natural curiosity. That change in focus au
tomatically makes the child the active party
in the enterprise. Children come into the

Sheldon Richman bases his case against world thirsting for knowledge about their
government education on its philosoph- surroundings. The educational process

ical incompatibility with a free society and needs only to abstain from killing that curi
its inherent inability to produce results as osity. Each child is unique. The last thing he
good as a free market in education would or she needs is a procrustean school. The
produce. His strategy may well win more things that interest politicians and educa
converts to freedom's side and win them tional professionals, such as national stan
more quickly than the strategy that begins dards, are so many distractions."
with an effort to prove that public schools That, of course, is precisely why we must
are declining. When a Gerald Bracey rushes separate school and state. People cannot
to the defense of public education with a find the optimal ways of educating children
statement such as "American schools have if they are constrained by laws, taxes, and
never achieved more than they currently regulations. Free economies are always
achieve," the rebuttal should be that it coming up with new products that serve
doesn't matter whether that is true or not. people's wants while centrally planned ones
We should argue, as Richman does, that inhibit progress and leave people with a
public education has and always will under- lifetime of "take-it-or-Ieave-its." (Can any
perform because it severs the link between one name one product that makes life more
satisfied customer and revenue for the pro- pleasant that originated under Commu
vider. For anyone who is going to be debat- nism?) A free market in education would
ing this issue, Richman's book is a gold mine maximize each parent's ability to find the
full of attacks and counterattacks that will kinds of educational services that are best
leave statist opponents spluttering. suited to his children.

One ofRichman's most penetrating points Richman gives readers an enlightening
is that the traditional idea of schools as overview of the history of American educa
developers of young human beings is tion. He points out that American society
flawed. Members of the education establish- was highly literate in the late eighteenth and
ment see their role as shaping children, early nineteenth centuries, prior to the ad
which almost invariably entails molding vent of tax-financed schools and compul
them into obedient servants of the state. sory education laws. It took the enemies of
Richman challenges that idea. "[S]chools freedom several decades to get their foot in
do not-and should not-develop human' the door, but by the 1840s, the first public



school systems had been established in the
United States, modeled after the authoritar
ian Prussian system. There was no wide
spread public dissatisfaction with our edu
cational free market, but a small number of
influential "reformers" wanted to try their
hand at shaping the youth of the nation.
Youngsters would be taught, first and fore
most, what to think, to be obedient citizens,
to pay taxes and fight wars when com
manded to. If children happened to learn
how to think, that was beside the point.

Richman devotes a chapter to the argu
ments of opponents of public education.
This chapter, one of the most useful in the
whole book, is chock full of quotable ma
terial from great thinkers who foresaw the
dangers of statist education. The famous
English scientist Joseph Priestley was an
opponent, as were the German philosopher
William von Humboldt and English philos
ophers Herbert Spencer and Auberon Her
bert. Richman also gives American critics
their due. This chapter allows the reader to
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see how little the debate has·changed over a
period of nearly two centuries. Most of the
objections to public education which are
voiced today were made long ago; most
modem arguments in its defense were re
futed long ago.

Richman convincingly argues that noth
ing short of the complete depoliticization of
education will rescue it from its current
degraded state. He contends that the pro
posals, supported by many free marketeers,
for vouchers, contracting out, charter
schools, and other marginal reforms will do
little if any good as long as the state is still
the major player in the field of education.
We need to stop wasting our efforts on trying
to untie the Gordian Knot of public educa
tion. There is but one solution to the crisis:
the tie between school and state must be
cleanly cut. D
Mr. Leef is Legislative Aide. to State Senator
David Honigman of Michigan and an Adjunct
Scholar with the Mackinac Center for Public
Policy in Midland, Michigan.
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Former Congressman Ron Paul

The situation is alarming, but there is some good news about
higher education in America. One college-The CSW Freedom
School-is swimming strongly against the academic tide toward
socialism.

If you are an adult concerned about the future of higher
education in America, or if you are a student looking for a solid
education, you will want to participate in building The CSW
Freedom School. Please call or write us today for more
information.
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The CSW Freedom School
College of the Southwest
6610 Lovington Highway

Hobbs, New Mexico 88240
(800) 530-4400

Dr. Hans F. Sennholz
President,· FEE

"The CSW Freedom School is unique in its effort to rethink
higher education and offers a new generation of
Americans the intellectual tools needed to restore
American greatness."

Founded in 1962, College of the Southwest is a private,
independent four-year liberal arts college based on Christian
ideas and principles. College of the Southwest neither seeks nor
accepts state or federal financing. It relies entirely on fees paid
by students and gifts from those who understand and agree with
its philosophy of education. The CSW Freedom School is a new
and innovative program of classroom instruction, reading,
lectures, conferences, and publications designed to produce
free, humane, and civilized individuals.

Dr. Clarence Carson
Bestselling author and educator

"To study the laws in nature and revelation, and to
induce young minds to abide by these laws-that is the
primary task of education. It is the great mission of The
CSW Freedom School."

"The Freedom School is based upon an idea whose time
has surely come. If men are to be free in any society and
under any government, that freedom must be solidly based
on enduring foundations. In identifying and setting forth
these foundations, as well as teaching them to those
willing to learn, The Freedom School is set on the right
course."

The press is filled with horror stories about higher education in
America: college teachers and textbooks that attack Western
civilization, administrators who enforce "politically correct"
views, and college courses that have no intellectual or spiritual
value.

Address _

Name _

Please send me more information about
The Freedom School.
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PERSPECTIVE

Destructive Achievement
Twenty-five years ago I met a nineteen

year-old man who liked to brag that he had
"tom up" seven cars. Apparently that was
the only noteworthy thing that he had ever
done. Today he would be forty-four years
old, assuming he is still alive. Recently I
wondered what had happened to him and
what he is now doing.

Is he still tearing down the achievements
ofothers? If so, how does he justify it? How
does he "get away" with it?

Might he be a member of the political
establishment that limits the amount of land
that farmers may cultivate? Might he be
blocking the work of loggers, or of coal
miners, or any of uncounted other produc
tive individuals?

At least the young man was honest about
what he did. He said that he "tore up cars."
His specialty was overwhelming transmis
sions but anything that would disable a car
satisfied him. He knew that what he did was
destructive, was counterproductive, and he
made no bones about it.

Unfortunately, the advocates of various
causes and the elected officials and bureau
crats who assist the advocates claim to be
guided by nobler motives. But their coun
terproductive actions are often far more
harmful to the economy, and particularly to
others, than was the warped young man who
tore up cars as a way of satisfying his need
to· achieve.

Unless the car wrecker caused an acci
dent that involved someone else---and, for
tunately, he had not at the time I met
him-the damage which he caused affected
primarily his own property and·economic
well-being.

Those who seek to limit the productive
actions of others may appear to be less
deserving of our condemnation but, in real
ity, they actually do far more total damage
than did the car wrecker.

This is not to excuse the young man. It is
simply to point out that seemingly respect
able people who claim that they are acting
with good motives, even sacrificing for the

274



benefit of others, are often either hypocrit
ical or else are fooling themselves when they
act in ways that destroy far more than did
the young man who "tore up cars."

-ROGER CLITES

Professor Clites teaches at Tusculum Col
lege in Tennessee.

The Role of the West
Americans do not share a common ances

try and a common blood. They and their
forebears come from every comer of the
earth. What they have in common and what
brings them together is a system of laws and
beliefs that shaped the establishment of the
country, a system developed within the
context of Western Civilization. It should
be obvious, then, that all Americans need
to learn about that civilization if we are to
understand our country's origins, and share
in its heritage, purposes, and character....

The assault on the character of Western
Civilization badly distorts history. Its flaws
are real enough, but they are common to
almost all the civilizations known on any
continent at any time in human history.
What is remarkable about the Western her
itage and what makes it essential is the
important ways in which it has departed
from the common experience. More than
any other it has asserted the claims of the
individual against those of the state, limiting
its power and creating a realm of privacy
into which it cannot penetrate....

It has produced the theory and practice of
the separation of church from state, thereby
protecting each from the other and creating
a free and safe place for the individual
conscience. At its core is a tolerance and
respect for diversity unknown in most cul
tures. One of its most telling characteristics
is its encouragement ofcriticism ofitselfand
its ways. Only in the West can one imagine
a movement to neglect the culture's own
heritage in favor of some others.

-DONALD KAGAN

(Excerpts from an address to Yale Univer
sity freshman class, September 1, 1990)

PERSPECTIVE

The Blessings of Earthquakes?
A January New York Times article cited

experts who claimed that the Kobe earth
quake could give a boost to a Japanese
economy struggling to recover from a long
recession. Henry Hazlitt has passed on, but
I imagine he would have said, "There you go
again using the 'broken-window fallacy.' "

"The broken-window fallacy, under a
hundred disguises, is the most persistent in
the history ofeconomics," Hazlitt observed
in Economics in One Lesson. The fallacy is
"solemnly reaffirmed" daily by editorial
writers and' 'professors ofeconomics in our
best universities" who see "almost endless
benefits in enormous acts of destruction"
with its consequent stimulation of produc
tion.

Of course, what makes the fallacy so
initially tempting is that the "experts" are at
least right in the first conclusion that there
will be more business for the construction
industry. But this new activity arises at the
opportunity cost of lost business elsewhere,
which will not occur because money is
redirected toward reconstruction. As Haz
litt put it, the experts "see only what is
immediately visible to the eye" while ne
glecting the invisible costs to the rest of the
economy.

Hazlitt was right. Resist the temptation
of the broken-window fallacy! If the fallacy
is accepted, we should then be prepared to
accept bombing campaigns as part of the
next fiscal stimulus package!

-THOMAS L. MARTIN

Dr. Martin is an Associate Professor
of Economics at the University of Central
Florida in Orlando.

This item is an adaptation ofhis letter to
the editor, the New York Times, published
January 25, 1995.

For more on Henry Hazlitt's enduring
influence, see page 276.
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Henry Hazlitt:
Journalist of the Century

by Llewellyn H. Rockwell, Jr.

Henry Stuart Hazlitt wrote brilliantly
and presciently for more than eight

decades on culture, government, econom
ics, and political affairs. He warned against
deconstructionism, against Freudianism,
and against the attack on reason. He cen
sured the income tax, central banking, the
New Deal, Keynesianism, socialism, war
socialism, price controls, unionism, the wel
fare state, and deficits.

Like one of the great Romans he admired,
he had more than knowledge and talent. He
had a vigorous will, strong moral convic
tion, and supreme courage. He was never
discouraged, and never slackened in the
fight.

His lifetime bibliography-recently com
piled by Jeff Tucker*-includes a novel, a
trialogue on literary criticism, two large
treatises on economics and moral philoso
phy, several edited volumes, some sixteen
other books, and countless chapters, arti
cles, commentaries, reviews-more than
6,000 entries in all-and even so, this figure
cannot include everything, because so many

Mr. Rockwell is president of the Ludwig von
Mises Institute in Auburn, Alabama. This speech
was delivered at a Mises Institute Conference
commemorating Henry Hazlitt, held on Novem
ber 28,1994, in New York City.

*Henry Hazlitt: A Giant of Liberty (Auburn,
Ala.: Ludwig von Mises Institute, 1994), 158
pages.

of his earliest works were unsigned and
uncollected. Hazlitt himself once estimated
that he had written 10 million words, and
that his collected works would run to 150
volumes.

Yet he lost every prominent job he ever
held-literary editor at The Nation, top
editorialist at the New York Times, weekly
columnist at Newsweek-because he re
fused to bend or compromise.

Family circumstances prevented him
from getting a complete formal education,
so he read all the classics of ancient and
modern literature on his own initiative,
while working in jobs that offered very low
pay.

Harry Hazlitt was born on this day, one
hundred years ago, in Philadelphia. His
father died when Henry was a baby, and
when he was six, his mother enrolled him in
Girard College, a home for' 'fatherless white
boys" set up by a local philanthropist. His
mother remarried and they moved to Brook
lyn when Henry was nine, where he at
tended public schools. His earliest ambition
wasto become a psychologist' 'like William
James," but his family's financial situation
forced him to give up that idea. Mter a year
and a half at City College, he had to look for
a way to earn money.

Late in life, he told the story of his job
search to an interviewer, not passing up the
opportunity to explain something about la
bor economics:
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I had no skills whatever. So I would get a
job, and I would last two or three days and
be fired. It never surprised me or upset
me, because I read the Times early in the
morning, went through the ads, and I'd
practically have a job that day. This
shows what happens when you have a free
market. There was no such thing as a
minimum wage.... There was no such
thing as relief, except maybe ... a soup
handout. . . . [T]here was no systematic
welfare. You had a free market. And so I
usually found myselfat ajob the next day,
and I'd get fired about three or four days
afterthat. ... I didn't have the skills. But
each time I kept learning something, and
finally I was getting about $3 or $4 a week.

This was at the same time that he was
systematically reading the ancient and mod
ern classics. "At some point I decided that
I wanted to be a newspaperman," he ex
plained, "because it was the only way I
could see to get into writing. " At the age of
20, when he finally got a job at the Wall
Street Journal as a stenographer, he had
already finished his first book, Thinking as a
Science, which was published in 1915.

His first book, like everything he ever
wrote, made a strong argument and made it
well. "I don't think it's worthwhile," he told
an interviewer late in life, "if you haven't
made up your mind, to write a piece saying,
'Well, on one hand, but on the other hand.' "

The "Essential Qualities"
Whatever Hazlitt wrote, it was always in

clear and virile English. He adhered to the
rule he set out for himself: "aim first at the
essential qualities-coherence, clarity, pre
cision, simplicity, and brevity. Euphony
and rhythm are of course also desirable, but
they are like the final rubbing on a fine piece
offurniture-finishing touches justified only
if the piece has been soundly made."

In 1916, he left the Wall Street Journal to
write editorials for the New York Evening
Post, then wrote the monthly newsletter of
the Mechanics and Metals National Bank,
and later worked for the New York Evening
Mail. While at the Mail in 1922, his second
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book appeared. The Way to Will Power was
a defense of individual initiative against the
deterministic claims of Freudian psycho
analysis.

Hazlitt's reputation as a writer and
thinker had grown, thanks also to his re
views and essays on authors as diverse
as Garet Garrett, Spinoza, Santayana,
Mencken, and Bertrand Russell. A 1927
essay entitled "Bertrand Russell's Uni
verse" attracted the attention of the British
author, who, at the time, was widely con
sidered (probably incorrectly) to be the most
brilliant man alive.

Russell so admired the young journalist's
talent that he and his publisher asked Hazlitt
to write the philosopher's official biography.
Hazlitt spent much of 1928 and 1929 inter
viewing Russell in New York. One day,
however, Russell announced: "You know,
I have had a very interesting life. I think I'd
like to do my own autobiography."

At The Nation
In the meantime, the editors of The Na

tion had noticed Hazlitt' s work and hired
him as literary editor. "The Nation was
pretty much a leftist magazine then, as it has
always remained," he explained to an in
terviewer. "One of the reasons they took
me on was that they wanted me not only to
write and handle the book reviews but to be
able to write editorials on economic sub
jects." And his work there was extraordi
nary. He wrote on contemporary literature
as a springboard to his own rich observa
tions on philosophy, culture, history, eco
nomics, and politics.

He condemned modem education for for
getting the classics and laughed at Marxian
attempts to read polylogism into the great
works of the ancients . No matter how
shoddy the rest of the magazine, Hazlitt's
prose shone through: always provocative,
always tightly written, and always worth
reading. While there, he penned an early
refutation of literary deconstructionism,
The Anatomy of Criticism. It is still a fas
cinating work on standards in literature.

But he never lost his interest in econom-
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ics. And from time to time, the editors
allowed him space in the economic and
political section of the magazine. One of his
first articles in the area appeared in 1931.
It was called "Rubber Money and Iron
Debts," a phrase which pretty much sums
up the era. He carried with him a passion for
sound money the rest of his life.

If you want to read a magnificent attack
on the New Deal abandonment of the gold
standard, look at "Shall We Devaluate the
Dollar? Parts 1 and 2," which appeared in
March 1932 in The Nation. Or take a look at
his classic attack on socialist George Soule,
which appeared two months later. Even
better, take a look at his defense ofhoarding
at the height of anti-hoarding hysteria in
March 1933.

Hazlitt was not trained as an economist,
although few scholars were as familiar with
the relevant literature. He was inspired
initially by the writings of Philip Wicksteed,
a disciple of early Marginalist William Stan
ley Jevons, and later by the works of Her
bert Spencer.

Over the course ofhis life, Hazlitt became
more and more opposed to government
intervention in the economy, and time and
again he refused to give in to pressure from
publishers and editors to change his views.

The first time he was squeezed out of a
prestigious job was in mid-1933, when he
squared off with Louis Fischer on the cause
of the Depression. Fischer took the position
that events confirmed the Marxian theory of
economic crisis under capitalism. Hazlitt,
though unfamiliar with the totality of the
Austrian theory of the business cycle, ar
gued that the Depression was caused by
loose credit and subsequent interventions in
the labor market.

It was a rigorous and free-wheeling de
bate. But the other editors must have real
ized how important it was to the future of
government policy and the fate of progres
sivism itself. So at the end of Hazlitt's last
piece, they wrote the following: "The dis
cussion in the foregoing articles of the
causes of the present economic debacle and
possible ways out will be commented upon
editorially in a forthcoming issue." Need-

less to say, The Nation's editors sided with
the socialists. Hazlitt, suddenly condemned
as a reactionary, was out. His adherence to
principle had led to his ouster.

In the early thirties, the literary set also
turned against H.L. Mencken, founding ed
itor ofthe American Mercury, because ofhis
opposition to the New Deal. When Mencken
decided to tum the journal over to a new
editor, he named Hazlitt, calling him the
"only competent critic ofthe arts that I have
heard of who was at the same time a
competent economist, ofpractical as well as
theoretical training. " And, Mencken added,
"he is one of the few economists in human
history who could really write. " True to his
indefatigable spirit, Hazlitt's first article,
"The Fallacies of the N.R.A.," was an
implicit attack on the entire American Left,
including The Nation.

The Times Years
Hazlitt was only the editor for a short

while, before he decided to go back into
newspaper work. In those days, even the
New York Times was not as left wing as it is
today, and the paper hired Hazlitt to write
editorials and review essays, which he did
from 1934 to 1946.

Appearing almost daily, his editorials
covered an extraordinarily wide range: the
dangers of economic controls, the evils of
abandoning the gold standard, the stupidity
of Blue Eagle planning, the idiocy of pro
tectionism, the evils of wartime price con
trols, the fraud of Social Security (he was its
original prophet of doom), the glories of
G.K. Chesterton, the fallacies of Keynesian
economics, the futility of foreign aid, the
importance ofa free market in securities, the
hazards of an inflationary monetary policy,
the ill-effects ofunionization, and much more.

During this time, he met the emigre econ
omist Ludwig von Mises, whose work Haz
litt had admired. Hazlitt and Mises became
fast friends, and Mises thrilled to Hazlitt's
editorial blasts against government plan
ning, and often consulted Hazlitt on edito
rial matters and contemporary politics. It is
said that Hazlitt even prepared, at Mises'
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request, a version of Human Action as a
journalist would have written it. Mises
thanked him, but rejected most of the
changes.

While at the Times, Hazlitt did whatever
he could to hold back the tide of statism. He
maintained for 12 years a rapid-fire daily
assault against the central state. Whether
warning against devaluation or economic
embargoes against Japan, which helped lead
to Pearl Harbor, he emerges as a true prophet.

Scholars who look back at this period
through the eyes of the New York Times
editorial page might expect to find 100 per
cent support for Franklin D. Roosevelt. But
they are shocked. For Hazlitt-against al
most all elite opinion-was at work against
FDR. When the American Left discovered
this, they arranged for his departure.

But while there, he did a fantastic amount
of good. We know FDR received daily
reports on New York Times opinion. So did
his so-called "brain trust." How much did
Hazlitt hold them back? How much worse
would the New Deal have been? The same
could be asked after the war. Whatever
steps were taken away from price controls
and unionization could be due in part to his
influence.

In 1938, before he had met Mises, Hazlitt
wrote a review of Mises' Socialism, calling
it the most devastating analysis of the sys
tem ever written. He became so enthralled
with the economic calculation debate that
later in the same year he negatively re
viewed various responses to Mises, includ
ing Polish socialist Oskar Lange's. It could
be said that it was Hazlitt who fully intro
duced Mises to American audiences. Later
he followed up with reviews of Human
Action, Bureaucracy, and many others. And
six years after he first reviewed Socialism,
he reviewed Hayek's Road to Serfdom, and
gently criticized Hayek's concessions to the
social democracy that Hazlitt had spent his
life fighting.

His studies on the calculation debate
became a novel nearly 15 years later, titled
The Great Idea, and later, Time Will Run
Back. And talk about prescience! It con
cerned how to transform a socialist system

into a free market-at a time when most
people thought socialism was the unstoppa
ble wave of the future.

Hazlitt enjoyed his years at the Times, yet
as with his previous positions, he eventually
came under pressure from the publisher to
compromise himself. Hazlitt had taken on
Keynes' plans to reconstruct the monetary
system after the war, and predicted world
wide inflation in the decades ahead. The
Times, however, was moving to the Left,
and so wanted to endorse the Bretton
Woods agreement, including the World
Bank and International Monetary Fund.

"Now, Henry," Times publisher Arthur
Sulzberger said to him, "when 43 govern
ments sign an agreement, I don't see how
The Times can any longer combat this."

"All right," Hazlitt said, "but in that case
I can't write anything further about Bretton
Woods. It is an inflationist scheme that will
end badly and I can't support it." Hazlitt
was not fired immediately, although at one
point, management threatened to put a dis
claimer under his editorials. Soon after, he
was squeezed out, but landed a job with
Newsweek, and became one of the most
influential financial writers in the country.
His weekly "BusinessTides" column was
enduringly popular. Surveys of the reader
ship invariably showed that many subscrib
ers took the magazine solely to read this
column. I was among them.

While at Newsweek, his Economics in
One Lesson appeared. As one of the most
influential books on economics ever written,
it has sold nearly one million copies and is
available in at least ten languages. Hazlitt
argued that government intervention fo
cuses on the consequences that are seen,
and ignores those that are not. These include
wealth not created and even destroyed by
regulation, inflation, and taxation. In 1947,
he wrote Will Dollars Save the World?, a
book attacking the Marshall Plan, which he
saw as an international welfare scheme. The
subsequent history of U.S. foreign aid
shows just how right he was.

In 1950, Hazlitt took on additional respon
sibilities to become editor, along with John
Chamberlain, of the fortnightly magazine
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Henry Hazlitt (1894-1993)

The Freeman. He continued writing for The
Freeman after its acquisition by the Foun
dation for Economic Education in the mid
fifties. Some of his best articles published
there were later collected into FEE's The
Wisdom ofHenry Hazlitt.

In 1959, Hazlitt came out with The Failure
ofthe "New Economics," an extraordinary
line-by-line refutation of John Maynard
Keynes' General Theory. And though it was
panned by the American academic journals
at the time, it enlivened a growing move
ment favoring free markets over state plan
ning. It continues to be an essential re
source. A year later, Hazlitt collected a
series of scholarly attacks on Keynes as The
Critics of Keynesian Economics, also still
very useful.

In the mid-sixties, Hazlitt tumedhis at
tention to the ethical basis of capitalism.
Thus his book The Foundations ofMorality ,
which he called his proudest achievement.

Now recall that during this time, he was
still writing a weekly column for Newsweek,
and speaking all over the country, meaning
he was already busier than most academics.
But after 20 years, another parting occurred
in 1966. As Kenneth Auchincloss, managing
editor, wrote years later, "At the time he
was writing, there were readers-and per
haps even some Newsweek editors-who
must have considered him old-fashioned,
out of touch with the times. But Henry
would never have considered trimming his
opinions to the patterns of the day."

After he left Newsweek, he wrote a pop
ular weekly column for the Los Angeles
Times, which was syndicated around the
country. Then he embarked on some new
books.

He wrote Man vs. the Welfare State,
which demonstrated that welfare promotes
what it pretends to discourage. This was
20 years before Charles Murray's Losing
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Ground. Then he wrote The Conquest of
Poverty showing us how to get out of the
welfare mess. In it he refuted such schemes
as Milton Friedman's negative income tax,
and urged immediate abolition of welfare.

His last complete book was published in
1984, when Hazlitt was 90 years old. It was
a collection-the only one then in print-of
the best writings of the Stoic philosophers
Seneca, Epictetus, and Marcus Aurelius.

An unfinished manuscript of what would
have been his last book sits in his collection
at Syracuse University. It is a skeptical look
at animal rights. His last published scholarly
article appeared in the first issue of the
Review ofAustrian Economics, the journal
co-published by the Ludwig von Mises In
stitute.

The Future of Liberty
Thirty years ago tonight, a group of

friends gathered in this city on the occasion
of Hazlitt's 70th birthday. It was only weeks
after Lyndon Baines Johnson had been
elected, and these freedom lovers were
saddened at the state of the world, but at the
same time ready to fight. Ludwig von Mises
paid tribute to his "distinguished friend."
"In this age at the great struggle in favor of
freedom and the social system in which men
can live as free men, you are our leader. You
have indefatigably fought against the step
by step advance of the powers anxious to
destroy everything that human civilization
has created over a long period of centuries.
. . . You are the economic conscience ofour
country and of our nation." "Every friend
of freedom may today, in this post-election
month, be rather pessimistic about the fu
ture. But let us not forget that there is rising
a new generation of defenders of freedom. "
"If we succeed," Mises said to Hazlitt, "it
will be to a great extent your merit, the fruit
of the work that you have done in the first 70
years of your life."

Hazlitt then reflected on his life, and in so
doing painted a dark picture of the state of
human liberty. Yet "none of us is yet on the
torture rack; we are not yet in jail; we're
getting various harassments and annoy-

ances, but what we mainly risk is merely our
popularity, the danger that we will be called
nasty names."

"We have a duty to speak even more
clearly and courageously, to work hard, and
to keep fighting this battle while the strength
is still in us.... Even those of us who have
reached and passed our 70th birthdays can
not afford to rest on our oars and spend the
rest of our lives dozing in the Florida sun.
The times call for courage. The times call for
hard work. But if the demands are high, it is
because the stakes are even higher. They are
nothing less than the future ofhuman liberty,
which means the future of civilization."

The great voice of Henry Hazlitt, "the
economic conscience ofour country and our
nation," is now stilled. But thisjoumalist of
the century will not be forgotten. In a time
dominated byprevaricators and planners, in
a nation still threatened by statism, Hazlitt's
written legacy, will continue to inspire writ
ers and scholars.

We need more economists like Henry
Hazlitt, who are willing to write in defense
offree enterprise, and do so in plain English
and to adhere to principle, whether analyz
ing history, theory, or present policy, re
gardless of the personal cost.

If we win, as Mises said, we can in part
thank Henry Hazlitt. Yet Hazlitt has never
gotten his due. And we know why: because
he was right-right about the New Deal, right
about Keynes, right about the attack on rea
son, right about the welfare state, right about
inflation, and right about the morality of
capitalism. Our age cannot tolerate that.
The intellectual establishment has too much
invested in the present failure to admit who
the real prophets of this century are.

Henry Hazlitt, although he made a pro
found difference in our age, seemed some
times to be from another time. He had the
breadth and gravitas of a Cicero, the moral
force of a Tacitus, and like his beloved
Stoics, lived a life of honor and principle.
The ancient republic of Rome would have
cherished him. So should we. And if we
restore the American republic, his bust
should someday stand in our Senate, among
those of our greatest men. D
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H. G. Wells in Russia

by Martin Gardner

T oday's college students, preoccupied
with everything except a liberal educa

tion, have only the dimmest awareness of
how many famous writers, artists, and
thinkers around the world were once under
the magic spell of Communism. They have
no conception of how many bright, attrac
tive young people in American universities
during the 1930s called each other "com
rade," exulting in the delusion that they
were part of a vast, inevitable Revolution
destined to overthrow an evil capitalism.

The Soviet Empire has now crumbled,
Communist parties are dissolving, the old
tricolor Russian flag has replaced the ham
mer and sickle, statues of Lenin have been
toppled, and Marxist ideology is dead ex
cept in the atrophied brains of a few elderly
die-hards around the globe. As history takes
this unexpected turn, it is good to remember
that from the beginning-not just among
conservatives but among democratic social
ists-there were many who saw clearly that
Marxism was a weird mystique set forth by
an egotistical crank.

In 1920, three years after the Bolsheviks
seized power, two of England's most influ
ential writers, Bertrand Russell and H. G.
Wells, made trips to Moscow to converse
with Lenin. Each recorded his negative
impressions in a book. Russell's Practice
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and Theory ofBolshevism is the more per
ceptive ofthe two books, but it is still in print
and widely known. Here I shall focus on the
book by Wells, Russia in the Shadows,
because it has been almost totally forgotten.
It deserves to be read today for three rea
sons: its vivid account of Russian chaos
following the first world war, its portrait
of Lenin, and its insights into Wells' early
opinions of Marx and the future of Russia.

Wells made three visits to Russia. The
first, accompanied by Maurice Baring, was
in 1914, just before the outbreak of war, to
see his old friend Maxim Gorky. Gorky's
secretary and mistress was then the Count
ess Benckendorff, formerly Moura Zak
revskaya. She had been planted on Gorky
as a government spy. But Moura had told
Gorky this. Admiring her straightforward
ness, Gorky did not seem to mind.

In 1920, when Wells returned to Russia,
Gorky (a personal friend of Lenin) arranged
for Moura to be Wells' guide and inter
preter. Although there is no hint of it in
Wells' book, he fell passionately in love with
her. The full story of this beautiful and witty
woman has yet to be told, although Anthony
West, Wells' illegitimate son by Rebecca
West, devotes many pages to her in his
biography of Wells. "My father could not
reason himself out of his intoxication with
her, and however little future his passion
might seem to have, he went home with it
burning in him."

Wells' account of his 1920 trip first ran
as a series of articles in London's Sunday
Express, instantly boosting that paper's cir-
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culation by 80,000. Hodden and Stoughton
brought the series out as a book in 1920, the
same year that Russell's book appeared.

Wells went first to S1. Petersburg (later
renamed Petrograd, then Leningrad, now
back to St. Petersburg) to renew his friend
ship with Gorky. Since 1914 Moura had
been imprisoned several times by the Bol
sheviks, and was now forbidden to leave
Petersburg to return to her children in
nearby Estonia.

Petersburg, Russia's second largest city,
was in a state of almost total ruin. The old
Czarist order had collapsed because ofwhat
Wells called its "inherent rottenness." The
Bolsheviks had snatched power from the
democratic but indecisive Mensheviks.
There had been much killing to establish
order and there was a crude rationing sys
tem for food and goods. Everywhere was
evidence of a "vast irreparable break
down. " Shops were closed, clothes were
shabby, roads were terrible, houses had
been torn down for firewood. A black mar
ket flourished, though occasionally a profi
teer was caught and shot. Men were un
shaven only because they had no razor
blades. Hospitals had broken down. Medi
cines were unavailable. Everybody looked
sick and sad. People stood for hours in long
queues to get bread. Wherever Wells
looked, and he was allowed to roam freely,
he saw nothing but decay and desolation.

Over and over again Wells insists that this
decay was not the product of Bolshevism
but the cause. "It was not Communism
which built up these great, impossible cities,
but capitalism. It was not Communism that
plunged this huge, creaking, bankrupt em
pire into six years of exhausting war. It was
European imperialism. Nor is it Commu
nism that has pestered this suffering and
perhaps dying Russia with a series of sub
sidized raids, invasions and insurrections,
and inflicted upon it an atrocious blockade.
The vindictive French creditor, the journal
istic British oaf are far more responsible for
these deathbed miseries than any Commu
nist. "

The Communist Party, Wells stressed,
was at the moment the only possible gov-
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ernment for Russia. Small in number, the
Bolsheviks had been able to take over dur
ing the confusion that followed six years of
war because they were the only party with
a clear vision. Its leaders, Wells believed,
were fanatical but honest. He acknowledged
their brutalities, but suspected that a Red
Terror, inspired by hate, was the only way
order could have been restored.

Russell, whose visit to Russia preceded
Wells', found Gorky dying along with Rus
sian culture. Wells chides Russell for this.
Russell had simply caught Gorky with a bad
cold, then his imagination led him into a
"dark and purple passage." Although
Gorky was a great admirer of Lenin, Wells
found him bitter toward the Communist
Party, and strong in his respect for Western
science and literature. Now thanks to Bol
shevik efforts to prevent counterrevolution
ary forces, Russian art, literature, and sci
ence had almost disappeared. Eminent
scientists were without funds or access to
Westernjournals. "The crude Marxist phi
losophy," Wells wrote, "which divides all
men into bourgeoisie and proletariat, which
sees all social life as a stupidly simple
'class war,' had no knowledge of the con
ditions necessary for the collective mental
life."

Amazingly, only in plays and operas did
pockets of the old culture persist. "When
one faced the stage, it was as if nothing had
changed. " Another hopeful sign was the
government subsidy for a vast encyclope
dia, though how would it be distributed?
Wells granted that the Bolsheviks were
basically honest, but they were also naive
and simpleminded. Astonished to find them
selves in power, they were without plans
or ideas. "Marx the Prophet and his.Sacred
Book" provided no leads. Although Marx
had given a good factual account of the evils
of unfettered capitalism, he offered no blue
prints for what would replace it. All he did
was intimate vaguely about the new para
dise that would eventually result after a
temporary socialist phase had withered
away. Communism, wrote Wells, was like a
magician who had lost his rabbit and could
produce nothing from his hat.
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An Active Hostility
Toward Marx

In a chapter titled "The Quintessence of
Bolshevism" Wells slashed away at Marxist
ideology in two memorable paragraphs:

It will be best if I write about Marx
without any hypocritical deference. I
have always regarded him as a Bore of the
extremest sort. His vast unfinished work,
Das KapitaI, a cadence of wearisome
volumes about such phantom unrealities
as the bourgeoisie and proletariat, a book
for ever maundering away into tedious
secondary discussions, impresses me as
a monument of pretentious pedantry. But
before I went to Russia on this last occa
sion I had no active hostility to Marx. I
avoided his works and when I encoun
tered Marxists I disposed of them by
asking them to tell me exactly what people
constituted the proletariat. None of them
knew. No Marxist knows. In Gorky's flat
I listened with attention while Bokaiev
discussed with Shalyapin the fine ques
tion of whether in Russia there was a
proletariat at all, distinguishable from the
peasants. As Bokaiev has been head of
the Extraordinary Commission ofthe Dic
tatorship of the Proletariat in Petersburg,
it was interesting to note the fine difficul
ties of the argument. The "proletarian" in
the Marxist jargon is like the "producer"
in the jargon of some political economists,
who is supposed to be a creature abso
lutely distinct and different from the
"consumer. " So the proletarian is a figure
put into flat opposition to something
called capital. I find in large type outside
the current number of the Plebs, "The
working class and the employing class
have nothing in common." Apply this to
a works foreman who is being taken in a
train by an engine-driver to see how the
house he is having built for him by a
building society is getting on. To which
of these immiscible does he belong, em
ployer or employed? The stuff is sheer
nonsense.

In Russia I must confess my passive

objection to Marx has changed to a very
active hostility. Wherever we went we
encountered busts, portraits, and statues
of Marx. About two-thirds of the face of
Marx is beard, a vast solemn wooly un
eventful beard that must have made all
normal exercise impossible. It is not the
sort of beard that happens to a man, it is
a beard cultivated, cherished, and thrust
patriarchally upon the world. It is exactly
like Das Kapital in its inane abundance,
and the human part of the face looks over
it owlishly as if it looked to see how the
growth impressed mankind. I found the
omnipresent images of that beard more
and more irritating. A gnawing desire
grew upon me to see Karl Marx shaved.
Some day, if I am spared, I will take up
shears and a razor against Das Kapital; I
will write The Shaving of Karl Marx.

Marxism, Wells wrote, was a cult that
appealed to energetic young men and
women who were aware of capitalism's
excesses and who longed for a new order.
They would have become Marxists if Marx
had never lived. Wells recalls his own
youth. Denied an education, he had worked
long hours in a detestable shop which he
would have gladly burned down if he had
not assumed it was overinsured. Marxism
spread like fire around the world not be
cause Marx was wise but because capitalism
was "stupid, selfish, wasteful, and anarchis
tic. "

Marx saw a "great conspiracy against
human happiness concocted by a mysteri
ous body of wicked men called capitalists."
Wells saw these tycoons as "no more than
a scrambling disorder of mean-spirited and
short-sighted men. " Marxism, with its con
spiracy mania and revolutionary ardor
offered an illusory hope for a quick fix.
Unfortunately, the Bolsheviks had no ex
perience in running a giant nation. Wells
found their incompetence amazing, their
ignorance profound. Repeatedly he was
asked, "When is the social revolution going
to happen in England?"

Every intelligent Bolshevik, wrote Wells,
is bothered by the fact that the revolution



happened first in Russia. According to
Marx, it was to occur in advanced capitalist
countries-first in England, then France,
and Germany, and finally in America. In
stead, it happened in Russia where there
was no specialized working class at all.
Russian factories were worked by peasants
who came and went from villages. There
was no proletariat, in Marx's sense, to unite
with the workers of the world. Slowly dawn
ing on the minds of Bolsheviks was the
"chill suspicion" that what happened in
Russia was not a Marxist revolution at all,
but only the capture of a derelict ship.

Wells tried to convince Russian leaders
that in England there were at least 200
different classes, and the only class-con
scious proletarians he knew were a small
band of Scotch workers under the leader
ship of a gentleman named MacManus.
Wells was amused by the repeated scoldings
that came by wireless to British labor lead
ers because they refused to behave like
Marx said they would. They ought to be
Red. They were just yellow.

In Wells' eyes "never was there so ama
teurish a government. " Their preposterous
ideology was doing irreparable damage to
science and art. The teaching of chemistry
was actually forbidden unless it was Marxist
chemistry. Art and literature were sup
pressed if not politically correct.

Wells visited a school selected by the
government. When children were asked
what Western writers they liked best, Wells'
name dominated! "Such comparatively triv
ial figures as Milton, Dickens, Shakespeare
ran about intermittently between the feet of
that literary colossus." Wells was furious.
The next day he visited a school of his own
choice and found it far superior. There were
no Wells books in its library. None of the
children had ever heard of him.

At a meeting of Petersburg leaders he
heard himself repeatedly praised. They
urged him to write fairly about Russia; not
to emulate Russell who had accepted their
hospitality then gone home to write harsh
criticism. To avoid mistranslations, Wells
wrote down his speech and had it carefully
translated before he gave it. He was not a
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Marxist, he told his listeners. He was a
"collectivist. " He wished Russia well, but
assured them that in England any movement
toward socialism would be peaceful, the
product of education, not class hatred. The
speech was reported fairly in Pravda. The
meeting .ended with everyone singing the
Internationale. Wells realized that in no way
was the meeting democratic. It simply rub
berstamped what it had been told. It was
like "a big bagful of miscellaneous wheels"
compared to an "old-fashioned and inaccu
rate but still going clock."

Wells Meets Lenin
The sixth chapter of Wells' book, titled

"The Dreamer in the Kremlin," describes
Wells' chat with Lenin. He found Moscow
in less disrepair than Petersburg. Its
churches were open. Ten thousand crosses
glittered in the sunlight, and kissing icons
was still a flourishing industry. A sign out
side one church said, "Religion is the opiate
of the people." It had little effect, Wells
observed, because most of the people in the
street could not read.

After a long irritating wait, Wells was
ushered through a labyrinth of passageways
and guards to Lenin's sanctum. Wells was
surprised at how small Lenin was. He had
expected to find a doctrinaire Marxist, but
found him nothing of the sort. He had a
pleasant, quick-changing, brownish face,
lively smile, and a habit of screwing up one
side of his face because of defective vision
in one eye. Speaking excellent English,
Lenin asked the inevitable question. Why is
there no social revolution in England?

Wells in turn wanted to know what Lenin
planned to do with the mammoth country he
found on his hands. There were huge plans.
The cities would become smaller, all Russia
would be electrified, agriculture would be
seized by the state and modernized. "Come
back," he said, "and see what we have done
in ten years." Wells was favorably im
pressed. In spite of Lenin's cumbersome
Marxist baggage, Wells believed that "this
amazing little man" might actually succeed
in revitalizing Russia.
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H. G. Wells lecturing on Soviet Russia.

Wells stressed his faith in evolutionary
socialism. Lenin disagreed. Capitalism was
incurable. It had to be totally overturned.
Their argument ended indecisively, but they
parted warmly. Wells and his Russian
speaking biologist son G. P. ("Gip") who
had accompanied him on the trip returned to
Petersburg, then on to Revel to catch a ship
home. Wells left convinced that Western
nations should do all they could to provide
aid, especially food to prevent a looming
famine during the coming winter. If Russia
were to collapse again, Bolshevism might be
replaced by a new ideology and a dictator
ship worse than Lenin's. Such a collapse,
Wells feared, could spread westward, and
"possibly all modern civilization may tum
ble in."

Leon Trotsky, in his biography of Lenin,
wrote that several years after Wells' visit
Lenin had said of Wells, "Ugh! What a
narrow petty bourgeois he is! He is a phi
listine! Ugh! What a philistine!" Anthony
West, in his biography ofhis father says that
he thinks Trotsky fabricated Lenin's remark
out of whole cloth.

Although Russia in the Shadows sold well
in England, it was bitterly denounced by

Communists for its attacks on Marx, and by
conservatives for its tolerance of the Rus
sian experiment and for its admiration of
Lenin. Winston Churchill, who correctly
perceived Communism as a growing cancer,
blasted Wells' book in The Daily Express
(December 5, 1920), followed by Wells'
reply. Churchill and Wells had long been at
odds. Wells would later caricature him as
Rupert Catskill in his science fantasy Men
Like Gods (1923). Arch-conservative Henry
Arthur Jones was so enraged that he bar
raged Wells with abusive letters which he
later published as a book My Dear Wells
(1921).

Wells' Defective Vision
Who today can fault Wells for seeing

clearly through the shams of Marx, and for
his fears that Bolshevik fanaticism would
stifle Russian science and culture? But there
are three glaring defects in his book.

Wells was curiously unimpressed by the
absence of democracy in the new Russia.
Not once did he ask Lenin if there were
plans for free elections and secret ballots.
Wells had never been keen on allowing



uneducated people to vote, preferring in
stead a state governed by an appointed elite
of scientists and technicians. Perhaps he
bought the Bolshevik notion that a democ
racy of sorts operated in Russia as decisions
made by low-level party cells filtered up
ward to the Kremlin. There is no excuse for
Wells not realizing that without a vigorous
democracy, and a press free to criticize,
there could be no guarantee that a tyrant
would not gain total control, as indeed one
did.

Nor did Wells show an awareness that a
free-market economy, combined with pri
vate property, is a far more efficient way to
produce food and goods than a command
economy that stifles initiatives and regulates
with a clumsy, easily corrupted bureau
cracy. As a democratic (of sorts) socialist,
Wells shared Marx's indictment of unre
strained capitalism, but he did not under
stand, as even democratic socialists do to
day, that a modern economy must be
founded on free markets.

Finally, as an atheist himself, Wells was
not appalled by Lenin's efforts to eliminate
Christianity from Russian culture and estab
lish atheism as a state "religion." Wells
should have realized that efforts to stamp
out religious faith, especially in a culture as
deeply pious as Russia, would only alienate
the masses and increase their hostility to
ward the government. As we now see, the
Russian people are hungry as ever for the
right to worship God, and flocking back by
the millions to their newly opened churches.
Some Russian leaders are even daring to end
their speeches with "God bless you"!

This is not the place to cover the history
of Wells' growing realization that nothing
good would ever come from the Russian
experiment, and that universal suffrage was
essential for the health of any nation. In
1934, during his three-hour conversation
with Stalin, Wells tried to persuade Stalin
that Roosevelt's New Deal was the begin
ning in America of a movement toward
socialism, and that the world's two great
superpowers should seize the chance to
work together for a world socialist state.
Stalin countered, as had Lenin, with the
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usual Marxist bromides. American capital
ists were simply making a few trivial con
cessions to stay in power. They would never
give up without a workers' revolt that would
totally overthrow them.

Wells' last full-length novel, Babes in the
Darkling Wood (1940), was about the dis
enchantment of two young Stalinists, a
change of heart triggered by Stalin's inva
sion of Finland. Hard as it is to believe,
Wells still clung to his view that Stalin was
a sincere, essentially decent fellow who was
caught in the coils of a worthless ideology.
By 1940 many books had accurately de
scribed Stalin's terror-the millions of in
nocents he had shot or sent to die in the
Gulag-but Wells either had not read them
or he knew about them and did not believe
them. His last great outburst of anger, Crux
Ansata (1943) was directed not against the
crimes of Stalin, but against what he con
sidered the crimes of Roman Catholicism.
When Wells died in 1946, soon after the first
atom bomb fell on Japan, he had given up
hope that humanity could save itself from
wars that would plunge it back to barbarism.

Many of Wells' prophecies were eerily
accurate. As early as 1914, in his science
fiction novel The World Set Free, he de
scribed a second world war beginning in
the forties in which "atom bombs" were
dropped from planes. The one great event he
totally failed to see was the abrupt collapse
in the U.S.S.R. of its entire Marxist-Engels
Leninist-Stalinist heritage.

As I write, Russia is back in shadows
strangely similar to those Wells encountered
in 1920. Its economy is in chaos, famine is
again a threat, and help from the West is
desperately needed. As in 1920 its leaders
have only the vaguest plans for restructuring
a shattered empire along democratic and
free-market lines. It is one ofthe magnificent
and ironic surprises of history that this great
culture, after 74 years of brutal Communist
dictatorship, is now eager to construct a
political and economic system of the very
sort that Marx regarded as something so
malevolent that it had to be destroyed ut
terly by workers of the world who had
nothing to lose but their chains. D
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"Zero Inflation":
A Flawed Ideal

by George A. Selgin

L ately a consensus has formed among
policymakers that a stable price level or

"zero inflation" should be the goal of mon
etary policy. Federal Reserve Chairman
Alan Greenspan has recently expressed
sympathy for this view, long favored by
some other members of the Fed Board of
Governors. A few years ago the House
Subcommittee on Domestic Monetary Pol
icy introduced a Joint Resolution that would
have required the Fed to achieve and main
tain zero inflation within five years. Today,
Congress is considering amending the 1978
Humphrey-Hawkins Act so as to make
achievement of zero inflation the sole object
of monetary policy.

Zero inflation is, to be sure, a more
realistic goal for monetary policy than such
things as "full employment" or economic
"fine-tuning." Nevertheless, it is far from
being the ideal policy its advocates proclaim
it to be.

Price Stability or
Stability of Spending?

The zero inflation norm goes back to
classical economics and has inspired count
less monetary-reform proposals during the
last 100 years. One would think that such a
longstanding ideal must be solidly grounded

Dr. Selgin is AssistantProfessor ofEconomics at
the University ofGeorgia and the author ofThe
Theory of Free Banking.

in theory. But the truth is otherwise. In fact
the zero inflation ideal is largely dogma,
founded upon the unrealistic assumption of
a stagnant or stationary economy where the
productivity of labor and capital never
changes.

In such a stationary economy, price sta
bility goes hand-in-hand with stability of
total spending, or "aggregate demand,"
measured in dollar terms. Economists gen
erally favor stability of money spending
because it allows the typical producer tojust
recover his money costs of production,
avoiding depression on one hand and over
expansion of industry on the other. Thus
stability of "aggregate demand" avoids de
viations of real output from its "natural".
level. But zero inflation implies stability of
spending only in a stationary economy. In a
growing economy with more to be bought,
stability of money spending requires falling
prices. In an economy where productivity is
declining, stability of spending requires that
prices generally rise. Because they overlook
the reality of changing productivity, propo
nents ofzero inflation wrongly conclude that
the benefits of stable spending can be had by
keeping the price level constant.

Debtor-Creditor Justice
A popular argument for zero inflation is

that unanticipated price-level movements
lead to unfair transfers of wealth. When
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prices rise unexpectedly, debtors gain at the
expense of creditors because loans are re
paid in dollars having less purchasing power
than when the loans were originally made.
When prices fall, creditors profit at the
expense of debtors. Zero inflation, it is
claimed, would prevent such unjust trans
fers.

Although the argument is valid for a static
economy, a zero inflation policy enforced
in the face of changing productivity would
itself lead to unjust redistribtions of wealth.
Any overall change in productivity implies
a change in real income for the economic
community taken as a whole. Distributive
justice then becomes, not a matter of avoid
ing "windfall" transfers of wealth, but one
of deciding how an increase or decline in
overall wealth should be shared. Imagine
the consequence of an unanticipated, all
around doubling of productivity in the
United States. A halving of product prices
would, here as when productivity is con
stant, double the real burden represented by
each dollar of debt. But most debtors would
be compensated by a doubling of their real
earnings. Creditors, in turn, would enjoy a
higher real return on their loans. But their
gain would merely reflect a pro rata share of
similar gains being enjoyed by the rest of
society. To deprive creditors of their share
by stabilizing the price level would be arbi
trary at best.

Moreover, a zero inflation policy that
would be arbitrary when productivity is
improving could lead to disaster were pro
ductivity to fall significantly. Zero inflation
would then require a forced contraction (via
tight money) ofspending to offset the normal
tendency for the prices of scarcer goods to
rise. Debtors would find their real income
reduced, but the amount of real income
needed to repay each dollar ofdebt would be
unchanged. Few people would call the re
sulting rash of defaults and bankruptcies
"just. "

Helping Prices Do Their Job
Another argument for zero inflation is that

price-level changes interfere with the price

system's ability to allocate resources. Be
cause it takes time and effort to make
money-price adjustments, changes in the
relative values of different goods should be
signaled with as few money-price changes as
possible. Otherwise the risk is great that
incomplete or incorrect price adjustments
will lead to economic waste. Proponents of
zero inflation claim it would allow the price
system to do its job with a minimum of
money-price changes by eliminating any
need for general price changes to offset
changes in the supply of or demand for
money.

This argument, too, is only valid for a
static economy: When productivity
changes, a change in the general price level
is not only consistent with, but essential to
the efficient working of the price system.
Such a price-level change merely reflects
changes in real costs ofproduction. Suppose
for instance that the cost of producing com
puters falls to half its former value, while the
cost of producing other goods remains un
changed. The relative price of computers
needs to fall below its former level. If the
public continues to spend the same amount
of money on computers, buying proportion
ately more units as the money price falls, the
needed relative price adjustment is easily
made by halving the money price of com
puters, leaving other money prices un
changed. Money spending would remain
stable with no need for any increase in
money supply. A zero inflation policy, in
contrast, to keep the average level of prices
constant, would require a monetary injec
tion to enhance spending so that the price of
computers falls by less than one-half and all
other prices rise slightly. The zero-inflation
policy clearly places a greater burden upon
the price system, with greater opportunities
for misdirection of resources.

Likewise, the best way to handle a/all in
output, ·like an OPEC-inspired cut in oil
production, is to allow the fall to be reflected
in higher prices. Manipulating the money
stock to keep prices from rising would
reduce the price-system's ability to convey
useful information about the true state of
resource scarcity.
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Many economists recognize the need to
allow money prices to reflect changing out
put conditions in particular industries. Yet
they refuse to extend their logic to situations
involving general changes in productivity.
They imply that doing so involves a fallacy
of composition. But where lies the fallacy?
They do not say.

If Not Zero InBation, What?
Instead of aiming for zero inflation, a

desirable monetary policy would stabilize
total dollar spending, as measured by the
money value of GNP or (more appropri
ately) sales of final goods and services.
Money GNP stability is automatically ap
proximated by a regime offree banking with
a fixed stock of bank reserves. If a central
bank controls the money supply, it could be
assigned the goal of stabilizing money GNP.
Stable spending would achieve all the really

desirable ends sought by proponents ofzero
inflation, and would do so regardless of the
state of productivity. Under stable spend
ing, sustained improvements in productivity
would necessitate falling prices; but these
would not involve the bad side-effects usu
ally associated with deflation. On the other
hand, falling output would cause "inflation"
of the price level, but without the pernicious
effects of inflations stemming from exces
sive money injections. Finally, because
money supply changes are more closely
related to spending changes than to price
level changes in the short run, a spending
target would be easier to enforce than a
price-level target.

Zero inflation has its merits as a rough
and-ready policy goal. It is certainly better
than the inflationary chaos that prevails in
most fiat money regimes. But as a policy
ideal it leaves a lot to be desired, and is
plainly inferior to a goal of stable
spending. []

Pearl Jam Vs. Ticketmaster:
A Holy War on Reality

by Charles Bilodeau

T he lawsuit initiated last spring by the
rock band Pearl Jam against Ticketmas

ter has once again brought antitrust laws
into the limelight. Time magazine has called
the legal battle "Rock 'n' Roll's Holy
War. ,,1 According to Pearl Jam, Ticketmas
ter is intending to monopolize the ticket
service industry. What is the truth of the
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in geography from Florida State University in
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matter? To find out, let's look at some of the
charges against Ticketmaster in the context
of antitrust laws.

In a memorandum filed with the Antitrust
Division of the U.S. Department of Justice
on May 6, 1994, Pearl Jam asserted that
Ticketmaster has a "virtually absolute mo
nopoly on the distribution of tickets to
concerts." What constitutes a "virtually
absolute" monopoly? Patent law creates
monopolies (single seller positions) in inven
tions and innovations; copyright confers



PEARL JAM VS. TICKETMASTER: A HOLY WAR ON REALITY 291

monopolies in literary/artistic works. Pearl
Jam has a legal monopoly on any songs and
performances they create, as they should.
Does Ticketmaster have a similar monopoly
on tickets? No. Ticketmaster had competi
tion, but its rivals could not manage to
compete.

According to Rolling Stone magazine,
Ticketron, the largest competing ticket ser
vice sold out to Ticketmaster in 1991, after
losing millions of dollars a year from 1988
on.2 Why would Ticketron lose millions of
dollars a year, while Ticketmaster turned a
profit? Ticketron must have operated less
efficiently. In ticketing, as in any contested
market, the companies (or company) that
survive will be the ones who best cut costs,
find new markets, and plan long-term. In
other words, the survivors will be the ones
who make the best business decisions. Un
derstanding this is vital to understand the
"anti-competitive" practices that Pearl
Jam's suit hopes to stop.

What are these "anti-competitive" prac
tices? The Rolling Stone article by Neil
Strauss and Tom Dunkel provides some
examples: "Ticketmaster, it's claimed,
keeps ticket sales organized and revenue
high. This is often at the expense of fans,
however. The service charges that Ticket
master adds to tickets range from $3 to $6
and can add more than 30 percent to a
ticket's face value." The suggestion here,
that Ticketmaster's activities make fans
worse off, involves an economic fallacy.
The error, known to economists as the
"physical fallacy,"3 is examined below.

The article goes on: "One reason these
surcharges are so high is because Ticket
master pays a small fee to venues or pro
moters for every ticket sold in order to
maintain its exclusive contracts with them.
. . . Ticketmaster has even loaned promot
ers money to meet the guarantees ofstadium
acts and has given money to venues for
promotion and marketing.... Several re
cent lawsuits call Ticketmaster dividends
to venues 'kickbacks.'" Ticketmaster, in
other words, is securing long-term arrange
ments. The money Ticketmaster loans or
gives to arenas or promoters to meet guar-

antees is money spent to insure that the
show will be performed.

The question to ask yourself (as an arena
rock fan) here is: What would I rather have?
Fifty extra cents in your pocket is of little
use to you when accompanied by a ticket
to a show that has been canceled because
the venue couldn't meet its guarantees.
Ticketmaster likely started these loans and
promotion subsidies in response to people
who complained after shows were canceled,
Le., to better serve the same people Tick
etmaster is now charged with ripping off.
These policies for insuring that concerts
will be performed are construed as "anti
competitive" because a small-scale ticket
service might be unable to duplicate them.
Yet everyone benefits: the fans, the per
formers, and the venue. Is this somehow
unfair?

The "Physical Fallacy"
The article contains an interesting state

ment by one of Pearl Jam's guitarists, Stone
Gossard: "Our band, which is determined
to keep ticket prices low, will always be in
conflict with Ticketmaster." To judge the
truth-value ofthat statement, a discussion of
the "physical fallacy" is in order.

The basic point is that economic value
doesn't just depend on a good's physical
features; value can also depend on where
or when the good is available. By bringing a
good from the producer to the consumer, a
middleman can add value to that good
despite the fact that the middleman has not
changed (added anything to) its physical
shape. Let's consider what value Ticket
master might be adding to the tickets they
convey.

When a rock band goes on tour, they have
to be selective about the types ofvenues and
number of sites they will play. It would be
as unsuitable for Pearl Jam, a band with a
large national following, to play at local
nightclubs as it would be for a local garage
band to play at Madison Square Garden.
Pearl Jam typically plays big-city arenas
(such as the homes of NBA teams). Small
city venues would offer the band less of a
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chance to recoup expenses. As well, touring
can be a grueling thing. There is a limit on
the number of shows any group can per
form, before touring's effects start to show
up on stage. Some cities, then, will have to
be avoided.

Imagine a hypothetical Pearl Jam fan
who lives in Bakersfield, California. Sup
pose that Pearl Jam has decided to tour once
again, but not to perform in Bakersfield,
because the population of Bakersfield is
too small, and they are going to playa
number of shows at the Forum in Los
Angeles 75 miles away. Our hypothetical
fan, Suzy, is a teenager who works part
time at the Taco Bell near the mall for
minimum wage while going to high school.
She is a dedicated Pearl Jam follower, and
would not think of missing them. If Ticket
master did not exist, and the only source of
tickets to the Pearl Jam concert was the
Forum box office, what options would Suzy
have? She could wait until the night of a
show and drive down to L.A., but if all the
shows had sold out beforehand, she would
either have to pay a scalper's price or drive
home disappointed. Her only other option
for securing a ticket is to drive to the box
office to get tickets at the first chance
possible.

What is involved here? Not only the
hassle ofhaving to drive 150 milesjust to get
tickets (and drive again the night of the
show), but whatever else Suzy could have
done with the time it took to get to L.A., get
to the Forum, and wait in line (remember
that the Forum box office is now the only
source for tickets) and drive back to Bakers
field. How long would this take? Even at the
best times for driving, three hours mini
mum; with L.A. traffic and the wait in line
added in, possibly four. What does this
mean for Suzy? Suppose she takes time off
from her job to make the ticket run, sacri
ficing $4.25 an hour. Multiply $4.25 an hour
by four and you get $17. Add $5 for gasoline
and you get $22. This is the value Ticket
master adds by making tickets available at
Suzy's favorite record store (Tower
Records) in Bakersfield. Even if Ticketmas
ter charges her $6, Suzy has saved $16. And

we haven't even considered the wear-and
tear on her old Toyota.

Sure, not everyone lives 75 miles from the
closest Pearl Jam venue. But almost every
one lives closer to a Ticketmaster location
than to such an arena. The ticket company,
in fact, sees to that. Ticketmaster places its
outlets in malls, music stores, and other
right-on-the-way places, precisely so that
most people will find its service charges
worth paying. A trip to Ticketmaster, ser
vice charge included, is less costly than a
trip to the arena box office.

Economies of Scale
If you believe that having "competition"

from other ticket services would drive down
the price of Ticketmaster's fees, you are
wrong. Why? Economies of scale. Ticket
master was able to "monopolize" ticket
sales because they were the most efficient
in utilizing economies of scale. Their larger
network ofoutlets operates at lower cost per
ticket sold than smaller firms could manage.
(If not, smaller firms could spring up to sell
Pearl Jam's tickets.) An antitrust ruling
against Ticketmaster would work against
the efficiencies that economies of scale al
low.

Antitrust laws are at war with economic
reality. The only way that Ticketmaster
could have allowed the "little guys" to
remain in business would have been to raise
their fees to match the inefficiencies of these
"little guys." Such "price fixing" is no
favor to consumers, and is also illegal in the
screwy world of antitrust. So what were
Ticketmaster's options? Keep prices artifi
cially high and be sued under antitrust
statutes for "price fixing," or make use of
economies of scale and be sued under those
same antitrust laws for "intending to mo
nopolize." Ticketmaster is only the latest
firm caught in the arbitrary, contradictory
world of antitrust, for no other reason than
that they were and are the best in the
business.

A coercive monopoly, Le., a seller whose
potential competitors are excluded by gov
ernment force, can raise prices and limit
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quantities with impunity. The post office is
a good example. But Ticketmaster is not
backed by the government, and competitors
could enter the field if they had a better
method or organization. The methods of
"coercion" described by complainants
against Ticketmaster are not coercion at all.
Ticketmaster has a right not to deal with
anyone it does not wish to. What if arenas
refuse to book certain bands because they
are afraid that Ticketmaster won't do busi
ness with them? I cannot think of a more
telling sign that a business firm has its act
together than that people fear the loss of its
services. And if the owners/managers are
afraid that Ticketmaster will not do business
with them, doesn't that mean Ticketmaster
is leaving room for the "little guys"?

Consider what will happen ifantitrust law
is used to break up Ticketmaster. Remem
ber that Ticketmaster's largest competitor
(the one with the largest economies of scale)
was losing millions of dollars a year trying
to compete. What does this mean? Millions
of dollars a year in extra fees will have to
be paid to compensate for the inefficiencies
of lack of scale. If Ticketmaster's "kick
backs" to promoters (to insure that shows
take place) are ruled illegal, the number of
show cancellations will rise. What will hap
pen if another recession hits? In 1991, the
concert industry was devastated. There
were only two rock tours that year (that I
can remember). One was Guns 'n' Roses,
arguably the most popular rock band in the
world at that time, the other was Perry
Farrell's Lollapalooza tour. It is no coinci
dence that Ticketron finally gave up and sold
their remaining assets to Ticketmaster in
1991. It is also significant that no potential
competitor has (to my knowledge) stepped
forward since the suit began, saying that
they could do a better job than Ticketmas
ter. An antitrust suit ruling against Ticket
master will mean lost jobs.

Kelly Curtis says that, "All [Pearl Jam]
wants to do is to be able to tour with a cheap
ticket price.,,4 This is not what Pearl Jam
wants to do. Pearl Jam wants to use Tick-

etmaster's service while dictating to Tick
etmaster what fees Ticketmaster can re
ceive, despite the fact that Ticketmaster
makes its profit by decreasing the cost of
tickets relative to individual ticket buyers.

What can Pearl Jam do to keep the tickets
cheap? They could take a lesson from the
Lollapalooza tour, and lower their own base
ticket price. Farrell's tour had six bands, an
average ticket price of only $25, and it still
made money during a recession. How? By
not playing expensive venues. It was a tour
of fairgrounds, where facilities, and corre
spondingly venue fees were modest. Even if
Pearl Jam takes along an opening act, it is
unlikely that they would have more than one
third the number of musicians of Lollapal
ooza, so the gate will not have to split as
many ways. Ticket scalping-the result of
unsatisfied demand at the intended price
can easily be reduced by simply adding more
shows, until the market is saturated. Unlike
the Forum, where there is no chance of
adding another show if the Knicks are play
ing the Lakers the next day, a fairground can
easily add dates as the initial shows sell out.

Pearl Jam does have alternatives to mak
ing an arena tour and using Ticketmaster's
service. They have exercised one ofthem by
not touring. If t\tey truly want to provide a
show at a low cost to their fans, they have
options there, too. It is in both Ticketmas
ter's and Pearl Jam's best interest to realize
exactly what they do for each other. Tick
etmaster could not exist without entertain
ers, and Pearl Jam (and fans and venue
managers) are better served by Ticketmas
ter than by anyone else who has appeared.
It remains to be seen, whether Pearl Jam will
actually learn this before their fans desert
them for bands that do tour. D

1. "Rock 'n' Roll's Holy War," Time, June 20, 1994, pp.
~-4~ .
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Rolling Stone, August 11, 1994, pp. 29-30.

3. See J. D. Gwartney and R. L. Stroup, Economics:
Private and Public Choice (New York: Harcourt Brace Jo
vanovich, Inc., 1990). The term "physical fallacy" was intro
duced by Thomas Sowell in his Knowledge andDecisions (New
York: Basic Books, 1980), pp. 67-72.

4. "Rock 'n' Roll's Holy War," op. cit.



Ideas and Consequences

The Right Direction
for Welfare Reform

by Lawrence W. Reed

One of America's greatest strengths has
always been its extensive network of

private efforts to solve personal, family, and
community problems. When it comes to
dealing effectively with such social con
cerns, government is not by a long shot the
only game in town.

Indeed, given the expensive quagmire
that government is widely conceded to have
created with welfare programs, private ef
forts are providing a beacon for progress and
reform. As management expert Peter
Drucker has put it, agencies in the private
sector' 'spend far less for results than gov
ernments spend for failure. " What America
needs, he says, is "a public policy that
establishes the nonprofits as the country's
first line of attack on its social problems."

Private, nonprofit agencies are spear
heading an unprecedented number of local
programs to combat hunger, illiteracy, home
lessness, welfare dependency, drug use, teen
pregnancy, and other social problems. The
secret to the success of such programs is
accountability, since they are run by local
people who are closest to the problems and
have a strong incentive to manage resources
wisely and get the job done. Michigan is
home to two new and innovative programs
that deserve special attention.

In October 1991, the State of Michigan
ended its General Assistance (GA) program

Dr. Reed, economist and author, is President of
The Mackinac Center for Public Policy, a free
market research and educational organization
headquartered in Midland, Michigan.

for able-bodied, single adults. What has
happened since is a case study of the private
sector cleaning up after a government mess.
In the mid-Michigan town of Harrison, a
group of concerned volunteers wanted to
help former GA recipients by easing their
transition to productive self-reliance. These
volunteer efforts created a unique privately
funded assistance center called Hard Times
Cafe.

Every Thursday afternoon, former GA
recipients and other needy people, ranging
in age from 18 to 63, gather at St. Athanasius
Church for a hot meal, companionship, and
innovative counseling-all designed to in
still new incentives for gaining control of
their lives. They share their concerns in an
atmosphere of trust and respect. They learn
thinking, planning, and organization skills,
as well as good work habits.

They also earn "Hard Times Dollars,"
which are redeemable in personal needs
items from soap to toothpaste. Recipients
earn the goods, donated by churches and
businesses, by displaying' positive work
habits while performing designated commu
nity service work. They do carpentry, main
tenance, and gardening work; they plant
trees; and they help out at a local YMCA
camp. With sufficient "dollars" they can
even obtain vouchers for rent, house pay
ments, taxes, utilities, transportation, and
medical needs, funded through privat~

grants.
The government welfare system requires

people to constantly affirm their inability to
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meet their personal and family needs. Hard
Times Cafe does just the opposite: it infuses
a "can-do" spirit of independence and re
wards positive, pro-work attitudes. The proj
ect's organizers report remarkable success.

Meanwhile, in Grand Rapids, another
locally conceived program is helping people
rebuild their lives. Faith, Inc., is a non-profit
organization started by Heartside Area Min
istries to help the homeless get jobs, train
ing, and counseling.

During the daytime, Faith's director,
Verne Barry, seeks out homeless people,
welfare recipients, and otherwise discour
aged individuals from the area and offers
them a chance to help themselves. In the
evening, Faith, Inc., uses a portion of a
100,OOO-square-foot manufacturing ware
house owned by Hope Network (a work
facility for the developmentally disabled),
which is normally closed after 4 p.m. Faith
employees teach these individuals, "whom
everyone else has written off," to perform
light assembly and packaging jobs-real
work needed to fill orders for private con
tracts awarded to Hope Network. At the end
of the week, each employee receives a
paycheck, many for the first time in years.

Faith ensures each individual receives
counseling from a variety of private organi
zations in order to improve their work habits
and lifestyles-and overcome substance
abuse· and emotional problems. With very
limited resources, Faith has helped several
hundred people get off public assistance,
either fully or partially, and many have
moved on to higher paying, steady jobs.

The key to Faith's success, according to
Barry, is that its clients work. He questions
government programs which spend millions
of dollars annually to teach and train people
"how to work" in lieu of the real thing. "At
Faith, we don't send them to 'assessment
school' for six months to decide what career
they would like," he said. "We help them
start working immediately. It's essential to
enhancing their self-worth."

The experience of Hard Times Cafe and
Faith, Inc., adds credence to this comment
from Marc Bendick of the Washington,
D.C.-based Urban Institute: "Through their
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small scale, non-bureaucratic nature, local
knowledge, and personal relationships,
neighborhoods, families, churches, and vol
untary associations can respond rapidly,
accurately and in a more acceptable manner
to local and individual needs in ways that
large, formal institutions such as govern
ment agencies cannot."

Welfare programs operated by govern
ment may well be the most unpopular of all
government initiatives-criticized by the
social scientists who observe the effects,
disdained by the taxpayers who pay the
bills, and even unloved by many of the
people who collect the benefits. Thirty years
and billions ofdollars after Lyndon Johnson
fired the first shot in the War on Poverty, the
enemy has won. The poverty rate has been
essentially flat to slightly higher ever since.
A new consensus seems to be emerging from
among those who work closely with the
poor: welfare has made worse the very
problems it was intended to cure, and cre
ated a few new ones along the way.

Private initiatives like Hard Times Cafe
and Faith, Inc., stand in stark contrast to
their government counterparts that perpet
uate poverty, undermine the work ethic,
break up families, and promote illegitimacy.
Unlike private efforts that stress character
building, one-on-one mentoring, and a spir
itual dimension, the impersonal public dole
does nothing to resolve the behavioral pov
erty that keeps millions in demoralizing
dependency. In the words of John Fund of
the Wall Street Journal, "Ask yourself: If
you had a financial windfall and wanted to
help the poor, would you even think about
giving time or a check to the government?"

The present welfare system has produced
such disastrous consequences that it's hard
to imagine how a radical overhaul could do
worse. The remedy is privatization-fami
lies assuming responsibility for their loved
ones, churches meeting the needs of their
flock, neighbor helping neighbor, private
organizations assisting those who ' 'fall
through the cracks."

True welfare reform may actually mean
learning to trust ourselves again. That would
indeed be revolutionary. D
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Spending Money Freely

by Lawrence H. White

I n the last year, I have begun to buy things
without using coins, paper money, a

credit card, or a checkbook. You may begin
to do likewise next year, or you may have
begun a few years ago, though neither of us
could have done it ten years back. I've
actually learned two new ways to pay.

I bought a bag of groceries last week by
swiping my "debit" card (the same card I
use at an automatic teller machine, or ATM)
through a small card-reader-mounted right
next to the little check-writing platform for
people who still use checks-and keying in
my four-digit PIN (personal identification
number). I thereby electronically autho
rized a transfer of funds, from my bank
account to the supermarket's, equal to the
$25.96 being displayed on the cash register
as my total bill. In a matter of seconds
before my groceries were completely
bagged, in fact-the cash register spit out
my itemized receipt to signal that the pay
ment was good. Last summer I used a
service station along the interstate with
similar card-readers and receipt-printers
mounted by and wired to its gasoline pumps,
allowing any debit-cardholder to buy gaso
line at any hour without any station em
ployee having to be on duty to process the
payment. Before too long, just about every
point of sale that takes credit cards will
probably also take debit cards.

Yesterday I used a second novel way of
paying at a nearby copy shop. The shop's

Dr. White teaches economics at the University
of Georgia, and is a contributing editor to The
Freeman. He is this month's guest editor.

self-service photocopier didn't take coins,
paper money, credit cards, or even a debit
card. Instead I put a plastic card bearing a
magnetic strip on its back into a reader,
which displayed in glowing yellow digits
how many dollars-worth the card "car
ried." (On an earlier occasion I had pur
chased the card from a nearby machine,
which had "loaded" the card with the dollar
amount of paper money and coins I put into
the machine. When the card balance gets
low, it can be topped up at the same ma
chine.) I watched the yellow number go
down by .07 with each copy produced. In
the future a single prepaid card, probably
carrying a microchip rather than a magnetic
strip, may be usable in a wide variety of
transactions. Imagine the convenience if
the same card were accepted by photocopy
machines, soda machines, pay telephones,
and even by the cash registers in ordinary
retail shops. Imagine if the card balance
could be topped up at an ATM-or even
at your home computer-by transferring
funds from your bank account. Such "smart
cards," as the idea is known, would amount
to a bank-issued currency, a modern equiv
alent of the private banknotes· that circu
lated before governments monopolized the
issue of currency.

New Ways to Pay:
The Advantage

These new payment methods are spread
ing. Smart card systems have been intro
duced in Denmark, Singapore, and Eng-
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land. l Here in the United States, retailers
are finding card-readers increasingly cheap
to install, and growing numbers of custom
ers are discovering the advantages of debit
and prepaid cards. In a world where people
are increasingly in a hurry, they speed the
act of paying-no need to have the right
change or to wait for change in return, no
need to write out a check, no need to stop at
the bank counter or ATM to get more cash.
Paying by debit card or smart card will often
be more convenient than paying with cash.
A debit card is even better than cash or a
smart card in at least two respects: using a
debit card keeps your money in your bank
account, where it is both more secure from
theft and earns interest, right up to the
moment it is spent.

Some observers are skeptical that pay
ments methods will change dramatically any
time soon. What happened to the predic
tions a decade ago that soon everyone would
be banking electronically by home com
puter? Actually, home banking is now fi
nally growing in popularity, for several rea
sons. Touch-tone phone-banking services,
along with ATMs, have acclimated people
to electronic banking; home computers and
modems (devices to transmit computer in
formation over telephone lines) have gotten
cheaper; home banking software has gotten
easier to use; and increasing numbers of
households are subscribing to on-line ser
vices like Prodigy that include electronic
home banking and bill-paying among their
offerings.2 Hundreds of thousands ofpeople
now make hundreds of millions of dollars
worth of monthly payments electronically
by typing and mouse-clicking at their home
computers. (I'm not yet one ofthose people,
but check back with me in a few years.)

An even more dramatic development in
the last few years, with possibly profound
implications for the payments system, has
been the growth of the Internet, the decen
tralized worldwide network of interlinked
computers across which users send elec
tronic mail ("e-mail"), post messages to
"newsgroups" for public discussion, and
browse for and download information. The
Internet is estimated to have had 30 million
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users at the start of 1995, and to have been
growing at the amazing rate of 10percent per
month.3 Like many in academia and busi
ness, I often spend an hour a day reading and
sending e-mail and newsgroup postings. The
Internet was originally non-commercial,
but with tens of thousands of business firms
now connected, plenty of business is al
ready being done bye-mail. Those who' 'log
on" to the "Net" or "go on-line" daily are
natural candidates for convenient on-line
retail shopping, and commercial Internet
sites have begun to appear. On-line cata
logs-fast becoming "virtual shopping
malls" - have long been a staple ofProdigy,
Compuserve, America On Line, and the
other proprietary networks.

But how to pay for an item selected from
your computer screen? For some transac
tions, you might want to send a credit card
number bye-mail. I have actually renewed
a magazine subscription this way, but I had
to worry about my number being inter
cepted by a computer' 'hacker. " The profit
motive is now hurrying to the rescue: Mi
crosoft and Visa, the software and credit
card giants, have recently announced ajoint
project to develop a user-friendly way to
encrypt (encode) and decrypt credit-card
numbers sent over e-mail to assure security
in such transactions.

For other transactions, a way to "pay
cash" over the Internet would be a winner.
Several firms are now developing systems
for "digital cash" or "e-money," most
notably DigiCash, founded by cryptography
(code-making) expert David Chaum. These
systems allow an electronic funds transfer
to be launched from a personal computer
as easily as from a supermarket's debit
card-reader.

Privacy Concerns
There is, however, a potentially large fly

in the ointment of these new payments
methods. Unlike a paper-money or prepaid
card transaction, a credit-card or debit-card
transaction typically lacks privacy. Using
electronic deposit transfer or a credit card
(either in person or via computer), like
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writing a check, generates a trail. Your
bank's or card company's computer ends up
with a list not only of how much you've
spent, but of where you spent it. The same
list could be constructed by combining the
information held by all the vendors from
whom you bought. This list is potentially
available to the IRS or to other government
agencies who may want to commandeer it.
If you don't have a contract with your bank
and vendors expressly forbidding it, the list
is potentially available to credit bureaus or
junk-mail firms who may want to buy the
information. The privacy issue understand
ably concerns many people who are per
fectly law-abiding citizens.

Fortunately, computing and crypto
graphic experts like Chaum are working to
develop methods for anonymous electronic
payments. One set ofmodels for anonymous
payments uses the "smart card" method
(the funds to be transferred have already
been downloaded onto a smart card or
personal computer); an alternative set uses
electronic deposit transfer either by debit
card or by personal computer. For an ex
ample of the deposit-transfer type, suppose
I wish to pay you $100 anonymously without
using physical currency. (I might be stand
ing at your cash register, or I might be home
at my computer looking at your invoice on
my screen.) By merely typing in my PIN, or
clicking on a "pay" button on my computer
screen, I send a cryptographically "signed"
(or PIN-authorized) and numbered (you
have assigned the number) message to my
bank that instructs my bank to transfer $100
to an account (whose name is encoded) at
your bank. My bank reads the "signature,"
and knows the message is genuine. My bank
can't read the recipient account name, so
doesn't know to whom the money's going
(only to which bank). Your bank can't read
my signature (which my bank may have
removed), so doesn't know from whom the
money came (only from which bank, and in
favor of which account). You read the
transaction number to know the payment
came from me (though you might not know
my name).4 You then hand me the goods, or
ship them to my private post office box.

Are bank customers actually eager to pay
cost-covering prices for privacy features
of this sort? I don't know. The market will
tell us, assuming that government does not
interfere. Some federal authorities have sug
gested that they would object to a com
pletely untraceable version of smart-card or
debit-card payment, because it might be
used to hide transactions they want to tax or
prohibit. To be consistent, such authorities
should also object to the availability of
untraceable $100 bills. Chillingly, some do.

Keeping the Government
Off-Line

What role does the government need to
play to orchestrate the shift to new pay
ments methods? None whatsoever. Govern
ments ofthe past, after all, played no role (or
no constructive role) in the transitions from
barter to commodity money, from raw me
tallic money to coins (though ancient des
pots later discovered profits in monopoliz
ing the mints and in debasing the coins they
produced), from coins to banknotes (though
government-sponsored central banks later
monopolized their issue and diluted their
value as well), from currency to deposit
transfer, cash to credit cards, checks to
debit cards, or locally to nationally accepted
ATM cards.5 The shift to electronic pay
ment methods is taking place already, with
out the Federal Reserve having taken any
official position or promulgated any rules on
digital cash or smart cards. Private ATM
networks and credit-card networks already
exist to set interconnection standards where
new standards are needed.

Debit cards, being just a paperless sub
stitute for checks, don't raise any important
regulatory issues. But won't private
banknote-like smart cards, being a new
privately issued form of money, need regu
lation once they catch on? Don't they
threaten an inflationary avalanche of elec
tronic money? Absent central bank restric
tions, what will limit the quantity of smart
card-loaded "dollars" commercial banks
can create? The answer to the first two
questions is no, because the answer to the



third is that a bank's obligation to convert
card-balance dollars to scarce reserve dol
lars (physical currency or account balances
at the clearinghouse) on demand naturally
limits the number of card-balance dollars a
bank will find it prudent to create given the
size of its reserves.6

There is more at stake for you and me in
electronic funds transfer than simply more
convenient payment methods. One major
potential advantage of electronic funds
transfer via personal computer is that it may
give ordinary consumers affordable access
to offshore banking. With direct deposit of
paychecks, and with old-fashioned cash
available at ATMs whenever we want it, few
ofus really need to visit our banks in person
anymore. Why not keep your account at a
reputable foreign bank (perhaps a branch of
a major Swiss bank) in the Bahamas or the
Cayman Islands? Such an offshore account
is perfectly legal (though a U. S. bank's
offshore branch is prohibited from directly
doing business with American citizens or
firms), but not worth the trouble for most
individuals or small businesses today. If an
offshore bank were linked to the clearing
system and to an onshore ATM·network (or
if access to physical cash were irrelevant
because all cash-like payments could be
made by debit card or smart card), more of
us could begin enjoying the advantages of
offshore banking that big-money players and
large firms have enjoyed for years. Offshore
banks pay higher interest on deposits be
cause they are free from the taxes on deposit
balances that the U.s. government levies in
the form of reserve requirements, deposit
insurance "premiums," and taxes on bank
earnings. Individuals who are concerned
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about privacy should also find an offshore
foreign bank attractive for its lesser propen
sity to surrender its records to domestic
authorities.

Just as a variety of old and new forms of
payment are available today, old-fashioned
payment methods like cash and check
writing can be expected to persist well into
the twenty-first century. There they will
coexist with smart cards, debit cards, per
sonal-computer-Iaunched deposit transfer,
and perhaps other new electronic methods
of payment. If and when Prodigy, Com
puserve, and Internet sites begin offering
offshore banking services, things should
really become interesting. An exodus of
retail banking business from the regulated
sector to a free banking sector will shrink the
fiefdom of federal banking authorities. Let
us hope the authorities accept that fate
gracefully. 0
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Phones and Freedom

by Marty Mattocks

A fter a recent departmental meeting at
work, my boss asked a colleague and

me to stay and discuss progress on a com
mon project. After we had dispensed with
the business at hand, the discussion moved
on to new topics and an open-ended ques
tion and answer period. In this relaxed
atmosphere I asked my boss to bring me up
to date on what was outlined on the black
board behind him: a recent proposal by an
alternative long-distance provider for cut
ting our telecommunications costs. We are
mutually responsible for providing technical
support to a relatively large company with
its own telephone switch and so I am curious
to learn all I can about this dynamic field.

He went over the physical layout of the
company's equipment and services, high
lighting the advantages and improvements
that had been made over the competition's
current approach. This was one of the "big
three" long-distance companies and a siz
able investment of billions of dollars had
been made in building transmission towers
and installing sophisticated state-of-the-art
equipment and software, all for the purpose
ofacquiring new customers in order to make
a profit. At this point, my colleague made
an interesting statement-one of those re
marks that grabs your attention but you
don't know why until you think about it
later. He said, "I don't know how these
companies can justify all this duplication of
equipment," or something along that line.

Mr. Mattocks, a telecommunications specialist,
resides with his family in Bellefonte, Pennsylva
nia.

The wheels inside my head began turning as
the conversation drifted off to other topics.

Yes, how can companies like these justify
the expenditure of billions of dollars to
duplicate something that is already there?
I was intrigued by the sentiment I had just
heard-genuinely and honestly expressed
one of those attitudes that are the real root
causes behind much of what goes on in our
world.

I am not being judgmental. We all have
first impressions that often are out of our
mouths before being processed by our
brains. But as I gave my colleague's honest
query more thought I began to see in a
microcosm much ofthe wisdom and many of
the benefits of the free market philosophy,
along with the disadvantages of its alterna
tive. Let me explain.

The Benefits of Competition
In our community-within one block

there are two supermarkets, each with its
own bakery and deli and aisles upon aisles
offoods in every shape and form. Within the
same block are three banks, each offering
competitive rates on certificates of deposit,
home equity loans, and checking accounts.
These enterprises compete against one an
other for customers and must do so at the
right price and by providing the best value
for that price. They all have expenses which
include the cost of their property, equip
ment, labor, and advertising. The more
efficient a firm's system of providing goods
and services at the lowest possible cost, the
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greater its profit and chance of survival. The
joint pressures of price competition, cost
containment, and creativity in providing
new goods and services to attract and keep
customers all result in lower prices and more
readily available goods and services for the
entire community.

If we were to complain that all this ex
pense was unnecessary-or, more fashion
ably, that the duplication was environmen
tally wasteful-we would be shooting
ourselves in the foot. If we were to grant
only one supermarket owner, or one banker,
the exclusive privilege of providing these
goods and services (or worse yet have a
government grocery store or a government
bank), he would no doubt get rich (charging
monopoly prices) and lazy (less incentive
for more efficient operations). Prices would
be higher and there would be less attention
to consumer convenience as we all went to
do business at the same place (services
would not be as readily available).

Boris Yeltsin, the maverick Muscovite
who championed political freedom in Russia
in the late eighties, comments in his book
Against the Grain, about his first trip to an
American supermarket. "When I saw those
shelves crammed with hundreds, thousands
of cans, cartons and goods ofevery possible
sort, for the first time I felt quite frankly sick
with despair for the Soviet people. That
such a potentially superrich country as ours
has been brought to a state of such poverty!
It is terrible to think of it. ,,1 He had expe
rienced firsthand the alternative to "not
being able tojustify all that duplication," the
alternative to the one supermarket/one bank
per community concept that had been im
plemented in his native Russia. He carne to
this conclusion: "If one accepts the private
ownership of property then this means the
collapse of the main· buttress that supports
the state's monopoly ofproperty ownership
... we soon realize that we are practically
the only country left on earth which is trying
to enter the twenty-first century with an
obsolete nineteenth-century ideology; that
we are the last inhabitants of a· country
defeated by socialism."2 It should have
come as no surprise to find out that when
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the Iron Curtain fell, it was discovered that
much ofthe U.S.S.R.'s telecommunications
infrastructure had not been upgraded for
many decades.

Market Forces at Work
Gas stations, convenience stores, hard

ware stores, and fast-food restaurants are
other businesses where we see these same
market forces at work. Despite the advan
tage of being able to eat Mexican, pizza,
burgers, chicken, or fish, each a different
night of the week, it is natural to wonder,
"Where is the saturation point?" Perhaps
the· answer is in a simple equation: where
supply is greater than demand, or where a
good return can no longer be received from
the capital investment necessary to compete
profitably. Or even simpler yet: where there
are too few paying customers. The more
entrepreneurial among us defy the satura
tion point daily, thinking of ways to create
new demand for their products and services.
They offer their wares at better prices,
provide them more conveniently, make
them better quality or with new added value
that no one had thought of before.

Though not as readily visible, there exists
a market for long-distance services, whose
participants are influenced by the same
forces as the grocery store owner and the
banker. Since the divestiture of AT&T's
Bell System in 1984, Sprint and MCl's
increasing participation in the national tele
phony market has had effects similar to
those we have discussed in local retail
markets. Long-distance rates have dropped
an average of 40 to 45 percent,3 and every
day we hear of new, gee-whiz services
available over our plain old telephone ser
vice line.

In fact, industry analysts point out that
"during the last decade, the lessons and
benefits of long-distance telephone compe
tition have begun to echo in the local tele
communications marketplace. Business us
ers have begun to appreciate and demand
more choices for vendor diversity, for net
work reliability, and cost savings. Other
states including Washington and Maryland
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have joined New York in authorizing local
telephone service competition. ,,4 Like MCI
and Sprint ten years ago, two new compet
itors in providing local dial-tone service are
Metropolitan Fiber Systems (MFS) and
Teleport Communications Group (TCG).
MFS currently has networks in 18 cities and
an additional 13 under construction. TCG
has service available in the New York met
ropolitan area with seven other states tar
geted for expansion.5

These established players are now look
ing over their shoulders at some major new
and potential entrants. Cable companies,
cellular/wireless alliances, and long-dis
tance companies interested in saving on
access charges they must pay to local Bell
operating companies are beginning to enter
the playing field. Time Warner (whose entry
into the Rochester, New York, market has
been called the most significant step so far
in promoting local competition6

), Cox Ca
ble, Viacom, and TCI are cable companies
that could offer phone services.7 AT&T is in
the process of acquiring McCaw Communi
cations, the largest cellular service provider
in the United States. MCI has invested more
than a billion dollars in Nextel, a special
mobile radio company that uses a technol
ogy to compete with cellular. Sprint has
formed an alliance to bid for personal com
munications services .licenses, and merged
with Centel to provide cellular services.8

MCl's Metro subsidiary is building a met
ropolitan area network in Atlanta to com
pete for local phone service there, part of its
plan to spend two billion dollars this year
constructing fiber-optic networks in the 20
largest U.S. cities.9 And low earth-orbiting
satellites may also become part of the tele
communicating landscape in the future.

"The End User as King"
With all these companies stumbling over

themselves to provide the least expensive,
most efficient, most ingenious system of
providing local phone service, whom do you
think will benefit? In an article entitled,
"The End User as King," industry pioneer
Craig McCaw is quoted as having said, "Our

customers don't care whether we use
TDMA, CDMA (communications technol
ogies/protocols) or spaghetti. They only
care that we provide them with the services
they need, when they want them, and at a
price they can afford. ,,10 Two other consult
ants and telecommunications industry ana
lysts stated it in similar terms, "The more
competitors there are in a market, the more
competitive the market will be, which will
bring down prices and increase service qual
ity";11 and, "Business users are likely to
benefit from improved quality and reduced
prices. ,,12 Dr. Joseph S. Kraemer, Manag
ing Director of EDS's Communications In
dustries Consulting practice, notes that "in
response to competitive threats, local ex
change carriers (LEC's) are rapidly imple
menting new services, cutting costs, im
proving productivity and accelerating the
deployment of new technology, all of which
benefits the LEC's customers. ,,13

Cries can nonetheless be heard for gov
ernment intervention, regulation, and a re
turn to the good old days. Kraemer has
identified a number of regulatory attitudes
and actions that "could either delay or stop
local exchange competition." He adds:
"Without a credible competitive threat, the
incentive to continue to improve productiv
ity and accelerate technology deployment
will be eliminated. ,,14 Turning the table
around, the regional Bell operating compa
nies have rightfully asked to be freed from
the restrictions preventing them from com
peting in the cable and long-distance mar
kets.

In all the talk about an "information
superhighway" and the "national informa
tion infrastructure" the key question is: Will
it be public or private? Here again we see
a replay of a monopoly's or government's
sluggishness versus the speed of the free
market. Vice President Gore has been an
outspoken proponent of government inter
vention and in 1991 proposed spending two
billion dollars of taxpayers' money for re
search and upgrades in hopes of channeling
private investment activity. Informed critics
said this top-down approach would create a
very elegant network "but it may be obso-



lete by the time it's deployed. ,,15 In a typical
week's telecommunications news, the pri
vate sector announces plans and demon
strates prototypes, while the White House
says it will take slightly longer than previ
ously expected just to name the members of
a task force. 16 A perceptive letter to the
editor in one trade magazine stated, "I am
not the least bit interested in having the
federal government take the lead with re
gard to the information highway. The agony
and confusion in corporate information sys
tems during the last decade in dealing with
mainframes, PCs, workstations, networks,
etc., will be dwarfed by the problems ac
companying federal leadership. ,,17

A host of companies are vying for cus
tomers in the potentially lucrative market
currently dominated by online services pro
viders Compuserve, Prodigy, and America
Online. 18 PC software giant Microsoft now
offers online commerce with its Microsoft
Network online service, and giants IBM
and (once again) MCI have respectively
launched their IBM Global Network and
marketplaceMCI offerings with e-mail, elec
tronic software distribution, and multimedia
on-line catalogs and ordering systems. 19

Whether in supermarkets, banking, or tele
communications, a free market unhampered
by government intervention is the most
fertile environment for human progress and
for the best allocation of scarce resources.
Temporary setbacks notwithstanding, this
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truth will win out in the end. We will do
better to cooperate with it than to endure
the hard lesson learned by nations that
ignore the simple yet profound principles of
freedom. D
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Live Freely, Live Longer

by Max More

The founders of the United States valued
"life, liberty, and the pursuit of happi

ness." Life-healthy and long life-makes
possible everything else we value. Without
life we cannot enjoy liberty or pursue hap
piness. It's also true that without liberty
freedom from government and bureaucratic
control-we will have shorter lives, and
poorer health while we live.. If we do away
with the government's growing control over
research into life extension and its treat
ments, we'll see faster progress towards the
longest, healthiest lives ever enjoyed by
humans.

Extending Healthy Life
We humans have long dreamed of pre

venting aging and its associated diseases. As
molecular biology has matured over recent
decades, the dream shows growing signs of
becoming reality. Methods already exist for
extending healthy human life to 120 or 140
years, though currently this involves a tough
low-calorie diet. Potential life-extending
substances are being studied, and we are
beginning to find aging controls in our genes.
If we can master these, we may be able to
prevent and reverse aging, allowing all of us
to remain physically and mentally vital.

Even today, various nutrients, drugs, hor
mones, and diets may be able to halt or slow

Mr. More is editor of Extropy and President of
Extropy Institute. He has studied at Oxford
University and is currently completing a doctoral
dissertation at the University of Southern Cali
fornia.

aspects of the aging process. Drugs such
as Deprenyl and Hydergine reportedly slow
the rate of brain aging, helping to maintain
youthful sharpness and quickness of
thought. The hormone DHEA is thought to
assist in keeping body fat at youthful levels
and strengthens the vulnerable immune sys
tems of older people. Substances such as
melatonin and thymosin may also help in the
fight against aging. Reports indicate that
elderly volunteers given human growth hor
mone gained considerable muscle mass and
strength, their skin thickened, and their
immune systems partially returned to their
youthful power.

As we continue to unravel the complexi
ties of our genetic code at an accelerating
rate, we may find ways to intervene in
programmed cellular death. This cellular
death has prevented even the healthiest
human beings from living more than 120
years. In principle, nothing stands in the
way of our being able to intervene in this
biological process. We just need more un
derstanding and better interventive tech
nology.

What of those who will not live long
enough to see these dramatic advances?
Even they may have a chance. In the prac
tice of "cryonics, " as soon as a person has
been declared legally dead (while practically
all of their cells are yet alive), the body is
filled with protective chemicals and gradu
ally cooled to extremely low temperatures.
At the temperature of liquid nitrogen
(-320°F) all biological activity halts. The
person can then wait for years, until cures
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Woeful Bankers

An old Christian saying warns us
not to make money our god, for
it will plague us like the devil.

Based on this maxim, a few economists
admonish us not to place politicians in
charge of our money, for they will
plague us worse than the devil.

Most Americans take heed of the first
warning, but few pay attention to the lat
ter. Unaware of the dire consequences of
political control over money, they
appointed "monetary authorities" and
authorized them to issue and regulate
their money. The Federal Reserve Act of
1913 established a central bank with
seven governors who in time were to
become the regulators and overseers of
the monetary system. In 1933, the feder
al government expropriated the people's
gold coins and replaced them with
Federal Reserve notes. In the same year
it organized the Federal Deposit
Insurance Corporation (FDIC) which
was followed by the Federal Savings and
Loan Insurance Corporation (FSLIC).
The directors of both government agen
cies assumed responsibility for and con
trol over the people's bank deposits,

Since then a myriad of special laws
has tightened the political grip on the
banking industry. There are the laws
regulating Truth in Lending, Truth in
Savings, Fair Housing, the Community
Reinvestment Act, the Real Estate

Settlement Procedures Act, the
Expedited Funds Availability Act, the
Electronic Funds Transfer Act, the
Financial Institution Reform, Recovery,
and Enforcement Acts, the Equal Credit
Opportunity Act, the Flood Disaster
Protection Act, the Home Mortgage
Disclosure Act, and various environmen
tal acts.

The "war on drugs" gave occasion to
the Bank Secrecy Act which forces
bankers to reveal all major deposits and
withdrawals to the banking authorities
and call their attention to suspicious
transactions. Failure to comply is called
"structuring" and is punishable with
fines and imprisonment. In other words,
failure to snitch on their depositors is a
serious crime. A number of bank tellers
and supervisors are lingering in federal
penitentiaries paying for their crimes.
There is no bank secrecy in the sense of
customer privacy; bank secrecy now
means the very opposite: secret report
ing to the authorities.

The authorities scrutinize every aspect
of the lending process. Bankers are
forced to observe the prescribed proce
dures in all details. Phone calls from
customers about home loans must be
logged, the marital status recorded; loan
limits and waiting periods must be
observed. What used to be a half-page
application form has grown to a



multi-page form designed to meet gov
ernment edicts.

Banking regulations are crushing the
banking industry. Last year (1994) a
small-town banker received 2,945 pages
of new regulations, amendments, and
proposed regulations. For six long
weeks five regulators conducted "com
pliance examinations," busily comparing
books and records with more than ten
thousand pages of regulations and
searching for violations. The"compli
ance examinations" followed the major
annual"safety-and-soundness" exami
nations.

The Community Reinvestment Act
forces bankers to give special considera
tion to individuals who belong to minor
ity groups. It compels bankers to grant
loans on the basis of race, gender, and
national origin rather than credit worthi
ness. The U.S. Department of Justice
always stands ready to lend support to
the regulators who may mete out stu
pendous fines. Their threat alone is
enough to make all bankers quite sub
servient.

Bankers live in constant fear of crimi
nal prosecution for violations of banking
regulations. Minor infractions such as
overdrafts on an executive's checking
account call for draconian penalties.
Minor deviations from a regulator's
interpretation of a regulation may be
penalized severely. Facing their regula
tors, most bankers stand at attention,
stammering "Yes, Sir," or "No, Sir," "I
am truly sorry, Sir," "We will follow your
instructions immediately, Sir."

Under such conditions it is not diffi
cult to reflect on the future of American
banking. In the coming years, the num
ber of banks (now about 11,000) is likely
to shrink through mergers, syndications,
cartelization, and other combinations. It
takes large law and regulation depart
ments to specialize in the intricacies of
banking law and engage with the regula
tors and their prosecutors. Million-dol
lar fines per day are likely to crush most
banks except for the giants such as
Citicorp with $213 billion in assets or
Bank of America with $180 billion. The

regulators themselves undoubtedly will
applaud the concentration movement as
it simplifies and reinforces their control
over the industry.

The trait and type of banking person
nel is likely to change. Men of character,
integrity, and independent judgment
will give way to two types which thrive
in all kinds of command systems: the
servants and bondsmen who obey all
orders and the villains who corrupt all
orders. The number of banking scandals
is bound to multiply in the coming
years.

While banking itself is bound to linger
and wane, related industries offering
deposit and loan services will grow and
fill the void - provided they escape the
banking regiment. The "money market"
offering treasury bills, commercial paper,
certificates of deposit, and other instru
ments beckons for deposits; mutual
funds and brokerage funds offer special
checking account advantages. Yet, all
this banking ersatz will not take the
place of old-fashioned banks; the regula
tors who sit in judgment of what every
sector of the capital market may do will
not allow it. Political control over
money tends to be comprehensive.

Harassed by regulators and prosecu
tors, some bank customers may seek
refuge abroad. Since the disintegration
of the Soviet system emerging markets
all over the world are begging for funds,
offering many attractions and high
returns for capital fleeing from U.S. reg
ulators.

The greatest difference between rich
countries and poor countries is not so
much the quality and effort of labor nor
the abundance of natural resources, but
the size and vitality of the capital market
in which private banks playa pivotal
role. U.S. banking laws all.d regulations
are straining to create the very condi
tions so characteristic of poor countries.

Hans F. Sennholz
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have been found both for what killed him
and for the aging process itself. The work
ability of cryonics is controversial, but even
in its current state of development it may
offer a chance ofpostponing our old enemy,
death.

Try to extend your lifespan through med
ical technology and you'll quickly discover
that the government acts as though it owns
your life. If we each individually own our
bodies and minds, you would think we
would be free to evaluate any longevity
extending treatments, and assume the ac
companying risk ~nd responsibility. Yet
government agenci~s, such as the Food
and Drug Administration (FDA), and groups
with government-gr~~ted privileges (such
as state-licensed M.~. 's, whose lobbying
group is the American Medical Associa
tion) , claim the authority to make our
choices for us. They treat us as children,
constantly needing the protection of the
nanny State. Not only does this insult us,
but government control, compared to free
choice in free markets, does badly at en
couraging new and effective life extension
technologies.

The Government Chokehold
Government involvement in life exten

sion means b~th funding and regulation.
Research funding by the state means fund
ing by taxation. Two major problems arise
from tax-funding of life extension research.
First, since taxes are compulsory, unlike
consumer purchases or venture capital in
vestments, the recipients have little incen
tive to perform well. If your company is
funded by taxes, you need not be so con
cerned with cost-effectiveness (remember
the $500 military screwdriver?). With
money coming not from customers but from
taxpayers via the political system, you
needn't worry about whether your proposed
product is cost-effective. Second, since
state funding is brokered by politicians, it
will reflect the strength of interest groups
and lobbying skills. These have little con
nection to the most promising research.

Whenever the state involves itself, deci-
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sions become centralized and heavily regu
lated. Progress in halting aging slows as
politicians and interest groups block some
kinds of research. Jeremy Rifkin's Founda
tion on Economic Trends, for example, has
used the government to try to prevent var
ious kinds of biotech research. On the free
market, any peaceful idea can find funding
and proceed if it shows sufficient promise,
but in a politically controlled regime new
ideas have to fight entrenched interests and
their political allies sitting on numerous
committees and regulatory agencies.

Much regulation in the life extension
arena comes from the FDA. Other civilized
countries get by just fine without any equiv
alent to this agency, and enjoy access to
thousands of beneficial drugs and treat
ments years before Americans. For ten
years following 1962 (when the FDA gained
new powers), not one of the hypertension
drugs available in Europe was approved in
the United States. The delay before intro
ducing beta blockers may have resulted in
10,000 unnecessary deaths annually. To de
velop, test, and gain approval ofa new drug,
companies must spend hundreds of millions
of dollars and wait eight to ten years. Since
1962, the cost of developing new drugs has
increased 50 times faster than inflation and
approval time has quadrupled. 1 This isn't
likely to change: Regulators tend to be
over-tough because if they approve a drug
that later causes problems, the blame falls
on them. They receive no balancing benefit
from rapid approval. 2

The FDA started out small with limited
powers, but has grown enormously. Cur
rently it's attempting to make vitamins and
protein components (amino acids) into pre
scription items. A few years ago, when one
Japanese manufacturer produced contami
nated supplies ofthe amino acid tryptophan,
the FDA seized the chance to ban all sales
of tryptophan. This supposedly temporary
action has never been reversed. As a result,
many thousands ofpeople with sleeping and
mood problems have gone back to using far
more dangerous tranquilizers, some dying
of accidental overdoses or suffering side
effects.
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The FDA uses SWAT-style raids on vi
tamin suppliers who dare to offer "unap
proved" information about products they
sell. The FDA has been working towards
establishing a monopoly on information
about drugs and nutrients. If you make
claims (no matter how well scientifically
supported) that the FDA hasn't sanctioned,
you may find yourselfheld at gunpoint while
your office is stripped. FDA agents even
threatened to shut down a newsletter printer
for the Life Extension Foundation, an or
ganization frequently critical of the agency.

Some problems caused by the FDA and
other agencies come from an unwillingness
to recognize life extension as a legitimate
aim ofmedicine. According to the prevailing
medical view, enforced by the privileged
medical establishment in league with the
FDA, medicine should cure disease but not
improve our health or capabilities beyond
what's normal. Treatments which may al
low us to live longer, or better than normal,
are not even candidates for approval. A
possibly life-saving practice as unusual as
cryonics has even more difficulties with the
state. Cryonics has been banned outright in
British Columbia, while California agencies
did all in their power to make it impossible
for cryonics organizations to operate. (The
government bureaucrats finally lost in the
courts.) Terminal patients may not legally
be cryonically suspended voluntarily before
clinical death, even though this may greatly
improve their chances of eventual restora
tion to life.

Freer Markets, Longer Lives
The more involved government becomes

in life extension research and development,

the slower such research proceeds and the
more it costs. If we allow the free market to
operate, subject only to reasonable liability
rules rather than bureaucratic regulations
and political maneuvers, innovation will
accelerate. When people are free they can
experiment in many directions simulta
neously. Companies can more quickly offer
the results of their research to customers.
The incentive to bring products quickly to
market will be balanced by caution due to
liability for inadequate testing.

Rather than all treatments having to con
form to state-approved levels of safety,
individuals will be free to decide for them
selves how much to risk for the expected
benefits. We own our lives and are respon
sible for them. Decisions about our health
and longevity belong to us, not to politicians
and bureaucrats who don't know us. The
more Americans are shielded from making
their own decisions like infants, the more
irresponsible and helpless they will become.
Granted more freedom, we will also gain
more responsibility. Some of the products
tried by even well-informed people in a free
market may be ineffective or harmful. But
progress requires trial and error, and a
system that restricts experimentation re
stricts the growth of knowledge.

Each of us is faced with the difficult
challenges of aging and death. Let's not let
the state reinforce the death-dealing tenden
cies of nature by restraining human intelli
gence from tackling the problem of degen
erative aging. D

1. See Milton Friedman, Free To Choose (Orlando, Fla.:
Harcourt, Brace, Jovanovich, 1990), p. 206.

2. Sam Peltzman, "Regulation of Phamaceutical Innova
tion" (Washington, D.C.,: American Enterprise Institute,
1974).
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Two Insights for Business Ethics

by Douglas B. Rasmussen

Business ethics does not stand by itself. It
depends in large measure on the insights

of political philosophy and ethics. Of
course, it is not possible to do everything at
once, and works in business ethics cannot
be expected to deal with more general ques
tions about the ultimate normative dimen
sions of capitalism, much less with the
fundamental nature of morality and moral
reasoning. Nonetheless, it is important to
note two fundamental political and ethical
insights that are crucial to appreciating the
ethical significance of capitalism.

To begin with it should be understood that
"capitalism" is not a mere descriptive term.
It has a normative dimension. For example,
"Murder Incorporated" is not regarded as
a business firm in a capitalistic system. It is
something criminal. One does not have the
right to offer murder as a service that can be
bought. This "service" is not allowed to
operate. Similarly, the term "profit" does
not mean merely a return on an exchange
that is over costs; it also involves a certain
type of exchange, namely a free or volun
tary exchange. The gunman's offer, "Your
money or your life," is, for example, not
considered a free or voluntary exchange
even though one would prefer remaining
alive to losing one's money. The problem
with such an "exchange" is, of course, that
the gunman does not have the right to
demand from you either your life or your
money in exchange for the other. Thus,
there is an ethical perspective that is pre-

Dr. Rasmussen is Professor of Philosophy at
St. John's University in New York City.

supposed in our very understanding of cap
italism and our notion of free or voluntary
exchange.

The Role of Rights
In order to understand the ethical per

spective from which the terms" capitalism"
and "profit" derive their particular mean
ing, the concept of "rights" should be
considered. "Rights" are a moral concept,
but they are different from other moral
concepts. They have a unique function.
Their function is not to directly secure the
moral well-being of individuals. Rather, their
function is to protect the self-directedness of
individual human beings and thereby secure
the liberty under which individual human
moral well-being can occur. 1

Rights provide guidance in the creation,
interpretation, and evaluation of political/
legal systems. They protect individuals from
being used by others for purposes to which
they have not consented. Rights are used to
determine fundamentally what ought to be
a law. They provide the normative basis to
law, but they do not, like the virtues, pro
vide individuals with any guidance regard
ing what choices to make in the conduct of
their daily lives.

The idea that' 'no one's purposes or goals
take moral precedence over the purposes
and goals of any other person in a way that
would justify the complete or partial sub
ordination of any individual to any other
individual or to any group ofindividuals,,2
more simply put, that there are no natural
moral slaves or sovereigns-is expressed
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in the claim that individuals have rights.
Smith's having a right in this sense legally
obligates others to abstain from initiating
physical compulsion, coercion, or interfer
ence against Smith.

It should be emphasized that the protec
tion against being used for purposes to
which one has not consented is understood
to proscribe the nonconsensual use of the
product of one's labor. As Robert Nozick
has said:

Seizing the results of someone's labor is
equivalent to seizing hours from him and
directing him to carryon various activi
ties. If people force you to do certain
work, or unrewarded work, for a certain
period of time, they decide what you are
to do and what purpose your work is to
serve, apart from your decisions. This
process whereby they take this decision
from you makes them part-owner of you;
it gives them a property-right in you. Just
as having such partial control and power
ofdecision, by right, over an animal or an
inanimate object would be to have a
property right in it.3

Government's proper function is to imple
ment and enforce laws that protect the lives,
time, and resources of persons from being
used without their consent.

Capitalism is a socioeconomic system
based on the recognition ofindividual rights.
It is thus only against the political/legal
backdrop provided by individual rights that
a moral evaluation of the activities of cre
ating wealth and exchanging goods and
services within a capitalist system can be
properly made.

Morality and Moral Reasoning
We need to consider the nature of moral

ity and moral reasoning. When it comes to
making an accurate moral assessment of
capitalist activities, it is crucial that a certain
understanding of the moral good of human
beings be considered. Otherwise the moral
significance of capitalism, as distinct from
the political/legal significance, will not be
appreciated.

Contrary to what is sometimes thought, it

is not necessary to assume that the funda
mental principle of human conduct and
relations within capitalism is sheer greed or
hedonism. Further, it is not necessary to
assume that in order for capitalist activities
to be morally defensible what is good for a
person must be simply a matter of taste. It
is quite possible to understand the activities
of business people within capitalism as be
ing motivated by the pursuit of more than
merely wealth or pleasure. People can be
understood as pursuing their moral well
being or fulfillment. In other words, the
human moral good could be something ob
jective, and yet the diverse activities of
persons operating within capitalism be con
sistent with the attempt to achieve the good.

Human moral well-being need not be
viewed as something abstract, impersonal,
or uniform in order to be objective. Rather,
the human good could be objective and
nonetheless be concrete, personal, and vari
able. Though there are generic virtues that
abstractly define the human good, what they
amount to in the concrete situation for any
individual human being varies. This does
not mean that what is good for any person is
simply a matter of taste or that there are no
right or wrong choices, but it does mean that
it would be a mistake to think that what is
good for someone in some concrete situa
tion can be determined merely from some
armchair.

Ifhuman moral well-being is both real and
pluralistic, this has great importance when
it comes to morally assessing capitalist ac
tivities. It allows one to see the ethical
importance of a socioeconomic system that
protects and permits individuals in using
their practical insight toward achieving their
good in contingent and particular cases.
This is especially so if it is true, as it
certainly seems to be, that human moral
well-being involves the creation, mainte
nance, and use of wealth in fulfilling ways.
The judgments exercised by persons as
producers and consumers are then related to
the central intellectual virtue of practical
reason of which Aristotle speaks in his
ethical works.4

There is a parallel between an argument



that Mises and Hayek used to show that
socialist economies could not efficiently co
ordinate the production and exchange of
goods and services and an Aristotelian ar
gument against rationalistic accounts of the
good life. Just as central planners do not
have access to the contingent and particular
facts that individuals do in exercising the
"entrepreneurial insight" that moves free
markets toward equilibrium, so too specu
lative insight into the nature of the human
good is not sufficient for a person's well
being to be achieved. Practical insight is
needed, and this insight can only be used by
that individual, no one else, in confronting at
the time of action the contingent and par
ticular facts of his or her life. Such insight
cannot function from an abstract perspec
tive in finding the "mean" that is appropri
ate for· the individual. Thus, there is a
creative role for the individual to play in
discovering the individuative content that
gives reality to the good life philosophers
abstractly describe. It is the practical insight
of individual human beings, not only in the
creation of wealth but in achieving their
unique form of the human good, that a
system based on political and economic
liberty helps to make possible.
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Here then are two insights-one from
political philosophy and one from ethics
that make a crucial difference as to how one
morally evaluates the activities of persons
within a capitalistic socioeconomic system.
The idea that individual rights provide the
basis for a political/legal context that pro
tects the exercise of practical reason by
individuals and the idea that the human good
is objective, but individualized, are funda
mental. It is important for anyone taking up
issues in business ethics not to forget the
import of these ideas-as well as others
from political philosophy and ethics-for
the understanding of capitalism. D

1. See Douglas B. Rasmussen and Douglas J. Den Uyl,
Liberty and Nature: An Aristotelian Defense ofLiberal Order
(La Salle, Ill.: Open Court, 1991) for a defense of individual
rights.

2. Eric Mack, "The Ethics of Taxation: Rights Versus
Public Goods," in Dwight R. Lee, ed., Taxation and Deficit
Economy (San Francisco: Pacific Research Institute for Public
Policy, 1986), pp. 489-490.

3. Robert Nozick, Anarchy, State and Utopia (New York:
Basic Books, 1974), p. 172.

4. See Douglas B. Rasmussen, "Capitalism and Morality:
The Role of Practical Reason," in Robert W. McGee, ed.,
Business Ethics & Common Sense (Westport: Conn.: Quorum
Books, 1992), pp. 31-44. Yet, also see Douglas J. Den Uyl, The
Virtue of Prudence (New York: Peter Lang, 1991) as well as
Liberty and Nature.

Rights versus "Rights"

by Tibor R. Machan

For the past 200 years or so a debate has
ensued in political philosophy, on the

issue of what sorts of rights human beings
have. This is not the debate about whether
we have rights at all, which is different.
(Some hold that rights were identified by

Dr. Machan is Professor of Philosophy at Au
burn University, Alabama. His latest book is
Private Rights and Public Illusions, from Trans
action Books . He is a contributing editor ofThe
Freeman.

John Locke and others to bolster certain
hidden goals, not because these rights ac
tually exist.) What the rights versus
"rights" debate is about is whether human
beings have rights other than negative rights
not to be killed, assaulted, kidnapped, or
robbed. Negative rights, not to be intruded
upon, are what Locke, the major seven
teenth-century individual rights theorist, ar
gued we all possess by nature. That is, we
require certain social conditions when we
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form communities, because of the kind of
being we are. We require the respect of our
negative rights.

In response to Locke and his students,
critics argued that the rights Locke identi
fied are only some ofthose we possess. They
maintained that we also have what are called
"positive" rights: others must not only
refrain from killing, assaulting, kidnapping,
or robbing us but owe us services such as
welfare, health care, and education. The
point isn't that it is decent and morally
proper for others to help us when we are
in need. Rather they can be forced to pro
vide us with what they can to help-their
work, their earnings, the fruits of their
talents-just as others may be forced to
desist from murdering or assaulting us.

The recent debate in the United States
about government-supplied health care il
lustrates the conflict between these two
views of rights. Negative rights theorists
argue that individuals ought to strive for
living properly, for flourishing in voluntary
association with each other, while positive
rights theorists argue that individuals natu
rally belong to each other, as parts of an
organic body. While Locke put on record
the former theory, Karl Marx, who thought
little ofrights , spawned this alternative view
of social relations. He declared that "The
human essence is the true collectivity of
man," meaning we are essentially "species
beings," parts of the larger organic body of
humanity. Others proceeded to soften this
hard-line collectivist position into the milder
sounding positive rights theory.

Some misunderstand the nature of posi
tive rights, thinking that they simply arise
out of an elaboration of negative rights.
When columnist George Will noted a while
ago that one official in our government
leaned toward authoritarianism by inventing
positive rights, ones not listed in the U.S.
Constitution, someone criticized him along
these lines: "[T]he Constitution has been
amended in the past to include the 'right' to
vote for African-Americans, women and
18-year-olds, as well as the right to be free
from slavery and involuntary servitude."

The amendments the critic mentions are,

however, drastically different from those
advocated by many big-government theo
rists. Many of the amendments are simple
elaborations, for more specialized cases, of
the basic negative rights everyone possesses
by nature. The' 'right to vote" is an appli
cation of the right to liberty to the area of
political action: government may not prevent
an adult citizen from fully participating in the
political system. The right to be free from
slavery is a simple corollary of the negative
right to liberty, as is the right to be free from
involuntary servitude. Just how different such
amendments are from those proposed by
advocates of positive rights can be appreci
ated when we consider that all positive rights
imply involuntary servitude. If one is forced
to make provisions for the health care, social
security, or related needs of others, one is
forced to serve them, plain and simple.

The debate is important but one must be
careful not to misunderstand it. Basic neg
ative rights need at times to be spelled out
in some detail, made applicable to new areas
ofhuman conduct and problem-solving. For
example, the right to freedom of speech
which spells out the right to liberty for
communication-may need to be developed
further in light of the growth of the elec
tronic communications "superhighway."
The right to own property had to be devel
oped further to clarify ownership ofportions
of the electromagnetic (broadcast) spec
trum. It can be shown, by careful logical
reasoning, that these refinements follow
from our basic negative rights.

Positive rights, however, violate our basic
negative rights, place us in servitude to
others, and therefore can only be fraudu
lently presented as things derived from our
natural rights. We should be on guard when
those who wish to solve social problems
advocate unjustified power for the govern
ment by distorting the rights we all have. We
have only negative rights. Positive "rights"
are deceptive inventions that capitalize on
the soundness of the theory of negative
rights for dangerous purposes, leading, in
deed, to the subversion of the original func
tion of the concept of basic individual
rights. 0



A Matter of Principle

In Praise of Pain

I n recent months, we have heard daily
alarms concerning legislation proposed

by the new Congress.
Babies will starve, modem Chicken Lit

tles warn, because teenage mothers will be
deprived of "their" food stamps. Little
children in schools will go hungry, because
the new Scrooges on Capitol Hill will rob
them of "their" school lunches. The elderly
will lose "their" Medicare and Social Se
curity. Opera enthusiasts will lose tax
subsidized encounters with Wagner and
Puccini, and pre-schoolers the daily inspi
ration ofBarney the Dinosaur, all because of
plans to close down "their" local public
broadcasting stations.

Never mind that none of this unearned
largess is truly' 'theirs. " Never mind that no
one has a right to that which he has not
produced-that no one can lay legitimate
claim to goods and services belonging to
others-that all of those ' 'entitlements' ,
entail legalized plunder of the taxpayers. In
addition, none of the claims by special
interests is even true.

Babies won't starve, because welfare pro
grams aren't going to end: they're only going
to be dumped by Washington in "block

Mr. Bidinotto, a StaffWriterfor Reader's Digest,
is a long-time contributor to The Freeman and
lecturer at FEE seminars.

Criminal Justice? The Legal System Versus
Individual Responsibility, edited by Mr. Bidi
notto and published by FEE, is available at
$29.95 in cloth and $19.95 in paperback.

by Robert James Bidinotto

grants" onto state governments. School
lunch subsidies are actually scheduled to
rise, and likewise be sent to governors to
administer. Ditto, spending on the elderly:
all that will decline is the rate ofincrease in
projected spending. As for public broadcast
ing, the only portion of its budget targeted
for trimming is the meager 14 percent sup
plied by federal taxpayers. Clearly, Barney
is in no danger of extinction.

You'd never know this judging by the
cries of impending doom echoing across the
land. Yet despite the claims of the Compas
sion Lobby, few redistributionist programs
are on any politician's chopping block; even
fewer will be gone when the political dust
settles. As I anticipated in my January
column, most of the modest reforms passed
by the House are being bottled up in the
Senate.

The block-grant approach symbolizes the
weakness of the proposed reforms. Instead
ofending programs that plunder Peter to pay
Paul, Congress is proposing only that Paul
receive the loot from his governor, rather
than his congressman. The apparent' 'prin
ciple" here is that robbery is more efficient
if done at the local level.

As revolutions go, this one is boringly
bloodless. In fact, many self-styled revolu
tionaries are trying to keep it absolutely
painless-when a little pain is exactly what
recipients of the unearned need to experi
ence right now.

Yes, you read that correctly.
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Don't get me wrong. I'm not endorsing
the Stoic view that pain builds character.
Nor am I a Social Darwinist arguing for
"survival of the fittest." Pain and suffer
ing are not ends in themselves, nor is the
collectivist goal of social purification a valid
rationale for allowing harm to befall the
weak.

But pain and suffering do have a vital
purpose. They are invaluable signals to us,
warnings that something is amiss-that we
need to change course.

Mistakes and irresponsible behavior un
avoidably lead to destructive consequences.
Yet if we could not feel their impact, we'd
have no reason to alter harmful behavior.
The experience ofpain warns us we're doing
something injurious. Pain is nature's invalu
able teacher; without it, we could not sur
vive, because we'd never be deterred from
self-destructive paths. A child learns not
to put his hand on the stove, because it hurt
the first time he did it.

Capitalism is a profit and loss system, one
that rewards those who successfully pro
duce valued goods and services, while pun
ishing those who fail to do so. Ifprofits were
guaranteed and automatic, and losses im
possible, there would be no motive for
anyone to produce the things we need.
Poverty and want soon would be everyone's
fate.

That's· precisely the impact of welfare
statism. By trying to eliminate all suffering,
it obliterates all incentives and motives to
act wisely. It buffers people from the inju
rious consequences of error and irresponsi
bility, depriving them of the painful but vital
lessons of life. It thus allows people to
believe they can continue down destructive
paths with impunity.

But even if they are buffered from pain,
the destruction they have caused doesn't
disappear: it's merely transferred onto oth
ers. To spare some people painful lessons,
the welfare state forces innocent and re
sponsible taxpayers to bear the pain and
suffering instead.

To protect an unwed teenage mother from
experiencing any discomfort from her folly,

her married, working neighbors must de
prive their own children to support hers. To
protect American bankers from stupid in
vestments, American workers must raid
their own savings and cover the losses. To
protect "family farmers" from the reality
of supply and demand, urban American
families must squeeze their own budgets and
fund subsidies and supports.

Again, the welfare state doesn't eliminate
pain and suffering: it merely transfers them
from one person to another. It's a measure
of modern corruption that this sordid policy
is defended as embodying "compassion."
But it's a curiously selective compassion:
compassion only for the deserved suffer
ing of the irresponsible and foolish, and
simultaneous indifference toward the un
deserved suffering of the responsible and
wise.

In truth, the Compassion Lobby's claim
to moral concern is fraudulent. There's
nothing compassionate in transferring pain
and suffering from those who caused it onto
those who didn't. It is cruel injustice. Yet
that's the operative moral premise of the
welfare state.

Because people make mistakes, pain is
always unavoidable. The question is, who
should bear it: those who cause it, or those
who didn't? Likewise, the idea of a painless
revolution is an oxymoron. Change is al
ways painful; but keeping our present wel
fare state is also causing pain. Whose pain
should be our concern?

For too long, in order to spare some the
hardships of self-responsibility, we have
been willing to' batter and burden millions
of decent, hardworking citizens. They are
the real victims today, and their unjustified
suffering must end.

To salvage the moral initiative we must
have the courage to look the Compassion
Lobby directly in the eye, and refuse to
blink. Rejecting their phony compassion,
we must state bluntly:

"It's high time you did feel some pain.
Better you than those self-responsible peo
ple who have been too long compelled to
support you· in your irresponsibility." D
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Bilingual by Choice

by James M. McCaffery

I n the summer of 1992, I was a guest
lecturer in comparative law at a large

private law school in Latin America. One
morning before class, I read in a local
newspaper that the newly appointed minis
ter of education had decreed that Indian
children (defined as children who spoke an
Indian language at home), who had previ
ously received all their public education in
Spanish, would now be instructed in Indian
languages through the sixth grade in order
to preserve Indian culture and ease their
transition to Spanish. Ominously, the article
mentioned that bilingual and multicultural
experts from the United States had been
consulted in this matter; there was no men
tion if anybody had asked the Indians for
their opinion. I decided to do so myself.

Shortly before, I had seen a report on
television about a conference at which Latin
American Indians had met to discuss their
mutual problems. Interestingly, the confer
ence was conducted in Spanish (with some
Portuguese), the lingua franca among Indi~

ans from Mexico to Patagonia, whose native
languages may be as mutually unintelligible
as German is to Chinese. Even some Indian
languages that are seen as being a single
tongue (Quechua, for example) have dia
lects that vary as much as Latin-based
Spanish and Latin-based French do from
each other. In rural markets I have seen
Indians, who are speaking an Indian lan
guage within their group, start speaking
Spanish with another Indian from a different
tribe.
Mr. McCaffery resides in New Orleans and is
considered a great guide to Mardi Gras.

I put the paper down and went to my
class, where I tried an experiment with my
students, the children of the nation's elite.
When I asked what they thought ofbilingual
education, I got some very enthusiastic
answers ~ All of them thought that learning
to read, write, and speak in English was very
important. Few knew no English; most had
at least a reading knowledge of English; two
or three spoke it as well as I did (showing a
great effort on the part of their parents). All
ofthe students wanted their children to learn
English. They realized that their children
would need English to succeed in the world
beyond Latin America.

When I mentioned to the students that I
was talking about bilingualism of Spanish
speaking learning an Indian language, the
students started to laugh. They figured that
this was a strange form ofgringo humor, like
that of the American law professor who had
come the year before to lecture on animal
rights in a country that has starving children
in the streets of some cities. However, when
I insisted that there must be some benefit
they could derive from knowing an Indian
language, one young lady suggested that this
might be useful since one could then have
Indian maids who spoke no Spanish, rather
than Spanish-speaking Indian maids who
command higher wages. Their contempt for
the idea could not have been more patent.

Later that evening, I spoke with our
teenage Indian maid about this subject.
Although I did not notice an accent in the
girl's Spanish, my wife assured me that the
maid had an "Indian" accent. The young
girl said that her family spoke an Indian
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language both at home and with their neigh
bors in her village far from the capital. But
she had learned Spanish from radio, televi
sion, the movies, and of course, in school.
She was now working for a while in the city
to improve her Spanish, to see the world,
and to save up money for a dowry to better
her marriage prospects when she returned
home. Her brother had been drafted (will
ingly) into the Army, where young Indian
men who were deficient in Spanish were put
into Spanish immersion classes. Those who
already spoke Spanish improved their gram
mar and pronunciation. The Indian girl said
that her parents were happy that she was
perfecting her Spanish in the big city and
that her brother was being schooled in
Spanish in the Army. Indian parents wanted
their children to get the best possible edu
cation, which meant speaking, reading, and
writing good Spanish: exactly how the elite
viewed English for their children.

Thus, both the rich parents of the ruling
elite of the capital, who send their children
to law school and make sure they learn
English, and the poor Indian parents of a
small village in a remote province, who want
their children to master Spanish, have made
rational choices about their sons' and
daughters' language preparation. For gov
ernment officials to override such decisions
against the best interest of children and the
wishes of the parents is an abuse. In Latin
America and in the United States it is an
increasing problem.

Governmental Meddling
Consider the bizarre experience I had

recently. I received notice that my six-year
old son was being removed from his normal
French classes, to be put in ESL (English as
a Second Language) classes-without my
permission-because my wife and I had
truthfully told the school system that Span
ish is the language we normally use at home.
There was no suggestion that his English
was in any way deficient.

How this came about is a story of how
mindless governmental meddling extends
today even to the learning of language,

which used to be guided by the normal laws
of economics, common sense, and parental
choice. As a young boy I grew up in the inner
city of one of the great northern urban areas
of the United States. The immigrant flotsam
and jetsam of Eastern Europe, speaking
dozens of languages, ebbed and flowed into
that city after World War II. The Catholic
Church across the street had all but one
Sunday service in Croatian. (The last time I
visited, all but one service was in English,
showing the natural evolution of language
choice.) My family attended the English
language Catholic Church several blocks
away, which had been founded a century
before by Irish immigrants (my father's
people) and later inherited by German and
Polish immigrants (my mother's grandpar
ents). Although my mother spoke Polish and
German at home, she attended school to
tally in English without any ill effect. I
attended grade school with children who
spoke German, Polish, Croatian, Hungar
ian, Romanian, Czech, and a dozen other
languages or dialects at home. These boys
and girls all achieved native ability in Eng
lish without any special government pro
grams to teach them the national language,
now practically the world's language.

A friend of mine, now a prominent sur
geon, grew up living with his parents and
both pairs of grandparents. His mother and
her family spoke Lithuanian; his father and
his family spoke Hungarian; the two sides
of the family communicated in German. All
five children knew these languages, yet
spoke English as their primary tongue as a
natural consequence of living in the United
States. Nobody had to convince the kids to
learn English; it was self-evident. No gov
ernment program was needed to help them
learn English. Common sense and self
interest did the job.

Several years ago I read through a book
of short biographies of Americans who had
won the Nobel Prize, looking for any com
mon linguistic pattern. The only conclusion
I reached was that speaking Yiddish as a
child seems to be a good indicator for
winning a Nobel Prize. Can it be seriously
argued that Yiddish-speaking students



would have won more Nobel Prizes had they
not been put in English immersion but
instead had spent years in Yiddish classes to
ease their "transition" to English?

The great historic lesson from our past
that immigrant parents prefer, for good
reason, to have their children educated in
English immersion in school while preserv
ing their native language at home or at
church or synagogue-is ignored by the
politicized public education apparatchik.
Immigrant parents today face increasing
coercion as they stubbornly try to avoid
bilingual or multicultural schemes. These
parents understand that their children's fu
ture lies with ability in English, not Bengali
or Vietnamese. The multicultural bureau
cracy demands that immigrant children not
evade their instructional clutches since
there can be no funding for the "problem"
of bilingualism if there are no children suf
fering from lack of native-language instruc
tion. Perversely, the funding for bilingual
education seems to come off the top of the
education budget, not the bottom, reducing
the funds going into real education.

Recently I met a couple who had moved
to Louisiana from another state. They told
me that they had been required by their
previous school district to execute affidavits
that they spoke English at home. Parents
who admitted that they spoke a foreign
language at home could not avoid being
hassled and pressured by the multicultural
programmers. Father and Mother evidently
do not know best-the educational estab
lishment does. The parents most harmed are
those with the least education and at the
lowesteconomic rung since parents who are
professionals are better able to fend off the
bureaucrats.

Significantly, the federal government
does not practice the sort of bilingualism it
preaches. The Department of Defense and
the State Department employ' 'total immer
sion" to train their people in foreign lan
guages, just the way immigrant children
used to learn English.

There is nothing wrong with teaching
children other languages. On the contrary,
it is an excellent idea ifdone properly, by the

BILINGUAL BY CHOICE 315

parents, or at least with active parental
support. My own children speak English,
Spanish, and French (in approximately that
order). However, this is a result of a con
scious and reasoned decision by my wife (a
native speaker ofSpanish) and me, given the
particular circumstances of our family and
the unique resources available in New Or
leans. No bureaucrat, no matter how well
intentioned (most are-I am one myself),
could possibly weigh these factors as well as
we, the children's parents can.

Our children attend a French-language
school (grades K through 8) in New Orleans
established by the French government, in
cooperation with the state of Louisiana
and the Orleans Parish School Board. They
are taught by teachers from France, using
the same textbooks used in France. Except
for the children of French citizens, entry to
the school is on a first-come, first-serve
basis, with a line forming several days
before registration. Thus, I spent a day
waiting (and a night sleeping) in line to
register my child in French Immersion Kin
dergarten six years ago. Since siblings of
students in the program are automatically
admitted, all of us in the line were there for
the first time.

My fellow parents in line were a mixed
lot-racially, ethnically, linguistically, and
economically. The first in line was a poorly
dressed black woman, seemingly without
much formal education, who had been in
line several days. She said that she had given
up several days' pay (obviously a great
sacrifice for her) to be sure that her child got
into the program since it was her daughter's
only chance to get a quality education (her
child is one of the best students in her grade,
American or French). Many of the other
parents in line were immigrants or foreign
exchange students who spoke languages
other than French or English at home:
German, Russian, Chinese, Portuguese,
Spanish, Polish, and Vietnamese, to men
tion a few. For them, like my wife and me,
French would be a third language for their
children, a responsibility all seemed to take
quite seriously. There were doctors, labor
ers, lawyers, waitresses, civil servants, ac-
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tive duty military, and truck drivers in line
that night.

The proportion of French surnames was
probably not out of proportion to a random
cross-section of the population in the area.
Nobody seemed driven by ancestral genes
to have their children study French, con
trary to the tenet of the new government
imposed multiculturalism that ancestry
alone determines linguistic ability and pref
erence.

These people had made personal evalua
tions of their children's and their families'
unique environment, ability, and resources
in such an endeavor. For example, it is
understood by the non-French-speaking
parents that there will be a cost for private
French tutors for their children. I spend
about $200 monthly for such tutors, a cost
that will surely increase as my children
continue French at a more advanced level.
No bureaucrat could possibly know the
parents' resolve and resources in such mat
ters, or gauge their resolve half as well as
the first-come, first-serve system does in a
crude but effective way. Because their par
ents are willing to bear the costs, the
school's students are the children with the
best opportunity to succeed in its French
immersion program.

The official bilingual, multicultural move-

ment is no respecter of parent's wishes or
children's best interests. Throughout the
nation, but especially in California, children
with Hispanic surnames whose families may
have spoken English for generations are
being herded into bilingual Spanish pro
grams, supposedly to help them adjust to
learning English. Just as logically (or illog
ically), children with Irish surnames, such
as mine, should be incarcerated in Gaelic
immersion to help them better adapt to
learning English, Spanish, and French.

Except in the rare case of children who
are literally wards of the state, the linguistic
training of children should be the matter
of familial and not governmental responsi
bility and choice. Parents quite naturally
want their children to do well in life and
wish them to master the language of the
society in which they live, English in the
case of the United States. In any event
parents all over the world wish their children
to learn English, the modern lingua franca
of mankind. I have noticed that French
families that are temporarily in New Orleans
strive to have their children master English
in the short time that they have in the United
States.

To rephrase Clemenceau, language train
ing ofchildren is too serious a thing to be left
to bureaucrats. The family knows best. D

Rolling Back the Imperial Congress

by Ralph R. Reiland

A top priority in the new Congress was to
approve legislation that requires mem

bers of Congress to obey the same laws that
they pass for the rest of us. No longer will

Ralph R. Reiland is Associate Professor of
Economics at Robert Morris College and co
owner ofAmel's Restaurant in Pittsburgh.

the private sector be mandated to build
wheelchair ramps while the disabled are told
to forget about easy access to the Imperial
Congress.

That's a revolutionary concept to the
old guard on Capitol Hill. A few years ago,
a former Senate Democratic leader stated:
"It's been said here many times tonight that
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we want to treat Senators the same as
everyone else, that we want to have the
Senate treated the same as the private sec
tor. Not a single Senator believes that. Not
a single Senator wants that."

The senator was arguing that the hiring
and firing decisions in a senator's office
should be exempt from civil rights laws. The
EEOC wouldn't be playing any quota games
with victim groups in his office. Another
senator put it more bluntly: "The Senate is
no lumber yard."

Those senators are gone now. They didn't
understand that most of us value the houses
we get from lumber yards more than
we value the meddlesome laws and red tape
we get from Congress. The senators didn't
understand why the public ranks Washing
ton politicians below any other occupational
category, including lumber workers. At
least the guys carrying plywood buy their
own stamps and don't confiscate part of our
paychecks by voting themselves midnight
pay raises.

The call to exempt the Senate from civil
rights legislation wasn't unique. Congress
has exempted itself from the most far
reaching and important pieces of modern
legislation: the Civil Rights Act of 1964, the
Freedom of Information Act of 1966, the
Age Discrimination Act of 1967, the Occu
pational Safety and Health Act of 1970, the
Equal Employment Opportunity Act of
1972, Title 9 of the Higher Education Act of
1972, the Rehabilitation Act of 1973, the
Privacy Act of 1974, the Age Discrimination
Act amendments of 1975, the Ethics in
Government Act of 1978, and the Civil
Rights Restoration Act of 1988.

With the Americans with Disabilities
Act in 1990, Senator Charles Grassley of
Iowa offered an amendment that said simply
that the ADA would apply to the Senate.
Sam Gerdano, senior counsel to Grassley
at the time, reported that he and the sena
tor were besieged by Capitol Hill law
makers who were worried that they might
be sued for discrimination under the bill.
The amendment was defeated. The Lords of
the Hill who created the world's worst

litigation explosion didn't want to face trial
by jury.

Many Washington politicians never
learned that a nation dominated by an arro
gant political class that creates an increas
ingly intrusive government and sneers at the
work of the private sector ends up with an
abundance of misery (and a shortage of
lumber).

We've reached the point where over half
of the GDP of the United States is socialized
by the various levels ofgovernment through
taxes, transfer payments, and regulations.
Still, there's no shortage of politicians who
push for more. They ignore the key eco
nomic fact that the more market-oriented,
small government economies around the
world outstrip their statist counterparts by
virtually every measure. When the Berlin
Wall was toppled, the per capita GDP in
capitalist West Germany was twice that of
socialist East Germany.

Today, South Korea's GDP is six times
that of North Korea. Taiwan's is more than
twenty times that of mainland China.

In 1993, for the first time, the United
States had more people employed in gov
ernment than manufacturing. Making rules
was more important than making things.
Increasingly, the government became a col
lection of litigiously minded busybodies and
self-righteous social engineers who prac
ticed less and less restraint in their assaults
against private enterprise and personal lib
erty.

What's springing to life now is the public
backlash against the ceaseless growth of
monitoring by government bureaucrats and
the job-killing explosion of taxation, litiga
tion, and regulation. Making politicians in
Washington subject to the rules and regula
tions they pass is a meaningful first step
toward pulling the nation out of its statist rut
and returning to common sense.

In November's election, the public
elected more businessmen and business
women than lawyers to the freshman class
of Congress. Let's hope they start running
Washington, D.C., more like a lumber
y~. D
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John Stuart Mill's
Immortal Case for Toleration

by Jim Powell

j ohn Stuart Mill's essay On Liberty (1859)
is the most famous work about toleration

in the English language. It is clear, concise,
logical, and passionate. It defends tolera
tion-of thought, speech, and individuali
ty-as a practical means to promote happi
ness for the greatest number of people. The
book inspired generations ofclassical liberal
thinkers, and today it is probably the only
historic work about toleration that most
people ever read.

Yet from the standpoint of liberty gener
ally, the philosophy behind On Liberty
Utilitarianism-was a terrible failure. Mill
and other Utilitarians relentlessly attacked
the doctrine of natural rights, a moral basis
for liberty which had provided the only
known intellectual barrier to tyranny. Nat
ural rights, as explained by thinkers like
Thomas Jefferson and Thomas Paine, de
fined what governments could not rightfully
do. Neither Mill nor any other Utilitarian
offered fixed principles to replace natural
rights. As far as Mill was concerned, Utili
tarianism became a moral plea for socialism.
He didn't anticipate how socialist govern
ment power could unleash horrifying intol
erance during the twentieth century.

Mill's opinion had to be reckoned with
because he was the most influential English

Mr. Powell is editor ofLaissez-Faire Books and
Senior Fellow of the Cato Institute. He has
writtenforThe New York Times, The Wall Street
Journal, Barron's, American Heritage, and more
than three dozen other publications.

philosopher of the nineteenth century, the
author of respected books on economics,
logic, and political philosophy, a prolific
journalist, the editor of a widely followed
journal of opinion, a friend of leading intel
lectuals in Europe and the United States.
People listened when Mill spoke about a
vital issue.

Mill owed his influence perhaps as much
to his appealing personality as to his intel
lectualfirepower. He was a rational, posi
tive, generous man who sincerely loved
liberty. There is moral fervor in On Liberty,
even if he couldn't bring himself to justify
liberty for moral reasons. He was far ahead
of his time in insisting that women are
entitled to equal rights with men-he en
dured more hostile criticism for his book
The Subjection of Women (1869) than for
anything else he wrote.

Recalled classical liberal author John
Morley who first met Mill several years after
On Liberty was published: "In bodily pres
ence, though not commanding, at sixty he
was attractive, spare in build, his voice low
but harmonious, his eye sympathetic and
responsive. His perfect simplicity and can
dour, friendly gravity with no accent of the
don, his readiness of interest and curiosity,
the evident love of truth and justice and
improvement as the standing habit of
mind-all this diffused a high, enlightening
ethos that, aided by the magic halo of
accepted fame, made him extraordinarily
impressive. "
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The Training of a Philosopher

Mill had humble beginnings. Not much is
known about his mother, Harriet Barrow.
His father James Mill went to the University
of Edinburgh on a scholarship for potential
clergymen in the Scottish Church. But after
graduation James rebelled against Church
doctrines and moved to London following
the death of his mother and the bankruptcy
ofhis father's meager shoemaking business.
Although James Mill wasn't particularly
qualified for anything, he was resourceful
and got himself a succession ofjobs editing
small publications. His firstborn, John Stu
art Mill, arrived on May 20, 1806.

Two years later, when James Mill was 35,
he met the 60-year-old philosopher and legal
reformer Jeremy Bentham. This eccentric
bachelor was quite a sight in an austere
Quaker-cut coat, knee breeches, and white
woolen stockings. Bentham had developed
the doctrine of Utilitarianism-government
policy should aim to help achieve the great
est happiness for the greatest number of
people. Bentham promoted the expansion
of the voting franchise, and he attacked the
irrational, conflicting features ofBritish law.
Bentham's zeal inspired James Mill to be
come a passionate political reformer.

Mill decided to groom his eldest son as a
rationalist philosopher who could guide the
next generation of political reformers. This
involved an ambitious experiment in accel
erated education at home. The curriculum
consisted mainly ofgreat books. John Stuart
Mill started learning Greek when he was
three. He learned Latin, arithmetic, algebra,
geometry, and political economy by the time
he was a teenager.

In May 1823, when John Stuart Mill was
17, he gained security for life-a six-hour
a-day administrative job at the East India
Company, arranged by his father who had
been working there four years. John Stuart
Mill's starting pay was only £30 a year, but
he got promotions and had plenty of time for
intellectual pursuits. He was to work at the
East India Company for 35 years.

Mill's first freelance effort to improve the
world landed him in jail for a couple days
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on an obscenity' charge: concerned about
overpopulation, he had distributed birth
control information in a London park. Mill
was defiant, but his family and friends were
scandalized.

He launched his scholarly career, writing
articles for the Westminister Review, the
Utilitarianjournal which started publication
in 1824, financed by Bentham and filled with
articles by associates of both Mills. They
attacked ideas expressed in the Whig Edin
burgh Review as well as the Tory Quarterly
Review.

Mill seemed to be fulfilling his dream. But
after all the years of absorbing facts, con
centrating on his logical powers and without
a close personal relationship, he suffered a
nervous breakdown in 1826. He was 20. His
severe depression continued for about six
months, although nobody else seems to
have noticed. In the spring of 1827, he read
the memoir of a minor eighteenth-century
French playwright named Marmontel who
talked about the death ofhis father, the grief
of his family, and how he discovered new
meaning for his life. Mill was moved to
tears, reminding him that he really did have
feelings. He began to read poetry. He flirted
with the ideas of French socialists Comte de
Saint-Simon and Auguste Comte.

The Influence of
Harriet Taylor

In the summer of 1830, when Mill was 24,
he had dinner at the home of London mer
chant John Taylor and met his 22-year-old
wife, Harriet Taylor, who, it turned out,
shared these passions. According to one
acquaintance, she "was possessed of a
beauty and grace quite unique of their kind.
Tall and slight, with a slightly drooping
figure, the movements of undulating grace.
A small head, a swan-like throat, and a
complexion like a pearl. Large dark eyes,
not soft or sleepy, but with a look of quiet
command in them. A low sweet voice with
very distinct utterance emphasized the ef
fect of her engrossing personality."

Mill was enchanted. They became an
item, with a resigned John Taylor's consent.
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They spent time together in London and
traveled through Europe together, scandal
izing their friends. For about two years, Mill
was her mentor, sharing his panoramic view
of Western thought. Gradually, though, she
gained influence over Mill. She suggested
changes in his manuscripts, and he reflected
her passion· for women's rights and social
reform.

His Principles of Political Economy
(1848) was a collaborative effort, and it
became the most influential economics book
of the nineteenth century. It was sophisti
cated enough to satisfy the most rigorous
thinkers, yet it was written in plain lan
guage, understandable by almost everyone.
Mill prepared the draft, she critiqued it, and
he dutifully made changes which were sig
nificant in later editions (there were four
editions before she died, eight altogether).
He eliminated his most serious objections to
socialism.

John Taylor died in July 1849. Two years
later, Mill and Harriet Taylor decided to get
married, and he gave her; a written agree
ment foreswearing any special legal privi
leges as husband. Alas, her health was frail.
In November 1858, she succumbed to tu
berculosis.

On Liberty
Mill had started writing On Liberty in

1855. He and Harriet collaborated on it, and
after her death he worked to complete it.
The book was published in February 1859,
dedicated to her. Like most intellectuals,
Mill was mainly interested in freedom of
thought and was much less concerned about
freedom of action, which required secure
private contracts as well as private prop
erty. The book is an eloquent plea for
toleration rather than a general defense of
liberty, as commonly supposed. Nonethe
less, the vigor ofMill's language makes clear
that he did value liberty for its own sake and
not just as one among many possible ways
to achieve a Utilitarian's conception ofhap
piness.

"The object of this Essay," he wrote, "is
to assert one very simple principle . . . the

only purpose for which power can be right
fully exercised over any member of a civi
lised community, against his will, is to
prevent harm to others ... Over himself,
over his own body and mind, the individual
is sovereign." Mill's "one very simple prin
ciple" became quite controversial. Adver
saries claimed everything an individual
might do affected others and therefore was
potentially subject to government interven
tion.

As expected, Mill based his case on "util
ity," rejecting natural rights and offering
practical reasons for tolerating unorthodox
opinions: "First, ifany opinion is compelled
to silence, that opinion may, for aught we
can certainly know, be true. To deny this is
to assume our own infallibility.

"Secondly, though the silenced opinion
be an error, it may, and very commonly
does, contain a portion of truth; and since
the general or prevailing opinion on any
subject is rarely or never the whole truth, it
is only by the collision of adverse opinions
that the remainder of the truth has any
chance of being supplied.

"Thirdly, even if the received opinion be
not only true, but the whole truth; unless it
is suffered to be, and actually is, vigorously
and earnestly contested, it will, by most of
those who receive it, be held in the manner
of a prejudice, with little comprehension or
feeling of its rational grounds. And not only
this, but, fourthly, the meaning of the doc
trine itself will be in danger of being lost, or
enfeebled, and deprived of its vital effect on
the character and conduct. . . ."

Then Mill insisted that individuality ought
to be tolerated even when eccentricities
bother other people. First, he observed that
cultivation of individuality is essential for
well-developed human beings. Second, he
reminded readers that you never know
which individuals will contribute valuable
innovations.

Mill recognized that liberty cannot sur
vive government takeover of the economy:
"If the roads, the railways, the banks, the
insurance offices, the great joint-stock com
panies, the universities, and the public char
ities, were all of them branches of the
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government; if, in addition, the municipal
corporations and local boards, with all that
now devolves on them, became depart
ments of the central administration; if the
employes of all these different enterprises
were appointed and paid by the government,
and looked to the government for every rise
of life; not all the freedom of the press and
popular constitution of the legislature would
make this or any other country free other
wise than in name."

Yet, inexplicably, Mill didn't see that
government control is every bit as danger
ous as outright government ownership. For
example, while he opposed government
schools, he heartily urged that government
compel all children to attend schools, set
educational standards, conduct regular ex
aminations to verify that standards are being
met, and if necessary the government might
have to provide education. Equally amaz
ing, this fabled Utilitarian, as devoted as
ever to reason, failed to make a reasoned
case for government control. While he dis
paraged natural rights philosophers for bas
ing their views on ' 'self-evident" truths,
he claimed that government control of ed
ucation·was "almost a self-evident axiom."
Moreover, Mill took the puzzling position
that free trade could not be justified by his
principles of liberty.

Mill didn't come up with anything to take
the place of natural rights which clearly
define human liberty and set specific, en
forceable limits to government power. His
cherished principle ofutility turned out to be
a slippery slope.

Without the anchor of natural rights, Mill
found himself advocating steep inheritance

taxes, nationalization of land, local gov
ernment takeover of gas companies and
most astounding-universal military con
scription. Utilitarian James Fitzjames
Stephen went much further, advocating
an authoritarian government to forcibly
improve human behavior by applying
Bentham's pleasure-pain principle on a
grand scale. During the twentieth century,
intellectuals and mobs alike swept aside
practical considerations as they plunged
into socialism.

In later writings, Mill made clear that he
didn't think socialism or communism would
work. For example, in Chapters on Social
ism, a partial draft of a book he started in
1869, published posthumously by his step
daughter in 1879, he recognized that social
ist policies don't give people any incentive
to improve their performance. Mill dis
missed talk about central planning.

While Mill presented a compelling prac
tical case for liberty, he avoided a moral
defense of liberty. Indeed, he made it clear
that he believed socialists occupied the
moral high ground. Mill died on May 5, 1873,
still trying to reconcile the seeming desir
ability of socialism with its evident dangers.

Despite critical limitations, Mill's essay
did much to stimulate continuing debate
about liberty. He expressed his practical
case more passionately than anyone else,
especially his declaration that there is a
significant sphere of individual action which
should never be restricted by government.
Mill's work survived his death and pene
trated mainstream opinion like few writings
about liberty before or since. For that, he
achieved immortality. D
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THEFREEMAN
IDEAS ON LIBERTY

The Story of a Movement

by Peter J. Boettke

I n June of 1974 in the little town of South
Royalton, Vermont, the modern resur

gence ofAustrian economics began. George
Pearson, who had graduated from Grove
City College and was then working with the
Institute for Humane Studies, initiated the
idea to bring together the three leading
active scholars in Austrian economics
Israel Kirzner, Ludwig Lachmann, and
Murray Rothbard-to present a series of
lectures to young faculty and graduate stu
dents who had expressed an interest in
Austrian economics to the Institute.

The list ofattendees was truly impressive.
Besides the lecturers, such senior luminar
ies within Austrian economics as W. H.
Hutt and Henry Hazlitt were in attendance.
Even Milton Friedman dropped by for one
evening-though Friedman never bought
the idea of a unique Austrian economics
independent from other schools of neoclas
sical economics. The younger generation of
participants included D. T. Armentano,
Walter Block, Richard Ebeling, Roger Gar
rison, Jack High, Don Lavoie, Laurence
Moss, Gerald O'Driscoll, Mario Rizzo, Jo
seph Salerno, Sudha Shenoy, and Karen
Vaughn. Each of these individuals has sub
sequently made a name within the invisible
college of Austrian economists.

Other well known scholars and intellec
tuals-not exclusively associated with Aus
trian economics but whose work conveys a

Dr. Boettke teaches economics at New York
University. He would like to thank Mario Rizzo
and Edward Weick for helpful comments on an
earlier draft. .

deep affinity to Austrian economics-were
also in attendance: John Blundell (now Pres
ident of Institute of Economic Affairs in
London), David Henderson (Professor of
Economics at the Naval Post-Graduate
School, and the editor of The Fortune En
cyclopedia of Economics), Randall Hol
combe (Professor of Economics at Florida
State University, and the author of numer
ous studies in public choice economics), and
Svetozar Pejovich (Professor of Economics
at Texas A&M University and a pioneer in
the economic analysis of property rights).

The South Royalton lectures were pub
lished in 1976 as a volume entitled Founda
tions ofModern Austrian Economics, edited
by Ed Dolan. This volume became the major
introduction to Austrian economics for my
generation, that is, for those of us who
reached graduate school in the 1980s. The
success of the South Royalton conference
demonstrates how small events can have a
major impact.

At the time of the conference in the
summer of 1974, Austrian economics was in
desperate shape. The towering intellect of
the modern Austrian school, Ludwig von
Mises, had passed away in the fall of 1973.
His most senior intellectual heir, F. A.
Hayek, appeared to have lost interest in
economic theory long ago. The legacy of
Austrian economics rested in the hands of
Israel Kirzner, Ludwig Lachmann, Murray
Rothbard, Hans Sennholz, Percy Greaves, a
few other professors scattered about small
colleges, the staffat FEE, some like-minded
individuals at foundations and institutes like
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Austrian Economics in America: The
Migration of a Tradition by Karen I.
Vaughn (New York: Cambridge Uni
versity Press, 1994), 198 pages $49.95

Liberty Fund and IHS, and a rag-tag group
of undergraduate and graduate students.

Twenty-one years later, Austrian eco
nomics is still not on the required reading list
at Harvard, but it has experienced great
growth in terms of thought and influence.
Formal instruction in Austrian economics
is no longer limited to Grove City College.
Many colleges across the land now offer
explicitly or implicitly Austrian courses at
both the undergraduate and graduate level.
Some two dozen faculty at more than a
dozen colleges and universities come imme
diately to mind, and no doubt many more
would figure on a complete list. Moreover,
the Ludwig von Mises Institute, with its
summer "Mises University" program, FEE
and the New York University Austrian
Economics Program with their joint Ad
vanced Seminar in Austrian Economics,
and IHS, with its Liberty and Society sem
inar program, continue to introduce and
cultivate student interest in Austrian schol
arship.

The growth of interest in Austrian ideas,
has spread well beyond the United States.
Two years ago a conference was held in the
Netherlands dealing with the history of
Austrian economics, and in January of 1995
another conference was held in the Nether
lands dealing with contemporary Austrian
economics. In Germany, Austrian ideas
have been influential in the development of
an "evolutionary economics" promoted by
Professor Urlich Witt of the University of
Freiburg. The head of the prestigious Max
Planck Institut for the Study of Economic
Systems in Jena, Professor Manfred Streit,
has explicit ties to the resurgent Austrian
school. In Spain, Italy, France, New
Zealand, Austria, and England major intel
lectual figures are pushing out the Austrian
paradigm. In Brazil and Argentina there is
a South American Austrian movement, and
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Guatemala is home to a Central American
contingent of Austrian school economists
(even a university where the main li
brary is the Ludwig von Mises Library!).
Throughout Eastern Europe and Russia,
Austrian economists have emerged from the
rubble of Communism. Vitali Naishul in
Moscow, for example, is one of the most
thoughtful scholars and political economists
on the Russian scene. Australia as well
boasts a vibrant classical liberal movement
that has been influenced greatly by the
works of Mises and Hayek.

Whereas twenty years ago there was no
journal or publisher eager to promote Aus
trian work, today we have the journal Re
view of Austrian Economics and the re
search annual Advances in Austrian
Economics. There are Austrian book series
with Kluwer Academic Publishers (The
Ludwig von Mises Institute), Routledge (the
NYU Austrian Economics Program), and
New York University Press (also the NYU
Austrian Economics Program). Austrian
works are not limited to these publishers or
journals but can be found throughout uni
versity press and academic press catalogues
(Cambridge, Chicago, Blackwell, West
view, Edward Elgar), and across the eco
nomic journals.

The Resurgence of
Austrian Economics

In a wonderfully written new book, Aus
trian Economics in America, Karen Vaughn
tells the story of how all of this took place.
Her task is not so much to tell the institu
tional and personal story of the resurgence
of Austrian ideas, but rather to convey to
other economists the ideas and problems
(both theoretical and empirical) that came
to define the resurgence in Austrian eco
nomics in the 1970s and 1980s. Her story is
focused exclusively on the U.S. experience
and not the international growth that has
become evident within the past few years.
She tells an exciting intellectual story of
a movement which had by 1974 been "re
duced" to a few professors and a band of
graduate students, who set about to make
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a name for themselves and the ideas they
were committed to exploring. This is a story
of the courage of convictions. Many of the
younger scholars took their lumps over the
years at the hands of the established aca
demic traditions of economic scholarship
which were intolerant of Austrian deviations.

Vaughn accurately conveys the spirit of
open inquisitiveness that has characterized
the modern resurgence of Austrian ideas.
Ludwig Lachmann's great contribution to
modem Austrian economics was to "shake
the tree" so to speak. His willingness to
push for the consistent development of
subjectivist ideas-wherever they might
lead-forced the younger generation ofAus
trian economists to think hard for them
selves about the meaning of market pro
cesses and the relationship of Austrian
economics to neoclassical economics. An
unintended consequence of this pushing
by Lachmann was the continued refinement
of the argument by Lachmann's colleague
and main opponent on several issues of
basic economic theory, Israel Kirzner.
Vaughn favors Lachmann's position in the
debates over the implications of subjectivist
thought for equilibrium propositions, and
over the relationship of Austrian economics
with neoclassical economics. As she states:
"Despite the daunting nature of the task, I
ultimately side with the Lachmannians,
who argue that if Austrian economics is to
have a future, it must lead to a complete
recasting of the organizing principle of eco
nomic theory. Otherwise, it seems inevita
ble that the ideas of the new Austrians will
either fade from view or be absorbed into
the neoclassical orthodoxy in ways that
Austrians will claim still miss the point"
(p.9).

It is important to stress that Vaughn,
despite her conclusion concerning the long
term viability of traditional Austrian eco
nomics, does not build a strawman out ofthe
more traditional Austrian position. She tries
to deal fairly with Kirzner's subtle under
standing of market processes and the con
tinual maturation of that understanding over
the twenty-year period she is studying (pp.
101-103; 139-150).

Lachmann, Kirzner, Rothbard

In her book the Lachmann/Kirzner de
bate takes center stage in the revival of
interest in Austrian economics. The late
Murray Rothbard plays a vital role in stim
ulating the resurgence ofinterest in Austrian
economics, but he quickly disappears from
the intellectual scene Vaughn is interested in
analyzing (see pp. 93-100). This is because
in Vaughn's account, Rothbard declined to
address Lachmann's. argument concerning
the nature of equilibrium propositions
within economics. Thus Rothbard-argu
ably the most important intellectual figure
in the eyes of the participants at the South
Royalton Conference-is strangely periph
eral to the foundational internal debate
amongst Austrian economists on the impli
cations of consistently pursuing the subjec
tivist paradigm. While in the late 1960s and
early 1970s the central characteristic of
young Austrians· was their interest in the
Rothbardian system (including his radical
libertarianism), by the early 1980s modern
Austrian economics was engulfed in a the
oretical controversy in which Rothbard did
not really participate.

While Vaughn admits to her Lachman
nian sympathies, it is clear that her position
is as much influenced by her South Royalton
student colleagues-Don Lavoie, Gerald
O'Driscoll, and Mario Rizzo-as by the
troika of Professors Kirzner, Lachmann,
and Rothbard.

Vaughn has long endorsed Lavoie's work
in comparative systems (she had in fact
anticipated Lavoie's argument somewhat in
her 1980 paper in Economic Inquiry). It was
through her suggestion that Lavoieeventu
ally came to publish his dissertation on the
calculation debate as the seminal book Ri
valry and Central Planning with Cambridge
University Press (see her own discussion of
the issues surrounding the economic calcu
lation argument on pp. 38-61). But Vaughn
also reports in this book how much she has
intellectually benefited from her association
with Lavoie on other issues (see pp. 127
133). Lavoie's examination of the philo
sophical "foundations" of modem Austrian



economics in the mid-1980s, inspired by
Lachmann, led him to a position sharply
critical of neoclassical economics (in fact,
Lavoie has since abandoned the confines of
an economics department for the promise of
a more intellectually viable interdisciplinary
social-theory program). Vaughn became in
creasingly aware of her own Austrianism
and persuaded of the irreconcilibility of that
position with neoclassical economic theory.

O'Driscoll and Rizzo, through their co
authored book, The Economics ofTime and
Ignorance, provide the other pillar for
Vaughn's understanding of where modern
Austrian economics must go to develop
further (pp. 133-138; 162-178). O'Driscoll
and Rizzo set out to explain what Austrian
economics was to a wider professional au
dience. Their book turned out to be a major
reconstruction of Austrian economics,
again inspired by Lachmann. Like others
within the radical subjectivist camp of Aus
trian economics, Vaughn is particularly im
pressed with their arguments concerning
the potent implications for economic un
derstanding of the passage of real time, in
contrast to the sterile treatment of time
within more mainstream models of eco
nomic life.

Vaughn readily admits that the theoretical
project she associates with modern Austrian
economics-the project of developing an
economics that will deal seriously with the
passage of time and. the implications of our
ignorance-is still emerging. The promise of
a more realistic and relevant economics
largely remains to be fulfilled. But the ac
complishments made so far, in fields of
comparative systems, money and banking,
law and economics, industrial organization,
philosophical economics and pure theory,
bode well for the continued fertility of a
reconstructed Austrian economics.

Some readers may have problems with
this or that aspect of the story Vaughn tells,
but they would miss the point. If Austrian
Economics in America had been an intel
lectual history of modern Austrian econom
ics, then it could have explored more the
archives of institutes like FEE, the Volker
Fund, IHS, and Liberty Fund, or employed
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more extensively interviews with surviving
members of Mises' seminar at NYU, or
examined the private papers of Austrian
economic scholars, to see how Austrian
economics was kept afloat during its dark
age of the 1950s and 1960s. That kind of
history of Austrian economics is yet to be
written.

Vaughn, a former president of the His
tory of Economics Society, certainly
doesn't need a lesson in how to do a history
of economic thought (see her study on
Locke or her various papers on Menger).
Her decision not to detail the institutional
history (though she does give each of these
institutes mention and in doing so points the
interested student in the right direction) was
due to the nature of her project. Vaughn
wanted to tell the history of modem Aus
trian economics through its internal intel
lectual debate rather than through its insti
tutional infrastructure and personalities.
She uses the history of the 1950s and 1960s
only to set the stage for the subsequent
debate (see pp. 62-91).

Vaughn's analysis of the potential tension
within Mises' theoretical system is ex
tremely important in this regard. Mises'
Human Action presented the reader with a
system of thought which was at the same
time: (1) a radical subjectivist research pro
gram in economics that demanded a recon
struction of the entire corpus of economic
science (from methodology to capital theo
ry), yet was also (2) an example of orthodox
economics pointing out the errors in the
"New Economics" of Keynes and the fal
lacies of Institutionalism and mathematical
market socialism. What was the connection
between Mises' consistent development of
Carl Menger's subjectivism and his classical
liberal political economy? How did Mises
differ from other classical liberal econo
mists, such as the classical economics of
Adam Smith or the contemporary neoclas
sical economics of Frank Knight? Does the
economic policy wisdom of classical eco
nomics hold after the theory has been re
constructed in light of the subjectivist and
marginalist revolution? Highlighting these
potential tensions within Mises ' Human
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Action is a major contribution of Vaughn's
book and should stimulate further research
into the relationship between the theoretical
economics and public policy of Mises.

While Vaughn's intellectual task is to
summarize the terms of a debate in eco
nomic theory, she does go beyond the nar
row confines of that project to enliven her
narrative. Being the excellent storyteller she
is, Vaughn gives the reader an excellent
glimpse into the main personalities and in
stitutions in the history ofAustrian econom
ics. We get tasty tidbits concerning Mises'
Vienna and NYU seminar, and firsthand
accounts of discussions in the Rothbards'
living room, in the hallways of various
conferences, and at the lunch table at
George Mason University. Stuffy scholarly
conventions may not approve, but this is
interesting reading. The spice does not deter
from her scholarly project. Vaughn focuses
on her main task (and accomplishes it to my
mind), and yet invites further research into
the history of the subject by expertly whet
ting our appetite. There is great stuff in this
book, material to learn from, disagree with,
and take as a motivation for further explo
ration.

Some may be concerned that Vaughn
sides with the radical subjectivist element
within the Austrian movement. Here, I must
honestly state I am not the best critical judge
of this issue because my intellectual sym
pathies lie with radical subjectivism. Unlike
many of my colleagues within the radical
subjectivist wing of modern Austrian eco
nomics, however, I see within Kirzner's
refinements to his market process theory
(refinements made in response to the work
of Lachmann and of G.L.S. Shackle, and
James Buchanan) strong possibilities of rec
onciliation between radical subjectivist
ideas and more traditional Austrian argu
ments about the systematic nature ofmarket
processes. In particular, the Misesian view

of the functional significance of economic
calculation within capitalist processes of
production, as elaborated within Kirzner's
theory ofentrepreneurial discovery, offers a
conception of market coordination radically
different from neoclassical theory, yet pro
vides us with a coherent notion of economic
order and an alternative standard of eco
nomic welfare from which to judge states of
the world. Following Lachmann we must
reconstruct economics along consistently
subjectivist lines, but as Lachmann himself
said, we must be thankful we have Mises'
work to aid us in this task.

Whatever side one takes on these issues,
one must recognize the importance of
Vaughn's book. One of the leading aca
demic publishers in the scholarly world has
published a book-length treatment of the
debates which animate modern Austrian
economics. This is a major intellectual
event, and should be celebrated by all those
who have an interest in Austrian economics.
Twenty years after a conference in a little
town in Vermont, organized on a shoestring
budget and attended by a small group of
beleaguered professors and interested grad
uate students, Austrian economics is not
only alive and well, but thriving.

Milton Friedman stated at that South
Royalton conference that there was no such
thing as Austrian economics-only good
economics and bad economics. Well, Fried
man was right to an extent. But it turns out
that Austrian economics-seriously grap
pling with the implications of time and
ignorance for economic science, rather than
focusing instead on ever more refined exer
cises in constrained optimization-provides
the foundation for a humanistic, logically
sound, and policy-relevant economics. In
the end, that is Vaughn's conclusion and
that is something which all the branches
of modern Austrian economics can
celebrate. D

In Memoriam
John Chamberlain

October 28, 1903-April 9, 1995

He laid down his pen and was gathered to his people.



Economics on Trial

Did the Gold Standard
Cause the Great
Depression?
"Far from being synonymous with stability, the gold
standard itself was the principal threat to financial
stability and economic prosperity between the wars."

-Barry Eichengreen, Golden Fetters (1992), p. 4

by Mark Skousen

Berkeley Professor Barry Eichengreen
has fueled the flames of anti-gold in his

recent historical work, Golden Fetters: The
Gold Standard and the Great Depression,
1919-1939 (Oxford University Press, 1992).
Essentially, the author argues that (1) the
international gold standard caused the Great
Depression and (2) only after abandoning
gold did the world economy recover. The
book has been praised by colleagues, further
dampening enthusiasm for the precious
metal as an ideal monetary system.

It should be noted at the outset that
Eichengreen, a Keynesian, is extremely
biased against gold. In 1985, while teaching
at Harvard, he edited a collection of essays
entitled The Gold Standard in Theory and
History (New York: Methuen, 1985), which
pretends to offer a "complete picture" of
how an international gold standard would
operate, with pro's and con's. Yet he failed
to include a single article by a gold sup
porter! His last chapter, "Further reading,"
makes no reference to Mises, Hayek,
Ropke, Rothbard, Sennholz, Laffer, and
other noted defenders of gold. So much for
objectivity and what MIT professor Peter
Temin calls' 'the best collection of readings
on the gold standard available today."

Despite his extensive research and his
tory, Eichengreen cannot crucify mankind
upon a cross ofgold. In reality, the blame for
the Great Depression must be laid at the feet

Dr. Skousen is an economist at Rollins College,
Winter Park, Florida 32789, and editor ofFore
casts & Strategies, one ofthe largest investment
newsletters in the country. For more information
about his newsletter and books, contact Phillips
Publishing Inc. at (800) 777-5005.

of Western leaders who blundered repeat
edly in re-establishing an international mon
etary system following the First World War.
Their mistake was establishing a fatally
flawed mixture of gold, fiat money, and
central banking, known as the "gold ex
change standard," instead of returning to
the "classical gold standard" that existed
prior to the Great War.

Eichengreen rightly points out that the
mischief began during the First World War,
when the European nations went off the gold
standard and resorted to massive inflation to
pay for the war. Following the Armistice,
European nations desired to return to gold
convertible currencies, but they' created a
weak monetary system known as the "gold
exchange standard, " where currencies were
pegged primarily to the British pound and
the American dollar rather than to gold
itself. The gold exchange standard created a
pyramid of paper claims upon other paper
claims, with gold playing a far lesser role.

Austrian economists, such as Ludwig von
Mises and F. A. Hayek, and the American
sound-money school, led by Benjamin
Anderson and H. Parker Willis, recognized
that the fractional-reserve, fixed-exchange
gold standard was a recipe for disaster. They
predicted an eventual economic crisis under
the ,gold exchange standard.

Monetary troubles worsened when, in
1925, Britain made the fateful error of peg
ging the pound at the exchange rate that
prevailed before World War I at $4.86,
clearly an artificially high rate. As a result,
Britain suffered a deflationary depression
for the rest of the 1920s. Moreover, to help
Britain return to gold at the prewar ex-
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change level, the Federal Reserve pushed
down interest rates in 1924 and 1927, igniting
a fateful inflationary boom in the U.S.

Eichengreen blames. the gold standard,
but the real fault lies in Britain's national
istic zeal to return to gold at an artificially
high rate. A more sensible solution would
have been for all European nations, includ
ing Britain, to return to gold at a redefined
rate that recognized the increased supply of
money and price levels following the war. In
Britain's case, this would have meant a new
exchange rate of approximately $3.50.

Eichengreen also blames the gold stan
dard for the monetary crises ofthe 1920s and
1930s, but it was really a gradual movement
away, from a genuine gold standard that
caused the economic debacle of the 1930s.

Eichengreen even admits that the prewar
classical gold standard worked well. He
writes, "For more than a quarter of a
century before World War I . . . the gold
standard had been a remarkably efficient
mechanism for organizing financial affairs. "
(p. 3) Eichengreen attributes exchange-rate
stability and prosperity to international co
operation, but the underlying reason was
that industrial nations largely avoided infla
tion and strictly linked their monetary policy
to gold flows during this period.

The classical gold standard required issu
ers of money to hold sufficient gold reserves
to handle the demands of anyone who
wished to redeem their currencies into law
ful money. National banknotes and bank
reserves were redeemable in gold coins or
bullion at any time. For example, each gold
certificate issued by the U.S. Treasury con
tained the following declaration: "This cer
tifies that there has been deposited in the
Treasury of the United States of America
TWENTY DOLLARS IN GOLD COIN payable to
the bearer on demand." Although the U.S.
Treasury did not maintain 100 percent spe
cie reserves for all its legal obligations under
the classical gold standard, it did hold more
than 100 percent reserves to cover its gold
certificates.

Auburn University economist Leland
Yeager explains the virtues ofa fully-backed
commodity standard: "Under a 100 percent
hard-money international gold standard ...
the government and its agencies would not
have to worry about any drain on their
reserves. . . . There would be no danger of

gold deserting some countries and piling
up excessively in others . . ."1 Because of
monetary stability under the prewar gold
standard, Milton Friedman and Anna J.
Schwartz conclude, "The blind, unde
signed, and quasi-automatic working of the
gold standard turned out to produce a
greater measure of predictability and regu
larity-perhaps because its discipline was
impersonal and inescapable-than did de
liberate and conscious control exercised
within institutional arrangements intended
to promote monetary stability.,,2

Was the Depression
Inevitable Under Gold?

Eichengreen and other gold critics have
pointed out that in a crucial time period,
1931-33, the Federal Reserve raised the
discount rate for fear of a run on its gold
deposits. If only the U.S. had not been on a
gold standard, the critics say, the Fed could
have avoided this reckless credit squeeze
that pushed the country into depression and
a banking crisis. However, Friedman and
Schwartz demur, pointing out that the U.S.
gold stock rose during the first two years of
the contraction. But the Fed reacted ineptly.
"We did not permit the inflow of gold to
expand the U.S. money stock. We not only
sterilized it, we went much further. Our
money stock moved perversely, going down
as the gold stock went Up.,,3

In short, even under the defective gold
exchange standard, there may have been
room to avoid a devastating worldwide de
pression and monetary crisis.

How should we solve our continuing mon
etary problems? After recounting the cha
otic events between the world wars, Eichen
green opposes the strict discipline of gold.
Amazingly, he calls for more international
cooperation between central banks, which
even he admits is "weak soup for dinner at
the end of a bitter cold day." (p. 398) A
much better solution would be to return the
classical gold standard. D

1. Leland Yeager, "An Evaluation of Freely Fluctuating
Exchange Rates," quoted in Mark Skousen, Economics of a
Pure Gold Standard, 2nded. (Mises Institute, 1988), pp. 81-82.

2. Milton Friedman and Anna J. Schwartz, A Monetary
History of the United States, 1867-1960 (Princeton University
Press, 1963), p. to.

3. A Monetary History, pp. 360-61.
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Hayek on Hayek: An Autobiographical
Dialogue
edited by Stephen Kresge and Leif
Wenar
The University of Chicago Press. 1994.208
pages. $27.50

Reviewed by Robert Batemarco

F .A. Hayek died in 1992 at the age of 92.
Most readers ofThe Freeman know ofhis

writings on business cycles and political phi
losophy. But what of Hayek the man? Hayek
on Hayek, a supplement to the planned 19
volume Collected Works of F.A. Hayek,
gives us insight into the life experiences and
turn of mind that shaped one of the premier
free-market economists of our time.

Prominent among the economic concepts
Hayek brought to light was the idea of the
market economy as a "spontaneous order."
How fitting this was in light of the unfore
seeable events which impelled Hayek's ca
reer along the circuitous path it traveled.
Attracted to economics by his experience in
World War I, cured ofFabianism by Ludwig
von Mises, drawn to theorizing by his ex
posure to Wesley Mitchell's "history with
out theory," he ended up forsaking his
youthful fascination with biology. His early
plan to straddle the academic and govern
ment sectors was also derailed by external
events-his drawing the attention of Lionel
Robbins and being offered a position at the
London School ofEconomics, World War II
preventing his return to Austria, and the
success of The Road to Serfdom, which at
the same time reduced his standing among
professional economists and led to a posi
tion at the University of Chicago's Commit
tee on Social Thought. Hayek's migration
from country to country kept him, for the
most part, out of the government sector. He
was ultimately thankful for this, having
theorized "that all economists who serve in
government are corrupted as a result.... I
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owe my own independence [to the fact] that
I cleared out of every country as soon as
they started using me for governmental
service. "

Hayek relates that the most intellectually
stimulating period of his life was that part of
the 1930s he spent at LSE. It was there that
his work on the business cycle led him to
prominence as the principal critic of John
Maynard Keynes. When Hayek stood up to
Keynes 'customary attempt to intellectually
steamroller younger colleagues, meeting
him with serious arguments at every turn, he
earned the respect of his nemesis. Despite
the close friendship that eventually devel
oped between the two men, Keynes' intel
lectual evaluation of Hayek was no better
than' 'Ofcourse he is crazy, but his ideas are
rather interesting."

Hayek's view of Keynes was no more
flattering. He describes Keynes as devoid of
any knowledge ofeconomic history, even of
economic theory other than Marshall's, yet
supremely confident that he knew more than
anyone else. As Hayek put it, "He was so
convinced that he was cleverer than all the
other people that he thought his instinct told
him what ought to be done, and he would
invent a theory to convince people to do it. "

Not carrying the day over Keynes was not
only one of Hayek's biggest personal dis
appointments, but also represented a col
lapse of effective intellectual opposition to
the inflationary policies that have prevailed
ever since. Ironically, Hayek believes that
the combination of Keynes' sudden death,
which accorded him a sort of secular saint
hood that placed criticism of his ideas be
yond the pale, and his own demonization
among academic economists as a result of
his Road to Serfdom, finalized Keynes'
victory. Nonetheless, Hayek confides that
his own belief in the Austrian Business
Cycle theory he espoused was strengthened
by subsequent events.

At this point in his career, Hayek tired of
macroeconomics and his professional work
turned to methodology and political philos
ophy. Conceiving of economics as an em
pirical science, he deviated from the prax
eological approach pursued by his mentor,
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Ludwig von Mises. However, he never
accepted the positivism dominant in the
economics profession today, which teaches
that theories derived from false assumptions
are fine as long as they yield accurate
predictions. Indeed, his failure to have even
attempted to rebut Milton Friedman's Meth
odology of Positive Economics, which he
deemed "in a way ... quite as dangerous
a book," as Keynes' General Theory, was
another major source of regret to Hayek.

In some ways, Hayek's method was his
downfall. In contrasting the mental apti
tudes of Bohm-Bawerk, "the absolute mas
ter of his subject," and Wieser, "a slow
thoughtful person, to whom nothing was
simple, ... who hated discussing anything
because he had to give a quick answer,"
Hayek makes it clear that he himself more
resembled Wieser. He adds, "what original
ideas I have actually had did not come out
of an orderly process of reasoning."

In discussing his own adolescent rejection
of the Catholic faith into which he was born,
Hayek opined that, "if someone really
wanted religion, he had better stick to what
seemed to me the 'true article,' that is,
Roman Catholicism. Protestantism always
appeared to me as a step in the process of
emancipation from a superstition . . .
which, once taken, must lead to complete
unbelief. " Surely, both Catholics and Prot
estants will take exception to different parts
of this claim. I raise it, however, because of
a parallel I detect between his rejection of
the religious orthodoxy of Catholicism and
the Austrian economic orthodoxy of prax
eology. While in turning away from the
latter, Hayek never approached the total
rejection of free-market economics, he did
move further in that direction than many
people realize. This comes through in the
transcript of a 1945 radio discussion of The
Road to Serfdom reproduced here. Free
market purists will surely cringe at the
concessions Hayek makes under the admit
ted pounding he takes from the other pan
elists, one a socialist, the other aNew
Dealer: expressing support for a govern
ment-guaranteed minimum income and cen
tral banking (' 'that the monetary system

must be under central control has never, to
my mind, been denied by any sensible
person"), for instance.

The narrative is, as one would expect
from this type of book, somewhat frag
mented and occasionally repetitious. Still,
the editors deserve our gratitude for weav
ing together as well as they did this melange
of scattered autobiographical notes and in
terviews into a coherent narrative. Their
efforts have accorded us a glimpse into the
prolific mind of a man who, whatever his
compromises, courageously opposed the in
flationary, socialistic, and redistributive
spirit of his age. D
In addition to editing the book review section of
The Freeman, Robert Batemarco is a marketing
analyst in New York City and teaches economics
at Marymount College in Tarrytown, New York.

The New Unionism in the New Society:
Public Sector Unions in the
Redistributive States

by Leo Troy
George Mason University Press e 1994 e 228
pagese $42.50

Reviewed by Charles W. Baird

Leo Troy, Distinguished Professor of
Economics at Rutgers University, has

written much about the American union
movement-its history, law, economics,
and future prospects. The focus of his work
has been the changing nature of unionism
here and in other advanced industrial coun
tries, especially Canada. In New Unionism
he has brought together the analyses of
several papers he wrote in the 1980s and the
early 1990s. This Js an important book, not
just for those of us who specialize in union
ism, but for all who are concerned about the
future course of American society.

Before I get into the substance of the
book, with which I enthusiastically agree, I
have some minor quibbles. The book con
sists of six chapters, a bibliography, three
appendices, and three charts. Although the
book has a 1994 copyright, it is apparent that
the six main chapters were written no later



than mid-1992. Two appendices are reprints
of articles Troy wrote in 1986 and in 1987.
The articles are germane to his theme, but
it would have been useful to update them.
Finally, the entire book suffers from an
abundance of typographical errors that
should have been picked up when the manu
script was in proofs. The impression is that
the production of the book, not its writing,
was a careless, hurry-up job.

Troy's first sentence in Chapter 1 is, "A
New Society began to evolve during the past
generation and its leading characteristic is
the redistributive state." Those words
were, to me, reminiscent of the opening
sentence of the Communist Manifesto: "A
specter is haunting Europe-the specter of
Communism. " The association is not as
strained as it seems, for Troy's main theme
is that government employee unionism
(what Troy calls the "New Unionism") is
the principal means by which a "New So
cialism" has already taken hold, and is
spreading, in the United States.

"Old Unionism" (collective bargaining
between private sector employers and their
employees) has long been waning. It
reached its peak market share of 36 percent
in 1956. In 1993 the figure was 11.2 percent.
Conventional labor academics and practi
tioners used to think of this as a uniquely
American "disease" which they attributed
to the resistance of American private sector
employers to unionization. As Troy ex
plains in the present book, this conventional
wisdom was wrong on both counts. The
decline of Old Unionism is neither unique to
the United States, nor caused by employer
resistance to unionism. The decline is hap
pening in all advanced industrial countries
for two primary reasons.

First, there has been a shift from heavily
unionized, blue-collar manufacturing em
ployment to largely union-free, high-tech
manufacturing and service employment.
Second, national and international markets
are becoming more and more competitive.
According to Troy, these two forces will
reduce the market share of Old Unionism to
below 7 percent by the year 2000.

The old conventional wisdom that private
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sector union decline was a uniquely Amer
ican disease was debunked by Troy when, in
1990, he demonstrated that the foreign pri
vate sector figures were grossly overstated
because they included unions that, in the
United States, would be considered public
sector institutions. When Troy applied the
same definitions ofpublic and private union
ism that are used in the United States to
foreign unionism, he discovered that private
sector unionism has been declining in other
advanced industrial countries as much as it
has been here. Even pro-union academics
now acknowledge that Troy is right on this
point.

But unionism isn't dead. Government
employee unionism, the New Unionism, is
not only well established in America (only
seven states have failed to pass laws that
promote the unionization of state and local
employees), it is spreading and becoming
more and more menacing to freedom. In
1993, 37.7 percent of all government em
ployees were unionized. Troy expects that
figure to exceed 40 percent by the tum of
the century. New Unionism already domi
nates Old Unionism in Canada, Britain,
France, and Italy, and Troy expects the
same to happen here.

Most observers think of government sec
tor unionism as merely an extension of
private sector unionism. Troy doesn't
agree. He uses the term New Unionism
precisely to suggest that government sector
unionism is a different, and much more
dangerous, breed ofunionism. Forexample,
Old Unionism and socialism were antago
nists. Old Unionism wanted to preserve the
free enterprise system and redistribute in
come from private sector employers to pri
vate sector employees. In contrast, the New
Unionism promotes what Troy calls the
New Socialism, or the redistributive state.
The New Socialism recognizes that govern
ment ownership of the means of production
creates poverty for nearly everyone, so it
advocates private ownership of enterprises,
but it seeks the socialization of incomes.
New Socialism and its chief instrument,
New Unionism, seek to transfer income
from the private sector to the public sector.
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The New Socialism seeks to create as much
dependency on government, and as large an
army of unionized government employees
to carry out government programs and en
force government regulations, as possible.
All in the name of "fairness."

New unionism was virtually nonexistent
until President Kennedy signed an execu
tive order in 1962 that authorized the for
mation of federal employee unions with
powers of exclusive representation and
mandatory good faith bargaining. After that,
state after state adopted similar laws, some
of which even forced government employ
ees to join, or at least pay dues to, govern
ment employee unions. After all, unionists
argued, a worker is a worker whether he
works in the private sector or for govern
ment. It is unfair for government workers
to be denied the same collective bargaining
rights that private sector workers have en
joyed since the passage of the National
Labor Relations Act (NLRA) in 1935.

Troy convincingly argues that collective
bargaining in the government sector is ac
tually an attack on the sovereignty delegated
to government by the American electorate.
When a government is forced to bargain,
exclusively, with a private organization on
the determination of public policy, that
government is no longer sovereign. It no
longer has a monopoly on the legal use of
force. Government employee unions be
come a fourth branch of government whose
approval must be obtained before public
policy can be fashioned and implemented.
With the growth of New Unionism, voters
have to share what control over government
they have with private organizations called
government employee unions. Troy says
that a collective bargaining agreement be
tween a government employee union and a
government employer is like a treaty be
tween two sovereign powers.

According to Troy the New Unionism
doesn't have to worry about eventually
losing market share the way the Old Union
ism has. Government employment is largely
immune to competitive market pressures.
Government monopolizes its activities, and,
through regulation, prevents private sector

alternatives from developing. Moreover,
government employers want the same
things that government employee unions
want-bigger budgets, more responsibili
ties, and more income transferred from the
private sector to the public sector. That is
why government employers are so much
more "cooperative" than private sector
employers. It is in their direct self-interest to
cave in to union demands.

Troy is pessimistic about the future of
New Unionism and New Socialism. He
considers such innovations as term limits,
balanced budget amendments, tax caps, and
privatization as possible countervailing
forces, but he doesn't seem to have much
confidence that such measures will be
adopted, or, if adopted, that they will be
very effective. The only cause for hope, it
seems, is the phenomenon of municipal
bankruptcy, such as New York City in the
1970s and again today. Such crises make the
perils of New Unionism obvious to anyone
who looks.

I am more optimistic than he is. Govern
ment failure and voter cynicism are now
widespread and growing. The failures of the
Old Socialism brought it down, I don't see
why the failures of the New Socialism will
not, eventually, do the same. In the mean
time, books like this one are indispensable
in the ongoing battle against socialism in all
its forms. D
Dr. Baird, a Freeman contributing editor, is a
professor ofeconomics at California State Uni
versity, Hayward and Director of the Smith
Center for Private Enterprise Studies.

Race and Culture: A World View

by Thomas Sowell
New York: Basic Books. 1994. 331 pages.
$25.00

Reviewed by John W. Robbins

T homas Sowell, a prolific economist and
senior fellow at the Hoover Institution

in California, has written an important and



heretical book on the relationship between
race and culture-heretical, that is, as
judged by the prevailing dogmas of social
science.

Sowell states the obvious, which appar
ently is not at all obvious to many social
scientists: there are significant differences
among cultures; some cultures are in fact
superior to other cultures; and they are
superior because some values, skills, habits
of thought and practice, and ideas are su
perior. All these notions, Sowell says, are
rejected by the social science establishment:
"This book challenges many dogmas of
so-called social science, as well as many
underlying assumptions about racial issues
and cultural differences."

Based on extensive travel and research
(the hundreds of notes run for 58 pages),
Race and Culture is packed with informa
tion about races, ethnic groups, migration,
conquest, intelligence, slavery, economics,
politics, and history. It is indeed a "world
view," not in the sense of a Weltan
schauung, but in the sense that Sowell has
canvassed the world for evidence for his
thesis-an international view. He believes
that those who are preoccupied with race
relations in the United States have failed
to study race relations throughout the world
and recorded history, and thus entertain
warped and distorted views. His book is a
badly needed rebuttal to the social science
charlatans who infest academia.

In order that he not be misunderstood,
Sowell defines his terms immediately in the
preface: by "culture" he means "specific
skills, general work habits, saving propen
sities, and attitudes toward education and
entrepreneurship-in short, what econo
mists call 'human capitaL'" He warns us
that' 'the purpose of this book is not to offer
some grand theory explaining cultural dif
ferences" -and it does not-but to demon
strate the "reality, persistence, and conse
quences ofcultural differences." "Culture"
as Sowell defines it-not genetic superiority
or inferiority, nor objective conditions, eco
nomic forces, or social structures-is what
shapes peoples and history.

Sowell uses the word "race" in a collo-
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quial sense: "a more scientific definition of
race is not attempted." Sowell argues that
the preponderance of historical evidence
does not support any theory of inherent
racial superiority or inferiority, whether the
race be Black, Oriental, Semite, or Cauca
sian. He cautions the reader against drawing
unwarranted conclusions from empirical ev
idence, especially statistics: "Vast differ
ences between the economic productivity of
peoples from different cultures do not imply
that these differences are permanent, much
less hereditary."

More important than any "objective con
ditions" are attitudes: "attitudes toward
education, toward business, and toward
labor, especially so-called 'menial' labor."
A poor attitude toward productive labor
has resulted in three-quarters of college
graduates in India going to work for the
government. Schooling-I do not say edu
cation-in many countries has imbued the
graduates with what Sowell calls "a pas
sionate sense of entitlement." Sowell
scorns "self-flattering" ethnic studies,
which he finds in many countries, not only
in the United States.

What requires explanation, Sowell says,
is not the disdain for labor one finds in most
cultures, including Latin America (' 'Work is
for dogs and Negroes" is a Brazilian say
ing), but' 'the extremely high productivity of
a relative handful ofnorthwestern European
nations and their overseas off-shoots, such
as the United States and Australia."

Sowell is at his analytical best in the
chapter "Race and Economics," explaining
the economics of the nineteenth-century
help-wanted ads that read, "No Irish need
apply"; why the "vicious cycle ofpoverty"
is a myth; why nineteenth-century Ameri
can workforces were wholly Jewish or
wholly Gentile; and much more. Along the
way he informs us of innumerable and
fascinating details, e.g. , Japanese immi
grants at the turn of the century were more
prevalent in agricultural and domestic labor
than blacks.

His book is very readable and his style is
epigrammatic at times: "The most danger
ous kind of ignorance is the· ignorance of the
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educated"; "The political mobilization of
envy"; "A society can be made ungovern
able by the impossibility of satisfying those
with a passionate sense of entitlement";
"Being wrong may be a free goOq for
intellectuals, judges, or the media, but not
for economic transactors competing in the
marketplace"; "Respect is earned, not con
ferred. It is not a door prize. Equal respect
is a contradiction in terms."

On slavery Sowell writes: "The biggest
story about slavery-how the ancient insti
tution, older than either Islam or Christian
ity, was wiped out over vast regions of the
earth-remains a story seldom told~" Sow
ell reports how "the anti-slavery political
crusade [that] began among evangelical
Christians in eighteenth-century Britain"
was wildly successful, even beyond the
dreams of its founders, William Wilberforce
and Henry Thornton.

Sowell's concluding chapter, "Race and
History," is, unfortunately, his weakest. He
seems fascinated by the influence of geog
raphy on history, although he does not
endorse Montesquieu's geographical soft
determinism. Despite ending weakly, Race
and Culture is first-rate: readable, interest
ing, timely, and important. D
Dr. Robbins is Director ofThe Freedom School
and Professor ofPolitical Philosophy at College
of the Southwest, Hobbs, New Mexico.

Education and the State:
A Study in Political Economy
Third Edition, Revised and Expanded

by E. G. West
Liberty Fund. 1994. 364 pages. $14.00
cloth; $8.00 paperback

Reviewed by Julio H. Cole

E.G. West's Education and the State
is an important book on an important

subject. Liberty Fund has performed a valu
able service in sponsoring the expanded
third edition of this well known analysis of
the economics of state education. Indeed,

though West's masterful and no-nonsense
study has long been an acknowledged clas
sic in its field, it has nonetheless been out of
print for quite some time-too long, I should
say, given the continuing topicality of its
theme.

No one ever seems to be completely
satisfied with the quality of education at
any given time. Perhaps that is in the nature
of things. Too often, however, the tempta
tion arises to invoke state intervention in
the educational market in order to improve
matters, since it is widely assumed that a
free market cannot be relied upon to pro
duce private educational services of "ac
ceptable" quality in socially "optimal"
amounts. Thus, the state is called upon to
finance schooling (note that, as West points
out, there is a difference between "educa
tion" and mere "schooling"), usually in the
form of state-managed public school sys
terns, for a variety of reasons: among other
things, public schools are expected to re
duce crime, produce good citizens, provide
for equal opportunities, and promote eco
nomic growth. Quite a tall order!

West examines these and other arguments
in painstaking detail, subjecting them to
penetrating and relentless criticism, and
generally concludes that they are either
lacking in cogency or based upon faulty
interpretations of the evidence. His meth
odology is eclectic: rigorous theoretical
analyses are complemented with careful
historical research and a comprehensive
survey of the relevant literature, including
an excellent chapter on the opinions of the
classical economists, contrasting especially
the views of Adam Smith and John Stuart
Mill (it is well to recall, in this regard, that
West is also a leading Smith scholar, having
written the biography Adam Smith-The
Man and His Works).

To be sure, most of the historical material
is drawn from nineteenth-century British
experience (this edition does, however, in
clude a new chapter on "The Political Econ
omy of American Public School Legisla
tion"), although this does not detract from
the book's relevance for other times and
places. Similar problems are faced by vir-



tually all societies: Should the state educate
at all? If so, is a publicly managed school
system the best possible solution? Does
state education have unwanted and unin
tended side effects? In posing these ques
tions I have been paraphrasing West. Letme
now quote him directly: "Has state educa
tion become a 'necessary' institution simply
because it is one of those institutions to
which we have become accustomed?"

Letters to the Editor
On Nuclear Power

Concerning Rodney Adams' "The First
Atomic Age" and "Nuclear Power: Our Best
Option" by Mike Oliver and John Hospers (Jan
uary 1995): Both articles totally ignored the U.S.
Army Engineer Reactor Group, formed in 1954
and in operation until 1974. This organization
built, operated, and maintained small nuclear
power plants, both high and low enriched, pres
surized-water, all over the world very success
fully. They were in existence and operational at
the North and South Poles and in Alaska, Wyo
ming, Virginia, and the Panama Canal Zone. This
elite group of servicemen proved that small
nuclear power plants could operate successfully
under the most arduous conditions. A good deal
of the technology that companies such as GE and
Westinghouse gained in nuclear power plants
came from that program.

The inability of our free enterprise system to
develop further, what was already proven, will
remain one of the great mysteries of our time.

-DAVID E. GONIER (Retired, U.S. Army)
Fredericksburg, Virginia

Rodney Adams replies:
I have a great deal of respect for the technical

accomplishments of the Army in their reactor
program. Not only did the Army Engineer Re
actor Group successfully operate small pressur
ized-water reactors in the locations Mr. Gonier
mentions, but they also built and operated the
first closed-cycle nuclear heated gas turbine.
ML-l, a 300 KW(e) machine designed to be
transported to remote communications sites, is a
technical ancestor of the machine that Adams
Atomic Engines, Inc., is marketing.

I must disagree, however, with his final com
ment. There is little mystery why the Army's
technology was. never commercialized. No one
involved with the program, either from the mil
itary or from the contractor organizations, ever
left their organization with the fire to develop new

BOOKS 335

Serious thinking on educational policy
reform cannot really begin until these ques
tions are addressed openly and honestly.
Education and the State is a bold attempt to
face these issues. This handsome new edi
tion will help to provide the wide readership
it deserves. D

Professor Cole teaches economics at Univer
sidad Francisco Marroquin in Guatemala.

markets for the exciting technology they had
learned. Even in the nuclear industry, few people
have heard much about the Army's program or its
accomplishments.

The main point in my article is that technical
revolutions are led by promoters as much as they
are by inventors, engineers, and technicians. The
success of a market economy depends on people
who are free to be rewarded for the risks of
challenging the status quo. Market success also
depends on those people being allowed to fail.
Bureaucratic organizations rarely provide the
freedom necessary for true innovation.

Assent on Tacit Consent
I was pleased to see the work of a fellow

Montanan in your January 1995 issue. Bowen
Greenwood's "Tacit Consent: A Quiet Tyran
ny" was very well reasoned and presented.

The idea of tacit consent is, of course, detri
mental to a free government. For years the Left
has been telling us, "If you live here, and enjoy
the benefits of the state, then you agree to pay the
taxes we levy to maintain that state." They've
used the idea of tacit consent to justify taxes to
which we would never actually consent.

My congratulations to The Freeman for your
continuing good work, and your success at find
ing insightful new writers, especially local ones!

-SENATOR SHARON ESTRADA

Montana State Senate

We will print the most interesting and
provocative letters we receive regarding
Freeman articles and the issues they raise.
Brevity is encouraged; longer letters may
be edited because of space limitations.
Send your letters to: The Freeman, FEE,
30 S. Broadway, Irvington-on-Hudson,
New York 10533; fax (914) 591-8910.



Former Congressman Ron Paul

The situation is alarming, but there is some good news about
higher education in America. One college-The CSW Freedom
School-is swimming strongly against the academic tide toward
socialism.

The press is filled with horror stories about higher education in
America: college teachers and textbooks that attack Western
civilization, administrators who enforce "politically correct"
views, and college courses that have no intellectual or spiritual
value.

~~
~
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The CSW Freedom School
College of the Southwest
6610 Lovington Highway

Hobbs, New Mexico 88240
(800) 530-4400

Dr. Clarence Carson
Bestselling author and educator

"To study the laws in nature and revelation, and to
induce young minds to abide by these laws-that is the
primary task of education. It is the great mission of The
CSW Freedom School."

"The Freedom School is based upon an idea whose time
has surely come. If men are to be free in any society and
under any government, that freedom must be solidly based
on enduring foundations. In identifying and setting forth
these foundations, as well as teaching them to those
willing to learn, The Freedom School is set on the right
course."

Dr. Hans F. Sennholz
President, FEE

"The CSW Freedom School is unique in its effort to rethink
higher education and offers a new generation of
Americans the intellectual tools needed to restore
American greatness."

If you are an adult concerned about the future of higher
education in America, or if you are a student looking for a solid
education, you will want to participate in building The CSW
Freedom School. Please call or write us today for more
information.

Founded in 1962, College of the Southwest is a private,
independent four-year liberal arts college based on Christian
ideas and principles. College of the Southwest neither seeks nor
accepts state or federal financing. It relies entirely on fees paid
by students and gifts from those who understand and agree with
its philosophy of education. The CSW Freedom School is a new
and innovative program of classroom instruction, reading,
lectures, conferences, and publications designed to produce
free, humane, and civilized individuals.

Name _

Address _

Please send me more information about
The Freedom School.
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PERSPECTIVE

Turning Libertarian:
An Appreciation

The earliest remembrance I have of the
people called libertarians was a day, some
years ago, when I flipped on the TV and saw
some sort of libertarian convention. It was
being held in Hartford, I believe, and was
televised, probably to the horror of the
delegates, by PBS. But to a young boy like
me the libertarians might as well have been
on Mars. They shared in my mind the same
position as the communists: heathens
caught up in some soul-threatening enthu
siasm. After all, my Catholic parents called
themselves neither communists nor liber
tarians.

But, over the course of my life, I, like
many conservatives, such as William F.
Buckley Jf. and George Will, have tasted the
worldly enthusiasms, and find myself un
dergoing a metamorphosis which leads me
each day to identify myself more and more
as a "libertarian."

Why does this happen to so many tradi
tional conservatives? Where once I stood
at my mother's knee in our warm and cozy
kitchen, and listened as she told me about
her hope for a pro-family tax credit, I now
rage against the wind for a flat tax. Once I
hoped the Supreme Court would allow
prayer in schools, now I pray for school
choice. Once I worried about the ERA, now
I worry about the EPA, FDA, HHS, and the
IRS.

Is it simply cynicism, a recognition of the
pervasive "intrigue" in government? It's
true that as we grow older, and learn how
politics works, we realize that politicians are
not only people, but they are often small
minded people, of small ideas and imagina
tion. This is true of local politicians, and all
national politicians start local.

But no matter how much of this we see,
corruption in government is something
which merely shakes us from a deeper
mythology about our world, namely our
tendency to slough off our personal respon
sibility, and to invest life and moral qualities
into things larger than ourselves. Libertar
ianism, it seems to me, has always been at
its best an attack on this larger sort of

338



thinking. In many ways the libertarian
movement, by no means a monolith, has
brought a certain "dialectical" quality to
American political philosophy, much the
way the pre-Socratics challenged Hellenic
mythology. Libertarianism, like other good
intellectual movements, is about question
ing assumed premises. And the premises in
need of questioning today are those of the
all-knowing expert-laden government.

A great period of questioning occurred
in my life when I studied philosophy at St.
John's University in New York. There I
took a class in political philosophy with a
lively, iconoclastic professor by the name
of Douglas Rasmussen, who was something
of an authority on Ayn Rand, and who flatly
announced to us that he would teach the
class from a libertarian point of view. "So
this is what a libertarian looks like up

. close," I thought.
He used a book called The Libertarian

Reader, by Tibor Machan, which to this
day is one of those books that, when I open
it, I relive the time in which I first read it.
(I'm sure you all have books like that.) We
began the class by analyzing the political
theory of John Rawls. If there is ever a
mythology about the state this is it. Rawls is,
perhaps other than Marx, the archetypal
mythologizer of the collective. Under the
withering criticism of Rasmussen, with a
little help from Robert Nozick, I felt a
paradigm being shattered. It was a paradigm
of the world as a collection offorces beyond
my control. (I had a little help from Aristo
tle's virtue theory and Augustine's criti
cisms of determinism as well, I might add.)
But as I reflect on this time in my life, and
as I have seen years later as a college
professor myself, the young often enter
adulthood blithely unaware of the mecha
nisms of their own free will, the power they
have over their character and destiny. Yet,
they are stuffed full of enthusiasms about
how they must, must, change the world, a
mantra which begins at the high school
graduation. The more I reflect on the state of
mind with which we begin adulthood, the
more I call myself a libertarian.

My library is now well supplied with
books by Hayek, Mises, Rothbard, and yes,

PERSPECTIVE

Ayn Rand. Many have yet to be read, but are
on the list. As we all know, a library is a
reflection of what its owner aspires to, not
what he has accomplished. Yet I believe I
have already assented to the core of liber
tarianism, the remainder is the fleshing out.
The libertarian knows that the world makes
sense, that it will work for you, if you have
but the mind and the will for it. Otherwise,
it is all a confusing series of transfer pay
ments.

-MATTHEW CAROLAN
Executive Editor, National Review

Who Is a Libertarian?
• A libertarian believes that the govern

ment should protect all persons equally
against-external and internal aggression, but
should otherwise generally leave people
alone to work out their own problems and
aspirations.

• A libertarian respects the right of every
person to use and enjoy his honestly ac
quired property-to trade it, to sell it, or
even to give it away-for he knows that
human liberty cannot long endure when that
fundamental right is rejected or even seri
ously impaired.

• A libertarian believes that the daily
needs of the people can best be satisfied
through the voluntary processes of a free
and competitive market. And he holds the
strong belief that free persons, using their
own honestly acquired money, are in the
best possible position to understand and aid
their fellow men who are in need of help.

• A libertarian favors a strictly limited
form of government with many checks and
balances-and divisions of authority-to
foil the abuses of the fearful power of
government.

• A libertarian has much faith in himself
and other free persons to find maximum
happiness and prosperity in a society
wherein no person has the authority to force
any other peaceful person to conform to his
viewpoints or desires in any manner. His
way of life is based on respect for himself
and for all others.

-DEAN RUSSELL
Ideas on Liberty (FEE), May 1955
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Knowledge, Ignorance, and
Government Schools

by Sheldon Richman

T he president of the American Federa
tion of Teachers, Albert Shanker, put

it well: "It's time to admit that public edu
cation operates like a planned economy, a
bureaucratic system in which everybody's
role is spelled out in advance and there are
few incentives for innovation and produc
tivity. It's no surprise that our school sys
tem doesn't improve: It more resembles the
communist economy than our own market
economy."t

Shanker knows more than he realizes.
The problem with government, or so-called
public, schools is identical to that of social
ism. As the Austrian school of economics
teaches, socialism (because it lacks private
property and prices) founders on its inability
to discover crucial knowledge that is spon
taneously produced and widely dispersed
in society. A small group of planners simply
cannot know what the market will reveal
through the competitive process. The
knowledge, or calculation, problem also
sinks government schools. There is a certain
ironic justice to the fact that government
schools are plagued by systemic ignorance.

Open vs. Closed-Endedness
The Austrian-school economist Israel

Kirzner has elaborated on the knowledge

Mr. Richman is the author o/Separating School
and State: How to Liberate America's Families,
published by the Future ofFreedom Foundation
in Fairfax, Virginia.

problem by distinguishing economic ap
proaches that see the world as closed and
open-ended. A closed universe, writes
Kirzner,

is . . . one in which relevant alternatives
present themselves to decisionmakers in
definitely perceived form. The decision
maker sees himself confronted by a lim
ited number of clearly marked out possi
ble courses of action, each leading to a
definitely perceived outcome. Once the
parameters of this closed universe have
been identified, once the decisionmaker's
preferences among the given set of alter
native possible outcomes have been rec
ognized, the decisionmaking process be
comes strictly mechanical. Given these
parameters and preferences, choice is
completely predictable and determined.2

In other words, in a closed universe, every
thing of relevance is known to the decision
maker. He must merely engage in a calcu
lation of costs and benefits to arrive at his
choice.

But in an open-ended universe, things are
rather different. As Kirzner tells us: "De
cisionmaking in the open-ended universe
occurs within a context in which key ele
ments required for deliberate, calculative
decisionmaking are totally absent. While
some possible courses of action may be
more or less clearly perceived, others are
not seen at all. While some possible out
comes (of given courses of action) may be

340



glimpsed, others are not recognized. ,,3 Re
ality, in this approach, is more like a gem
stone than a flat, two-dimensional painting.
There are facets not in view. But more than
that, one may not even be aware that those
facets exist.

Thus, Kirzner writes: "The possibility of
utter surprise is central to the open-ended
universe.,,4 One may come upon informa
tion unexpectedly. Serendipity happens.
"Such a universe," he adds, "provides
ample scope for-in fact, it imperiously
demands-the imagination, creativity, and
prescience of the decisionmaker. . . . Suc
cessful decisionmaking, in the open-ended
universe, consists rather in creatively antic
ipating the as yet unknown, in imaginatively
filling in the missing contours of the appar
ently open-ended environment.,,5

One must understand that Kirzner is not
talking about mere "imperfect knowledge."
There is much we do not know because
knowing it is not worth the cost. I am
ignorant ofthe chiefexport ofBurkina Faso.
But I know I lack that knowledge, and,
further, I know how to fill in that knowledge
gap. I will do so when I believe the benefits
outweigh the costs. Thus, my ignorance is
known in the economics literature as "ra
tional ignorance. ' ,

But there is another, more fundamental
kind of ignorance: ignorance of which I am
unaware, utter ignorance. For example ...
well, of course I can't give an example. If I
could it wouldn't be utter ignorance. (Hy
pothetically, if I hadn't heard of Burkina
Faso, I wouldn't know that I was ignorant
about it.)

Obviously, the real world is of the open
ended variety. We don't know what we will
learn tomorrow. We are capable of being
surprised. Discovery is commonplace. It
should go without saying that discovery is
vital to our well-being. The enhancement of
life, then, depends on our having institutions
that encourage discovery. The important
question is which set of institutions is more
appropriate to an open-ended universe in
the provision of services, such as educa
tional services: government or the market,
bureaucracy or entrepreneurship? Which
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way of doing things both recognizes our
pervasive utter ignorance and increases the
chances ofdiscovery and utter surprise? We
know from the collapse of communist econ
omies around the world that political insti
tutions have fared badly at the provision of
goods and services. One reason for that is
socialism's inability to cope with the open
ended world.

The market, on the other hand, does quite
well when allowed to operate, and it does so
precisely because it is not a unitary thing.
The market, as Thomas Sowell has written,
is "the freedom to choose among many
existing or still-to-be-created possibili
ties.,,6 As such, the market is best suited
to the open-ended nature of reality. Why?
Because it provides a powerful incentive
for people to be open to utter surprise and
discovery: the profit and loss system. When
people stand to profit from their discoveries,
they are more likely to locate (or create)
opportunities that would otherwise be lost.7

Government Schools
We may now judge government schools

by the criterion of ability to cope with
open-endedness. The distinguishing feature
of a government school system is that it is a
virtual monopoly financed through the co
ercive mechanism of taxation. People must
surrender their money to the system even
if they don't use the schools or are dissat
isfied with them. Although parents are le
gally permitted to send their children to
independent schools, tax financing pre
cludes that option for about 90 percent of
families. Most people simply cannot afford
tuition for independent schools after paying
their school taxes. Thus, the market for
independent education is artificially con
stricted, consisting mainly of highly affluent
people. Many fewer independent schools
exist than would otherwise be the case but
for the existence of a tax-supported system.
The variety of schools is likewise artificially
constricted.

As a result, most decisions about educa
tion are made by small groups of elected or
appointed government officials. Their deci-
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sions apply to everyone in their jurisdiction.
The only way for most people to avoid their
directives is to move from the jurisdiction,
a costly alternative.

One can see that political decisionmaking
is not suited to coping with an open-ended
world. There's no reason to think that the
small group of decisionmakers knows ev
erything, and there is no profit and loss
system pushing them to make entrepreneur
ial discoveries. For example, methods of
teaching are selected by government school
officials. By virtue of the political system,
they have the power to impose those meth
ods on everyone within their jurisdiction.
There might be better methods that this
small group of officials doesn't know about.
Someone in the jurisdiction might even
know such a method. But the system creates
obstacles to his offering an innovation to
parents and children. An innovative educa
tor could try to open his own school, but as
we have already noted, most taxpayers
can't afford the tuition.

Alternatively, he could attempt to per
suade the government school officials to
adopt his methods. But he may find unre
ceptive ears because the officials are unfa
miliar with his ideas or acceptance of them
might offend entrenched interests. Even if
the school officials humbly acknowledge
that they do not know everything, they
nevertheless claim the exclusive power to
recognize whose ideas are worth carrying
out and whose are not.

The bureaucrats may decide to look for
new educational methods, but their system
lacks the reality check of the marketplace.
If parents are unhappy with new methods
selected by officials, they can't take their
business and money elsewhere. Dissatisfied
parents could try to unseat elected officials.
But, compared to consumer power in the
marketplace, that is a costly, complicated,
and indirect form of recourse. Besides,
organized interests, such as the teachers'
union, are more likely to prevail.

The upshot is that a government school
system lacks the entrepreneurial element
that has so powerfully lifted living standards
around the world. In a free market, inno-

vators are free to tryout new ideas. But
consumers are free to reject them. Compet
itors may simultaneously offer different
services for consumers to choose among.
Competing ideas clash in the arena of the
market-to the benefit of consumers. To be
sure, an entrepreneur may have to persuade
a lender to finance a project. But lenders too
are aiming to make money, which can only
be done by pleasing consenting consumers.
Private business people can go bankrupt,
school officials cannot. There, in a nutshell,
is the difference.

Contracting Out
All these considerations indicate why

some of the fashionable reforms proposed
for government schools miss the point. A
few school districts have contracted out the
management of their schools to private
firms. Some hail such a measure as a cure for
what's wrong with education. But it is not.
Contracting out merely exchanges' 'public"
monopoly managers for "private" monop
oly managers. Consumers still cannot
readily take their business elsewhere. The
ends of the educational system are still set
by the same small group ofofficials, who are
protected from competition. The means are
left to a private management firm that has
an effective monopoly for the term of its
contract.

Charter Schools
The charter school movement is similarly

flawed. Under this reform, schools, public
or private, may apply for special status
under which they are free, to some extent,
of central control by the school district and
students' tuition is paid from tax revenues.
The reform is a limited version of the
voucher plan, under which children may
attend any school, and, like the voucher
plan, charters will tend to corrupt formerly
independent schools. But leaving that aside,
the charter plan suffers from the same de
fect-what F. A. Hayek called the "pre
tense of knowledge" -as a conventional
government school system: A small group



of officials, whose knowledge is necessarily
limited, decides which schools and educa
tional philosophies are eligible for partici
pation and which are not. Those that are
excluded are badly handicapped by the
political system.

Hayek called the competitive market a
"discovery procedure." As he pointed out,
there are things we can know only if the
market is permitted to reveal them. We
don't know what we willleam tomorrow.
The implications of that fact for education
are enormous. Without real entrepreneur
ship, we are deprived of innovations that
could transform our lives in remarkable
ways. Without a free market in education, we
really don't know what we're missing. D
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History of the Voucher Idea

by Antony Flew

I t is often thought-in fact it has even been
said by contributors to The Freeman

that education vouchers were first proposed
by Milton Friedman in his Capitalism and
Freedom (University of Chicago Press,
1962). But this is not true. Milton Friedman
may have been the first person to introduce
and apply the label "education voucher,"
and he has certainly popularized such pro
posals both in that book and in later publi
cations. But similar proposals were in fact
made much, much earlier.

Thomas Paine and
Education Allowances

What were, apparently, the very first such
proposals are to be found in Chapter 5 of
Part II of Thomas Paine's Rights of Man:

Professor Flew resides in Reading, England.

Being an Answer to Mr. Burke's Attack on
the French Revolution, a work first pub
lished in 1791 and dedicated to President
George Washington. This chapter is entitled
"Ways and Means of Improving the Con
dition of Europe, Interspersed with Miscel
laneous Observations." These ways and
means embrace several different but com
plementary proposals. They are all carefully
costed; on the assumptions that England
would be the first country in which they
were adopted, and that the necessary fund
ing could be found by cutting out a total of
four million pounds of expenditure on the
monarchy and on the armed forces. The first
claims on this sum, which Paine estimated
would consume just under three and three
quarter million pounds were for the payment
of pensions to the old and relief to the poor.
He then contends that most ofthe remainder
should be applied as follows:
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After all the above cases are provided
for, there will still be a number offamilies,
who though not properly of the class of
poor, yet find it difficult to give education
to their children; and such children, under
such a case, would be in a worse condi
tion than if their parents were actually
poor. . .. Suppose then four hundred
thousand children to be in this condition,
which is a greater number than ought to
be supposed, after the provisions already
made. The method will be to allow for
each of these children ten shillings a year
[half a pound] for the expense of school
ing, for six years each, which will give
them six months schooling each year and
half a crown [two and half shillings] for
paper and spelling books.

Paine calculates that the cost ofproviding
these education allowances would amount
to a quarter of a million pounds a year. The
final task is to dispose of the comparatively
modest residue of the original four million
pounds in a series of miscellaneous bene
factions. But before proceeding to that task
Paine adds a footnote insisting that the
education could and ought to. be privately
provided, and that its provision would ben
efit both the teachers and the children
taught. For "There are always persons of
both sexes to be found in every village,
especially when growing into years, capable
of such an undertaking," while "Twenty
children at ten shillings each amounts to
ten pounds a year for not more than six
months work" and "there are often dis
tressed clergymen's widows to whom such
an income would be acceptable." So
"Whatever is given on this account to chil
dren answers two purposes, to them it is
education, and to those who educate them
it is a livelihood. "

John Stuart Mill versus
State Education

In 1859, in a much too rarely noticed and
quoted passage of his classic essay On
Liberty, John Stuart Mill repudiated not just
public school monopolies but any state in-

Thomas Paine (1737-1809)

volvement at all in education: " ... that the
whole or any part of the education of the
people should be in State hands, I go as far
as anyone in deprecating.... A general
State education is a mere contrivance for
molding people to be exactly like one an
other. . . ." It was in this context that
Mill-without, it would seem, any aware
ness that he had been anticipated by Thomas
Paine-offered his own education voucher
proposal:

Were the duty of enforcing universal
education once admitted.... If the gov
ernment would make up its mind to re
quire for every child a good education, it
might save itself the trouble of providi~g
one. It might leave to parents to obtain the
education where and how they pleased,
and content itself with helping to pay the
school fees of the poorer classes of chil
dren, and defraying the entire school
expenses of those who have no one else
to pay for them.
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Writing On Liberty in 1859-well before
the first establishment by· the Forster Act
of 1870 of a state-maintained system of
primary education in Britain-Mill under
standably had nothing to say about the
economic costs as opposed to the ideologi
cal dangers ofa state monopoly in the supply
of educational services. But earlier, in his
1848 Principles of Political Economy, he
was as wholehearted as could be wished in
his assault on monopoly in general. Mill
argued there against socialists: "I utterly
dissent from the most conspicuous and ve
hement part of their teaching, their decla
mations against competition.... They for
get that wherever competition is not,
monopoly is; and that monopoly, in all its
forms, is the taxation of the industrious
for the support of indolence, if not of plun
der. "

Indolence and plunder are strong and
scarcely appropriate charges to level against
the teachers and the officials in the monop
olistic public school systems of either the
United States or the United Kingdom. But
the fact that both systems have in recent
years been consuming ever more taxpayer
funding with no corresponding increases,
and in some directions actual declines, in
education quality does reveal the motivation
for the united and implacable opposition
within those systems to the introduction of
any measure of competition. For competi
tion supplies customers with better value for
their money. In 1861, two years after Mill
wrote the passages just quoted, a witness
with long and wide experience of British
schools, which were still at that time all
private, testified before a Royal Commis
sion on Popular Education that:

It is subject of wonder how people so
destitute of education as labouring par
ents commonly are, can be such just
judges as they also commonly are of the
etfective qualifications of a teacher. Good
school buildings and the apparatus of
education are found for years to be prac
tically useless and deserted, when if a
master chance to be appointed who un-

derstands his work, a few weeks suffice
to make the fact known, and his school is
soon filled, and perhaps found to be in
adequate to the demand of the neighbour
hood.

State education in Britain was first estab
lished by the Forster Act of 1870. But
William Edward Forster, who gave his name
to that Act of Parliament, was himself a
classical Gladstonian liberal. (In the United
States today the liberal media would de
nounce him as an extreme conservative!)
Certainly the system established by that Act
eventually developed into one catering for
over 90 percent of the relevant age groups,
and one from which parents can withdraw
their children only if they are able and
willing to pay twice, once through taxation
and then again through school fees. But that
was not how it was in the beginning, or how
Forster himself ever wanted it to become.
He insisted-against some (then) Conserva
tive opposition-that poor parents unable
to pay school fees for their children should
be enabled to choose an independent de
nominational school if they so wished in
stead of having to use the state system. The
Forster Act therefore included the following
Section 25:

The school board may, if they think fit,
from time to time, for a renewable period
not exceeding six months, pay the whole
or any part ofthe school fees ... [for] ...
any child resident in their district whose
parent is in their opinion unable from
poverty to pay the same; but no such
payment shall be made or refused on
conditionof the child attending any public
elementary school other than such as may
be selected by the parent; and such pay
ment shall not be deemed to be parochial
relief given to such parent.

Unfortunately the embryo contained in
this Section 25 was killed in infancy by the
growing bureaucracy established under
the Act as a whole and the foundation was
laid for national compulsory education in
England. D



THEFREEMAN
IDEAS ON L1BERlY

Vouchers: Politically
Correct Money

by Gary North

T he standard argument in favor of school
vouchers is that vouchers will restore

lost parental authority over their children's
education. This argument reveals a failure
to understand the crucial relationship be
tween moral authority, legal authority, and
economic authority. It has persuaded a ·lot
of parents to promote a reform that will
not only not fulfill its stated goals but will
actually undermine some parents' authority
even further.

The debate over vouchers is a debate over
authority. One of the fundamental institu
tional principles is this: without sanctions,
there can be no authority. Authority without
sanctions is merely opinion.

This leads us to the question of sanctions.
There are two kinds of sanctions: positive
and negative. Generically, they are known
as the carrot and the stick: rewards and
punishments. Through the imposition of
appropriate sanctions, those in authority
maintain their authority.

When we ask, "Who's in charge here?"
we are seeking the locus of final institutional
authority. The locus of authority is discov
ered in two ways: (1) identifying the source
of law in a system; (2) identifying the nature
of the system's sanctions. No matter who is
said to be sovereign in a system, ifhe cannot
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change the law and impose the sanctions, he
is not sovereign.

A Debate Over Morality
The debate over vouchers is ultimately a

debate over moral authority. This is more
often admitted by proponents of vouchers
than by defenders of the present system
of school finance. But the proponents of
vouchers have generally failed to extend
their moral inquiry beyond the question of
parental choice. They have not asked the
far more fundamental question: What is the
source of the funding, i.e., the source of the
sanctions?

Whenever we seek to resolve a conflict
between moral positions embodied in rival
systems of authority, we should at some
point examine the sanctions of the respec
tive systems. We should ask two questions.
First, do the system's sanctions violate the
moral principle that the sanctions are said to
defend? Second, do these sanctions violate
an even more fundamental moral principle?
Sanctions that are inconsistent with either
principle should be abandoned.

In the continuing debate over education,
the proposed institutional solutions offered
by all sides have only rarely been examined
in terms of the question of the appropriate
ness of sanctions. Because of the confusion
over sanctions, there is a remarkable degree
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ofattention to what are secondary aspects of
the debate. The debate is easily sidetracked
down dead ends. One of the most popular
of these dead ends is the debate over the
performance of teachers. To reverse a po
litical campaign slogan of some years back,
the real debate is not about competence;
it is about principle. But this is not readily
understood by the public.

To see how the debate can get side
tracked, let us consider a familiar aspect
of modern education: busy work. To under
stand why it exists, we need to consider the
present system of sanctions in taxpayer
funded education.

Busy Work
Back in the early 1950s, when I was a

student in junior high school, "busy work"
was a phrase used by educators to describe
intellectually useless work that teachers
would assign in order to fill up the day. For
example, by keeping students busy copying
printed materials, teachers could escape the
burden of teaching. Senior educators admit
ted that busy work is a bad thing: uncreative
pedagogy. Those classroom teachers who
agreed with this assessment defined busy
work as the kind of work which somebody
else assigned.

The most graphic portrayal of busy work
that I have ever seen was in the movie
Teachers, in which one utterly incompetent
high school teacher, known to his peers
as "Ditto"-from the ditto machine-died
during one class period while reading the
newspaper at his desk, and his students did
not know he had passed away until several
class periods later. His peers had no respect
for him, yet he remained on the faculty until
the day he died.

On the whole, I do not remember being
assigned busy work very often, although
this may be due to my fading memory or,
possibly, to the forgettable nature of the
assignments. But there is no doubt that my
peers and I recognized busy work when we
saw it, and we resented it. We knew that the
teacher who assigned busy work was evad
ing his responsibilities at our expense. He

347

was being paid to teach us, but he was doing
little more than serving as a sort of care
taker. It did not take a college degree to
serve as a caretaker.

I had a friend in theological seminary who
had been the victim of busy work prior to
his high school days. He had grown up in
Harlem. He spoke of one teacher who had
filled the room's blackboards each day with
mindless materials, and had then told each
class to copy all ofit. My friend had no doubt
that the teachers who had adopted such
teaching methods had given up on their
students. He had escaped this mind-numb
ing educational system only by taking a test
and getting into Stuyvesant High School,
one of New York City's three advanced
placement high schools.

What had gone wrong with the system?
From the point of view of the better stu
dents, everything. From the point ofview of
the system, nothing. It was performing ex
actly as designed, though of course not as
promised and publicly defended.

First, teachers had lost faith in the abili
ties of their students to learn very much.
Because they did not believe that their
students could perform well, the teachers
had ceased to perform well. In a sense, the
teachers mimicked their mediocre students.
It was a downward spiral: bad teaching,
poor student responses, more bad teaching.
The system of classroom sanctions was
perverse. The students punished bad teach
ing with negative sanctions, but these neg
ative sanctions made things worse.

Outside the classroom, the system of
sanctions also produced a downward spiral.
Parents did not know, did not care, or did
not possess sufficient authority to change
the system. They did not impose meaningful
sanctions on the bureaucrats who ran the
schools. Next, the taxpaying public could
not easily police what went on inside those
classrooms. Meanwhile, local school ad
ministrators had no economic or other in
stitutional incentive to take the trouble to
get the busy work teachers to change. Fi
nally, the teachers were protected by the
teachers' union, which made it difficult to
fire incompetents.
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The Common Denominator:
Ineffective Sanctions

What had gone wrong was the result of a
consistent application of the existing system
of sanctions. First, the worst teachers,
knowing that poor student performance
would reflect badly on their teaching ability,
did their best to avoid testing their students'
performance on a day by day basis. Besides,
tests take time to administer and grade. No
one required them to do this on a regular
basis. They simply assumed that their stu
dents could not learn much. My friend was
told that he was not intellectually capable
of getting into Stuyvesant, and the school's
counselor refused to administer the en
trance exam. Only when my friend's father
intervened and demanded that he be allowed
to take the exam was he able to get in. My
friend's father imposed direct, personal
sanctions: threats. As for my friend's intel
lectual capacity, he began teaching himself
Latin in junior high school. This meant
nothing to his counselor.

Second, most parents had no authority
over the teachers because local school at
tendance was compulsory. They could not
send their children to another school. They
could not impose the negative sanction
known as "voting with your feet."

Third, parents did not pay for their chil
dren's education. The schools were tuition
free. Some parents did not demand much
because the schools did not cost them any
thing. Perhaps they had suffered through a
similar educational experience. In Harlem
in the early 1950s, parents had little expe
rience in organizing, especially those who
had come up from the South. With neither
the sanction of money nor the sanction of
politics, they were easily ignored by teach
ers and the bureaucrats who employed them
without policing them.

Fourth, most New York City taxpayers
were not residents of Harlem. They did not
see what was going on. In any case, they had
very little authority over the allocation of
educational revenues. The education bu
reaucrats had long since become sovereign
over the funds collected from the taxpayers.

He who pays the piper calls the tune in free
market transactions, but when the threat of
coercion undergirds the collection of funds,
the primary goal of the tune-players is to
insulate themselves from the tune-callers.
This is done through political mobilization,
but more importantly, through layers of
bureaucracy between the politicians who
collect and allocate the funds and the actual
distribution of the funds. The more success
ful the bureaucracy, the more the politicians
become the agents ofthe bureaucracy rather
than agents of the voters.

Fifth, for the local school's administrators
to admit that they had a problem with certain
teachers would be to admit that they had
failed in screening out incompetent employ
ees. The longer the incompetents stay on
the payroll, the more difficult it is for any
bureaucrat to fire them. The question is:
"Why did you wait so long?" This question
itself calls into question the good judgment
of the bureaucrats. The rule of academia is
the rule ofevery bureaucracy: hire mediocre
people who are neither so incompetent that
they will call into question the screening
abilities of those who hired them nor so
competent that they will expose their peers
as incompetents. The lowest common de
nominator gets progressively lower as time
passes unless the bureaucrats are threat
ened with budget cuts: negative sanctions.

Sixth, the teachers' union was able to
keep out of the legal workplace all those
prospective teachers who were willing to
work but who had not joined the union. The
union was able to maintain its authority in
much the same way as the school adminis
trators did: through the coercive power of
the State. The union had negotiated con
tracts that had transferred much of the
screening process to the union. It had ne
gotiated this contract because the local
school board was compelled by state and
federal law to negotiate with the union "in
good faith," meaning that the board could
not fill the empty positions with non-union
teachers.

The result was a loss of faith: by the
teachers in their students; by the students in
their teachers; by the parents in the educa-
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tional system; by the administrators in the
good judgment of the parents; and by the
union in the administrators. In more recent
years a new factor has been added: the loss
of faith by the voters in the politicians.

At each level, the central factor was
sanctions. By politicizing education, the
voters consented to a system that rewards
those educational bureaucrats who can de
vise ways to insulate their careers and their
performance from the negative sanctions of
the voters as well as the consumers, i.e., the
parents who have legal authority over their
children. The positive sanction of money
(paychecks) continues; the negative sanc
tion ofparental wrath is deflected. The chief
losers are the students.

Vouchers as Economic
Sanctions

Will vouchers reduce busy work? Proba
bly. But is this all that needs to be changed?
Let us consider how the voucher system is
said by its defenders to work. The parent
will be given a voucher worth a specific
amount of public tax money. This voucher
will serve as a sanction: positive for the
school that enrolls the student; negative for
the school that loses the student.

The question still remains: Who holds the
hammer? Who really administers the sanc
tions? The parent? Only as an intermediary,
not as the source of the system's sanctions.
The State grants to the parent the right to
make a choice among those local schools
that meet the State's standards, whether
formal or ethical. For example, no politician
in the New York City school system is go
ing to vote for a system of vouchers that
will enable parents to send their children to
private schools that teach the innate inferi
ority of minorities-at least not those mi
norities that constitute powerful voting
blocs in New York City. An Academy of the
White Aryan Brotherhood is not going to
become eligible to receive vouchers. Count
on it. Furthermore, the U.S. Supreme Court
will block the use of public funds in schools
that do not meet the tests of secular educa
tion or that do not conform to the prevailing

criteria of racial and sexual equality. We
have already seen this in the Grove City
College case and the Bob Jones University
case.

The coercive power of civil government
restricts the ability of buyers (parents) and
sellers (teachers) to come to a mutually
satisfactory agreement. The civil govern
ment controls the licensing of teachers.
They must be graduates of State-accredited
institutions. Furthermore, the federal gov
ernment controls the negotiation process
through restrictions established by the Na
tional Labor Relations Board. Trade unions,
which include the teachers' unions, are
granted certain immunities from free market
forces. The State restricts non-union sellers
of labor services from making unrestricted
bids to buyers.

The sanctioning power embodied in an
educational voucher does not originate with
the parent. It originates with the political
order and must be exercised within the
framework established by that political or
der. The voucher is in fact a potential
sanctioning device over all education, tax
payer-funded and parent-funded, that will
be used by politicians to placate certain
voting blocs at the expense of others.
Voucher-using parents will become eco
nomic intermediaries positioned in between
local schools and the politicians. But the
ultimate authority over education will not
change: in the hands of the voters and their
agents, not parents and their agents. The
voucher will increase the authority of par
ents over those schools that are eligible to
receive vouchers, but this increase in au
thority will be restricted by law. In short,
the voucher system creates the illusion of
parental authority without the substance
thereof.

Vouchers will become negative sanctions
against those schools that teach ideas con
trary to the prevailing political correctness
or that adopt teaching methods contrary
to the prevailing educational correctness.
Schools that might have attracted parents
who were previously willing to pull their
children out of a system of no-parental
choice government education will find that
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the voucher system has in fact empowered
the prevailing orthodoxy. These schools'
market will shrink, as parents take their
vouchers and their children to State-ap
proved schools where the vouchers serve
as currency. Parents will be tempted by the
limited choice offered by "free" vouchers.
Many parents will forgo the far greater
educational freedom offered today by judi
cially unencumbered money.

Ideology Replaces Busy Work
I have previously defined "busy work"

as intellectually useless work that teachers
assign in order to fill up the day. The
voucher system will have a tendency to
reduce the quantity of busy work assigned.
The least competent teachers will be re-

. placed. But this does not solve the problem
of ideology. The parent whose beliefs are
at odds with the prevailing educational es
tablishment will discover that busy work
assigned by incompetent teachers was less
of a threat to his authority, and also to the
long-term outlook of his child, than a re
formed educational program that self-con
sciously seeks to change the minds of chil
dren. By putting poor teachers under
pressure, or perhaps even getting them fired
for lack ofstudent enrollment, the voucher's
sanctioning authority will surely increase
the efficiency of the taxpayer-funded school
system to impart the prevailing politically
correct ideology to a generation of students.

There are some parents who are not
persuaded that education can ever become
religiously neutral, politically neutral, or
any other kind of neutral. Education is
always a method of picking and choosing
among competing ideas. It is therefore pos
sible to censor ideas by gaining control over
the educational system and not allowing any
discussion of certain ideas. Lester Frank
Ward, who provided American Progres
sives with their sociological worldview,1

presented this strategy of institutional infil
tration through ideological filtration as early
as 1883. "Instill progressive principles, no
matter how, into the mind, and progressive
actions will result.,,2 But there is a problem

here: the negative reaction against the co
ercive suppression ofideas. "The attempt to
change opinions by direct efforts has been
frequently made. No one will deny that
coercion applied to this end has been a signal
failure."3 Then how should progressive
people change unprogressive minds who
hold unprogressive views? By a systematic
program ofexclusion and censorship. "The
forcible suppression of the utterance or
publication in any form of unwelcome opin
ions is equivalent to withholding from all
undetermined minds the evidence upon
which such views rest; . . .,,4 Thus, he
concluded: "It is simply that true views may
as easily be created by this method of
exclusion as false ones, which latter is the
point of view from which this fact is re
garded. The more or less arbitrary exclusion
of error, i. e., of false data, is to a great
degree justifiable.... This, however, is the
essence of what is here meant by education,
which may be regarded as a systematic
process for the manufacture of correct opin
ions. ,,5

Ward had two great hatreds: the free
market social Darwinism of Herbert Spen
cer and conservative Christianity. Neither
perspective is taught in any government
school textbook today. Ward's idea-screen
ing process has obviously worked well.

Vouchers will no doubt decrease the
amount of busy work assigned to children,
but they will not increase the range of what
Ward called "correct opinions. " Vouchers
will in fact reduce the range of available
opinions by reducing the present demand
for private education which is outside the
existing taxpayer-funded educational estab
lishment. Vouchers will place into the hands
of this entrenched establishment the eco
nomic sanction necessary to reduce the
income of counter-establishment private
schools.

We like to say, "You get what you pay
for. " But if you are not allowed by civil law
to pay for something, you probably will not
get it. Vouchers-politically correct mon
ey-place in the hands of the educational
establishment the authority to certify those
institutions where voucher-holders will be
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allowed to spend their politically encum
bered money.

Cutting Straight
A voucher is like a tool used to sharpen a

circular saw that is set at an incorrect angle.
The tool can make the blade cut smoother,
but it cannot make it cut straight. If people
who really want a straight-cutting saw waste
their time sharpening a crooked one, and by
doing neglect to hire skilled saw-straighten
ers, the sharpening tool is a liability.

A voucher is not a neutral tool that is
useful in meeting the objectives of every
parent's educational goals for his child. A
voucher is a morally biased sanction. It rests
on a presupposition: the State is sovereign
over education, not parents. This presup
position leads to a series of conclusions.
First, the taxpayer's sovereignty over his
property must be sacrificed on the altar of
State sovereignty. Second, the parent's
range of choices must be limited-not by a
law formally outlawing competing schools,
but by restricting eligibility for reimburse
ment through vouchers. Third, the voucher
using parent is legitimately made an accom
plice of the State in the coercive transfer of
funds from the taxpayer to the educational
establishment by way of the parent. This
tends to reduce the parent's moral authority
to challenge the educational establishment.

The parent, as a beneficiary of the wealth
transfer system, is tempted by the offer of
"free," politically correct money to regard
the coercive wealth transfer as morally
valid. He is less willing to re-think the initial
presupposition: the sovereignty of the State
over education. He is willing to transfer the
lion's share of his original authority-the
authority to define the range of acceptable
educational opinion-to the educational es
tablishment. Just like that saw, he begins by
thinking crooked. He is therefore less likely
to demand that a different moral perspective
be taught to his children. It would be naive
on his part to imagine that the recipients of
public funds for education will make it their
first priority to challenge the moral validity
of the use of State coercion to raise funds

from the general public for the support of
education.

The focus of the debate over vouchers has
been on the sharpening process, not on
setting the correct angle-correct as defined
by the parent. The debate has, on the
surface, been technical: how to deliver a
superior educational product to children.
But the prevailing definition of "superior
education" has neglected the moral compo
nent of education. Specifically, it has ig
nored the question of the moral foundation
of a system that uses force to achieve a
positive goal: the education of children. We
must never forget that the positive sanction
of public education is funded through the
imposition of negative sanctions: the con
fiscation of private property.

How straight can this blade cut? If all
education rests on moral foundations, then
how can a moral universe that denies the
legitimacy of the use of force to achieve our
personal goals be taught to successive gen
erations by schools funded by such force? If
the blade is set at an angle, how can it ever
cut straight? Only if those in authority over
it adjust the blade. If the moral blade is set
at an angle, how can we ever learn to think
straight? Only by re-thinking our morality.
But who will help us to re-think our morality
if our goals (education) and their goals
(employment) are funded immorally?

Bribing a Prophet
The biblical prophet's job was to stand up

for the truth. His walk had to match his talk.
This was not always easy. If the enemies of
truth could offer the prophet a bribe, even
a concealed bribe, they could deflect the
prophet's walk.

He who would reform any system is
acting prophetically. He is coming before
some establishment with this message:
"The present way of doing things is wrong,
not just technically but morally. It is time to
abandon evil ways of doing things, which
ultimately rest on evil notions of right and
wrong. It is time to restructure our moral
outlook. This will require the restructuring
of existing sanctions-rewards and punish-
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ments-which promote the present evil sys
tem. "

The entrenched establishment can protest
the critic's analysis. But sometimes it is
easier just to buy off the critic. If the
establishment can persuade the critic to
become a beneficiary of the present system,
this will reduce the public impact of his
message.

The biblical prophet had to be alert to the
presence of a bribe. If someone in authority
was offering him a personal incentive for no
good reason, that person was up to no good.
The prophet had to examine the gift as if it
were bait on a hook; otherwise, he could be
snared.

The bait may look safe at first. The hook
may not be visible. The mark of a prophet
was his ability. to see through the gift to the
underlying motive. Abram rejected a gift
from the king of Sodom after Abram's
victory over the invading Chedorlaomer. He
said, "That I will not take from a thread
even to a shoelatchet, and that I will not take
any thing that is thine, lest thou shouldest
say, I have made Abram rich" (Genesis
14:23). Abram's implicit argument was sim
pIe: If God is totally sovereign in history,
then He must get all of the glory. If God is
totally sovereign, then Abram must receive
all of his rewards from God. God is totally
sovereign; therefore, Abram concluded, he
would accept no reward from the king of
Sodom and, by implication, the gods of
Sodom. The gift was bait; bad theology was
the hook. Abram did not take the bait.

Today, there are millions of parents who
have, on principle, pulled their children out
of the taxpayer-funded educational system.
They have done so in the name of a princi
pIe. But which principle? That is the ques
tion. Is it parental authority over education?
Fine; this is a morally correct principle,
which is why it is politically incorrect today.
But remember: without sanctions, there is
no authority; there is only opinion. The
educational establishment denies this prin
ciple of parental authority. It asserts the
State's authority over education. The State
can impose negative sanctions on parents
who refuse to adhere to this principle: com-

pulsory education, teacher licensing, and
taxation.

If these negative sanctions weaken or no
longer persuade millions of parents, then
there is a fall-back position available: posi
tive sanctions. The voucher system is such
a positive sanction, one that is far less
threatening to the existing educational bu
reaucracy than an outright tax credit for
each child in an accredited school. Ulti
mately, though, even the educational tax
credit is bait, for such credits will only be
allowed to parents whose children are in
State-approved schools. Parents who send
their children to politically incorrect schools
will not be eligible.

This is a terrible evil of taxpayer-funded
education. It creates a moral dilemma and
an institutional threat to parents who are
opposed to taxpayer-funded education be
cause: (1) taxpayer funding violates the
principle of non-coercive exchange; (2) tax
payer funding violates the principle of pa
rental authority over education. Parents
must oppose on principle the most attractive
political hook ofall: a tax credit-something
that seems to decrease the State's authority,
when in fact it increases the State's author
ity over education. It takes a tremendous act
of will to resist such a large piece of bait.

The Locus of Authority
A standard phrase in the private school

movement is this one: "Parents have au
thority over their own children's educa
tion. " The statement rests on an assump
tion: the parent's legal status confers legal
responsibility over the children.

So much for the assertion. Let us look at
the sanctions. We must do this in order to
identify the true locus of authority. Where
does the parent obtain the funds to educate
his children? From his own productivity?
From money given to him by others? In
short, from assets legally owned by him?
Then he is economically sovereign over his
children's education. There is consistency
here: legal sovereignty and economic sov
ereignty match. He provides educational
services for his children using resources
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legally in his possession. He awards positive
sanctions (income) on some, thereby impos
ing negative sanctions (losses) on others. By
giving the carrot to one school, he removes
it from the others.

Any tampering with this system of sanc
tions necessarily transfers authority over
education. The source ofthe sanctions is the
locus ofauthority. If the State provides the
sanctions through coercion, then the State is
the locus of authority. Any attempt to dis
guise this locus of authority is an attempt to
confuse the legal issue, which is ultimately
a moral issue.

This is why the debate over vouchers has
created so much confusion. It has clouded
the moral issue because it has clouded the
legal issue. The moral issue is the identifi
cation of the proper locus of authority.
Vouchers inevitably retain the sanctioning
authority in the hands of the State, which is
the source of the funding. Those who defend
vouchers may seek to evade the implica
tions of their position, but those who are
serious about retaining parental authority
over education must not have their attention
deflected. Follow the money. If the trail
leads to the State, then so must the locus of
authority.

Any argument based on the ideal of pa
rental authority is undermined by vouchers.
Those who defend the use of vouchers
should, as a matter ofmoral principle, cease
to invoke the argument of parental author
ity. They should publicly affirm the legiti
macy of the State's authority over edu
cation, with parents serving merely as
intermediaries who will decide which State
approved teachers and State-approved
schools that teach a State-approved curric
ulum will prosper.

Conclusion
Earlier, I wrote: "Whenever we seek to

resolve a conflict between moral positions,
we must at some point examine the respec-

tive systems of sanctions. We must ask two
questions. First, does the system of sanc
tions violate the moral principle that the
sanctions are said to defend? Second, do the
sanctions violate an even more fundamental
system of morality?"

The popular defense of vouchers, based
on the ideal of parental authority, violates
the first principle. Only if the defender of
vouchers forthrightly presents his recom
mendation as a means of strengthening the
State's control over private education
would the argument for vouchers be consis
tent.

Second, do the sanctions violate a more
fundamental moral principle? The answer
here is yes: the principle that the State is not
to serve as an agency of positive sanctions.
The State gains access to the wealth re
quired to grant positive sanctions only by
imposing negative sanctions on taxpayers.
The State should lawfully impose negative
sanctions only against those who have used
violence or fraud to achieve their goals. The
State's goal is the securing ofjustice through
the imposition of negative sanctions, not
the granting of rewards at the expense of
the judicially innocent. The State must not
be trusted with positive sanctions.

Vouchers violate both principles. They are
a form of politically correct money. They are
bribes. People who oppose today's politically
correct use of coercion in order to fund
education should oppose the idea of vouch
ers, tax credits for education, and every
other piece of bait that the State offers. It is
time to start cutting straight. D
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Ideas and Consequences

Destruction Is
No Blessing

Last January, a devastating earthquake
struck Kobe, Japan. Who can forget the

awesome scenes of destruction?-sky
scrapers reduced to piles of rubble, free
ways heaved and twisted, homes wiped out
by fire. Thousands perished and one of the
country's leading commercial hubs was left
paralyzed.

Amid all that ruin, some observers saw
a ray ofhope. Destruction, they argued, will
require repair and that means the creation of
new jobs. The Kobe earthquake will actu
ally stimulate economic activity, turning at
least some of the pain of the initial losses
into a national blessing.

"Despite the devastation," wrote Nich
olas D. Kristof in the January 18 edition of
the New York Times, "some experts said
that in some ways the earthquake could give
a boost to an economy struggling to recover
from a long recession." The spending
needed to rebuild the port of Kobe "may
give a stimulus to Japan's economy, the
world's largest after America's." 1

This notion that destruction is an eco
nomic stimulus is not new. After World War
II, some who surveyed the wreckage of
western Europe argued that the rebuilding
effort would lift the continental economy.
Reflecting back on those years, British
Prime Minister Harold Wilson once ex-

Lawrence W. Reed, economist and author, is
President of The Mackinac Center for Public
Policy, a free market research and educational
organization headquartered in Midland, Michi
gan.

by Lawrence W. Reed

plained the rapid rise of Germany and the
stagnation of Britain in these terms: Ger
many had the good fortune of having its
manufacturing capacity totally wiped out,
whereas Britain was still using plants that
had survived the war. The implication was
that Britain would be better off today if only
Germany had dropped far more bombs on
it in the 1940s.

After natural disasters here in the U.s. ,
one sometimes hears the same line of rea
soning. When floods in the Midwest left
behind billions in lost property in 1993,
then-Treasury Secretary Lloyd Bentsen
openly declared on national television that
the nation's economy would receive a
healthy stimulus as a result.

It's hard to imagine survivors of the Kobe
earthquake deriving much solace or conso
lation from such assurances. "I'm so glad
my home was flattened because now I have
the chance to rebuild it and stimulate the
economy" is not a widely held view, I'm sure.

The great free market economist Henry
Hazlitt dismissed' 'the blessings of destruc
tion" myth in a chapter by that title in his
classic Economics in One Lesson:

No man would want to have his own
property destroyed either in war or in
peace. What is harmful or disastrous to
an individual must be equally harmful or
disastrous to the collection of individuals
that make up a nation.

Many of the most frequent fallacies in
economic reasoning come from the pro-
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pensity, especially marked today, to think
in terms of an abstraction-the collectiv
ity, the "nation" -and to forget or ignore
the individuals who make it up and give
it meaning. No one could think that the
destruction of war was an economic ad
vantage who began by thinking first of all
of the people whose property was de
stroyed.

In other words, the problem with all this
is that some people are not using their heads
to think this through; they are looking at a
tree or two and ignoring the forest.

This is the same fallacy that arises if one
looks only at where a thief spends his loot
and not where he got it from in the first
place. We don't assume that bank robbery
is an economic stimulus just because some
businesses benefit when the thief goes on a
shopping spree. Everyone seems to under
stand, in that instance, that every dollar the
thief spends at the local mall is a dollar that
can't be spent by the people to whom the
money really belongs.

When destruction is part of the equation,
the futility ought to be even clearer. If the
citizens of Japan rebuild Kobe at a cost of
$20 billion, that's $20 billion they won't have
for other things. Much will be lost forever
because it is irreplaceable at any price.
Anyone who simply observes the increased
activity in the construction business as peo
ple spend to rebuild and then concludes that
the earthquake is some sort of economic
blessing in disguise is myopic and simplistic.
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Wouldn't it be great if we lived in a world
wherein destruction was indeed a magical
route to economic progress? It's the one
thing that governments do very well and
have more experience in than any other
group or institution. Blowing things up or
tearing them down is a lot easier to accom
plish than creating them in the first place
and for some, it can be downright fun as
well. We could dispense with toil and sweat
and just go on a rampage, knowing that the
economy was being boosted in the process.
If Mother Nature wouldn't cooperate by
giving us an occasional disaster, we could
blow up a few dams and create our own
floods.

If there was any good news at all in the
Kobe disaster, by the way, it wasn't to be
found in the rubble. A headline in the
January 28 New York Times said it all:
"Kobe's Best Problem: Too Many Gifts."
While government agencies drowned in
their own red tape, private individuals and
organizations poured forth a gusher of gen
erosity. Relief supplies overwhelmed the
city, so much so that within two weeks of
the quake, officials were pleading "enough
is enough!"

People helping people is a good thing.
Wanton destruction of things ofvalue is not.
Simple truths, but some people don't yet
seem to fully comprehend them. 0

1. For a rebuttal to the experts, see Thomas L. Martin,
"The Blessings of Earthquakes?" in The Freeman, May 1995,
p.275.
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THEmEEMAN
IDEAS ON LIBERTY

CapitaIism Is Merciless to
CapitaIists

by Allan Levite

Attending college in the late 1960s left me
with many unique memories. Among

these was the economics class in which the
instructor told the students that such firms
as IBM and Xerox were so huge and pow
erful that they dominated their markets.
Smaller competitors were helpless against
them. They exercised such tremendous con
trol over patents and technology, and spent
so much on research and development, that
other firms in their industries could never
hope to compete effectively, much less
overtake them. For these reasons, govern
ment intervention was necessary to protect
both consumers and competitors.

Of course, this sort of thinking was nei
ther confined to the 1960s nor the exclusive
product of economics professors. Many de
cades ago, socialist author George Orwell,
in an effort to demonstrate the superiority of
socialism over capitalism, made much the
same point when he mentioned a phono
graph company that had bought a patent for
a superior phonograph needle. The com
pany did not produce the needle and never
intended to. It simply wanted to kill the
invention, so that it would not compete with
its existing product line. (Orwell seems to
have forgotten that patents are government
created and government-enforced monopo
lies.) He used this example to illustrate his
point that capitalism suppresses more tech-

Mr. Levite is a free-lance writer residing in San
Francisco, California.

n()logy than it creates. Under capitalism, he
wrote, money is risked only on projects that
promise quick profits. Remove the profit
principle, he claimed, and inventors would
have a free hand. 1

But time has completely disproven his
theory. The phonograph companies were
completely unable to use this tactic or any
other to stop the spread of cassette tape and
CD-ROM technology. This is an ample il
lustration that no matter how much they
might try, capitalists cannot repeal the laws
ofmarkets. (Governments have also tried to
do so, with the same lack of success.) For
brief periods, capitalists can dominate mar
kets or industries, but the achievement of
such domination is always temporary. It
sets in motion forces that no capitalist or
group of capitalists could ever control. Lu
crative profits, for example, attract compet
itors; and soon, the level ofprofit evens out.
This does not prove Marx's thesis about the
falling rate of profit, for a decline of profit
ability in one industry will be offset by gains
in another. But it does help to disprove the
notion that "the big boys" run things. If
they did, they would surely be able to

.prevent the loss of their own markets!
Both IBM and Xerox had ample power

over technology by means of their tremen
dous research expenditures and control of
patents, but it did not help them keep their
markets. As for projects presumably being
squelched because they do not offer quick
profits, one need only compare the number
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of new ventures that appeared in socialist
countries with the number that appear in
capitalist countries. Whether or not a
project promises profits is largely a matter of
guesswork-that is, opinion. And opinions
are never lacking. The mere fact that so
many profit-oriented ventures fail is suffi
cient proof that a venture hardly needs to be
demonstrably lucrative to be attempted.

On occasion, a product will enjoy such
success among consumers that its leader
ship over competitive brands will appear to
be unassailable. Backed by the profits thus
generated, the firm will spend large sums on
advertising to maintain the product's lead
ership. Competitors will be unable to sup
plant it. Because of this market domination,
the lucky corporation is protected from
price competition and can unfairly maintain
monopoly prices and profits-or so we are
told. This certainly seemed to be the case
with Marlboro cigarettes, which has been
the leading brand for a long time. I've never
smoked myself, so I've always wondered if
Marlboro's market leadership was solely the
product of its hugely successful advertising
efforts. But most of the smokers I've asked
believe that Marlboros taste better than
other brands. Despite this presumably bet
ter taste, however, and even though Philip
Morris spends enormous sums on advertis
ing this brand, it has lost some of its market
share to low-priced "generic" cigarettes,
which are hardly even advertised. Philip
Morris was forced to respond by lowering
Marlboro's price by 40 cents per pack,
which increased its market share by about 5
percent, but contributed to a fall in the
company's operating profit from $5.2 billion
to $2.8 billion.2 There have been very few
instances in business history of brands as
successful and powerful as Marlboro. Yet
it could still not resist these competitive
pressures.

Price Competition in the
Computer Industry

The necessity of competing in terms of
price is nothing new, nor is it confined to
cigarettes. The company I work for sells
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hard disks for personal computers. The
extent to which prices of PC's have dropped
in the last ten years is already well known,
but let me provide a typical example from
our price lists. Our Fall 1991 price list
showed a price of $5,099 for a I-gigabyte
(I,OOO-megabyte) SCSI hard disk. The cur
rent price for a drive of that capacity is
$1,099-adropof$4,000. Not only that, but
our newer· model also takes up less desk
space and transfers data at a 42 percent
faster rate.

Such examples did not need to wait for the
development of the PC. Penicillin sold at
first for $20 per dose. As more and more
companies began to manufacture it, the
price eventually dropped to 2 cents.3 In
1908, Henry Ford's Model-T Touring Car
sold for $850. Eight years later, a new Ford
Touring Car sold for only $360.4 A labor
union would consider it a great victory to
have won for its members as much money
as these capitalists allowed consumers to
save. If a government bureau had dis
bursed the same amounts to the public, high
school history textbooks from that era
to this one would have been praising the
foresight and benevolence of the bureau's
policies.

If capitalists had as much control over
markets and prices as we have been led to
believe, it seems highly unlikely that they
would permit such price drops to occur. If
costs decline, why not just maintain the
retail price at its previous level and reap
huge profits? The answer is that this cannot
be done. Even the less astute capitalists
are quick to see that if they drop prices just
a little, additional sales can be gathered.
Naturally, as Adam Smith pointed out
over two centuries ago, they would also be
quick to see that it would be advantageous
to conspire together and agree to fix prices
at certain levels, preventing a price war.
But such agreements never last long. The
same economic forces that inspire capital
ists to make such pacts also break the pacts
apart. Even if outsiders who are not parties
to the agreement can somehow be kept
under control and prevented from under
cutting prices, the parties to the agreement
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will not hold to it for long. There is always
more to be gained from breaking the cove
nant than from sticking to it. More im
portantly, consumers will find substitutes
for the price-fixed product if they perceive
that its price is being held above the true
market price, which reflects the value they
put on it.

The most noteworthy point about the
conspiratorial argument is that anyone who
accepts it would have to assume that all
capitalists would operate in this manner. To
be sure, all capitalists are driven by the
prospect of financial gain, so they would all
have a strong incentive to keep profits high
by fixing prices and avoiding price compe
tition. Geographic distance would no longer
minimize this effect. It is true that foreign
trade has played an increasingly important
role in the world economy, and that capi
talists in one country now compete against
capitalists in other countries. But if capital
ists in different countries wish to conspire
together to fix prices, modern means of
communication make this no more difficult
than placing a phone call.

The capitalists in the computer industry
would be characterized by all this no less
than any others. But as we have seen, price
wars have been the rule nevertheless, and
not only in anyone country, but on a
worldwide basis. This gives us an excellent
opportunity to look back in retrospect on the
Justice Department's antitrust suit against
IBM, which was riddled with inaccuracies
and contradictions, and which had to keep
changing its premises to keep pace with
changes in the market. In 1982, the Solicitor
General finally decided that the case was
without merit and dropped it-after both
sides had wasted hundreds of millions of
dollars fighting it.5 (Part of this was money
that IBM might have spent on research and
development.) But if the government had
wanted to break up IBM, it could have done
so without spending a penny of taxpayers'
money. It could simply have waited for the
market to do thejob. In 1993, IBM lost eight
billion dollars.

The Pitfalls of
Bureaucratic Management

This illustrates that the market is not the
only force that tends to cut giant firms down
to size. Technology and bureaucracy can
do that all by themselves. IBM has been the
victim of both. Computer technology has
made mainframe computers-IBM's main
stay-increasingly obsolete. IBM could
have shifted entirely to smaller machines,
but its bureaucracy resisted change for too
long. Bureaucracy not only displaces the
entrepreneurial spirit that turns small firms
into big ones, it also makes the entrepre
neurial spirit unwelcome. Big firms become
bureaucratic, and bureaucratic firms be
come cumbersome and slow to respond to
customers' needs. Decisions take too long
to make, and smaller firms that are not
encumbered by such problems find ways to
serve customers' needs better. Government
bureaucracies can endure because govern
ments do not ne~d to make a profit or to
respond to competitive pressures. But in
industry, the bureaucracy that is typical in
large firms can undermine the most powerful
corporations and gradually decrease their
market power, while increasing that of the
smaller firms.

This is not to say that IBM was inefficient
or that it produced bad products. In fact, it
has always been known for making good
products, which is why it got to be as big
as it was. But even good products cannot
create and hold monopolies, because sub
stitutes exist and because even firms that
make good products might not be making
the right products for the market. Despite
IBM's size and strength, other firms began
to make other products that many of IBM's
customers started using as substitutes for
IBM's mainframes. The market "grew up,"
and no longer wished to be as dependent on
IBM and its machines as it had been. The
advent of PC's made it possible for custom
ers to write or buy software that could
perform the tasks they needed done, with
out depending on IBM.
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Socialism and Innovation

But couldn't socialism accomplish the
same thing, by simply breaking up large
corporations or nationalizing them? Let's
analyze how this would work-specificallY,
how it would treat innovations, since eco
nomic growth depends on innovations. Sup
pose that the government had taken over all
industry by 1970. In 1975, a government
planning bureau would have been visited by
Steve Jobs and Steve Wozniak, the founders
of Apple Computer. These young hobbyists
would have had to ask the bureau to allocate
funds for their project. But the government
bureau would have had little reason to
redirect money that had been destined to fill
immediate needs, and devote it instead to
an untried, unproven, and highly doubtful
project-one that had nothing to do with
necessities such as food, shelter, and health
care. To top it all off, Jobs and Wozniak
were neither recognized authorities nor suc
cessful managers. Worse still, in order for
their machine to be useful, someone would
have had to write software programs for it,
which had not been done at that time. But in
a country where the profit motive existed,
the' 'two Steves" had little difficulty finding
venture capitalists willing to fund their
project. The fact that IBM dominated the
computer industry at the time did not retard
their progress in the least.

Many unanticipated uses were found for
the machine they created. Socialist planning
does not take unanticipated uses into ac-

count, and couldn't even if it wanted to. The
trial-and-error system of profit and loss
determines what works much more ade
quately than central planning ever could.
And if the project of the "two Steves" had
failed (under capitalism), only the venture
capitalists would have suffered a financial
loss. Under socialism, the taxpayers as a
whole would have borne the loss. This is
why Orwell's fears that capitalism would
suppress innovation are groundless, al
though they would be true with respect to
socialism.

What lessons can we draw from all this?
First of all, capitalism is a great force for
efficiency. It rewards firms that serve their
customers' needs and punishes firms that
are inefficient. It allows firms to grow to
huge size and to amass great wealth-if they
earn it. If they cease to do so, or if compet
itors do it better, they will decline, no matter
how big and powerful they were.

These are lessons we should all ponder
the next time we are told that the powers of
the government must be enlisted to redirect
industrial activity towards various' 'public"
goals. D
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Lessons from a
Year in Romania

by Sandra L. Goodman

Those of us who enjoy the benefits of a
market system can learn a lot from the

recent experiences of Central and Eastern
European countries. For me, spending a
year in Romania teaching economics to
university students reinforced three impor
tant lessons.

Lesson #1: Resources are scarce, and, one
way or another, people will compete for them.

At any point in time, resources are lim
ited. Therefore, people are forced to make
choices about how to use available re
sources to their best advantage.

Because ofscarcity, people must compete
for what is available. The form competition
takes is shaped by the constraints and in
centives people face. In markets, prices
reflect competitive pressures. Producers bid
up the prices of resources they believe will
help create goods to satisfy consumers'
wants. Consumers bid up the prices ofgoods
they value. Goods are distributed to the
people who value them the most, as indi
cated by the prices they are willing to pay.

Under socialism, where prices are fixed
and thus not allowed to reflect a good's
value, other methods develop to distribute
goods to the people who want them. Queu
ing is one of the most noticeable systems. In
Romania in 1993, most prices remained

Sandra L. Goodman, who joined the staffof the
University ofPortsmouth (England) in January,
prepared this article while working as a research
assistant for PERC in Bozeman, Montana.

fixed, and the money price of goods was
very low. A more accurate indicator of a
good's value was the amount of time people
had to spend waiting in line to buy it.

Periodic announcements of price in
creases by the government fueled inflation
ary fears and encouraged hoarding. Queues
appeared, which heightened people's fear of
future shortages. When an increase in the
price of gasoline was announced, lines of
sputtering cars, filled with empty plastic
containers, snaked through city blocks and
along highways waiting for gasoline. When
sugar prices were slated to increase, people
rapidly depleted the kilogram-sized paper
bags of sugar from store shelves.

Not far from my flat was an alimentara, a
state-run grocery store that sold a limited
selection of canned foods, dairy products,
bread, and, every Thursday, toilet paper.
Late in the evening people would place their
pungas, the plastic shopping bags Roma
nians carry everywhere because you can
never be sure when and where you'll find
what you're looking for, along the concrete
porch outside the front door. By 6:00 a.m.,
when the alimentara opened, people had
joined their pungas in the queue. I never
figured out what kept people from cheating
in this arrangement-stealing bags or jump
ing ahead. But there was some sort of
monitoring system because the line of pun
gas was always there.

Just as prevalent as queues is the unoffi-
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cial distribution system. Whatever you call
it-graft, political favors, backscratching
unofficial connections pervade transactions
in Romania. As a student told me, "It helps
to have an uncle somewhere." Grocery
clerks routinely hold back part of the store's
merchandise to sell to friends and relatives.

In the past, instead of waiting months for
shoddy and indifferent medical treatment,
patients and their families provided doctors
with fresh meat and other payments in kind
to obtain timely and adequate care. Now
they must supply hard currency to obtain
a private room instead of a crowded ward,
or to get prompt surgery and periodic doc
tor's visits while recuperating.

Lesson #2: There are no markets without
private property rights.

To work, markets must be based on a
system of functional property rights that is
generally accepted as fair. To be fully func
tional, property rights must be clearly de
fined, enforced, and readily transferable.
Unfortunately, the property rights regime
in Romania, like some of the others being
established in Eastern Europe, is incom
plete.

For example, consider Romania's 1991
Land Law. This law returns agricultural
lands that were confiscated after World War
II to their former owners. Additionally,
workers on cooperative farms, Romanian
city-dwellers who move to the countryside
and work the land, and civil servants in rural
areas are eligible for redistributed land. This
latter group is barred from selling land they
receive for ten years.

By mid-1992, only about 75 percent of the
5 million former owners whose land had
officially been returned actually had titles to
their land. 1 And much of Romania's fertile
agricultural land lay fallow in 1993.

A university professor I knew in Timi
soara, a city located on the far western side
of the country, had inherited an apple or
chard near the Ukrainian border on the
eastern side of the country. He knew noth
ing about growing apples, had no desire to
be an apple farmer, and had no money to
hire someone to tend the orchard. And, of
course, he had no ownership title or other
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documents which he would need to sell the
land to a real farmer. So, for lack of a
tradeable property right, the orchard re
mained untended, and the apples rotted on
the ground.

Peasants didn't know who would own the
crops they harvested, so they didn't plant.
From train windows I saw untilled fields of
brown stubble extend to the horizon.

Occasionally, I would see men hunched
over hoes, standing above a row of crops
(most likely potatoes or cabbage). They
rarely had more than a hoe, horse, cart, and
wooden plow to work their land. The pro
cess ofprivatizing state property had not yet
extended to state-owned farm equipment.
And, in any case, large-scale equipment
designed for industrial collective farms is
useless on small, individual plots.

Problems caused by insecure ownership
rights to land and crops forced Romania to
import grain and foodstuffs in 1993. Histor
ically, Romanians have taken great pride
in their reputation as "the breadbasket of
Europe. " Passing along stories from their
grandmothers about former bountiful har
vests, students told me with shame that
potatoes had been imported into the country
for over two years.

Not only must private property rights be
complete, but public acceptance requires
that they be perceived as fair by the majority
of the populace. Romania's land law distrib
utes land to former owners that might not be
the same property that was previously
owned, nor is it necessarily in the same area.
The amount of land that can be returned to
an owner is restricted to ten hectares (22
acres), regardless of the size of the original
holding.

These elements of the law erode public
support. And because ownership shares are
determined by local governmental authori
ties, many Romanians feel that the privati
zation scheme is merely a continuation of
political favors and government's control
over production.

Lesson #3: Entrepreneurs move resources
toward higher valued uses.

As the government of Romania gradually
became less oppressive during my stay, I
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was able to compare government's waste of
resources with the use of resources by
private entrepreneurs. It was clear that
entrepreneurs, however new to the task,
were moving resources toward the people
who value them.

The Electromotor factory in Timisoara
illustrates how resources are wasted under
socialism. Electromotor was the largest user
of copper in the Banat region through the
1980s and early 1990s. The factory makes
industrial motors whose bobbins are spun
with copper. By local standards, its opera
tions are considered efficient. Motors are
spun with the correct amount ofcopper, and
most of the copper allocated to the firm finds
its way around a motor.

But the fact is that, before 1990, Electro
motor's major customers, French and Ital
ian manufacturers, bought the motors
merely for the copper they contained. Buy
ing Romanian motors, disassembling them,
and using only the copper was cheaper than
buying copper at world prices.

When Ceausescu's Communist govern
ment fell in 1990, Electromotor was forced
to pay world prices for imported copper, and
the price of Electromotor motors increased
to world levels. The French and Italian
customers halted their orders, but Electro
motor continued to produce motors. In
1993, some 80 percent of their production
was unsold, piled and rusting behind the
factory.

Other Romanian factories produce chlo
rine products with a mercury-based produc
tion process that uses a great deal ofenergy.
In the West, this now-wasteful process is
largely obsolete, phased out in the 1970s as
energy prices rose and worry about the
dangers of mercury increased. To maintain
their profits, Western firms minimized costs
by reducing their use of energy and avoided
liability by stopping the use of mercury. But
Romanian companies, following a fixed pro
duction plan and operating without a legal
system that protects the rights ofothers, had
no incentive to upgrade their products or
improve their processes.

The state-owned bread company wastes
precious food resources. Bread produced by

the state is heavy, tasteless, and inedible
within 48 hours. Yet, before the price of
bread started to increase, people bought ten
to 12 loaves a day and fed it to pigs they were
fattening for slaughter. It was cheaper than
corn or any other feed.

During the year I spent in Romania, prices
were slowly being freed and private busi
nesses were emerging. The most noticeable
impact was an increase in the availability of
consumer goods. Since most Romanians
lack access to the capital required for in
dustrial production, the country's fledgling
private sector centered around retail activ
ities. Things people wanted began to appear
in shop windows: jeans and t-shirts from
Turkey, appliances from Germany, video
and stereo equipment from Korea and
China, canned foods from Italy and Greece,
fur caps from Russia, and locally grown
houseplants and flowers.

Cottage industries such as handicrafts,
woodwork, and art shops sprang up, too.
Copying services were also available at
many small shops. My university students
no longer had to copy entire lectures by
hand (textbooks were rarely provided).
Now I could easily make copies for them
myself. Private seamstresses and tailors had
long existed, but now they began to produce
dresses that resembled the French and Ital
ian imports that had recently appeared in
private shops. Although bread from private
bakeries cost more than twice as much as
state bread, bread sales from private bak
eries were thriving. The smell of fresh, hot,
edible bread had people lining up on the
sidewalks when loaves appeared from the
ovens. This bread was not fed to pigs.

Even in industry, which remained largely
state-owned, there were changes. Before
1990, factories received quotas of steel and
other metal inputs. Factory managers usu
ally requested more metal than they needed
for production, for a variety of reasons-to
trade metal on the black market, to meet
unrealistic production quotas, and to cover
the losses of metal stolen by workers.

Now that factories have to buy metal at
world prices, they use it much more con
servatively. Before 1990, they were re-



quired to return a specific percentage of
metal to the Ministry of Industry (suppos
edly for recycling but mostly to ensure that
it wasn't all stolen). Ministry officials report
that the amount of steel returned for recy
cling is less than half what they received
before 1990, a sign that steel is being used in
production, not wasted or stolen.

Conclusion
F. A. Hayek identified the basic problem

facing an economy as that of identifying and
choosing among all the possible ways that
resources might be used to satisfy people's
wants. Central planners simply don't have
enough information or the incentives to
make resource-use choices that can sus-
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tain consumer satisfaction and economic
growth. In Romania, this meant that prod
ucts were produced that nobody wanted and
raw materials were wasted.

In contrast, markets channel competitive
pressures into a process in which individu
als, acting as entrepreneurs, have the incen
tive to discover new and better ways to use
resources. Facilitated by a legal system that
protects private property rights, markets
create a level of social wealth and satisfac
tion unrivaled by any alternative structure.
In Romania in 1993, the importance of that
system became clearer to me than ever
before. [J

1. Roman Frydman, Andrzej Rapaczynski, John S. Earle,
The Privatization Process in Central Europe (New York:
Central European University Press, 1993), p. 255.

Why Socialism Failed

by Mark J. Perry

Socialism is the Big Lie of the twentieth
century. While it promised prosperity,

equality, and security, it delivered poverty,
misery, and tyranny. Equality was achieved
only in the sense that everyone was equal in
his or her misery.

In the same way that a Ponzi scheme or
chain letter initially succeeds but eventually
collapses, socialism may show early signs of
success. But any accomplishments quickly
fade as the fundamental deficiencies of cen
tral planning emerge. It is the initial illusion
of success that gives government interven
tion its pernicious, seductive appeal. In the
long run, socialism has always proven to be
a formula for tyranny and misery.

A pyramid scheme is ultimately unsus-
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tainable because it is based on faulty prin
ciples. Likewise, collectivism is unsustain
able in the long run because it is a flawed
theory. Socialism does not work because
it is not consistent with fundamental prin
ciples of human behavior. The failure of
socialism in countries around the world can
be traced to one critical defect: it is a system
that ignores incentives.

In a capitalist economy, incentives are of
the utmost importance. Market prices, the
profit-and-Ioss system of accounting, and
private property rights provide an efficient,
interrelated system of incentives to guide
and direct economic behavior. Capitalism is
based on the theory that incentives matter!

Under socialism, incentives either playa
minimal role or are ignored totally. A cen
trally planned economy without market
prices or profits, where property is owned
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by the state, is a system without an effective
incentive mechanism to direct economic
activity. By failing to emphasize incentives,
socialism is a theory inconsistent with hu
man nature and is therefore doomed to fail.
Socialism is based on the theory that incen
tives don't matter!

In a radio debate 'several months ago with
a Marxist professor from the University of
Minnesota, I pointed out the obvious fail
ures of socialism around the world in Cuba,
Eastern Europe, and China. At the time of
our debate, Haitian refugees were risking
their lives trying to get to Florida in home
made boats. Why was it, I asked him, that
people were fleeing Haiti and traveling al
most 500 miles by ocean to get to the' 'evil
capitalist empire" when they were only 50
miles from the "workers' paradise" of
Cuba?

The Marxist admitted that many "social
ist" countries around the world were failing.
However, according to him, the reason for
failure is not that socialism is deficient, but
that the socialist economies are not practic
ing "pure" socialism. The perfect version of
socialism would work; it is just the imperfect
socialism that doesn't work. Marxists like to
compare a theoretically perfect version of
socialism with practical, imperfect capital
ism which allows them to claim that social
ism is superior to capitalism.

If perfection really were an available op
tion, the choice of economic and political
systems would be irrelevant. In a world with
perfect beings and infinite abundance, any
economic or political system-socialism,
capitalism, fascism, or communism-would
work perfectly.

However, the choice of economic and
political institutions is crucial in an imper
fect universe with imperfect beings and
limited resources . .In a world of scarcity it
is essential for an economic system to be
based on a clear incentive structure to pro
mote economic efficiency. The real choice
we face is between imperfect capitalism and
imperfect socialism. Given that choice, the
evidence of history overwhelmingly favors
capitalism as the greatest wealth-producing
economic system available.

The strength of capitalism can be attrib
uted to an incentive structure based upon
the three Ps: (1) prices determined by mar
ket forces, (2) a profit-and-loss system of
accounting and (3) private property rights.
The failure of socialism can be traced to its
neglect of these three incentive-enhancing
components.

Prices
The price system in a market economy

guides economic activity so flawlessly that
most people don't appreciate its impor
tance. Market prices transmit information
about relative scarcity and then efficiently
coordinate economic activity. The eco
nomic content of prices provides incentives
that promote economic efficiency.

For example, when the OPEC cartel re
stricted the supply of oil in the 1970s, oil
prices rose dramatically. The higher prices
for oil and gasoline transmitted valuable
information to both buyers and sellers. Con
sumers received a strong, clear message
about the scarcity of oil by the higher prices
at the pump and wereforced to change their
behavior dramatically. People reacted to the
scarcity by driving less, carpooling more,
taking public transportation, and buying
smaller cars. Producers reacted to the
higher price by increasing their efforts at
exploration for more oil. In addition, higher
oil prices gave producers an incentive to
explore and develop alternative fuel and
energy sources.

The information transmitted by higher oil
prices provided the appropriate incentive
structure to both buyers and sellers. Buyers
increased their effort to conserve a now
more precious resource and sellers in
creased their effort to find more of this now
scarcer resource.

The only alternative to a market price is a
controlled or fixed price which always trans
mits misleading information about relative
scarcity. Inappropriate behavior results
from a controlled price because false infor
mation has been transmitted by an artificial,
non-market price.

Look at what happened during the 1970s



when U.S. gas prices were controlled. Long
lines developed at service stations all over
the country because the price for gasoline
was kept artificially low by government
fiat. The full impact of scarcity was not
accurately conveyed. As Milton Friedman
pointed out at the time, we could have
eliminated the lines at the pump in one day
by allowing the price to rise to clear the
market.

From our experience with price controls
on gasoline and· the long lines at the pump
and general inconvenience, we get an insight
into what happens under socialism where
every price in the economy is controlled.
The collapse of socialism is due in part to the
chaos and inefficiency that result from arti
ficial prices. The information content of a
controlled price is always distorted. This
in turn distorts the incentives mechanism of
prices under socialism. Administered prices
are always either too high or too low, which
then creates constant shortages and sur
pluses. Market prices are the only way to
transmit information that will create the
incentives to ensure economic efficiency.

Profits and Losses
Socialism also collapsed because of its

failure to operate under a competitive, prof
it-and-Ioss system of accounting. A profit
system is an effective monitoring mecha
nism which continually evaluates the eco
nomic petformance of every business enter
prise. The firms that are the most efficient
and most successful at serving the public
interest are rewarded with profits. Firms
that operate inefficiently and fail to serve the
public interest are penalized with losses.

By rewarding success and penalizing fail
ure, the profit system provides a strong
disciplinary mechanism which continually
redirects resources away from weak, failing,
and inefficient firms toward those firms
which are the most efficient and successful
at serving the public. A competitive profit
system ensures a constant reoptimization of
resources and moves the economy toward
greater levels of efficiency. Unsuccessful
firms cannot escape the strong discipline of
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the marketplace under a profit/loss system.
Competition forces companies to serve the
public interest or suffer the consequences.

Under central planning, there is no profit
and-loss system of accounting to accurately
measure the success or failure of various
programs. Without profits, there is no way
to discipline firms that fail to serve the public
interest and no way to reward firms that do.
There is no efficient way to determine which
programs should be expanded and which
ones should be contracted or terminated.

Without competition, centrally planned
economies do not have an effective incen
tive structure to coordinate economic activ
ity. Without incentives the results are a
spiraling cycle of poverty and misery. In
stead of continually reallocating resources
towards greater efficiency, socialism falls
into a vortex of inefficiency and failure.

Private Property Rights
A third fatal defect of socialism is its

blatant disregard for the role of private
property rights in creating incentives that
foster economic growth and development.
The failure of socialism around the world is
a "tragedy of commons" on a global scale.

The "tragedy of the commons" refers to
the British experience of the sixteenth cen
tury when certain grazing lands were com
munally owned by villages and were made
available for public use. The land was
quickly overgrazed and eventually became
worthless as villagers exploited the commu
nally owned resource.

When assets are publicly owned, there are
no incentives in place to encourage wise
stewardship. While private property creates
incentives for conservation and the respon
sible use of property, public property en
courages irresponsibility and waste. If ev
eryone owns an asset, people act as ifno one
owns it. And when no one owns it, no one
really takes care of it. Public ownership
encourages neglect and mismanagement.

Since socialism, by definition, is a system
marked by the "common ownership of the
means of production," the failure of social
ism is a "tragedy of the commons" on a
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national scale. Much of the economic stag
nation of socialism can be traced to the
failure to establish and promote private
property rights.

As Peruvian economist Hernando de Soto
remarked, you can travel in rural commu
nities around the world and you will hear
dogs barking, because even dogs under
stand property rights. It is only statist gov
ernments that have failed to understand
property rights. Socialist countries are just
now starting to recognize the importance of
private property as they privatize assets and
property in Eastern Europe.

Incentives Matter
Without the incentives of market prices,

profit-and-Ioss accounting, and well-defined
property rights, socialist economies stag
nate and wither. The economic atrophy that
occurs under socialism is a direct conse
quence of its neglect of economic incen
tives.

No bounty of natural resources can ever
compensate a country for its lack of an
efficient system of incentives. Russia, for
example, is one of the world's wealthiest
countries in terms of natural resources; it
has some of the world's largest reserves of
oil, natural gas, diamonds, and gold. Its
valuable farm land, lakes, rivers, and
streams stretch across a land area that
encompasses 11 time zones. Yet Russia
remains poor. Natural resources are helpful,
but the ultimate resources of any country
are the unlimited resources. of its people
human resources.

By their failure to foster, promote, and
nurture the potential of their people through
incentive-enhancing institutions, centrally
planned economies deprive the human spirit
offull development. Socialism fails because
it kills and destroys the human spirit-just
ask the people leaving Cuba in homemade
rafts and boats.

As the former centrally planned econo
mies move toward free markets, capitalism,
and democracy, they look to the United
States for guidance and support during the
transition. With an unparalleled 250-year

tradition of open markets and limited gov
ernment, the United States is uniquely qual
ified to be the guiding light in the worldwide
transition to freedom and liberty.

We have an obligation to continue to
provide a framework of free markets and
democracy for the global transition to free
dom. Our responsibility to the rest of the
world is to continue to fight the seductive
ness of statism around the world and here
at home. The seductive nature of statism
continues to tempt and lure us into the
Barmecidal illusion that the government can
create wealth.

The temptress of socialism is constantly
luring us with the offer: "give up a little of
your freedom and I will give you a little more
security. " As the experience of this century
has demonstrated, the bargain is tempting
but never pays off. We end up losing both
our freedom and our security.

Programs like socialized medicine, wel
fare, social secu~ity, and minimum wage
laws will continue to entice us because on
the surface they appear to be expedient and
beneficial. Those programs, like all socialist
programs, will fail in the long run regardless
of initial appearances. These programs are
part of the Big Lie of socialism because they
ignore the important role of incentives.
Socialism will remain a constant temptation.
We must be vigilant in our fight against
socialism not only around the globe but also
here in the United States.

The failure of socialism inspired a world
wide renaissance of freedom and liberty.
For the first time in the history of the world,

. the day is coming very soon when a majority
of the people in the world will live in free
societies or societies rapidly moving to
wards freedom.

Capitalism will playa major role in the
global revival of liberty and prosperity be
cause it nurtures the human spirit, inspires
human creativity, and promotes the spirit
of enterprise. By providing a powerful sys
tem of incentives that promote thrift, hard
work, and efficiency, capitalism creates
wealth.

The main difference between capitalism
and socialism is this: Capitalism works. D
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The New Nihilism

by Michael D. Weiss

On the streets of New York City, not far
from the complacent New Age ambi

ance of the touristy West Village cafes and
uptown Sushi bars, terror culture is afoot.
Arising from post-modernism, terror culture
is the "voice" of a new movement. With
growing force and articulation, not to men
tion federal funding, this terrible voice ech
oes from Columbia's Philosophy Hall to the
trendy coffee bars of SoHo and the squat
ters' "apartments" of Manhattan's mid
town. This new movement has been called
the paradigm of the twenty-first century, but
its philosophy signals nothing less than the
death of civilization.

Although the stench of death is strongest
below 14th Street, the signs of it are every
where. From phone sex ads and the club
listings in underground newspapers, a care
ful observer glimpses the cultural terrorists.
Ghoulish books called Hunting Humans and
The Atrocity Exhibition fill their shelves.
Faces ofDeath (a movie available at most
video rental stores containing spliced foot
age of actual killings) and hard-core pornog
raphy sit next to their VCRs. Tattoos and
piercing deface their bodies. Dressed in torn
jeans or in the all-black uniform of their
movement, they frequent the nightclubs,
galleries, and bookstores of the City.

What is truly frightening about terror
culture is that it is gaining ground, making

Mr. Weiss is a fellow at the Texas Public Policy
Foundation, an adjunct professor of law at the
University of Houston Law Center, and an
associate at the Law Firm of Daniel & Lezar,
L.L.P.

its way into the mainstream. One of the
bestselling books and most popular Ameri
can movies in recent years, Silence of the
Lambs, was decidedly terroristic. The serial
killer, Hannibal Lecter (played by Acade
my-award winner Anthony Hopkins), was
transformed into a Sherlock Holmes-type
hero. On television, talk shows and real-life
crime shows popularize violence and fringe
lifestyles. After the Jeffrey Dahmer case, a
California trading-card distributor released
serial killer cards for kids. Rock album
covers are no longer for the squeamish and
many would shock a forensic physician.

College fashion is ugly. Women sport
black hair and nose rings, wear men's "Doc
Marten's" shoes or cowboy boots, ripped
jeans, and t-shirts sporting bizarre, horrify
ing, or obscene logos. According to Lola, a
pink-haired, nose-ringed student at New
York's Parsons School of Art, "Post
modernism is the rage in art schools. Ev
erybody dresses in black. It's fashion." In
fact, every person I talked to, whether a
self-proclaimed devotee of terror culture or
not, conceded that terror culture has af
fected the contemporary cultural scene.
Terror historian Arthur Kroker describes
the new post-modernism as "playing at your
local theater, TV studio, office tower, doc
tor's office, or sex outlet.,,1

Borrowing much from the relativists, ter
ror culture has at its core radical nihilism, a
complete subversion and rejection of value.
Terror culture goes beyond the relativist
observation that all concepts of value or
quality are contingent and socially con-

367
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structed and ultimately espouses a theory
of anti-value.

From the Graves of Academe
To understand terror culture one must

look to its genesis in academic post-mod
ernism. Post-modernism, as its name sug
gests, is first and foremost a reaction to
modernity. "Modernity" represents a belief
in progress and in the value of art, science,
and religion. The modern era, according to
historian Arnold Toynbee, is "an unbroken
vista of progress toward Earthly Paradise"
full ofidealism and technological optimism.2

The modernist world is orderly and logical,
and man can ultimately conquer it through
reason.

Post-modernism, like relativism, rejects
modernity's premise that human beings will
achieve a progressive realization of truth
through human endeavor. As Professor
Todd Gitlin of UC Berkeley expressed it,
"Post-Modernism derides the search for
depth as mere nostalgia."3 The post
modems reject teleological belief systems;
they reject the notions of progress, truth,
and beauty because these notions only make
sense inside our culture's current way of
looking at things.

Employing these ideas, a painting move
ment has emerged in New York City which
rejects all distinctions between bad and
good art by employing tasteless images,
inept drawing, poor craftsmanship, and un
schooled color. The movement's 1978 show
at the New Museum of Contemporary Art
had the title' 'Bad Painting. ,,4 As expressed
by Julie Wachtel, a post-modern artist
whose works consist of traces of cartoon
figures from cheap greeting cards directly
onto canvas, post-modernism rejects the
very "idea of quality. ,,5

The war on civilization has certainly be
gun on the streets of New York. On Broad
way, near Broome Street, vendors sell dis
embodied mannequin parts for $5 apiece (3
for $12). On St. Marks at Second, sidewalk
artists hawk obscene and grotesque pic
tures: an American flag above which sits
a half-clothed stripper in a Grim Reaper's

cowl, mountains of skulls against a post
nuclear backdrop, headless businessmen,
rotting corpses in bondage. At Art 54 at 54
Grand, black and white lithographs of man
gled children (triple-sized) and fallen angels
sell for' $3 ,500. The curator tells me that the
pieces sell very well. "I get a lot of interest
in them. I like them. The subject matter may
be a little much, but 1think that's the point.
People want to be a little bit shocked."

St. Mark's Books at 9th and 3rd advances
the war on civilization. The store is full of
urban primitives (the vanguard of the terror
culture movement), all in black, perusing
magazine racks of obscure, photocopied
magazines on anarchism, obscenity, terror,
and, of course, every conceivable brand of
rock and roll. On the front rack are some of
the best sellers: The Atrocity Exhibition,
The Torture Garden, Assassination Rhap
sody, Freaks, and Hannibal Lecter, My
Father. Others include the complete Mar
quis de Sade collection, Venus in Furs by
Sacher-Masoch, Macho Sluts, and, perch
ing sheepishly, John Bradshaw's New Age
self-help guide, Iron John. Readers sit sur
rounding a rack full of Singin' Dose Anti
Psychotic Blues #6, published in Brooklyn.
This magazine, edited by "Frank," es
pouses mass murder (not serial killing,
which Frank calls' 'weak") and has sections
on murder technique and records (17 at
McDonald's in Fresno). A longer-haired
customer wearing a tweed trenchcoat tells
me he enjoys Frank's writing. "I got into
this stuff through photography. The inter
esting thing is that it keeps going and going.
It's a lifestyle; it's something you have to
do. I'm trying to do crime stuff now.
Freelance. Like Weegee [the nom de guerre
for Prohibition-era crime photographer
Arthur Fellig] only more reaL"

Body Piercing
Another front of terror culture's "war on

everything" involves body mutilations
disfiguring, scarring, and piercing. In its
upstairs quarters on 5th Avenue, the Gaunt
let is the premiere piercing center in New
York. In its first three months it performed



over 800 piercings (roughly 14 a day). Its
offices are inoffensive and even stylish.
Minimalist couches and glass counters sit
atop polished hardwood floors. The first tip
that this is not another trendy midtown hair
boutique comes from the contents of the
counter. It is filled with metal rings obvi
ously not designed for ears. Also lying under
the glass are needles, surgical forceps, jaw
bones, neo-Egyptian hieroglyphs depicting
genital mutilations, and what looks like
chainmail. On the other side of the room is
a table containing copies of P.F.I.Q. (Pierc
ing Fans International Quarterly), a sort of
combination hard-core pornography/how-to
guide for amateur piercers. Also on the table
is Androgyny and a copy of a tattoo maga
zine, Body Art. The piercing rooms at the
Gauntlet are extremely clean, better looking
than the average doctor's office. It has been
inspected twice by the Health Department,
passing easily both times. The piercing is
done without anesthesia. Some piercings
hurt no more than installing an earring.
Others, Dan says, are "out of body experi
ences."

Dan, the skin-headed, multi-pierced,
highly tattooed manager and master piercer
at the Gauntlet (' 'the only fully qualified
piercer in town"), gave an assessment of
the piercing movement. "Most of the pierc
ings we do are the three N's: noses, nipples,
and navels. But we'll do almost anything
genitals, eyebrows, whatever." Dan says
that his clientele is not all alternative. "We
get all different types of people from all
walks of life, from Wall Street to the East
Village. "

Publication and Performance
Terror culture even has its own publica

tion. Semiotext(e) is the definitive guide to
terror culture. Semiotext(e) is published by
Autonomedia, a co-operative run by Colum
bia University's Jim Fleming and Sylvere
Lotringer. It is headquartered in the French
Department of Columbia University, al
though it has recently expanded to addi
tional offices in Brooklyn. In 1978, Lot
ringer, co-editor and French professor,
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decided to change the focus ofthe magazine,
to make it more "relevant." Thus Semio
text(e) in its current incarnation is, accord
ing to Adam Parfrey, editor of Apocalypse
Culture, "kinda anarchistic, heretic, post
punk, post-situationalist, cutting edge sub
versive-type stuff."

I met Jim Fleming in the old factory
building in Brooklyn which houses Semio
text(e) and, incidentally, serves as Flem
ing's home. Fleming came aboard in 1979,
shortly after the decision to refocus the
magazine. Topics covered by the magazine
include animal sex, child sex, morbid sex,
violent sex, and the cryptically named "crit
ical sex." The schizo issue celebrated
schizophrenia and included lyrics from the
punk rock song Teenage Lobotomy and the
Boston Declaration of Psychiatric Oppres
sion. The magazine's writers include a
who's-who of the avant-garde: John Cage,
Jacques Derrida, Michel Foucault, Kathy
Ackter, Phillip Glass, and William Bor
roughs. Recent issues of Semiotext(e) have
sold more than 30,000 copies.

As far as avant-garde art goes, pre
eminent in the creation of terror culture was
National Endowment for the Arts "problem
child" Karen Finley. Finley's often feder
ally funded performance art has been dis
tinguished by Artforum magazine as "ob
scenity in its purest form. ,,6 In her taxpayer
financed act Finley smears food into her
genitals and defecates on stage.7 Finley's
show includes descriptions of violent and
perverse sex acts with priests, children,
relatives, and the handicapped.8

Following Finley's lead, former pornog
raphy performer Annie Sprinkle now does
her thing in artistic settings such as New
York's avant-garde and federally funded
performance space, The Kitchen. 9 The
Kitchen also featured the extremely violent
pornographic art films ofRichard Kern, best
known for his Death Trip films. 10 These
performances graphically illustrate the ter
ror culture agenda. These artists violently
attack the idea of value, championing anti
value. They do not claim that what they do
is not pornographic or obscene. Nor do they
claim it is beautiful. It is nihilist, trying to
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rated by their respective histories, have so
many similarities? Weimar Germany fol
lowed a tremendous military defeat and
evolved against a backdrop of omnipresent
political anarchy. Modern-day Manhattan
(with all its problems), by contrasts, enjoys
relative social stability, a comparatively
high standard of living, and, is still the
foremost city of the world's only super
power. Yet Weimar and New York, despite
their differences, share a common philo
sophical milieu: philosophical relativism.
, The troops of England, France, and the

United States, could not harm Germany as
greatly as the Berlin relativists. In Manhat
tan the relativists have had over a quarter
century to work.

Unfortunately, we all know the end to the
Weimar story. That is not to say that our
destiny will be the same. It is merely to say
that the risk exists, parallel cultural phe
nomena suggest parallel political devel
opment. Indeed, the United States may
have already exceeded the) Weimar deca
dence and the concomitant demoralization
of our common culture; at least in Weimar,
no one proposed federal funding of the
anti-culture. D

. . . it was a den of unabashed perversity;
one went for instance to night spots. . . to
watch men in drag dance together . . . or
. . . for a glimpse of lesbian sex chez
soi. . . . If it was a bout of whipping you
wanted, the whores parading around . . .
would gratify your desire. They wore
high, bright-red riding-boots as an adver
tisement for their specialty, and some
used to carry short whips in order to
narrow any margin of doubt to a mini
mum. II
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Ominous Parallel
Much of the experience of modem-day

New York echoes another metropolis, an
other time. Consider the impressions of a
local writer describing the hip part of town:

tear down the dominant culture at all costs,
attacking all fronts at once.

And the nihilist project is working. One
can see its effectiveness clearly while sitting
in the Life Cafe at 10th and B at 2 a.m. on
a Friday night. The Life is a favorite New
York University hangout. (New York Uni
versity, especially its Cinema Studies pro
gram, attracts many aspiring nihilists.)

Terror culture is taking hold in the cities
and is spreading to the suburbs and small
towns. It wreaks moral and physical death.
It does not take psychological expertise to
realize that immersing oneself in pictures of
mutilated children, hard-core pornography,
and self-mutilation is not conducive to a
healthy mental state.



A Matter of Principle / by Robert James Bidinotto

The "Root Causes"
of Crime

Since 1960, p~r capita ~rim~ rates h~ve

more than tnpled, whIle violent crUDe
rates have nearly quintupled. By any mea
sure, we live in a nation much less safe than
that in which our parents grew up.

This simply cries out for an explanation.
What in our modern society could possibly
account for the sudden and explosive
growth in force, fraud, and coercion?

Liberals typically posit socio-economic
factors, such as poverty. Yet how can we
attribute the rising tide of violence to rising
poverty, when the periods of fastest crime
growth have been during times of rapidly
rising American wealth?

This popular "explanation" also fails on
comparative grounds. Why is the richest
nation on earth experiencing increases in
predatory behavior that vastly exceed crime
rates in much poorer nations? Why now, at
a time of relative abundance and wealth,
instead ofduring impoverished times past
say, during our Great Depression? And why
after decades of dumping trillions of dollars
into programs to eradicate privation, hun
ger, illiteracy, insecurity, disease, homeless
ness-the alleged "root causes" of crime?

Liberal explanations for crime that blame
psychological or biological factors also fall

Mr. Bidinotto, a StajfWriterfor Reader's Digest,
is a long-time contributor to The Freeman and
lecturer at FEE seminars.

Criminal Justice? The Legal System Versus
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flat. Why, for example, would there have
been an abrupt leap in mental illness or
genetic defects starting in 1962, when crime
rates began to take off?

However, I must also challenge a com
mon conservative explanation for rising
crime: blaming it on the welfare state.

Though a governmental "safety net" of
sorts has existed since the New Deal, the
modern American welfare state wasn't en
acted into law until the Great Society, and
didn't begin to make its impact felt until the
end of the 1960s. Yet crime rates began to
soar before that-in the early 1960s. How
can we attribute rising crime to a welfare
state which didn't then exist?

Second, criminal behavior patterns start in
youth, peaking in the late teen years. What
ever caused crime to explode in the 1960s
would have had to been planted in young
people during their formative years: in the
1950s. Where was the 1950s welfare state?

Third, many nations have had welfare
states far longer than America, yet have
crime rates far lower than ours. Why?

Finally, U.S. crime rates have begun in
recent years to level out, even decline a bit.
Has there been any corresponding decline in
welfare statism to "cause" this? Clearly not.

These liberal and conservative explana
tions for criminality share a common root:
they blame factors outside the criminal him
self. Liberals say' 'poverty made him do it. "
Conservatives say "welfare checks made
him do it." Both share the false premise of
economic determinism.
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It is more fruitful to ask not" What causes
crime?" but "What causes us not to commit
crimes?" Social scientists posit two rea
sons: what they refer to as "external and
internal constraints on behavior."

External constraints are deterrents. We
don't commit crimes for fear of negative
consequences, or punishments. Internal
constraints, by contrast, are what we used
to call "conscience." Most people accept
certain moral standards; and when we vio
late those standards, we feel guilty about
it. Our guilt feelings inhibit us from com
mitting crimes-even when we think we can
get away with them.

My view-spelled out in Criminal Jus
tice?-is that crime has increased because
of a systematic erosion in recent decades of
both external and internal constraints on
behavior. Deterrence has been weakened,
while conscience has been deadened.

Consider, first, the undermining of deter
rence. For half a century, utilitarian pre
scriptions for crime control amounted to
giving endless" second chances" tojuvenile
criminals, repeated probationary sentences
to adult felons, and speedy releases to the
relative few who landed behind bars.

In 1949 the U. S. Supreme Court declared
that retribution was "no longer the domi
nant objective of the criminal law," but
should be replaced by "reformation and
rehabilitation." Former Attorney General
Ramsey Clark, in his inftuential1970 book,
Crime in America, declared that "Punish
ment as an end in itself is itselfa crime in our
times. . . . Rehabilitation must be the goal
of modem corrections. Every other consid
eration should be subordinated to it."

And so it was. The odds ofpunishment for
a given crime have fallen sharply over the
past 30 years. Today, a person who commits
a serious crime has a better than 98 percent
chance of avoiding prison. And thanks to
early parole and generous "good time"
allowances, the typical inmate serves only a
third of his court-imposed sentence.

The undermining of external constraints
is only a part of the problem. More impor
tant is the erosion of internal constraints.

Most of us go about our daily business

with a secure sense ofroutine. We walk past
co-workers, sit with family members, wait
in grocery store lines, seldom giving a
thought to our personal safety. But imagine
what it would be like to live in a world in
which all these people suddenly, inexplica
bly, violently turned on you. In such a
jungle, human life would become impossi
ble. We would live like animals; our oper
ative premise would no longer be "live and
let live," but "kill or be killed."

We have not yet reached that stage, but
the signs of social deterioration are unmis
takable (see my March column, "Cultural
Pollution' '). More and more people act like
speeding vehicles without steering wheels
or brakes, leaving in their wake a growing
trail of bloodshed and destruction.

A moral code is the source of "internal
constraints on behavior." It is the rudder
of any culture, which keeps it from crash
ing against the shoals of violence, and sink
ing into chaos. Yet modern intellectuals,
wedded to relativism, have not only aban
doned the helm of moral leadership: they
assault anyone who dares to assume it.
Their normative vandalism has been so
complete that today, even to use words such
as "morality," "conscience," or "virtue,"
invites mockery and the rolling of eyes.

These intellectuals have virtually obliter
ated all external and internal constraints. As
utilitarians, they have undermj ned deter
rence. As relativists, they have eliminated
guilt. They have thus unleashed the socio
paths we see around us-savages who act
with impunity, and without conscience.

We rightfully expect our justice system to
impose external constraints on those lacking
internal constraints. But we can never hire
enough police, or build enough prisons, if
our underlying moral crisis is not addressed.
The real roots of criminality lie in the moral
abdication occurring in our homes, commu
nities, and institutions.

Restoring moral direction is not a job we
dare delegate to politicians. Rather, if our
culture is to survive, we ourselves must
begin to uphold, fight for, and inculcate the
values and standards upon which any civi
lization rests. D
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Affirmative Action

I n the strange world of politics and
power, one agency of government
inflicts economic harm on the public,

another seeks to alleviate it. One raises
the costs of construction through labor
laws or zoning restrictions, another
seeks to offset the raises through con
struction grants, low-interest loans, and
subsidized rents. Federallegislation
erects employment barriers for minori
ties, such as the Davis-Bacon Act and
minimum wage laws, other programs
seek to give assistance to the victims.
The Federal Reserve System depreciates
the dollar through inflation and credit
expansion, other departments mean to
rescue it by regulating and controlling
the people.

Affirmative Action does both; it
inflicts economic harm and then seeks to
alleviate it. It professes to promote the
economic conditions and opportunities
of so-called underprivileged minorities
and simultaneously erects new, formida
ble barriers for the people it sets out to
benefit. It bestows special favors
through the apparatus of politics but
also handicaps its beneficiaries through
economic restrictions and mandates.

The civil rights legislation of the 1960s
launched the Affirmative Action pro
gram. The Civil Rights Act of 1964
granted protected status according to
race and sex; the Age Discrimination in
Employment Act of 1967 extended the
protection to the elderly. Later amend
ments to the act further broadened gov-

ernment authority in all matters of dis
crimination. The 1964 Act created the
Equal Employment Opportunity
Commission (EEOC) and charged it with
investigating complaints. The
Commission cannot enforce its findings,
but can ask the Department of Justice to
sue a discriminating individual or firm.
It receives and analyzes many thousands
of complaints every year.

The EEOC budget is rising steadily,
now exceeding $250 million a year. The
rise can have only two explanations:
either discrimination has grown worse
since Affirmative Action was launched
or the Commission is making a show of
discrimination in order to justify its own
bureaucratic growth. Whatever it may
be, the agents of EEOC are personally
interested in an aggravation of discrimi
nation.

Commission guidelines aim to ensure
that every employer hire a proper per
centage of minority people that comprise
the labor force in the community. Where
the population is preponderantly black,
a company is expected to employ a cor
responding percentage of blacks; in a
Spanish-speaking locale it must engage
the proper percentage of Hispanic work
ers.

EEOC policies accomplish the very
opposite of what they set out to achieve.
By forcing employers to hire workers
according to ethnicity rather than pro
ductivity EEOC created an exodus of
business from the inner cities. After all,



there are few skilled workers in the inner
cities but many uneducated and
untrained minority workers subsisting
on public assistance. To escape from
EEOC mandates, many companies
promptly located new plants and stores
in largely white communities.
Companies with inner-city facilities
quickly close them as soon as they suffer
losses, blaming old equipment or foreign
competition. Every observer knows full
well that they are escaping the labor
mandates of EEOC.

The Commission inflicts immeasur
able economic harm also on women
while it professes to defend and promote
their interests. It spearheads the move
ment of "comparable worth," which
merely is a new version of the "just
price" doctrine of ages past. Rejecting
most market considerations of income, it
elaborates rights and privileges defined
and granted by legislators and regula
tors.

In the labor market a house painter or
plumber may have a higher income than
a librarian with a Master's degree. In
the judgment of consumers, they render
more valuable services than the librari
an. But, according to EEOC, this is sexu
al discrimination! The Commission
ranks jobs and income according to a
complicated point system based on years
of schooling and training, the number of
academic degrees, hours of work, etc.
The points then are run through a com
puter which invariably arrives at sexual
discrimination and employer greed and
guilt.

EEOC policies obviously rest on an
old elitist contempt for manual labor,
especially dirty and dangerous labor,
and an astonishing bias for college
degrees. The economic world of individ
ual freedom and the private property
order actually does not pay for academic
degrees, it only rewards services ren
dered. Whenever education makes a
person more productive in rendering
marketable services, it tends to yield
higher personal incomes. After many
years of training, the heart surgeon is
likely to earn a good income. Whenever
education does not impart productivity
and usefulness, it may make a person
learned and wise, but does not assure a
high income. The brilliant scholar of
Sanskrit or the astronomer studying the

Aurora Borealis may not improve his
earnings capacity. In a free society he is
free to pursue his interests to his heart's
content, but he cannot command an
income similar to that of the surgeon
who is saving human lives.

Many scholars and scientists who
choose and love their lifestyles covet the
incomes of others. Envy and covetous
ness make them join the enemies of the
market order and call for redistribution
of other people's income by political
force. Lamenting the "unfair" distribu
tion of incomes, some readily condemn
the enterprise system while they extol
the virtues of the political command sys
tem.

Affirmative Action inflicts harm on
the elderly. The Employment
Retirement Income Security Act of 1974
(ERISA) meant to make it easier for
elderly people to qualify for pensions.
Unfortunately, as in all cases of political
interference in economic life, the Act
brought about the very opposite of what
it meant to achieve. Its costly funding
requirements immediately caused the
liquidation of nearly 30 percent of all pri
vate pension plans and prevented the
launching of countless others. ERISA
rules make employers think twice before
they launch a pension program. After
all, pension funds now may seize up to
30 percent of a company's net worth to
satisfy employee claims. Pension liabili
ties have the same status as tax liens,
they are senior to all other claims.

As ERISA mandates raise the cost of
labor, they tend to depress take-home
pay and fringe benefits. If these are rigid
and cost adjustments are resisted or pre
vented for any reason, the ERISA man
dates actually cause unemployment. For
many elderly workers ERISA actually
erected another barrier to employment,
the very springhead of pensions.

False labor doctrines have given rise
to the Affirmative Action program.
Millions of Americans whom it was sup
posed to benefit are its primary victims.
Their suffering manifests anew that
political power wrings much evil. It pol
lutes whatever it touches.

-~~
Hans F. Sennholz
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THEFREEMAN
IDEAS ON LIBERTY

A Walk on the Supply Side

by Raymond J. Keating

I n the movie Ferris Bueller's Day Off, Ben
Stein portrayed a high school teacher

droning on about supply-side economics
while students fell asleep and even drooled
in their seats. Critics of supply-side econom
ics must relish this and other pop-culture
references, believing them to buttress their
own view of supply-side as a kind of "pop
economics. "

However, supply-side economics is not
just a recent fad popularized by The Wall
Street Journal's editorial page and a small
band of late-twentieth-century conservative
economists. The historical roots of supply
side theory run deep. In fact, the seeds of
supply-side thought were firmly planted by
such classical economists as Adam Smith
and Jean-Baptiste Say, with strands of sup
ply-side ideas dating back literally thou
sands of years. As nations debate and em
bark on economic changes taking us into the
next century, it is crucial to understand what
"supply-side economics" actually means.

Supply-side economics has been defined
and ill-defined many times over the past two
decades. Often, it seems that supply-siders
themselves fail to agree on a definition.
Economist Norman Ture cut through much
of the morass surrounding supply-side eco
nomics, compactly summarizing the sub
ject as follows: "Supply-side economics
is merely the application of price theory-

Mr. Keating, the guest editor of this month's
issue ofThe Freeman, is chiefeconomist at the
Small Business Survival Foundation, and part
ner with Northeast Economics and Consulting.

so-called 'microeconomics'-in the analysis
of problems concerning economic aggre
gates-so-called 'macroeconomics.'" 1

Though brief, Ture' s statement captured the
essence of supply-side economics.

I would expand the definition of supply
side economics a bit to the following: Sup
ply-side economics places supply over de
mand in the hierarchy of economics, and
therefore deals with enhancing economic
production, efficiency, and growth within
the context ofthe marketplace,. largely-but
not exclusively-focusing on relative prices,
such as incentives for working, saving, in
vesting, and risk-taking. While supply-side
tax policy has been highlighted for the past
two decades, the supply-side school's pur
view is much wider.

The Pre-Eminence of
.Supply Over Demand

The phrase "supply creates its own de
mand" is known as Say's Law, after the
nineteenth-century French economist Jean
Baptiste Say, and constitutes a central tenet
of supply-side economics. The idea under
girding Say's Law is that supply comes
before demand in the economic pecking
order, if you will. The fundamental point
remains that nothing can be demanded be
fore it is first offered, created, or invented
that is, before it has been supplied-by
someone. In addition, no one can legiti
mately demand something before first sup
plying a product or service of value to
others.
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Say, however, never actually wrote in
his Treatise on Political Economy that "sup
ply creates its own demand." He observed
that' 'products are always bought ultimately
with products.,,2

Understanding that products are bought
with products, that one must produce before
one can demand, any economy that empha
sizes demand over supply is destined to be
confronted with stagnation and relative de
cline, as the size of government inevitably
increases, the scope of wealth distribution
efforts expand, and the economy slows as
creativity, innovation, and risk-taking di
minish. Say himself asserted that "the en
couragement of mere consumption is no
benefit to commerce; for the difficulty lies
in supplying the means, not in stimulating
the desire ofconsumption; and we have seen
that production alone furnishes those means.
Thus, it is the aim of good government to
stimulate production, of bad government to
encourage consumption.,,3

Say's Law not only provides a foundation
for the" equilibrium in most economic mod
els and a source of the stability of capital
ism," as supply-sider George Gilder has
noted, but also explains how economic
growth occurs.4 Gilder observed: "As the
driving force ofeconomic growth, Say's law
exalts the creativity of suppliers over the
wants and needs of demanders or consum
ers. As entrepreneurs invent new things and
learn how to make them more efficiently,
unit costs and prices drop and goods become
more attractive. As goods become more
affordable to a wider public, more people
work to acquire them by creating goods to
exchange. These new suppliers both pro
vide and acquire new wealth at ever lower
expense.,,5 That is, supply-work, invest
ment, entrepreneurship, and risk-taking
drives economic growth.

Norman Ture identified the sheer absur
dity of a contrary economic theory purport
ing that government fine tuning or enhance
ment of aggregate demand fosters economic
growth. Ture laid out a devastating supply
side criticism of Keynesian demand man
agement: "The prevailing view that govern
ment actions do directly affect aggregate

income derives from perceiving these ac
tions as impacting initially and directly on
aggregate demand, via effects on disposable
income, the changes in which are deemed to
result directly in changes in total produc
tion. The supply-side analysis, on the other
hand, holds that government actions have
no direct initial impact on real aggregate
demand and, indeed, affect nominal aggre
gate demand only as a consequence of
changes in the stock of money. Changes in
real aggregate demand, to be sure, would
elicit increases in total output. The pertinent
question is how changes in real aggregate
demand can occur without a preceding
change in total output. By definition, aggre
gate demand is the sum of purchases of all
types by all economic entities-govern
ments, businesses, households, etc. Also,
by definition, these outlays must exactly
equal aggregate income which in tum, at
every moment in time, must just equal the
value of aggregate output. Changes in real
income, therefore, occur only as changes in
output occur. And changes in output occur
only as a result of changes in the amount
of production inputs or in the intensity or
efficiency of their use. To have a first-order
effect on income, therefore, government
actions would have to alter directly the
amount or effectiveness of production in
puts committed to production. But govern
ment actions, in and of themselves, do not
change the aggregate amount of production
resources available in the economy or their
productivity. Changes in the amount of
production inputs committed to production
will result only if the real rewards for their
use, i.e., the real price received per unit of
input, is changed.,,6

That is, as Say noted, products ultimately
are purchased with products. Growth oc
curs when supply-oriented incentives are
enhanced.

Entrepreneurship
Supply-side economics returns the en

trepreneur's role to the center of econom
ic theory. After all, if, as Ture asserts,
"changes in output occur only as a result



of changes in the amount of production
inputs or in the intensity or efficiency oftheir
use," then the entrepreneur must take cen
ter stage as he is the agent of innovation and
creativity that increases inputs and/or effi
ciency.

The modern-day Keynesian school's fo
cus on government-attempted adjustments
in aggregate demand naturally ignores the
critical aspect of entrepreneurship in the
economy. In addition, the increasing math
ematical nature of economics as an aca
demic discipline has left little room for the
entrepreneur's roles as innovator and bearer
of risk.

This focus on entrepreneurship perhaps
best illustrates the difference between sup
ply-side economists and industrial policy
economists. A free-market economy leaves
most economic decisions to individuals op
erating in the private sector, rather than
government bureaucrats and/or elected of
ficials, as is the case with industrial policy
and its more extreme cousin, socialism.
While both supply-side and industrial policy
economists largely concern themselves with
supply-related issues (e.g., investment, pro
duction, etc.), the supply-side school of
economic thought operates within the wider
intellectual framework of free-market eco
nomics, knowing that production for the
sake of production is fruitless. Production
must meet current or create new demands.
Value must be created. And supply-side
economists recognize that the government
lacks the requisite experience, knowledge,
and incentives to make resource allocation
decisions or to create value.

The critical role of the entrepreneur in the
economy is to see added value where others
have failed to do so-to enhance production
and/or efficiency. That is, to fulfill the es
sence of Say's Law-that supply creates
demand. In turn, one can identify numerous
types of entrepreneurship. The Schumpet
erian entrepreneur, named for economist
Joseph Schumpeter and his notion of "cre
ative destruction," offers innovations or
inventions that can transform entire indus
tries and economies. Other entrepreneurs
offer improvements in the way particular
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firms perform through, perhaps, different
management or production structures;
while still others simply see better ways of
doing things and start their own businesses.
Additional entrepreneurs are at work in the
investment community. For example, an
investment banker or corporate raider might
see added value through a proposed corpo
rate merger or takeover. Then there are the
venture capitalists willing to risk their own
investment dollars supporting an idea, in
vention, innovation, or new business.

George Gilder articulated the importance
of returning the entrepreneur to the econo
mist's center stage: "Economic recovery
depends on the resurrection of entrepre
neurs. This resurrection cannot fully and
durably occur until the ultimate arbiters of
economic policy-the economists-resur
rect entrepreneurship in their own influen
tial theories. The contrary vision of capital
ism without capitalists springs in part from
a fundamental error of economic thought,
drastically overrating the importance of
physical capital formation and other quan
titative measures of economic activity and
drastically underestimating the decisive and
controlling importance of entrepreneurial
creativity. ,,7

Relative Prices and Incentives
As Norman Ture noted, supply-side eco

nomic analysis is largely microeconomic
in nature, Le., supply side in many ways
equates to price theory. Price theory deals
with the allocation of resources among dif
ferent uses, the price of one item relative to
another.s In particular, supply-side econo
mists focus on the relative prices of work .
versus leisure, saving and/or investment vs.
consumption, risk-taking versus risk avoid
ance, and productive, market-based activi
ties versus activities based on tax avoidance
or government fiat. As a result, we see the
great supply-side emphasis on marginal tax
rates-or the tax on the next dollar earned
more so than on average tax rates.

Supply-side economists argue, for exam
pie, that high marginal income tax rates raise
the cost of additional work or work effort as
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compared to leisure. Higher tax rates also
make it cheaper for an individual to under
take non-taxable, do-it-yourself work, like
painting one's own house, rather than per
forming income-generating, taxable work
while hiring a house painter. Under these
circumstances, the benefits of division of
labor are lost to the economy. The returns of
tax avoidance are enhanced as well.

A high marginal income tax rate regime
also creates a clear bias in favor of con
sumption over saving and investment. Real
and human capital investments become rel
atively more expensive versus consump
tion. Particularly worrisome, high tax rates,
as well as onerous regulations, raise the
relative price of such critical yet high-risk
endeavors as entrepreneurship and venture
capital investment. According to supply
side theory, the implications under such a
regime can be severe. High-risk ventures
require at least the opportunity for high
returns. When such opportunities are dimin
ished by governmental policies, a stultified
economy results, with the relative security
of, for example, employment in government
or in a large corporation, and investment in
government securities, being enhanced ver
sus the potential returns on more risky, but
more productive, entrepreneurial endeav
ors. Risk-taking, so crucial to economic
growth, is discouraged by onerous taxes and
regulations.

The full impact of relative prices on em
ployment is captured in what supply-side
economists refer to as the tax wedge. In
essence, the tax wedge is the difference
between the total cost to an employer for an
employee, and the actual take-home pay of
that employee. Taxes, regulations, and gov
ernment mandates constitute the tax wedge.
A large tax wedge significantly raises the
price of labor relative to capital. Concur
rently, the tax wedge can diminish incen
tives for employees to accept overtime;
boost employee compensation demands;
and/or narrow the gap between take-home
pay and government benefits (e.g., welfare
or unemployment compensation) for some
workers.

These relative price/incentive arguments

fall under the economists' label of "substi
tution effects." That is, as the costs of
productive endeavors-such as working,
investment, and risk-taking-decline as
marginal tax rates are reduced, for example,
the incentives to substitute these activities
for leisure, consumption, and tax avoidance
are enhanced. Under such a scenario, the
opportunity costs ofnot working, investing,
or risk-taking increase.

Other economists have claimed that just
the opposite occurs under a tax-cut sce
nario, that individuals will choose to para
doxically work or invest less. These econ
omists essentially claim that the income
effect takes precedence over the substitu
tion effect. The income effect argument
states that individuals have a targeted level
of income, and a tax cut allows them to
reach that target by working less. Substan
tive problems arise with such an argument:
(1) It not only nullifies supply-side, relative
price arguments, but Keynesian demand
management policies as well. Keynesian
arguments that more government spending
increases aggregate demand and therefore
economic growth, falls prey to the same
income effect argument. Individuals would
work less, and GDP and income would fall;
(2) If the income effect were to hold in
general, that would mean that ever-higher
marginal income tax rates should induce
ever-increasing levels of work and invest
ment. Or, under the contrary scenario of tax
reductions, as the price of work, saving, or
investing falls, individuals choose to work,
save, and invest less. In essence, as supply
side economist Paul Craig Roberts has
noted, income becomes an inferior good.

Roberts identified the full implication of
the income effect argument: "In economics,
any time the 'income effect' works counter
to the 'substitution effect,' we have the
relatively rare case of what is called an
'inferior good' (Le., people purchase less of
it as their income rises). Since income is
command over all goods, [the income effect]
argument implies that all goods are inferior
goods: A tax cut will cause people to pur
chase only more leisure, not more income
(Le., goods)."9 It is difficult to muster a



more devastating counter-argument to the
income-effect criticism of supply-side eco
nomics than this inferior goods point made
by Roberts.

InRation as a Monetary
Phenomenon

Price stability is a paramount concern of
supply-side economists. After all, inflation
creates numerous economic woes. It acts as
a tax by whittling away at individuals' earn
ings, savings, and investments. Inflation
raises interest rates. If income tax rates are
not indexed, inflation pushes people into
higher tax brackets without any real in
creases in income. Also, inflation weakens
the international value of a currency, result
ing in capital flight and economic stagnation.
In the end, inflation is a clandestine tax that
damages economic growth and opportunity.

Supply-side economists agree with most
other free-market economists on the fact
that inflation is a monetary phenomenon,
and not a result of too much employment
and economic growth, as today's Keynesian
economists argue. For supply-siders, the
classic definition of inflation holds firm: too
much money chasing too few goods. So
contrary to Keynesian thinking, supply-side
economists will argue that expanded pro
duction and economic growth actually act
as an inflation remedy.

International Trade,
Investment, and
Currency Devaluation

Supply-side economists are exclusively,
but by no means uniquely, free traders. Like
most other schools of economic thought,
supply-side subscribes to the notion of
Ricardian comparative advantage. From a
supply-side view, the lowering of tariffs and
other trade barriers expands markets and
opportunities, promotes competition, and
fosters economic growth.

Also, supply-side economists extol the
benefits of exchange-rate stability. Why?
Exchange rate volatility creates uncertainty
in terms of international trade and invest-
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ment decisions. Supply-siders would agree
with Adam Smith's observation that "a
commodity which is itself continually vary
ing in its own value, can never be an
accurate measure of the value of other
commodities. ,,10 Such uncertainty discour-
ages international investment. Supply-side
economists argue that this international un
certainty exerts upward pressures on inter
est rates, as investors seek to compensate
for added risks, most prominent being gov
ernment devaluation.

Mexico's recent devaluation provides a
clear example of the woes of devaluation.
Generally, nations will devalue their curren
cies versus other currencies in a misguided
and futile effort to manipulate the terms
and balance of trade. Hence exports are
cheaper to their trading partners, and their
own imports more expensive.

This neo-mercantilist fantasy suffers from
two problems. First is that products are still
purchased with other products, so any ad
vantage derived from exchange-rate manip
ulation will be short-lived until individuals
re-adjust their currency terms of trade
ensuring that if two bottles of wine traded
for one pair of shoes before devaluation, the
same trade could be made eventually after
devaluation. The only way to really alter
such a transaction is by increasing produc
tion, improving efficiency, or changing
tastes. Second, this short-term "advan
tage" is obliterated by inflation, capital
flight, and economic stagnation. Huge
swings in the value of currencies make it
difficult, if not impossible, for individuals to
make any long-range decisions regarding
international investment.

General View of Government
As already noted, supply-side economics

falls under the broader category of free
market economics. Therefore, supply-sid
ers hold the same skepticism ofgovernment
as do their free-market cousins, such as
monetarists and Austrian economists.

However, various supply-siders have
been criticized by some of these free-market
cousins for not focusing enough attention on



378 THE FREEMAN • JUNE 1995

government spending. Such criticisms may
apply to certain individuals, but cannot be
applied to the general supply-side school
of economic thought.

In fact, devoid of proper incentives, gov
ernment is viewed by supply-side econo
mists as inherently wasteful. In essence,
supply-siders view government as generally
unable to produce anything of value. Gov
ernment can redistribute; it surely can de
stroy; and when functioning adequately, it
can protect; but government remains unable
to create.

Therefore, supply-side economists con
cern themselves with the overall size of
government. In fact, in the supply-side
view, the size ofgovernment generally takes
precedence over concerns about, for exam
ple, the size of a nation's budget deficit.
Supply-side economics argues that what
primarily matters is the total amount of
resources being diverted away from produc
tive private-sector ventures to generally
unproductive government undertakings.
Then supply-side economists evaluate the
method for financing those government ex
penditures. The relative shares ofborrowing
versus taxing are evaluated according to the
respective marginal costs to the economy.

In particular, supply-side economists
view government social-welfare programs
with a wary eye, not only due to the amount
ofwaste associated with such programs, but
more importantly, due to the perverse in
centives such programs establish. Of con
cern is the fact that the welfare state breaks
the key supply-side principle of supply pre
ceding or creating demand. The welfare
state allows an individual to demand without
first supplying a marketable good or ser
vice-flying in the face of the basic require
ment for a prosperous economy and society
according to supply-side theory, that' 'prod
ucts are bought ultimately with other prod
ucts." So, we have a situation where an
individual being subsidized through govern
ment welfare is buying products with prod
ucts produced by others. This system pro
vides disincentives for the individual on
welfare to undertake productive activities,
while also establishing disincentives for

those individuals providing the welfare sub
sidies, as they receive less return for their
work, investment, or risk-taking. Also un
der such a system, not only are producers
confronted with higher taxes, but the mar
ginal tax rate-including the combined loss
of government benefits plus the tax rate on
income-confronted by welfare recipients
thinking of moving off welfare can be con
siderable, even in excess of 100 percent.

Lastly, supply-side economists naturally
view the government's role of protecting
life, limb, and property as essential to a
healthy economy and society. Devoid of
such protections, absolutely no reason ex
ists for individuals to move beyond mere
subsistence levels of production.

The Supply-Side Difference
What is the fundamental difference be

tween economists and schools of economic
thought? The late economic journalist War
ren Brookes wrote: "Since economic
thought first became formalized over two
centuries ago, there have been essentially
two different views about wealth. One view,
first defined by Adam Smith and Jean
Baptiste Say, is that wealth is primarily
metaphysical, the result of ideas, imagina
tion, innovation, and individual creativity,
and is therefore, relatively speaking, unlim
ited, susceptible to great growth and devel
opment. The other, espoused by Thomas
Malthus and Karl Marx, contends that
wealth is essentially and primarily physical,
and therefore ultimately finite."l1

Though I risk upsetting many economists
who shun the "supply-side" label, broadly,
I think the former can be categorized as
supply-siders, the latter wear the blinders of
demand-side economics. I do not make such
an assertion lightly.

For example, it was the great Austrian
economist Ludwig von Mises who observed
in his Human Action: "Capital levies, in
heritance and estate taxes, and income taxes
are . .. self-defeating if carried to ex
tremes." Mises went on to explain:

It is one of the characteristic features
of the market economy that the govern-



ment does not interfere with the market
phenomena and that its technical appara
tus is so small that its maintenance ab
sorbs only a modest fraction of the total
sum of the individual citizens' income.
Then taxes are an appropriate vehicle for
providing the funds needed by the gov
ernment. They are appropriate because
they are low and do not perceptibly dis
arrange production and consumption. If
taxes grow beyond a moderate limit, they
cease to be taxes and tum into devices
for the destruction of the market econo
my....

[T]he true crux of the taxation issue is
to be seen in the paradox that the more
taxes increase, the more they undermine
the market economy and concomitantly
the system of taxation itself. Thus, the
fact becomes manifest that ultimately the
preservation of private property and con
fiscatory measures are incompatible. Ev
ery specific tax, as well as a nation's
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whole tax system, becomes self-defeating
above a certain height of the rates. 12

No supply-side economist could have put
the argument better. D
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The Minimum Wage Law

by Raphael G. Kazmann·

The minimum wage law is based on the
assumption that some minimum hourly

rate of pay should be legislated so that
people will have a minimum income to
support themselves and their families. The
law makes it illegal for an employer to pay
an hourly rate lower than the minimum wage
specified by the Congress. In line with this
reasoning, the higher the minimum wage,
the more prosperous the workers will be. If
this is so, why not set the minimum hourly

Professor Kazmann lives in Baton Rouge, Lou
isiana.

wage at $20 so that everyone will be better
off? The proponents of the minimum wage
have avoided taking this step.

A basic law of economics states that the
higher the price of something, be it a com
modity or labor, the smaller the quantity
demanded. In simple English: the higher the
price, the smaller the sales. When a mini
mum wage is established at a level above the
one that would be determined by market
forces, employment opportunities are usu
ally reduced for the least productive work
ers because their services are priced too
high for the market. In fact as the minimum
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wage is raised, even some workers who had Comparison of Youth and
been employed are discharged simply be- Unemployment Rates by Race
cause their services do not produce value in (males)
excess of their wages (plus Social Security

Min. White Blacktaxes, vacations, medical insurance, and so Year Wage General 16-17 16-17
on). We can deduce that the principal impact
ofminimum wage legislation is to reduce the 1948 3.8 10.2 9.4
opportunities for useful employment by the 1949 5.9 13.4 15.8

1950 .75 5.3 13.4 12.1potentially least productive individuals. 1951 3.3 9.5 8.7
Thus the most economically vulnerable por- 1952 3.0 10.9 8.0
tion of the population is being prevented by 1953 2.9 8.9 8.3
the government from becoming self-sustain- 1954 5.5 13.4 14.4
ing. This outcome may not have been an- 1955 1.00 4.4 11.3 13.4

ticipated by the well-intentioned legislators 1956 4.1 10.5 15.0
1957 4.3 11.5 18.4

who passed the minimum wage law as part 1958 6.8 15.7 26.9
of the Fair Labor Standards Act of 1938. 1959 5.5 14.0 25.2

The enforcement of minimum wage leg- 1960 5.5 14.0 24.0
islation accomplishes two things: (1) it 1961 1.15 6.7 15.7 26.8

1962 5.7 13.7 22.0makes low-skilled labor more expensive 1963 1.25 5.7 15.9 27.3
than it would otherwise be, thus fostering 1964 5.2 16.1 24.3
labor-saving devices that higher priced labor 1965 4.5 12.9 23.3
creates (and raising the prices in the affected 1966 3.8 10.5 21.3

industries), and (2) it reduces the numbers of 1967 3.8 10.7 23.9

young and low-skilled workers entering the 1968 3.6 10.1 22.1
1969 1.30 3.5 10.0 21.4

labor market where training and apprentice- 1970 4.9 13.7 25.0
ship would later permit the trainee to obtain 1971 5.6 15.1 28.8
a better, higher paying job. 1972 5.6 14.2 31.0

Martin Feldstein described matters clear- 1973 4.9 12.3 27.0

ly: "The minimum wage law has an unam- 1974 1.60 5.6 13.5 33.7
1975 1.80 8.5 18.3 38.1

biguously harmful effect on some young 1976 2.00 . 7.7 17.3 37.5
workers. Even if an individual were willing 1977 2.20 7.0 15.0 39.2
to 'buy' on-the-job training by taking a very 1978 2.65 6.0 13.5 36.7
low wage for six months or a year, the 1979 2.90 6.8 13.9 34.2

1980 3.10 7.1 16.2 37.5minimum wage would not permit him to do 1981 3.35 7.7 17.9 40.7
so.... For the disadvantaged, the mini- 1982 10.1 21.7 48.9
mum wage law may ha~e the ironic effect of 1983 9.9 20.2 48.8
lowering lifetime incomes by a very large 1984 7.4 16.8 42.7

amount." (The Public Interest, Fall 1973) 1985 7.2 16.5 41.0
1986 7.0 16.3 39.3

Civil Rights legislation in its inception was 1987' 6.2 15.5 34.4
most benign by removing legal barriers to 1988 5.5 13.9 32.7
the employment of blacks and other minor- 1989 5.3 13.7 31.9
ities. Inexplicably, however, it ignored the 1990 3.80 5.4 16.4 35.2

impact of minimum wage laws on the em- 1991 4.25 6.3 18.1 49.8

ployment of young people just entering the Note: The minimum wage rates have been applied to
labor force, particularly on black teenagers. increasingly larger segments of the working population,

Yet the empirical evidence illustrates the so the unemployment rates understate the effect of the
minimum wage in decreasing the opportunities for first

trends, even though any statistical evidence entrants to the labor force. Moreover, as the effect of
that pertains to the entire country is likely to inflation is to lower the real cost of the minimum wage,

contain inaccuracies of detail. Since 1938, the unemployment rates of teenagers dropped between
1983 and 1989 by one third. Note the abrupt rise in

when the minimum was set at $0.25 per unemployment as the minimum wage rose in 1990 and
hour, the hourly minimum has risen until, 1991.



in 1981, it was fixed at $3.35; more recently
it was increased, in stages, to $4.25 per hour.
In 1988 it was 13.4 times what it was
originally. Economists have computed that
because of inflation the minimum hourly
rate, expressed in 1938 dollars, has been
between $0.56 and $0.59 since 1974. The
coverage of industries subject to minimum
wage laws has been extended: between 1967
and 1974, approximately 75 percent of pri
vate, non-agricultural workers were cov
ered; since 1974, approximately 83 percent
have been subject to its mandate.

The Impact on the Young
The effect of the minimum wage and the

increase in the percentage of industry that it
covers have had a significant, deleterious
impact on the young worker. Between 1948
and 1955 the unemployment rate for young
males was about 6 or 7 percentage points
higher than the general rate of unemploy
ment and there was no significant difference
between the unemployment rates of blacks
and whites. After 1955, when the minimum
wage was raised sharply, not only did the
difference between the general unemploy
ment rate and that of the young white male
rise to 9 or 10 percentage points, but the
unemployment rate of black teenagers rose
even more sharply reaching a differential of
between 15 and 20 percentage points as
compared to the general rate of unemploy
ment.

After the increase of 1968, the difference
between white teenagers and the general
rate went up to from 10 to 12 percentage
points; black teen-age unemployment rose
still more. Since 1973 the unemployment
rate for black teenagers has been from 25 to
35 percentage points above the general rate.

Walter Williams (Policy Review, Fall
1977), said: "The minimum wage gives firms
effective economic incentive to seek to hire
only the most productive employees, which
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means that firms are less willing to hire
and/or train the least productive employee
which includes teenagers and particularly
minority teenagers. By holding all else con
stant, such as worker productivity, the min
imum wage law gives firms incentive to
indulge whatever racial preference that they
may hold."

The table on page 380, adapted from one
published by Walter Williams and supple
mented by data from various publications of
the Bureau of Labor Statistics, compares
the general unemployment rate of males and
the corresponding unemployment, by race,
of young men 16-17 years of age. These are
the people who have minimal skills and
experience. The table shows when the out
comes discussed occurred.

The principal supporters of the minimum
wage have been the labor unions and cor
porations that compete with the employers
of teenagers. The unions know that when
the minimum wage rises the wages of their
members rise to maintain the differential
between skilled and unskilled workers. The
corporations in favor of it understand that
the costs of their competitors will dispro
portionately increase as compared to their
own.

It is difficult to understand why a govern
ment, ostensibly based on principles of
democracy, can pass and enforce legislation
that reduces opportunities for the most eco
nomically vulnerable segment of the popu
lation: black teenagers and white teenagers.
From the standpoint of morality and equity,
any legislation that makes it harder for
teenagers with little skill or experience to
enter the labor market should be unaccept
able. As we have shown, the minimum wage
law not only discriminates against young
and inexperienced workers, it discriminates
particularly against black youngsters. Not
only should the minimum wage not be
raised, it should be abolished. Democratic
government can do no less. D
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The Mushroom Wars

by Richard B. Coffman

D rive-by shootings, an abandoned car
riddled with bullet holes, a man gunned

down before he can pull his .45 caliber
pistol. No, it is not gang warfare in an
American inner city. These are the mush
room wars in the once peaceful forests ofthe
Northwest.

Not so long ago mushroom picking was a
somewhat quaint hobby of gentle folk who
wandered the forests, enjoying an outing
and picking a few mushrooms along the
way. No more. These days the woods are
full of aggressive pickers with mechanical
trenchers. They dig up a mushroom field as
fast as they can, then roar offto the next field
in high-powered, four-wheel drive pick-ups.

The Wall Street Journal (May 11, 1993)
reports that some pickers have made as
much as $1,000 a day and that experts
estimate about $50 million worth of mush
rooms are coming out of the woods every
year. But problems are developing. Pickers
say their incomes are falling because of the
fierce competition. Some mushroom sites
have been so dug up and trampled down
they may never be productive again, and the
violence is heating up. Some pickers are
staking out claims, and driving rivals off
with gunfire. Forest wardens now wear flak
jackets in the woods. Pickers have been
robbed at gunpoint.

It should not be too surprising that all this
sounds like the Wild West revisited. Many
of the storied conflicts of the Old West had

Dr. Coffman is Associate Professor ofEconom
ics at the University of Idaho, Moscow, Idaho.

their source in the same problem which lies
behind the mushroom wars. The problem is
property rights. The mushroom fields of the
Northwest are defined as common property,
open to all comers. When valuable re
sources are free for the taking, takers will
rush in. When valuable resources become
private property through the "rule of cap
ture," people will try to capture them as fast
as possible. When a person has no rights to
the property or its future resources, then
there will be no conservation.

How the West Was Owned
The grazing lands of the West were orig

inally common property. They were over
stocked and overgrazed until the invention
of barbed wire allowed the establishment of
private property rights. The buffalo were
hunted nearly to extinction because they too
were common property. In early gold rushes
the mining frontier outran the legal estab
lishment, and claims were first established
and protected by arms. Miners quickly rec
ognized they were diverting too much time
from the productive activity of gold mining
into wasteful stealing of property and de
fending of property. They speedily orga
nized into communities which defined pri
vate property rights, and stood ready to
safeguard those rights. This allowed them to
get on with the business of gold mining.

The mushroom grounds of the Northwest
are found mainly on federal land. The gov
ernment administers these lands as common
property, just as public grazing land was
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administered as common property a hun
dred years ago. This caused no problems so
long as there was little market demand for
wild mushrooms. The small tribe of recre
ational pickers could pick to their heart's
content without getting in one another's
way, and without making a dent in the
mushroom population. But now there is a
big gourmet demand for wild mushrooms,
not just in the United States, but in Europe
and Japan as well. Prices have skyrocketed,
and the mushroom rush is on.

Once mushrooms became a valuable re
source, the familiar flaws of common prop
erty ownership came to the fore. Since the
mushrooms were free for the taking, hordes
of pickers rushed into the woods. If two
pickers happened onto the same mushroom
site, neither had a legal right to exclude
the other. If they were peaceful folk they
would compete through fast picking. Those
who discovered mechanical trenchers could
outpick those who worked by hand. Soon
everyone invested in trenchers. Competi
tion speeded up. Sites were quickly ex
ploited once discovered. The picker who
could get to the next site first had an
advantage, hence the appearance on the
scene of powerful, four-wheel-drive vehi
cles.

Of course, not all competition was peace
ful. When competition takes place out of
sight of the law there are always those
willing to use violence to get an edge. Thus
some mushroom claims are asserted
through gunfire, just as were gold mining
claims in the last century.

In high demand situations common prop
erty ownership wastes and degrades re
sources. There are too many mushroom
pickers, using up too much time and effort to
harvest the crop. The pickers have put too
much investment into mechanical harvest-
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ers and fast trucks. Pickers harvest too fast,
too completely, and too roughly, perhaps
destroying mushroom sites in their haste.

None of this would happen if the mush
room grounds were private property. A
profit-seeking private property owner would
hold his costs down by picking systemically
with smaller crews. There would be no need
to rush from site to site, and thus no need for
expensive transportation. Picking might
well be done by hand, rather than with
mechanical trenchers. Finally, the owner
would want to leave mushroom sites in good
condition so he could profit from harvesting
them again and again in the future.

Unfortunately, it does not seem likely that
the mushroom grounds will be converted to
private property in the near future. Gold
miners solved their common property prob
lem by forming communities and establish
ing laws. But mushroom pickers are a foot
loose bunch who wander all over the West.
They are not going to form communities.
The open range was fenced in, creating
private property. But the federal govern
ment is not going to allow privatization and
fencing of mushroom grounds.

The government may try to regulate some
aspects ofmushroom harvesting to suppress
undesirable behavior. A crackdown on gun
play seems likely. Rich mushroom grounds
might be allocated through a permit system
to cut down on confrontations and overhar
vesting. Perhaps a ban on mechanical tren
chers will be proposed. But most of these
reforms will founder on enforcement diffi
culties. Infrequent patrols by forest bureau
crats are a poor substitute for the constant
attention of a profit-seeking private owner.

Look for problems to continue in the
mushroom grounds of the Northwest as
long as the woods remain common
property. 0
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Richard Cobden's
Triumphant Crusade for
Free Trade and Peace

by Jim Powell

T he nineteenth century was the most
peaceful period in modern history.

There weren't any general wars between the
fall of Napoleon in 1815 and the outbreak of
World War I in 1914. This extraordinary
peace followed centuries of endless wars
and preceded the colossal carnage of the
twentieth century.

Peace prevailed, in large part, because
non-intervention became the hallmark of
foreign policy. Nations seldom tried to bully
one another, and economic policy was a
major reason why. There was unprece
dented freedom of movement for people,
goods, and c.apital. By reducing intervention
in economic affairs, governments reduced
the risks that economic disputes would es
calate into political disputes. There wasn't
much economic incentive for military con
quest, because people on one side of a
border could tap resources about as easily as
people on the other side of a border. Trade
expanded, strengthening the stake that na
tions had in the continued prosperity of one
another as customers and suppliers. While
free trade was never a guarantee ofpeace, it

Mr. Powell is editor ofLaissez-Faire Books and
Senior Fellow at the Cato Institute. He has
writtenforThe New York Times, The Wall Street
Journal, Barron's, American Heritage, and more
than three dozen other publications.

reduced the danger of war more than any
public policy ever had.

In all this, one name towers above the
rest: Richard Cobden, the straight-talking
English textile entrepreneur who gave up his
business to crusade during three crucial
decades. He pursued the most successful
political strategies for free trade. He artic
ulated the moral case which proved deci
sive. His inspired speeches attracted thou
sands of people at a time and raised plenty
of money. He traveled throughout Europe,
the United States, North Mrica, and the
Near East, spreading the gospel offree trade
to kings and commoners alike.

"He had no striking physical gifts," noted
his principal biographer John Morley. "In
his early days, he was slight in frame and
build. He afterwards grew nearer to portli
ness. He had a large and powerful head, and
the indescribable charm ofa candid eye. His
features were not ofa commanding type; but
they were illuminated and made attractive
by the brightness of intelligence, of sympa
thy, and of earnestness. About the mouth
there was a curiously winning mobility and
play. His voice was clear, varied in its tones,
sweet, and penetrating; but it had scarcely
the compass, or the depth, or the many
resources that have usually been found in
orators who have drawn great multitudes of
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men to listen to them. Of nervous fire,
indeed, he had abundance, though it was not
the fire which flames up in the radiant colors
of a strong imagination. It was rather the
glow of a thoroughly convinced reason, of
intellectual ingenuity, of argumentative
keenness. It came from transparent hon
esty, thoroughly clear ideas, and a very
definite purpose."

Cobden was born June 3, 1804, the fourth
of 11 children, near Heyshott, Sussex, Eng
land. His father, William Cobden, was ap
parently an inept farmer, and he and his
wife, Millicent Amber, proved unable to
avoid bankruptcy. In 1819, Richard started
working as a clerk at his uncle's textile
warehouse, and he regularly sent money
home. He became a traveling salesman, and
a dozen years later launched his own textile
warehouse business, specializing in calicos
and muslins.

In 1833, Cobden made his first overseas
business trip-to Paris. The next year, he
traveled to France and Switzerland. Two
years later, he spent more than a month in
the eastern United States, very much im
pressed by the American spirit ofenterprise.
Soon afterwards, he traveled through Spain
and the Mediterranean, observing how all
kinds of people cooperate peacefully in
markets.

Meanwhile, there was a growing political
movement for free trade. The most obnox
ious trade barriers were tariffs on "corn," as
the English referred to grain. Such tariffs
amounted to taxes on bread, a primary food
for millions of poor people. In 1836, the
Anti-Corn-Law Association was formed.
Although its founders presented a strong
logical case for free trade, they didn't get
anywhere.

In 1836 or 1837, Cobden was asked by a
man named John Bright to give a talk on
education, and the two hit it off. Bright, born
on November 16, 1811, was the son of a
Rochdale cotton spinner. Like Cobden, his
formal education ended with grammar
school, but he pursued his love for English
literature. As a Quaker whose ancestors had
been imprisoned for their Nonconformist
(non-Church of England) views, Bright de-
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veloped a moral fervor about current affairs.
He honed his speaking abilities in public
squares, church meetings, and other gath
erings.

The Anti-Corn Law Movement
Cobden and Bright helped focus free trad

ers on three principal issues. First, they set
an inspiring, radical objective-repealing
the corn laws. Cobden convinced all sup
porters that every shilling of tariff inflicted
misery on people. Modifying the tariffs, a
position favored by compromise-minded
chamber of commerce people, was out.

Second, free trade would capture the
imagination of people if it became a moral
issue. "It appears to me," Cobden wrote an
Edinburgh publisher, "that a moral and
even a religious spirit may be infused into
that topic [free trade], and if agitated in the
same manner that the question of slavery
has been, it will be irresistible."

Third, success would require a national
campaign coordinating anti-corn-Iaw asso
ciations throughout England-the mission
of the Anti-Corn-Law League, launched in
March 1839. This, in tum, called for vigor
ous fund-raising. Cobden made arrange
ments to turn his calico printing and mar
keting business over to his partners.

Cobden hammered the corn laws for mak
ing people miserable. "He knew ofa place,"
noted biographer Morley, "where a hun
dred wedding-rings had been pawned in a
single week to provide bread; and ofanother
place where men and women subsisted on
boiled nettles, and dug up the decayed car
cass of a cow rather than perish of hunger. "

Increasingly, Cobden and Bright ap
peared together on the same platform, and
they achieved far greater impact than either
could alone. "Cobden always spoke first,"
explained Bright biographer George
Macaulay Trevelyan, "disarming prejudice
and exposing with clear economic argu
ments set off in homely illustration the
wrongs that farmers and labourers, or man
ufacturers and operatives, suffered through
the working of Protection. When the audi
ence had thus been brought round into a
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sympathetic state of mind, then-to use
Bright's own words-'I used to get up and
do a little prize-fighting.' ... his character
istic and vital contribution was the passion
with which he reinforced reason, and the
high tone of moral indignation and defiance
which he infused into his listeners. And this
was exactly where Cobden, the persuader,
was necessarily weakest. Each supplied
the defects of the other's qualities. The
known friendship between them, the utter
absence of rivalry and self-interest, the
apostolic fervor that made these missionar
ies so unlike the common Whig and Tory
pOlitician. . . ." Cobden and Bright were
on the road almost non-stop, often attract
ing crowds which numbered in the thou
sands.

While the free trade campaign was still a
long way from its climax, Cobden married.
His bride was Catherine Anne Williams, a
charming Welsh woman who was one of his
sister's friends. They went on a honeymoon
through France, Switzerland, and Germa
ny-the last time they saw much of each
other in quite a while, as it turned out.

Cobden concluded he wasn't likely to
succeed if he were only an outside agitator.
He had to work within Parliament, too.
After an unsuccessful bid, Cobden won an
election in 1841. He exerted considerable
influence because ofhis speaking ability and
popular influence outside Parliament.

On September 10, 1841, Bright's wife,
Elizabeth, died of tuberculosis. They had
been married less than two years, and he
was devastated. Three days later, his part
nerwas by his side. "Mr. Cobden," recalled
Bright, "called upon me as his friend, and
addressed me, as you might suppose, with
words ofcondolence. After a time he looked
up and said, 'There are thousands of houses
in England at this moment where wives,
mothers, and children are dying of hunger.
Now,' he' said, 'when the first paroxysm of
your grief is past, I would advise you to
come with me, and we will never rest till
the Corn Law is repealed.' I felt in my
conscience that there was a work which
somebody must do, and therefore I accepted
his invitation, and from that time we never

ceased to labour hard on behalf of the
resolution which we had made."

By September 1845, as torrential rains
swept across the British Isles, Cobden told
Bright that he was worn out. They had been
on the road almost non-stop for more than
five years, addressing large crowds night
after night. He wanted to quit. Bright re
plied: "your retirement would be tanta
mount to a dissolution of the League; its
mainspring would be gone. I can in no
degree take your place. As a second I can
fight; but there are incapacities about me, of
which I am fully conscious, which prevent
my being more than second in such work as
we have laboured in."

Meanwhile, rains continued, accelerating
the spread of a potato blight which had
recently ruined crops in the United States,
Holland, and France. Signs of the blight
appeared in England. Informed people wor
ried about what might be going on in mis
erable Ireland where nearly everyone de
pended on potatoes to survive. Except for
northeastern Ulster, Ireland had never gone
through an industrial revolution, and Irish
peasants were believed to be the poorest
in Europe-even worse off than American
black slaves. Millions of Irish peasants lived
in mud huts without a scrap of furniture.
Well, the potato crop rotted everywhere.
Peasants began dying from famine and re
lated epidemics of typhus, cholera, and
other diseases. Eventually, over a million
Irish perished, and hundreds of thousands
more emigrated.

Tory Prime Minister Robert Peel reluc
tantly concluded that the only immediate
solution was to abolish the corn laws and let
starving Irish buy cheap imported food
even though this was likely to trigger a Tory
rebellion which would end his political ca
reer. Peel announced his bill for total repeal
of the corn laws, phased over a three-year
period. It became law on June 26, 1846. He
was ousted three days later.

Liberalized Trade
Repeal of the corn laws was just the

beginning of trade liberalization. During the
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next three decades, England reduced the
number of dutiable imports from 1,152 to
48-remaining items were mostly luxury
items with low duties.

Although European countries retained
their prohibitive tariffs, England prospered.
Cheap food poured into the country, and
workers shifted out of agriculture into man
ufacturing. Then as other countries indus
trialized, many workers shifted into ser
vices. England became the unquestioned
leader of world shipping, commerce, insur
ance, and finance. From 1846 until the
outbreak of World War I, England's indus
trial output soared 290 pe~cent. Imports
were up 701 percent, and exports 673 per
cent. Money wages in England increased
about 59 percent for agricultural workers, 61
percent for industrial workers.

Cobden and his family spent a month
resting in Wales, then toured Europe. "His
reception," reported biographer Morley,
"was everywhere that of a great discoverer
in a science which interests the bulk of
mankind much more keenly than any other,
the science ofwealth. He had persuaded the
richest country in the world to revolutionize
its commercial policy. People looked on him
as a man who had found out a momentous
secret. "

Travel affirmed Cobden's humane, cos
mopolitan world view. "I am not one who
likes to laud the Anglo-Saxon race as being
superior to all others in every quality," he
wrote a friend, "for when we remember that
we owe our religion to Asiatics, our litera
ture, architecture, and fine arts greatly to the
Greeks, our numeral signs to the Arabs, our
civilization to the inhabitants of Italy, and
much of our physical sciences and mechan
ical inventions to the Germans; when we
recollect these things it ought to make us
moderate in our exclusive pretensions."

The Crimean War
Soon after his return to England, Cobden

was drawn back into public policy debates
by the appointment of belligerent Lord
Palmerston to the Foreign Office. In 1854,
Palmerston plunged England into the

Crimean War, purportedly to maintain the
balance of power by saving the corrupt
Turkish empire from grasping Russia which
had just ravaged Hungary. Cobden and
Bright stood virtually alone for non-inter
vention-and for setting England's colonies
free. During the next parliamentary elec
tions, in 1857, both were defeated.

The two-year war turned out to be a
pointless bloodbath which cost the lives of
some 25,000 English soldiers. It tarnished
the reputation ofgenerals and the prestige of
England. The only star to emerge was Flo
rence Nightingale. She organized efficient
nursing services which dramatically re
duced the death rate among wounded sol
diers. Her valiant work inspired the Red
Cross movement.

For several decades, English foreign pol
icy returned to non-intervention as Cobden
and Bright had advocated. England stayed
out of the Franco-Austrian War, the Amer
ican Civil War, the Danish War, the Franco
German War, and later wars between Tur
key and Russia. By 1859, both Cobden and
Bright had been re-elected to Parliament.

On July 21, 1859, Bright gave a speech in
which he suggested that England could cut
its military spending-much of which was
to protect against a possible attack from
France-and that both countries should lib
eralize their trade restrictions to help pro
mote peace. Inspired by this idea, French
government trade adviser Michel Chevalier
urged Cobden to try converting the French
emperor Louis Napoleon, since Cobden had
been so successful converting England to
free trade. Cobden consulted with English
government officials and negotiated a com
mercial treaty which provided that England
would end its tariffs on French goods and cut
its tariffs on French wines 85 percent.
France would convert its import bans to
tariffs which would be reduced to less than
25 percent within five years. The initial term
of the treaty would be for 10 years. By
January 23, 1860, the treaty was signed by
Louis Napoleon as he invoked his executive
powers. Despite stubborn Tory opposition,
Parliament approved the treaty.

It had a dynamic impact. Between 1862
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and 1866, the French negotiated trade lib
eralization treaties with the Zollverein (Ger
man customs union), Italy, Belgium, the
Netherlands, Switzerland, Spain, Portugal,
Sweden, Norway, Papal States, and North
German commercial cities. Most of these, in
turn, liberalized trade with each other.
Trade restrictions were reduced or elimi
nated on international waterways such as
the Baltic and North Sea channel (1857),
Danube (1857), Rhine (1861), ScheIdt
(1863), and Elbe (1870). Even Russia low
ered tariffs somewhat, in 1857 and 1868.
Because each treaty observed the "most
favored nation" principle, it liberalized
trade not only for the signatory nations, but
for everyone else as well. Never before in
European history had people been able to go
about their daily business so freely.

On one occasion during his last years,

Announcing . ..

Cobden strolled with a friend through St.
Paul's Cathedral cemetery, burying ground
for many of England's most famous heroes.
The friend suggested Cobden might find an
honored place there. Cobden replied: "I
hope not. My spirit could not rest in peace
among these men ofwar. No, no, cathedrals
are not meant to contain the remains of such
men as Bright and me."

Approaching his 61st birthday, Cobden
suffered serious asthma attacks. Breathing
became a deadly struggle. In a London
lodging house, where he went to relax near
the House ofCommons, he died on Sunday,
April 2, 1865. John Bright was among those
by his side. "I have only to say that after
twenty years of most intimate and almost
brotherly friendship," Bright mourned, "I
little knew how much I loved him until I
had lost him." D
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IT It Ain't Broke
Regulate It

by Wayne T. Brough

I n 1990 the Food and Drug Administra
tion demanded the McCurdy Fish Co.

of Lubec, Maine-the last U.S. smoked
herring company in the industry-to
change its production process to reduce
the dangers of botulism. The changes
proved to be too costly and John Mc
Curdy closed his doors, laying off all 22
workers. The FDA's rule came after 20
years in business and 54 million fillets.
Not one case of botulism was ever re
ported against McCurdy and the FDA
found no problems in their almost yearly
inspections of McCurdy's fish.!

The federal government has regulations
that affect almost every facet of daily life.
Unfortunately, in cases such as the
McCurdy Fish Co., regulations do not al
ways benefit the public. Currently, the price
tag for federal regulations is more than $500
billion per year-over $5,000 per house
hold.2 This is roughly equivalent· to the
typical family's federal income tax burden.
Unlike the income tax, however, regula
tions are hidden taxes that do not receive the
public scrutiny of the typical tax hike. In
stead, businesses face higher costs of pro
duction, American companies have a
tougher time competing in a global econ
omy, and consumers pay more for goods
and services. Proponents of regulation ar-

Mr. Brough is with Citizens/or a Sound Economy
in Washington, D.C.

Don't

gue that federal regulations provide impor
tant safeguards that justify the costs of the
regulatory burden.3 If, in fact, federal reg
ulations generated $500 billion in benefits
each year, critics of regulation would be
hard-pressed to make a case for reducing
regulations. But what are the benefits
relative to the costs-of a hazardous waste
clean-up that requires the dirt to be so clean
that a child could eat one-half teaspoon a
month for 70 years and not develop cancer?4
And how can the benefits of hazardous
waste clean-ups justify the costs of Super
fund when 36 cents out of each of the $11
billion spent by the private sector through
1991 went to legal fees rather than to clean
ing up waste sites?5

There are a number oflegitimate concerns
that can be raised when discussing federal
regulations and regulators. But attempts to
make government regulators more respon
sive to the public's concerns have generated
staunch resistance among environmental
ists and other public interest groups. Last
year, these groups mounted a major cam
paign to defeat what they dubbed the "un
holy trinity": requirements for cost-benefit
analysis and risk assessment, stronger pro
tections for private property rights, and
restrictions on unfunded mandates imposed
by the federal government on states and
local communities.

In response to these concerns, Congress
is considering an expansive regulatory re-

389
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form agenda. Perhaps the most important
elements of regulatory reform are the use of
cost-benefit analysis and risk assessment,
tools that would require a careful assess
ment of the impact of federal regulation in
order to eliminate unnecessary or even
counterproductive regulations.

Cost-Benefit Analysis
Requiring federal agencies to assess the

costs and benefits ofregulations is not new.6

President Ronald Reagan formalized the
regulatory review process through Execu
tive Order 12291, which gave the Office of
Management and Budget the authority to
review agency regulations to ensure that the
benefits of regulations were commensurate
to their costs. Simply put, the executive
order proviQed guidelines to the federal
agencies to ensure regulations met certain
minimum standards. First, agencies were
asked not to regulate unless they had suffi
cient information. Second, agencies were to
choose the least expensive method for meet
ing a regulatory objective. Finally, agencie§
were not to regulate in those instances
where the benefits of regulation did not
exceed costs.

These guidelines for regulatory review
had an immediate impact on the level of
federal regulation. Direct measures of reg
ulation are difficult to identify but a useful
proxy is the number of pages in the Federal
Register. The page count dropped from
87,012 pages in 1980 to 47,418 pages in
1986.7 Efforts to rationalize the regulatory
burden proved beneficial to consumers as
well. Economic regulatory reforms en
hanced consumer welfare substantially-in
the transportation sector alone, consumer
welfare increased by more than $30 billion.8

However, these trends reversed in 1986 as
Congress mounted pressure for additional
regulations and as agencies learned to
"game" the system. Federal Register pages
now have climbed to 69,688 pages-the
highest level since 1980. In 1991, rules
reviewed by OIRA had reached 2,523.9 The
price tag of final major rules-those costing
more than $100 million, or those with sig-

nificant impact-jumped more than 57 per
cent from 1991 to 1992. 10 Moreover, Presi
dent Clinton, upon entering office, altered
the regulatory review process in a way that
provides agencies with more discretion; the
review procedures have also changed so
that fewer rules are sent to the Office of
Management and Budget (OMB). At a time
of expanding agency authority and weak
ened regulatory oversight, the Clinton ad
ministration released the Regulatory Plan
and Unified Agenda of Federal Regula
tions, which identifies more than 4,300 rule
makings now underway at federal agencies.

Risk Assessment
In recent years, health, safety, and envi

ronmental regulations have constituted the
bulk ofgrowth in the regulatory burden. The
Environmental Protection Agency's own
estimates suggest that environmental regu
lations alone will cost more than $160 billion
annually by the year 2000. 11 Risk assess
ments have been in use by a number of
agencies, from the EPA to the Department
ofDefense. However, the analysis is uneven
at best, and important assumptions often lie
hidden in the assessment. Currently, many
risk assessments use extremely conserva
tive assumptions that provide only an upper
bound estimate of risk. In one case, the
exposure level at the heart of a regulation is
based on a resident that is "assumed to live
200 meters from an industrial source of toxic
air pollution breathing maximum predicted
outdoor concentrations of a single chemical
for 70 years, 24 hours per day. ,,12 This
sketch of a hypothetical individual is hardly
a description of the average person.

In addition to providing better informa
tion for cost-benefit analysis, risk assess
ment is an important tool for ensuring that
scarce resources are not misallocated. We
do not live in a zero-risk society; all human
endeavors involve risk. Costly regulations
that provide trivial reductions in risk divert
resources away from more imminent dan
gers. Consider, for example, a hazardous
materials listing· requirement for a wood
preservative. OMB has estimated that this
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regulation will divert one statistical death at
a price of $5.7 trillion. 13 Avoiding such
excessive regulations would allow consum
ers to address more significant risks they
face in their daily lives.

It is important to remember that in a world
of limited resources excessive spending on
trivial risks may expose the public to new
risks in other areas. Such "risk-risk" com
parisons must be taken into account when
determining the impact of regulations. For
example, a regulation requiring parents to
use a child safety seat for young children
when flying may have the unintended effect
of increasing risks to the public. The child
safety seat requires families to purchase an
extra ticket, causing more people to opt for
driving-a far riskier activity than flying.

Another important factor to consider is
the relationship between health and wealth.
In general, wealthier people live longer and
enjoy a higher quality of life because they
have the resources necessary to purchase
health care, more nutritious foods, and so
forth. The costs imposed by regulations can
reduce income and employment, leading to
lower standards of living that could offset
any potential benefits from the regulation. In
fact, Peter Huber has stated that, "For a
45-year-old man working in manufacturing,
a 15 percent increase in income has about
the same risk reducing value as eliminating
all hazards-everyone of them-from his
workplace. ,,14 A number of academic stud
ies have confirmed this relationship between
health and wealth. 15 Costly regulations that
do not address significant risks can have
adverse effects on overall public health by
reducing income and diverting resources
from more important uses.

Why Reform Is Needed
Reducing regulation makes good sense.

Consider the example of Superfund. Origi
nally established as a $1.6 billion trust fund
to clean up toxic waste sites, the Superfund
program now makes up 25 percent of the
EPA's $6 billion budget. The typical cleanup
currently costs $25 million, and based on
current expenditures, the total costs of the

program over the next 30 years will exceed
$150 billion, on top of any legal fees in
volved. 16 Unfortunately, many of the sites
targeted by the EPA for cleanup do not pose
great threats to the community. Analysis
that exaggerates the risks by up to 10,000
times is used to identify future Superfund
sites. Worst-case scenarios are used, such
as the child eating dirt for 70 years. Conse
quently, much of the risk identified by the
EPA is imaginary, based on assumptions of
fictitious, "maximum exposed individuals"
(that is, the dirt-eaters). One study of 77
Superfund sites found that 92 percent of the
cancer risk identified by the EPA was future
risk that was dependent on the agency's
assumptions about future behavior and yes,
eating dirt. 17

To counter the "better safe than sorry"
arguments, it is important to emphasize that
each cleanup has an average price tag of $25
million. As it stands, EPA uses conservative
assumptions even in those instances where
the possibility ofhuman exposure is remote.
The result, as Keith Schneider has stated, is
high cleanup costs that provide few benefits:
"More than ten years ago the federal gov
ernment adopted the view that when there is
any doubt, it is better to take the prudent
approach than do nothing. But a decade
later, the economic costs of this policy are
painfully clear while the benefits remain
largely unmeasurable. ,,18

Superfund is only one federal program.
The federal government regulates every
thing from airline safety to pesticide use.
More effective cost-benefit analysis and
proper risk management will help avoid
situations where costly regulations offer
few benefits to the consumer. Sound science
and objective information provide a more
rational approach to regulation than a sys
tem driven by political pressure or media
hype.

Conclusion
Protecting the environment and improv

ing health and safety are not inexpensive.
These activities place a significant burden
on the American economy. The expansive
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role offederal regulators was not envisioned
by the Founding Fathers and there are only
limited institutional constraints on their ac
tivities. Government bureaucracies are not
constrained by the incentives of the market
place; regulators do not have the particular
knowledge of time and place that is gener
ated by market activities. A requirement to .
eliminate regulations that provide no net
benefits introduces an element of account
ability that restricts bureaucratic discretion.
Regulatory reforms such as risk assessment
or cost-benefit analysis are important first
steps toward deregulation-and much
needed protection from unconstrained fed
eral regulators. D
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Freedom,

Efficiency, and

The New York Post

by Joseph S. Fulda

I n a beautiful little article, "Entrepreneurs
, and Their Gifts," Jane Shaw, a Contrib

uting Editor of this journal, makes the case
that entrepreneurs, even when they don't
succeed, give to the economy in which they
invest. A few months later in "The Eco
nomics of Errant Entrepreneurs," Israel
Kirzner, a distinguished professor of eco
nomics, replies to her article with a firm, but
gentle, dissent. 1 The purpose of this article
is to show why a libertarian of the Austrian
School who admires Professor Kirzner's
work nevertheless sides with Ms. Shaw.

Ms. Shaw tells the story of Bozeman,
Montana, a small town with the variety of a
small city: exotic seafood restaurants, a doll
furniture store, a flower shop that sells
African violets only, kitchen boutiques, up
scale wine shops, and a surprisingly good
bookstore. According to her research, one
in seven of all businesses in the county
changed hands-or just began-within the
year. The people of Bozeman, she writes,
"get more goods and services . . . than
[they] deserve," for "as a result of all these
eager entrepreneurs" consumers "don't
pay the full cost of the goods and services
[they] buy. Instead, the providers pay in the
form of lost profits and lost fortunes. [T]he

Joseph S. Fulda, a Contributing Editor of The
Freeman, has been published frequently in sci
entific journals, philosophical journals, mathe
matics journals, law reviews, and journals of
opinion.

consumers are the beneficiaries." "Boze
man's experience suggests," she concludes,
"that an endless succession of businesses
can operate without profits-as long as there
are romantic optimists to take up where the
disillusioned leave off."

To this Professor Kirzner replies,
"[T]here is only one benefit to society
arising out of unprofitable entrepreneurship
that deserves to be treated as a fundamental
advantage. All other benefits, while we may
indeed be grateful for them, are likely to be
enjoyed at the expense of more serious
disadvantages both to others and to our
selves." That one benefit, "the central so
cial gain from losing entrepreneurial ven
tures," is enjoyed "not by individuals
unusual enough to enjoy the output of those
overoptimistic ventures, but by all mem
bers of society insofar as they stand to
gain from superior entrepreneurial judg
ment-a quality standard enforced by the
severe discipline imposed on errant entre
preneurs...." And, he adds, Ms. Shaw's
account fails to consider that an "unprofit
able venture. . . has harmed society insofar
as it is likely to mean that it has used
valuable, scarce social resources to produce
goods worth less than other goods that could
have been alternatively produced." It is
Professor Kirzner's use of "social," not his
flawless economic analysis, that disturbs.

As the late Russell Kirk, a supporter of
capitalism but much more a believer in faith
and freedom rooted in faith, wrote' 'I have
regarded with some suspicion many practi
tioners of the Dismal Science. I have found
economists a blinkered breed, worshiping
the false god, Efficiency.,,2 No doubt Dr.
Kirk meant many things by this, to some of
which I would surely not assent, but among
those meanings surely is that the moral and
spiritual claims of freedom and by implica
tion the free economy are more compelling
than its empirical claim to being the most
efficient way of providing for our needs. To
this proposition, I wholeheartedly assent.

Entrepreneurs act, as George Gilder re
minds us, on faith. Their faith is only partly

393



394 THE FREEMAN • JUNE 1995

in their ability to tum their investment into
profits. It is also their faith in themselves and
in their ability to make their respective
dreams come true. And, if their faith in
themselves should not be vindicated, we
should offer praise for their having been so
brave as to try despite the odds. And, those
odds-two out of three small businesses fail
within five years-are what make entrepre
neurship an act of faith. Moreover, what
ever resources are misallocated by the ex
periments of the entrepreneur are his to
allocate, his to lose. It is uniquely American
to allow everyman, no matter how high the
odds of failure, to pursue the American
dream in his own way. And, by implication,
it is his right to decide when he has failed. If
he is able to sustain losses for even five
consecutive years and still maintains his
faith in his dream, let us remember that few,
indeed, are the enterprises that don't at first
sustain losses. The experiment is over and
the final judgment on the allocation or mis
allocation of resources is in only when the
entrepreneur closes the doors to his busi
ness, through bankruptcy, abandonment,
or, more frequently, as Jane Shaw writes,
through change of ownership. "Where
there's life there's hope" applies to busi
nesses as to persons and an enterprise that
one man would close after years of succes
sive losses, another man with greater faith in
himself might keep open long enough to see
his losses subside, ultimately turning to
ever-greater profits.

Let us take The New York Post, the only
conservative daily in New York City. For
years, the Post has been unprofitable and it
has changed hands many times. No doubt
the expertly argued commentary and the
adroitly written editorials by Eric Breindel
and the other members of the editorial board
are, in Professor Kirzner's words, "catering
to the tastes of a too-narrow group of
consumers," but as one of their number I
wouldn't have it any other way. Nor do I
think that the successive owners of the Post
are necessarily among the "entrepreneurial
fools and romantic optimists" of Professor
Kirzner's vision. Indeed, their vast holdings

of successful enterprises shows that the
former they are clearly not and, as for the
latter, well, I don't know. True, each time
the Post goes on the table, the new owner or
prospective owner insists he will turn it
around, but few in the small New York
conservative camp believe them. They are
acting, in part, out of altruism-or egoism,
ifyou will; they want to own something they
value and that they think is of social value,
even if it means that they suffer losses year
after year. But whether they are romantic
optimists, altruists, or egoists is of no real
interest to me: What interests me is the Post
itself and ensuring that entrepreneurs have
every bit as much freedom to pile up losses
as to pile up profits.

Indeed, the argument for freedom in se
over efficiency is morally imperative, if, as
a Judeo-Christian society, we are to look
with benevolence on all forms of voluntary
charity. Isn't it better for the failing entre
preneur to be given an influx of new capital
by a benevolent friend than to be simply told
to close his business and take a charitable
contribution in cash or in kind? Certainly, it
is better for both the giver and the recipient,
as they see it, and arguments that it is worse
for society at large to have a lot of capital
misallocated rather than a smaller sum go
directly to charity presume that moral phi
losophy must follow economic science,
when, in fact, it is the other way around. Let
us be free to be both romantic optimists and
charitable men. We need not worry that the
free economy will not ensure efficiency
because of such men, for as Professor
Kirzner so rightly points out, one must have
capital in order to invest it and the market
will simply not allow unlimited optimism or
charity. But where exactly those limits are
is decided in freedom. Let us not worship
the false god of efficiency. D

1. Jane S. Shaw, "Entrepreneurs and Their Gifts," The
Freeman, April 1987, pp. 124-125; Israel M. Kirzner, "The
Economics of Errant Entrepreneurs," The Freeman, August
1987, pp. 301-302. Both essays have been reprinted in Free to
Try (Irvington-on-Hudson, N.Y.: The Foundation for Eco
nomic Education, 1995).

2. Quoted in The New York Post, June 1, 1994.



Economics on Trial

$4,000 A Month From
Social Security?

by Mark Skousen

"Social Security will remain nicely in
balance for at least the next 20 years . . .
If it ain't broke, don't tinker."

-Prof. Robert Kuttner,
Business Week, February 20, 1995

Professor Kuttner, the American Associ
ation of Retired Persons (AARP), and

other apologists for the current Social Se
curity system don't get it. The real issue is
not whether the national pension program
is solvent or not. It is not a question of
whether to reduce Social Security payouts,
defer retirements, assess a means test or
raise FICA taxes again. Congress has at
tempted all of the above, and the system is
still fundamentally unsound.

The real problem is simple: Social Secu
rity is a lousy retirement program and, as a
result, imposes a huge drag on the U.S.
economy and every other nation with a
similar plan. FICA taxes cut deep into the
pockets of every worker and every busi
ness. Payroll taxes have increased 17 times,
from 2 percent of wages, up to a maximum
of $60, in 1937, to 12.4 percent, up to a
maximum $6,438.00 today. To cover future
payouts beyond 2015, experts predict taxes
will have to rise to 17 percent ofgross income.
When is this craziness going to stop?

Dr. Skousen is an economist at Rollins College,
Winter Park, Florida 32789, and editor ofFore
casts & Strategies, one ofthe largest investment
newsletters in the country. For more information
about his newsletter and books, contact Phillips
Publishing Inc. at (800) 777-5005.

The tragic irony of Social Security is that
it is a forced savings plan that doesn't
contribute one dime to real savings. That's
because Social Security is a pay-as-you-go
system. Contributions are immediately paid
out in benefits. FICA taxes go either to (a)
pay current Social Security retirees, who
use the money to pay bills, or (b) the Social
Security Trust Fund, which invests entirely
in T-bills, in other words, government
spending. In short, payroll taxes are con
sumed, not saved. As Professor Joseph
Stiglitz states, "the Social Security program
is a tax program, not a savings account."

Social Security vs. Individual
Retirement Accounts

Imagine what would happen if Social
Security taxes were invested in Individual
Retirement Accounts, so that wage earners
could invest in stocks and bonds. In other
words, what would be the effect if Social
Security funds were invested in free-enter
prise capitalism, rather than government
transfer programs?

Such a study has just been completed by
William G. Shipman, principal at State
Street Global Advisors in Boston, Massa
chusetts. He analyzed two workers, one
earning half the national average wage (ap
proximately $12,600 in today's wages), and
the other making the maximum covered
earnings ($61,200 today). A low-income
earner who retires this year will receive $551
a month from Social Security. But if he had
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been allowed to invest his contributions in
conservative U.S. stocks over his working
years, he would be receiving an annuity of
$1,300 a month for the rest ofhis life, almost
three times his Social Security income.

A high-income earner would do even
better. If he retired today, he would receive
$1,200 a month from Social Security. Had he
invested the money in stocks, he would be
receiving an annuity of $4,000 a month. 1

Now that's what I call retiring with dignity.
In sum, Social Security is a lousy retire

ment plan and a tragic waste of resources.
This year approximately $350 billion will be
paid into Social Security. In addition, the
Social Security Trust Fund, held for future
payouts, is valued at $436 billion and rising.
Imagine if all that money had been invested
in the capital markets. Imagine if the Social
Security Trust Fund could be managed by
Peter Lynch, Warren Buffett, or another top
money manager and invested in the financial
markets. (However, I do not favor govern
ment control of American companies. I'm
simply demonstrating the profit potential
when funds are invested rather than con
sumed.)

Chile Sets the Example
Wishful thinking is reality in a small

nation south of us-Chile. Its Social Secu
rity system puts America to shame. In 1981,
under the influence of free-market econo
mists, Chile privatized its failing Social
Security system and replaced it with private
pension fund accounts for new workers.
Middle-aged workers were given the option
of using the new privatized pensions or
remaining in the state system, while the
government plans for existing retirees and
those within a few years of retirement re
mained untouched.

The results have been astounding. Today
93 percent of the labor force is enrolled in
20 separate private pension funds. Annual
real returns on pension investments aver
aged 13 percent from 1981 to 1993. Chile's

private pension plan deepened the nation's
capital market and stimulated economic
growth. Its domestic savings rate has
climbed to 26 percent of gross domestic
product, and economic growth rate aver
aged 5.4 percent annually from 1984 to 1992.

Retirees still on the state pension system
are being paid from general revenues,
boosted by tax revenues from privatizations
of state companies and the expanding econ
omy.

In short, Chile provides a role model for
a successful privatization of the U.S. Social
Security system. Converting the pay-as
you-go system into a genuine savings pro
gram will dramatically increase capital for
mation and economic growth in the U.S.

Reform is Coming
UntH recently, discussion of privatizing

Social Security or highlighting the Chile
model has been muted. I recently reviewed
the 1995 editions of the top ten textbooks in
college economics. Only one mentioned the
possibility of privatizing Social Security,
and none mentioned Chile's alternative.

Lately, however, resistance to reform has
been crumbling. Time magazine ran a March
20th cover story, "The Case for Killing
Social Security," and virtually endorsed the
Chile model. Paul Craig Roberts wrote a
favorable column about Chile and Social
Security reform in the March 27, 1995, issue
of Business Week. And now Senators Rob
ert Kerrey and Alan Simpson are sponsor
ing a bill to allow workers to pay 2 percent
less in payroll taxes if they invest it in their
own IRAs. It's a beginning. House Speaker
Newt Gingrich pledged to keep Social Se
curity off limits this year, but for how long?
As Lao-tzu says, "To resist change is like
holding your breath-if you persist, you will
die." D

1. William G. Shipman, "Retiring With Dignity: Social
Security's Harmful Role, Capital Markets' Helpful Solution,"
Cato Institute Policy Analysis, forthcoming.



A REVIEWER REMEMBERED:
John Chamberlain

1903-1995

John Chamberlain lived with the printed
word most of his life. He was a reader from
his earliest years and during his four years at
Yale acquired a command of Western Civ
ilization's literary treasures. John's fine lit
erary sense developed early, along with a
superb style.

John's first book was a history of the
Progressive Era in the United States
roughly the four decades from 1880 to 1920.
In 1912 Teddy Roosevelt ran for President
on the Progressive Party Ticket. John's
book entitled Farewell to Reform (1932) was
based on extensive research, a critical use of
original sources, and mature literary skill.
This book was republished in 1958 and
stands today as one of the essential books
for understanding those critical years.

For several years during the 1930s John
wrote the daily book review for The New
York Times. There was rarely a time during
this period, he has told us, when he did not
have a book in his pocket. Even when he
went to Yankee Stadium to watch a ball
game he would read between innings! This
would kill the ordinary man's love for
books-or for baseball-but day after day
John churned out his review and came to be
regarded as one of America's most trusted
book reviewers.

No one on the New York literary scene
during the New Deal was unaffected by the
left-wing slant of most intellectuals. If many
of one's friends-intelligent, articulate, and
well-meaning-inclined toward socialism
and the Roosevelt regime, well perhaps
there was something to it. So John was
briefly involved, as he wrote later in his fine
autobiography, A Life With the Printed
Word (1982).

Then in 1937, John came across a just
published book, Our Enemy the State by
Albert Jay Nock. That book, John wrote
later, "hit me between the eyes." He had
never really been convinced that govern-

ment had a messianic role to play in society
and he began then, as he wrote in his second
book, American Stakes (1940), to move
sharply in the direction of classical liberal
Ism.

John held positions on the editorial staffof
Fortune (1936-1941) and Life (1941-1950),
writing dozens of memorable articles.

John's The Roots of Capitalism (1959)
explained simply in his elegant prose how
the capitalistic economic system functions
and how economic freedom encourages en
trepreneurs and increases the well-being of
all.

In the early 1960s, John wrote a series of
articles for Fortune about various industrial
firms and business tycoons. Writing these
articles involved extensive independent re
search and in-depth interviews and led John
to realize how much these able, far-seeing
men had been maligned and falsely attacked
by the ideologues of the left. These articles
were published as John's story of American
capitalism, The Enterprising Americans
(1963, 1991).

In 1950 a small group ofmen-FEE Trust
ees mostly-established The Freeman, re
viving the name that had been used by a
periodical edited by Nockfrom 1920 to 1924.
The editors were John Chamberlain,
Suzanne La Follette, and Henry Hazlitt.
John had a book review section in every
issue and numerous articles, which were
published in a 1991 book, The Turnabout
Years: America's Cultural Life, 1900-1950.
After the magazine was taken over by FEE
in 1956, John continued his column, "A
Reviewer's Notebook."

John Chamberlain was a very private
person; modest and unassuming. He
avoided the limelight, letting his printed
words-multi millions of them-speak for
themselves. And they continue to speak
eloquently for this gentle man, genuine
scholar, great stylist, and inspiring friend.

Mter a brief illness John died on April 9,
1995. He is survived by his wife, Ernestine,
six children, 19 grandchildren, and three
great-grandchildren. 0

-Edmund A. Opitz

397



398

BOOKS
All the Trouble in the World: The
Lighter Side of Overpopulation,
Famine, Ecological Disaster, Ethnic
Hatred, Plague, and Poverty
by P. J. O'Rourke
Atlantic Monthly Press. 1994 • 362 pages.
$22.00 (from Laissez Faire books, $17.95)

Reviewed by William H. Peterson

{\uiz time: name the libertarian wit who
~ declaredjust before the unveiling ofthe
Chnton universal health plan in 1993: "It
hasn't even started yet, and already it's not
working."

Give up? He's America's heir to the H. L.
Mencken legacy of the art of spiking gov
ernment pomposity and inherent interven-.
tionist ineptitude. In fact, P. J. O'Rourke
is the Washington-based Cato Institute's
Mencken Research Fellow as well as a
contributing editor to Rolling Stone (where
some of these pages first appeared) and the
author of such best-selling works as The
Bachelor Home Companion, Parliament of
Whores, and Give War a Chance-works
tickling the funnybones of otherwise
grouchy, government-socked Americans
and their peers overseas.

O'Rourke's skill in renouncing the arm
chair and. on-line computer for global on
the-spot surveys ofpolitical pomposity is on
display here as he sails forth into Somalia,
the Amazon, Rio, ex-Yugoslavia, the Czech
Republic, Bangladesh, Haiti, Vietnam, and
the campus of Miami University in Ohio.
Watch out, overweening National Geo
graphic and supercilious Smithsonian Mag
azine, you're no match for the sharper eye
and pen of O'Rourke.

Take his venture into Bangladesh, a na
tion of some 120 million hardy souls living
on the cusp of poverty and still much de
pendent on jute, the country's largest hard
currency earner. The jute industry, "bene-

ficiary" of subsidies from one of the least
rich governments in the world, falls prey to
versatile plastics across a highly competi
tive world. Mahbubur Rahman of the Dhaka
Chamber of Commerce handed his business
card to 0 'Rourke boasting it was made of
jute paper. O'Rourke found it discolored,
wrinkled, and lumpy. Mr. Rahman also
boasted of the jute rug on his office floor.
O'Rourke found it unsightly and coming
apart.

But better days apparently lie ahead as
Bangladesh goes in for privatization. State
owned plants that the Bangladesh govern
ment has wisely put up for sale, notes
O'Rourke, include:

Osmania Glass Sheet Factory
Dhaka Match Factory
Bangladesh Diesel Plant
Dhaka Vegetable Oil Industries
Kohinoor Battery Manufacturing Co.
Bangladesh Insulator and Sanitary Ware

Factory

These factories are hardly of Japanese
quality, and O'Rourke says he'd like to
shake the hand-well, meet, anyway-the
brave investor who buys the rickety works
of the Bangladesh Insulator and Sanitary
Ware Factory.

Our intrepid traveler finds Vietnam, scene
of battle from French forces in the 1940s
1950s to U.S. forces in the 1960s-1970s
climaxed by massive American air strikes
on Hanoi in 1973, now a scene of battle
between Coca Cola and Pepsi-Cola. But it
wasn't until 1990 when the Communists
finally threw in the towel vis-a.-vis socialism.
O'Rourke: "They took price controls off
everything, put privacy back into private
property, and told everybody to go make a
living. Faced with a choice between leading
and following, the Vietnamese government
got out of the way."

O'Rourke's visit to Miami University, his
politically correct alma mater, is covered in
his chapter, "Multiculturalism: Going from
Bad to Diverse." He found the school now
blessed with a Department of Diversity
Affairs offering 21 courses and a degree in
Black Studies, yet the percentage of African



Americans among undergraduates is but 2.6
percent.

As luck would have it O'Rourke arrived
on the campus during "Hunger and Home
lessness Week." He watched a group of
Miami students celebrate the event by
squatting around the campus in pouring rain
and trying to hand out fliers so as to "make
Miami students aware of the growing home
less situation in America." Said one wet
coed: "It's weird how people just walk by
and ignore us. You really get a look at the
world through a completely different per
spective. " The perspective of an idle per
son engaged in moronic activity, says
O'Rourke.

Another cultural beef of protesters at a
student rally attended by our peripatetic
author lies in the use of "Redskins" by
Miami varsity sport teams, clearly a high
handed putdown of Native Americans. One
coed dressed like the lady on the Land 0'
Lakes butter package condemned such in
justices against Native Americans as "de
portation, exploitation, enslavement, disen
franchisement, genocide-and, pausing for
emphasis, added what she seemed to feel
was the crowning outrage, 'assimilation'."

Sexual harassment turns out to be another
hot issue. O'Rourke finds lack of logical
consistency in a campus calendar called
"The Women of Miami." It carried photos
of a dozen bathing suit-clad coeds trying to
look, to the best of their puppyish abilities,
sexy. Controversy raged among students,
some of whom said the photos demeaned
women and others who were pretty sure the
First Amendment protected medium-sized
bikinis. What especially caught O'Rourke's
attention was the "Public Service Message"
surrounded by semi-spicy photos at the end
of the calendar. It read:

Guys: When a woman says NO, she
means NO! It takes a "Real Man" to
respect the wishes of those around him.
Be Safe, Be Smart, and Be Understood!

P. J. 0 'Rourke ends his book on the note
that he doesn't have any answers. But
maybe he does, as he mentions things like
property rights and the rule of law. Aside
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from cancer and the like, he observes most
of our troubles are not from another planet
but are human (i.e., man-made) troubles.
Hence his suggestions: Be nice. Use com
mon sense. Exercise self-responsibility.
N~b~. D

Dr. Peterson is Distinguished Lundy Professor
of Business Philosophy Emeritus at Campbell
University, North Carolina.

On Looking Into the Abyss: Untimely
Thoughts on Culture and Society

by Gertrude Himmelfarb
Knopf. 1994 • 192 pages. $23.00

Reviewed by Peter J. Boettke

Gertrude Himmelfarb is Professor Emer
itus of History at the Graduate School

of the City University of New York and the
author of numerous studies in intellectual
history (such as her studies on Acton and
Mill) and the history of Victorian England.
She is a wonderful writer who takes her
vocation seriously-both in terms of turning
a phrase and in doing the dirty work of
historical scholarship. On Looking Into the
Abyss is her reflections on the state of our
intellectual culture. It is not optimistic.
Literary criticism has disregarded the books
it is supposed to comment on, and instead
concerns itselfwith "theory" as if that were
more important. Philosophy has embraced
nihilism and history has abandoned the
footnote. Himmelfarb's message-one that
should resonate with readers of The Free
man-is that ideas have consequences. Bad
consequences in the political world, such
as witnessed in the former Soviet Union or
in Nazi Germany, are the result ofbad ideas,
not historical accident. Ideas matter and
therefore we should all be serious in our
dealings with ideas.

Sometimes Himmelfarb misses her target,
other times she hits the nail right on the
head. In reflecting on post-modernism, for
example, she finds it too easy to discredit
philosophical ideas because of the political
association of the author, say, Martin
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Heidegger or Paul de Man. Criticisms of
their philosophical position are, of course,
fair game, but to dismiss their work because
of poor moral character on their behalf is
another question. Himmelfarb and other
critics would have to show how Heidegger's
and de Man's scholarly work relates to their
fascist affiliation. Maybe that can be dem
onstrated, but to my mind none of the critics
have yet done so.

Himmelfarb is also weak, I think, in her
examination of Mill's On Liberty. Certainly
there is a tension in Mill, but to see in him
a confusion between liberty and libertinism
is perhaps stretching it. Readers of a con
servative bent will find in Himmelfarb a
great champion in their fight against the
moral decline of our age and the intellectual
bankruptcy of libertarianism. The good
Mill, to her, is the one who reminds her of
Tocqueville and Acton, the bad Mill sanc
tions the heroin-addict prostitute on the
streets of New York. But, those who, like
me, are much more comfortable with the
libertarian position, and the liberal idea of
tolerance for "experiments in living," will
find that in her discussions ofMill, Himmel
farb is missing something fundamental
about liberal virtues. Libertarianism does
not mean libertinism (defined as the absence
of responsibility), but libertarianism does
mean absolute individual autonomy within
those bounds of responsibility. We may not
like how some choose to live their lives, but
as long as responsibility for their choices lies
with them and they do not invade my life,
then they must be free . . . and this is a
pre-condition for me to live the life I choose.
As Albert Jay Nock emphasized in his "On
Doing the Right Thing," the libertarian
position must permit people to make mis
takes in their choices of living not because
it sanctions "immoral" behavior, but be
cause it is only by permitting people to make
their own choices and bear the consequence
of those choices that "moral" living even
has an opportunity to emerge as a norm.

On the other hand, with regard to the
disappearance of the footnote in historical
scholarship or in her critique ofpost-modern
history, Himmelfarb is brilliant. She is a

practitioner of the "old" school ofhistorical
scholarship, and shuns the kind of social
history often championed in scholarly cir
cles today. The historian should be able to
locate heroes and villains in the past and
record their deeds. A constant theme in this
volume is how the Holocaust, for example,
becomes trivial under the influence of some
of these trends in our current intellectual
culture.

Certainly developments in philosophy
and literature have questioned.modernity
and presented us with an interesting abyss
to stare into. But Himmelfarb argues that we
need not jump in. Our current generation,
however, has already done so. At this point,
Himmelfarb can no longer help. She has
nothing to say once someone has fallen into
the abyss; she offers no way out. Her strong
suit is warning us not to jump in. Once in the
abyss, what can get you out except some
blind faith concerning moral reasoning?
Scholarship, and the intellectual culture in
general, necessitate "good reasons," not
moral posturing. We are already in the
post-modern moment. Appeals to moder
nity or even pre-modernity (like Alan Bloom
gave us) are not going to get us anywhere.
Classical liberal intellectuals at this time
must engage the post-modernists. They
must challenge the value of abandoning
standards of historical and philosophical
argument, champion the idea of liberal vir
tues and cosmopolitanism, and demonstrate
the consequentialist grounds for these posi
tions.

On Looking Into the Abyss is a very good
book written by a serious thinker reflecting
on the state of her culture. Himmelfarb
offers the reader many insights. Her empha
sis on the role of ideas in society is delight
ful, and her championing of the standards of
scholarship is admirable. This is a book that
readers of The Freeman will find of great
benefit. Despite my reservations about the
social-conservative political implications of
Himmelfarb's reflections on our intellectual
culture, I highly recommend her book. D

Dr. Boettke teaches economics at New York
University .



Inflation is Theft

The Foundation for Economic
Education
1994 • 197 pages. $14.95 paperback

Reviewed by Steven Horwitz

This collection brings together a number
of different papers previously published

in The Freeman over the last 25 years or so,
with a new introduction by Hans Sennholz.
Overall this is a strong collection of essays,
particularly suitable for students or the eco
nomically-inclined general reader. What is
most remarkable about the essays is both
how many common themes they touch upon
and how the controversial issues they dis
cuss continue to be at the heart of debates
among classical liberal monetary theorists
today.

A clear message of the book is that one
cannot separate inflationary monetary poli
cies from profligate fiscal policy. As with
counterfeiting, the lure ofinflation is that the
inflator can acquire real resources at virtu
ally zero cost. It does this not only directly,
but also by reducing the value of the gov
ernment's massive debt. For political actors
seeking votes, or governments seeking
power, inflation is a far more palatable way
than taxation to pay for new programs or
military adventures. A running theme in
several essays is that inflation's effects are
far more subtle than, but just as injurious as
taxation's.

Another clear theme that emerges from
this volume is the need to reform not just
monetary institutions but fiscal ones as well

i to combat inflation. Any policies that limit
government expenditures and/or govern
ment debt will reduce the temptation to
inflate.

Throughout the book one comes across
critiques of popular definitions of inflation.
Clarence Carson's essay "Built-In Pres
sures to Inflation" begins by nicely clari
fying these issues. Many people define in
flation as "an increase in the general level
of prices." This view errs in treating one
of inflation's likely effects as its defining
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characteristic, and thus ignores other fac
tors that might cause the level of prices to
rise (or fall) that are not rightly seen as
inflation. As numerous contributors (espe
cially Robert Higgs and Bettina Bien
Greaves) point out, inflation is, as Milton
Friedman phrased it, "always and every
where a monetary phenomenon." Any def
inition of inflation must make reference to
the money supply.

Several authors also point out that in
creases in the money supply need not al
ways lead to increases in the price level. For
example, an increase in productivity or in
the demand for money, exerts downward
pressure on prices.

The definition of inflation remains contro
versial among free market economists. The
late Murray Rothbard long defined inflation
as any increase in the monetary commodity,
apparently irrespective of any change in
demand. Others, such as George Selgin
most recently, have defined inflation as an
excess supply of money, allowing for in
creases in the quantity of money that are
necessary to keep pace with demand. Mises,
incidentally, held to the latter view in The
Theory ofMoney and Credit as is made clear
in the second endnote to J. H. Peters' essay
that begins the book. The ambiguities that
prompted this ongoing debate are clearly
evident in the various Freeman articles
collected here.

Another important insight consistently
present in this book is that the true costs of
inflation are much more than any obvious
rise in the price level. Several authors em
phasize how an excess supply of money
affects some sectors of the economy before
others, and in so doing causes not only
economically unjustified redistributions of
wealth, but also changes in the relative
prices of various consumer and producer
goods. These changes in relative prices alter
the structure of production as capital and
labor are shuffled into new combinations in
different lines of production. These shifts
are ultimately unjustified because, as the
inflation ebbs, the new demand for those
goods will fall off, leaving the owners of
retooled capital and retrained labor stuck
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with the now less useful assets. This waste
is the major cost of inflation.

More generally, the havoc that inflation
plays with the signaling function of prices
leads to increased entrepreneurial error,
increased uncertainty about the future, and
the temptation to use the political process as
a means of increasing one's wealth. Any
reader of this book will come away with a
real appreciation for these costs and the
corresponding dangers of inflation.

Only a few of the authors offer any spe
cific recommendations for policy changes
that would reduce inflation. What virtually
all seem to agree on is that we must some
how end the government's discretionary
power over the production of money. For
some this means a return to the gold stan
dard, for others it means ending fractional
reserve banking, for still others it seems to
mean opening up the production of money
(including paper) to private entrepreneurs/
banks. All of these options sounded truly
utopian when written in the '60s and '70s.
However, with the exception of ending
fractional reserve banking, these proposals
are now seen as legitimate options among a
growing number of professional econo
mists. That these free market ideas are now
taken seriously is the ultimate intellectual
vindication for the authors represented in
this collection.

One other interesting aspect of this book
is how accurate many of the authors were
with respect to the direction the U.S. econ
omy would take in the '70s and '80s. Al
though no one foresaw the growth of the
'80s, nor the apparent resurgence of free
market thought at the policy level in the
'90s, several authors saw the inflation of the
'70s and the problems that would arise from
trying to eliminate it in the early '80s.
Ignored at the time, these arguments take on
a fresh relevance when viewed with hind
sight.

Inflation is Theft is a nice place to start to
get a handle on the basics of why inflation
occurs and what problems it causes. As
budget deficits persist, as politicians of all
stripes continue to try to please voters by
promising them the moon, and as the current

administration appears to want to make the
U.S. the world's policeman, the temptation
to resort to inflationary finance is ever
present. To avoid falling for its siren-like
charm, we need to understand the nature of
the beast. D
Dr. Horwitz is Eggleston Assistant Professor of
Economics at St. Lawrence University in Can
ton, New York.

In Defense of Advertising: Arguments
from Reason, Ethical Egoism, and
Laissez-Faire Capitalism

by Jerry Kirkpatrick
Quorum Books, Westport, Conn.• 1994 • 192
pages • $45.00

Reviewed by Mark Thornton

As an economist, I was hesitant to review
a book about marketing written from a

philosophical perspective. However, adver
tising is fundamental to economic activity
and I agree fully with the author that adver
tising must be understood as a "rational,
moral, productive, and above all benevolent
institution of laissez-faire capitalism."

Jerry Kirkpatrick defends advertising by
employing the philosophical contributions
of Ayn Rand and the economic theories of
Ludwig von Mises. Facts, figures, case
studies, and quotations spice up what is
otherwise a theoretical attack against the
critics and opponents of advertising.

I found myself chuckling at the book's
beginning description of various criticisms
of advertising in which virtually all the evils
in society are directly traceable to adyertis
ing. While amusing, these views are all too
pervasive. The very latest antagonist to
emerge is Earl Shorris, a former advertis
ing executive-turned-fiction writer and
muckraker. In his latest book, A Nation OJ
Salesmen: The Tyranny of the Market anC4
the Subversion of Culture, Mr. Shorrh
blames advertising for the destruction oj
such things as our world, our humanity, ou]
nobility, our reason, and our minds.

Mr. Kirkpatrick's philosophical defens~



of advertising is explicitly objectivist or
Randian. While I am no expert in this area,
his presentation is clear and seems correct in
all fundamental aspects. I only question how
far into objectivism one needs or wants to go
in order to make a defense of advertising?
For example, while I might agree with both
the author and Ludwig von Mises on the
underlying relationship between early
Christianity and capitalism, I question the
wisdom of raising this issue where it can
neither help make his point nor provide an
opportunity for full and fair exploration of
the issue.

The author provides a convincing discus
sion on the charge of subliminal advertising
in the marketplace. He also addresses the
charge that persuasive advertising "cre
ates" needs. The natural controls on decep
tive advertising are also presented as an
effective counterargument to the critics of
advertising. He concludes that honesty sells
and that fraud is the only thing that should
be against the law.

The author combines his knowledge of
marketing with Randian philosophy and
Misesian· economics to create a truly pow
erful and compelling case for advertising.
The general reader will benefit from the
author's ability to distill the criticisms of
advertising and his responses to them to
their most fundamental form while the spe
cialist in marketing, economics, and philos
ophy will gain a working. knowledge of the
other disciplines as they relate to advertis
ing.

There is at least one downside of mixing
Austrian economics and Randian philoso
phy-the possible confusion of the terms
objective and subjective. Objectivism is a
subjective field in which all relevant values
are held to be objective while economics is
supposed to be an objective study in which
all relevant values are considered subjec
tive. I am almost certain that the next
generation of libertarians would appreciate
a less muddled assembly of terminology.

The author has a clearer notion of the
economics of advertising than many econ
omists. His accurate presentation of eco
nomics and the methods and views of
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schools of economic thought is more than
adequate. If one is interested in a more in
depth examination of the economics of ad
vertising, Advertising and the Market Pro
cess by Robert Ekelund and David Saurman
should be consulted. However, for those
who seek to engage the accusers of capital
ism, In Defense ofAdvertising is worthwhile
re~~. 0
Dr. Thornton is the D.P. Alford III Assistant
Professor of Economics and Coordinator of
Academic Affairs of the Ludwig von Mises In
stitute at Auburn University.

Liberty Against Power: Essays by
Roy A. Childs, Jr.
edited by Joan Kennedy Taylor
San Francisco: Fox & Wilkes. 1994 • 290
pages. $24.95 cloth; $14.95 paperback

Reviewed by Doug Bandow

Little in life is more tragic than the
shooting stars, the brilliant lights who

illuminate the truth and brighten people's
lives, only to flame out before the history
books take note. Roy A. Childs, Jr., was one
such phenomenon. A leading libertarian
writer, editor, and activist, Roy was also a
good friend and tough intellectual sparring
partner to the famous, like Milton Fried
man, and a generous mentor to the obscure,
like any number of college students.

Alas, Roy's heart gave out in May 1992,
saddening his many friends and admirers. It
also seemed likely to deny him credit for
helping to revive classical liberalism in the
age of the welfare state. Although his words
had boomed forth at a multitude of confer
ences, seminars, and speeches, and leaped
offthe pages ofLibertarian Review, inquiry,
movement newsletters, and mainstream
newspapers, he never wrote a book. Thus,
we lacked this most important kind of per
manent record of his prodigious thinking.
. But no longer. Joan Kennedy Taylor,
Roy's close friend and a former editor of
Libertarian Review, has collected some of
his best writings and speeches in a new
volume, Liberty Against Power. The book
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makes for a wonderful read. It also rein
forces the sense of loss that so many of us
felt at Roy's passing. If only his unbounded
passion for freedom were still burning. If
only he had been alive to spotlight the
hypocrisy and mendacity of the Clinton ad
ministration over the last two years. Ifonly he
were here to direct his penetrating wit and
relentlessly logical analysis against today's
newly ascendant Republicans. If only ...

At least we now have Liberty Against
Power. It ranges across the philosophical
and policy waterfront, demonstrating Roy's
extraordinary learning, despite his never
having finished college. The lead article is
the book's title essay, setting the philosoph
ical tone for not only this volume, but Roy's
life. Over the last century, he observes, "we
have seen a massive growth in state power
at the expense of what Albert Jay Nock
called 'social power'." To what result?
"Honesty calls upon us to proclaim that
power is everywhere impotent in the face"
of today's problems. And that he does
eloquently and often.

In another prescient essay, written two
decades ago, Roy complains about the lack
of debate over basic principle, at least re
garding any "issues or policies beyond
those which fit cozily into power's frame
work. " His alternative? Liberty. Freedom
to life, conscience, and property. Freedom
to think and speak. To worship God and live
in peace. Particularly noteworthy is Roy's
unabashed willingness to make moral argu
ments. This argument on principle runs
throughout Liberty Against Power. In a
prize-winning essay presented at the Mont
Pelerin Society, Roy emphasizes the impor
tance of defending the morality of capital
ism. Market economies long ago won the
"bathtub" test by providing better bath
tubs, but, in Roy's view, that doesn't pro
vide a sufficiently solid ground for the mar
ket's defense. Warns Roy: "If wider
philosophical issues are ignored, then we
run the risk of seeing not only liberty dis
integrate before our eyes, but the very
foundations of civilization itself. And from
that, recovery may not even be possible."

Other essays criticize Ayn Rand's and

Robert Nozick's defenses oflimited govern
ment. Interestingly, Roy moved away from
anarchism near the end of his life, but he
never finished his attack on "anarchist illu
sions," included in Liberty Against Power.
Other insightful chapters include a critique
of the New Right, which has at times es
chewed not only social tolerance but also
market economics; the role of business in
promoting regulation, rather than laissez
faife; and the relationship between property
rights and civil liberties.

His speech on the latter topic, printed for
the first time in Liberty Against Power, is
particularly illuminating. Ultimately, Roy
argues, many contentious civil liberties is
sues-crying "fire" in a crowded theater,
for instance-should be resolved on the
basis of property rights. Roy resolutely
defends people's right to discriminate "be
cause they have a right to their property and
their self-ownership." And Roy, who was
grossly overweight, did not let personal
interest get in the way of principle: before
his death he appeared on the program 20120
arguing against proposals to penalize dis
crimination on the basis of weight.

However, Roy was not a starry-eyed,
ivory-tower philosopher. Among the best
essays in Liberty Against Power are his
writings on current policy. Even before the
Reagan and Bush administrations escalated
the war on drugs, Roy wrote "Crime in the
Cities: The Drug Connection." Although
now 14 years old, the article remains a
path-breaker, demonstrating, through rigor
ous analysis and research, how it is dru~

prohibition, not drug use, that fuels the crimt
wave enveloping cities across America.

Similarly impressive are his analyses oj
foreign policy-EI Salvador and Iran, fOJ
instance, as well as America's expansivt
alliance network around the globe. Ht
wants the United States to "abandon th<
foreign policy which has brought us to the
state where Americans are vilified an(
damned and held hostage" abroad, an,
instead return to a noninterventionis
stance, when we "once again become :
beacon of hope and liberty for all the peopll
of the world."



Liberty Against Power contains much
more. Roy assesses Ayn Rand's role in the
libertarian movement. He reviews books on
welfare and pays tribute to novelist Kay
Nolte Smith. He reviews his much-loved
classical music. Through all of these he
reveals himself to be consistently interest
ing, knowledgeable, and opinionated; read
ing each additional essay reinforces the
sense of sadness at his passing.

Roy Childs was a treasure to all who knew
him. But his life has benefited, and contin
ues to benefit, many more people than just
those who had the pleasure of meeting him.
The publication of Liberty Against Power
will create a permanent record of his ideas
and work, thereby helping to provide him, in
death, the recognition that he richly de
served when he was alive. In this way,
Liberty Against Power is a fitting tribute to
someone who gave so much for so long to so
many. D
Mr. Bandow is a Senior Fellow at the Cato
Institute and the author o/The Politics of Envy:
Statism as Theology (Transaction).

Liberalism, Conservatism, and
Catholicism: An Evaluation of
Contemporary American Political
Ideologies in Light of Catholic
Social Teaching

by Stephen M. Krason
Central Bureau, Catholic Central Verein of
America, 3835 Westminster Place, St. Louis,
MO 63108 • 1994. 347 pages. $15.00
paperback

Reviewed by John Attarian

W ith politics increasingly polarized and
penetrating more and more facets of

life, it becomes important for American
Catholics to know which doctrines and par
ties they can support while remaining faith
ful to Church teaching. Professor Stephen
Krason of Franciscan University of
Steubenville has produced an excellent
guide for the perplexed.
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After defining liberalism and conserva
tism and distinguishing between the New
Deal, anti-Communist, "old liberalism" of
1945-1960 and the more radical, activist
post-1960 "new liberalism," Krason gives a
detailed, useful presentation of papal teach
ings, with special attention to economics.
He makes clear the popes' endorsement of
private property and enterprise; their view
that both employers and workers have rights
and obligations; their emphatic rejection of
Communism, socialism, and egalitarianism;
and their insistence that the state can neither
leave society, especially the needy, to lais
sez-faire competition, nor tax its citizens
excessively. Most of the book is a thorough
and scrupulously fair sifting of the ideolo
gies. Krason assesses their philosophies by
presenting their views on five core issues
the purposes of government; God, religion,
and the natural law as the basis of the
political order; freedom; equality; and Com
munism-and comparing them to Church
teaching. He does likewise for specific pol
icy proposals in economics; social welfare;
agriculture; the environment; civil liberties
and civil rights; education; foreign policy;
defense; and disarmament.

Since conservatism has diverse perspec
tives, he assesses the positions of cultural
conservatives (e.g., Russell Kirk), fusion
ists (e.g., Frank Meyer), economic libertar
ians (e.g., Milton Friedman, Mises, Hayek,
and Wilhelm Roepke), neoconservatives
(e.g., Irving Kristol), the new right, and
active political conservatives such as Barry
Goldwater. Overall, conservatism has
"substantial correspondence" with Church
teachings, especially on Communism, free
dom, and the role of God, religion, and
natural law. The greatest divergence is over
government's role: "conservatism does not
seem to see the state's full role in shaping the
common good, it does not· accept the full
range of the state's domestic social welfare
role, it does not concede to the state a
sufficiently large prerogative in the eco
nomic realm, and it is not aware enough of
the international obligations of states grow
ing out of the virtue of charity. "

This indictment neglects conservatism's
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rightful suspicion of government power and
opposition to tyranny, especially in eco
nomics, where political decisions have
proven poor substitutes for market ones.
And what if the state is captured by a
mistaken or even evil ideology? Better a
minimal state respecting freedom, dignity,
and Christian values than an activist state
seeking to "shape the common good" by a
vision hostile to them. Overall, Krason finds
conservatism closest to the Church, with old
liberalism a close second and new liberalism
far behind.

"In the final analysis, the crucial reason
why conservatism is closest to the Church is
because it best upholds the natural law and
is most supportive of religion." New liber
alism is farthest from the Church "because
it has become so secularized and has gone
far in the direction of rejecting the natural
law, especially in the area of sexual moral
ity. "

Since conservatism shares some of liber
alism's core beliefs, such as "excessive"
individualism and the value and possibility
of progress, it shares in its deviations from
Church teaching. But the main reason why
both ideologies deviate, he rightly argues, is
"their common origin in early modern po
litical philosophy, and more generally in the
thought which has characterized Western
culture since the dawn of modernity. " This
new thought was "a secular one-in ways,
rampantLy secular-and one which changed
radically the notion of natural law" (his
italics) from something moral to something
like a law of physics.

In light of Centesimus Annus, the Pope's
1991 economic encyclical, covered in an
appendix, the ideologies retain their rank
ings. One might argue that given the encyc
lical's strong endorsement of a morally con
scious free economy, conservatism's
standing vis-a-vis Church teaching is much
improved. Capitalism recognizes certain re
alities inherent in Creation better than any
other system: scarcity, the need for produc
tive work to sustain human life, and the
self-interested aspect of human nature.

Meticulous, thorough, and impeccably
scholarly, Liberalism, Conservatism and

Catholicism is a superb reference work for
Catholics seeking to navigate among politi
cal viewpoints, and for others interested in
papal teachings and in how well (or poorly)
those viewpoints measure up. D
Dr. Attarian is afree-lance writer in Ann Arbor,
Michigan.

Civil Wrongs: What Went Wrong
With Affirmative Action

by Steven Yates
ICS Press: San Francisco. 1994 • 256 pages.
$22.95

Reviewed by Llewellyn H. Rockwell, Jr.

"Sensitive" is the word people use to
describe political rows over civil

rights, an issue that mixes economics, social
policy, and race. We know what we're
supposed to think: the "civil-rights strug
gle" was the most heroic political move
ment in American history. We are not,
however, supposed to notice its cata
strophic results: race relations are worse
than ever, businesses are less free, labor
markets are locked up, the academy is
sinking into mediocrity, crime is rampant,
and the central government is even more
brutal in thwarting liberty and community
autonomy.

Having dispensed with traditional stan
dards ofmerit, civil-rights laws have created
a separate class of people, whose' 'prosper
ity" is government induced, whose "merit"
is a fabrication of bureaucrats, and whose
"rights" always seem to come at the ex
pense of everyone else's.

Thank goodness that none of these issues
is too sensitive for Steven Yates, a coura
geous young philosopher influenced by Lud
wig von Mises. Lucidly and forcefully, he
writes of a confused and statist America,
where being born into a victim group is
worth more politically and economically
than a good education, a strong will, and
sheer talent.

Appropriately, Mr. Yates concentrates



on a serious injustice of modern life: the
central government's policy of mandatory
discrimination against white males. There
are only two options an employer, for ex
ample, faces when considering two appli
cants of different races. Hire the white and
face the prospect of lawsuits, fines, and
public humiliation. Hire the black and face
none of that. Which will be the norm?

The macroeconomic result of this policy,
defended as remedial of the sins of the past,
is an inefficient use of labor and intellectual
resources. It's also immoral and socially
destructive, and not only in the business
world. In the university, it has reached
poisonous bloom.

Free speech and free inquiry are today
barred on campus in a whole range of areas,
and even dorm assignments are politicized.
Incompetents are hired for prestigious pro
fessorships, while bright young scholars are
forced into one temporary position after
another. Perhaps the most serious casualties
are the good scholars with real credentials,
who drop out of the academy because they
can no longer tolerate the injustice.

Mr. Yates gives us a useful legal and
political history of affirmative action and
quotas. Especially valuable is his material
on campus race hatred. Whites typically
view black achievement as tainted even
when it isn't (for who's to know?), and white
achievement calls down official discrimina
tion. When major universities employ edi
tors to rewrite the Ph.D. dissertations of the
:acially privileged, an inevitable result is
ncreased envy against the productive.

Because of affirmative action, the acad
~my exalts what Mr. Yates calls "antischol
trship," a substructure of campus life in
vhich affirmative-action professors teach
tffirmative-action students about the glories
)f affirmative action. For students and fac
Llty outside the substructure, intimidation is
he norm.

A graduate teaching assistant at a major
lniversity was told by his superiors in the
conomics department to "give every mi
~ority a B." Otherwise, even bad students
ould appeal and cause him endless trouble.
l professor at a midwestern college discov-
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ered that some of his students had copied
their term papers straight out of the ency
clopedia. The academic dean told him it
would be "racist" to flunk them. Most
professors-being risk averse-don't have
to be told. They know, and accept it without
protest. But the entire process is in no one's
interests, except those who would destroy
all standards, the academy, and even civi
lization itself.

Affirmative action and quotas do not
stand alone. They stem necessarily from the
concept ofcivil rights. By forbidding actions
based on certain categories of racial and
sexual motivation, civil-rights legislation
pretends to peer into the hearts of men. Yet
even our government-the biggest, richest,
most powerful in history-can't read minds.
The result is that bureaucrats ferret out what
Richard Epstein has called the "forbidden
grounds" by counting numbers, which is
where quotas come from.

Despite his heroic attack on affirmative
action, Mr. Yates has yet to come around
entirely to this understanding. Like the right
to housing or medical care, civil rights must
trample on the freedoms of association,
contract, and even speech. As Michael
Oakeshott has pointed out, these are what
distinguish the free man from the slave. Civil
rights laws even enshrine involuntary ser
vitude, as when restaurant owners are
forced to wait on people they don't want to
serve.

We must seek to end not only state
mandated affirmative action but also anti
discrimination and public accommodation
laws. There is no valid theoretical distinc
tion between private property arid commer
cial property, despite the attempt of Belt
way intellectuals to manufacture one. It is
all private, and private individuals ought to
be able to own and control it. Steven Yates's
thrilling defense of liberty can lead nowhere
else. D
Mr. Rockwell is President of the Ludwig von
Mises Institute in Auburn, Alabama.
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Princess Navina V~sits Mandaat
by Count Nef (pseudonym for
James L. Payne)
Sandpoint, Idaho: Lytton Publishing. 1994 •
55 pages. $8.95 paperback

Reviewed by Robert Batemarco

W e Americans have grown accustomed
to a large measure of government

controlover our persons and property. Such
serious intrusions on our liberties as zoning
laws, public schooling, and government reg
ulation of food and drugs are so taken for
granted that to question their beneficence is
to risk being read out of the public debate.
In such circumstances, camouflaging such
doubts through fiction may be the only
effective way of getting people to drop their
unquestioned assumptions and get them to
think the unthinkable.

James Payne's satirical Princess Navina
series is an attempt to do this. Princess
Navina Visits Mandaat, the second book in
this series, describes a country in which
progress is measured by the weight of leg
islation passed. Some of this excess tonnage
calls for mandatory attendance at religious
services, inspection of every piece of meat
served in restaurants, and special permits to
walk on the street. So pervasive is the need
for permits in Mandaat that the title char
acter is heard to lament, "All these permits.
Permits to turn on the water, permits to turn
off the water, permits to open the door,
permits to close the door. Why there's even
a permit to pick up coins off the floor if they
should happen to fall!"

This is a work of imagination but not,
unfortunately, of fantasy. The difference

between Mandaat and the United States in
the 1990s is of degree, not of kind. In
Mandaat, an anonymous functionary justi
fies his regime's policies on the grounds of
"how stupid and selfish human beings can
be when left free to act on their own. " In the
United States, FDA chief David Kessler
echoes, "If members of our society were
empowered to make their own decisions. . .
then the whole rationale for the [FDA]
would cease to exist," in defending his
regulatory turf. The leaders of both coun
tries are all too eager to enact laws which,
while counterproductive, make them and
their subjects feel better. As Mandaat's
chief apologist so bluntly puts it: "The
passage of laws has almost nothing to do
with making things better. The real purpose
of legislation is reassurance."

In Mandaat, reassuring legislation has
been passed to the point of driving virtually
all activity underground. Princess Navina
discovers this to be the case quite literally,
as she comes into contact with Mandaat's
resistance movement. Called "nibblelar
ies, " they seek to subvert Mandaat's regu
latory strait-jacket not through a futile fron
tal assault, but by "nibbling" at the laws
until they become unenforceable.

Payne's allegorical treatment of the perils
of over-regulation and the mindset behind it
can be read in about a half hour. That
admirable brevity, along with Diana Schu'i
pell Reid's charming illustrations, makes il
suitable for children. Those lucky enough tc
read it or have it read to them will bt
instructed as well as amused. [,

Dr. Batemarco, The Freeman's book reviel'!
editor, teaches economics at Marymount Col
lege, Tarrytown, New York.
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PERSPECTIVE

Liberty and Individual
Potential

Man wants liberty to become the man he
wants to become. He does so precisely
because he does not know what man he will
want to become in time.... Man does not
want liberty in order to maximize his utility,
or that of the society of which he is a part.
He wants liberty to become the man he
wants to become.

-JAMES M. BUCHANAN

"Natural and Artifactual Man"
What Should Economists Do?

(Liberty Press, 1979)

Freedom and Responsibility
In a free society, individuals should have

the right to make choices, even if their
choices might harm them. With freedom
comes responsibility, and if we tum our
responsibility over to the government, we
turn our freedom over at the same time.

-RANDALL G. HOLCOMBE

Public Policy and the Quality of Life
(Greenwood Press, 1995)

Theory into Practice
We can successfully ride [a bicycle] with

out knowing how we do it. Moreover, we
can hold a totally erroneous theory about
bicycle balancing without getting into any
trouble, unless we try to design the bicycle
in accordance with our faulty theory. That is
when we will get into trouble. In the econ
omy, we can enrich one another without
knowing how we do it. And we can maintain
completely fallacious views of how any
economy works without creating any great
difficulties for anyone. But if our practical
success generates excessive confidence in
our erroneous theory, and we try to use that
theory to improve the operation of the
system, we can do a great deal of damage.
When we put faulty theories about bicycle
riding into practice, we are instantly refuted.
Few of us are either stubborn or stupid
enough to persist in a faulty theory that is

410



skinning our elbows or bruising our bot
toms. We admit our ignorance. There is
nothing similar, however, to correct faulty
theories that are applied to the reconstruc
tion of economic systems. The links be
tween causes and effects are too numerous
and too difficult to trace.

-PAUL HEYNE

"Why Johnny So Rarely Learns Any Eco
nomics," in Richard M. Ebeling, Ed., Eco
nomic Education: What Should We Learn
About the Free Market? (Hillsdale College
Press, 1994).

Competition and Cooperation
Now what the critics of economic com

petition overlook is that-when it is con
ducted under a good system of laws and
a high standard of morals-it is itself a
form ofeconomic cooperation. . . . General
Motors and Ford are not cooperating di
rectly with each other; but each is trying
to cooperate with the consumer, with the
potential car buyer. Each is trying to con
vince him that it can offer him a better car
than its competitor, or as good a car at a
lower price. Each is "compelling" the oth
er-or, to state it more accurately, each
is stimulating the other-to reduce its pro
duction costs and to improve its cars. Each,
in other words, is "compelling" the other

PERSPECTIVE

to cooperate more effectively with the buy
ing public. And so, indirectly,-triangu
larly, so to speak-General Motors and
Ford cooperate. Each makes the other more
efficient.

-HENRY HAZLITT

The Foundations of Morality

The New Manifest Destiny
Traditionally, the nation-state provided

two major benefits, both of which tended to
increase with the state's territory . . . phys
ical protection against external enemies and
an extensive internal market. . . . But the
first. . . is becoming less important with the
spread of democratic forms of government,
because democracies are highly disinclined
to make war on their neighbors; and the
second is becoming less important with the
growth of international trade and com
merce-some of it due to the liberalizing
actions ofgovernments, some ofit due to the
emergence of technologies resistant to gov
ernment control, all of it tending to make the
economic benefits of extended markets
available without regard to the geographic
size of the individual state.

-CHRISTOPHER DEMUTH

President of the American Enterprise In
stitute. The American Enterprise, Vol. 6,
March/April 1995.
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The Trouble with Keynes

by Russell Shannon

"In the long run we are all dead. Economists set
themselves too easy, too useless a task if in
tempestuous seasons they can only tell us that when
the storm is long past the ocean is flat again."

-John Maynard Keynes (1923)1

K eynes' remark about the inevitability of
death is now famous. It is, however, a

statement not ofdefeat but of denial. Rather
than indulge in resignation and gloom,
Keynes urges action. The market economy,
he believes, may at least occasionally re
quire some judicious nudging. If we can
temper the impact of economic malaise,
why wait?

At first glance, this position seems rea
sonable. Why not use human intelligence
to alleviate problems? After all, isn't that
what we do with medicine? Then why not
let the doctors of economics prescribe rem
edies appropriate for our economic ills? Did
not the founder of modern economics,
Adam Smith, suggest a strong dose of lais
sez faire?

There are, however, at least two distinct
problems with Keynes' activist approach.
First is the question of whether or not we
can rely on the political system to act in the
recommended way. In light of Keynes'
comments on other occasions, his optimism
on this issue is both uncharacteristic and
unwarranted.

Yet if we put this critical matter aside,
another equally urgent issue emerges. To
resolve today's problems, might we not
create or exacerbate future problems? If we

Professor Shannon teaches at Clemson Univer
sity.

indulge in a drunken spree tonight, don't we
risk a considerable probability ofawakening
tomorrow to a wretched hangover? In econ
omists' stark terms, we must ask ourselves
if the benefits will outweigh the costs. Let
us consider each of these matters in turn.

The Proclivities of Politicians
As to the role of the state in economic

matters, Keynes repeatedly expressed dis
illusion with, and even disdain for, laissez
faire. In his most influential work, The
General Theory of Employment, Interest
and Money, he plainly stated that he favored
"a somewhat comprehensive socialization
of investment" as "the only means of se
curing an approximation to full employ
ment. ,,2

That remark is not unique. In an essay
published in the Yale Review in 1933,
Keynes turned his back on economists'
traditional enthusiasm for free trade: "let
goods be homespun," Keynes wrote,
"whenever it is reasonably and conve
niently possible. ,,3 Here, too, he suggested
that the path to economic prosperity is
paved by government intervention.

Just how extensive Keynes wished this
political involvement to be is a matter of
question. He expressly repudiated wide
spread government ownership of industry.
No question, he wrote in his essay "The
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End of Laissez-faire," is "so really unim
portant, so irrelevant ... as the National
ization of the Railways.,,4 And in the Gen
eral Theory, he asserted that "it is not the
ownership of the instruments of production
which it is important for the State to as
sume."s

But Keynes did espouse active involve
ment of government policy makers in eco
nomic matters. He held to what his early
biographer Roy Harrod referred to as the
"presuppositions of Harvey Road" -a ref
erence to his childhood home as the son of
a Cambridge don in England. "Reform,"
says Harrod, "was to be achieved primarily
and principally by the discussion of intelli
gent people. ,,6 Thus Keynes offered sugges
tions to make financial credit and job infor
mation more abundant. 7

Trust Not in Politicians
Yet these proposals had to be imple

mented through the political process, and
Keynes had abundant experience to warn
him against heavy reliance on politicians.
After all, he attained prominence with the
publication of The Economic Consequences
ofthe Peace, which denounced the arrange
ments political leaders had made in the
Versailles Treaty after the First World War.
In this book, Keynes excoriated Woodrow
Wilson for acceding to the imposition of
terms so harsh on Germany that, he pre
dicted, the entire European economy would
suffer. Wilson was, to Keynes, a "blind and
deaf Don Quixote. ,,8

Keynes' comments on Britain's leader,
Lloyd George-' 'this goat-footed bard, this
half-human visitor to our age from the hag
ridden magic and enchanted woods of Celtic
antiquity"9-were so strong that Keynes
deleted them from the final manuscript.
(They were published over a decade later.)

Nor are these the only instances when
Keynes expressed dislike of pOliticians. In
1911, following a trip to Ireland, he wrote to
his friend Duncan Grant, "You have not, I
suppose, ever mixed with politicians at
close quarters. They are awful. I think some
of them must have been dregs anyhow, but
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I have discovered, what previously I didn't
believe possible, that politicians behave in
private life and say exactly the same things
as they do in public. Their stupidity is
inhuman.... [Most of them have] minds
and opinions as deplorable as their charac
ters. ,,10

When Great Britain returned to the gold
standard following World War I, Keynes
objected to the harm wrought by the over
valuation of the pound. He referred to
statements made by the Chancellor of the
Exchequer, Winston Churchill, as "feather
brained. ,,11 And during the Great Depres
sion of the 1930s, Keynes was constantly
frustrated that President Franklin Roosevelt
was not getting his message, even going to
the extent of sending an open letter to him
via the New York Times. 12 In fact, Herbert
Stein, President Nixon's economic adviser,
points out that it was not until well into
Roosevelt's second term, and following ad
ditional personal letters addressed from
Keynes, that Roosevelt finally accepted the
Keynesian prescription of running deliber
ate budget deficits to alleviate the Depres
sion. 13

One might argue, then, that the policy
proposals that Keynes does make fall far
short of state socialism because his faith in
the political system was so limited. Reduc
ing interest rates to promote business in
vestment and running federal budget deficits
were, after all, rather simple tasks requiring
no great deal of intelligence. But even then,
matters can go awry.

The Myopia of Meddling
Let us suppose that Keynes' fantasy is

realized, so that we do get in responsible
positions knowledgeable and caring people
who seek to ameliorate economic problems.
What can we expect? If they refuse to sit
back and wait for the economy to work out
its long-run adjustments, what measures
might they take, and with what effects?

For example, consider Keynes' proposal
in the Yale Review that we reduce our
dependence on foreign imports. If the gov
ernment imposes tariffs and quotas to pro-
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tect domestic industries from foreign com
petition, what will happen?

In the short run, we might expect a boost
to our economy, as consumers switch from
the now more-expensive imported products
to domestic ones. More jobs will be avail
able for workers in these firms, so the
unemployment rate will fall.

But to see only these effects is to suffer
from acute myopia. Henry Hazlitt, one of
Keynes' harshest and most outspoken crit
iCS,14 diagnoses this myopia in his small but
significant book, Economics in One Lesson.
Hazlitt emphasizes that "The art of eco
nomics consists oflooking not merely at the
immediate but at the longer effects of any
act or policy,. it consists in tracing the
consequences of that policy not merely for
one group but for all groups." 15 Hazlitt
followed up this point in his larger work, The
Foundations of Morality, where he ad
dresses the importance of developing rules
that produce desirable long-run outcomes. 16

Of course, when the United States
adopted more restrictive trade policies in
the Smoot-Hawley Act of 1930, other na
tions retaliated. This game of tit-for-tat de
stroyed the benefits we hoped to gain from
higher trade barriers. 17 But such policies
may backfire even in the absence of retali
ation.

If we reduce our purchases of foreign
goods, what happens to the people in foreign
countries who formerly used dollars to buy
from us? Having fewer dollars, they will
likely import fewer American goods, so our
export industries will suffer job losses,
which will offset or even cancel the gains in
our import-competing industries. Further, if
we restrict imports of raw materials or
semi-finished products, such as steel, then
domestic firms that use these inputs, such as
the automobile industry, will find them
selves at a competitive disadvantage with
the foreign rivals who can still buy supplies
at lower prices. So, Ford will lose sales to
Nissan, and GM will be hurt by BMW.

And what about our poor? Keynes wor
ried about them, but restricting imports of
"cheap" products will be especially devas
tating to the poverty-stricken.

For another example, take Keynes' sug
gestion that credit be made more abundant
in order to stimulate investment and gener
ate "multiplier" effects on the economy. In
times of great recession, such a program
might obviously serve us well. But we run
the risk that monetary expansion will be
excessive, either in amount or duration,
thereby provoking inflation and a need to
reverse course, which will create unemploy
ment. As Milton Friedman and Anna
Schwartz have documented, the monetary
authorities may behave in perverse ways, as
they did during the Great Depression of the
1930s, starving the economy.18

Efforts to use compensatory budget pol
icies, running deficits during recessions and
surpluses during periods of excessive activ
ity, have also foundered on the reefs of
political reality. The tax cuts of the early
1960s were almost impossible to reverse
when the sluggish economy became over
heated during the Vietnam War. Replacing
the rule of an annually balanced federal
budget with the Keynesian version which
recommends balancing over the course of
the business cycle has led to such persistent
deficits that, in the 1990s, we may resort to
a constitutional mandate to restore the old
rule of fiscal integrity.

To take one final example of the short
run versus long-run dilemma, consider wel
fare. Leaving children undernourished and
ill-educated will likely create long-run
problems of dependence and crime which
society would surely like to avoid. But
payments to parents of children in such a
plight encourages the production of more
such children. Relieving parents of the need
to provide for their families can also set an
example which their children may emulate.
Here we exchange one long-run problem
for another, yet in our sympathy for the
youth of today, we risk increasing the pop
ulation of such wretched people in years
to come.

In the 1920s and 1930s, when Keynes
wrote, capitalistic countries passed through
an era of malaise. Dramatic experiments in
the Soviet Union and elsewhere had the
allure of novelty. Keynes denounced Sta-



lin's system at the end of his Yale Review
essay, but he did not eschew experiments.

Now, following the collapse of Commu
nism and the retreat from socialistic policies
in many nations, the superiority of the
market seems to be more widely accepted.
The recent attempt to establish a system of
comprehensive health care in the United
States indicates, however, that the activist
impulse is not dead.

In Alfred Hitchcock's witty movie, The
Trouble with Harry, a man is found dead,
lying in the woods on a bright New England
autumn day. During the course of the film,
there is much concern about how Harry got
into his present state, and what to do with
him. Eventually, he gets a proper burial, and
the people are able to go about their normal
lives.

Keynes, of course, has been dead for
almost 50 years. During his life, and since,
his writings did much to stimulate creative
and useful thought among economists. In
some ways, the discipline is richer for his
insights. But his preference for political
activism and short-run policies is a ques
tionable and even a dangerous legacy. For
them a decent burial seems overdue. D
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Macroeconomics Reconsidered

by Kyle S. Swan

M ark Skousen' s reconstruction in The
Freeman of the debate between the

Austrian and Monetarist schools on the
trade cycle challenges the economics pro
fession. In recent "Economics on Trial"
columns, Skousen hands down the verdict
to modern economics: put capital back
into your macroeconomics. John Maynard
Keynes, of course, took capital out of mac
roeconomics, masking with crude aggre
gates the micro foundation of the productive
process. However, in the Austrian school,
capital never left. Austrians consistently
recognize the necessity of capital theory,
especially one emphasizing the role of time.
And capital and time are central to a proper
understanding of the trade cycle.

The standard story of capital theory be
gins by defining capital as the total stock of
productive wealth (identified in mainstream
models as k and reckoned as a monetary
value). Capital is increased by saving, and
the greater is the stock ofcapital, the greater
is output. An economy's rate of economic
growth depends upon k. The marginal pro
ductivity ofcapital is reflected in the interest
rate; capital generates interest. In this me
chanical system where k is (assumed to be)
automatically productive, saving necessar
ily generates growth. Consequently, plan
ning for the future occurs only when indi
viduals make conscious decisions to save.

In his debate with the American econo
mist John Bates Clark, the Austrian Eugen

Mr. Swan, a recent graduate of Grove City
College, is a member of FEE's staff and a
graduate student at New York University.

von Bohm-Bawerk countered these me
chanical theories by emphasizing the impor
tance of time. Capital is the form multi
period plans take as these plans materialize.
Essentially the same debate was repeated
years later between Frank Knight of the
Chicago school and F.A. Hayek.

Knight, who taught Milton Friedman,
described capital as a self-perpetuating
fund-as a stock generating a continual flow
of output in perpetuity. Like the Energizer
bunny, it keeps going and going and go
ing. . . . Ownership of capital assures a
steady income. This interest income can be
saved in order that a capital good may be
replaced when its durability wanes. In this
sense, capital reproduces itselfand provides
for its own maintenance.

Austrians have a very different view of
production. For Austrians, production us
ing capital is a process of converting higher
order goods (e.g., wheat) into lower-order
goods (e.g., bread) to satisfy consumer de
mands. In the broadest sense, the economic
process refines and utilizes nature's re
sources for the fulfillment of individual
goals. Something is important and attains
goods-character only if it is perceived to
contribute to the satisfaction of consumer
demands. The production process, there
fore, depends on the purposeful decision
making and planning of entrepreneurs and
investors seeking profits by using resources
and other inputs to better satisfy consumer
wants. Knight's vision of automatic capital
maintenance ignores the very raison d' etre
of production: individual planning and de-
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cision-making to satisfy consumer de
mands. Also, Knight ignores the central
question of economics in his capital theory:
how does complex plan coordination take
place, especially through time?

Knight saw no analytic advantage in em
phasizing time or multi-period planning. If
you have the shirt on your back, seven shirts
at the laundry, and seven at home, it takes
no time at all to get clean shirts. You go to
the laundry with seven dirty shirts, hand
them over, and immediately get seven clean
shirts. If you have the productive stock
(15 shirts), there is no need to plan and time
is irrelevant. If the average period of pro
duction is calculated, the economic process
is synchronized. There is simultaneous pro
duction and consumption. In forestry, log
gers synchronize cutting and planting. Real
time is zero. The forest is a permanent
source of wood.

The Importance of Time
Austrians resist this notion ofcapital as an

aggregate stock of productive wealth, al
ways emphasizing the importance of time.
Something is not capital in virtue of its
physical characteristics, but because of its
economic functions; Le., the degree to
which people perceive their dependence on
command of it for the satisfaction of their
goals. It isn't the case that a person expects
seven clean shirts at the laundry merely
because he brings in seven dirty shirts.
Rather, a person takes seven dirty shirts to
the laundry in order that he may get them
back clean in a week's time. Logging com
panies plant trees expecting that they will
grow and be cut down many years later.
Here, capital retains its subjective charac
ter. Rather than a stock of things, capital is
a manifestation of human production plans.
Output does not flow automatically as in
Knight's example of fruit from trees. Indi
viduals' plans initiate and drive a process
taking place in real time and subject not only
to imperfect foresight, but to human error as
well.

Furthermore, the conception of an aggre
gate stock of k ignores the process by which
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value is imputed at different stages of com
pletion. Hidden in these aggregates are the
purposes and plans ofmillions ofpeople. An
aggregate of purposes and plans makes no
sense.

But the claims of the standard neoclassi
cal approach must be addressed at even a
deeper level. Austrians who simply mock
and dismiss mainstream capital theory as
"breakfast-cereal theories of capital" (Spe
cial K) miss an important point. Mainstream
economists are not naive. They recognize
that it takes a week for shirts to be cleaned.
Mainstream economists are not mystics
who believe that capital is a magical sub
stance that just is productive. Rather, they
maintain that there is no analytic advantage
in emphasizing mUlti-period planning; that it
is unnecessary to focus on this aspect. Time,
in this view, is analytically unimportant.
Why insist on emphasizing multi-period
planning if doing so further complicates or
even invalidates neoclassical modeling and
adds nothing to the analysis?

Thus, to effectively respond, Austrians
must expose the costs of ignoring time and
individual plans and preferences. They must
show that the mainstream practice gener
ates error or oversight, while the Austrian
"lens" brings relevant features of economic

. reality into fuller or sharper focus.
Consider the Austrian trade-cycle theory.

The capital combination at any time reflects
the plans and preferences of individuals.
Given current prices, expectations offuture
prices, and the interest rate, businesses
arrange their capital resources in ways that
hopefully will meet with the most favorable
response from consumers. However, if the
central bank lowers the interest rate below
the natural rate by increasing the money
supply or lowering the discount rate, this
move sets in motion a self-reversing process
where the boom turns into the inevitable
bust.

Here's how. At first, production sched
ules are guided toward longer-term projects
in response to the false price signals created
by central-bank money creation. (Lower
market interest rates falsely promise a more
generous supply of funds for capital invest-



418 THE FREEMAN • JULY 1995

ment in the future.) Projects are undertaken
today with the expectation that complemen
tary capital goods will be available when
needed tomorrow. However, these longer
term projects do not reflect the true prefer
ences of consumers who, it turns out, don't
save as much of their incomes as would be
necessary to keep the interest rate as low as
it was driven by the central bank. The entire
structure of production is distorted as cen
tral bank policy directs resources away from
projects consumers find more valuable to
ward projects of less value. The comple
mentary goods of longer-term projects that
businesses have undertaken will be unavail
able. Therefore, not all of these projects will
be completed. Businesses, finally seeing the
handwriting on the wall, must halt, regroup,
recoup, and liquidate as the correction
phase begins.

This explanation of the trade cycle hinges
on several key factors tied intimately to
capital theory. First, production takes time.
In non-instantaneous production, error is
costly. The longer the malinvestment, the
greater the necessary correction. Second,
capital goods are heterogeneous and are
often appropriate for only a small range of
uses. Ifa business overinvests or malinvests
in one period, it cannot easily divest or
change production or investment projects in
the next. Third, capital goods have a limited
range of competing uses, and production
plans often necessitate complementary
goods for their fulfillment. Because re
sources are scarce, many projects must fail

when false signals draw complementary
goods away.

A theory of capital that ignores time and
hides the relevant information in crude ho
mogeneous aggregates can't very well ex
plain the trade cycle. The Austrian emphasis
on the time structure ofproduction based on
individual purposes and plans enriches the
story of boom-bust cycles. It should be no
surprise that Milton Friedman does not see
any significant correlation between an infla
tion and a recession. His capital theory does
not allow him to see the process at the micro
level that makes the link.

However, work towards this kind of rec
ognition has only barely begun as evidenced
by many of the experts quoted· by Dr.
Skousen. Moreover, Skousen's charge to
rethink capital theory is a big challenge.
Capital theory within the Austrian paradigm
is probably the least developed area.
Hayek's Pure Theory oj Capital (1941) and
Ludwig Lachmann's Capital and Its Struc
ture (1956) are the only modern comprehen
sive studies of the subject. 1 If we agree that
capital is key to understanding phenomena
such as the trade cycle, we must devote
more effort towards formulating a defensible
capital theory. D

1. A few excellent article-length treatments of Austrian
capital theory exist. See Roger W. Garrison, "Time and
Money: The Universals ofMacroeconomic Theorizing," Jour
nal of Macroeconomics, Vol. 6 (Spring 1984), pp. 197-213,
and Garrison, "A Subjectivist Theory of a Capital-using
Economy," in Gerald P. O'Driscoll, Jr., and Mario J. Rizzo,
The Economics of Time and Ignorance (New York: Basil
Blackwell, 1985), pp. 160-187.
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Cholecystectomy,
How Is It Made?

by Leonard A. Metildi

I n the spirit of Leonard Read's essay on
the pencil-how no one knows how pen

cils are made-it is interesting to investigate
a surgical operation (a cholecystectomy
removal of the gall bladder) to show that no
one knows how it is made. As the pencil is
a relatively simple item, yet its manufacture
and distribution are so hopelessly complex
that a centralized economy could not begin
to duplicate the market's efficient petfor
mance of these functions, medical surgery is
likewise so complex that no central-plan
ning authority could ever ensure that it is
readily available at reasonable prices.

A few simplifying assumptions are useful:
1. The clinical case is straightforward and

simple-the patient is otherwise healthy
with single organ system involvement.

2. The diagnostic workup is done effi
ciently.

3. The operation and the post-operative
course are uneventful.

4. The standard surgical instruments (for
ceps, scissors, knife handles, needle holders,
etc.) are made by the same manufacturer.

A 50-year-old male with symptoms of
gallbladder disease is the patient. His med
ical history is fine and he is on no medica
tions. To confirm the diagnosis, the surgeon
obtains an ultrasound of the gallbladder
(done on a Accuson 128 with a Matrix video

Leonard Metildi, M.D., F.A.C.S., is a clinical
assistant professor ofsurgery in solo practice in
upstate New York.

imager using conduction medium by
Parker). Surgery is scheduled. For the pre
operative laboratory work, the patient has an
EKG (Hewlett-Packard), chest x-ray (GE and
Kodak), complete blood count (Coulter
T890), chemistry profile 18 (Kodak Ekta
chern), and a urine analysis (Ames Multistix).

The patient is admitted to the hospital on
the morning of surgery. An Imed pump is
used to start an intravenous of Ringer's
lactate (solution, polyvinyl bag, and tubing
from Abbott, catheter from B-D Corpora
tion, alcohol pads from Kendall). The pa
tient is given a shot of subcutaneous heparin
from Elkins-Sinn, a dose of Kefzol from
E. I. Lilly, syringe and needle from B-D, and
anti-embolic stockings from Kendall are put
on. In the operating room, the patient is
placed on a Skytron Elite 6001 table and
given several medicines (sodium pentothal
Abbott, fentanyl-Janssen, succinyl choline
Abbott, pavulon-Gensia) as well as oxygen
by mask from a Narkomed 2 anesthesia
machine manufactured by North American
Drager. (The mask is from Bay State Anes
thesia.) He is then endotracheally intubated
using a Welch Allyn laryngoscope, a Mal
lenckrodt Critical Care endotracheal tube, a
tongue blade from General Medical Corpo
ration, and an oral airway from Sun Medical
Inc. The patient is then given oxygen and
nitrous oxide from MG Industries, and iso
tlurane from Anaquest.

An open cholecystectomy with an intra-
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operative cystic duct cholangiogram is per
formed using the following items:

1. Bard Parker scalpel blade
2. Surgical instruments from V. Meuller
3. Silk suture from Ethicon
4. Vicryl suture from Ethicon
5. Skin staples from Richard Allen
6. Ray-tee sponges from Kendall
7. Laparotomy pads from Medical Action
8. Saline irrigation from Abbott
9. Syringes from B-D

10. Valley Labs Electrocautery unit
11. Contrast material from Winthrop
12. Kodak x-ray film
13. General Electric portable x-ray machine
14. Cholangiocatheter from Duvall
15. Dressing sponges from General Medical

Corporation
16. Tape from 3M Corporation
17. Operating lights from Angieneaux
18. Betadine surgical scrub from Purdue Fre-

derick
19. Hebiclens from Stuart
20. Scrub brushes from Bectin-Dickensen
21. Surgical gowns, caps, laparotomy sheets

from Kimberly Clark
22. Face masks from General Medical Corpo

ration

An anesthesiologist monitors the patient
using the following equipment:

1. EKG monitor by Datascope
2. Oxygen saturation monitor by Datascope
3. Carbon dioxide monitor by BOC Health

Care
4. Blood pressure monitor by Datascope.

During the two-day hospital stay following
surgery, no other lab work or blood drawing
is needed. The patient's pain is relieved with
shots ofdemerol from Elkins-Sinn and vistaril
from Lyophomed. Later, he gets oral pain
medication (percocet from Roxanne). The
patient's skin staples are removed. (The
staple remover is from Superior Healthcare
Group, Inc.) Steri-strips from 3M are ap
plied to the wound using tincture of benzoin
from Humco on the day of discharge.

Were the operation done laparoscopi
cally, as most are today, the complexity of
the equipment used would have been much
greater: CO2 insufflator, 10-mm straight lap
aroscope, video camera, televisions, light
cables, operating trocars, suction irrigation
system, sequential compression stockings,
grasping instruments, dissecting instru-

ments, cholangiocatheter, Foley catheter,
nasogastric tube, and electrocautery instru
ments. The patient would then be dis
charged within 24 hours.

Of course, the engineering behind the
design and manufacture of each of these
instruments is impossible to document
and this account ignores the multitudinous
equipment and chemicals used to sterilize
and package the instruments. Questions
about the origin of all of the raw materials
used to make the equipment and compo
nents of the instruments, as well as the
machinery needed to mine and manufacture
these materials, are even more complex.

In addition, consider the companies that
have sold the supplies to the hospital. Think
of all the engineers, assembly-line personnel,
salesmen, marketing representatives, and dis
tributors employed by these companies.
Think of the men and women who invent,
design, manufacture, and also create software
for the CT scanners and MR machines that are
used daily to improve the diagnosis and treat
ment of disorders, frequently rendering un
necessary costly open surgery with its atten
dant morbidity and mortality.

Americans spend what they do on health
care because they have the wealth to satisfy
the public's demand for high-quality medi
cal and surgical specialty care. Third-world
countries may have the demand for health
care as well as for food, clothing, housing,
and consumer goods, but they do not have
the supply. Americans could spend on a per
capita basis no more on health care than is
spent by citizens of poor countries; that is,
Americans could choose to purchase only first
aid and comfort care. But is this really what
the public wants? To think that one is going to
get high quality general and specialized med
ical care whenever one needs it without hav
ing well-paid doctors, nurses, technicians,
paramedics, scrub techs, is delusional.

The only way to control costs and reduce
waste from costly and medically unneces
sary or low-yield tests and treatments, is not
to regulate from above, but to put the patient
in charge. Have the patient spend his own
money and the physician/patient relation
ship will be instantly restored. The patient
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will demand to know the relative risks,
costs, and benefits for any proposed test or
treatment. The patient will then decide to
proceed or not. Physicians will moderate
their fees to attract patients.

Patients today aren't very sensitive to
costs because the typical patient pays only
15 cents of every dollar spent on his health
care. However, millions of patients footing
their own medical bills would more effi
ciently determine which medical goods and
services are available and in what qualities
and locations. Whatever one's economic
philosophy, recent history shows that the
rationing achieved by market forces is far
more benign than that achieved by govern
ment or bureaucrats, no matter how noble
the intentions.

What does a cholecystectomy cost today?
I break it down into physicians' fees and
hospital costs. I will not discuss hospital
reimbursement and Diagnosis Related
Groups, nor Medicare or Medicaid prices.
First, the physicians' fees: surgeon open
$1,500, laparoscopic-$2,000; assistant
open-$375, laparoscopic-$500; anesthe
siologist-$800 for 1.5 hours. Hospital
charges: operating and post-anesthesia re
covery room charges-$1,550; room
charges open-$975, laparoscopic-$375;
medicines used-$10; gowns, masks, etc.
$42; disposable equipment for laparoscopic
surgery-$473; lab costs-$480; dressings
and syringe costs-$5. Thus, the cost for
open cholecystectomy with a six-week re
covery time is $5,737; the cost for laparo
scopic cholecystectomy with a two-week
recovery time is $6,235.

Which is the preferred procedure and for
whom? If government pays for it, then the
government will ultimately decide whether
or not the patient has this surgery and, if so,
which kind he will have. Minimizing costs,
government will likely choose open chole
cystectomy. However, if the patient pays
for his own surgery, then the markedly less
invasive but marginally more expensive lap
aroscopic cholecystectomy will most likely
be chosen. The operative word here is
choice, i.e., the patient's. Is the extra cost
worth it to this 50-year-old to get back to

work and all normal activity with minimal
post-operative discomfort? Only he can an
swer the question.

The reader should ask: how are bureau
crats and administrators to decide who
makes the supplies and equipment, and how
much of each item, used for this operation?
Expand the query to include all areas of
medicine and surgery today and one can see
that it can't be done in any way other than
through the market. Only through the pric
ing mechanism of free markets can the
necessary information be speedily transmit
ted everywhere so that proper decisions can
be made by the manufacturers, suppliers,
and users of the goods and services used in
modern medicine and surgery, just as only
through the pricing mechanism can pencils
be manufactured and distributed in the
proper quantity and at the proper price.

Market forces could best be employed in
the health-care field by doing the following:
(1) enacting medical savings accounts com
bined with catastrophic insurance coverage;
(2) allowing tax deductions for individual
insurance premiums in order to separate
medical insurance from employment, thus
making it personal and portable; (3) allowing
choice so that individuals could choose
among HMO's, employer-based insurance,
medical savings accounts, and fee-for
service with and without managed care. In
short, the best reform is to free market forces
so that the pricing mechanism can work.

There seems to be no shortage of arro
gance from those who think that they can
direct everyone's actions, that they know
what is best for the population as a whole,
that they can singlehandedly solve "health
care problems" by deciding what will and
will not be available, and that simply by
forcing 50 percent of all medical students
into primary care, quality and access will be
improved.

Such simplistic solutions are, of course,
woefully misguided. I sincerely hope that
the reader pauses to reflect on the complex
ity of medicine and surgery, and on how
these services are best handled by the in
terplay of voluntary choices of affected
individuals within a free market. D
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A Sales Pitch
for Laissez-Faire
Health Care

by Daniel B. Klein

W hat would it mean to establish liberty
of property, consent, and contract in

the area of health care?
It would mean the repeal of FDA drug

approval requirements, prescription laws,
drug-development regulations, and restric
tions on the dissemination of information. It
would mean the repeal of state and local
regulations in the following areas: medical
schools and hospitals, occupational licen
sure, diagnosis and referral, the employ
ment of doctors by for-profit firms, nonphy
sician ownership of medical firms, the use
of brand names, the operation of multiple
branch offices, the location of health-care
facilities, and marketing practices. For pre
paid health plans and hospitals, it would
mean the repeal of regulations on benefit
packages, enrollment requirements, rate
setting, and facility expansion. 1

Here I speculate on the desirable features
of such a regime.

Education and Training of Practitioners:
Private and public institutions would issue
degrees, certificates, and other credentials
to candidates meeting their requirements.
Many training programs would be intensive
programs for specific skills. Training would

Professor Klein teaches economics. at the Uni
versity of California, Irvine.

expand and diversify drastically, perhaps
even reaching down to basic training for lay
people. The profile of practitioners would
thus expand. It would permit practitioners
the flexibility to adapt their human capital
to the opportunities of time and place. Costs
to the consumer would drop considerably.
To make sense of this blossoming of health
services, people would rely on knower
intermediaries, information disclosures,
brand names, and so on.

Drug Development and Availability: Costs
would plummet, timeliness would improve
and the profile of drugs would expand.
Strong safety and quality incentives would
flow from the umbrella of the pharmaceuti
cal brand name and the tort system.
Knower-institutions-perfectly analogous
to Underwriters' -Laboratories-would de
velop to certify safety. Doctors and phar
macists, acting as knowers and middlemen,
would use their expert knowledge of drugs
in advising the consumer.

The market would serve as an experimen
tation process-sometimes people would
be killed by unsafe drugs (and companies
would pay dearly), but such consequences
belong to a benign process. There is a saying
for people who frequently use air travel: If
I never miss a plane I know I'm spending
too much time in airports. At present, the
FDA is the Chauffeur whose pre-eminent
incentive is to get the passenger to the
airport on time. The consequence is that
it gets us to the airport three days before
the flight, and charges us dearly for the ride.
The deaths of 100 children from Sulfanil
amide in 1938 pale when compared with the
annual death toll from the FDA's curtail
ment of drug availability. One study cata
logues 192 generic and 1,535 brand-name
tested drugs available abroad but not ap
proved for sale in the United States.2 How
many thousands of deaths per year does
such delay cause? Sam Kazman of the
Competitive Enterprise Institute estimates
that the FDA delay of just two drugs,
misoprostol (which reduces gastric ulcers)
and streptokinase (which dissolves blood
clots in heart-attack victims), has caused
thousands of deaths. 3
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Information and the Active Patient: Drug
information would be improved by freedom
to self-disclose in labeling and advertising.
At present, consumer access to medical
information is expanding, in the forms of
health-care literature, medical libraries , on
line information services like Internet, re
ferral services like Prologue, and services
like The Health Resource, which generates
for a fee thick packets of medical litera
ture to customers specifying a diagnosis. 4 In
a freer market consumers would have easier
access to opportune and pointed knowledge.

Commercialization: Brand-name and fran
chised clinics, medical groups, hospitals,
and insurance·plans would flourish. Milton
Friedman prophesied in 1962: ' '[T]hey
could organize medical care efficiently,
combining medical men [and women] of
different degrees of skill and training, using
technicians with limited training for tasks
for which they were suited, and reserving
highly skilled and competent specialists for
the tasks they alone could perform. ,,5 Con
sumers would obtain at low cost gatekeeper
diagnosis, referral, and second-opinion.
Friedman's early vision of "department
stores of medicine" would be proven pro
phetic.

Medical Groups and Insurance: Currently,
medical groups employ utilization review
and peer monitoring to police quality. In
termediaries (such as employers, member
ship organizations, and so on) serve as
middlemen and agents, shopping over med
ical plans, helping large sets of ignorant
consumers discriminate between better and
worse health care. In a regime of freedom
and enforcement of contract, health plans
and insurers could write better patient
enrollment contracts and patient-perfor
mance contracts. They could mitigate mem
ber-selection problems by using more
refined screening and pricing techniques.
Perhaps firms would emerge to research,
compile, and verify individuals' medical
histories. Health plans and insurers could
mitigate moral-hazard problems by requir
ing flu shots, check-ups, and other programs
to promote prevention and early treatment.
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Independent Knower Organizations: Data
banks, consumer information bureaus, re
ferral services, reporting literature, drug
testing facilities, and auditing firms would
evolve more swiftly. Local organizations
would emerge to rate health-care providers
through undercover monitoring, patient
interviews, or treatment reviews. Such a
service might be supported by patients,
analogous to Consumer Reports, or by phy
sicians, analogous to Underwriters' Labo
ratories or Moody's. Consumers would re
ward those organizations that help them
assess credentials and discriminate among
the array of available health services.

Lay Awareness: There would be medical
education without sacerdotal restraints. Ba
sic medicine could be part of the high school
curriculum. All manner of health-care edu
cation and training could be offered in com
munity colleges and private institutes. En
trepreneurs have already developed medical
software that responds to a list of symptoms
with possible diagnoses and treatments.6

This program is based on data that are more
extensive, more accurate, and more current
than any doctor could hope to command.
Informal courses might teach lay people
how to use such programs. People would
have better information to assess their needs
and opportunities, and they would have the
power to self-medicate.

In 1963, the famed economist Kenneth
Arrow could write: "It is the general social
consensus, clearly, that the laissez-faire
solution for medicine is intolerable."7 Now
adays there is no such general social
consensus. D
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Ideas and Consequences

Block Grants Are
Not the Answer

I f you want something done in your com
munity, would it ever occur to you to send

a check to Washington, D.C., first, so that
the federal bureaucracy could take a cut
before sending back the rest?

Welcome to the new world of "block
grants" -the latest fashion that has Con
gress and state legislatures buzzing. The
motivation is commendable: reduce federal
micromanagement and allow states to inno
vate by giving them large dollops of federal
money with few strings attached. In place of
failed, one-size-fits-all programs run rigidly
by Washington, the states would function
as 50 "laboratories," generating new ap
proaches that would work better because
states are closer to the people. Congress,
before the year is out, may reorganize and
consolidate many federal programs this
way-from welfare to crime control.

The block grant idea per se is not really
new, but now the Congress is moving to
ward implementing it in a massive way. Less
than 20 percent of the $200 billion Washing
ton sends back to the states now goes in the
form of block grants, and all of that went for
operating or capital expenses for local or
regional projects. The congressional leader
ship now wants to take the next step and
convert "entitlement" programs into block
grants. These are programs whose spending

Lawrence W. Reed, economist and author, is
President of The Mackinac Center for Public
Policy, a free market research and educational
organization headquartered in Midland, Michi
gan.

by Lawrence W. Reed

requirements are determined not by some
fixed appropriation the Congress decides it
wants to make, but by the "needs" of those
whom the law says are "entitled" to the
cash. Welfare-state proponents argue that
without an automatic entitlement written
into the law, the amount the federal govern
ment sends to the states may prove insuffi
cient to meet the "needs" of all the people
who qualify for the programs.

The states respond by saying, "Give us
the money without all the expensive and
ridiculous mandates and rules and we'll
make enough savings to do at least as good
ajob for even less money." All other things
equal, they're probably right, but that's not
the end of the story.

If less federal meddling in how programs
are locally run is the primary objective ofthe
block-grant approach, it may be easy to
achieve at the start but difficult to sustain.
As the old saying goes,' 'He who pays the
piper calls the tune." Congress will always
be tempted to add conditions and clarifica
tions each time appropriations bills contain
ing block grants come up. It is not hard to
imagine state and local officials complain
ing, a few years from now, "Where did all
these strings come from?"

The truth is that block grants would do
little to address the inherent flaws in our
current system of multi-layered bureau
cratic structures. Laundering the people's
money through two or three levels of gov
ernment is a make-work scheme for admin
istrators. One study showed that, of the
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$226 billion spent by federal, state, and local
governments on welfare in 1990, only 35
cents of every dollar ever made it into the
hands of the poor. On the farm, that's called
feeding the sparrows through the horses.

Furthermore, block grants would actually
reduce the accountability of government
because they separate the raiser of the tax
revenue (the federal government) from the
spender of it (state and local governments).
If something goes awry, Washington will
blame the states for not spending the money
wisely, and the states will blame Washing
ton for not providing enough money to do
the job. Taxpayers and users of government
services will be left wondering who is re
sponsible for what.

It is generally true that because states and
municipalities are closer to the people than
the federal government, they are more ac
countable and responsive to individual cit
izens and local concerns-as long as they
are spending local money. Not even the
most diligent of local politicians, however,
will spend money from Washington as care
fully as they spend what they are account
able for raising themselves.

Some of us in Michigan learned that
lesson years ago. In the late 1980s, one
township with no downtown accepted fed
eral block grant funds earmarked for
"downtown revitalization." The money
went for a parking lot at the township hall.
The same officials accepted another block
grant to construct "barrier-free improve
ments" on the same site, but used the
money not to assist the handicapped so
much as to enhance their own work envi
ronments. Fifteen of the 23 block-grant
programs enacted by Congress since 1966
are still on the books, shoveling out $35
billion yearly and raising plenty ofquestions
about their wisdom in the process. What
makes Washington think that federal wel
fare for state and local governments can
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work any better than federal welfare for
individuals?

In the 1980s, Congress debated a less
half-hearted reform known as "turnbacks."
Under that idea, the federal government
turns back to state and local governments
both the spending responsibility for pro
grams now run from Washington and the
revenue sources, too. Instead of "We'll raise
it and you spend it," with turnbacks Wash
ington says, "You raise it and you spend it."

Economist Dean Stansel of the Cato In
stitute points out, for example, that the
Reagan administration once proposed end
ing federal responsibility for highways and
repealing federal gasoline taxes, giving
states the option of raising their own gas
taxes. It wasn't enacted, but if it had been,
states like mine would not be sending nearly
twice as much gas tax money to Washington
as it gets back each year.

Of course, even the tumback idea as
sumes from the start that transferring a
program from one government to another
federal to state, primarily-is the ultimate
reform. We ought to be raising more funda
mental questions with regard to everything
the federal government does: Is this a legit
imate function of any government? Why
should this activity be ceercively funded at
all? Would it be more in accord with the
principles of individual liberty and sound
economics to leave this activity to the will
ing participation of free people who choose
to conduct it on their own?

IfCongress is serious about putting an end
to the billion-dollar paper blizzard that af
flicts federal programs, and restoring ac
countability to our system of government,
block grants are not the answer. Firing
the federal middleman is. Once we do that,
let's give a lot of thought to why we would
want a state or local middleman before we
authorize any level of government to take
our money. D
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Is Environmental Pollution
the Principal Environmental
Problem?
by Hugh Macaulay

Ever since Rachel Carson published Si
lent Spring in 1962, Americans have

been actively concerned about environmen
tal pollution. Congress has enacted laws
requiring clean water and clean air, and the
Environmental Protection Agency has been
established to enforce these laws. Activist
environmental groups, such as the Sierra
Club and the Natural Resources Defense
Council, were organized to prevent pollu
tion and to ensure that laws prohibiting it
are vigorously enforced. To accuse some
one of polluting the environment is akin to
a charge of racism; each is considered a sin
against society.

When the push for purity began soon after
Miss Carson's book was published, the field
was dominated by biologists and engineers
who saw the problem as simply measuring
impurities and then devising ways to remove
them. A few economists argued that a better
solution would be to charge for the emission
of impurities and then allow the polluters
either to decide best how to eliminate the
emissions or to pay for any impurities they
discharged into the environment. Early en
vironmentalists argued that charging for
emissions was merely paying to inflict injury
on innocent parties and was immoral.

Dr. Macaulay is Alumni Professor Emeritus of
Economics at Clemson University.

The environmentalists have largely pre
vailed. With cleanliness next to godliness,
who could support dirty water, unclean air,
or any variation on these themes? Conse
quently, the Federal Water Pollution Con
trol Act Amendments of 1972 required a
zero level of waste discharged into the
nation's waterways by 1984, and the Clean
Air Act of 1970 forbade the discharge ofany
emission that would cause harm to citizens.
Further, in many cases, the government
prescribed just how these requirements
would be met, such as by mandating scrub
bers on the smokestacks of electric utility
power plants.

We are likely, however, to see the situa
tion differently and to arrive at a more
efficient and acceptable solution if we think
of environmental pollution as an economic
problem. Economics deals with scarce re
sources and how we may best use them.
Water and air quality are scarce resources
with many parties wanting to use them in
different and mutually exclusive ways.
Some people want to use these assets to
carry away the smoke from their fires, the
exhaust from their cars, the carbon dioxide
from their breathing, the sewage from their
homes, and the discharges from their facto
ries, while other persons want to breathe
fresher air, see more distant mountains on
more days, and swim and fish in streams and
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lakes. The problem is not one of pollution
but of who will be able to use the environ
ment in his preferred way. Choosing among
alternative uses of the environment, not
pollution ofthe environment, is the principal
environmental problem.

We gain considerable insight by casting
the problem in terms ofanother natural asset
with conflicting desirable uses: land. Many
people want to use land as a site for their
homes, gardens, parks, and hiking trails,
while others seek places for their factories,
hospitals, schools, and garbage dumps.
Each of these uses competes with every
other use. We solve the problem by asking
each demander how much he will pay for his
preferred use. Each particular site of land
goes to that user whose offer exceeds those
of other bidders. The decision is not made
on the political popularity ofa particular use
but on the basis of its greater value to one
user than to any other potential user.

Ardent environmentalists, and many cit
izens less concerned with environmental
questions, continue to see pollution as the
principal problem and will argue that the aim
is to prevent emissions and discharges that
are inimical to the good health of the pop
ulation. Clean air and water have been
concerns of the Public Health Service since
early in this century, and it has effectively
reduced water-borne pathogens and fatal air
conditions such as that in Donora, Pennsyl
vania, in 1948. Public health is no longer
seriously threatened by environmental qual
ity. Still we have been concerned with the
consequences of red dye no. 2, Chilean
grapes, Alar on apples, acid rain, and as
bestos in ceiling tiles, none of which can be
characterized as a health problem, either
public or private, of any consequence.

Clean, Cleaner, or Cleanest?
The question of environmental cleanli

ness raises an important economic princi
pie. All economic decisions are made at the
margin. Thus, the proper question is not
whether we shall have clean air, but whether
or not we shall have cleaner air. We practice
this principle of marginalism in our daily
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decisions. Each of us wants a clean home.
The real question is whether we should have
our home cleaned more thoroughly, or per
haps relax our standards. Will an additional
visit by a home-cleaning service each week
or month be worth its cost? Because few of
us use such a service daily, most of us have
decided that additional cleanliness in the
home is less valuable than the other things
we could buy with the money daily home
cleaning would cost. For a more recogniz
able case, we would all like our garage floors
to be clean, but not to the extent that we
could eat food placed on the floor. We do not
seek perfection in our other public expen
ditures on national defense, education,
crime prevention, public welfare, ,or high
ways. Nor should we seek perfection in the
environment.

There is another economic lesson in de
ciding on how to use the environment. We
know that the more ofany good we produce,
the more costly are additional units. Pro
ducing additional wheat requires more land,
labor, and capital than was required to
produce earlier bushels. Stated different!y,
we would have to give up more corn, soy
beans, shirts, and parking lots for each
additional bushel of wheat produced. The
things we give up for more wheat may be
more valuable than the added wheat we get.

The Law of Diminishing Marginal Utility
also tells us that as we get more wheat,
shirts, television sets, or anything else, the
less valuable another one of any of these
things is to us. Sometimes at restaurants we
do not eat all the food on our plates; another
bite of the food has now fallen below zero in
value and is, literally, garbage. Once the
water in our homes is clean enough to drink,
there is little benefit from having it distilled.
Our steam irons may prefer distilled water,
but the human body finds the improvement
of zero benefit.

The two forces just described give us our
supply and demand curves and tell us that
there is a point beyond which it is not worth
producing more of a good. This principle is
also true of environmental purity: we can
have air and water that are wastefully clean.
For most of us, common examples in other
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goods, such as watches, cars, and haircuts,
are Rolex, Rolls Royce, and Mr. Clinton's
clipping on the Los Angeles airport tarmac.
These are all good products, indeed very
good products, but most of us do not buy
them because the extra quality is not worth
the extra cost. Walter Williams astutely
observes that while we love genuine dia
monds of superior clarity, we more often
choose to buy costume jewelry. We should
apply this jewel of wisdom to our purchases
of environmental quality as well. There is a
best level of environmental cleanliness, and
it is not perfect purity.

The most important question in determin
ing environmental quality involves the price
we pay for the use we enjoy. Environmen
talists have taken 25 years to agree that
emissions charges should be levied on pol
luters. Many environmentalists, however,
argue that the charge should be set so high
that there would be no emissions at all. This
is not the price that most economists have in
mind.

A system of charges on polluters has
several advantages. Polluters are willing to
pay because they benefit from their use of
the environment. They will reduce emis
sions because each unit they discharge is
costly to them. They will reduce these
emissions in the most economical way, thus
lowering the costs of greater cleanliness.
There is less ill will and animosity toward
government and environmentalists because
polluters face a price for a service they use
rather than an arbitrary and inflexible stan
dard of purity imposed by politicians.

If we ask who uses the environment,
rather than who pollutes it, we must recog
nize that those who desire a cleaner envi
ronment are also users, no less than are
polluters. Environmentalists want to enjoy
cleanliness, as much as those who buy air
filters for their homes, bottled water for their
tables, and yard services to make their
lawns more attractive. In hundreds of ways
every day we pay for greater cleanliness of
our homes, cars, stores, and parks. The en
vironment is no different. Those who want a
cleaner environment should pay for the addi
tional cleanliness they get, use, and enjoy.

As it did for the polluters, a system of
charges on users enjoying greater cleanli
ness promises many advantages. If those
desiring increased purity must pay for this
benefit, they will conserve on their demand
for it. Their love of purity and their moral
superiority in publicly pressing for it would
pale as it does for additional units of every
other good they buy. Second, lovers of
purity may find more efficient substitutes for
environmental cleanliness. Community and
private swimming pools may be much
cheaper than making every stream swimma
ble. Third, environmental activists could
devote more time to producing saleable
goods desired by others so they could earn
money to buy a cleaner environment. They
would then spend less time lobbying politi
cians, organizing demonstrations, and sup
porting political pressure groups, none of
which activities produces goods being
bought by others. We have no assurance,
and we have many reasons to doubt, that
these activities result in environmental im
provements that are worth their costs.
Adam Smith's invisible hand again will
guide us to a society with more goods,
including environmental cleanliness, that
people value highly. The lobbyist's visible
foot, extended to the politician, results in
fewer goods that, also, are of questionable
value.

We earlier noted that land is also an
environmental resource. If we treated land
as we now treat air and water, we would
price all land at zero and invite homeowners
to take all they want. Any land left over
would be allocated, or sold for a user charge,
to business firms, but each firm would be
restricted in the amount it received. Build
ings and factories erected on the land would
be designed by government to minimize land
use. These buildings would be small in area
and tall in height. We might produce steel
in a factory occupying only one hundred
square feet at ground level but rising forty
two stories. The cost might be exorbitant,
but it would provide cleaner land-meaning
more land without the impurity of facto
ries-for use by homesite lovers.

The lesson is clear. The environment is a



scarce, natural asset. Markets have been
used for centuries to allocate scarce assets
and they can be used to allocate the use of
the environment as well. The public-good
nature of environmental purity is similar to
that confronting providers of lighthouses,
television programs, music rights, church
services, fireworks displays, and hundreds
of other goods. If we apply market princi
ples to environmental quality we can have
a more efficiently used environment and
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citizens who are happier with the uses they
voluntarily pay for and enjoy. 1 Free markets
can be extended to this new area to bless the
population with the same benefits delivered
in more common applications. We need only
see that the problem is not the pollution
of the environment, but the use of the
environment. D

1. For a more detailed discussion, see Hugh H. Macaulay
and Bruce Yandle, Environmental Use and the Market (Lex
ington: Mass.: Lexington Books, 1977).

The Greening of the Cross

by E. Calvin Beisner

Lately thousands ofpeople across Amer
ica, including me, have received a mail

ing asking us to become members of The
Christian Society of the Green Cross, a new
organization addressing ecological prob
lems. People should think hard before join
ing or donating.

The recruitment/fundraising letter tries
to establish the need for the organization
by making claims about ecological crises.
The claims are, without exception, subject
to serious doubt.

• "Since 1945, Americans have con
sumed more of the world's resources than

Professor Beisner is on the faculty at Covenant
College, Lookout Mountain, Georgia and the
author ofProspects for Growth: A Biblical View
of Population, Resources, and the Future
(Wheaton: Crossway Books, 1990). He has done
research into global environmental trends for
over eight years.

have all previous generations who have ever
lived on the planet put together. We have
used more than our fair share" (emphasis
original). Here's a new twist on an old
complaint. Ordinarily we are told that
Americans use "more than our fair share"
of the world's resources because we use
more per capita than people in other coun
tries. Now it is because we use more than
our ancestors used. In either case, the
argument is a classic non sequitur.

Americans do use more of some resources
per capita than people in most other coun
tries. And we do use more per capita than
people of the past. But we also produce
more resources per capita than people in
most other countries and than people of the
past. And, indeed, we consume no more
than we produce. The long-term downward
real price trends (for a truly representative
example, inflation-adjusted copper prices
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fell by about 70 percent, and its price divided
by wages by about 99 percent, from 1801 to
1990) of extractive raw materials (mineral,
plant, and animal) show that our consump
tion of resources neither is outpaced by our
production of them nor interferes with the
ability of others to consume' or produce
them. In this case, the empirical claim (a
misleading one at that) is logically irrelevant
to the moral charge based on it.

• "Every day Americans turn 9 square
miles of rural land over to development."
Precisely what this means is difficult to
guess, since-depending on who uses the
term-"development" might mean making
anything from a housing tract to a park.
Furthermore, such raw numbers become
significant only when set in a larger context.

The United States comprise 3,536,338
square miles of land, of which about 97
percent is undeveloped ("developed" land
being defined by the U.S. Bureau of the
Census as including urban and built-up areas
in units of ten acres or greater, plus rural
transportation). The conversion of9 square
miles of rural land each day therefore trans
lates into 3,285 square miles per year. At
that rate, total undeveloped land would be
reduced by only about 9 percent-to about
88 percent of total land-in a hundred years.

Actually, the Green Cross's land-conver
sion figure is probably low. From 1960 to
1990 the conversion rate was about double
what the Green Cross claims as the present
trend. But there is good reason to expect
that as U.S. population stabilizes and con
tinues to become more concentrated in cit
ies the conversion rate will fall yet more.
Also, from 1960 to 1990, during the same
period as the rapid conversion to developed
land, the National Wildlife Refuge system
meanwhile grew from about 15 million acres
in 1960 to about 95 million acres in 1988;
the National Parks system from about 20
million to about 70 million acres; and total
public recreation lands from about 225 mil
lion to about 375 million acres. Certainly the
data do not indicate a crisis of land conver
sion.

• "Every year, our agricultural practices
waste over 1,000,000 acres of topsoil

through erosion." We cannot know what
the Green Cross means by "wasting" an
"acre" of topsoil. 'Taken literally, their
statement implies that every year erosion
eliminates about a million acres of usable
agricultural land. But that is certainly not
true.

Probably this clumsily worded claim is
meant to convey information about an
amount of topsoil lost per year through
erosion from all acres under cultivation. But
it fails to communicate because topsoil is not
measured in simple acres but in tons or cubic
feet. (An acre of topsoil 1/16-inch thick,
after all, is considerably less by weight and
volume than an acre of topsoil 5-inches
thick.) Nor does this statement tell us
whether this is gross or net loss.

The latter distinction is crucial. Because
of routine erosion-control measures, on al
most all cropland in the United States new
topsoil formation (from the combination of
plant fiber decay and breakdown of deeper,
denser soil and rocks) roughly matches loss
from erosion, yielding almost no annual net
change in topsoil. This is consistent with the
fact that over the last 50 years higher and
higher percentage.s of U.S. cropland have
met the "prime" grade according to the
u.S. Soil Conservation Service and with
rising yields per acre. It should be no sur
prise. After all, soil is the farmers' most
important resource; it is to be expected that
they would use that resource wisely.

• "As there are more people, there is less
farmland on which to grow food." The
implication is that there is a cause and effect
relation between the first and second halves
of this sentence, but in fact there is not.
American farmers plant fewer acres not
because there are fewer acres available to
plant but because agricultural production is
so high that prices won't support cultivating
more acres. While harvested U.S. cropland
declined by 11 percent from 1978 through
1987, total crop production rose by about
25 percent. Thus, total yield rose by about
40 percent.

• "We are using up our [agricultural]
resources in a way that cannot continue."
Rising yields, declining losses from erosion,



and rising quality ofour nation's agricultural
soils indicate precisely the opposite.

• "Within the lifetime of a child born in
this decade, virtually all of the world's
petroleum will be burned. " The same sort of
predictions have been made about running
out of oil for nearly a century, and always
they have proved false. They are contra
dicted by (a) falling long-term real prices of
petroleum (down about 70 percent from
1870 to 1990) and (b) rising world oil re
serves (up from about 100 billion barrels in
1943 to about 10 trillion barrels in 1989).

• "Still common minerals will be ex
hausted [in a lifetime], such as copper, tin,
zinc, lead and nickel. " But as for petroleum,
so also here falling long-term real prices and
rising reserves indicate the opposite. De
spite intervening consumption, known re
serves of copper rose by 179 percent from
1950 to 1970; of tin, by 10 percent; and of
lead by 115 percent. I don't have handy
access to figures for nickel, or to more
recent figures for any ofthe minerals named,
but I am confident, on historical and theo
retical grounds, that we face no reasonable
prospect of exhausting any of these miner
als.

• "Water is increasingly tainted with
chemicals." But in fact, the vast majority of
these chemicals are harmless, and the per
centage of the world's people with access to
safe water has risen dramatically in the last
century and continues to rise with increas
ing speed.

• "Over 60 percent of the world's great
forests have been cut." Yes, and 100 per
cent of last year's wheat crop was cut in a
single year! Yet next year there will be a
whole new crop. Forests and wheat are
analogous; the principal difference is that
trees grow larger and more slowly. What the
Green Cross alarmists don't mention is that
total world forested area and total growing
board feet of wood both are greater now
than they were 50 years ago-and on the
increase. And as plantation forestry increas
ingly replaces harvesting natural forests,
pressure on natural forests will decline even
more.

• "Atmospheric levels of heat-trapping
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carbon dioxide are 26 percent higher than
pre-industrial concentrations and continue
to climb; the results will be higher temper
atures. " Perhaps (data for the past are
debatable), perhaps (data for the future are
not yet in and projections differ widely), and
perhaps (climatologists differ in their esti
mates of how much and whether global
average temperatures will rise based on
various assumptions of carbon dioxide in
crease).

But the letter does not mention (a) that
roughly two-thirds of the apparent .45 de
gree C. increase in global average temper
atures between 1880 and 1990 was attribut
able to natural causes, (b) that almost all of
the total increase occurred before 1940, i.e.,
before the sharpest increases in carbon
dioxide, indicating that there is not a direct
correlation between carbon dioxide and
temperature, and (c) that the most recent
and refined models predict that most tem
perature increase will occur in the winter
and at night, yielding little or no detrimental
effect on ice caps, sea levels, and agricul
ture, and at the same time yielding slightly
longer growing seasons, better agricultural
yields with less water consumption (from
higher carbon dioxide concentrations, cru
cial to photosynthesis and water retention),
and less need for heating in winter.

• "The ozone shield in the upper atmo
sphere is thinning. . . ." There is a slight
downward trend in stratospheric ozone con
centrations for the period 1957-1992, but it
is not known whether that trend is down
from historically normal levels or from his
torically high levels. We simply don't know,
and not knowing is not grounds for taking
any particular action. (Data don't go back
earlier than the 1950s, and 40 years is
statistically insignificant as a sample of a
dynamic system that is thousands or tens of
thousands-let alone millions or billions
of years old.)

• ". . . the result is increases in skin
cancers." No reliable data back this claim.
Furthermore, the skin cancer associated
with increased ultraviolet B exposure (re
sulting from ozone depletion) is mostly non
malignant, and the increased cancer risk
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associated with the worst-case ozone deple
tion scenarios is about equivalent with the
increased risk involved in moving 60 miles
nearer the equator or a thousand feet higher
in elevation-a risk so small as not to figure
in the vast majority ofdecisions about where
to live.

• "Entire species of plants and animals
are vanishing. " Perhaps, but the most thor
ough attempt at a worldwide study of field
data on extinction rates-Tropical Defores
tation and Species Extinction, edited by
T. C. Whitmore and J. A. Sayer (London
and New York: Chapman & Hall, 1992),
commissioned by the International Union
for the Conservation of Nature and by no
means skewed by an anti-environmentalist
bias-generated this general reckoning (in
the foreword) by IUCN Director-General
Martin Holdgate:

The coastal forests of Brazil have been
reduced in area as severely as any tropical
forest type in the world. According to
calculation, this should have led to con
siderable species loss. Yet no known

species of its old, largely endemic, fauna
can be regarded as extinct. Genetic ero
sion has undoubtedly taken place, and the
reduced, remnant populations may be
much more vulnerable to future change,
but the study illustrates the need for very
careful field documentation to compare
with calculation in this and other situa
tions.

Repeatedly the book's many authors state
that, expectations to the contrary, field
evidence for extinctions in recent decades is _
slight to non-existent.

None of the above implies either that
Christians have no stewardship responsibil
ity for the earth or that real problems don't
exist. There are real problems, and Chris
tians do have responsibility. But the assign
ment of stewardship over the earth was
given in the Garden ofEden; claims ofcrisis,
true or bogus, are unnecessary to remind
Christians of that calling. And when an
organization cries "Wolf!" too frequently,
it loses credibility. 0

Summer Course in Market Economics
July 31-August 10, 1995

Lecturers: Dr. Ronald Nash on the philosophy of freedom

Dr. Burt Folsom on American economic history

Mr. Steve Moore on the growth of government in
the 20th century

Dr. John Robbins on principles of economics

The Freedom School at College of the Southwest is sponsoring an inten
sive two-week course in economics for both the general public and stu

dents who wish to earn three hours toward a degree. Tuition is very low:
$390. For more information contact Dr. John Robbins at 1 (800) 530-4400 or
write The Freedom School, College of the Southwest, 6610 Lovington
Highway, Hobbs, NM 88240.



THEFREEMAN
IDEAS ON UBERTY

The Rise of Market-Based
Management

by Jerry Ellig and Wayne Gable

"Survival is very uncertain in an environment filled with risk, the
unexpected, and competition. Therefore, a company must have
the commitment of the minds of all of its employees to survive....
We know that the intelligence of a few technocrats-even very
bright ones-has become totally inadequate to face these
challenges." -Konosuke Matsushita l

I magine a history class in the year 2095
perhaps some kind of' 'virtual class. " The

instructor is comparing two basic kinds of
organizations prevalent 100 years earlier.
One involved hundreds of millions of peo
ple; the other usually involved hundreds
of thousands at most. One had no specific
purpose; the other had a specific mission.
One had no official "management"; the
other had a president, profit centers, and
lots of managers. One had no bank ac
counts, no owners, no legal identity-it was
called a "society.' , The other had all of
these things-it was called a corporation.

Despite these major differences, the two
shared some similarities. Both were made
up of people who wanted to live and work
together in harmony to accomplish their
individual goals. In both, the people had to
coordinate their actions to accomplish their
goals.

Dr. Ellig is an assistant professor at George
Mason University's Program on Social and Or
ganizational Learning, where he teaches courses
in market-based management and economic
regulation. Dr. Gable is president of the Center
for Market Processes, a nonprofit research or
ganization that develops and applies market
process analysis to problems in business and
public policy.

Experts constantly debated how to im
prove these two types of organizations. For
society, the twentieth century produced two
alternative models: the hierarchical, author
ity-driven command model, and the decen
tralized, self-organizing free enterprise
model. By 1995, the command model had
failed miserably in every society that tried
it. For the corporation, the command model
dominated management thinking for most of
the century. But by 1995, the command
model had failed in business too. By the end
of the century, corporations organized ac
cording to the command model were recog
nized as suffering from many of the same
problems as command-based societies. But
where would business leaders look for a new
paradigm?

We believe history will show that a grow
ing number of executives looked to the free
market system for new management in
sights. Centrally planned economies col
lapsed because they failed to use the knowl
edge that is dispersed in the heads of many
individuals and often hard to communicate
to the central planners. Centrally planned
business firms face a similar fate, for similar
reasons. Just as socialism lost the allegiance
of most of its citizens, so too have "com-
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mand-and-control" management principles
lost the allegiance of many executives.
Companies both at home and abroad are
searching for a new management paradigm
to replace the old view based on hierarchy,
top-down planning, and the giving oforders.

Over the years, a growing number of
businesses .have shifted to organizational
forms and management methods based on
the principles of a free society and market
economy. This emerging management ap
proach, which we call "Market-Based
Management," promises to outperform
older management paradigms for the same
reasons that free economies have out
performed planned economies: it makes
better use of the knowledge that is dispersed
among many people in the organization.

The Old Paradigm:
Scientific Management
and Central Planning

For years, American business was dom
inated by a central-planning paradigm cred
ited to Frederick Taylor.2 Taylor argued
that management is a science that can be
taught. In search of higher productivity,
Taylor advocated systematic study to im
prove upon the best prevailing production
practices of his day. Aided by time-and
motion studies, managers would ascertain
the best way to perform each task, select the
best people for each task, and teach them
the one best way. Taylor laudably sought to
increase business productivity so that both
wages and profits would rise. Thus, he
sought to replace labor-management con
frontation with a harmony of interests
founded on greater productivity.

In Taylor's view, managerial direction
was key to enhancing productivity, because
manual laborers were generally incapable of
understanding the best way of doing their
jobs. In a discussion of handling pig iron, for
example, Taylor noted,

This work is so crude and elementary
in its nature that the writer firmly believes
that it would be possible to train an
intelligent gorilla so as to become a more

efficient pig-iron handler than any man
can be. Yet it will be shown that the
science of handling pig iron is so great and
amounts to so much that it is impossible
for the man who is best suited to this type
of work to understand the principles of
this science, or even to work in accor
dance with those principles without the
aid of a man better educated than he is. 3

This situation was not unique to pig-iron
handling; "in almost all of the mechanic arts
the science which underlies each work
man's act is so great and amounts to so much
that the workman who is best suited actually
to do the work is incapable (either through
lack of education or through insufficient
mental capacity) of understanding this sci
ence. ,,4 Taylor's methods generated signif-
icant productivity increases when applied to
uneducated workers doing repetitive tasks.
But followers tried to develop his ideas into
a universal approach to be used in contexts
quite different from the ones Taylor origi
nally studied. A school of thought, "Scien
tific Management," emphasized that man
agement's job is to give orders, while labor
should follow these orders. This worldview
has shaped labor-management relations for
most of the twentieth century.

Advocates of Scientific Socialism also
cited Scientific Management in support of
their grand vision for society. In the Soviet
Union, both Lenin and Trotsky admired
Scientific Management and thought it was
one of the important features of capitalism
that socialists should imitate. In their view,
centralized planning of the entire economy
was just a logical extension of centralized
planning within the factory. 5

In democratic countries, advocates of
greater government planning also seized on
Scientific Management in support of their
views. Rexford Tugwell, a prominent ad
viser to Franklin D. Roosevelt, declared
that the greatest economic event of the
nineteenth century occurred when Taylor
first timed some shovelers in a steel plant so
that he could instruct them how to do their
job more efficiently. Tugwell and many
other New Deal intellectuals believed that
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Scientific Management "would, in the
hands of the state, provide the tools for the
renovation of the economy at the practical
organizational level, for the overall rational
ization so long awaited to repair the damage
done by an unplanned business order.,,6

In 1932, H.S. Person, managing director
of the Taylor Society in New York, en
dorsed the employment of Scientific Man
agement to plan society as efficiently as
industrialists planned factories. Taylorism,
he believed, ushered in a "surplus econo
my" of material abundance. The Great De
pression occurred because industrialized
nations had not yet adopted the appropriate
social-management techniques. Policymak
ers needed to enunciate a social objective of
"production for measured demand at the
least social cost" and institute conscious
organization to accomplish the objectives.7

Though motivated by humanitarian con
cern, Scientific Management possessed a
major blind spot: it ignored the importance
of dispersed and tacit knowledge. In an
organization of any significant size, author
itarian managers can be little more effective
than central economic planners, because
they lack the requisite knowledge. Much
relevant knowledge is dispersed in the heads
of many people in the organization, and
much of it cannot be communicated to a
central point for processing. Firms built on
the central-planning model suffer from the
same "fatal conceit" that afflicts centrally
planned economies.8

The Reckoning
Given the commonalities between Scien

tific Management and central planning, it
is no surprise that authoritarian firms en
countered trouble when challenged by rivals
using management methods more consistent
with the principles of a free society:

• In the automobile industry, American
companies found themselves out-competed
by Japanese companies during the 1970s and
early 1980s. The principal reason was that
quality improvement methods pioneered by
Japanese firms required them to reorganize
the workplace in ways that let workers and

work teams use their local knowledge to
improve production processes.9

• In the steel industry, large integrated
steel mills lost enormous ground in the 1980s
to "mini-mills" like Nucor Corporation,
based in Charlotte, North Carolina. Nucor
rewards its teams of plant workers with
weekly performance-based bonuses, and
workers apply their own tacit knowledge to
get more output from production machinery
than even the machinery's manufacturer
thought was possible.

• In the oil industry, Wichita-based Koch
Industries grew into a $24 billion company
while many major oil companies experi
enced massive layoffs. The firm's chairman
and CEO, Charles Koch, leads a company
wide effort to apply the insights of Ludwig
von Mises, Friedrich Hayek, and other
free-market scholars to all aspects of the
firm's business. 1o

For 50 years, management researchers
have criticized Scientific Management, pro
posing alternatives under such varied names
as "human relations," "Theory Y," "The
ory Z," and even "Liberation Manage
ment. ,,11 Market-Based Management pro-
poses anew, alternative model thoroughly
grounded in the principles of a free market
and free society. To some extent, market
based management is consistent with earlier
critiques, but it also adds anew, systemic
approach that allows managers to identify
the concepts and tools most consistent with
market principles.

Elements of Market-Based
Management

Several key elements account for the
superior quality of life in a free society, and
analogous elements exist inside organiza
tions. The accompanying table identifies
significant elements contributing to the
health of both market economies and orga
nizations.

• Comparative Advantage and
the Firm's Mission System

In 1776, Adam Smith argued that the
fundamental factor explaining economic
prosperity is an advanced division of labor.



Values and culture
Roles and responsibilities
Internal markets
Compensation and motivation
Generation and use of knowledge
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Six Key Systems in Market Economies and Organizations
Market Economy Organization

Specialization through Mission system
comparative advantage

Rules of just conduct
Property rights
Price system
Market incentives
Free flow of ideas

Many economists have elaborated this
theme into the theory of comparative ad
vantage, which demonstrates how each in
dividual can expand the wealth of society
by specializing in activities in which he can
create the most value at the lowest sacrifice
of alternative products or services. F.A.
Hayek added another dimension by empha
sizing the division of knowledge: every
individual is an expert on something, and
overall prosperity depends crucially on each
person's ability to make the decisions that
he alone has the best knowledge to make. 12

The organizational equivalent of special
ization by comparative advantage is the
"mission system." This system includes
strategic planning-an understanding of
how the firm's core competencies allow it
to create value, and at what cost. But the
mission system also includes a dissemina
tion of this understanding to every individ
ual in the organization, such that every
person knows how his actions advance the
mission of the organization. Like special
ization in a market economy, the mission
system creates situations allowing individ
uals to simultaneously serve society while
serving themselves.

Koch Industries is one company working
to implement a strong mission system. Var
ious business units develop their own mis
sions that are broadly consistent with the·
overall corporate mission. Individual em
ployees are also expected to develop per
sonal missions linking their own knowledge,
skills, and aspirations with the mission of
their business. In this sense, the mission is
less an inspirational device than a compass
guiding thousands of employees' indepen-

dent decisions. The compass metaphor is
especially apt, because the mission does not
direct people to do specific things; rather, it
helps them orient their activities to those of
everyone else in the organization.

• Rules of Just Conduct, Values,
and Culture

Investment, production, and exchange do
not occur in a vacuum. A society's "rules
of just conduct" that define acceptable and
unacceptable behavior exercise a powerful
influence on economic activity. 13 Where
plunder is practiced and lying goes unpun
ished, people have strong incentives to re
frain from productive activity and long-term
commitments. On the other hand, if a soci
ety's formal and informal rules are grounded
in respect for the individual, they unleash
tremendous creative forces. Values that
promote prosperity-in societies and in or
ganizations-include respect for personal
dignity and property, intellectual honesty,
humility, openness to new ideas, and the
freedom to question established practices.

These values may sound like "mother
hood and apple pie," but the real challenge
is implementing them in practice. A Brazil
ian-based company called Semco provides
some examples ofmanagement's respect for
spontaneous order. The company abolished
time clocks and official work hours in its
plants. Instead, groups of employees set
their own work hours, based on their own
preferences. When group members need to
be in the plant at the same time, they all
show up, even though no manager tells them
to do so. Work groups are measured on the
amount they produce, rather than the hours
they work. The company's principal owner,
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Ricardo Semler, argues that adults manage
to coordinate their activities outside the
workplace without managerial supervision,
so spontaneous coordination of work hours
and other matters in the workplace should
be no big surprise. 14

• Property Rights, Roles,
and Responsibilities

In a free market, property rights play a
key role in both mobilizing knowledge and
providing incentives. Private property di
vides control over resources into distinct
spheres, within which individuals can use
their own knowledge and judgment. Those
who find better ways of using their property
to serve consumers tend to earn profits, gain
control over resources, and hence make
more significant decisions as time passes.
Those with poor judgment tend to lose
control oftheir property and, hence, lose the
ability to make decisions about the use of
resources.

Companies too can employ these princi
ples in thinking about roles, responsibilities,
and authorities. In many companies, a per
son's ability to make decisions depends on
his position on a hierarchical organizational
chart, length of service, corporate politics,
or pure luck. In a market-based firm, one's
ability to hire, fire, spend money, and man
age a~sets depends on a past track record,
much as a homeowner's ability to borrow
money depends on a credit record.

Tamko Roofing Products, based in Joplin,
Missouri, puts these principles into practice
when it decides who can spend how much
money. The company has never used bud
gets to plan how much will be spent or what
it will be spent on. As Ethelmae Hum
phreys, the company's CEO, puts it, "Ifwe
need to spend money, we spend it. If we
don't, we don't." Managers and employees
throughout the organization have spending
authorities that allow them to exercise wide
discretion about corporate purchases. As
successful people take on new responsibil
ities, they may well receive new levels of
spending authority needed to do the job.

• The Price System and Internal Markets
-The- term "market-based management"

often conjures up the image of employees

charging other employees prices for prod
ucts and services inside the firm. And in
deed, an internal price system is one critical
element of market-based management.

Private property rights give individuals
the opportunity to exercise their own judg
ment, and the price system helps ensure that
one individual's independent decisions are
coordinated with those made by millions of
other people. The informational benefits of
prices in markets are well known, but the
benefits of pricing inside the firm are often
less fully appreciated. In reality, many parts
of large business firms operate much like
bureaucracies: top management provides
resources for services like accounting, pub
lic affairs, and information services, and
these departments are then sent forth to do
good for the company. Since the internal
customers for these services pay no prices,
the results are predictable: shortages, queu
ing, and growing overhead as top manage
ment shovels more money into enterprises
that are effectively giving away their ser
vices.

A wide variety ofcompanies have decided
to change this system by making internal
customers pay prices for the "overhead"
services they formerly consumed for free.
Companies using internal prices for corpo
rate services include Bell Atlantic, Koch
Industries, Clark Equipment, Weyerhaeu
ser, and Pump Systems. These companies
range from small to large, and they span a
wide range of industries. Companies adopt
ing internal pricing cite several benefits,
including reduced overhead expenses,
closer relationships between internal cus
tomers and suppliers, and continuous
"rightsizing" as voluntary transactions re
veal which corporate services can be better
acquired on the outside market. 15

• Market Incentives and Motivation
Entrepreneurs earn profits by thinking up

new ways to create value for others. Noone
orders them to be creative; they simply find
that they can make themselves better off by
making their customers better off as well.

In business, though, employees fre
quently get raises and promotions for fol
lowing orders, building political skills, at-
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taining a specific rank, or simply hanging
around for a long time. Some of this occurs
because of union contracts, but such incen
tives are also widespread in managerial
compensation schemes. As one corporate
executive noted, "There must be better
reasons for giving raises than the fact that
the earth went all the way around the sun
again. "

Nucor Corporation has found a better
way. At Nucor, substantial employee bo
nuses, paid weekly, are tied to production
results that specific teams of employees can
directly affect. Higher output leads to higher
bonuses, and bonuses can easily exceed a
worker's base pay. As a result, workers
show up for work early to ask the previous
shift how the equipment is running. They
take extra care in maintenance and discour
age each other from taking unnecessary sick
days. In short, the incentives of Nucor's
work teams are so well aligned with the
corporate mission that little "management"
of employees is required. 16

• Free Flow Ideas and the
Use 0.1 Knowledge

Freedom of action and freedom of ex
change are critical elements of a market
economy, and so is freedom of speech.
Prices summarize a great deal of informa
tion, but because real-world markets are
disequilibrium markets, prices do not sum
marize everything entrepreneurs and cus
tomers need to know. As a result, individ
uals need the freedom to exchange ideas,
debate new suggestions, and advertise their
products and services to potential custom
ers.

Most corporations today espouse these
ideals, but many would do well to ask
themselves questions like the following.

• Do operating units supply detailed op
erating data to headquarters?

• Are employees directed because they
lack access to information they need to
make business decisions?

• Are accounting systems designed for
management control instead of furnishing
information to operating personnel?

• Do performance evaluations include
only the views of the boss, instead of infor-

mation from all of an employee's major
"customers" ?

An organization that can answer' 'yes" to
these questions is fundamentally channeling
information to the decisionmakers at the top
of a pyramid, instead of letting employees
make decisions based on their own local
knowledge.

Concluding Comments
The failure of command-based societies

provided one of the most powerful lessons
of the twentieth century. The downfall of
Soviet central planning confirmed the flaws
in the command paradigm. The striking
differences in living standards between
West and East Germany, or mainland China
and Hong Kong, should persuade any skep
tic that socialism's failure was not due to
unique aspects ofRussian history or culture.
Instead, the blame rests with fundamental
flaws in the command approach-an ap
proach that bears striking similarities to the
dominant corporate management paradigm
of the twentieth century.

Human experience has shown that market
economies produce prosperity through the
interaction of specialization, rules of just
conduct, private property, the price system,
incentives, and open communication. Given
the size of many business organizations, it
seems logical to adapt free market principles
to improve management practice.

The idea of market-based management is
part prediction and part prescription. The
prediction is that firms will become more
market-based to compete in the global econ
omy. The prescription is that firms can
shorten their learning process by applying
lessons already learned in free societies. D
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The Economic Safety Net
(a parable)

by Jes Beard

Once upon a time, far, far away, people
lived in a village on an island where life

was difficult. But the people were good and
worked hard and the village grew. The
people called their island "Economy" and
they were happy.

On one side of theisland of Economy was
a big lagoon. The lagoon had warm, crystal
clear blue water and beautiful beaches, but
the lagoon also was home to dangerous
sharks. And the beach had quicksand that
could swallow a person clean away, so fast
they could not be pulled out before they
vanished, never to be seen again. Because

Mr. Beard is an attorney in Chattanooga, Ten
nessee.

everyone on Economy knew of the sharks
and the quicksand, almost no one went to
the lagoon. They stayed away even though
it was the most beautiful place on the island,
where the sun was always bright and the
birds gave their songs in wondrous and
enchanting voices.

At first, life in the village of Economy
was so hard almost no one ever had time to
do anything but work, and no one thought
about the lagoon. When they did think about
the lagoon they always thought about how
dangerous the sharks and quicksand were
and stayed away. People saved and planted
crops and made buildings where they could
work better. Life became easier, but only a
little.
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By and by, the people in the village came
to have enough food and shelter that they
did not need to work unceasingly. Some
times one of the foolish young men of
Economy went to the lagoon, never to be
seen again. Each time it happened, perhaps
once or twice a year, people of Economy
would be sad and would cry about their loss.
Then they warned their young again of the
dangers of the lagoon.

And it came to pass that the village had
a great leader who promised to make life
better and safer for all on the island. The
great leader said Economy was too rich and
too strong to let young men be lost to the
lagoon. He had a plan to stop it from
happening.

He would cover the quicksand holes with
safety nets to catch anyone who strayed
upon the quicksand. Parents would still tell
their children to avoid the lagoon, ofcourse,
but the great leader's nets would save the
foolish who did not listen. He called his plan
the Economic Safety Net.

The people applauded the plan. They said
that it proved the great leader's greatness.
Everyone said it was good to save foolish
young men who went to the lagoon.

In the following years, his Economic
Safety Net caught many young men before
they slipped into the quicksand. But each
year, young men became less afraid of the
lagoon because of the efforts to keep them
safe. And each year more and more young
men went to the lagoon. For the first time,
after the Economic Safety Net, some young
women also strayed from the village to enjoy
the beauty of the lagoon.

As more young people visited the lagoon,
more also slipped into uncovered quick
sand. This happened even though the great
leader forever increased areas of the beach
covered by the Economic Safety Net.

The great leader said Economy could not
let this happen. He promised to cover the
whole beach with a new safety net to protect
everyone, but he said parents should still
remind children of the lagoon's dangers.

The next year, after the great leader's new
Economic Safety Net was in place, ever
more· curious young men and women went

to the lagoon. For the first time some parents
also went there. All who saw the lagoon
were amazed by its beauty and wanted to
return.

But the new safety net was imperfect. As
ever more people went to the lagoon, still
greater numbers disappeared into the quick
sand. Some people slipped right through the
safety net, though the net still made the
beach safer than ever before. Some people
felt so safe they went to the very edge of the
lagoon's water. From the water's edge,
some found the crystal clear blue water so
beautiful they felt they had to go in.

Once in the water, the sharks often ate the
people.

The great leader could not tolerate shark
attacks. He called on the village ofEconomy
to protect everyone from quicksand and
sharks.

The great leader said Economy could do
more to protect those going to the lagoon.
He said he would make the whole lagoon
safe. The people needed to give him more
money for stronger nets. The biggest and
strongest men of the village also needed to
stop their village work so they could be
special lifeguards at the lagoon. The special
lifeguards would fight off sharks that attack
villagers going into the water.

Some villagers didn't like the new plan.
They said it cost too much. The biggest and
strongest men of the village did not want
to give up their work to be lifeguards. They
said their families needed them on their
farms and in their shops.

But the great leader said he was disap
pointed that people of Economy wanted to
put a price tag on lives. He said that if his
plan saved only one person it was worth
while, and he convinced his people that no
price was too great to save even one life.

The great leader moved on with his plan,
assuring all villagers that together they
could make the lagoon safer.

The biggest and strongest men of the
village trained to fight the sharks, and Econ
omy spent great sums to improve the Eco
nomic Safety Net.

Then the great leader said the improved
safety net would save more villagers than



ever, both from quicksand and sharks. He
repeated his warning that people should
avoid the lagoon. But those who did go
would be safer than anyone had thought
possible.

Now ever greater numbers of villagers
than before went to the lagoon. The great
leader's Economic Safety Net saved many,
but with the large crowds now at the lagoon
ever more still slipped away into the quick
sand. The lifeguards also saved countless
villagers, but the sharks grew fat both from
villagers swimming in the crystal blue water
and from lifeguards.

By now hard times returned to the village.
More and more shops and fields lay idle
because those who worked in them did not
come back from the lagoon. Other shops and
fields lay idle as the biggest and strongest
men who had been working in them worked
instead as lifeguards.

Years had passed since the great leader
started the safety net. He was now weak and
old. From his sickbed he said the village now
had but two choices.

The great leader said Economy was close
to completing his dream of a real Economic
Safety Net. He said Economy could make
the island safe by fully protecting everyone
from the terrible dangers of the lagoon.
Economy just needed to cover the beach
more completely with yet heavier nets.
Economy also needed more men as life
guards and needed to pay for better lifeguard
training for fighting the sharks. The safety
net would then make the water safe if
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Economy built special shark-fighting boats
for the lifeguards. The lifeguards could use
the boats to lower wooden shark-protection
cages around swimmers in danger. The great
leader said his long years at building safety
nets showed only that Economy merely
had not done enough to keep villagers safe.
If Economy only again redoubled its efforts
the Economic Safety Net would work.

The other choice was to give up efforts to
make the lagoon safe. The great leader
insisted that it was simply too cruel for the
good people of Economy to let those going
to the lagoon fend for themselves with no
Economic Safety Net.

By now many villagers said all of the great
leader's safety-net efforts were useless.
Some even said the safety net was actually
bad. They said more people were lost now
to the lagoon than ever before, more than
when the village of Economy did nothing at
all to make the lagoon safe. Critics said
Economy should return to doing nothing.
They said it was better to have no safety net.
With no safety net, they would tell their
young that the beauty of the lagoon might be
tempting, but that it hid terrible dangers
from which there is no protection.

The great leader was now near death, but
said Economy had changed since the simple
days of the past and could not possibly
return. He said too many people now went
to the lagoon to end the Economic Safety Net.

With that the great leader died, and the
people were left to decide between the two
options. 0



A Matter of Principle

Beyond the Pale

T hose of us who cherish freedom may
disagree about many things, yet still

consider ourselves allies. But if our positive
philosophy of individual rights and liberty is
to survive, we must distance ourselves from
anyone whose aim is to undermine the rule
oflaw upon which rights and liberty depend.

In the early 1970s, I joined several orga
nizations whose avowed purpose was to
limit taxation and halt governmental viola
tions of individual rights. One day, the
leader of one of the groups leaned forward
in a gleefully conspiratorial manner, and
confided: "My goal is to make people cyn
ical about government. "

I was disturbed by his negative focus.
Cynicism, I knew, was a destructive emo
tion; mere "anti-govemmentalism" was an
empty substitute for a positive political phi
losophy and constructive agenda. I under
stood even then that hostility toward govern
ment was not the same thing as defending
individual rights.

If anyone still needs to have that lesson
driven home, let him consider the atrocity in
Oklahoma City last April 19th. That horri
fying event constitutes the dead end of
cynical, mindless anti-governmentalism.

When evidence mounted that the Okla
homa killers were homegrown, .most of us

Mr. Bidinotto is a long-time contributor to Read
er's Digest and The Freeman, and a lecturer at
FEE seminars. Criminal Justice? The Legal Sys
tem Versus Individual Responsibility, edited by
Mr. Bidinotto andpublished by FEE, is available
at $29.95 in cloth and $19.95 in paperback.

by Robert James Bidinotto

were stunned. How could Americans do this
to fellow Americans? we wondered.

We have since learned something about
the suspects, their associates, their sym
pathizers-and their motives. We have
learned that the prime suspects are alienated
loners and losers-socially marginalized
and rootless men, with thwarted personal
ambitions and spoiled private lives.

Philosopher Eric Hoffer once described
these sorts as perfect candidates to become
fanatical, nihilistic' 'True Believers": individ
uals who, unable to fulfill constructive roles in
society, are drawn to hate groups, anti-social
cults, and revolutionary crusades. As Hoffer
explained it, such "causes" provide them
with excuses for their personal frustrations
and failings. Self-hatred can then be projected
outward. Certain groups, or society and its
institutions, become their scapegoats; tortu
ous socio-political rationalizations are con
cocted to fuel their fantasies of "revenge."

These misfits thrill to the grandiose delu
sion that social institutions, such as govern
ment agencies, have specially targeted them
for destruction. This not only explains their
own failures; it also inflates their sense of
importance, while simultaneously granting
them permission to strike back in "self
defense." Lost in nihilistic fantasies, such
malcontents-like their left-wing precursors
of the 1960s-fancy themselves as "sol
diers" at war with American society. That is
why they can target innocent citizens with
out qualm ... why one suspect gave offi
cials only his name, rank, and serial number.
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Hoffer's explanation is not only consistent
with what we know ofthose arrested, but also
with the statements of their excuse-making
sympathizers. Within days of the blast-and
despite mounting evidence against the native
born suspects-leaders of one private militia
group speculated publicly that the real perpe
trators were "the Japanese." Not to be
outdone, others voiced suspicions that the
killers were actually sinister U.S. govern
ment agents provocateurs, who had blown
up their own government building solely to
provoke a public backlash against private
gun ownership and militia groups.

Some commentators, instead of con
demning the bombing as pure murder, felt
obliged to couple muted criticisms of the
atrocity with excuse-making for the perpe
trators. While mumbling perfunctory con
dolences to the families of the slaughtered
and injured, they also suggested that the
perpetrators were probably just decent, pa
triotic Americans, provoked to act in self
defense against a "tyrannical" federal gov
ernment. The mass murders in Oklahoma
City, they explained, were intended to
avenge alleged governmental "mass mur
ders" during the 1993 Waco, Texas, trag
edy, and the 1992 shootout with the Randall
Weaver family in Ruby Ridge, Idaho.

The gist of their" explanation"? Govern
ment interventions and improprieties were
somehow driving otherwise upright citizens
to desperate acts of violent reprisal.

What, ultimately, is the difference be
tween the "left-wing" argument that com
mon criminals are "driven" to steal and kill
due to past social or economic repression,
and this "right-wing" argument-that the
Oklahoma terrorists were "driven" to bomb
a day-care center due to past governmental
oppression?

I confess that any subtle distinctions be
tween these two camps continue to elude me.
Call me simplistic; but as I see it, the only
results in both cases are the bloodied bodies of
innocents. Even ifinnocent children in Waco,
Texas, had been deliberately murdered
(which they weren't), how could that atrocity
be set right by the murder of additional inno
cent children in Oklahoma City, or anywhere
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else? Need it be pointed out that one does not
avenge the violation of individual rights by
violating individual rights?

The cowardly Oklahoma bombing dem
onstrates the utter bankruptcy of a purely
negative, "anti-governmental" focus.
Whether motivated and rationalized by cyn
icism, hatred, paranoia, philosophical anar
chism, or conspiracy theories, attacking
government per se only undermines the rule
of law-and is thus a carte blanche for the
arbitrary, private initiation of force.

Exaggeration? In the aftermath of the
bombing, one talk show host felt obliged to
instruct his listeners in the fine points of how
to shoot federal agents during raids. Another,
attributing the Oklahoma blast to "CIA con
tractors," told an audience that "what they
won't allow us at the ballot box can be won at
the bullet box." Meanwhile, a militia group
out West has been threatening to hang any
judges or other public officials who fail to
uphold the Constitution-as they interpret it.

Does anyone really believe that individual
rights would be more scrupulously observed
by such self-appointed vigilantes than by the
officials they denounce? (Personally, given
a choice, I'll gladly take my chances with the
BATF.)

Our nation's Founders were not anti
intellectual opponents of government as
such. Through our Constitution, they in fact
established one with the positive aim of
preserving and protecting individual rights.
That's because they understood the vital
connection between individual rights and
the rule of law. Undermine the latter, and
you jeopardize the former.

We in America do not live under pure
laissez-faire; far from it. But we also do not
live under tyranny. To contend otherwise
trivializes the full horror of real tyranny.
Here, we can write, speak, and vote freely.
Regulated we are, but not enslaved.

As long as we have the freedom to address
imperfections, even evils, in our political
system with ballots, there is no justification
for resorting to bullets. And there is never
any justification for deliberately violating
the rights of the innocent-nor in excusing
the violators. Such is beyond the pale. D
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Special Interests and
the Internment of
Japanese-Americans
During World War II

by Steven B. Caudill and Melody Hill

On February 19, 1942, President Frank
lin Roosevelt signed Executive Order

9066, approving the en masse relocation of
Japanese and Japanese-American citizens
from the West Coast into the interior of the
country. The order was signed amid the
hysteria following the Japanese attack on
Pearl Harbor. The reason given at the time
for the evacuation was concern about espi
onage, or so-called "fifth-column," activi
ties ofJapanese and Japanese-Americans on
the Coast. But according to the govern
ment's own intelligence service, this con
cern over espionage was misplaced. That is,
concern for national security was not the
true reason for interning Japanese and Jap
anese-Americans during World War II. In
stead, this internment was motivated by
nothing other than interest-group politics.

When war erupted in Europe, FDR placed
J. Edgar Hoover's FBI in charge of the
nation's internal security. Before the attack
on Pearl, the FBI and· Naval Intelligence
maintained lists of alien suspects. Though

Professor Caudill teaches economics at Auburn
University and Ms. Hill is an undergraduate
student.

the lists contained 250 to 300 suspects, only
40 or 50 were considered real threats. 1

Within two days of the attack on Pearl, all of
the suspects and many others were de
tained. The FBI contended that these mea
sures adequately controlled any threat of
espionage, and that the relocation of Japa
nese and Japanese-Americans was unnec
essary.2 As additional evidence that secu
rity was not the reason for the internment,
note that no mass detainment of people of
Japanese ancestry occurred in Hawaii,
which is closer to Japan and home to many
Japanese and Japanese-Americans. In Ha
waii, only suspect Japanese individuals
were incarcerated. If espionage was not the
reason for the evacuation in California, what
was the reason? The answer: special
interest groups seeking protection from the
competition of Japanese and Japanese
Americans residing on the West Coast.
Labor unions and farmers wanted the Jap
anese out of California and off the land long
before the attack on Pearl. World War II and
the bombing of Pearl Harbor provided a
handy opportunity for these groups to com
plete a task that they started several years
earlier.
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Degenerate Democracy

When all the mysticism is
stripped away, the people who
comprise the government (the

legislators, administrators, judges, and
policemen), are guided by human inter
ests, desires, beliefs, notions, and preju
dices, just like other people. They have
neither superhuman wisdom nor extra
ordinary virtue. Nevertheless, they are
expected to render an important service:
to protect the life and property of each
and every individual. They are to
restrain wrongdoers, meet force with
force, and punish peace-breakers.
Toward that end, they are entrusted with
the necessary instruments of coercion:
the armed forces, police, and prisons.

Governments maybe democratic or
totalitarian, pluralistic or monistic,
republican or monarchical. The form
springs from the common notions of
human behavior in society. Belief in a
propensity to strife and conflict as a nor
mal condition of human existence gives
rise to authoritarian government. If
social life consists of unending conflict,
of war of all against all, society is in need
of an authoritarian government as the
best means of regulating the conditions
of conflict. In contrast, belief in a harmo
ny of interest of all members of society
tends to give rise to limited government
that merely seeks to restrain the peace
breakers.

No matter what the origin of govern
ment may be, the democratic form ren
ders an important service that is lacking
in all others forms. It provides a proce
dure by which individuals acquire
power and are removed from power.
Democratic government makes lawmak
ers dependent on the people's wishes,
and thereby facilitates peaceful changes
if conflict should occur. Changes are
subject to majority rule. Yet, rule by
"simple majority" differs from"constitu
tional democracy" that recognizes cer
tain individual rights and gives them
some form of constitutional protection,
thereby placing limitations on the whims
and wishes of the majority.

Majority rule inevitably raises the
question of the scope and extent of
majority power. Should the vote of a
simple majority always prevail over the
opposition? The advocates of majoritari
anism readily answer in the affirmative;
any other rule, they argue, enables a
minority to frustrate the majority and
thus, in a sense, rule and prevail over it.
Requirement of more than a simple
majority, they maintain, places undesir
able obstacles in the way of government.

The opponents of unlimited majority
power are quick to reply that Congressional
representatives may not express the will of
the majority of their constituents; guided by
their own interests, they may not vote the



wishes of the majority, but rather their
own and those of their supporters. They
may represent the interests of the largest
bloc of voters who may actually consti
tute a minority of the population, or they
may not even know the majority opinion
because few voters may bother to form
an opinion, which is probably true in
most issues confronting legislators.

Strict majoritarianism tends to destroy
the conditions of its own existence wher
ever the majority routinely violates the
basic rights of individuals. It may sup
press the basic freedom of expression
and association, deny the minority any
consideration and weight, deprive it of
the right to participate in the political
process, and refuse it fair treatment and
"due process." It may even relegate
minorities to inferior positions in politi
cal, social, and economic life, assign
numerous duties and liabilities, and
extract from them an inordinate share of
their income and wealth. In possession
of all the powers of coercion, majoritari
an government may blithely ignore and
defy the moral laws that proscribe all
forms of harm to any and all individuals.

Social peace and harmony can be pre
served only if all members of society are
free to participate in democratic institu
tions and are treated equally before the
law. Yet, many champions of majoritari
anism never tire of criticizing this politi
cal and legal equality for being inade
quate; they would extend the scope of
equality to economic life through "fair
er" distribution of income and wealth.
They would forcibly reduce economic
inequality, although their efforts would
necessitate the use of much coercion and

violence. After all, people differ in
capacity, skill, strength, industry, and
health, which necessarily results in
unequal income and wealth. Individual
inequality, in fact, is a great advantage to
both the individual and society, bringing
forth man's division of labor and social
cooperation. To enforce equality is to
deny human nature and work evil on
everyone including those it is supposed
to benefit.

A policy designed to enforce econom
ic equality opens the doors for dema
goguery and politics at its worst. It
invites expedient politicians to stir up
the resentment of the poor against the
rich so that they may elect the dema
gogues to positions of power and
largess. It appeals to envy and covetous
ness, and elevates demagoguery to an
important device of democratic politics.
In the end, politics is likely to become an
art of promises, evasions, and systematic
pursuit of expedience, making the body
politic the primary source of social con
flict and strife. All democratic societies
have foundered on the rocks of moral
decay and domestic strife.

Envy is more irreconcilable than hate.
It is the most corroding of all political
vices and also a great power in our land.
The friends of freedom are content to be
envied, but envy not.

Hans F. Sennholz



INDEPENDENCE DAY SALE
Jacob Burckhardt
Reflections on History
Written in the 1890s but published nearly 50
years later under the title Force and Freedom,
this volume is notable for its uncannily
accurate predictions of the all-devouring
state. Introduction by Gottfried Dietze.

Clarence B. Carson
The American Tradition
A profound and exciting social history of the
United States and its foundations.

The Flight from Reality
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freedom movement throughout American history.

Fred Holden
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Discover what you need to know, why and how
to be a more powerful person and citizen. Hardcover

Edmund A. Opitz, editor
Leviathan at War
A collection of essays which reveal the link
between big government, interventionism,
and war.

Leonard E. Read
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would give if he were to run for and be elected
to the Presidency of the United States.
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Light a fire for freedom!
Launch a Freeman Society

Discussion Club!
j oin the growing ranks of Freeman readers who have become part of FEE's net

work of Freeman Society Discussion Clubs. More than 80 clubs have been orga
nized in the 27 states and 5 foreign countries.

Leonard E. Read once observed that rancid intellectual soil nurtures an unend
ing variety of socialist fallacies and that "finding the right is the key to salvation."
FEE is making the right both known and prevalent by launching discussion clubs
nationwide, and by providing free literature and speakers to improve understand
ing of the moral and intellectual foundation of a free society. Club members receive
a number of special benefits, including discounts on FEE publications and invita
tions to special FEE events.

For more information about starting a discussion club, or joining a Freeman
Club that may already be meeting in your area, write Felix R. Livingston, Vice
President and Director of Freeman Services, 2814 Hilsdale Harbor Way,
Jacksonville, FL 32216, or callifax (904) 448-0105.

Last Call
1995 Summer Seminars

At FEE

Por the 33rd consecutive summer, FEE
will conduct its noted seminars in the
freedom philosophy and the economics

of a free society. Here, in the company of like
minded individuals, with experienced discus
sion leaders, and in a setting ideal for the calm
exchange of ideas, is an opportunity for those
who believe that the proper approach to eco
nomic problems is through the study of indi-
vidual human action.

Each seminar will consist of 40 hours of classroom lectures and discus
sions in economics and government. In addition to the regular FEE staff,
there will be a number of distinguished visiting lecturers.

The FEE charge for a seminar-tuition, supplies, room and board-is
$400. A limited number of fellowships are available.

First session: July 23-28, 1995
Second session: August 13-18, 1995

Write or call Dr. Barbara Dodsworth, The Foundation for Economic
Education, 30 South Broadway, Irvington-on-Hudson, NY 10533; Tel.
(914) 591-7230 or Fax: (914) 591-8910.



The Historical Backdrop to
Japanese Internment

The story of the internment is really the
story ofimmigration in California. A pattern
was repeated, first with Chinese immigrants
and later, Japanese immigrants. The state of
California, through various laws, initially
made it difficult for immigrants to enter the
state and then, if they managed to enter,
unattractive to remain. The main difference
between the Japanese and the Chinese in
California was the strong Japanese desire to
own land. This difference led to special
land-use legislation aimed at the Japanese.

Between 1850 and 1882, over 280,000
Chinese entered California.3 The influx of
Chinese occurred because the enormous
growth in the California economy required a
cheap labor source and the Chinese pro
vided a solution. The Chinese were wel
comed at first, but by 1869 the railroad
opened up California to the eastern half
of the United States, and a recession was
beginning. Organized labor argued that the
Chinese were no longer needed and lobbied
for an end to Chinese immigration. As early
as 1875, California enacted legislation halt
ing Chinese immigration into California
(though this statute was later declared un
constitutional by the U.S. Supreme Court).
California and organized labor then turned
to Washington for help. Their efforts were
rewarded when, on May 6, 1882, the first
Chinese Exclusion Act went into effect.
This act eliminated the immigration of Chi
nese laborers for a period of 10 years; it also
barred the Chinese from becoming natural
ized citizens. The agitation leading up to the
Chinese Exclusion Act made it clear to
many that something drastic regarding Chi
nese immigration was about to occur, and
even before passage of the Act, labor re
cruiters began visiting Japan to find replace
ments for the lost Chinese.4

The first large numbers of Japanese la
borers who came to the U.S. territory were
contract laborers. In 1884 and 1885 several
hundred contract workers landed in Hawaii,
which at the time was a protectorate of the
United States. Californians were concerned
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that the Japanese might leave Hawaii for
California. Consequently, on February 26,
1885, the U.S. Congress enacted a bill to
"prohibit the importation and migration of
foreigners and aliens under contract or
agreement to perform labor in the United
States, its territories, and the District of
Columbia. "

California on its own took steps making
Japanese immigration difficult. The Con
gressional Act of August 3, 1882, imposed a
head tax of fifty cents on all immigrants.
Soon afterward labor union leaders turned
their attention to the "Japanese problem."
In 1905 the Asiatic Exclusion League was
formed. Initially this group consisted mostly
of union leaders and workers, but support
eventually was widespread:

On the second Sunday in 'May, 1905, dele
gates from sixty-seven local and nearby labor
organizations met to form what became the
Asiatic Exclusion League. From the day of the
League's formation on May 14, 1905, until
after the end of World War II, there was in
California, an organized anti-Japanese move
ment that would eventually draw support from
all segments of the state's population. In the
beginning, the organized movement was an
extension of San Francisco labor unions. The
most prominent labor leaders attending the
initial meeting of the league were Patrick
Henry McCarthy, head of the Building Trades
Council of San Francisco, and Andrew Furu
seth and Walter MacArthur, both of the Sail
or's Union. A satellite of McCarthy, Olaf
Tveitmore, was named its president. All four
of these men were immigrants from Europe.5

Immigration Restrictions
In an effort to reduce tensions, Japan

attempted to voluntarily restrict immigra
tion to the United States. In 1900 the Japa
nese government stopped issuing passports
for laborers headed for the United States,
but continued to allow immigration to Ha
waii. In California there was again concern
that Japanese would enter through Hawaii.
Consequently, the Asiatic Exclusion
League prompted the legislatures of other
Pacific Coast states to adopt resolutions
restricting Japanese immigration from Ha-



446 THE FREEMAN • JULY 1995

waiL In light of this agitation, the Japanese
government started to limit immigration to
Hawaii, and in April 1905 Japan temporarily
suspended all immigration.

Other legislation was designed to make
life in California unattractive to Japanese
Americans. In April 1905 the union-domi
nated San Francisco Board of Education
submitted a plan to the board of supervisors
to segregate Japanese public-school chil
dren. On October 11, 1906,with part of the
city still in ruins from the earthquake, the
board of education passed the segregation
order. The move outraged Japan, and the
U.S. government attempted to intervene. A
compromise was reached and the problem
was resolved with the passage of the Immi
gration Act of 1907. The Act listed 20
different classes of workers, collectively
called contract labor, who were prevented
from immigrating. The provisions of this
legislation succeeded in keeping Japanese
laborers from entering the United States
through a third country or territory.

The next political issue was direct immi
gration. Restrictions on direct immigration
of Japanese were achieved through the
"Gentleman's Agreement" of 1908. Japan
agreed to limit immigration to "relatives,"
"former residents," and "settled agricul
turalists." The term, "settled agricultural
ists" is defined to mean "a person who had
invested capital in the enterprise, and whose
share in its proceeds, if it is carried on in
partnership, will be in proportion to the
amount of his investment."

The Gentleman's Agreement achieved an
immediate decline in immigration. Soon,
departures exceeded arrivals. This changed
in 1913 when large numbers of "picture
brides" immigrated. The number of Japa
nese entering the country slowed to a
trickle. Efforts now focused on legislation
making life in California unattractive to
Japanese-Americans. A large part of this
effort was aimed at land-ownership restric
tions.

During the 1909 legislative session in
California, at least 17 anti-Japanese bills
were introduced, and the 1913 session was
flooded by more than 30 anti-Japanese mea-

sures. Most proposals dealt with the holding
of agricultural land. Out of this session
emerged the Heney-Webb Alien Land Law
of 1913, tying land ownership to citizenship.
This statute also provided that aliens ineli
gible for citizenship could lease land for no
more than three years. State Attorney Gen
eral Webb, co-sponsor, was not shy about
its intent, stating,

It is unimportant and foreign to the ques
tion, whether a particular race is inferior. The
single and simple question is, is the race
desirable.... It [the law] seeks to limit their
presence by curtailing their privileges which
they may enjoy here: for they will not come in
large numbers and long abide with us if they
may not acquire land. And it [the Actlseeks to
limit the numbers who will come by limiting
the opportunities for their activity when they
arrive.6

The 1913 Act prohibited aliens from ac
quiring, possessing, enjoying, transmitting,
and inheriting real property. Japanese
Americans began to put .land titles in the
names of their U.S.-born children who were
citizens and thus entitled to hold property.

In 1919, state senator J. M. Inman intro
duced an alien-land law designed to plug this
loophole. The heart of the new act was that
it was now illegal for an alien to provide
funds to purchase land if the title was held
in the name of another person and if the
intent was to avoid the law. The act also
prohibited leasing any land to persons inel
igible for citizenship. The measure was
placed on the ballot in the general election of
1920 in the form of an initiative. On Novem
ber 2, 1920, the measure passed by a vote of
668,483 to 222,086.

Still, white Californians were unsatisfied.
They hoped to put an end to all Japanese
immigration (as they had done earlier with
the Chinese). That goal was achieved when
on May 15, 1924, a bill that became known
as the Japanese Exclusion Act of 1924
passed the House of Representatives.

Despite this anti-Japanese legislation, the
growth of the Japanese involvement in ag
riculture during this period was impressive.
By 1940 Japanese farmers produced at least
90 percent of snap beans, celery, peppers,



THE INTERNMENT OF JAPANESE-AMERICANS 447

and strawberries. Japanese farmers also
produced 50 to 90 percent of artichokes,
celery, cucumbers, fall peas, spinach, and
tomatoes for canning, and 25 to 50 percent
ofthe asparagus, cabbage, cantaloupes, car
rots, lettuce, onions, and watermelons.7

Agitation Increases
It is not surprising that when the attack on

Pearl Harbor heightened agitation against
the Japanese-Americans, the Caucasian
farmers of California were eager for intern
ment as well as for the land held by the
Japanese. Austin Anson, the managing sec
retary of the Grower-Shipper Vegetable As
sociation, a farm organization, is quoted as
saying:

We're charged with wanting to get rid of the
Japs for selfish reasons. We might as well be
honest. We do. It's a question of whether the
white man lives on the Pacific Coast or the
brown men. They came to this valley to work,
and they stayed to take over. They offer higher
land prices and higher rents than the white man
can pay for land. They undersell the white man
in the markets. They can do this because they
raise their own labor. They work their women
and children while the white farmer has to pay
wages for his help. Ifall the Japs were removed
tomorrow, we'd never miss them in two
weeks, because the white farmers can take
over and produce everything the Jap grows.
And we don't want them back when the war
ends, either.8

The fact that Japanese farmers were not
welcomed back after the war contradicts the
security arguments given for the evacua
tion. Security concerns certainly did not
exist after the war. It is quite clear that some
viewed the situation in California immedi
ately following the attack on Pearl Harbor
as a unique opportunity to get rid of com
petitors. In May 1942, O. L. Scott, another
member of the Grower-Shipper Vegetable
Association wrote to Congressman Ander
son:

If it were not for the "white-skinned Japs"
in this country there wouldn't be any Japanese
question. What can you suggest I do and
thousands of Californians be led to do, that
may make it possible to get rid of all Japs,
sending them back to Japan either before or
after the war is won. I am convinced that if it
is not done or at least the action completed
before the war is over, it will be impossible to
get rid of them.... The Japanese cannot be
assimilated as the white race [and] we must do
everything we can to stop them now as we
have a golden opportunity now and may never
have it again.9

As a consequence of the evacuation,
farms owned by Japanese-Americans were
sold for a few cents on the dollar to Cauca
sian farmers. One estimate of the value of
Japanese farmland in 1940 was over $72
million. After the war, internees were paid
only a small fraction of the value of their
losses. Attempting to remedy this situation,
the government passed a bill in 1988 that
did two things. First, the government apol
ogized to Japanese-Americans for the in
ternment, also admitting that the relocation
was not justified for security reasons. Sec
ond, the bill provided that each of the 60,000
internees or their descendants be paid a
lump sum of $20,000. Perhaps these funds
should have come not from the taxpayers· of
this country at large, but from the farmers
who benefited directly from the land and
crops taken from the Japanese-Americans in
1942. []

1. See Roger Daniels, The Decision to Relocate the Japa
nese Americans (Philadelphia: Lippincott, Co., 1975).

2. See also Roger Daniels, The Decision to Relocate the
Japanese Americans.

3. See Frank Chuman, The Bamboo People: The Law and
Japanese-Americans (Del Mar, Calif.: Publisher's Inc., 1976).

4. See also Frank Chuman, The Bamboo People.
5. See Roger Daniels, The Politics of Prejudice (London:

Cambridge University Press, 1961).
6. See also Frank Chuman, The Bamboo People.
7. See Theodore Salutos, "The Immigrant in Pacific Coast

Agriculture, 1880-1940," Agricultural History 49 (January
1975), p. 192.

8. See Morton Grodzins, Americans Betrayed (Chicago:
University of Chicago Press, 1949).

9. See also Morton Grodzins, Americans Betrayed, p. 20.
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Peace for
Europe?

bourg) are pushing for a stronger union in
which they hope Germany will be content
and contained. However, their centralizing
efforts could generate the very conflict they
seek to avoid as diverse peoples are forced
together in unnatural political arrange
ments.

Voices from Past

Mr. Watkins is an assistant editor for The
Freeman.

The threat of centralization and socialism
to peace in Europe is not new. The guns of
the Axis and Allies had hardly fallen silent
before Eu~opean socialists were holding
~onclav~s In London and Paris regarding
Int~gra~lon to promote "a socialist Europe
WhICh IS economically and politically inde
pendent. ,,2 Little did these intellectuals re
~lize that Europe once was economically
Integrated (though protective tariffs did
cause stress) by a shared metallic monetary
~tandar~ before World War I. This early
Integration emerged naturally "without su
per-plans, super-planners, super-bureau-
cracies, super-conferences, and without a
super-state and 'High Authority.' ,,3

In the end, Europe's economic integra
tion was" destroyed by an economic foreign
policy which had its roots . . . in . . . col
lectivist-inflationary policy ... that sailed
under the flag of 'planned economy,' 'full
employment,' 'cheap money,' and deficit
spending. ,,4

Some things seem never to change.
Though there is much talk offree markets in
Europe today, many of the same old collec
tivist policies of the welfare state remain in
place. For instance, in EU countries, each
1~O workers now labor to support 40 pen
SIoners. By 2004 each 100 workers will
support an additional 10 pensioners on top
of the current 40.5

Unfortunately for Europe, the techno
crats in Brussels, see "No discernible as
sociation . . . between either the level or
growth of social spending in member states,
on the one hand, and their trade perfor
mance, employment or unemployment, on
the other." 6 This attitude explains why
one-tenth of the workers in the EU are now
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Since the end of the Second World War
there has been much discussion about

European integration. What began as the
Europea.n Coal and Steel Community
(ECSC) In 1951 developed into the Euro
pean Union (EU) with the ratification of the
Maastricht Treaty in 1992. Unfortunately,
the trend thus far has been toward central
ization, but there is one more opportunity to
restore the balance between the member
?ations an? the ever expanding bureaucracy
In the EU s capital, Brussels.

The year 1996 will witness an intergov
ernmental conference on the future of the
EU and problems arising with the Maas
tricht treaty's one-size-fits-all remedies. If
Europe is to develop a system that operates
smoothly and secures the peace, next year
offers perhaps the last chance to settle major
constitutional issues.

Since the early post-war discussions
about integration, Europe's explicit goal has
?een to bind Germany's future and prosper
Ity to peace on the Continent. Hans-Dietrich
Genscher, Germany's former foreign min
ister, called the EU's structure "a living
model for a peaceful European order, with
Franco-German cooperation as its centre
piece. ,,1 In light of the results of Prussian
militarism in this century, it is understand
able why France and the Benelux nations
(Belgium, the Netherlands, and Luxem-

by William J. Watkins, Jr.



jobless and why during the first year of the
much vaunted single market the EU's GDP
shrank by 0.3 percent.7 Wilhelm Roepke's
prediction that in any proposed European
economic union "the highest degree of in
flation in any member country will be
adopted by the others along with the longest
paid vacations and the greatest measure of
intervention or planning," has fast become
a reality.8

Because of the collectivist attitudes in
Brussels, there will certainly be future trou
ble as member nations seek to revive their
economies by abandoning the policies of the
past. And if mechanisms are to be designed
to allow a peaceful transition to noninter
vention, the 1996 intergovernmental confer
ence is the proper place to begin. Decisions
made there will shape the future power
arrangements of Europe for years to come.

Unfortunately, the French and the Ger
mans-both with strong centralizing ten
dencies-along with the power-hungry Eu
ropean Parliament will make most of the
Conference preparations. Nevertheless,
there is an opportunity to curb the foolish
ness in Brussels that has led to edicts
regarding everything from subsidies to the
curvature of cucumbers.

National Veto
Ever since French recalcitrance over ag

ricultural policy sparked the' 'Luxembourg
Compromise" in 1965, nations have enjoyed
a national veto in the Council of Ministers.
This veto applies to areas such as taxation,
treaties, the acceptance of new members,
and foreign policy. Britain successfully used
her veto to strike at plans for further cen
tralization last year when she vetoed the
appointment of Jean-Luc Dehaene to the
presidency of the European Commission.
Nonetheless, if each member nation is to
retainher national sovereignty, the national
veto must be strengthened against en
croachments.

Encroachments will most likely come
from the courts. The European Court of
Justice claims the power to declare acts of
member states and EU institutions void if
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they violate the Treaty of Rome (which
formed the European Economic Commu
nity in 1957). From American history we
learn the danger of a Supreme Court that
claims final say over the constitutionality of
state and national legislation. In the early
days of the American republic, Thomas
Jefferson saw the danger that the Supreme
Court posed and correctly predicted that it
would be "the engine of consolidation. ,,9 It
should be a priority in 1996 to ensure that a
European John Marshall will not have the
power to alter the balance between Brussels
and the member nations. The nations should
have final say concerning the legitimacy of
EU as well as their own legislation because
they retain their sovereignty and have en
tered the compact as equal partners.

Such a power of nullification does, how
ever, pose serious risks and could be deter
imental to the very idea of a common
market. Individual nations could nullify
free-trade initiatives, which were the impe
tus for the EU in the first place, in order to
protect local economic interests. Though
this is a possibility and it would be regret
table if nations used their power of nullifi
cation for frivolous purposes, the risk is
worth taking. A national government with
exclusive power to judge the constitution
ality and breadth of its powers will tend, as
in the United States, to become consoli
dated. A single consolidated government
would be deleterious to the peculiar local
habits and customs that are at the heart of
European culture.

Opt-Outs
Along with the precedent of a national

veto, since Maastricht a precedent has been
set for nations to opt out of certain EU
programs that they feel are detrimental to
their national welfare. For example, Britain
has been exempted from Maastricht's oner
ous social chapter and any future European
Monetary Union (EMU). Denmark is ex
empted from the final phase of the EMU,
European citizenship, and common defense
and legal policies. Even Germany, a self
described "core of the hardcore" regarding
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union, insists that her parliament have final
say-so regarding the replacement of the
mark with a common currency.

Nevertheless, opt-outs, in their current
form, have drawbacks. For instance, since
opting out of the social chapter of the
Maastricht treaty, Britain has lost the power
to block trade unions' demands for worker
consultation councils and other pro-union
measures. These councils demand that
workers be consulted about such things as
restructurings, closings, or changes in pro
duction methods. Though British firms op
erating domestically are unaffected, British
multinational firms operating in the EU are
at the mercy of Brussels.

To check such excesses, member nations
must retain their veto power over legislation
emanating from Brussels whether they have
opted out of the particular legislation or not.
Member states should be allowed to retain
their voices concerning any EU legislation
that could affect them adversely.

Secession
The EU has already caused much tension

and is held in disrepute by citizens of many
member nations. In fact, 60 percent of the
EU electorate.opposed the Maastricht treaty
and 65 percent of Europeans are against
abandoning their national currencies.10 Nor
man Lamont, former chancellor ofthe British
exchequer, predicts that Brussels' centraliz
ing tendencies "may mean one day contem
plating withdrawal" from the EU. 11

When nations finally decide to abandon
welfarism and planning in favor of a more
liberal alternative, such a decision will ne
cessitate a withdrawal from the EU and its
massive schemes of redistribution. And if
the nation choosing withdrawal is not a net
recipient ofredistributed wealth (as will likely
be the case), then the beneficiaries will no
doubt try to stop their victim from escaping.

The EU's Common Agricultural Policy
(CAP) is already causing divisions similar to
the American sectional conflict of the nine
teenth century. However, in Europe's case
it is the agricultural interests that are ex
ploiting the commercial interest. The CAP

already eats half of the EU's budget with its
guarantee of minimum prices to farmers. As
the EU expands and admits the poorer
nations of Eastern Europe, transfer pay
ments will skyrocket. Under current poli
cies, admitting Poland's five million farmers
to the CAP would require a boost in the
EU's budget of $74 billion. 12 Such transfers
can and will breed only contempt from those
who have their earnings confiscated by the
technocrats in Brussels.

Tragedy looms ahead for Europe as in
compatible cultures are thrust together in
unnatural centralized arrangements. Once
the intoxicant of political unity wears off, the
nations of Europe must be able to coexist
peacefully in a loose confederation or go their
separate ways. The 1996 intergovernmental
conference offers perhaps the last opportunity
for ED nations to secure constitutional guar
antees ensuring their sovereignty and future.
For Europe to prosper, it must soon abandon
the impoverishing policies of the welfare
state. Because such an edict is not likely to be
issued from the mismanagers in Brussels who
thrive on power wrought from consolidation,
the future ofEurope rests on the power ofthe
people acting within their nation-states to do
so when the ideological climate finally
changes. []
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Economics 101:
A True-False Test

by Ralph R. Reiland

Here's a quiz. Which of the following
statements about the American econ

omy during the 1980s are true?
1. From 1982 to 1989, 19 million net new

jobs were created in the United States (more
than the number of jobs created in Europe
and Japan combined), two-thirds of them
high- or middle-paying, resulting in the low
est unemployment rate in 16 years.

2. The economic growth unleashed by
tax cuts increased federal tax revenues in
the 1980s by $1.1 trillion.

3. These additional federal tax revenues
contributed to the reduction of the federal
deficit from 6.3 percent of GDP in 1983 to
2.9 percent in 1989. (A Congress loaded with
pork peddlers blocked greater spending
cuts.)

4. Presidents Kennedy and Reagan both
enacted supply-side tax cuts on top income
earners and job creators and produced the
two longest economic expansions in Amer
ican history.

5. The Reagan tax cuts "trickled down"
to produce a 76 percent jump in new busi
ness investment in real (adjusted for infla
tion) dollars in the 1980s and tripled the rate
of productivity growth.

6. Real per capita after-tax income rose
by 19 percent in the 1980s, nearly double the
rate of the 1970s.

Professor Reiland, associate professor of eco
nomics at Robert Morris College, owns Amel's
Restaurant in Pittsburgh.

7. Real family income increased each
year from 1983 through 1990 in every in
come group (from the poorest fifth ofhouse
holds to the richest fifth), while median
family income fell by 1.9 percent in 1993.

8. The real income in the bottom fifth of
the income distribution increased by 12
percent in the 1980s, reversing a 17 percent
slide between 1979 and 1983.

9. Eighty-six percent of the tax filers in
the poorest fifth of families in 1980 moved
out of that bottom quintile by 1988 (16
percent moved all the way to the top fifth of
income earners).

10. Looking at income distribution as an
individual matter, not as a group compari
son, real median income increased by 5
percent between 1982 and 1988 for those
who started in the top fifth of income earn
ers, and increased 77 percent for those who
started in the bottom fifth (primarily by
moving out of that bottom quintile).

11. Real family income declined each
year from 1979 until 1982, and has declined
each year since 1991-the years sandwiched
between these two periods of shrinking
income, produced a real increase of $4,877
in median family annual real income.

12. Since 1988, the typical American
household has lost $2,344 in real annual
income, and the degree of income inequality
is now at a post-World War II high.

13. After growing nationwide by 7 million
people during the late 1970s, the poverty
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population declined by 4 million during the
1980s: reversing the downward trend, pov
erty in the '90s is rising again with over a
million Americans falling into poverty in
1993.

14. The top income-tax rate was reduced
from 70 percent to 28 percent in the '80s, but
the top 5 percent of all earners paid more
taxes, increasing their share of all federal
income taxes paid from 36 percent in 1980 to
43 percent in 1990.

15. In the 1980s, the percentage of Afri
can-American families earning more than
$50,000 in real dollars doubled from 7 to 14
percent, the unemployment rate for black
teenagers fell by 21 percent and black em
ployment in professional and managerial
jobs expanded by one-third. After declining
10 percent between 1978 and 1982, the real
median income of black families increased
by 17 percent between 1982 and 1989.

16. From 1982 to 1987, the number of
black-owned businesses increased by 38
percent, triple the overall business growth
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Hail to Prices!

by Jeffery G. Lee

R ecently in South Korea I had an expe
rience that bodes poorly for propo

nents of price controls. During my stay, a
Korean friend, D.J., took me to a bar to soak
up a bit oflocal flavor. After a good time, my
friend and I left the bar just before midnight
in search of a cab. As we were going in

Mr. Lee resides in Long Beach, California.

rate during that period. The number of new
Hispanic-owned businesses soared by 81
percent.

17. The median weekly earnings of fe
male workers grew 8 percent faster than
male earnings in the 1980s, and women
entrepreneurs ended the decade employing
more people than all of the Fortune 500
companies combined. The number ofwom
en-owned firms expanded by 57 percent in
the '80s and the sales volume of these firms
tripled.

18. Following the double-digit annual in
flation rates of 11.3 percent, 13.5 percent,
and 10.3 percent during the Carter years, the
annual inflation rate averaged 3.9 percent in
the two Reagan terms.

Scoring: Each of the above statements is
True. All information is based on Labor
Department and Census Bureau studies.
Readers missing more than 12 questions
are eligible for. Rhodes Scholarship
assistance. D

separate directions, I said goodbye and
prepared to flag down a taxi. D.J., however,
knew something I didn't and stayed with me
despite my assurances that I could handle
myself. I'm thankful he stayed.

I was completely unprepared for what
happened. Crowds ofpeople began creeping
dangerously far out into the street. D.J.
joined the fray, facing the oncoming taxis



like a modern-day matador. Cabs slowed
just enough for D.J. and others to yell their
desired destinations into the open window
(Pangbae Station in our case). Without fail,
after hearing the places we and others were
intent on going, cab after cab sped off
leaving us in clouds of exhaust and bewil
derment.

After about 20 minutes, it was apparent
that it might take a while to actually get
picked up. Interestingly, D.J. "upped the
ante" for the ungracious drivers. "Pang
bae!" -in endless repetition-had been all
that I had heard for nearly a half-hour when
my friend began yelling "Pangbae DOU

BLE!" He even yelled "Pangbae TRIPLE!" at
a driver who stopped only long enough to
flash four fingers hoping for four times the
normal fare. Later, we stopped a taxi with a
"triple." We got in, only to be told to get out
when the driver reconfirmed our destina
tion. He said he had misunderstood us and
wouldn't go to Pangbae Station.

Later I discovered the reason for this
black market in transport. Taxi rates are set
by the government. Ostensibly to protect
the consumer, the government limits the
price taxi companies can charge. The con
sequence of such myopic legislation should
be obvious to any first-year economics stu
dent. The artificially low fare not only re
duces the supply of taxis, but decreases the
incentive of remaining drivers to provide
good services to passengers. Full of good
but misdirected intentions, government of
ficials have taken it upon themselves to
protect the consumer. Ironically, the result
is just the opposite. As with all examples of
price control throughout history, demand
exceeds supply when an artificially low
price is mandated, resulting in various de
grees of chaos.

After an hour and a half we flagged down
a willing driver and made it home. Because
our quest was limited to cross-town trans-
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portation, the most we suffered was the
indignity of standing in the middle of the
road, in addition to a few lost hours of sleep.
Raise the stakes from the taxi scenario and
consequences are more devastating. Instead
of commuters, picture physically ill folks
clamoring for health-care professionals.
"Pangbae double!" might suffice as a po
tential solution when negotiating for some
thing as simple as a ride. I don't imagine,
however, an equally likely "heart attack
double!" would be a very amenable strat
egy.

Low prices might appear to the uniniti
ated as desirable. But prices are no culprit.
Prices provide ready information on the
availability of goods and services, and on
the values of goods and services to compet
ing would-be users. Attempts to artificially
alter prices are tantamount to removing
signs from dangerous roads. Prices fairly
balance the amounts of a good available and
the amounts demanded. Of course, prices
are also the most visible and easily targeted
feature ofa market economy. Unfortunately,
politicians, eager to placate their benefactors,
have more influence than economic truths on
the formation of public policy.

I do not mean to insinuate any backward
ness on the part of Korea (which would
upset my Korean wife immeasurably). It
just so happened that this experience re
minded me of the endless gas lines of the
1970s and of the recent debate over health
care in the United States. As economically
enlightened as we are in America, we are not
immune to a "calculated reversion" to the
illogic of price controls. Symptomatic cures
for what some may see as the pestilence of
prices are misdirected. Hopefully, people
can now see through quick-fix solutions to
economic problems. If not, maybe some
thing as simple as a taxi ride in Korea would
be sufficient to cure their economic
myopia. D
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Freedom from Taxes?

by Doug Bandow

WASHINGTON-Income tax day may be
behind us, but the pain is not over. We are
still working for government, and we won't
be finished until the middle of this month.

According to the Tax Foundation, the
average American had to labor 126 days-to
May 6-to pay his or her taxes this year.
Looked at another way, people devote two
hours and 46 minutes of every workday to
government. This is the latest Tax Freedom
Day ever, as a result of the 1993 tax hikes.
And May 6 is just the national average. If
you live in Connecticut or New York, you
labor for government till May 28. Residents
of Washington, D.C., and New Jersey start
working for themselves only on May 18.
Residents ofHawaii are indentured servants
until May 17. The least taxed citizens of
America work three and one-halfmonths for
the government. Far more people labor four
to five months for politicians before earning
a penny for themselves.

Even these horrible numbers understate
the impact ofgovernment on taxpayers. The
Tax Foundation only looks at tax collections.
The federal government, however, relies on
deficits to expand its outlays and regulations
to control even more private activities. Thus,
the Washington-based Americans for Tax
Reform estimates that while Americans may
have finished with their taxes on May 6,
Spending Freedom Day didn't occur until
May 16, when people stopped paying for

Mr. Bandow is a Senior Fellow at the Cato
Institute and the author ofThe Politics of Envy:
Statism as Theology (Transaction).

government outlays. And Cost of Govern
ment Day, when citizens were finally free of
the total expense _of government, including
regulation, is still to come, on July 9.

In short, the average American spends
more than half of every year working for
government. Did you feel liberated after
April 15? You shouldn't have-you had
nearly three more months to go before the
money you earned was truly your own.

This is unconscionable-feudal serfs were
treated better than taxpayers today. People
have a moral right to more of their incomes.

But you wouldn't know it from the debate
in Washington. A few legislators freely ad
mit that they want to keep on spending, so
they prefer tax hikes to cuts. The more
subtle-seen as "responsible" politicians
by the opinion-making elite-say that deficit
reduction must take first priority. Ofcourse,
many of them are convenient converts to
budget responsibility, having never before
found a federal program they didn't like.

Even many of the defenders of tax reduc
tion seem half-hearted. Rather than simply
returning money to people, letting them
decide how to use it, they promote supply
side engineering: proposals for specific
credits and the like. Moreover, even some
tax-cutters fear being perceived as, hor
rors!, favoring the rich. Thus, they advocate
denying any benefits to high earners.

Alas, no one in the nation's capital is
making the basic moral case: government is
taking far too much of everyone's income
and Congress should just cut overall tax
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rates. Such an approach would also help
serious tax-cutters confront their opponents'
shameless attempts at class war. The 1980s
have been attacked as the decade ofgreed, but
it appears that the 1990s will end up as the
decade of envy. People don't so much want
more money for themselves as they want to
take it away from those with more. Greed is
bad enough, eating away at a person's soul.
Envy is far worse because it destroys not only
individuals, but also communities, poisoning
relations as everyone attempts to use the state
to live off of everyone else.

Even today, the much maligned "rich"
are paying a huge proportion of their in
comes in taxes. Many people face a marginal
rate of roughly 50 percent in federal taxes
alone-income, Social Security, and Medi
care. Added to that are state and local
income taxes, real estate taxes, sales taxes,
county business fees, and a host of other
levies. By what right should transient ma
jorities and influential minorities be able to
divest people of two-thirds or more of every
extra dollar they earn?

Not just the rich are subject to such
extraordinary levies. The National Taxpay
ers Union reports that a family with an
average median income of $52,895 pays an
extraordinary $26,689 in taxes, more than
half. Is that fair?

Particularly .scandalous have been at
tempts to treat the 1981 across-the-board
income tax rate reductions as unfairly
skewed to the rich. That 25 percent cut
provided more in tax cuts to the rich because
the rich were paying so much more in taxes.
It was simple fairness to give someone who
paid, say, ten times as much in taxes more tax
relief. Given the half dozen major tax hikes
passed by Congress over the past decade, a
new round of rate cuts would be the fairest
reduction of all by offering benefits propor
tional to what people are already paying.

How to sell sizable tax cuts to a deficit
wary public? Tax reductions would help
starve government, forcing it to be more
responsible fiscally. Every tax hike in the
1980s was followed by higher, not lower,
spending, irrespective of the promises made
by successive Congresses and presidents.
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Ultimately, the only way to stop the special
interest looting that occurs daily in Wash
ington is to cut off the money.

Consider the conventional wisdom that
irresponsible tax cuts caused the massive
deficits of the 1980s. Good try, but no cigar:
federal revenues rose (in inflation-adjusted
1987 dollars) from $766.6 billion in 1981 to

.$894.7 billion in 1991, a hefty 16.7 percent
increase. Unfortunately, spending rose
more-from $867.7 billion to $1,123.2 billion
over the same period, ajump of29.4 percent
(after inflation). Every extra dollar in taxes
is an extra dollar for legislators to spend.
Taxes are unlikely ever to catch up with
outlays because politicians simply can't be
trusted with someone else's credit card.

Of course, advocates of tax cuts also need
to propose serious budget cuts, killing agen
cies and subsidies for Republican and Dem
ocratic allies alike. There's little gain in taking
nicks out ofprograms: interest groups will still
resist and the public won't care enough to
voice its support. Instead, legislators need to
take great whacks at spending, and let the
public know· that serious tax relief depends
upon voters backing those great whacks.

Finally, if people want everyone to be
better off, they should support policies to
expand the nation's economic pie rather
than steal more from those who are eco
nomically successful. Yet the sort of class
warfare represented by attempts to "soak
the rich" actually reduces employment.
Higher marginal rates discourage people
from working and investing; confiscatory
taxation reduces the availability of private
investment capital. Indeed, it is the wealthy
who provide much of the capital that busi
ness uses to employ people and expand
operations. While large, investment-based
incomes may seem scandalous to the envi
ous, they help create the jobs that employ
low- and middle-income Americans.

How to tell if last November's electoral
earthquake makes a real difference? The
simplest test next year will be whether Tax
Freedom Day and Cost of Government Day
have shifted backward. Then we will know
the truth of legislators' claims to have the
taxpayers' best interests at heart. D
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Don't Believe the Hysterical
Preservationists

by James D. Saltzman

Should it be illegal to hang shutters on
your old house without your city's per

mission? Or to add vinyl siding to your home
without first checking with a local panel of
political appointees? Or to adorn your own
land with a fence made of wood instead of a
more costly fence made of stone?

Believe it or not, approximately 2,000 city
and county governments across America
have acquired this much clout over changes
to private property by adopting historic
preservation ordinances.! These statutes al
low a local government to regulate the ap
pearance or possible demolition of a property
by declaring it a historic landmark or by
mapping it into a historic conservation dis
trict, all without the permission of the owner.

Instead, the owner cannot alter the look of
his property without the permission of his
local government. For Dennis Foley that
meant being told by the Arlington County,
Virginia, Historic Review Board in 1993 that
he could not hang wood-grain vinyl shutters
on his home. Because he lives in an histor
ically protected community, only the more
expensive kind made from genuine wood
will do.2

Even with this much say-so over changes
to private property at the local level, pres
ervationists want even more control. In
1993, the National Trust for Historic Pres-

Mr. Saltzman teaches American Literature at St.
John's School, Houston, Texas. He also volun
teers as a Policy Analyst for the Houston Prop
erty Rights Association.

ervation placed the entire state of Vermont
on the Trust's annual list of the 11 most
endangered places in America and followed
in 1994 by putting Cape Cod on the same list.
In some cases, state and federal agencies
can already direct changes to "historic"
buildings and sites.

And preservationists have no qualms
about annihilating owners' freedom of
choice when it conflicts with preservation
ists' wishes for the appearance of proper
ties. For example, a recently proposed
historical preservation ordinance for Hous
ton called for fines of up to $500 per day
for violating any article of the ordinance, a
penalty the local Preservation Alliance crit
icized as too weak to "provide an effective
deterrent"3 against unacceptable changes
to "historic" buildings. Meanwhile, the Na
tional Trust for Historic Preservation ad
vises: "The stiffness of the penalty varies
with each community depending on the
likelihood of non-compliance. ,,4

According to this thinking, local police
powers are needed to protect a "historic"
property from the whims of its owner. As
the Houston Preservation Alliance claims,
"historic landmarks are landmarks no mat
ter what an owner might think and should be
designated and protected accordingly. ,,5 In
other words, successful preservation can
not occur unless the owner of a "historic"
building or site can be forced to let others
manage changes to the appearance of his
property.
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Preservation Without Coercion
But the coercive preservationists are

wrong. Successful preservation does occur
voluntarily. In Great Britain, for example,
private and voluntary conservation societ
ies-including the National Trust and Na
tional Trust for Scotland, the Historic
Houses Association, and the Landmark
Trust-use private donations and some gov
ernment grants to acquire, restore, and
maintain over 1,800 historic properties, al
most all in the British Isles.6 Recently, the
Landmark Trust has purchased sites in Italy
and the United States.7 And the Trust gets
one third ofits annual budget from leasing its
properties for holidays or vacations.

Uncoerced preservation is also common in
America. For example, Kykuit, the Rocke
feller family estate near Tarrytown, New
York, was given over in 1992 to the (Amer
ican) National Trust for Historic Preserva
tion, so that the Trust could display the
estate's house, gardens, and art collection to
the public.8 Just last February, the Heritage
Society of Houston received the circa-1870
house of the Reverend Jack Yates, a nine
teenth-century African-American civic
leader. The Society will spend $300,000
renovating the building, turning it into a
museum.9 In 1989, the National Trust for
Historic Preservation and Successful Farm
ing magazine teamed up in a project called
"Bam Again!" to advise farmers on how
to restore old barns and gave prizes of up to
$1,000 for the best results. 10

Offering prizes can encourage preserva
tion, but even better urging comes from
market incentives. According to Time,
"Bam Again!" prizewinners "spent an av
erage of$11,000 on their projects, compared
with a $25,000-to-$35,000 cost for a new
metal building. ,,11 In general, rehabilitating
an old structure is cheaper than building a
comparable new one, especially when the
cost of tearing down the existing building
is included. 12

Thus, common sense leads investors to
restore old buildings conveniently located in
or near a downtown. A comprehensive re
view of modem economic research on his-
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toric preservation appeared in the Summer
1991 issue of the Journal of the American
Planning Association and concluded that
"gentrification rarely proceeds by central
direction, but rather, through the individual
investment decisions of hundreds of thou
sands of people.,,13 Preservation rules usu
ally arrive only after an area has achieved
fashionability and stirred investor interest.

For example, renewal preceded local dis
trict rules in the Woodland in Waverly
neighborhood of Nashville. This locale was
first developed between the 1890s and the
1930s. Mter declining through the 1950s
and 1960s, the area revived in the 1970s. 14

Local historic district controls on demoli
tions and design arrived in 1985 once a
petition was signed by 80 percent of neigh
borhood property owners. So before the
controls, Woodland in Waverly had already
become a magnet for buyers serious about
fixing up old buildings.

Restoration has also preceded regulation
in Houston, which adopted its first preser
vation ordinance in 1995. 15 Prior to that,
some of the city's oldest neighborhoods
have enjoyed a spontaneous revival since
the 1970s. Perhaps the best example is the
Houston Heights, a neighborhood of four
square miles first developed before the tum
of the century.

Formerly one of Houston's most desir
able locations, the Heights deteriorated in
the early sixties. Crime soared. Neverthe
less, a surplus of Victorian homes and
quaint bungalows, available at bargain
prices, began attracting buyers in the early
1970s who sought to settle only minutes
from downtown and from the city's other
major employment centers.

What began as a trickle ofnew investment
in the Heights soon became a deluge. Be
tween 1970 and 1980, the price per square
foot of single family homes in the Heights
increased 17.5 percent, equal to or better
than the increases in the more fashionable
Houston neighborhoods of Bellaire and
West University Place. 16 Between 1990 and
1994, average prices rose 25 percent in the
Heights while dropping slightly in Bellaire
and moving up slowly in West University. 17
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Preservationists argue that controls are
necessary to draw investors by offering
them assurance that a neighbor won't do
something distasteful with his property. But
investment has flooded the Heights even
while the area has lacked the "protection"
ofpreservation mandates. Most good homes
are restored, not torn down for gaudy re
placements, and much of the new construc
tion is architecturally compatible with the
old, all without a nudge from the heavy hand
of government.

The Real Enemy of
Preservation

In fact, when the hand ofgovernment gets
involved with old buildings, it usually
pushes them down or blocks their recovery.
For example, in his 1966 report, "The Fed
eral Bulldozer, ,,18 Martin Anderson decried
federal urban-renewal schemes of the 1950s
and 1960s for leveling tens of thousands of
sturdy inner-city homes. No doubt, this
scheme destroyed many structures that
would now be cherished as "historic" build
ings.

Today government interference in pres
ervation continues. Stringent building codes
discourage the restoration of older proper
ties. 19 In addition, zoning laws requiring
excessive parking and setbacks while re
stricting mixed uses complicate efforts to
revive older areas. 20 Transportation policies
favoring street and highway construction in
the suburbs subsidize the flight of people
and their money from inner-cities. 21 Fur
thermore, when taxes in the central city are
higher than those in surrounding jurisdic
tions, people move from the former to the
latter,22 reducing investment in older build
ings at the urban core.

And don't forget obstacles created by the
preservation rules themselves. As a 1991
federal report found:

Regulations governing the preservation
of buildings can also block rehabilitation
of older structures. A project may be
slowed while a determination is made as
to whether an old elementary school or

hotel is of historic significance. If the
building is labeled as historic, then the
planned rehabilitation is sometimes sub
ject to lengthy and costly approval pro
cesses to ensure authenticity of appear
ance. In other cases, where a building is
in a historic district or has been individ
ually designated as historic, energy
efficient enhancements such as replace
ment of windows and doors or drilling of
holes into side walls for the injection
of insulation may be blocked on the basis
of strict adherence to preservation stan
dards. 23

As one developer testified in the report, a
dispute between local and state landmark
groups over his plans to renovate three older
homes in Louisville "consumed about
$20,000 more than I originally planned, in
increased carrying costs and lost time, and
added considerably to the price of the fin
ished product. ,,24 Not surprisingly, the 1991
report in the Journal of the American Plan
ning Association offers the speculation that
prese~vation rules shift small-scale invest
ment to areas with comparable properties
not covered by the rules. 25

Correlation Is Not Causation
But coercive preservationists maintain

that their rules encourage investment. For
proof, they point to thriving conservation
districts. A favorite example is the Lower
Downtown (Lo-Do) area of Denver. 26

There, say the preservationists, restrictions
enacted in 1988 on demolitions and design in
Lo-Do .transformed the 20-block area in
little more than five years from a run-down
warehouse district into a trendy locale for
restaurants, bars, shops, small offices, and
condos. Historic rules, boast the preserva
tionists, are good for business.

But correlation should not be confused
with causation. Investment picked up after
the installation of preservation controls but
not because of them. Yes, the Lower Down
town Business Support Program attracted
more than $15 million in new investments
and 500 new jobs between 1987 and 1991.27

Yet these changes occurred, according to
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reports written in 1990 and 1992 for Den
ver's planning department, as the city was
speeding the regeneration of the area with
$114 million in street and sewer improve
ments between 1988 and 1993.28 As devel
opers know, private investment dollars tend
to flow in the direction of such large public
outlays for infrastructure.

Lo-Do's surplus of sturdy old buildings,
available for low prices just as Denver crept
out ofa local recession,29 also made the area
ripe for investment, regardless of preserva
tion controls. In fact, the 1990 report says
that the renovation of Lo-Do buildings was
25 to 30 percent cheaper than new construc
tion. 30 And a new major-league baseball
stadium just outside Lo-Do has strength
ened the area as a location for bars and
restaurants. Thus, public subsidies and mar
ket opportunities, not preservation rules,
accelerated Lo-Do's redevelopment.

Lo-Do isn't unique. Scratch a preserva
tion district "success story" and you're
likely to find public subsidies, tax breaks, or
zoning bonuses,31 with one or more of these
channeling investment toward areas favored
by the preservationists. Thus, preservation
awards may profit some targeted businesses
or apartments by giving them an unfair
advantage over their local competitors out
side the district. If preservation rules were
beneficial in themselves, tax breaks and
other public assistance would not be needed
to funnel investors into historic districts.

Property Values
Preservationists also argue that their rules

serve the public by raising the value of
designated properties. How? "Properties
with such designation tend to receive a
higher degree ofmaintenance due to pride of
ownership and thus maintain or increase in
value better than those ofcomparable actual
age without a designation of historical sig
nificance, ' ,32 explains the National Trust
for Historic Preservation.

But the facts say otherwise. The study in
the Summer 1991 issue of the Journal ofthe
American Planning Association reviewed
the impact of local historic designation on

Preservation by choice, not by edict,
in the Houston Heights.

property values around the country in the
1970s and 1980s. In the Park Slope neigh
borhood of Brooklyn, "the greatest prop
erty value increases occurred prior to des
ignation. ,,33 Meanwhile, several "blocks
in Galveston's Strand historic district . . .
experienced an annual growth rate of only
about 11 percent from 1974 to 1977, although
city values overall rose by 28 percent per
year. ,,34 In five Washington, D.C., neigh
borhoods, the rate of increase in property
values actually slowed after the imposition
of local historic controls. 35

Despite the preservationists' beliefs, as
sets do not become more valuable because
the government has gained more control
over them. A study in the May 1994 issue of
the Journal of Real Estate Finance and
Economics, explains how stringent preser
vation rules in Philadelphia weakened the
value of small apartment buildings by 24
percent relative to comparable apartments
without the rules. 36 And according to the
1992 report written for the Denver planning
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department, preservation controls on dem
olition and design in Lower Downtown
created a "cap on expectations' ,37 for finan
cial returns to investors in the district by
prohibiting high rises and new parking fa
cilities. Only the preservationists would
equate progress with scaling back the future
value of property.

Censoring Our Choices
The economic arguments for historic

preservation rules-that they foster com
munity benefits like urban renewal, local
business growth, and rising property val
ues-falsely presume that a political elite
knows better how to manage property than
do the individuals who actually own the
properties. And supplanting the aesthetic
choices of the property owner with the
edicts of the historical commission isn't just
bad economics; it's censorship. The gov
ernment has no more business imposing
aesthetic controls on our buildings than it
does on our clothes or our cars. D
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Free Banking and
Economic Development
by David Glasner

A
b~ut five years ago I published a book,
Free Banking and Monetary Reform,

that proposed a radical reform of our mon
etary system. Competing banks, I argued,
should be free to supply any monetary
instrument, including currency or bank
not.es, while the government would perform
the limited but vital function of establishing
a currency unit (e.g., the dollar) in terms of
which privately supplied monetary instru
ments could be defined. And to ensure
optimal stability of the purchasing power of
the currency unit, I proposed a mechanism
of indirect convertibility tied to a price (or,
preferably, a wage) index.

I have been disappointed but not sur
prised to detect no groundswell of popular
support either for free banking or for any of
my specific proposals. I do not believe that
this lack of enthusiasm betrays any short
comings with free banking or my proposals.
What the indifference to free banking re
flects is rather a salutary, "if it ain't broke,
don't fix it" sort ofconservatism. As long as
inflation remains low and the banking sys
tem is not collapsing, practical people will
not undertake the effort required to effect

Dr. Glasner, an economist with the Federal
Trade Commission, is the author of Free Bank
ing and Monetary Reform (Cambridge University
Press, 1989) and the editor ofThe Encyclopedia
of Business Cycles, Panics, Crises, and Depres
sions (Garland, forthcoming 1995). The views
expressed in this article do not necessarily reflect
those of the Federal Trade Commission or of
individual Commissioners.

a reform of this magnitude. The potential
benefit from such a reform is not big enough
to outweigh the perceived risk in trading the
monetary system we know for one we
don't. 1 I have therefore concluded that my
proposals for free banking are less relevant
for the United States and other developed
countries with stable monetary systems
than for less developed and former Eastern
Bloc countries now lacking the monetary
stability necessary for economic develop
ment. Without secure monetary institu
tions, these countries have far less to lose
than do advanced countries by experiment
ing with free banking. Nor, for reasons that
will become apparent, can less developed
countries simply copy the monetary sys
tems of the advanced ones. Free banking
is, therefore, ideally suited for overcoming
the systemic problems that now frustrate
the attempts of less developed countries to
achieve monetary stability.

To understand why free banking is so well
suited to the circumstances of less devel
oped and former Eastern Bloc countries, we
must first consider how money and banking
can contribute to economic development.
The role of money is familiar and obvi
ous-it is a medium of exchange. Money
facilitates exchange by allowing us to trade
without having to identify, as we do in barter
transactions, a double coincidence ofwants.
Reducing barriers to trade promotes eco
nomic progress by allowing resources to be
shifted from less to more valued uses. Such
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shifts create new opportunities and new
demands for resources, triggering an up
ward spiral of output and wealth.

It is worth observing that the capacity of
money to perform this extraordinarily valu
able social function poses something of a
puzzle. The existence of an instrument that
serves only as a medium of exchange, pro
viding no real services, seems to contradict
the usual assumption of economists that
self-interest motivates economic decisions.
Why do people accept money, which (de
spite its social utility) has no direct use for
them individually, in exchange for real com
modities or services that do have direct use
for them? The acceptability of money is
sometimes attributed to an implicit under
standing among people to act in the common
good rather than pursue selfish goals or to a
command by the sovereign imposed through
legal-tender laws. But neither recognition of
the common interest in having a medium of
exchange nor laws commanding that an
instrument be accepted as legal tender could
make people use as money an instrument
that they would not have otherwise, in their
narrow self-interest, chosen so to use.

Self-Interest and Exchange
How then does self-interest cause anyone

to accept a money that has no use except to
be exchanged for something else? Whether
it is in my self-interest to accept money in
exchange for real goods and services de
pends critically on whether I expect other
people to accept money in exchange for real
goods and services. If I expect other people
to refuse money that I offer in exchange for
their goods and .services, then my self
interest is to refuse money in exchange, too.
But if I expect other people to accept money
that I offer in exchange for their goods and
services, then my self-interest may dictate
accepting money in exchange for the goods
and services that I supply, because doing so
may allow me more easily to sell what I want
to sell and more easily to buy what I want to
buy than if I try to barter. The less confident
I am that it will retain its value, the less
willing I shall be to accept it in exchange. So

whether money is acceptable is a matter of
degree, not a simple yes or no question. 2

It is, at any rate, clear that money cannot
function well as a medium of exchange
unless people are confident that it will be
acceptable at roughly its current value in the
future. Whatever undermines people's con
fidence or trust in the future value of money
threatens its capacity to serve as a medium
of exchange. The delicate web of mutually
supporting expectations that allows a me
dium of exchange to function can easily
unravel or collapse if the trust underlying
those expectations is eroded-or betrayed.

In primitive conditions, the medium-of
exchange role of money can be performed
without the aid of banks. Money could
circulate hand-to-hand, either in the form
of precious metals, coins, or currency (con
vertible or fiat) issued by the state. How
ever, the transfer of deposits within or
between banks through checks (and now
electronically) is an exceptionally efficient
way to convey money in trade. To engage
in monetary exchange through banks, peo
ple must hold deposits with them. By hold
ing bank deposits instead of some other
form of money or wealth, people lend
banks capital which the banks then lend
to borrowers (who typically borrow to fi
nance investment, not consumption). Thus,
by providing a convenient way for the public
to hold money and execute transactions,
banks channel the savings represented by
the public's deposits to investors. As inter
mediaries between ultimate savers and ul
timate borrowers, banks increase the return
to savers from savings and reduce the cost
to borrowers of borrowing, promoting eco
nomic development within the areas they
serve.

Creating and Maintaining
Confidence

Having considered how money and bank
ing promote economic development, we can
now ask which institutions will support a
stable system of money and banking. Since
money cannot function well as a medium of
exchange unless people have confidence in
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its future value, the fundamental task of
monetary institutions is to create and main
tain that confidence. How can such confi
dence be created and maintained? The an
swer for a private supplier of money, i.e., a
competitive bank, is very different from the
answer for a state that supplies money. And
it is on that difference that I am going to rest
the case for free banking as the solution for
chronic monetary instability in less devel
oped and former Eastern Bloc countries.

Why does it matter whether money is
supplied privately or by the state? When a
private bank creates money, it does so by
issuing a special type of IOU against itself.
The IOU allows the owner of the IOU or
anyone he assigns to demand its instant
redemption in terms of a fixed amount of a
specified asset. For example, when Citibank
creates a demand deposit, it is promising to
redeem that deposit in terms of an equiva
lent amount of U.S. currency to the depos
itor or to anyone to whom the depositor
writes a check up to the amount of the
deposit. 3

A bank's contractual obligation to redeem
its IOUs on demand does not automatically
create the confidence in their future value
required for them to function as money. If
the bank is widely expected to default on its
IOUs, those IOUs, regardless of the bank's
net worth or financial soundness, will not
function as money, because IOUs that peo
ple do not expect to be honored will be
unacceptable in exchange. For a bank to
create confidence that it will continue re
deeming its IOUs, it must convince people
that it would lose more by defaulting than
it would gain. Whether people will trust
banks with a substantial net worth to honor
their contractual obligations depends in
large part on the legal consequences of
default for the bank. If the legal system
under which banks operate strictly enforces
contractual obligations and penalizes de
fault, default will appear unlikely.

One might question whether, if they were
not legally required to make their moneys
convertible into an asset whose supply or
value they could not control (e.g., currency
or gold), private banks would voluntarily

obligate themselves to redeem their IOUs
on demand in terms of such an asset. But no
private bank has ever issued irredeemable
money without a state edict declaring the
money legal tender and acceptable for dis
charging tax liabilities. Moreover, the the
oretical argument denying that a private
bank can issue irredeemable money is com
pelling. The magic a bank performs by
creating money is to impart a value to
something whose only use consists in being
valuable. The bank performs this conjurer's
trick by legally committing itself to redeem
instantly its IOUs in terms of another asset
whose value it cannot control. That credible
promise allows the bank's IOU to take on a
value identical to that of the redemption
asset. But without the promise, people,
recognizing the potential profit from issuing
valuable IOUs and redeeming them for
nothing, would never place a value on such
IODs any higher than their expected final
redemption value, namely, zero. Inconvert
ible bank IODs must be worthless.4

Inside and Outside Money
It may be helpful to distinguish here

between inside and outside money. The
money private banks supply is called inside
money because it represents a debt the bank
creates against itself. Outside money can be
a physical commodity (e.g., gold) that has
become acceptable as a medium of ex
change, or a fiat currency issued by the state
that has become acceptable as a medium of
exchange. Like gold, outside money is an
asset without being anyone's liability. Pri
vate banks cannot create outside money;
they can only create inside money which, to
make acceptable, they promise to convert
on demand into some outside money.

A sovereign may choose to issue inside
money by committing itself, like a private
bank, to convert its money on demand into
some asset whose supply and value are
beyond its control, or to issue outside
money in the form of fiat currency. Should
it do the former, its IOUs are apt to be less
acceptable than those of a private issuer for
one very powerful reason: while the default
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by a private bank on its obligation to redeem
its IOUs triggers immediate insolvency, al
lowing creditors to seize its assets, a sov
ereign is immune from such sanctions when
it defaults. Indeed, a sovereign's default,
isn't even called a default, but a devaluation.
People would therefore have much better
reason to expect a sovereign to default on
its obligations than to expect a private bank
to do so.

Should the sovereign seek to issue an
inconvertible fiat currency, it faces credibil
ity problems of a different sort. Sovereigns
have, indeed, successfully issued fiat cur
rencies in numerous instances, so fiat cur
rencies can maintain their value for long
periods of time. However, there have been
more unsuccessful than successful fiat cur
rencies. So it certainly is not the case that a
sovereign, just by declaring a fiat currency
legal tender, can ensure its acceptability in
exchange.

A sovereign wishing to issue a fiat cur
rency must overcome two problems. First,
how can it create a demand to hold the
currency it is issuing? Why should anyone
sacrifice any real goods or services just to
hold pieces of paper that have no use other
than to be exchanged for something else?
For the pieces ofpaper to be used as money,
people must want them enough to sacrifice
something else ofvalue for them. To assume
that such pieces ofpaper have value because
they are money begs the question why people
accept them as money in the first place.

Second, a positive demand to hold an
asset clearly does not ensure its acceptance
as money. As I explained above, for an asset
to be accepted as money, people must share
expectations about the stability of its future
value. So even if the sovereign can create a
demand for fiat currency, how does it create
sufficient consensus among the public about
the currency's future value for people to use
it as money?

Creating Demand
for Fiat Money

Let us consider first how the State can
make its currency more valuable than the

paper it's written on. A legal-tender law that
requires fiat currency to be accepted in the
discharge of debts doesn't, by itself, impart
any value to the fiat currency. It simply
provides a way for some people to discharge
debts that they previously incurred but does
not compel anyone to accept legal tender in
exchange for real goods and services. So
why would anyone prospectively supply
something of value in exchange for fiat
currency? If what the State declares legal
tender is not acceptable, people can avoid
accepting debt instruments that could be
discharged by the proffer of legal tender.

A more powerful way to create a demand
to hold fiat money is for the sovereign to
require its currency to be used in discharg
ing tax liabilities. If the public owes the
sovereign enough at certain times ofthe year
(e.g., April 15), then the demand to hold
currency may be sufficient (even during
periods of zero or negative net tax liability)
to give the currency positive value through
out the year.

But though feasible, such a strategy may
still be impractical, which raises our second
problem. Even if government tax certifi
cates have a positive value, what would
create a sufficient consensus about the ex
pected future value of these tax certificates
for them to serve as money? Without such
consensus, a positive value will not enable
them to serve as money. Indeed, there are
few if any historical instances in which a fiat
currency was successfully introduced with
out its first having been made convertible
into another money. Thus, although requir
ing taxes to be paid using a fiat currency
seems to be necessary to prop up its value
after convertibility has been suspended,
acceptability as payment for taxes may not
suffice to enable a sovereign to create a new
fiat currency.5

To sum up: A private issuer of inside
money has more credibility than a sovereign
issuer of inside money, because people
generally understand that a sovereign has
less to lose than a private bank by reneging
on a convertibility commitment. A default
ing bank forfeits its assets to its creditors
while a devaluing sovereign forfeits only its
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reputation. On the other hand, a private
bank cannot issue outside money, while a
sovereign can. But a sovereign's capacity to
issue a fiat currency without first making it
convertible into some other money or asset
may be quite limited. Even if requiring its
currency to be used in paying taxes gives the
currency a positive value, the currency may
still not be an acceptable money. Unless the
currency, upon introduction, is made con
vertible into an accepted medium of ex
change, the consensus about its future value
required for a fiat currency to serve as
money may be lacking.

My argument thus far has two basic im
plications for less developed and former
Eastern Bloc countries. First, such coun
tries cannot create stable monetary systems
based on inconvertible fiat currencies, be
cause their political regimes lack the credi
bility to impose stable monetary institutions
by fiat. Lacking a widely accepted money
about whose future value expectations are
secure, such regimes cannot create an ac
ceptable money out of thin air, because they
cannot impose a consensus about the future
value of a fiat currency.

Creating a new fiat currency inevitably
creates a hyperinflationary environment,
because with no public confidence in the
future value of the currency, the public will
be willing to hold very little of it. This does
not mean that the demand for money of any
kind is small. The demand for a stable
money in which people had confidence
would be much greater than the demand for
a new fiat money. An attempt to force more
than this small amount into circulation, say,
to finance the government deficit, causes
rapid inflation. And the inevitable attempt to
overreach the limits of that revenue source
by printing even more money triggers a
vicious inflationary cycle that causes a com
plete monetary breakdown.

All Moneys Are Not Equal
Conventional monetary models make two

unwarranted assumptions that lead to disas
trously misguided policies for developing
countries. First, they assume that all money

is alike, so that there is a given demand for
money, which any instrument so designated
can satisfy. Second, they assume that total
output is independent of the amount of
money. But not all moneys are equal and an
inferior money in which people have no
confidence cannot perform the services that
a superior money could. Moreover, money
serves as working capital for households
and businesses adding to their productivity,
while monetary stability provides a kind of
intangible infrastructural capital that adds to
the productivity of all economic agents in
dependent ofthe amount ofmoney they hold
individually. Policies aimed at achieving
monetary stability in developing countries
by restricting the quantity of the available
fiat money treat a minor symptom but ignore
the fundamental problem, which is that
distrust of the available money makes it
useless and deprives the economy of des
perately needed monetary services.

Thus, the second implication is that in
such circumstances the only feasible way to
create a consensus about the future value of
a currency is to make it convertible into
another money, e.g., the dollar, about
whose future value expectations are secure.
But governmental commitments to establish
and maintain convertibility, as the recent
Mexican fiasco has shown yet again, are
obviously not credible, because a sovereign
that defaults on such a commitment faces no
effective sanction. Devaluations are a dime
a dozen.

Nevertheless, given sufficient reserves,
and given some institutional constraints on
money creation and on government borrow
ing, governments can maintain a fixed ex
change rate for a period of time. With
sufficient resolve, they may do so indefi
nitely. However, such pegs are extremely
fragile. Once an economic or political shock
occurs, the expectation of a future devalu
ation becomes almost irresistible even for a
developed country.

One way a government could increase
confidence in its commitment to maintain
convertibility is to create a currency board
whose sole function would be to issue do
mestic currency in exchange for an equiva-
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lent amount of some foreign currency in
terms ofwhich the domestic currency would
be defined. Such a system, if maintained,
converts the domestic currency into a de
nomination of the foreign currency in terms
of which it is defined. However, even a
currency board cannot prevent a govern
ment from devaluing if that is what the
government decides to do.

It is now clear why free banking is so well
suited for less-developed and former East
ern Bloc countries. By making the commit
ment to maintain convertibility one which
holders of money can enforce through legal
means against private banks instead of one
that can be abrogated by the sovereign at
will, free banking avoids the barrier that
sovereign irresponsibility places in the way
of creating monetary confidence.6

Under free banking, private banks would
be allowed to issue currency (banknotes)
and create deposits denominated in units of
their own choosing. Thus, if the public
wished to use dollars, free banks would be
willing to. create money denominated in
dollars. However, since there would be legal
problems in issuing banknotes denominated
in dollars, free banks would instead define
new denominations (say, the crown) in
terms of dollars (one crown equals one
dollar), so that prices could be quoted in
terchangeably in either dollars or crowns.
Because it would allow private banks to
supply the hand-to-hand currency needs of
the public, free banking would be preferable
to simple dollarization which would require
a country to import the dollars required for
hand-to-hand circulation by means of a
costly export surplus.

By setting an appropriate tax rate on bank
profits, governments would, in the end, de-

rive more tax revenue from the profits of the
competitive banks than they could have by
issuing fiat currencies and seeking to exploit
their monopolistic control over those cur
rencies. But even this gain would be
dwarfed by the general increase in tax rev
enue that would result from an economic
boom triggered by the provision of sound
and stable money by a system of free com
petitive banking. 0

1. Yet, as I pointed out in my book, continuing financial
innovation and technological progress toward a cashless econ
omy will, like it or not, gradually lead us over the long term at
least part of the way toward free banking even with no
deliberate redesign of our basic monetary institutions. The
same point has been emphasized by Sir Samuel Britten in two
recent columns in the Financial Times, June 9, 1994 and June
16, 1994.

2. A money can survive even if there is some expected
depreciation in its value, but the more depreciation is expected
the less useful and the' less acceptable money becomes.
Because of the positive feedback effects between your will
ingness to accept money and my willingness to accept money
(now referred to as a network externality), monetary collapse
can come very suddenly in response to a seemingly small
change in expected depreciation.

3. The legal restrictions requiring U.S. banks to hold
reserves ofcurrency or otherwise restricting their behavior are,
for purposes of this discussion, irrelevant. What matters is that
in creating deposits, banks are offering an IOU that they are
contractually obligated to redeem in terms of an asset (U.S.
currency) whose supply or value they cannot control. If banks
were legally allowed, as they once were and as they would be
under free banking, to create banknotes circulating from hand
to hand as currency, the legal status of banknotes could be
similarly characterized, except that the bank's obligation to
redeem would be to the bearer of the banknote not to the
original holder of the deposit.

4. I have explained this point more fully in my article, "The
Real Bills Doctrine in the Light of the Law of Reftux," History
of Political Economy, Winter 1992, pp. 885-86.

5. On the role of prior convertibility in establishing a fiat
currency, see G. Selgin, "On Ensuring the Acceptability of a
New Fiat Money," Journal of Money, Credit and Banking,
November 1994, pp. 808-26.

6. The government might still profit from devaluation by
reducing the real value of debt denominated in terms of the
domestic currency, but it is not clear that the government so
circumstanced would have anything to gain by denominating
debt in terms of its domestic currency rather than the foreign
standard currency since denominating in terms of the foreign
standard currency would enable it to borrow at a reduced
interest rate.



THEFREEMAN
IDEAS ON LIBERTY

Thomas Jefferson's
Sophisticated, Radical
Vision of Liberty

by Jim Powell

W hen Virginians reflect on the Ameri
can Revolution, they often like to

describe George Washington as its sword,
Patrick Henry as its tongue, and Thomas
Jefferson as its pen.

Jefferson expressed a sophisticated, rad
ical vision of liberty with awesome grace
and eloquence. He affirmed that all people
are entitled to liberty, regardless what laws
might say. If laws don't protect liberty, he
declared, then the laws are illegitimate, and
people may rebel. While Jefferson didn't
originate this idea, he put it in a way that set
afire the imagination of people around the
world. Moreover, he developed a doctrine
for strictly limiting the power of govern
ment, the most dangerous threat to liberty
everywhere.

Jefferson was among the most learned
men of his time. He understood historic
struggles for liberty. He drew on his prac
tical experience serving as a representative
in the Virginia House of Burgesses, the
Virginia Convention, Continental Congress
and Confederation Congress, and as Gov
ernor of Virginia, Minister to France, Sec-

Mr. Powell is editor ofLaissez-Faire Books and
Senior Fellow at the Cato Institute. He has
writtenforThe New York Times, The Wall Street
Journal, Barron's, American Heritage, and more
than three dozen other publications.

retary ofState, Vice President and President
of the United States.

With his gifted pen and meticulous script,
Jefferson drafted more reports, resolutions,
legislation, and related official documents
than any other Founding Father. Above all,
Jefferson wrote letters, probably more than
his illustrious contemporaries, and a larger
number of these letters survive-some
18,000. He corresponded with many leading
lights of liberty, including Thomas Paine,
John Adams, Benjamin Franklin, Patrick
Henry, Marquis de Lafayette, James Mad
ison, George Mason, Jean-Baptiste Say,
Madame de Stael, and George Washington.

He had a reserved manner, even with his
children, but he was a steadfast friend. His
friendship with James Madison endured for
a half-century. Jefferson's tact enabled him
to maintain relationships with prickly-pear
patriots like Thomas Paine and John Adams.
In an affectionate letter, Adams commended
him for' 'friendly warmth that is natural and
habitual to you."

Jefferson was an instantly recognizable
Founding Father. He stood about six feet
two inches tall, was thin, had reddish hair,
hazel eyes, and a freckled complexion. As a
young man, he was a snappy dresser, but in
later years he neglected his appearance. His
hair turned gray and flopped around his

467
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head. When President, he reportedly
greeted morning visitors in worn slippers
and a worn coat.

Jefferson's intellectual legacy has been
hotly contested. For four decades after he
left the White House, his ideas dominated
U.S. government policy, and he was re
vered as the "Sage ofMonticello. "Then the
Civil War changed everything. Some
620,000 people died amidst that struggle to
preserve the Union, turning public opinion
against Jefferson who had defended the right
of secession and independence. He fell even
further out of favor during the "Progressive
Era" when reformers imagined that every
problem could be fixed by giving the federal
government more power. President Theo
dore Roosevelt scorned Jefferson as a
"scholarly, timid, and shifting doctrinaire."
Hamilton, apostle of government power,
became the most revered Founder.

The bicentennial of Jefferson's birth,
1943, prompted many Americans to think
about his life, and his reputation experi
enced a comeback. It was marked by con
struction of the Jefferson Memorial in Wash
ington, D.C., emblazoned with his stirring
oath: "I have sworn upon the altar of God
eternal hostility against every form of tyr
anny over the mind of man." As historian
Merrill D. Peterson explained the come
back: "The man glorified in the monument
had transcended politics to become the hero
of civilization. He had come to stand for
ideals of beauty, science, learning, and con
duct, for a way of life enriched by the
heritage of the ages yet distinctly American
in outline. The range of his appeal, if not its
intensity, increased with the disclosure of
his varied and ubiquitous genius."

Since about 1960, Jefferson has again
come under attack. Constitutional historian.
Leonard Levy, for instance, cited episodes
when Jefferson suppressed civil liberties,
especially during his terms as Virginia Gov
ernor and U.S. President. Historian J.G.A.
Pocock portrayed Jefferson as a backward
looking country aristocrat who feared cities
and commerce, out of touch with the mod
ern world. Historian Bernard Bailyn called
Jefferson an unthinking "stereotype."

Some historians revived Federalist charges
that Jefferson fathered children with his
attractive young slave Sally Hemings. And
of course, many historians expressed dis
gust that Jefferson owned slaves, bred
slaves, gave away slaves as wedding pre
sents and never liberated any slaves-he
reportedly owned 180 slaves when he wrote
the Declaration of Independence and had
260 slaves when he died. Historian Page
Smith claimed that because Jefferson didn't
always live up to his expressed ideals, he
was a fraud, and his ideals were no good.

Though Jefferson had personal fail
ings-in the case of slavery, a monstrous
one-they don't invalidate the philosophy
of liberty he championed, any more than
Einstein's personal failings are evidence
against his theory of relativity. Moreover,
everyone of Jefferson's adversaries, past
and present, had personal failings, which
means that if ideas are to be dismissed
because of an author's failings, Jefferson
and his adversaries would cancel each other
out. When historians finish dumping on
Jefferson, they still won't have cleared the
way for Karl Marx or whomever they ad
mire. Jefferson's accomplishments and phi
losophy of liberty must be recognized for
their monumental importance.

Early Life
Thomas Jefferson was born April 13,

1743, at a plantation named Shadwell, along
the Rivanna River. He was the third child of
Peter Jefferson, who seems to have been a
self-educated, enterprising man-surveyor,
plantation operator, judge, and representa
tive in the Virginia House of Burgesses. His
mother, Jane Randolph, brought aristocratic
blood from a prosperous Virginia family.
While Thomas expressed admiration for his
father, he hardly ever talked about his mother.

Jefferson was tutored by Anglican minis
ters in Latin, Greek, science, and natural
history. For two years, he attended William
and Mary, America's second-oldest college
(after Harvard), located in Williamsburg.
Then he began studying English common
law and opened a successful law practice.
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Jefferson loved books. Among the titles
that would influence his understanding
of liberty: John Locke's Two Treatises on
Government, Adam Ferguson's An Essay
on the History ofCivil Society, and Baron de
Montesquieu's complete works. His library
would eventually exceed 6,000 volumes.

Jefferson was in the thick of things polit
ically because Williamsburg was the capital
of Virginia, the largest and richest colony.
His political career began in December 1768
when he was elected to the Virginia House
of Burgesses. The hot issue was Britain's
persistent effort to defray its war debts by
taxing colonists.. Jefferson helped form a
committee ofcorrespondence for coordinat
ing tax resistance.

In 1774, Jefferson wrote his first published
work, a 23-page pamphlet called A Sum
mary View ofthe Rights ofBritish America.
It was a legal brief which boldly declared
that Parliament didn't have the right to rule
the colonies. The work established Jefferson
as a man who had a way with words.

By March 1775, Jefferson was named a
delegate to the Second Continental Con
gress in Philadelphia. He met people he had
heard much about, especially John Adams,
Samuel Adams, and Benjamin Franklin.
After meeting the Virginian, John Adams
remarked: "Writings of his were handed
about, remarkable for their peculiar felicity
of expression. . .. [Jefferson] was so
prompt, frank, explicit and decisive upon
committees and in conversation . . . that he
soon seized upon my heart."

On June 7, 1776, Richard Henry Lee
urged the Continental Congress to adopt
his resolution for independence. Debate
was scheduled for July 1st, while Jefferson,
Franklin, John Adams, Roger Sherman, and
Robert R. Livingston were assigned to pre
pare a statement announcing and justifying
independence.

Thirty-three-year-old Jefferson drafted
the Declaration of Independence on the
second floor of a Philadelphia home belong
ing to bricklayer Jacob Graff, where he
rented several rooms. They were at Market
and Seventh streets. Jefferson wrote in
an armchair pulled up to a dining table. He

Thomas Jefferson
(1743-1826)

probably scratched away with a goose quill
pen, a writing implement which is quite
difficult to use. By habit, he did most of his
writing between about 6:00 PM and mid
night. The Declaration took him 17 days.

Like A Summary View of the Rights of
British America, the Declaration was mostly
a legal brief listing a succession of com
plaints against England-revolution wasn't
to be undertaken lightly. In the Declaration,
however, Jefferson directed his case against
George III rather than Parliament, and he
provided more of a philosophical justifica
tion for the Revolution.

With just 111 words, he expressed ideas
which would inspire people everywhere:
"We hold these truths to be self-evident:
that all men are created equal; that they are
endowed by their Creator with certain in
alienable rights; that among these are life,
liberty and the pursuit of happiness; that to
secure these rights, governments are insti
tuted among men, deriving their just powers
from the consent of the governed; that
whenever any form ofgovernment becomes
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destructive ofthese ends, it is the right ofthe
people to alter or abolish it, and to institute
new government, laying its foundation on
such principles, and organizing its powers in
such form, as to them shall seem most likely
to effect their safety and happiness."

This was radical stuff. It was radical for
Jefferson's day, as subsequent struggles
with Federalists made clear. It was too
radical for Abraham Lincoln who forcibly
resisted the secession of Southern states.
Today, it remains a radical creed, since few
Americans talk much about the right of
armed rebellion against government.

As Jefferson later explained his aims: "to
place before mankind the common sense of
the subject, in terms so plain and firm as to
command their assent, and to justify our
selves in the independent stand we are
compelled to take. Neither aiming at origi
nality of principle or sentiment, nor yet
copied from any particular and previous
writing, it was intended to be an expression
of the American mind, and to give to that
expression the proper tone and spirit called
for by the occasion."

All colonial delegates except those from
New York, who initially abstained, voted
for Lee's independence resolution on July
2nd. Then came a three-day debate on
Jefferson's draft of the Declaration. Con
gress voted to cut about a quarter of the text
and insisted on many minor changes. De
ferring to delegates from Georgia and South
Carolina, and perhaps delegates from some
Northern colonies that had engaged in
the slave trade, Congress cut Jefferson's
extended attack on George III for not out
lawing the slave trade.

Congress approved the Declaration of
Independence on July 4th. On July 19th, 56
men officially signed what was to become
the most important document in American
history.

Jefferson served as Revolutionary War
Governor of Virginia, raising money and
cobbling together defenses against the Brit
ish. Moreover, thanks to his efforts, Virginia
became the first state to achieve -complete
separation of church and state.

Amidst these public crises, Jefferson en-

dured shocks at home. He and his wife
Martha had three children die in infancy. On
September 6, 1782, Martha died at 33
complications from childbirth. They had
been married 10 years. Deeply depressed,
he stayed in his room for three weeks. Then,
for several more weeks, he spent nearly
every day alone, riding his horse through the
woods around Monticello. It was fellow
Virginian James Madison who coaxed Jef
ferson back into public life.

Jefferson went on to do much more for
liberty during his phenomenal career. He
represented American interests in Paris
while the Constitutional Convention con
ducted its epic debates, but through corre
spondence he helped convince James Mad
ison, architect of the Constitution, to
support adoption of a bill of rights. As
Secretary of State in George Washington's
cabinet, Jefferson was horrified at Alex
ander Hamilton's scheming to subvert the
Constitution, and expand federal power.
This convinced Jefferson that he must seek
the Presidency. He won in 1800, cut taxes,
cut spending, and paid off a third of the
national debt. When Spain blocked access
to the Mississippi and ceded it to Napoleon,
then conquering Europe, Jefferson moved
to purchase the Louisiana territory, even
though he couldn't defend the policy on
constitutional grounds. Unfortunately, his
presidency closed on a sour note-frus
trated by British seizures of American sail
ors and goods, he declared a trade embargo
that backfired.

After his second term, Jefferson retired to
Monticello, his beloved mountaintop man
sion near Charlottesville, Virginia. Here he
planned the University of Virginia, played
with his 13 grandchildren, struggled with his
money-losing properties, and wrote many
luminous letters.

Jefferson explained his exhilarating vision
of liberty, perhaps his most precious legacy
to the world. He insisted that liberty is
impossible without secure private property:
"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
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without violating the similiar rights of other
sensible beings...."

How gracefully he rejected envious ap
peals to seize wealth: "To take from one,
because it is thought his own industry and
that of his fathers had acquired too much in
order to spare to others who, or whose
fathers have not exercised equal industry
and skill, is to violate arbitrarily the princi
ple of association, the guarantee to every
one a free exercise of his industry and the
fruits acquired by it."

Jefferson urged Americans to pursue
peace through free trade. "It should be our
endeavor," he wrote, "to cultivate the
peace and friendship of every nation . . .
Our interest will be to throw open the doors
of commerce, and to knock off all its shack
les...."

Personally, the most heartening experi
ence of Jefferson's last years was the rec
onciliation with John Adams. It was the idea
of Benjamin Rush, a Philadelphia physician
and fellow signer of the Declaration of
Independence. In January 1811, Dr. Rush
wrote Jefferson, reminiscing about Revolu
tionary days and Adams' contributions. Al
though Jefferson and Adams became bitter
rivals for the presidency, Adams had later
defended Jefferson against attacks from fa
natical Federalists. Jefferson, almost 69,
told Dr. Rush that while he was wary of the
suspicious and envious Adams, then 76, he
recognized what Adams had done for Amer
ican liberty. Not long afterwards, a couple

ofJefferson's Virginia friends visited Adams
and heard him declare: "I always loved
Jefferson and still love him." Word got back
to Jefferson who was thrilled.

Adams ended up writing the first letter on
January 1, 1812, and Jefferson replied: "I
now salute you with unchanged affections
and respect." Soon correspondence was
flowing between Quincy and Monticello.
The two men talked about their health,
books, history, and current affairs. They
touched on past political disagreements,
Adams' persistent pessimism and Jeffer
son's enduring optimism. Above all, they
talked about the American Revolution
which both men were immensely proud of.
"Crippled wrists and fingers make writing
slow and laborious," Jefferson confided
in October 1823. "But, while writing to you,
I lose the sense of these things, in the
recollection of ancient times, when youth
and health made happiness out of every
thing. "

Before Jefferson slipped into a coma on
July 3, 1826, he asked: "Is it the Fourth?"
He died on the Fourth, about 12:20 PM, a
half-century after the glorious Declaration.
Meanwhile, in Quincy, Massachusetts,
some 500 miles away, John Adams was
fading, too. Around noon on the Fourth,
some six hours before he died, he managed
a few words: ' 'Thomas Jefferson survives. "
Indeed he does, in the hearts and minds
of millions everywhere who cherish
liberty. D
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Forrest Gump:
A Subversive
Movie

by Aeon J. Skoble

A Hollywood movie is like a box of
chocolates: it tastes good, but it's

really bad for you. Of course, it isn't bad to
eat a small amount of chocolates; likewise,
not all Hollywood movies are bad for you.
But after seeing Forrest Gump, the charm
ing aphorism that was central to the film
(' 'My momma says that life is like a box of
chocolates' ') metamorphosed in my mind
in this fashion. I caught myself enjoying
the film while realizing that I was enjoying
something unhealthy. As time passes since
the film's release, it not only grows in
popularity, but the associated merchandis
ing increases. One can buy collections of
Gump sayings, tins of "BubbaGump
Shrimp," Gump t-shirts, and so on. As the
film's appeal grows, so does the need to
examine its message. The movie won six
Academy Awards (including Best Picture and
Best Actor for Tom Hanks)-so the film is
clearly an influential social and cultural item.

Before criticizing the film's vices, I first
praise its virtues. It is very well executed.
The by-now-well-known special effects that
make Tom Hanks appear in old newsreel
footage and play championship ping-pong,
and that make Gary Sinise's legs disappear,

Dr. Skoble teaches philosophy at the University
of Central Arkansas.

are outstanding. Hanks adds another finely
crafted petformance to his resume. The
film's narrative structure is tight, and strikes
the right balance between serious drama and
light comedy. Indeed it is truly an excellent
film, in the sense that it tells a story well and
conveys a message. But the values por
trayed, like a box of chocolates, are too
sweet and not entirely healthy.

This film is subversive. It doesn't subvert
the Constitution of the United States, but
rather it is subversive of the human spirit.
This claim will come as a spoilsport voice
in-the-wilderness to the many who are trum
peting the film as a triumph of the human
spirit. Forrest Gump is unambiguously anti
intellectual, and subversive in its power to
make one enjoy it anyway.

The naive innocent who prospers in a
wicked world is an old standard, and a very
seductive device. Even Wagner, after an
nouncing the coming ofthe superman, found
refuge in this archetype in Parsifal. Here
Hanks portrays a man with an I.Q. of75 who
becomes a national hero and a millionaire
through... what? The purity of his spirit
and the grace ofGod, or something like that.
The message is that intelligence, indeed
ability generally, are unimportant.Provi
dence will watch out for those without gifts,
therefore everyone is gifted. Some of
Gump's achievements are due to his being
a nice guy. He wins the Medal of Honor for
rescuing his company because he is unwill
ing to abandon his friend. But he becomes a
great runner by divine fiat. His shrimp boat
survives a hurricane. He becomes a cham
pion ping-pong player simply by not taking
his eye off the ball. It's not quite like Being
There, to which this film is frequently com
pared. The character Chance in Being There
receives his fortunes through the misinter
pretations of his idiocy by a sick society,
hence the satire. Gump is satire-free. But
the film makes us ask, what's the point of
having talents if talent is unimportant?

The film not only portrays talent as un
important, but literally as an impediment to
the good life. Consider the intelligent and
intellectually curious Jenny. She is an inde
pendent thinker who questions authority
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and social standards, and who is experimen
tal and adventuresome. Jenny is punished
with a series of abusive relationships; she
finally dies of AIDS. I've rarely seen a
characterization so hostile to inquiry. It is
revealed that the roots of her eagerness to
question authority and think independently
are having a dysfunctional family. So an evil
force drives her to independence of thought,
and the results of the consequent life are
drugs, abusive boyfriends, and AIDS.

The contrast with Gump is clear enough.
His mother loves him. He always does as
he's told, and prospers as a result. In re
sponse to the command, "just run," he is
able to score touchdowns. This trait also
makes him a natural for military service. To
be sure that we do not interpret all this as
anti-Christian, Jenny, despite her sins, is
forgiven and rewarded in the afterlife in the
form of a perfect child conceived with For
rest. When Lieutenant Dan loses his legs, he
rails against God, but when he makes his
peace with God, he walks again.

Gump's mother, played well by Sally
Field, keeps admonishing him that he's no
different from everyone else. The film insis
tently advances the idea that there is "noth
ing wrong with being stupid." Honestly,
could there be a more dangerous message to
promulgate? It should go without saying that
people should not be cruel to those with less
ability, and we may indeed wish to care for
those incapable of taking care of them
selves. But is there really nothing wrong
with being less able, less smart? This is not
about self-esteem for the disabled, it is
actually about radical leveling, a devaluation
of ability. How is Gump no different from
anyone else? This claim seems innocent
enough, and might follow from the· idea that
those ofless ability are still humans deserving
respect and dignity. But of course he is
different-he is a great runner, a football star,
a war hero, a millionaire. Most ofus are none
of those things. And he has a 75 I.Q., which
most of don't have either. So he is different
from most people. By downplaying that, the
critique of ability is made more subtle.

There's no secret to excelling, the film
tells us,just do what you're supposed to do.
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In real life, people must earn their achieve
ments. Of course, some steal and some in
herit, but in general, people have to achieve
through their efforts. At any rate, that would
be a better lesson to teach, I submit, than that
ifyoujust blunder about, God or fate will take
care of everything. No ability is necessary to
make a fortune in the shrimp business-just
make sure that your shrimp boat is the only
one left intact after a hurricane. No ability is
necessary to be a football hero-just run until
they tell you to stop running.

Of course, all these bits in the film are
funny and charming. I laughed and smiled on
cue with everyone else. Hanks is always
likable, and Gump especially so, being the
sweet innocent that he is. But I am disturbed
that a film could attain such popularity and
appeal by advancing the view that ability is
not an important component of business suc
cess and that critical thinking is not essential
to achieve prosperity. Despite Gump being a
successful businessman, the film thereby con
veys a tacit anti-commerce message.

The anti-commerce message derives from
the more general anti-ability theme. If intel
ligence and analytic ability are not portrayed
in the most popular film of the year as
important components of the good life, an
intellectually lazy generation will tacitly
take this as support for their disengaged
condition. The majority ofteens cannot locate
the Pacific Ocean on a world map, or the Civil
War by half-century. The fastest growing
trend in criminal defense is diminished re
sponsibility. Books are out, MTV is in. Crit
ical reasoning is on the decline not only as a
skill but as a desideratum. And now comes
Forrest Gump to reinforce the idea that we are
not responsible for our destinies, that intelli
gence is not important, that independent
thought will be punished. That's dangerous.

Forrest Gump is not a bad film, but it is
subversive. The film is subversive because
it is so well made and enjoyable. I enjoyed
it even as I was aware of the unhealthiness
of its message. If anyone tells me that it was
a good film, or that he or she enjoyed it, I
won't disagree. Butif anyone tells me that
it was profound or that it changed his life, I
shall weep. D



Economics on Trial

Sorry, Charley, But
That's Not Capitalism!

by Mark Skousen

"All economic transactions involve a win
lose proposition.. Every gain involves a
loss. "

-Charley Reese, Orlando Sentinel
May 22,1994

L ord Acton once said, "There is no error
so monstrous that it fails to find defend

ers among the ablest men." That was my
reaction to a series of articles recently
written by national columnist Charley
Reese. Over the years, Reese has made a
reputation as a strong defender of individual
rights against a growing Leviathan, the fed
eral government. So it was all the more
perplexing when I read some of his claims
about free-market capitalism:

"Two people can't eat the same bean.
That's the essence of economics."

"All economic transactions involve a
win-lose proposition."

"The historically visible trend [in capital
ist societies] is always for the rich to get
richer and the poor to get poorer."

"Only the youngest, the strongest can put
stock in pure capitalism."

Statements like these were demolished
years ago in Leonard Read's classic little
book, Cliches of Socialism, which was re
cently updated by Mark Spangler under the

Dr. Skousen is an economist at Rollins College,
Winter Park, Florida 32798, and editor ofFore
casts & Strategies, one ofthe largest investment
newsletters in the country. For more information
about his newsletter and books, contact Phillips
Publishing Inc. at (800) 777-5005.

new tide, Cliches ofPolitics (Foundation for
Economic Education, 1994). Unfortunately,
some cliches die slowly.

Let me respond to each one of these
commonly held criticisms of the free market.

Voluntary Exchange
Is Win-Win

First, is the free market similar to a
sporting event, where one team wins and the
other loses? Not at all. In every voluntary
transaction, both the buyer and seller gain.
Here's a simple proof: Suppose I sell an
apple to a student for $1. The student buys
the apple because he would rather have the
apple than the dollar bill. Thus, by purchas
ing the apple, he improves his situation. On
the other hand, I sell the apple because I'd
rather have the dollar bill than the apple. I
too am better off.

In Das Capital, Karl Marx popularized
the view that all exchanges under free
enterprise capitalism involved an equality of
values and therefore one person's gain must
be another person's loss. But now we see
that just the opposite is true: All transac
tions in a voluntary exchange involve an
inequality of values. In fact, without an
inequality of values, no voluntary exchange
would ever occur.

Because of an inequality of values, both
the buyer and seller gain in every transac
tion. The only exception to this law is when
fraud or deception is involved. When that
happens, one party gains at the other's
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expense. But in a voluntary exchange,
where full and honest information is re
vealed, everyone benefits.

The Essence of Capitalism
Reese says that the essence of capitalism

is contained in the statement, "Two people
can't eat the same bean." Not so fast,
Charley. Afree market is notjust an "either
or" proposition. Capitalism is also a highly
cooperative system. If there are two people
and only one bean, the free market provides
a better alternative: plant the bean and
harvest enough beans to feed both people!
That's the true essence of capitalism.

Granted, natural resources are limited.
But the beauty of free enterprise is its abil
ity to multiply these resources into goods
and services that people can use to increase
their standard of living. What really mat
ters is not so much the amount of resources
in their natural state but the supply of
economically useable natural resources,
which are limited only to the extent of our
know-how and physical ability to transform
these inputs into useable wealth. In that
sense, there is virtually no limit to further
advances in our standard of living. In real
ity, nature isn't scarce, only the productive
capacity of labor to change nature into real
wealth is.

Capitalism Can Improve
Everyone's Standard of Living

Finally, Charley Reese is wrong in sug
gesting that capitalism breeds inequality,
that the rich get richer and the poor get
poorer. Under the free market, the rich get
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richer and the poor get richer too. Histori
cally, citizens of capitalistic nations have
enjoyed higher real wages and steady ad
vances in the quantity, quality and variety of
goods and services. Only government, the
politics of coercion, causes a decline in the
standard of living.

Moreover, the free market does not only
benefit the young and the strong, as Charley
Reese suggests, but the weak, the poor, and
the discriminated. Contrary to popular be
lief, capitalism is not a dog-eat-dog jungle
where only the fittest surNive. As the clas
sical economist David Ricardo demon
strated, the market is characterized by com
parative advantage, not just absolute
advantage in the division of labor. There
fore, opportunities abound for people of all
abilities, talents, religions and races. The
less fortunate may not earn a high wage, but
they can and do benefit from the blessings of
a technologically advanced capitalistic so
ciety. Today practically everyone, rich and
poor, enjoys the benefits ofelectrical power,
the telephone, the automobile, television
and radio, books and newspapers, and a
myriad other goods and services. Such ev
eryday products were available only to the
wealthy less than a century ago.

A free society is by no means peIfect.
People make mistakes, employers some
times take advantage ofworkers , sometimes
workers shortchange their employers, and
salesmen may deceive the public. But the
strength of the market is that bad business,
deceptive practices, and shoddy merchan
dise are constantly being overwhelmed by
good business, accurate information, and
quality products. On net balance, there is no
substitute for the free-enterprise system. D
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BOOKS
Cliches of Politics

edited by Mark Spangler
The Foundation for Economic Education.
1994 • 314 pages. $15.95 paperback

Reviewed by Robert Batemarco

T here's much truth in the old saying that
it's not so much what people don't know

that hurts them, as what they know that just
isn't so. Indeed, when things we know that
aren't so are used to shape public policy, it
hurts not only those who harbor the misin
formation, but virtually everyone falling
under the jurisdiction of such misguided
policy. The Foundation for Economic Ed
ucation counters such superficially plausible
but fundamentally wrong-headed ideas in
Cliches of Politics. Edited by Mark Span
gler, it lists and refutes 83 economic fallacies
which have proven to be leech-like both in
their tenacious hold on the public mind and
their proclivity to drain the life-blood of our
economic prosperity. While most of the 83
appear here for the first time, 27 "classic
cliches" originally appeared in FEE's 1970
volume Cliches of Socialism.

Just how much of a stronghold these
nuggets of misinformation have attained
was evident in President Clinton's 1995
State of the Union Address, which included
either explicitly or implicitly no fewer than
six of the cliches debunked in these pages.
Had the President read, understood, and
taken to heart Tibor Machan's expose of
national service as, "a ploy, once again, to
extract unpaid work from unsuspecting and
gullible folks, another type of involuntary
servitude," which is at best, "a wasteful
way to give direction to human works" (p.
289), he would not continue to regard it as
the accomplishment of which he is most
proud. Had he not swallowed hook, line,
and sinker the cliche that, "the government
must set standards for living and working
conditions," he would not have proposed a

boost in the employment-killing minimum
wage. Only someone enamored of the shop
worn assertion that, "government should
guarantee freedom from want," could con
tend that ceasing to subsidize out-of-wed
lock births is somehow punishing people,
"just because they happen to be poor. " Paul
Poirot's critique of that cliche in these pages
is shaped by the insight that subsidizing
failure breeds even more failure.

Characteristic of the FEE approach to
economic issues is its willingness to go
beyond mere cost-benefit considerations to
focus as well on the morality of the actions
imposed. Entry after entry in this book
serves as evidence of this. Thus, Cecil
Bohannon's refutation of the cliche that
"food is a right" rests not only on the
recognition that government attempts to
guarantee a right to food invariably destroy
the incentives to produce food, but that they
do so at the expense of the rights of food
producers. Similarly, Robert Higgs
counters the claim that, "in a national emer
gency, government must control the econ
omy," by alluding to the inevitable distor
tions created by such control, but he
clinches his argument by declaring that,
"even if the government were more capa
ble, it would not be justified in using its
coercive powers for any and all purposes. "
This volume leaves no doubt, as if there ever
were any, which side FEE is on in what
Murray Rothbard calls "the eternal struggle
between morality and immorality, between
liberty and coercion."

Cliches of Politics challenges the statist
conventional wisdom on every front.
Whether the false notion under consider
ation involves the nature of rights or foreign
trade, regulatory policy or income inequal
ity, health care or political philosophy, it
is handled with dispatch. For the uniniti
ated, this book is a virtual crash course in
FEE's freedom philosophy. For those al
ready well acquainted with these ideas, it
provides clear, concise, and quotable artic
ulations of them. Anyone who learns the
lessons put forth in this book need never fear
entering the battle of ideas unarmed.

Not only was Spangler judicious in his



selection of the most harmful and well
entrenched bromides to attack, but he has
assembled a veritable "all star team" of
free-market thinkers past and present to
assist him in that effort. Among the most
prominent are FEE founder Leonard Read,
current FEE president Hans Sennholz,
Henry Hazlitt, Murray Rothbard, John
Hospers, Llewellyn Rockwell, Robert
Higgs, and Tibor Machan. I'll take them on
my side any day. D
In addition to editing the book review section of
The Freeman, Dr. Batemarco is a senior project
manager for a marketing research firm in New
York City and teaches economics at Marymount
College in Tarrytown, New York.

Death By Government

by R.J. Rummel
Transaction. 1994 • 496 pages. $49.95

Reviewed by Doug Bandow

T he line, "I'm from the government and
I'm here to help you," takes on new

meaning after reading R.J. Rummel's dev
astating Death By Government. This cen
tury, estimates the University of Hawaii
policial scientist, the State has killed almost
170 million people.

The numbers are so horrifying, so unfath
omable, so unbelievable-it is tempting to
dismiss them as meaningless statistics. But
consider: this century, politicians have
killed, for matters of ideology and policy,
the equivalent of the entire population of
Russia. With the slaughter averaging
roughly 1.8 million people a year, in effect
every resident of Houston or Philadelphia
has been buried year in and year out.

Rummel calls these murders" democide"
rather than "genocide," because the latter
focuses on the elimination of specific ethnic
groups, while the former includes mass
killings for any number ofother reasons. He
readily acknowledges the difficulty in devel
oping an accurate death toll, but no one has
done better: Rummel offers 72 pages of
references. The basic problem, he explains,
is power. Writes Rummel: "Power kills;
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absolute Power kills absolutely. " Ofcourse,
this problem is not new. Rummel estimates
that some 133 million people were murdered
over the first several thousand years of
human life. China's emperors were partic
ularly brutal, killing 33.5 million; the Mon
gols ran a close second at 30 million.

While the State long ago demonstrated its
democidal nature, the political experiment
has, unfortunately, taken a much deadlier
turn this century. Indeed, the twentieth
century demonstrates the utterly disastrous
results of what historian Paul Johnson calls
the Age of Politics. Unique to this century
has been the marriage of sinful men, all
powerful governments, and technological
progress. As a result, 20 death states have
killed 170 million human beings.

The greatest system of mass murder be
longs to the Soviet Union-the "Soviet
Gulag State," as Rummel refers to it. Some
62 million, "Old and young, healthy and
sick, men and women, even infants and the
infirm, were killed in cold blood." What
makes this slaughter particularly mystifying
is the fact that most of these victims were,
as Rummel puts it, "guilty of ... nothing."

Anyone who has read Robert Conquest
knows the details of Joseph Stalin's perse
cutions, but even Rummel's much shorter
account provides more than enough infor
mation to turn anyone's stomach. There was
genocide, such as the slaughter of the Don
Cossacks, Ukrainian peasants, and Esto
nians. There were the mass purges of the
Communist Party. And there were killings
to fulfill quotas. At least the other murders
fulfilled a horrific, perverse logic. But these?
Explains Rummel:

[M]urder and arrest quotas did not work well.
Where to find the "enemies of the people"
they were to shoot was a particularly acute
problem for the local NKVD, which had been
diligent in uncovering "plots." They had to
resort to shooting those arrested for the most
minor civil crimes, those previously arrested
and released, and even mothers and wives who
appeared at NKVD headquarters for informa
tion about their arrested loved ones.

Who can doubt that this was, as Ronald
Reagan opined, an evil empire?
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Then there are the Communist rulers of
China, Mao Zedong, Deng Xiaoping, and
company, who were long feted in the West.
Their victims roll was modest only when
compared to that of the Soviet Union: 35
million. Given such a record, Rummel asks,
why was anyone surprised at the murder of
students and workers in Tiananmen square?

China's history is, in many ways, more
tragic than that of Russia. Rummel figures
that various emperors killed 33.5 million
people. Nearly a million died at the hands of
warlords early this century. Chiang Kai
shek's nationalists, backed so enthusiasti
cally by many Westerners, slaughtered ten
million, putting Chiang in fourth place be
hind Adolf Hitler in the pantheon of mega
murderers. And then came the Communists.

As revolutionaries, Mao Zedong's forces
killed millions under their control. Once in
power throughout China, the new regime
liquidated millions more opponents. The
"Great Leap Forward" resulted in a famine
that left as many as 27 million dead from
starvation. Millions more were murdered
during the Cultural Revolution. Almost as
inconceivable as this endless slaughter was
the fact that so many Western leftists could
have promoted so vile a system for so long.

Mass murderer number three was Hitler,
along with his criminal gang ofanti-Semites,
misfits, misanthropes, and racists. Rummel
numbers the Third Reich's victims at 21
million. Germany's killings were heavily
weighted toward genocide-ofJews, Slavs,
and Gypsies, for instance, though few peo
ple escaped the Nazi jackboot. Hitler also
deserves blame for igniting the worst war
in history, with generous help from Stalin
and others.

Rummel goes on to chronicle more mod
est killers, like Japan, Cambodia, Turkey,
Vietnam, Poland, Yugoslavia, North Ko
rea, and Mexico. What makes his analysis
particularly useful is its impartiality. His
book forces us to remember mass killing by
the supposed good guys in World War II.

Even Great Britain and the U.S. come
under criticism for their terror bombings of
civilian populations during the same con
flict. Rummel goes so far as to list Britain

as a "Centi-Kilomurderer," responsible for
an estimated 816,000 deaths, primarily from
its World War II aerial campaign, which
exceeded anything attempted by Nazi Ger
many.

Death By Government is a depressing,
unnerving book. For this very reason, it
should be read in history classes not just
across America, but around the world. The
problem of power, as Rummel terms it,
remains with us today-just ask residents of
Angola, Bosnia, Chechnya, Georgia, and
Rwanda, among many, many other lands.
Only if we learn from the past can we ever
hope to end state-sanctioned murder. The
case for human liberty and limited govern
ment has never been made more effectively
than by this fearsome book. D
Mr. Bandow, a Freeman columnist, is a Senior
Fellow at the Cato Institute and the author of
The Politics of Envy: Statism as Theology.

Beyond Politics
by William C. Mitchell and
Randy T. Simmons
The Independent Institute/Westview Press •
1994. 234 pages. $17.95 paperback, $49.50
cloth

Reviewed by Gregory P. Pavlik

W ithin the last 30 or so years some
advocates of limited government

have begun promoting public choice eco
nomics. This small but increasingly influen
tial school ofthought applies assumptions of
neo-classical economics about human be
havior to public employees, elected or not.
Public choice economists insist that politi
cians and bureaucrats are motivated by
rational self-interest, and the manifestations
of that self-interest result in perverse and
disastrous consequences for the public.
Many of their insights buttress earlier so
ciological and political analyses of both the
State and the political class, echoing the
work of such theorists as Franz Oppenhei
mer, Vilfredo Pareto, and Ludwig von Mises.

William Mitchell and Randy Simmons
have written an interesting and informative



work on political interventionism in the
economy from a public choice perspective.
The book, Beyond Politics, begins with a
discussion of welfare economics, that
branch of the dismal science that deals with,
among other things, issues ofmarket failure.
Market failure refers to the divergence of
real markets from the assumptions of per
fect competition.

One of the most troubling of market
failures in the eyes of the general public is
monopoly. On this issue and others, the
authors approach the" market failure" from
a public choice point of view, showing that
the incentives of government officials are
structured in such a way as to exacerbate the
very problems, real or imagined, that the
State is being used to solve.

For example, politicians in a democracy
must seek popular re-election. The easiest
and most effective means of staying in office
is often the use ofpublic power to benefit an
electorally powerful interest or constitu
ency. Why then the absurd belief that pol
iticians can be relied upon to eliminate
monopolies? For one thing, a genuine mo
nopoly is impossible to maintain against the
forces of a competition in a free market
economic system. Politics is the only means
of creating a sustainable monopoly through
artificial barriers to competition. More im
portantly, it is in the interest ofpoliticians to
structure regulatory mechanisms that in
hibit competition and lead to consolidation,
since this creates a wealthy and grateful
backer for the politician.

In a similar fashion, Mitchell and Sim
mons argue convincingly that market fail
ures are often ill-defined and almost never
warrant the degree of criticism they invoke.
To drive the point home, the authors show
that private solutions are invariably superior
to public solutions. In fact, most of the book
deals with what the authors call "public
failure," the inability of the public sector to
live up to the vision of an efficient and
benevolent government handling the flaws
of the marketplace.

The book ends with a call for a return to
a free and unfettered economy, something
which the authors have succeeded in dem-

BOOKS 479

onstrating as superior to the various
schemes involving the State. Occasionally
lost in the long discussions of the personal
interests of politicians and bureaucrats and
the economic consequences ofintervention
ism is the fact that the most precious cost of
growth of the State can be measured in
terms of human liberty. The loss of freedom
may be one of the unseen costs for econo
mists, but it is the heaviest of burdens fpr
civilization.

Beyond Politics is flawed by an over
reliance on equilibrium models to illustrate
points in the text. A free economy is dy
namic and constantly changing. Many of the
authors' points could be made using eco
nomic laws based on apodictic principles
that do not presuppose static conditions in
the economy. But this caveat should not
preclude an appreciation of the devastating
critique of statism, government interven
tion, and the pretensions of the political
classes found in this book's pages. Beyond
Politics is a cogent defense of the economic
system of a free society and a firm rebuttal
to some of its most vociferous critics among
the economics profession. It deserves the
attention of anyone interested in the great
economic controversies of our day. D
Mr. Pavlik is director of The Freeman Op-Ed
program at The Foundation for Economic Edu
cation.

Investment Biker

by Jim Rogers
Random House. 1994 • 402 pages. $25.00

Reviewed by Richard A. Cooper

Jim Rogers autographed my copy of In
vestment Biker with the words, "Life is

short; Ride hard and far." Rogers closes his
highly readable account of the round-the
world motorcycle trip he and girlfriend
Tabitha Estabrook accomplished with more
words of wisdom: "More important, I've
also learned that if you've got a dream, you
have to try it; you must get it out of your
system. You will never get another chance.
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If you want to change your life, do it."
Motorcycles, markets, and musings make
this book both provocative and entertaining.

Viewers of the CNBC show Mutual Fund
Investor will recognize his blend of down
home Alabama folksiness, savvy invest
ment insights, and shrewdly biting public
policy comments. Those viewers and other
readers will marvel at the observations of
Jim riding about China, Russia, Africa,
South America and elsewhere, as he records
his impressions and predictions about eco
nomic policies and investment prospects.
Often he saw how bad economic policies
and wars had squandered great natural en
dowments and the labor of the inhabitants.

Why does Jim Rogers want to see and
know the world? He hails from the small
town of Demopolis, Alabama. His family's
phone number was 5. Just 5. As he says, if
you are from somewhere that small you
either stay there your whole life or you want
to get out and make your mark in the wider
world. Despite the folksiness, Rogers is a
well-educated and sophisticated man. From
Yale he went to graduate school at Oxford
with a summer stop on Wall Street along the
way. He was a partner in a hedge fund after
going to Wall Street full time. Jim left Wall
Street in 1980 with millions of dollars.

Jim and Tabitha's trip-intellectually and
geographically-began in Ireland. Let Jim
tell this part: "Riding through this part of
Ireland was wonderful, great for motorcy
cles, the roads curvy and small and convo
luted, green and beautiful. All my life, from
my history courses at Yale to my work at
Oxford and later on Wall Street, I've studied
geography, politics, economics, and history
intensely, believing they are interrelated,
and I've used what I've learned to invest in
world markets. I was on the lookout for
investment opportunities, for some coun
try-and its investment market-about to
take off, where I could jump in and make
five, ten, fifteen times what I put in."

Unfortunately, Ireland could not meet
Jim's tests. He worried over its instability
but was most concerned about statist poli-

cies. The conflict between statism and en
trepreneurial capitalism is one of Jim's key
themes. Where statism reigns, decay in
creases and opportunity decreases. Tied to
that conflict is the burden of war frustrating
the achievements of peace.

Jim observes that "Ireland is a victim of
statism, which my dictionary defines as the
concentration of economic controls and·
planning in the hands of a highly centralized
government, and which I further define as
the belief that the state is the mechanism
best suited for solving most if not all of
society's ills, be they health related, natural
disasters, poverty, job training, or injured
feelings. Statism is the great political disease
of the twentieth century, with Communist,
socialist, and many democratic nations in
fected to a greater or lesser degree. When
the political history ofour century is written
its greatest story will be how a hundred
variants of statism failed. " I would say this
is the story that should be written, but I
expect that the story told will be how the
historians' preferred brand of statism was
not tried with enough rigor or was mishan
dled.

Unlike economists, Rogers is not merely
interested in economic policy or analysis but
in scouting out investment prospects. He is
none too optimistic about the United States.
Bright spots include Botswana. Botswana?
Yes, and he tells a great story about why
he is optimistic about this small African
country.

Investment Biker shows you a world
through a unique pair of eyes-badly main
tained roads and sweeping natural vistas,
economies wrecked by statist mismanage
ment, and countries torn by renewed trib
alism. All this with a country boy's way with
words and a Wall Streeter's eye for invest
ment opportunities. You can enjoy the ride
with Jim Rogers, and think of your gasoline
savings. D

Mr. Cooper is an export/import manager and
freelance writer.
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PERSPECTIVE

A Twentieth-Century Noah?

If Noah had lived in the twentieth cen
tury, the ark would never have been built.

We read in the biblical account that Noah
was commanded to "make thee an ark of
gopher wood. " And although he lacked the
modern technology, skilled craftsmen, and
abundant choice of materials that we pos
sess in this century, Noah was able to build
his. But there are too many things that Noah
would have to contend with in the twentieth
century that would prohibit him from build
ing an ark.

First, Noah would have a problem with
his employees. If Noah sought to hire some
workers to help him in the ark's construc
tion, he would have to exercise affirma
tive action policies in hiring to maintain
"diversity" in the workplace. Once a crew
was selected, Noah would have to pay at
least the minimum wage and be careful not
to work his employees over 40 hours a week,
lest he be required to pay overtime. He
would probably like to pay his craftsmen
well above the minimum wage, but since
he would be forced to pay workers' com
pensation insurance, Social Security taxes,
and unemployment insurance on each em
ployee, the actual cost would be too pro
hibitive. An accountant would then have to
be hired to make sure the proper taxes were
withheld from each paycheck and timely
deposits made. In spite of the high cost,
additional employees would have to be hired
to cover for those who were temporarily off
due to the Family Leave Act.

The next obstacle to overcome in building
the ark would be the mass of government
regulations that Noah would have to comply
with. First he would need an OSHA inspec
tion ofhis workplace. Ifhis place ofbusiness
were approved, an inspection by the local
fire department would then be in order.
When Noah actually got around to building
the ark, he would first have to obtain a
building permit. But before this could be
done, he would have to check zoning laws
to ascertain that having an ark on one's
property is not illegal.
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Inspections of the ark during all phases of
construction would have to be carried out to
ensure that everything was according to
local building codes. The EPA would have
to check the construction site to make sure
it was "friendly" to the earth. Once the ark
was completed, it would have to be licensed
just like a boat or mobile home. This would
present a problem to government bureau
crats, who would not be able to find a
reference to an ark in any of their policy and
procedures manuals.

During the construction of the ark, nu
merous special interest groups would be on
hand to harass Noah.

The environmental extremists would de
mand that Noah stop cutting down so many
trees. They would complain about the low
percentage of recycled material that went
into the construction of the ark.

Organized labor groups would hinder pro
duction of the ark by picketing the job site,
heckling the non-union workers, and boy
cotting Noah's suppliers.

Since Noah was a "preacher of righteous
ness," he certainly would seek to relay
God's message that' 'the wickedness ofman
was great in the earth." This might get him
charged with "hate speech."

As the ark was nearing completion, the
animals would have to be rounded up "two
of every sort." At the first sight of an ani
mal being taken aboard the ark, animal
rights groups would be out in full force.
They would demand that all the animals
be spayed or neutered and have their
shots. What these groups consider to be
adequate food and water would have to be
provided. The animal rights crowd would
further complain that the ark could not
possibly hold all those animals, even though
they never bothered to measure how big the
ark was.

PERSPECTIVE

Should Noah have lived in the twentieth
century, the obstacles he would face in
attempting to construct an ark would prove
insurmountable. His problem? The same
problem that plagues all of mankind: gov
ernment, the omnipotent State. If Noah had
had to contend with the government back in
the twenty-fourth century B.C., he would
have drowned with the rest of the world.

-LAURENCE M. VANCE

Mr. Vance is a free-lance writer and in
structor at Pensacola Bible Institute in
Pensacola, Florida.

Properly Limited Government
Encourages Maximum
Freedom

Real freedom means the least govern
ment-government conspicuous by its ab
sence-with sufficient power only to pro
tect life, liberty, and property from frauds,
thieves, and murderers. Real freedom
means the full right of ownership and to
make decisions for one's self and one's
family. The right to vote-while an impor
tant mechanism if properly used-should
be employed sparingly by the people and
by lawmaking bodies. Lawmaking activities
ought to be directed, for a change, toward
the removal of government interferences
and restrictions already on the law books.

When government is confined to its
proper, limited scope, there will be no
necessity for opinion poll-takers to find out
what Mr. and Mrs. America think. Each one
then will decide for himself-privately, sep
arately, individually-and the matter will
concern no one else when real freedom once
again exists behind its fa~ade.

-JOHN C. SPARKS

"Behind the Fa~ade" (1964)
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The Economics of
Good Intentions

by Joe Cobb

L awmakers often accuse one another of
bad motives, or misguided proposals to

help the wrong people. But anyone who runs
for political office has some ideals about
making the world a better place in which to
work and raise a family.

The economics of good intentions can be
seen all around us in every government
program that calls for direct action to solve
social problems. Every debate is about good
intentions versus actual good or bad results.
These arguments separate liberals from
conservatives, Democrats from Republi
cans, and "compassionate" activists from
their "special-interest" opponents.

Appearances vs. Reality
Good intentions have to contend with the

very real economic forces of self-interest.
The government can command and regulate
people, but the direct use of mandates often
fails because the indirect results of a free
market system can have more powerful,
contradictory effects. Some government
policies, enacted with benevolence,just fail,
or worse, they produce opposite results
from the lawmakers' good intentions.

Joe Cobb is the Heritage Foundation's John M.
Olin Fellow in Economics. Thomas Sowell's
book, A Conflict of Visions (1987), is highly
recommended for a more detailed discussion of
the ideas in this essay.

For example, it might seem like a good
idea if workers at the bottom of the wage
scale could receive more income. Hence,
the administration proposed to increase the
minimum wage for low-income workers.
But what if a law against low wages resulted
in fewer jobs for low-productivity workers?
Reducing tax rates on successful business
investments could encourage jobs, but it
might make the richest members of society
better off. Would that hurt anyone, or just
appear to favor the wrong people?

Economists study how a market coordi
nates the indirect results of many different
unrelated actions and their unintended ef
fects. Economics is not about anyone's
intentions, good or bad, but about "non
intentions" -the beneficial indirect social
results of everyone's self-interested, profit
seeking behavior.

Trickle-Down Economics
The absence of some consciously good

intentions in public policy, and in a free
market generally, provokes the scornful
label "trickle-down economics." That slo
gan implies the intention of some govern
ment policy to make rich people wealthier so
they can patronize the poor.

The contempt implied in the slogan sug
gests a belief that intentions, good or bad,
are a necessary part of any policy, and the
absence of consciously good intentions,
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Have Good Intentions

therefore, means a free market must have
bad intentions.

At the same time, those who use the
slogan to attack political opponents are
themselves less than intellectually honest
because the same term could describe any
policy to make the poor richer too. People
from every social class spend money on
goods and services, which "trickle around"
the economy and increase incomes. A sim
ple diagram illustrates the kind of error
this single-minded concern with intentions
can produce. The rows are good and bad
results, intersecting with good intentions
or the absence of any conscious motives.
Compassion with good results is obviously
a virtue, and vice might come from neglect
ing a problem. But the policymaker who
believes intentions are essential for good
results is unable even to see the logical case
for an indirect system such as the free
market.

Ruling Indirectly
Laws and public policy that are based

on our knowledge of indirect effects are
among the most successful in modern soci
ety. Rules such as private property rights
and formal ways to draft enforceable con
tracts are made for people to deal with each
other without government's direct partici
pation.

The good results of those policy rules are
strictly indirect consequences. A lawsuit
may go to court or the police may be called

Don't Care

if people violate the rules, but the govern
ment's role has nothing to do with the good
intentions of political leaders. Government
really cannot, and should not, care what
people do so long as they follow fair and
equal rules.

Systematic Malpractice
Should good intentions play any role in

government policy at all? Noone gives an
automobile mechanic credit for good inten
tions if your car is still not fixed. Generals
aren't praised for good intentions if they lose
a battle. If economics and politics were any
kind of exact science, there would be no
question. Good or bad results are all that
anyone would look for.

The failed economics ofgood intentions is
a kind of systematic malpractice in public
policy, and it continually recurs. Its advo
cates fail to understand the repeated failure
of their policy ideas, because they have no
malevolence. Their pious style of scornfully
dismissing as trickle-down economics all
reforms that are not based on benevolent
social engineering or political planning has
prompted economist Thomas Sowell of the
Hoover Institution to identify them as "the
morally self-anointed."

But like generals before a battle, elected
leaders have a duty to look beyond inten
tions and focus on producing good results.
Public policy has to be based on an under
standing of the non-intentions and indirect
effects of economic and social behavior. D
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Nature Versus the
Central Planners
by Robert A. Peterson

For the past 100 years, central planners
have used the language and methods of

science to explain and justify their attempts
to fine-tune most of the world's advanced
economies. Pointing to the successes of re
searchers in the hard sciences, they have led
people to believe that a little inflation here or
a lot of regulation there can actually fine-tune
an economy-the same way a mechanic can
adjust the points, set the timing, and put new
spark plugs in a classic car engine.

Using the veneer of scientific language,
government officials explain how in five
years a deficit will be reduced, or how so
many shoes or tanks will be produced, or
how so much health care will be made
available. Like some ancient soothsayer,
the official economist looks for good omens
in the economic data and tells the ruler or
rulers what they want to hear. When the
projected results don't materialize in dem
ocratic countries, we are told it was merely
because the central planners weren't skilled
enough. Just find enough Rhodes scholars,
create a Brain Trust, and all will be well.

There's only one problem with' this kind
of thinking: the very nature of the universe
makes all central planning impossible.

Man's inability to control the economy is
nowhere more graphically illustrated than in

Mr. Peterson is headmaster at the Pilgrim Acad
emy in Egg Harbor City, New Jersey. He is the
author olIn His Majesty's Service (Huntington
House), a book on politics to be published in
October.

our helplessness before the weather. All of
life depends on agriculture, and successful
harvests depend on "good" weather. No
economist can predict prolonged years of
cold weather, such as Europe experienced
in the Middle Ages when the Baltic Sea froze
over, destroying the seaborne trade of the
Hanseatic League. The Japanese have kept
meticulous records for over 1,000 years of
when the cherry trees blossomed, but no
one can predict when they will bloom next
year, or if they will be killed by a late frost.
No one could have predicted the destruc
tiveness caused by the Great Blizzard of
1888, or the ravages of Hurricane Andrew
(which cost over $20 billion, and destroyed
some insurance companies in the process).
And no amount of emergency planning by
any level of government was able to hold
back the Mississippi in 1993.

When forecasters do successfully predict
a change in the weather, it's almost always
by accident. The Old Farmer's Almanac got
its lasting claim to fame back in 1815, when
editor Robert B. Thomas was so sick in bed
that, he told his assistant to "leave him
alone" and "just write anything for July
13th." The assistant didjust that and for that
day wrote "Rain, hail, and snow." Thomas
and Co. couldn't have known it,but about
that same time Mt. Tambora in Indonesia
was erupting, spewing millions of tons of
sulfur dioxide into the stratosphere, which
circled' the' globe, deflecting the sun's light
and heat, causing the infamous ' 'Year With-
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out a Summer." Farmers wore their great
coats in the fields, only to shake their heads
in disbelief at the meager harvest. And yes,
on July 13, it really did rain, hail, and snow
in the Eastern United States.

The cool summer of 1992-when vast
acres of Midwestern cornfields were de
clared federal disaster areas-was also
caused by a volcanic eruption, this time
from Mt. Pinatubo in the Philippines. When
Pinatubo erupted, 25 million tons of sulfur
dioxide were blasted into the atmosphere.
The effect on America's summer economy
that year was devastating. Utilities, previ
ously thought recession-proof, saw their
sales of kilowatts plunge as people and
businesses used less power for air-condi
tioners. Sales of patio, pool, and sports
equipment plummeted, and people sipped
fewer soft drinks.

One government economist said that the
floods in the Midwest in 1993 would have
"no overall negative effect" on the econ
omy. That, of course, is absurd: people's
lives were changed forever, personal plans
and fortunes were dashed, and the agricul
tural heartland of America was crippled.

Quantum Changes
Not only is the economy subject to the

weather, but also to what might be called
"quantum changes" in history. Our world
has always been-and is now-subject to
major changes that make tomorrow quite
different from yesterday. Sometimes such
quantum changes are the result of an inven
tion. Most historians agree, for example,
that those of us who live in the West might
all be speaking Arabic today had it not been
for the invention of the stirrup. At Tours,
Charles Martel's Frankish cavalry had stir
rups, while the Moors did not. As a result,
the Western European forces were victori
ous. Other times quantum changes are
brought about by a mutant virus, to which a
certain population has developed no immu
nities. In modern times, quantum changes
may come from the actions of a lone entre
preneur or group of investors. Fiber optics
would still be in the research and develop-
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ment stage had not an upstart little com
pany, MCI-financed by junk bonds that
were marketed by the much-maligned
Michael Milken-taken on AT&T. IBM
would still stand astride the business world
like a colossus had it not been for the ideas
of kids like Steven Jobs and Bill Gates.
Thousands ofjobs were lost at IBM, and the
company's equity was cut in half. Mean
while, millions ofpeople have been empow
ered by the ever-expanding capabilities of
the affordable personal computer.

Today, the world economy is being driven
not so much by raw materials, but by
creative minds and the software and com
puter chips they produce. George Gilder has
written extensively of this quantum technol
ogy both in Forbes and in his 1989 book,
Microcosm. "Quantum technology deval
ues what the State is good at controlling:
material resources, geographic ties, physi
cal wealth," Gilder writes. "Quantum tech
nology exalts the one domain the State can
finally never reach or ever raid: mind. Thus
the move from the industrial era to the
quantum era takes the world from a tech
nology of control to the dictionary of free
dom.... We live in an epoch when desert
bound Israel can use computerized farming
to supply 80% of the cut flowers in some
European markets and compete in selling
avocados in Florida; when barren Japan can
claim to be number one in economic growth;
and when tiny islands like Singapore and
Hong Kong can far outproduce Argentina or
Indonesia. "

No one knows what the next major quan
tum changes will be in our world, least of all
government officials. For political reasons,
the State always overcommits itself to older,
existing technologies and large companies
who find it difficult to change and retool for
the future. That is one of the great weak
nesses of national industrial policy. More
over, when the State crowds out all en
trepreneurs, it leaves itself as the only
institution effectively planning for the fu
ture. If it plans for seven fat years but gets
seven lean ones instead, the entire society
suffers. That is why the old Soviet Union
had "bad weather" for 70 years.
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In a free society, however, thousands of
entrepreneurs and millions of consumers
make their own individual plans for the
future. Some are cautious and save their
cash; others are courageous risk-takers
and expand their businesses and services.
Those who correctly gauge future condi
tions will be successful; those who fail will
have to go to work for others.

The unpredictability of the weather and
the possibility of quantum changes make it
impossible for the State to control our econ
omy or predict future needs. For most ofthis
century, the state capitalists of the Commu
nist world almost always guessed wrong,
and were then bailed out by those entrepre
neurs in the West who correctly anticipated
future conditions.

But there's one more factor that is per
haps the most complex ofall. In his seminars
at New York University and in Human
Action, Ludwig von Mises demonstrated
that an economy's performance is based on
the decisions of millions of people, not just
in one place but all over the world. These
millions of people make economic deci
sions, based on their own wants, needs,
hopes, prejudices, and world-views. Some
times they act in groups, often they act
alone. In America, we put diamonds on a
woman's hand; in India, they sew them
into their clothing as their currency of last
resort and pass them down through their
families. In the West, experts have pro
nounced the death sentence on gold, time
and again, for nearly a century. Yet in the
Far East, economic growth is creating a
demand for gold unlike anything seen for a
generation. Individual Chinese want gold
for the security and prestige it brings, thus
driving world gold prices higher.

Many talented people, like Mother Ter
esa, willingly choose fields in which they not
only know they will not get rich, but may
very well live in poverty and disease. Some
people-we call them martyrs-give up not
only their wealth but their lives for an idea
or belief.

Mises waited ten years before he finally
asked his sweetheart, Margit, to marry him.
Both he and Margit believed that his eco-

nomic works and his struggle to destroy
socialism were so important that they post
poned their marriage until her children were
on their own. Fortunately they did finally
marry and Margit became a partner in his
work.

Through much of his work, Mises argued
that a central authority could never success
fully direct human action on a wide scale. In
fact, Mises pointed out, government inter
vention almost always results in the exact
opposite of what policymakers are trying
to achieve. A recent case illustrates Mises'
point. When, toward the end of the Bush
administration, the Federal Reserve low
ered interest rates to try to stimulate the
economy, people who depended on interest
for income (now 15 percent of the American
population, and growing) lost much of their
purchasing power. Here's another case: In
the 1960s, the United States embarked on a
program called the "Great Society" to wipe
out poverty. Today, millions of Americans
linger in poverty because those welfare
programs encouraged the breakup of the
family economic unit.

For centuries, philosophers and poets
have written about the unpredictability of
life. Modern liberals might say that that
is precisely why we need central plan
ning-to give us security from the slings
and arrows of outrageous fortune, as
Shakespeare put it. But as history has
shown, the only guarantee the State can
provide is one ofshared misery and poverty.
If society is poor, it cannot generate enough
wealth to take care of the elderly. When
medical care is scarce, there's no security
against the simplest of diseases. It was
modern capitalism that gave us penicillin,
the polio vaccine, the concept ofretirement,
and so many other blessings that most
people take for granted.

In the end, as a modern Robert Burns
might say, the "best laid schemes of mice
and governments oft go astray." That's why
the best that we can do is allow millions
of people to make their own plans for the
future. It is simply not in the nature of things
for central planning to work. 0



THEFREEMAN
IDEAS ON UBERTY

Environmental Law Endangers
Property Rights

by Sigfredo A. Cabrera

"The moment that idea is admitted into
society that property is not as sacred as
the Laws of God, and that there is not a
force of law and public justice to protect
it, anarchy and tyranny commence."

-JOHN ADAMS

A ccording to Black's Law Dictionary,
the term property "embraces every

thing which is or may be the subject of
ownership." It is the "unrestricted and
exclusive right to a thing; the right to dispose
of a thing in every legal way, to possess it,
to use it, and to exclude everyone else from
interfering with it." By definition, the term
does not just apply to lumber companies,
builders, ranchers, and farmers. If you own
a home or business, you are a property
owner. If you own a car, stocks, bonds, or
an IRA, you are a property owner.

The Most Fundamental Right
It is often overlooked (or perhaps ignored)

that private property rights are included as
civil rights guaranteed by the Uoited States
Constitution. The Fifth Amendment de
clares that "no person shall be ... deprived
of life, liberty or property without due pro
cess of law. . . ." That Amendment further
states, "nor shall private property be taken

Mr. Cabrera is the Director ofCommunications
for the Pacific Legal Foundation in Sacramento,
California.

for public use, without just compensation. "
And in the Fourteenth Amendment, local
officials are forewarned, "nor shall any state
deprive any person of life, liberty, or prop
erty."

Writing for the majority in last year's
landmark ruling in Dolan v. City of Tigard,
Chief Justice William Rehnquist of the U.S.
Supreme Court stated that property rights
are as important a part of the Bill of Rights
as freedom of speech and religion or the
protection against unreasonable searches
and seizures: "We see no reason why the
Takings Clause of the Fifth Amendment, as
much a part of the Bill of Rights as the First
Amendment or Fourth Amendment, should
be relegated to the status ofa poor relation. "

All other civil and political rights-the
right of basic freedom, religious worship,
free speech, the right to vote-are vitally
dependent on the right to own private prop
erty. "Let the people have property," said
Noah Webster, "and they will have pow
er-a power that will forever be exerted to
prevent the restriction of the press, the
abolition of trial by jury, or the abridgement
of any other privilege."

History has taught painfully what hostility
toward private property rightsaccom
plishes. The social and economic travesty
caused by over 70 years of Communist
control of private property in the former
Soviet Union is a lesson that should neither
be forgotten nor repeated. But that lesson
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has not been heeded by those writing and
enforcing modern environmental laws.

A Slow, Subtle Erosion
Like rust eating away metal until it crum

bles, the erosion of property rights is a very
slow and subtle process that can take not
just months, but years, even generations
one instance, one case at a time. And nearly
always, the erosion is not apparent. It is
"behind the scenes" -not evident on the
evening news or in the daily newspapers,
but buried in thousands of pages of docu
ments accumulated each year around the
country in the corridors of government.
Indeed, this country's fourth president,
James Madison, stated in 1788: "I believe
there are more instances of the abridgement
of the freedom of the people by gradual and
silent encroachments of those in power than
by violent and sudden usurpations."

Ocie and Carey Mills (Florida)
On May 15, 1989, 58-year-old retiree Ocie

Mills and his son Carey shocked the nation
by becoming one of the first people to serve
jail time for violating federal wetlands reg
ulations. Their crime? Cleaning out a drain
age ditch and putting clean sand on a parcel
of land where Carey Mills planned to build
a home. The Millses wanted to clean out the
ditch to control mosquitos and to improve
drainage. Although Ocie and Carey Mills
had prior approval from the Florida Depart
ment of Environmental Regulation (DER),
the U.S. Army Corps of Engineers (Corps)
arrested them for filling in a "wetland"
without a permit.

Believing the charges to be totally un
founded, Ocie did not hire an attorney, but
defended himself and his son. "The charges
were so incredibly trivial," he said, "I did
not take them seriously and certainly didn't
think that we could be in jeopardy of going
to prison."

During their trial in Federal District
Court, the judge refused to allow Ocie to
present evidence confirming that the
Millses' maintenance of the drainage ditch

was allowed under Florida law and that
DER officials authorized the placement of
sand on his property. The judge also refused
to allow DER employees to give their opin
ion that the property was not a wetland as
defined by the Corps' regulations. Ulti
mately, the two men were each sentenced to
21 months in federal prison camp, were
denied eligibility for parole, were each fined
$5,000, and subsequently were ordered to
restore the affected site within 90 days of
their release.

After serving their time, the Millses were
home with their family the day before
Thanksgiving, 1990. But their ordeal would
not be over. In March 1991, federal officials
hauled the Millses back into court on
charges that they failed to comply with the
probation order to restore the property.
After personally examining the property,
U.S. District Judge Roger Vinson sided with
the Millses and ruled that the "defendants
have substantially complied with the site
restoration plan." In his ruling he noted that
the Corps' mandated "restoration" had left
the lots "totally denuded and ugly" and that
further "restoration" as required by the
Corps would destroy the property's value.

In the spring of 1992, the Millses went
back to the U.S. District Court to erase their
convictions. But constrained by the present
state of the law, the reluctant and sympa
thetic judge upheld their convictions. In his
March 1993 ruling, Judge Vinson expressed
astonishment of how the federal Clean Wa
ter Act had been interpreted in a manner
"worthy of Alice in Wonderland" in which
,'a landowner who places clean fill dirt on
... dry land may be imprisoned for ...
discharging pollutants into the navigable
waters of the United States. " The Eleventh
Circuit Court of Appeals in Atlanta upheld
their convictions on October 27, 1994; on
May 15, 1995, the U.S. Supreme Court
turned down their request for review.

Tom and Doris Dodd (Oregon)
In the January 1992 issue of The Freeman,

I told the story ofthe Dodds (' 'Dream House
Turns into Nightmare"). In 1983, Tom and
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his wife, Doris, had put $33,000 of their life's
savings into a40-acre, scenic parcel in Hood.
River County, Oregon, overlooking beauti
ful Mt. Hood. A major factor in their deci
sion to buy the lot was the prior assurances
they received from local officials that build
ing a home there was permitted. But a short
time later, the zoning was changed. Under
the new rules, they can use their property
only for growing and harvesting lumber. A
house is permitted only if absolutely neces
sary to accommodate a full-time forester on
the property.

Twenty-two acres of the property are
covered by a type of soil that will not
support forest vegetation. The combined
value of the land as now zoned and the
estimated proceeds from harvesting the few
merchantable trees from the forested area
would be less than $700! Moreover, accord
ing to a forest expert, harvesting trees on
the parcel would damage watershed yields,
wildlife habitat, aesthetic qualities, and the
protection to neighboring properties from
wind.

As retirees, the Dodds have no desire to
engage in the forestry business, and they
certainly do not wish to be forced into a
losing business venture. And so the ines
capable conclusion is that unless Tom and
Doris are allowed to build their house, their
property is useless to them. After exhaust
ing every possible administrative avenue
and failing in the Oregon court system, the
Dodds have now taken their fight into the
federal court system. A ruling from the
Ninth Circuit Court of Appeals is expected
this year.

Lois Jemtegaard (Washington)
Mrs. Jemtegaard of Skamania County,

WasQington, owns a vacant 20-acre parcel
that the county zoned for a single-family
home. She would like to sell the parcel as a
buildable lot so she would have money to
repair her home, located on another parcel,
that she says "is literally falling down
around my ears. " The proceeds would also
help supplement the widow's retirement
income.

The problem is that the parcel she wants
to sell is considered to be a "resource" and
"scenic" land under the Columbia River
Gorge National Scenic Area Act. Under
that federal law, the parcel may be used only
for agriculture or timber operations. How
ever, the property is not presently suitable
for either of those uses.

Although Mrs. Jemtegaard holds formal
title to the property, for all practical pur
poses she has lost any realistic use of it.
Moreover, she has not received a nickel of
compensation for the "taking" of her land
for public benefit. Her parcel has lost its
economic value as a buildable lot so long
as the Columbia River Gorge Commission's
decision disallowing a home remains in
effect.

Hope Through Involvement
These instances of environmental regula

tion gone amok in America represent only
the tip of an ugly iceberg whose body is
submerged and invisible to most ofus. Many
more" silent encroachments" can be found
in the legal files ofPacific Legal Foundation,
a nonprofit organization defending in court
the property rights of the Millses, the
Dodds, Mrs. Jemtegaard, and others like
them.

We are witnessing a gradual decay in the
basic principle that government is supposed
to protect private property-not to take it
away, not to impede reasonable use and
enjoyment of it, and not to destroy its
economic value through overregulation. It
is critically important that citizens stay in
formed and communicate their concerns to
their elected representatives about pro
posed or existing policies that are harmful to
private property rights.

Environmental laws are too often churned
out with little or no regard for their costs or
their consequences to human life, private
property rights, and the free enterprise sys
tem. Under the federal Endangered Species
Act, vast areas of land suitable for housing
or other beneficial uses are being closed off
to development, because of findings that
the land is a current or potential habitat of
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some endangered or threatened animal, fish,
or plant. Appalling as it may seem, the
social, economic, or environmental benefits
of proposed projects are deemed irrelevant
by federal regulators who decide if a species
should be protected. Human existence is
simply disregarded in efforts to save certain
species.

The Delhi Sands Flower-Loving Fly,
whose lifespan is about 10 days, enjoys the
same protected status as the American bald
eagle, grizzly bear, and California condor.
Swat this little creature and you could face
a year injail and up to $200,000 in fines! This
obscure insect, which inhabits 700 scattered
acres in San Bernardino County, California,
now threatens to hinder needed economic
development in the area. The detrimental
effect of this kind of overzealous regulation
is aptly illustrated in the following abstract
of a report entitled, "Impacts of Mitigation
for the Endangered Delhi Sands Flower
Loving Fly on the San Bernardino County
Medical Center":

The Endangered Species Act as applied to the
construction of the San Bernardino County
Medical Center resulted in an expenditure of
$3,310,199 to mitigate for the presence of eight
Delhi Sands Flower-Loving Flies. The effort
as negotiated with the U.S. Fish and Wildlife
Service and California Department of Fish and
Game resulted in moving and redesigning the
facility to provide 1.92 acres of protected
habitat for eight flies believed to occupy the
site. The effort mitigates only for species on
site. Cost per fly amounted to $413,774.25 and
resulted in a one year construction delay. This
cost is equivalent to the average cost of treat
ment of 494 inpatients or 23,644 outpatients.

When fires swept Southern California last
October, the rural Winchester area of south
Riverside County was hit particularly hard.
Over 25,000 acres were charred and 29
homes destroyed. Many burned-out families
in that area believe they could have saved
their homes if only government officials had

given them permission to create firebreaks
around them. Brush fires can be kept away
from homes by clearing out a strip of veg
etation-a process called disking. Many of
the victims of the Winchester fire have
disked their property for years. But a few
years ago officials from the U.S. Fish and
Wildlife Service dissuaded them because
doing so would disturb the burrows of the
Stephens Kangaroo Rat, a rodent put on the
federal endangered species list in 1988.

The Endangered Species Act either bans
or strictly limits development on most of the
77,000 acres designated as "rat study" areas
in Riverside County. Yshmael Garcia, a
rancher who lost his home in the blaze, was
quoted in the Los Angeles Times: "My
home was destroyed by a bunch of bureau
crats in suits and so-called environmental
ists who say animals are more important
than people. I'm now homeless, and it all
began with a little rat."

Private Property
Rights Advocacy

There is no shortage in this country of
organizations dedicated to representing the
interests of various species of animals or
plants. Unfortunately, in courtroom battles
involving land use and environmental pro
tection, the interests of mainstream Amer
icans are typically under-represented.

Every intrusive land-use or environmen
tal regulation that is upheld in court results
in the creation of a legal principle that acts
like a building block upon which another
antiproperty legal principle can be erected in
yet another case. Years of bad precedent
inevitably will result in a frail social and
economic fabric that will not hold up to the
wear of tyranny. That is why Americans
must begin to stop the legal erosion of
property rights, and restore this bulwark of
our personal liberties. D
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The Environmental
Assault on Mobility

by John Semmens

I recently had the opportunity to attend a
Federal Highway Administration work

shop on air-quality analysis. This session
was designed to train government bureau
crats to operate computer models for as
sessing a region's compliance with federal
air pollution regulations. The experience
was most enlightening.

Air-quality planning across the nation is
heavily dependent on air-quality "models."
Unfortunately, these models are insuffi
ciently connected to reality to be reliable
measures of actual air pollution in any
metropolitan area. In the models, emission
estimates for vehicles are based on a "stan
dard trip" from a 1969 Los Angeles survey.
Whether such a "trip" would be represen
tative of the types of trips taken in other
urban centers across America seems dubi
ous. Whether the conditions pertaining in
1969 are relevant for today, some 25 years
later, is also questionable. The specific
amounts of emissions for each vehicle are
based on a sample of cars taken in Indiana.
Whether emissions for these types of vehi
cles might differ in the traffic and climatic
conditions in other locations would seem a
pertinent question, too.

Dnfortunately, the federal bureaucrats in
charge of this training session declined to
address any ofthese questions. Even worse,

Mr. Semmens is an economist with Laissez-Faire
Institute in Chandler, Arizona.

an inquiry as to whether the air-quality
monitoring program might be improved by a
greater effort to actually measure quantities
of pollutants was brushed aside. Appar
ently, the officials in charge ofthe air-quality
monitoring program are not interested in
attempting to actually measure pollution
in the ambient air, nor to identify specific
sources of emissions.

Within the models, the alleged pollution
reductions to be achieved by various mea
sures are not evaluated for net impacts. That
is, there is no analysis of the potential
offsetting negative consequences of imple
menting these measures. In the case of
transit, for example, adding buses to the
traffic stream would have some negative
effects. The slower acceleration capabilities
of buses and their frequent stops during
peak-hour traffic significantly impede other
traffic. This causes some increased vehicle
emissions. But, since the model does not
explicitly calculate or adjust for this effect,
we do not know whether increasing the
frequency and distances covered by buses
decreases or increases pollution. During a
question and answer session at the work
shop, my inquiry on this issue was greeted
with the cynical response that the data could
be made to show whatever we wanted it to
show. If this is true, then the models are
useless as a guide to environmental policy
making.

Most ofthe emphasis in current air quality
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planning is aimed at discouraging travel.
Many environmental planners at this train
ing session expressed a preference for mak
ing travel more inconvenient as a means of
reducing trips and thereby cleaning the air.
I find this approach discomforting. Mobility
has a positive value to people. The ability
to cover large distances in short periods of
time enables people to enjoy wider employ
ment opportunities and more access to the
amenities that make for a better standard
of living. Government policies that set out
to reduce travel will lessen these positive
benefits.

Serving customers entails selling them
what they want to buy. These customers
should be charged a price that covers the full
cost (including externalities, like pollution)
to provide this service. While we want to
promote cleaner air, a policy aimed at
achieving this by reducing travel makes as
much sense as a business seeking to reduce
shoplifting by discouraging shoppers from
entering the store. While restricting people's
travel opportunities may satisfy the self
righteous dictatorial proclivities of many en
vironmental planners, it also serves to under
mine the highly valued mobility that comes
from a well-constructed and efficiently man
aged highway system.

The potential impact of many of the "po
litically acceptable" trip-reduction, pollu
tion-mitigation measures (like expanding
the public transit system) is pitifully small.
In the Phoenix metropolitan region, for
example, fewer than one percent of trips are
made on public transit. Since transit trips
are typically shorter than auto trips, the
share of person-miles of travel for transit
is even smaller. Given transit's tiny market
share of total travel, expanding bus service
would have a minuscule impact on pollu
tion. A doubling of Phoenix bus service
would cost taxpayers another $30 million
per year. At best, this might lure one percent
of drivers out of their cars.

The meager potential of efforts to entice
people out of their cars inspires some envi
ronmental planners to promote ideas for
forcing people out of their cars. Mandatory
no-drive days are popular among bureau-

crats. So, too, are punitive parking fees.
Strict land-use controls to compel people
to live and work in high density zones are
also viewed favorably. While these heavy
handed measures might have a greater im
pact on travel than subsidizing transit ser
vices, their cost, in terms of sacrificed travel
benefits, is an overlooked consequence.

The good news is that we can make
significant reductions in air pollution with
out restricting travel. Since it is likely that
the worst 10 percent of the vehicles cause
50 percent of the .pollution, a program to
target these vehicles would appear to offer
the best chance ofmeeting clean air goals. In
this regard, mobile emissions testing is an
obvious policy option. There is now a device
on the market, the so-called "smog dog,"
designed to measure emissions from moving
vehicles. This method of testing for emis
sions is less expensive and more effective
than the scheduled annual vehicle emissions
inspections commonly employed in most
urban areas.

Governments seriously concerned about
vehicle contributions to air pollution ought
to implement this kind of technology. In
1993, the Arizona Legislature passed a law
mandating a pilot test of a mobile emissions
enforcement program in the Phoenix met
ropolitan area. This program took effect in
January of 1995.

A second obvious policy option is to use
pricing to clear peak-hour traffic jams. Over
half the trips during the peak hour are
classified as "discretionary" (Le., non
work trips). When the explicit price of using
the roads during peak hours is zero there is
little incentive for people who place a low
value on their time to make these discre
tionary trips at a different time of day. The
result is a colossal waste of time and the
creation ofair pollution caused by rush-hour
traffic tieups. This may have been excusable
when we lacked the means to overcome the
problem. Now, with the automatic vehicle
identification technology that is available,
we have the ability to charge peak-hour
users a peak-hour price while offering an
off-peak discount to those who use the roads
during periods when traffic is light.
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Transponders no bigger than a credit card
could be carried in each vehicle. These
devices would be "read" by roadside com
puters as the vehicles passed at highway
speeds. The vehicle owners would receive a
monthly bill similar to the ones they cur
rently receive for their phone service.
Charges for using the roads could be varied
by time and place, just as long-distance
phone rates are, to encourage people to shift
their demand to less busy hours. This would
lower the total cost of highways by promot
ing more efficient use of the existing capac
ity, and avoid the cost of having to build
more lane miles of roadway.

THEFREEMAN
IDEAS ON L1BERlY

A more efficient use of the roadways will
also benefit the environment. As time-of-

.day pricing more evenly spreads out the
traffic, fewer gallons of fuel will be burned
by vehicles stuck in traffic jams. This will
directly improve air quality by reducing
noxious emissions. A more efficient use of
existing capacity will eliminate the "need"
to further disrupt the environment by con
structing more lane-miles of highway.

We don't have to give up mobility in order
to have clean air. The sooner this idea gets
through to the government's environmental
planners, the sooner we will be on our way to
improving both mobility and air quality. D

Meaning Well Versus
DoingWell

by Tibor R. Machan

Current politics is a source not only of
much frustration, but also of some good

lessons in morality.
The central problem in morality is: What

counts as doing the right thing, of acting
properly, in the myriad of situations ofone's
life? And while the question has been on the
minds of human beings from time immemo
rial, it resurfaces with each new generation
because people generally like to get their
own answers, not leave it all to their elders.

Dr. Machan teaches philosophy at Auburn Uni
versity, Alabama. His book Private Rights and
Public Illusions was published by Transaction
Books this year.

In our own culture, there is much discus
sion about who is mean-spirited, who lacks
compassion, who is kinder and gentler
among those vying to be political leaders.
It is already a sign of trouble that so many
questions ofmorality seem to await answers
from political leaders, as if they could really
serve as substitutes for our own moral
sensibilities. But there is yet another, more
troubling, problem with how morality is
viewed in our time.

For too many people it seems that what
counts most in moral character is the feel
ings that motivate one's conduct. If you
mean well-if what you feel in your heart is
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good, decent, and caring-any actions that
follow are supposed to be morally upstand
ing and commendable. It doesn't even mat
ter much what actually results from the
conduct motivated by such good feelings,
"it's the thought that counts," as the saying
goes.

Yet there is clearly something wrong with
this idea. People may feel good for having
done one thing or another from certain
generous, charitable, kind, or compassion
ate motives; but it doesn't follow at all that
the consequences will actually produce
much benefit. Indeed, it is often likely that
by focusing on how one feels about what one
does, one loses sight of whether the action
actually achieves any good at all. Further
more, by focusing on these elevating feel
ings, one can run the very real risk of trying
to please others instead of actually helping
them.

Helpful conduct often does not square
with conduct that pleases. We know this
well enough in our personal relations:
friends or relatives want us to do for them
things that are definitely not in their best
interests. Such conduct more often simply
satisfies some desire, never mind whether it
is actually worthy of being satisfied.

Consider young friends who want us to
purchase, say, cigarettes or alcohol for
them. Consider the deadbeat who would so
much like another loan, or the lazy person
who would like to escape all hardship and
just sit around. Or consider the moments
when you, too, are tempted to plead merely
to have your own way, hoping that no one

will critically ~xamine the merits of your
desires. Those who are unwisely generous
may often fool themselves and feel moral
righteousness about what they do. And they
are certainly liked for this by the people
whom they have "helped."

In contrast, bona fide help is much more
risky. And it is demanding. One needs to
learn what actually is good for the person
who seeks it. And in doing so, one often
upsets those whom one helps, just as doc
tors often displease patients with treatments
or prescriptions that are unpleasant, or just
as coaches displease athletes with the train
ing they demand.

The more remote one is from those in
need of help the less likely it is that research
into their actual needs will be undertaken.
Instead, some standard formulas will be
invoked, and the gauge of success will be
how much gratitude is forthcoming, not
whether such gratitude is based upon their
objective well-being.

Are tho~e derided for callousness perhaps
thinking more seriously than their critics
about what will be most helpful to the
targeted ben~ficiaries? Are their proposals
perhaps more fruitful in the long. run than
those motivated by kinder and gentler feel
ings? And are these so-called mean-spirited
policy architects perhaps more deserving
of real moral credit for generosity and com
passion, than those who are flooded with
feelings of compassion and righteousness?

Since the feelings of the latter tend to
come at the expense of other people's well
being, the answer should be obvious. D
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Ideas and Consequences.

Putting Leviathan
in Perspective
"The Budget Is Out Of Control!"

screamed the headline. "As ifits sheer
size and momentum had made it untouch
able," the writer declared, "nobody seems
able to eliminate the waste that everybody
recognizes. ' ,

That may sound like a story that describes
the federal government in 1995, but it actu
ally comes from a cover story in Fortune
magazine of45 years ago. Published in 1950,
the article went on to state, "By any sane
economics, Congress should . . . unmerci
fully sweat down the $42.4 billion that Mr.
Truman plans to spend in the year ending
July 1, 1951."

A dozen years and two presidents later,
the federal budget was a few cents short of
$100 billion. Today, at about $1.6 trillion
dollars, the federal budget is still eight times
larger than it was in 1950 after adjusting
for inflation. Appropriations bills are com
monly hundreds of pages long, in stark
contrast to the very first one after the
adoption of the Constitution, which was a
mere 111 words.

Don't let these figures slip by without
comprehending the magnitude of their
meaning. Ifthefederal government were the
same size today as it was in 1950, it would
be spending 1/8 as much as it is-or about

Lawrence W. Reed, economist and author, is
President of The Mackinac Center for Public
Policy, a free market research and educational
organization headquartered in Midland, Michi
gan.

by Lawrence W. Reed

$200 billion. Does anybody out there really
believe that today, we are eight times better
governed, eight times better off, than we
were 45 years ago?

We now have a government in Washing
ton that practices forcible redistribution of
wealth on a scale unprecedented in Ameri
can history, makes war on private property,
sacrifices the long-run good for the short
run "fix," taxes and regulates beyond rea
son and then wonders why people don't
work as hard or produce as much, squanders
billions on things that nary a soul would
willingly spend a nickel of his own money
for,. and uses its power of the purse to bully
the very people who earned the purse in the
first place.

While the Congress grapples with the
need to curtail Washington's longstanding
spending addiction, some partisans would
have you believe that a massive, heartless
bloodletting is taking place. Rarely will you
see on the nightly news anything that even
begins to put the gargantuan federal levia
than in perspective. If the American people
were provided the information they need to
fully comprehend how much government
they've bought over the years, they might
regard most current efforts to cut spending
as rather timid. And I haven't even men
tioned the phenomenal growth of state and
local governments.

Economist Stephen Moore of the Cato
Institute recently assembled some impres
sive data on the growth of government and
passed it on to the Senate Budget Commit-
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tee. Government, he showed, is America's
# 1 growth industry. 1

Moore advised the committee that more
Americans today are employed by govern
ment than by the entire manufacturing sec
tor of the U.S. economy. With all the money
that local, state, and federal governments
will spend this year, you could purchase all
of the farmland in the United States, plus all
of the assets of the 100 largest corporations
in America. If the federal government alone
were an independent economy in and of
itself, it would be larger than the entire gross
domestic product of every nation in the
world except for Japan and Germany.

Incredibly, the $2.5 trillion that local,
state, and federal governments will spend
this year represents $24,000 per household
in America. Adjusted for inflation, that's up
from about $13,000 per household in 1960.
Moore asks, "Are government services
twice as good today as they were in the

1960s1 It is no accident that as government
has grown larger over the past four decades,
there has been a steady erosion in the
percentage of Americans who trust govern
ment to do the right thing. In the 1960s,
roughly 60 percent of Americans said they
had confidence in government 'most of the
time,' while today less than 25 percent do. "

The next time a brave soul in Congress
suggests a spending cut, don't be afraid. The
budget cutters are starting out with a gov
ernment so big that even if they had their
way on everything, there would still be far
more government left over than we had
barely two generations ago. And somehow,
back in those dark days ofa mere $45 billion
in the federal checking account, we
survived. D

1. For an earlier discussion of this topic, see Stephen
Moore, "The Growth of Government in America," The Free
man, April 1993.
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The Ups and Downs
of Unemployment

by Russell Madden

A nyone who has found himself without
a job for an extended period of time

knows the problems that can accrue from
having no work. As someone who has ex
perienced such episodes firsthand at various
periods in my life, I can empathize with the
ups and downs-mostly downs-which un
employment can bring.

At first, unemployment may seem like a
nice change. Relief from the psychological
and physical stresses that accompany many
jobs can be a welcome respite. No more
alarm clock jolting you to bleary-eyed
awareness at too early an hour of the morn
ing. No more scramble to shower, dress,
and eat. No rush to drop off children at
school or the sitter's. No "rush" hour
traffic. No annoying boss, co-workers, or
customers with their incessant demands and
complaints. No lack of time to catch up on
sports, reading, house repairs, or just relax
ing.

No money ...
That point, of course, is the wall against

which sucb pleasantries come to a screech
ing halt. No money means goods and ser
vices done without. It means uncertainty
and worry about the present and even more
about the future. It means bills piling up and
debts left unpaid amidst escalating argu
ments with your spouse. It means bill col-

Russell Madden is an instructor in communi
cations at Mt. Mercy College in Cedar Rapids,
Iowa.

lectors. calling on the phone or knocking
at the door. It means self-doubt, anger, and
depression. It means the threatened loss of
all you worked so hard to earn.

With such potentially dire disruptions
staring them in the eyes, it is little wonder
that most individuals abhor the prospect of
joblessness. In a free society, such adverse
conditions provide powerful motivation to
seek other employment as quickly as pos
sible.

Of course, politicians are quite vocal in
their opposition to unemployment, as well.
Greater unemployment leads to an angry
electorate and a threat to the officeholder's
re-election. It leads to greater demands on
governmental services such as unemploy
ment checks, food stamps, and other forms
of welfare at the very time when revenue
from taxes dwindles because offewer work
ers collecting paychecks. This shortfall of
funds leads to diminished opportunities for
politicians to create new governmental pro
grams to expand their power, influence, and
control.

Such is the situation most people hear
reported in the media. For the unemployed
worker, and the politician who fears his
own future unemployment if he fails to
please his constituents, "unemployment"
becomes a reviled menace to be avoided
at all costs. Many people loathe it so much
they are willing to trade away the exercise of
their freedoms and rights for more of that

499



500 THE FREEMAN • AUGUST 1995

illusive ideal, "security." In the long run,
of course, they cannot succeed. Security
bought at the price of liberty leads to no
security at all.

In a free market, joblessness does not
represent the kind of widespread societal
crisis that requires governmental interven
tion. Indeed, the kinds of "safety net"
programs favored by so many in and out of
government exacerbate the problem of oc
casional joblessness into a chronic condi
tion. They not only lower the number ofjobs
available, but also weaken or destroy the
incentives necessary to encourage individ
uals to work.

When I found myself unemployed after
over a decade with the same employer, my
life was-to say the least-disrupted. That
painful period is not one I·· would care to
repeat. Yet in retrospect, being without a
job turned out to be one of the best things
that ever happened to me. As Henry Hazlitt
pointed out so long ago, to understand the
true impact of an action, we must look not
merely at the short-term results but include
the long-term effects in rendering our judg
ments as to that action's utility or harm.

Had I been eligible for and accepted
unemployment payments, I might have
drifted along for a period of time while I
sought out a similarjob that gave me relative
security but little fulfillment. As the situa
tion stood, however, reality demanded that
I expand my range of options. With plenty
of time to re-think my situation, I began to
look for solutions beyond the horizons to
which I had grown accustomed. First I
moved to another city. With no luck there,
I traveled to another state. When a suitable
position still eluded me, I shifted direction
yet again. I chose graduate school as a way
to improve and expand my skills and value
in the job market.

Throughout this period, I relied upon the
assistance of friends and family and worked
whatever part-time jobs I could find as I
inched painfully along the new road I had
chosen to follow. My task was made all the
more difficult by the very programs those
in Washington assured me would protect
me and cushion my discomfort. The wealth

diverted from more worthwhile projects or
wasted by governmentally imposed regula
tions and laws decreased the number ofjobs
available to me and diminished the potential
salaries of those I might have obtained.

Still-no thanks to the politicians-my
period of unemployment provided me with
the opportunity (and the incentive) to try
out new ideas and to do things I might not
otherwise have done. I discovered the
works of Ayn Rand. Her novels and essays
led me into even wider realms as I explored
the history, politics, economics, and philos
ophy of classical liberalism . . . a radical
change in my understanding which might
never have occurred had I remained secure
and employed. An advanced degree pro
vided me with an opportunity to share with
my students the exciting things I learned
and to change some of their thinking as well.
The positive personal changes I experienced
continue to open new doors for me.

Noone should misconstrue my point here
and believe I advocate quitting a job and
waiting around to "see what happens."
There are less negative ways of improving
one's life. Yet if a person does find himself
unemployed, one message the market is
sending him is that his personal resources
his talents and skills and experience-are
being utilized in an inappropriate manner.
He would do well to heed that warning and
look for employment in a field of endeavor
better suited to his particular circum
stances.

Making Choices
A person in such a situation has two

choices: (1) accept the status quo and rely
upon the government to provide a solution,
or (2) be determined to use the time available
to create new opportunities for himself. Job
retraining, more education, or relocation to
another city or state may offer someone
greater growth than he might ever have
enjoyed had he remained fully employed in
his old position. Over a lifetime, periodic
unemployment may actually result in his
achieving greater wealth than he might oth
erwise have enjoyed.
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Indeed, some unemployed people decide
to leave the ranks of the jobless by giving
themselves a job, that is, by becoming
entrepreneurs. Perhaps they borrow money
from friends or dip into savings and start
their own auto repair shop or clothing store.
Perhaps they use the time during their un
employment to indulge in a favorite hobby
and suddenly realize that people might
actually pay for those carvings or cookies
or cabinets they enjoy making so much. If
successful, these individuals may move
from being unemployed to being self
employed to becoming employers them
selves as they continue to create wealth by
fulfilling the needs and wants of their cus
tomers.

It all begins with an idea and the freedom
to put that idea into practice.

If politicians are truly interested in max
imizing employment, they can best do so by
eliminating the restrictions that currently
govern hiring and firing; by repealing laws
that prevent people who want to work
from doing so; by doing away with regula
tions and paperwork and taxes that encum
ber employers and employees. Only in the
kind of hampered market that plagues us
today can widespread, chronic unemploy
ment become a reality. Minimum wage laws
and government-sanctioned labor union
practices maintain wages above market
levels. Unemployment compensation and·
other types of welfare only strengthen the
disruptions which the loss ofjobs entails ...
even though all of these are usually (and
erroneously) touted as being the mecha
nisms which have improved the lot of la
borers.

Like poverty, unemployment always will
be with us. Some people will not want to
work no matter how extensive the want-ads
are; there are those who prefer to loaf.
Others value free time more than additional
money and will work only long enough to
pay expenses before voluntarily becoming
jobless once again. A certain group of peo
ple will live with unemployment-perhaps
relying upon savings or friends or rela-

tives-until they are able to obtain the kind
of position they feel most appropriate for
them, whether that is defined in terms of
prestige, salary, or skills demanded. People
employed in seasonal occupations such as
farming or construction might fit in here as
would those who believe that certain jobs
are "beneath" them. Others might endure
unemployment because seeking a job in
another location might require selling their
homes and uprooting their families; accept
ing short-term employment elsewhere might
prevent them from obtaining a more suitable
long-term job closer to home.

Whatever the particular situation or rea
sons might be, in a free and unhampered
market, unemployment-even if unpleas
ant-is always voluntary. There will always
be lower paying jobs available or positions
in other parts of the country which an
individual could accept ... if he were will
ing to do so.

The True Friends of Labor
The true friends of labor are the free

market, the entrepreneurs who provide its
motor, and the increases in productivity
which only progress-not any govern
ment-can produce. Unemployment result
ing from changes in the marketplace can
open up new avenues to the future for
workers and is, at worst, temporary. To deal
with such unemployment, government need
only allow employers and employees the
freedom to decide for themselves which
arrangements best suit their own particular
needs. The benefits will follow in due
course. However, unemployment resulting
from changes caused by governmental in
terference can throw up roadblocks to suc
cess few individuals can overcome by them
selves.

It is crucial to be able to recognize the
difference between these two types of un
employment: it's the difference between
freedom and slavery, between prosperity
and poverty.

I know which one I choose. D
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IDEAS ON LIBERTY

The Ethics of Rhetoric

by Felix R. Livingston

I n The Ethics of Rhetoric, Richard
Weaver identifies two criteria that define

the ethical boundaries ofpolitical discourse.
First, rhetoric should be grounded in sound
logic with argument's "high speculation
about nature" provided by clear thinking
and experience. Second, rhetoric should
move people toward the good when knowl
edge of the truth alone is inadequate for
rightly affecting human action.

Judged by these standards, political dis
cussion has become, for the most part,
ignoble. During recent election campaigns,
it was rare to find candidates willing to
honestly examine alternatives using cause
and-effect reasoning. Vote-seeking compet
itors, some intentionally and others out of
ignorance, obfuscated issues by praising
causes while condemning effects, applaud
ing consequences while repudiating means,
and affirming ideas whil~ denying corol
laries.

When the ideal of democracy was being
refined in the eighteenth century, election
campaigns were viewed as events to educate
the masses. A full discussion of contrary
policies would enlighten even the most un
interested among us. Politicians now view
educating electors as risky business. After
all, the opposition's argument might be
found compelling. To apply the faculty of
reason requires understanding; to experi
ence emotion does not.

Dr. Livingston is Vice President and Director
ofFreeman Services at the Foundation for Eco
nomic Education.

And so, it is to the emotions that appeals
are now made. Campaigns are designed to
inspire blind faith and affection in candi
dates portrayed as noble, and to stir feelings
of indignation and hatred toward opponents
said to be evil. This is base rhetoric because
it blocks the intellectual independence and
understanding of constituents; competing
arguments are rejected solely because rhet
oric's will is impeded "and in the last
analysis it knows only its will."

Rhetoric was, in its inception, a mainstay
of constitutional order. When the Greeks
first wrote about it in the middle of the fifth
century B.C., their manuals were used by
exiles from Sicily, whose property had been
confiscated by the tyrants. Following their
return to Sicily after the tyrants' expulsion,
they used· this knowledge in courts of law
to obtain restitution for their losses. As the
century came to a close, a terrible truth
about rhetoric was revealed in Athens:
when political discourse abandons princi
ple, the decline of a republic can be fright
eningly rapid. When Pericles delivered his
famous funeral oration describing the Athe
nian ideal and its contrast with Spartan
totalitarianism, Greece was at the zenith of
her material and intellectual powers.
Socrates was in his forties, Sophocles was
still writing, and Hippocrates was practicing
medicine and teaching many others this
developing science. A mere 50 years later,
democracy in Athens destroyed itself when
unbounded rule by the Athenian Assembly
replaced the rule of law. The world's first
democracy became a tyranny when unprin-
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cipled legislation forced individuals to obey
the capricious will of a popular majority.

Full Circle
America's architects of freedom were

deeply offended by the thought that a
prince's pleasure could have the force of
law. Although Americans are still repulsed
by this idea, we have traveled full circle. We
expelled the monarch from his palace, but
we replaced him with an aggressive legisla
tive body, whose pursuit of political ends
is only periodically disrupted. We are now
citizens for a day and then subjects for the
intervening years that separate elections.
For all practical purposes, Washington's
elected elite is America's sovereign power.
They possess vast legislative authority, and
they establish arbitrary rules of behavior
for their constituents while applying special
rules to themselves. Their legislative acts
neither command nor deserve respect be
yond that procured by force; law has be
come the means by. which the few exploit
the many.

Many are now rejoicing about the recent
"sea change" in Congress. "Good" new
comers are said to have replaced "bad"
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incumbents. More astute observers know
that any changing of the guard in Washing
ton is analogous to a barbarian invasion.
Newly elected officials, and incumbents
who have gained influence, can be found in
the corridors of power displaying pride and
wonderment about how to legislate benefits
for themselves and their constituents. Poli
tics is primarily a struggle to command, with
the spoils going to those who are willing to
say and do anything to achieve their ends.

If political rhetoric is to be a guiding light
for legislative action to renew our republic,
its logic must be animated by "first prin
ciples" identified by the philosophers of
freedom-David Hume, John Locke, Mon
tesquieu, and Adam Smith. Their central
lesson is that the judgments of unbridled
democratic majorities are as flawed as the
dictates of tyrants; government can only be
good if it is limited. Without a "belief in
things higher than democracy,' , includ
ing individual liberty, the rule of law and
private property, our fate is inextricably
linked to that of ancient Athens. As nations
move along the slippery path toward total
itarian democracy, liberty is extinguished
by governments that inevitably become
absolute. D
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A Peek Behind the
Old "Iron Curtain"

by Bettina Bien Greaves

I n September-October 1994, FEE's Pres
ident, Dr. Hans F. Sennholz, sent me to

Eastern Europe on behalf of FEE, to meet
people who were interested in the freedom
philosophy, economics, and the govern
ment. Through me, FEE offered them The
Freeman and FEE's other publications as
aids in explaining the concepts of individual
rights, savings, investment, and entrepre
neurship to their fellow citizens.

For 45 years, the people in the countries
I visited had lived behind the "Iron Cur
tain. " They had had little or no experience
with free markets and have little under
standing of what it means to be individually
responsible. They have become accustomed
to having government make decisions for
them about housing,jobs, and medical care.
Since the collapse of Communism in 1989,
however, they have been forced to face
reality; they have come to realize that food,
clothing, and shelter are not free goods, that
they must be produced, earned, and com
peted for in world markets. As a result, the
people are trying to transform their old
command economies into private property
orders and to integrate their activities into
the world market. My trip was short; I spent
very little time in anyone country so I do not
pretend to be an authority. Thus this report
is based on limited observations and on my
conversations with the people I met.

Mrs. Greaves is resident scholar at the Founda
tion for Economic Education.

Poland

A professor of philosophy in Poland told
me he had spent nine months in a mental
hospital under the pre-1989 Communist re
gime. Those months had been far more
difficult for his family, he said, than for him.
He had not been medicated or tortured, but
had had time for meditation and speculation.
By observing his fellow inmates and their
actions, he had come to realize that the drive
to cooperate and trade with others is inher
ent in human nature and could never be
completely suppressed. This natural drive
on the part of individuals to cooperate and
trade offered hope to the formerly Commu
nist nations that they could in time develop
economically and re-enter the world of civ
ilized nations.

In Poland, the Communists had confis
cated property and suppressed the people
through controls, regulations, and censor
ship. But the Communists never fully
succeeded in subjugating the Church and
farming. Agriculture was not completely
collectivized as it was in the U.S.S.R.,
Romania, and Hungary. Most farms in Po
land are small, lack capital, and so are
unable to take advantage of modern tech
nology, but because they are privately
owned and operated, the farmers have an
incentive to do their best.

One of the first forms ofprivate enterprise
to appear in the wake ofthe 1989 Communist
pullout was the small retail shop. Many
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private shops and stalls now line the streets
and pedestrian underpasses of Warsaw. I
saw in Wroclaw what· is in effect a modern
department store, a conglomerate each de
partment of which is operated by· an inde
pendent private entrepreneur. I stayed in
a small privately operated hotel, ate at a
privately owned restaurant run by Vietnam
ese refugees, and saw a private brewery.

In expectation of the prospects for eco
nomic improvement, foreigners are begin
ning to invest in Poland. I talked with a Finn
whose firm was producing machinery in
Poland for energy production. The names of
foreign companies, even of U.S. manufac
turers of pet-food, appear on billboards
everywhere. And I was amazed to see shops
selling expensive imported perfumes. The
drive to produce goods to export to pay for
imports, such as the satellite TV dishes that
are seen on many apartment house roofs and
balconies, is forcing workers to face the
discipline of the world market.

Russia
Mikhail Gorbachev's Glasnost (open

ness) permitted the peoples in the old "Iron
Curtain" countries to talk more openly than
before. His proposal for Perestroika failed
to fulfill its promise ofbringing about radical
economic reform, but it opened the door a
crack to private initiative. Alert and ener
getic individuals began to cooperate and
trade openly with one another.

As it takes relatively little capital to start
selling to consumers at the retail level,
individual entrepreneurs began to bring
wares to Moscow from far-off places by bus,
train, and plane. At first they sold from carts
on the. street, then later out of small kiosks
or shops. More fresh produce, much of it
from far away, appeared in food markets.
One fruit vendor in Moscow told me his
home was more than 1,000 miles away.
Small retail shops, not all strictly legal, now
line Moscow's streets and pedestrian under
passes, offering everything from liquor to
electronic appliances, candy, and flowers
to leatherjackets and running shoes. Crafts
men, some of whom try to avoid taxes,
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are also appearing, producing such items as
wooden bed frames, chairs, and souvenirs.
To avoid being completely smothered by
the heritage of the old Communist govern
ment-oppressive regulations, taxes, and
inflation-some of these small private en
terprises are operating in the uncertain un
derground economy. Yet their efforts could
prove to be the vanguard in the movement
toward teaching individual responsibility
and re-establishing free markets. In the
meantime, some goods and services are
more readily available, making life a little
easier for city people.

In Russia, individuals are· permitted to
lease for 99 years small pieces of land,
perhaps about one-fourth of an acre outside
the city. Moscow is almost deserted week
ends, as city dwellers escape their crowded
apartments in the city's high-rise buildings
to visit their small cottages or dachas, in
the surrounding countryside and cultivate
with tender loving care their little gardens.
They take pride in the fruits, vegetables, and
berries they grow, harvest, and preserve for
winter consumption. Farming such small
plots and canning the produce in tiny apart
ment kitchens may not be the most efficient
way to feed the people in Russia's urban
centers, but it has helped tremendously to
alleviate transportation bottlenecks and
food shortages, which still plague Russia
becaus~ of 75 years of Communist rule.

Romania
Romania's tyrannical Nicolae Ceausescu

suppressed the people without mercy; any
criticism ofhis regime was strictly censored;
attendance at periodic political rallies was
compulsory. Ceausescu tore down the
buildings in a vast area of Bucharest, the
capital city, to construct a huge plaza for
military parades and a gigantic palace for
his personal self-aggrandizement. He razed
some 7,000 villages and forcibly resettled
the inhabitants into hastily constructed ur
ban communities.

Revolutionaries ousted and executed
Ceausescu in December 1989. But pro
Communists, who claimed to be anti-
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Ceauscescu revolutionaries, managed to
maintain control. When in the spring of 1990,
students organized a sit-in on University
Square, in the hope ofattaining real political
reform and an independent television sta
tion, they were ruthlessly suppressed by
the police. A new election is scheduled, but
that is more than a year away.

The people of Bucharest, say there are
more goods in the markets than under
Ceausescu's regime, and that life is a little
easier. The names and products of foreign
companies are beginning to appear on the
streets and in the shops. Yet Romania still
suffers under more controls and regulations
than the other countries I visited in Eastern
Europe. Although some agricultural land
has been turned over to farmers to operate
privately, the rest, about half, remains un
der state control. A complicated "denation
alization" scheme gave Romanians the
chance to buy vouchers entitling them to
buy into national industries, but little was
accomplished; the voucher-owners could
not choose the companies whose shares
they want to buy and if they bought they
could not sell. The employees of some
government-operated companies were
given shares in the companies in which they
worked but their control was strictly lim
ited; and again they have no right to sell, so
they do not really own the company.

Bucharest, more than the other Eastern
European capitals I visited, reveals the
ravages wrecked by decades of Communist
control. Romanians still face constant irri
tations, signs of neglect and misrule. Bu
charest's streets are in disrepair and littered;
trash collections are erratic; and the water is
turned off without warning for several hours
each day. If the survivors of Ceausescu's
regime are to be ousted and real political
reform instituted, the voters must be willing
to reject the old system of government
defined security and controls.

One indication of Romania's dismal eco
nomic situation and its inhospitability to
private enterprise is that it was the last
country in Eastern Europe to be blessed
with McDonald's "golden arches." In June
1995 the firm finally opened a new restaurant
in Bucharest.

Hungary

Thousands were killed and several hun
dred thousand fled Hungary during its 1956
anti-Communist revolution. The U.S.S.R.,
out of fear of another revolution, refrained
in Hungary from strictly enforcing its con
trols and regulations. This opened up op
portunities to those who dared risk trying to
go into business. Although hampered by the
Communist regime until the 1989 pullout,
the people had a slight, if rather uncertain,
headstart toward recovery. Today its capital
city, Budapest, appears quite prosperous.

However, Hungarians have been seri
ously burned· at least twice by "runaway
inflations" -in the wake ofWorld War I and
in 1956 after World War II; they no longer
trust government money or banks. In a
desperate effort to conserve their savings,
they are fleeing paper money and looking
for ways to invest in real goods. A do-it
yourself building boom has developed as
individuals renovate, add on to existing
homes, or construct new ones, even if they
have no immediate prospects of living in
them. Perhaps their children will live there
some day; in the meantime their money is
invested in something real.

Czech Republic
Of the cities I visited in Eastern Europe,

Prague, capital of the Czech Republic, ap
pears the most "Western." It has made
considerable progress toward removing the
old Communist restraints. Further eco
nomic development became easier when its
eastern section, Slovakia, gained indepen
dence. Slovakia had been more nationalistic
and leftist, also less developed economically
than the Czech Republic. Without Slovakia
to consider, the Czech Republic could pro
ceed toward economic reform.

The Czech Republic has taken a major
step toward privatizing nationalized indus
tries. The people were permitted to buy
vouchers, entitling them to buy shares in
specific nationalized companies which
could then be offered on the market. In this
way, 50 percent of the formerly nationalized
companies privatized in the first phase of
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Private kiosks on a street in Moscow.

denationalization, another 30 percent dur
ing a second phase, so that 80 percent of the
industries that had been government-oper
ated are now privately owned. Still the
free-market-minded Czechs with whom I
spoke complain that the actions of their
government officials do not match their
rhetoric. The government, for political rea
sons, continues to hamper economic devel
opment by failing to liquidate bankrupt firms
and by maintaining controls, for instance,
on rents and wages, with a high minimum
wage rate.

Conclusion
The people in the Eastern European coun

tries I visited have many of the same com
plaints that we do in the United States. They
are saddled with high taxes, burdensome
controls, costly government pension
schemes, and central banks that consider
inflation and/or credit expansion the proper
way to meet the government's expenses. It
has been this country's good fortune that it
was not devastated by 40 years of Commu
nist rule. Destructive as our controls, reg
ulations, monetary manipulation, and taxes
have been, we in the United States have not
endured such suffering as have the inhabit
ants of Eastern Europe. What the United
States has that the Eastern European coun
tries lack is an econo111ic climate that is
relatively congenial to private enterprise.
People in the United States have felt rela-

tively confident that their property would be
protected. Thus, they have been willing to
work, save, and invest. Many entrepreneurs
have dared to innovate, experiment, and
take risks in the hope of profit. As a result,
we enjoy the benefit of the savings and
investments of countless persons over de
cades. It is these accumulated savings and
investments and the undertakings of many
entrepreneurs that have made possible this
country's technological and economic de
velopment.

The countries of Eastern Europe were
devastated for decades and their wealth was
confiscated by the Communist regime. Now
that they are on their own and beginning
to participate in world trade, they have a
chance for economic recovery. It is imper
ative that the people come to recognize the
importance of protecting private property
and what it means to be individually respon
sible. Their governments must cut expenses
until they can be covered by the taxes they
collect and the money they borrow from
private lenders. They must protect private
property and respect private contracts; they
must avoid arbitrary regulations and con
troIs; they must shun government deficits
that invite inflation; their taxes must be
non-arbitrary and reasonable. In other
words, governments must foster an eco
nomic climate that will attract investors
and leave individuals free to pursue their
natural human bent-to cooperate and trade
with one another. D



A Matter of Principle by Robert James Bidinotto

Justice or "Utility"?

The core purposes of government are
well expressed in the Preamble to our

Constitution: to "establish justice" and to
"insure domestic tranquility."

But there's a hierarchy of importance
here. By seeking justice, you will necessar
ily promote domestic tranquility. However,
if you seek domestic tranquility alone you
won't necessarily promote justice.

How, then, to address crime? Liberals
emphasize prevention and rehabilitation.
Conservatives, and many free marketers,
emphasize deterrence and incapacitation
(jail). But all share a utilitarian objective:
to advance future public safety by at tering
the future behavior of the criminal. The
problem is that utilitarian objectives can
be sought without concern for justice.

For decades, liberals have run our legal
system. Renouncing punishment as a proper
response to an offender's past crimes, their
prevention-and-rehabilitation approach has
tried instead to alter his future conduct, for
the eventual betterment ofsociety as a whole.

This anti-punitive strategy has obliterated
personal responsibility. The felon endures
few negative consequences for the damage
he does to others. This has led to dual out
rages: the unjust neglect of victims, and
excessive leniency toward their victimizers.

Mr. Bidinotto is a long-time contributor to Read
er's Digest and The Freeman, and a lecturer at
FEE seminars. Criminal Justice? The Legal Sys
tem Versus Individual Responsibility, edited by
Mr. Bidinotto and published by FEE, is available
at $29.95 in cloth and $19.95 in paperback.

But under utilitarianism, leniency is not
the only option. If public safety is the sole
objective, why not try to suppress crime
rates by executing-or jailing forever
every criminal we catch, from jaywalkers
to serial killers? Instead of inordinate le
niency, why not try unbridled punitivity?

Many conservatives and free marketers
prefer this alternative. Their deterrence
and-incapacitation approach represents the
flip side of the same utilitarian coin. It, too,
aims solely to alter an offender's future
conduct, for the eventual betterment of
society as a whole. It, too, severs any clear
causal connection between the degree of
injury suffered by the innocent, and the
degree of punishment imposed on the per
petrator.

Utilitarianism thus has led both the Left
and Right to injustice: to disproportionate
punishment in relation to the transgression.
After all, once illegal acts are decoupled
from a proportionate legal response, the
only remaining argument is whether that
response should be anemic or draconian.

Utilitarianism also leads both sides to
collectivism. What counts to utilitarians,
Left or Right, is not justice for individuals,
but only lower crime rates for society in
general. No longer gauged by the harm
inflicted upon individual victims, punish
ments are instead based on arbitrary pre
dictions of the criminal's future dangerous
ness to "society." In utilitarian social
calculations, there is no place for the an
guished human face of an individual crime
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Protectionism, Old and New

Protectionism, which is the policy of
protecting home industries from for
eign competition, has many origins.

Some date back to the ways of tribal soci
eties which generally viewed foreigners as
aliens and enemies. Others are singularly
American, arising from economic stagna
tion and dollar decline. All are the result of
misinformation which is more harmful
than non-information. Error is always
more active than ignorance.

Every form of protectionism builds on
raw political force. It takes an army of tax
collectors, administrators, and border
guards to protect domestic industries by
levying import tariffs and other restrictions
on foreign products, or by paying bounties
on domestic products. Protectionism
builds on the governmental power to tax
one man to help the business of another.
Taking money from one American and giv
ing it to another is the source of much
social and economic conflict.

Protectionism receives its political
strength from advocates of political power
who welcome additions to governmental
power. They are supported by mainstream
economists who look to government offi
cials for full employment and economic
growth. Their primary concern is national
income, national spending, and national
employment. They favor national planning
which obviously cannot tolerate interna
tional free trade; it would upset, disrupt,
and quickly undo any planning.

The staunchest allies of these politicos
are labor unions to whom government pro-

tection is of crucial importance. They live
by the doctrine that union members have
an inherent right to a job in their particular
industry, at their present location, and at
rates of pay that exceed market rates.
Plagued by the inability to compete and by
high rates of unemployment, they argue
forcefully against everything foreign.

Unemployment undoubtedly is a great
social evil that concerns us all. It is an eco
nomic phenomenon of loss and waste that
harms not only the jobless but also their fel
low workers who are forced to support
them. Alleviation of unemployment has
become an important political task by
which governments are judged and mea
sured. But the problem also raises a basic
question: can import restrictions increase
the demand for labor and reduce unem
ployment? Unfortunately, they cannot,
because they reduce the productivity of
labor and, therefore, reduce the demand
for labor. Surely, a newly protected indus
try gains temporarily from the reduction of
competition: it can raise prices, earn higher
profits, and pay higher wages. But other
industries will consequently suffer from
the loss of trade and the higher costs of
labor. Consumers everywhere experience
reduced purchasing power.

In many respects, trade barriers are simi
lar to natural obstacles that thwart human
effort and impair man's well-being. Both
increase the demand for specific labor. For
example, the destruction of housing by
flood, earthquake, or fire increases the
demand for housing supplies and construc-



tion labor, while also reducing the demand
for a myriad of other goods which the
destruction victims must now forgo.
Similarly, import restrictions on foreign
cars may boost the demand for domestic
cars, but they also reduce the demand for
other goods which the restriction victims,
that is, consumers must forgo.

Trade restrictions thus destroy more jobs
than they can possibly create. Yet most
American workers are convinced that they
need such government protection.
Without trade barriers, they believe, for
eign products made by cheap foreign labor
would flood American markets and force
American workers to suffer substantial
wage cuts or outright unemployment.
Americans can trade with each other
because they have similar income and
working conditions, but they cannot trade
with foreigners who work for less at lower
living standards.

When carried to its logical conclusion,
this wage-rate argument bars all foreign
trade because no two countries are identi
cal in labor productivity and income. It
may even bar interstate commerce because
wage rates differ from state to state. Wage
rates in New York State are generally high
er than those in Mississippi; by this argu
ment, therefore, New Yorkers must not
trade with Mississippians In actual fact,
the cost of labor is merely one of many cost
factors determining the competitiveness of
a product.

It is significant that the loudest agitation
for protection is heard in those industries
competing with high-cost foreign labor.
The American automobile industry is com
peting with Japanese and German carmak
ers who pay considerably higher wages
and fringe benefits. If the wage argument
were correct, there would be few Japanese
and German cars on American roads.

When the labor argument is not believ
able, American protectionists quickly
retreat to a sixteenth-century defense: the
balance-of-payments doctrine. It contends
that government should promote exports
to bring money into the country and stifle
imports. The modern version urges legisla
tion and regulation to restrict the use of

foreign goods and encourages exports for
the purpose of creating jobs in the country.
Both versions, the old and the new, are
spurious and erroneous.

The United States is currently experienc
ing chronic balance-of-payment deficits
with Japan. The ordinary Japanese trade
surplus runs at about $10 billion a month,
of which $5-$6 billion are with the United
States. They consist of dollar earnings
which the Bank of Japan then promptly
invests in U.S. Treasury obligations. The
Bank of Japan is the world's biggest
financier of U.S. deficits, both in the federal
budget as well as in current trade accounts,
and is the strongest supporter of the U.S.
bond market. If it were not for this solid
support by Japan, the world's biggest cred
itor country, the financial conditions of the
United States, the world's largest debtor,
would be rather precarious.

In many parts of the world the U.S. dol
lar is greatly undervalued in terms of pur
chasing power. The dollar buys 30 percent
to 50 percent less in Japan and Germany
than it does here in the United States. Yet
in this age of instant communication and
capital mobility, it is not purchasing-power
parity that determines exchange rates but
capital profitability and opportunity. U.S.
balance-of-payment deficits are the result
of excessive monetary ease on the part of
U.S. monetary authorities, of low interest
rates, of high taxes on capital and on sav
ings, and of chronic deficit spending by the
federal government. America is consum
ing too much while saving and investing
far too little.

Protectionism makes for strange bedfel
lows. It brings together big business and
big labor, politicians counting votes and
government officials yearning for power,
sixteenth-century thinkers and
twentieth-century economists. It unites
many petitioners for political favors and
largess in a common cause against con-

sumers and foreigners. 2..__R'..../
- L~-'-'-7

Hans F. Sennholz
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victim. He or she sinks into a sea offaceless,
collective crime statistics.

Don't misunderstand: prevention, reha
bilitation, deterrence, and incapacitation
are worthwhile ancillary objectives of the
criminal law. But they aren't primary ob
jectives. They address only general social
conditions, so that anonymous citizens of
tomorrow· may not turn to crime. None of
them, though, need be grounded in the prin
ciple of making punishments fit past crimes.
None of them need be rooted in justice.

The alternative? A legal system that aims
primarily at exacting retribution.

Retribution means administering punish
ment to a criminal in proportion to how
much he has hurt others. I use' 'retribution"
to mean "reflection." The crook's basic aim
is to gain by force something at the expense
of someone else. His actions impose dam
ages upon an innocent person. The funda
mental goal of a strategy of moral retribu
tion, then, is to reflect those damages back
onto the criminal himself.

This policy is both moral and practical.
Moral, because it upholds innocent human
life, and the just social framework upon
which individual survival and well-being
depend. Practical, because a policy of re-

. flecting proportionate losses back upon the
culprit frustrates and negates his desire,
which is to profit at someone else's expense.
Retribution means he won't getaway with it.

A retributive system would incorporate
many of the worthy crime-reduction ambi
tions of the utilitarian. For example, long
terms of confinement under harsh condi
tions, with inmates forced to work and pay
restitution to victims and taxpayers, would
surely deter more criminals than does our
current toothless system. Being locked up
would also prevent. them from causing or
dinary citizens more trouble, and-who
knows?-possibly encourage the occasional
inmate to rehabilitate himself.

But since we cannot predict their future
dangerousness, a retributive system would
abandon such utilitarian fads as treatment
programs and' 'selective incapacitation. " A
term of confinement would be tied to the
seriousness of a convict's offenses-period.
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Because retribution entails punishment,
it's often criticized as being motivated by a
crude thirst for revenge. In fact, a retribu
tive legal system is the antithesis of private
revenge, and the basis for the rule of law.

My dictionary says "revenge" is "the
carrying out of a bitter desire to injure
another for a wrong done to oneself or to
those who seem a part of oneself." Of
course, revenge-based punishment need not
be just: the injured party may retaliate
disproportionately to the harm done. By
contrast, "retribution" is "just or deserved
punishment, often without personal mo
tives, for some evil done."

If we're to have a just and peaceful
society, the use of after-the-fact, retaliatory
force cannot be left to the arbitrary whims of
private victims, each employing subjective
criteria of personal injury. Precisely to min
imize and avoid vengeance, vindictiveness,
and vendettas, and the disproportionate pun
ishments to which they lead, ajustice system
must be based upon retribution, not revenge.

Retribution constitutes the premise that
the level of punishment must fit the severity
of the crime. This does not mean we need to
punish in kind: the law need not literally
demand' 'an eye for an eye," sinking to the
specific tactics of the wrongdoer. But it does
mean that society should punish in propor
tion: the law ought to recognize gradations
of evil and injury, and respond accordingly.

In short, retribution is the only premise
fully consistent with justice and individual
ism. With justice-because it implements
proportionality in criminal sentencing, fit
ting the punishment to the crime. With
individualism-because it bases punish
ments on actual harm done to individuals.
Retribution does not look to society's fu
ture: it remembers the individual victim.

Our nation's Founders made it clear that
they saw no clash between the moral end
ofjustice, and the practical ends of insuring
domestic tranquility. A valid conception of
retribution, of "just deserts," can incorpo
rate many of the worthy purposes advanced
by utilitarians. But it can also provide those
purposes the crucial moral grounding they
have never had. D



THEFREEMAN
IDEAS ON LlBERlY

Justice and Cultural Diversity

by Philip Perlmutter

Diversity and multiculturalism are in
creasingly heralded as desirable goals

for society. It is argued that government
should translate them into everyday reali
ties-and in proportion to a group's percent
age ofeither the local or national population,
whichever is higher. For example, if a group
such as women, blacks, Hispanics, Asians,
American Indians, or gays are "x" percent
of the national population, then that's the
percentage of jobs they should have.

How government relates to individuals
and groups-and vice versa-are not new
problems. The framers of the Constitution
and Bill of Rights grappled with them. And
while none of the Founding Fathers foresaw
the evolution of today's enormous and tpul
tivaried population, they knew of the dan
gers of a divided people, and of a govern
ment that gives special privileges to some
groups, whether royal, religious, or political.

George Washington visualized an Amer
ica that "gives to bigotry no sanction, to
persecution no assistance," and that "re
quires only that they who live under its
protection should demean themselves as
good citizens. " With equal simplicity, John
Quincy Adams wrote that America "is a
land, not of privileges, but of equal rights"
and that "privileges granted to one denom
ination of people, can very seldom be dis
criminated from erosions of the rights of
others."

Professor Perlmutter is author of Divided We
Fall: A History of Ethnic, Religious, and Racial
Prejudice in America (Iowa State University
Press).

Such views, plus the guarantees of the Bill
of Rights, formed the basis of the American
ideal, though all too often not of its reality.
It is the contrast between the ideal and the
reality that leads to the question: what kind
of governmental system best insures the
greatest freedoms for individuals and groups,
as well as the greatest possibilities of un
doing wrongs among and between them,
and with the least injury to any, and to the
nation's unity?

There is ample evidence that insuring
individual equal rights, with unrestricted
opportunities for redressing individual and
group wrongs, is more desirable than insur
ing group preferential rights, where redress
is limited or prioritized by the victim's group
affiliation and percentage of the population.
Governments and elections by majorities,
pluralities, or coalitions, whatever their
shortcomings, are still more salutary for
most people and less injurious to some than
governments of proportionalized minorities.

The latter model seems theoretically
fairer and more attractive because it seems
to offer immediate representation and re
dress to some minorities. But in reality it
also generates, multiplies, and perpetuates
tensions and conflicts among many minori
ties, eventually overshadowing whatever
initial progress was made, delaying solu
tions to existing problems, and endangering
the well-being of society itself.

Also, by providing benefits to some
groups on a preferential basis, a disrespect,
if not contempt, for the recipients, the
providers, and the law is created or re-
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inforced. And why not? Why should all
members of a group be eligible for benefits
that no members of other groups are? Why
must there be lower standards for some
groups and higher ones for others-for the
same job, promotion, or entrance to col
lege? Is there, as various racists and sexists
have long claimed, something biologically,
intellectually, and/or socially amiss with
some groups? Or is there, as a few contem
porary minority extremists claim, some
thing biologically, intellectually, and/or so
cially superior in their group?

If all people are equally entitled to certain
inalienable rights and opportunities, why
do some insist on differential treatment in
obtaining them-whether it be via quotas,
goals and timetables, and set-asides, or
exemptions from standard procedures? Is
it not hypocritical to deplore being denied
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equal opportunities and treatment, and then
to defend the denial of the same to other
individuals or groups? Is it no less hypocrit
ical to denounce the misbehavior of others
and defend the very same behavior by
members of one's own group?

Who can respect the beneficiaries of fa
voritism? Who can respect those who gain
something denied others? And how can the
recipients respect themselves? And what
is one to say about legislators who validate
such behavior?

There is no evidence that governmental
policies based on racial, ethnic, religious, or
sexual preferences or proportional repre
sentation can assure or generate more free
dom, self-respect, cooperation, well-being,.
or security, than can governmental policies
based on individual rights, liberties, and
blindfolded justice. D
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Individual Responsibility
and Economic Well-Being

by Paul A. Cleveland and Brian H. Stephenson

Despite being .motivated by apparent
concern for the poor, government ef

forts to redistribute income have failed.
Decades of U.S. welfare programs have
failed to rescue both the urban and the rural
poor. The only way to maximize economic
well-being for all is to rely upon individual
choice and responsibility, not income redis
tribution.

In order to transfer income to some citi
zens, government must first take income
from others. The more governmentattempts
to redistribute wealth, the less wealth it
finds to redistribute. Ultimately, such action
consumes capital, depletes wealth, and ends
in widespread hardship and increasing de
spair.

The Soviet and British experiences with
redistributionist philosophy serve as excel
lent examples in demonstrating that redis
tribution only produces a greater need for
redistribution. For example, the English
welfare state has led to an unemployment
rate of over 10 percent. 1 It is interesting to
note that both the rate and· the amount of
transfer payments have quadrupled since
World War II. Thus, as more money is
diverted to support more unemployed citi
zens, more must be taken from the remain
ing producers in the economy. At the mar-

Dr. Cleveland is an associate professor of
finance at Birmingham-Southern College, Bir
mingham, Alabama. Mr. Stephenson is a student
there.

gin, the incentive to work continues to fall
and the economy spirals downward.

Some people immediately challenge this
proposition. They suggest that eliminating
popular social assistance programs would
lead to the demise of all concern for the
poor. Proponents ofgovernment-subsidized
housing, welfare, and health care point out
the economic value of our poor, and are
quick to remind us that America's great
prosperity sprang from the depths of our
slums. They argue that it was the poor, the
uneducated, and the unskilled that came
together and transformed this country into
an industrial giant.

Making a comparison oftoday's poor with
earlier immigrants is frivolous because our
forebears were different from today's poor.
The people who came to America in decades
past made sacrifices to build a life for
themselves in a free country. They aban
doned their possessions and embraced the
hope of a new land, a new life, and a better
home. On the other hand, today's poor are
often discouraged and unwilling to seek
opportunities. Most early Americans em
braced opportunity with hope, but today's
poor possess no such general zeal. If we
wish to redevelop a spirit of hope among
today's poor, we must reject the plea for
government-induced equality, and instead
replicate the circumstances faced by those
who carved out a living for themselves and
their families in earlier generations. That
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earlier reality offered little public assistance.
It was market-driven, and those who failed
relied largely onthe compassion and private
charity of their neighbors to help them in
times of need.

Our forefathers possessed a sense of re
sponsibility far greater than that generally
displayed today because they knew no one
would subsidize their complacency. They
carefully considered the choices they made,
and lived with the knowledge that they had
ultimate responsibility for the consequences
of their actions. Too many people today
have no such understanding. They live with
the assurance that regardless of their ac
tions, government will force society to look
after them. This mentality separates them
from early Americans. Perhaps a modern
example can clarify the issues.

Eric's Story
Eric is a young black acquaintance strug

gling to improve his life. He is determined
to better his situation in spite of his disad
vantaged environment and childhood. Eric
worked to pay his way through an expensive
Catholic prep school, and is currently put
ting himself through college. His path has
not been unscathed and there have been
times when it would have been easier for
him to quit. For example, last summer Eric
was in an automobile accident that almost
took his eyesight and his life. During his stay
in the hospital, he accumulated medical bills
of nearly $10,000. Regrettably, he had no
medical insurance.

It would have been easy for a person of
lesser character to give up and seek relief
through government programs, but Eric did
not choose that route. Instead, he chose to
focus on his goals, left college for a semester
to payoff his medical bills, and then re
turned to school debt-free and ready to
make a better life for himself. Eric's story is
significant in that it shows his determination
to endure hardship in order to reach his
goals. In the process of endurance, Eric's
character is being developed and his pros
pects for future success are being enhanced.
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Eric personifies how individual responsi
bility is a far better foundation for the
promotion of economic well-being for two
reasons. First, Eric had to recognize that
no one made or influenced him to drive, fall
asleep at the wheel of his car, and run into
a telephone pole, nor did anyone force him
to go without medical insurance. These
were decisions that Eric made freely, pri
vately, and with the knowledge of their
potential consequences. Secondly, had Eric
accepted government assistance to remain
in school, he would not have learned from
his mistakes. People learn the most from
their errors when they persevere through
the hardship of the consequences that result
from them.

In addition to these issues, there is the
question of equity. The government does
not "own" $10,000 to pay for Eric's medical
bills. To obtain that money it must take it
from someone else. Given the nature of
government as collective force, this action
is tantamount to theft. Noone wins from a
long-term system of public theft.

History has demonstrated that govern
ment cannot successfully alleviate poverty.
In fact, government redistribution actually
leads to impoverishment because it pro
motes the disregard for property rights.

There is nothing wrong with empathizing
with the pain and suffering that people
endure, or with showing mercy to those who
are suffering. Private charity must be re
sponsible so that it does not promote irre
sponsible behavior. However a problem
arises when handouts are presumed to be
a right or entitlement. When government
force is used to fund charitable activities,
the result is a system of public theft which
exacerbates profligacy in society. If we
truly wish to help the poor and unfortunate
we must recognize the importance of indi
vidual responsibility, not government re
distribution, as the foundation for stimu
lating economic well-being and character
development. D

1. Robert J. Gordon, Macroeconomics (New York: Harper
Collins College Publishers, 1993).



Potomac Principles

Terror: Against or
By Government?

W ashington is often convulsed by
events that have no impact on the rest

of America. Not so the Oklahoma City
bombing, which, in contrast to so many
other actions, dominated nation and capital
alike. And understandably so. It is impos
sible to describe adequately the horror of
the terrorist attack, though many people
have tried. The picture of bloodied children
alone is enough to indelibly imprint upon
our society the barbarity of terrorism, with
its helpless, innocent victims.

Yet if it seemed like ruled and rulers could
come together for one moment, it was only
one brief moment. Unfortunately, the reac
tions in and out of Washington were com
pletely different. Around the country was
anger, desire for understanding, and hope
for healing. In the halls of the White House
and Congress was shock, followed by a race
for political advantage and demand for more
power. In short, everyone did what comes
most naturally to them-citizens worried
about their countrymen while politicians
worried about their influence.

Consider first the attempt to brand critics
of government as contributing to a "climate
of hate" in which violence might occur.
Needless to say, it is in the interest of
presidents, legislators, and bureaucrats
alike to discourage criticism. And many
have been quick to use the tragedy in

Mr. Bandow is a Senior Fellow at the Cato
Institute and the author ojThe Politics of Envy:
Statism as Theology (Transaction).

by Doug Bandow

Oklahoma City in an attempt to place them
selves beyond reproach.

For instance, the American Federation
of State, County, and Municipal Employees
ran an ad in The New York Times titled' 'The
Call of Duty. " AFSCME argued that "the
people who work in government service are
the faces of America. Serving all of us."
Thus, continued the union, "Isn't it time to
end the constant attacks on the people who
serve us? Who knows what the twisted mind
of a terrorist might think? Or do." Ah, if
only The Freeman hadn't been criticizing
failed government programs for decades,
the Oklahoma City bombing might never
have occurred.

Aside from the fact that this argument is
both nonsensical and self-serving, it is also,
well, dangerous. What is more likely to
create a climate of hate-denouncing illegal
and unconstitutional practices by the State
that are harmful and sometimes deadly, or
covering up such practices and denouncing
the people who point them out? It is, in a
sense, the new McCarthyism-criticize
government, and you are accused of being
an accessory to terrorism.

Indeed, this kind of finger-pointing will
make it harder to address the real causes of
terrorism. Criticism ofgovernment does not
occur in a vacuum. More than half of re
spondents in a new Gallup Poll say they fear
for "the rights and freedoms of ordinary
citizens" at the hands of the federal gov
ernment. And they do so for a reason.

This is where Washington is so very far
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out of touch. Most policymakers honestly
don't understand why anyone would criti
cize, let alone fear them. Their sentiment
was captured by historian Alan Brinkley
who, in an article in The American Prospect,
asked: "How has it happened that among
all the powerful institutions in modern so
ciety, government has become the principal,
often even the only, target of opprobrium
among Americans angry and frustrated
about their lack of control over their lives?"

How? Ask Randy Weaver, whose family
was gunned down by FBI sharpshooters in
Ruby Ridge, Idaho. Ask the parents of the
Branch Davidian children, who were burned
alive in Waco, Texas, in the midst of a
BATF assault. Ask Mary Williams, whose
75-year-old husband died of a heart attack
during a mistaken SWAT team drug raid on
their apartment in Boston. Ask Donald Carl
son, who was shot three times in a faulty
DEA raid on his home in Poway, California.
Ask the thousands upon thousands of peo
ple who've had land seized by the Environ
mental Protection Agency, been audited by
the IRS, and been otherwise harassed by the
government.

Someone needs to explain to Professor
Brinkley that only the government can seize
property and kill people with relative impu
nity. Only the government can destroy bus
inesses, level homes, impose taxes, and
regulate property with minimal restraint.
Only the government has a monopoly of
force. Only the government warrants con
stant suspicion and fear.

The fact that the State has enormous
power and has constantly misused that
power requires us, especially in the after
math of the Oklahoma City attack, to talk
about the unsavory role of the U.S. govern
ment in promoting terrorism. Although
nothing could ever justify Oklahoma City,
it, along with other murderous assaults, like
the World Trade Center bombing, should
not surprise us. Unfortunately, the United
States has spent years creating and inflam
ing a multitude of grievances here and
abroad, grievances that some misguided
people believe can be resolved only through
violence and murder.

515

For instance, the Oklahoma City bombing
may have been a bizarre retaliation for the
destruction of the Branch Davidian com
pound in Waco two years before. Only a
twisted mind could think that the killing of
four-score people by the government war
ranted the slaughter of nearly 170 people in
and around a government building. Never
theless, no one should doubt that Waco, too,
was terrorism, only committed by the fed
eral government. Neither the absurdity of
David Koresh and his beliefs nor the con
voluted legal allegations against him justi
fied the initial raid, let alone the final assault.
Apparently only the government can risk
children's lives with impunity.

The World Trade Center bombing, too,
was a predictable outgrowth of official U.S.
policy. Persistent American intervention in
the Middle East alone has been enough to
turn the United States into an international
target of terrorism. Though murderously
misdirected and morally monstrous, the at
tacks are a natural response to Washing
ton's determination to make everyone else's
international conflicts its own by continually
meddling in foreign squabbles and seem
ingly condoning most any injustice perpet
uated by most any ally.

Consider the 1983 bombing of the Marine
Corps barracks in Lebanon. The United
States sent soldiers into the middle of a civil
war, sided with one of the warring parties,
and shelled Muslim villages as a show of
strength. How, then, could anyone have
been surprised when a suicide bomber re
versed the direction of death, making 241
young Marines pay the supreme price? The
United States intervened in a distant conflict
for no cause and terrorized peoples with
whom it had no quarrel, providing every
thing but an engraved invitation to revenge
minded killers. Unfortunately, American
policymakers should share responsibility
with foreign terrorists for the soldiers'
deaths.

Especially dangerous today is the govern
ment's campaign to make an enemy ofevery
living Muslim fundamentalist, wherever he
resides in the world. There's no doubt that
Islam poses a serious challenge to Western
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culture and values. But the United States
can do little to halt its spread and has no
reason to intentionally antagonize Muslims
who otherwise wouldn't even think about
America. Yet Washington is speaking of
alliances with African nations that most
policymakers, let alone citizens, can't find
on a map, in order to "contain" an ancient
religion that has endured for centuries. De
claring a de facto war on Islam invites
retaliation, and the most likely victims will
be innocent Americans.

Yes, the United States must respond to
terrorism. Part of the solution is improved

Crime and Race
by Ralph R. Reiland

T he tragic murder last year of Polly
Klaas, a suburban white child forcibly

taken from her bedroom by a career crimi
nal, created a national uproar. Her accused
assailant, Richard Allen Davis, had been
released from prison two months earlier,
after serving only half of his sentence for a
prior kidnapping.

The Polly Klaas case isn't unique. A
recent study from the Bureau of Justice
Statistics on early release practices in 36
states and the District of Columbia shows
violent offenders serve only 37 percent of
their imposed sentences. The average time
served for murder is 5.5 years (in California,
it's 41 months). For robbery, it's 2.2 years,
and 1.3 years for assault. And government
statistics show that the majority of early
release violent offenders are rearrested for
new crimes within three years, one-third of
them for new violent crimes.

Professor Reiland teaches economics at Robert
Morris College and has been published in Na
tional Minority Politics, Barron's, and USA
Today.

detection, preventio'n, and punishment. But
the United States must also reduce the
manifold justifications, perverse and
warped though they be, for terrorism that it
has needlessly provided to those with seared
consciences and murderous intentions.
There are many good reasons why people
both fear and criticize government. So long
as Washington tolerates, encourages, and,
worse, engages in one or another variant
of terrorism, it will risk repetitions not only
of Oklahoma City, but also of the plethora of
other bloody attacks around the globe in
recent years. D

However, there's not the same national
outrage when the victim is poor and black.
"All the murders of inner-city black chil
dren at the hands of plea-bargained violent
predators elicit no such political response,"
says John J. Dilulio, Professor of Politics
and Public Affairs at Princeton University.

In fact, no group suffers more from lenient
early release practices than America's black
community. "He would be alive today if
the legal system worked the way it should,"
said Hubert Stone, Sheriff of Robeson
County, N.C. Sheriff Stone was talking to
Michael Jordan, the Chicago Bull's basket
ball star, as he buried his father. The two
18-year-olds charged in the killing had long
criminal histories at the time of the murder.
Larry Demery, out on bail, was awaiting
trial for bashing Mrs. Wilma Dial, a 61-year
old convenience store clerk, in the head with
a concrete block during a robbery, causing
a brain hemorrhage and fracturing her skull.
Daniel Green was on parole after serving
only two years of a six-year sentence for
attempting to kill Robert Ellison by smash-



ing him in the head with an ax and putting
him in a coma for three months.

A black person is murdered in the United
States every 42 minutes. The FBI's current
Uniform Crime Report shows that blacks,
12 percent of the population, account for
over half of all murder victims (with 95
percent being killed by blacks). "We would
riot if whites killed this many blacks," says
Issac Fulwood, former Chief of Police in
Washington, D.C.

In Pittsburgh and surrounding Allegheny
County, blacks make up 11 percent of the
population and accounted for 74 percent of
the homicide victims in 1993 and 65 percent
in 1994. Young black males, less than 1
percent of Allegheny County's population,
account for nearly one-third of the murder
victims. "For a 15-year-old black male in
Allegheny County-and there are only
about 1,000-the chances of being a homi
cide victim, most likely from a gun, before
reaching the age of 25 are about 1 in 32,"
reports The Pittsburgh Post-Gazette. The
chances, by contrast, for a white 15-year-old
male are 1 in 1,000.

Federal Judge Frank Easterbrook links
the epidemic of crime to the fact that many
people figure they can get away with it. "If
you raise the price of rutabagas, people will
buy fewer rutabagas," he says. In a recent
Commentary article, James Q. Wilson, Pro
fessor of Public Policy at UCLA, states:
"The probability of being arrested for a
given crime is lower today than it was in
1974. The amount of time served in state
prison has been declining more or less
steadily since the 1940s. Taking all crime
together, time served fell from 25 months in
1945 to 13 months in 1984."

Alone, the criminal justice system can't
be expected to get to the root of America's
crime epidemic. It's just the last stop along
a continuum of social problems. '·'Street
crime cannot be solved by the police, the
courts, or prisons," writes Judge David
Bazelon of the D.C. Court of Appeals.
"Those institutions act as mere janitors,
tidying up the wreckage that happens to end
up in the courtroom."

The roots of crime are more basic. "We
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no longer live nobly," says novelist John
Updike. What we're witnessing is an exten
sive cultural decline and, unfortunately,
much of the social regression seems imper
vious to government spending. Since 1960,
with a population increase of 41 percent,
government spending on welfare and edu
cation increased by 630 percent and 225
percent respectively (in real terms, adjusted
for inflation). In the same 30-year period,
SAT's fell by 80 points and violent crime
increased by 560 percent.

Still, the vast majority ofAmericans think
Daniel Green and Richard Allen Davis
should have been in jail on the nights that
Jordan and Klaas were killed. A recent
Parade magazine survey shows that 92
percent of the public wants repeat serious
offenders to serve all of their sentences
without being paroled. "By requiring crim
inals to serve at least 85 percent of their
sentenced time, we could prevent 4,400,000
violent crimes annually, nearly three-quar
ters of the total violent crimes committed, ' ,
states James Wootton, President of the Safe
Streets Alliance in Washington, D.C.

"A lot of blacks are very conservative
about crime and that has to do with the fact
that many of them are victims," says the
Reverend Al Sharpton in a New York Post
interview. In a recent Gallup survey, 74
percent of black respondents said parole
should be more difficult to get, and 67
percent said youth offenders should be
treated the same as adults.

Government experts and academics will
debate about crime, and be wen paid for it.
Conservatives oppose judicial restraints on
the police and courthouse mollycoddling.
Liberals focus on racism and guns. Both
worry about the impact of violent movies.
Meanwhile, as the arguments continue and
the grant money flows, the number of black
males being killed every year is higher than
the total number of black soldiers killed in
the bloodiest decade of the Vietnam War.

It is time we remembered that, of all
groups, it is blacks who are the worst vic
tims ofour crime epidemic. And it is time for
us to understand that leniency toward crim
inals actually harms blacks the most. D



THEFREEMAN
IDEAS ON LIBERTY

The Uneasy Case
for "Tax Fairness"
by Dale Bails

H ow should the tax burden be distrib
uted? How much should one group or

individual pay relative to some other group
or individual? Both of these questions are
usually answered by some vague reference
to "fairness" and "equity."

In common usage, equity in taxation im
plies that high-income individuals should
pay more than middle-income individuals,
and low-income individuals should pay the
least. More formally, the issue of equitably
distributing the tax burden among taxpayers
has generally been resolved by applying
the concept ofthe "ability-to-pay" principle
of taxation. A shorthand statement of this
principle would be "treat equals equally and
unequals unequally."

The issue of levying higher taxes on those
with higher incomes is frequently cited as a
justification for a progressive or graduated
tax structure. Under such a structure, the
more income an individual earns, the larger
the tax bite out of any additional income.
For example, if an individual earns $30,000,
the first $10,000 might be taxed at a rate of
10 percent, the second $10,000 at a tax rate
of 15 percent, and the third $10,000 at a tax
rate of25 percent. Thus, a person who earns
$30,000 will pay a total tax of $5,000.

Although it is true that progressive taxes
satisfy the higher tax requirement for those
with higher incomes, there are fundamental

Dr. Bails is Executive Director of the Public
Interest Institute at Iowa Wesleyan College in
Mt. Pleasant, Iowa.

problems with this position. The require
ment of higher taxes on higher incomes is
also satisfied under a flat-rate tax where a
single tax rate is applied to all income. In
the case ofthe individual who earns $30,000,
the last $1 earned would be taxed at exactly
the same tax rate as the first dollar earned.
If the single tax rate were set at 10 percent,
the total tax bill would equal $3,000. For a
person who earns only $20,000, the tax bill
would equal $2,000. The principle oftreating
unequals unequally requires only that those
with higher incomes pay higher taxes, a
condition that is satisfied under a flat-rate
tax. It does not require that they face a
higher tax rate. Those who justify progres
sive taxation by relying on the ability-to-pay
principle demonstrate a complete lack of
understanding of this principle.

Advocates of progressive taxation argue
that individuals with larger incomes have
more resources with which to pay taxes;
thus, they place a lower value on the addi
tional dollars that they earn (or that would
be paid in taxes) than do lower-income
individuals. If this argument is correct, levy
ing a higher tax rate on those with higher
incomes has some intuitive appeal.

However, the validity of this position
rests critically upon two questionable as
sumptions: (1) the value of additional in
come to those who earn it must decline, (2)
it must decline more rapidly as income
increases. The value of the income earned
by individuals is reflected in the goods and
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services they purchase. Thus, if the lower
value argument is true, it would suggest that,
for example, the additional income required to
purchase a color television is less important
than the lower income required to purchase
a radio. Similarly, the purchase of an auto
mobile for transportation is not as important
as being able to purchase a bus ticket for
travel. In a more general sense, this position
argues that all individuals, if asked to choose,
would prefer fewer goods and services to
more. An examination of real-world behavior
certainly seems to suggest the opposite. We
generally observe that individuals place
some value on obtaining more goods and
services and earning more income.

Further, there is no objective method for
determining whether or not one individual
derives more or less value from an addi
tional dollar of income over any other indi
vidual. Those who justify progressive taxa
tion on the grounds that some (higher
income) individuals place a lower value on
the goods and services that could be pur
chased with this income are implicitly as
suming that the preferences of all individu
als are identical. They assume that all of us,
if left to make our own decisions, would
make exactly the same choices.

Individual Differences
In light of the tremendous diversity

among individuals, this is a curious assump
tion indeed. Individuals differ with respect
to the type of entertainment and social
activities they enjoy, the goods and services
they consume, the company they prefer,
and virtually all other matters. Why then
should they have exactly the same prefer
ences with respect to how much income
they choose to earn? Who among us is
willing to argue that a person who chooses
to work longer hours contributes less to
society than a person who chooses to work
less and create art with the additional leisure
time? Is art more valuable than making an
automobile? Is practicing medicine less
valuable than driving a race car? Those who
advocate progressive taxation are in reality
arguing that the value of all goods and
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services is identical for all individuals and
are, in essence, arguing, that all professions
are equally valuable.

This complete disregard for individual
initiative and free choice, under the guise of
equity, is puzzling. It focuses completely on
the end result and never on the process
which generated this result. Those who
would advocate redistributive policies, such
as progressive taxation, ignore totally the
process by which income is earned. There is
at least some reason to believe that the
majority of those with higher incomes have
earned this position because they are pro
viding a good or service that the rest of us
value highly. Who among us would claim
that the millions of dollars earned by Bill
Gates, the founder of Microsoft, by Garth
Brooks, the country singer, or by Sam
Walton, the founder ofWal-Mart, should be
confiscated under the guise of fairness? Did
not these individuals earn their high incomes
fairly through the voluntary purchase of
their services by the rest of us? Those who
favor a progressive tax structure are sug
gesting that the process by which these and
other successful individuals earn their in
comes matters not at all.

Another curious aspect oftax policy in the
United States is that a majority of individ
uals are allowed to impose tax rates upon a
select minority. This type of policy would
surely be deemed unacceptable in all other
policy arenas. Indeed, in many other en
deavors, the United States goes to great
lengths to protect minorities from majority
oppression. The principle of treating equals
equally is so important that it has been
written into the U. S. Constitution as the
Equal Protection Clause of the Fourteenth
Amendment. It is time to apply this principle
to taxation.

There is something perverse about argu
ing, in the name of equity, that the efforts
of a minority of high-income individuals are
less worthy than those of lower- and middle
income individuals. It is far more appealing
to believe that all individuals should stand
equally before the tax law and be subject to
the same statutory rate of taxation on their
efforts. D
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Vouchers:
Competition
or Conformity?

by Sarah Erdmann

The public is aware of the problems
plaguing the public schools, and in

creasingly it has little faith that the system
will improve. In fact, in a 1992 Gallup poll,
people were asked to assign a letter grade
to the public school system as a whole, and
only two percent responded with an "A"
grade, while 20 percent of those polled gave
the system a failing grade. Over 80 percent
were dissatisfied. 1 Public school teachers in
California are twice as likely as the general
public to put their children into private
schooling. Apparently many teachers do not
even believe in the system that employs
them.

One widely held belief is that crumbling
foundations of public education could be
rebuilt if competition were introduced. Pub
lic schools would be spurred into action to
attract students. Thus, in theory, improve
ments would be made.

In the free market, where competition
thrives, producers try to offer consumers
the best possible product at the lowest pos
sible price. Thus, the consumers choose from
among the best products. Conversely, in con
trolled economies, the government regulates
the production process to the point that pro
ducers cannot make the products desired
by consumers. Since consumers have no
choice as to what to buy in a monopoly, they
have to settle for mediocre products, and

Miss Erdmann is a freshman at Grove City
College in Pennsylvania.

thus the producer has no incentive to im
prove his products. This is precisely the
condition of the public school system. It is
mediocre, and subservient to state control.

One of the most widely cited schemes
to increase competition within the public
schools is the voucher system. The voucher
system would refund to parents part of the
money used in their child's education. Par
ents would be able to put this money toward
a private education for their child, or pos
sibly even toward education in a different
public school. A 1991 survey conducted by
Survey Research Center at the University
of Akron indicated that, if given the choice,
at least 50 percent of public school students
would transfer to alternative schools.

Though this voucher arrangement may
sound profitable for the non-public schools,
it would, in fact, be devastating. All of the
evils of the current public system would
simply be transferred to the private schools.

The students associated with crime,
drugs, and poor grades would most likely be
the first to migrate to the private schools
because their parents would undoubtedly
blame the public system for their children's
lack of success. If, indeed, the voucher
system were implemented, public officials
would surely demand a strong guarantee of
open admissions in the private schools to
protect the rights of everyone. Therefore,
private and non-public schools would be
forced to reflect the community they serve,
with correct quotas of minority representa
tion. In discussing the voucher system, the
public school officials have, at times, ex
pressed concern about the public sector
being completely depleted of students, and
as a result, funds. On the contrary, "A
voucher system, far from destroying the
public sector, would greatly expand it, since
it would force large numbers of schools,
public and private, to open their doors to
outsiders if they wanted to get funds."2 Un
fortunately, the problems do not end here.

Under the voucher system, if private
schools become filled with public school
students, these schools will also indirectly
be filled with money coming from the public
system. Government funds will be support
ing private schools. This is dangerous.
Eventually, when the voucher schools are
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saturated with gpvernment funds, this finan
cial support will turn into a harness. The
responsibility and commitment the govern
ment has assumed for education will sud
denly become restrictive. Since government
aid will be keeping these voucher schools
afloat, the schools will have to be account
able to the government in order to succeed.
"The government might provide vouchers
free of strings for several years, only to
heavily regulate the schools once they be
came dependent on government funds,"3
writes David Bernstein. Thus, the govern
ment pays for the education of each child.

"Government intrusion always follows
government funding," adds James Dunn of
the Baptist Joint Committee of Public Af
fairs, "If [the voucher's] purpose is to
channel public money to private and paro
chial schools, we're opposed, because those
schools are supposed to be beyond the reach
of government. ,,4

Government agencies would develop a
panoply ofregulations to apply to the vouch
er-supported schools, should the system
ever be fully instituted. First the school
would receive the voucher; next it would
send the voucher to an appropriate over
sight office, which would review the school
and its adherence to the rules set up by the
agency. Some of these regulations might
include the following: the school must ac
cept the voucher as full payment of tuition;
the school must have open admission, with
an acceptable number of minorities; it must
utilize the standardized textbooks provided
by the state; it must provide a completely
approved financial report, and may not use
voucher money to support religious instruc
tion. "Both publicly- and privately~man

aged voucher schools would soon be entan
gled in the usual bureaucratic and political
jungle, in which everything is either re
quired or forbidden,"5 concludes James
Mecklenburger.

If a school chose to continue its religious
instruction, the money used would have to
be raised separately, with a separate ac
counting system, providing this would be
approved by a government agency with the
authority to institute new regulations as
needs are presented. If the school fit the
standards, the voucher agency would then
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cash the voucher. To prevent "huckster
ism" -the process ofa new school opening,
collecting funds, and then immediately clos
ing-the agency would withhold the right to
return the voucher funds at intervals. This,
in effect, would control how the school
spends its money. "The [educational
voucher agency] would soon develop a reg
ulatory system as complex and detailed as
that now governing the public schools.,,6

Moreover, the state could withhold funds
from schools that it deemed educationally
dangerous. Basically, this could apply to
any school that the state believes to be non
conforming. This might apply to all religious
instruction. At every angle religious educa
tion is being attacked and the non-pUblic
schools are basically made into carbon cop
ies of the most restricted public schools.

Thus, under the voucher system, schools
would become assimilated, with diversity
becoming practically nonexistent. In fact,
the American Civil Liberties Union has
promised to "Lobby and litigate vigorously
to make sure that the full panoply of regu
lations and constitutional safeguards that
apply to public schools will apply to the re
cipients of vouchers as well.,,7 This means
that all of the public school courses that teach
sex education, values clarification, and other
a-religious or even anti-religious classes
may, under the voucher system, soonap
pear even in religious private schools.

Though some believe healthy competition
will be the result of the voucher system, on
the contrary, voucher-supported schools
will become part of the monopoly of edu
cation by the government. Today, the sal
vation of free, non-politicized education
in the United States rests on home-educa
tors and those private schools that are
willing and able to resist this socialist
movement. D
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Today, May 15, 1987, p. 53.

5. Mecklenburger, p. 43.
6. Mecklenburger, p. 43.
7. Bernstein, p. 15.
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Maria Montessori, Who Gave
Children Everywhere Freedom
to Achieve Independence

by Jim Powell

W hat did inventor Alexander Graham
Bell, philosopher Bertrand Russell,

actor Cary Grant, actress Vanessa Red
grave, singer Bing Crosby, comedian Bob
Hope, cellist Yo-Yo Ma, and Britain's Prin
cess Diana have in common? They all sent
their children or grandchildren to schools
inspired by Maria Montessori, the coura
geous woman who showed why freedom is
absolutely essential for creativity and inde
pendence.

Despite sharp differences on political is
sues, people of every major culture and
religion appreciate how Montessori schools
set children free to learn. There are Mon
tessori schools throughout Europe and the
Americas. Montessori schools are well
established in India. There are Montessori
schools in mainland China. They are in
Russia. They are expanding fast in Japan.
There's a Montessori school in remote Cam
bodia. Both Israel and the United Arab
Emirates have Montessori schools. A Mon
tessori school reportedly is being built in
Somalia. Altogether, there are Montessori
schools in 52 nations around the world.

Mr. Powell is editor ofLaissez-Faire Books and
Senior Fellow at the Cato Institute. He has
writtenforThe New York Times, The Wall Street
Journal, Barron's, American Heritage, and more
than three dozen other publications.

Montessori schools thrive because chil
dren and parents love them. More than 90
percent of U.S. Montessori teachers, for
instance, are in private schools where rev
enue comes from parents voluntarily-not
from bludgeoned taxpayers. By contrast,
the major U.S. teachers' colleges, from
Columbia on down, do their best to ignore
Maria Montessori, treating her as a histor
ical figure of little relevance now. Vast
government teachers' unions are uneasy
about the freedom in Montessori class
rooms.

This has always been a maverick move
ment. Defying "progressive" educators
who molded children to fit a collectivist
vision, Maria Montessori declared that the
purpose of education is to help individuals
fulfill their destiny. She rebelled against
regimented schooling and insisted that chil
dren must have freedom to grow. She
showed that children learn mainly by teach
ing themselves, not by having teachers drum
knowledge into passive heads. Montessori
established that children begin learning
practically from birth, and education-the
right kind-could start offering benefits
much sooner than had been thought.

"The fundamental principle," she wrote,
"must be the liberty of the pupil;-such
liberty as shall permit a development of
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individual, spontaneous manifestations of
the child's nature. If a new and scientific
pedagogy is to arise from the study of the
individual, such study must occupy itself
with the observation of free children."

Montessori was a formidable presence
when, in 1906, she began making epic dis
coveries abouthow children learn. "In her
late thirties," wrote biographer Rita Kramer,
"she was a somewhat portly figure, still
handsome but putting on weight, still self
assured but a shade more dignified. She
would come into a classroom wearing a
simple but stylish dark-colored dress or
shirtwaist, her dark hair piled neatly on top
of her head, and smile at the children." She
had a "smooth, unwrinkled face and bright,
clear eyes . . . poise and serenity."

Montessori was born August 31, 1870, in
Chiaravalle, Italy-the very year Italian
states combined to form a new nation. Her
father, Alessandro Montessori, was an of
ficial who managed the finances of a gov
ernment-owned tobacco factory. Her mother,
Renilde Stoppani, was the bookish daughter
of a landed aristocrat.

When Maria was about five, Alessandro
Montessori got a job as an accountant in
Rome and moved the family there, so she
would have access to a better education.
She was encouraged to set her sights on
teaching, since that was among the few
professions available for women. Stubborn
Maria, however, considered professions
which were closed to women: first engineer
ing, then biology and medicine. In 1896, she
became Italy's first woman doctor, but she
wasn't permitted to practice because it was
unthinkable to have a woman examining a
man's body.

Montessori accepted an appointment as
assistant doctor at the Psychiatric Clinic,
University of Rome. This gave her an op
portunity to observe "defectives"-chil
dren who, in modern parlance, were re
tarded, learning-disabled, or difficult for
other reasons. These children were kept
in crowded rooms without toys or much else
to work with. As she observed them, she
became convinced that their lives might be
improved if they were treated more thought-
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fully. Searching for ideas, she discovered'
the writings of Jean Itard and Edouard
Seguin, French doctors who had spent their
lives looking for better ways to educate such
children.

In 1899, she spoke on the subject before
a teachers' conference, and it caused quite
a stir. She was invited to become a lecturer
at the University of Rome and director of
the new Orthophrenic School for "defec
tive" children. For two years, 1899 to 1901,
Montessori searched feverishly for teaching
techniques that could help these children.
She spent about 12 hours a day observing
them, working with them, trying out various
ideas. She visited institutions for "defec
tive" children in London and Paris. Incred
ibly, the children she taught learned to read
and write as well as ordinary children.

Then came the anguish and joy of her life
that led to a new career helping children
around the world. At the Orthophrenic
School, she worked with a Dr. Giuseppe
Montesano. One thing led to another, and
they had an affair. She gave birth to a son,
Mario. It appears that Dr. Montesano re
fused to marry her-he soon married an
other woman. Her mother was certainly
horrified that scandal could destroy her
daughter's career. Mario was sent to live
with country cousins near Rome, and the
whole business was hushed up. Biographer
Kramer concluded that pregnancy as well
as breaking up with Dr. Montesano must
have occurred in 1901 when Maria suddenly
resigned from the Orthophrenic School,
dropped out of sight for about a year, and
abandoned her successful work with "de
fective" children.

Imagine the anguish of this woman who
was pressured to give up her own child,
unable to share with him the benefits of her
extraordinary insights that would help other
people's children around the world. For
more than a decade, she visited him peri
odically without identifying herself. He
thought of her as a mysterious "beautiful
lady." Not until after Maria's mother died
in 1912 did Mario come live with her.

Meanwhile, Montessori transformed her
griefinto a new vision for her life-improving



524 THE FREEMAN • AUGUST 1995

education for normal children. She enrolled
as a student at the University of Rome. She
studied everything that might help her better
understand how children learn. She took
courses in psychology, anthropology, hy
giene, and teaching. She visited elementary
schools and noticed what teachers did and
how children reacted. These schools had
adopted the military-style method promoted
in Prussia, the United States, and elsewhere:
large numbers of students seated in rows
before a teacher who instructed everyone
at the same time. She reacted instinctively
against the regimented teaching, the passiv
ity of students, the system of rewards and
punishments.

Casa dei Bambini
Montessori wrote magazine articles ex

pressing her views, and one of them got the
attention ofEdouardo Talamo, an executive
with a residential real-estate developer, the
Institutio Romano dei Beni Stabili. Two of
the firm's new apartment buildings were
being vandalized by young children living
there, whose parents were away at work.
Talamo concluded it was in the self-interest
of the firm to start a school within each
building, so the children would have con
structive things to do and be properly su
pervised. He asked Montessori for advice.
This was no plumjob, because the buildings
were in the impoverished, squalid, violent
San Lorenzo section of Rome.

She offered to take on the project herself,
despite objections from friends who consid
ered it demeaning for a doctor to be teaching
young children. Instead of the usual school
desks, Montessori acquired child-sized
chairs and tables for 50 or more three- to
six-year-olds. She brought along self-cor
recting instructional materials which she
had created for "defective" children, to
help them learn sorting, fitting things to
gether, and other skills essential for inde
pendence. Her observations suggested the
need for additional materials, and gradually
her repertoire expanded. She found that
children learned -abstract concepts more
readily when materials involved all of a

child's senses, touch as well as sight and
sound. Known as Casa dei Bambini
"Children's House"-the school opened
January 6, 1907.

The children were an unpromising lot
sullen, withdrawn, rebellious. Yet Mon
tessori made a series of startling observa
tions as she worked with them. She dis
covered children have a powerful, inborn
desire to learn and to achieve independence.
She saw how children learned spontane
ously where they had enough freedom. They
developed remarkable concentration on
tasks that they chose. They preferred ex
ploring real things-the world of grown
ups-rather than conventional toys. Class
room order was maintained without re
wards and punishments when children were
happily engaged. Children blossomed in
an atmosphere of dignity, respect, and free
dom.

Freedom, Not License
Although Montessori gave children con

siderable freedom, this didn't mean they
could do anything they wanted. She insisted
children conduct themselves properly and
treat others with respect. "The first idea
that the child must acquire," she wrote, "is
that of the difference between good and evil;
and the task of the educator lies in seeing
that the child does not confound good with
immobility, and evil with activity, as often
happens in the case of old-time discipline.
And all this because our aim is to discipline
for activity, for work, for good; not for
immobility, not for passivity, not for obedi-
ence . ... A room in which all the children
move about usefully, intelligently, and vol
untarily, without committing any rough or
rude act, would seem to me a classroom
very well disciplined indeed."

Montessori observed that children
thrived when the teacher-whom she
termed a "directress"-showed how to do
something, then encouraged free explora
tion. She emphasized practical life skills to
help children develop self-confidence and
become more independent. Such skills in
cluded personal hygiene, putting materials



back where they belonged, cleaning the
classroom, preparing meals, taking care of
plants and pets.

Like most people, Montessori had as
sumed that children wouldn't be receptive
to reading and writing until age six. But the
young children in her classroom asked for
instruction. She and her assistant made sets
of script letters with markers enabling the
children to tell which way was up. She
devised exercises to help children learn the
shapes and sounds of letters.

Within two months, she witnessed an
explosion of writing. 'By Christmas, while
government school children were still strug
gling with their letters, two of Montessori's
children-four-year-olds-wrote holiday
greetings to building owner Edouardo Ta
lamo. Montessori reported triumphantly:
"These were written upon note paper with
out blot or erasure, and the writing was
adjudged equal to that which is obtained in
the third elementary grade."

Contrary to prevailing doctrines, Mon
tessori found that children best learned how
to read after learning how to write. She
prepared cards to label everyday objects,
and she showed how to sound them out-the
children already knew the sounds of indi
vidual letters. Within days, they were read
ing street signs, store signs, package labels,
and just about everything else around them
as well as books.

The Montessori Method
She began training teachers, opening

more schools and writing books. Her first
book was Ii Metodo della Pedagogia Sci
entifica applicato all'educazione infantile
nelle Case dei Bambini. In 1912, it appeared
in English as The Montessori Method and
became an American bestseller. She was no
abstract philosopher like her contemporary
John Dewey. Rather, she was a doer who
provided a specific model to help children
learn and achieve independence. Her book
was translated into Chinese, Danish, Dutch,
French, German, Japanese, Polish, Roma
nian, Russian, and Spanish.

Montessori was a sensation. Aspiring
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Maria Montessori (1870-1952)

teachers crossed the continent to be trained
by her. In December 1913, she visited the
United States where she met telephone
inventor Alexander Graham Bell, electrical
genius Thomas Edison, social worker Jane
Addams, and Helen Keller who, though
blind and deaf, had made herself a remark
ably cultivated woman. During the next four
decades, Montessori traveled throughout
Europe and Asia-she trained over a thou
sand teachers in India alone.

Although Montessori schools sprung up
around the world, her influence waned after
the initial publicity about the Casa dei Bam
bini. Concerned that her work was being
oversimplified, she insisted on total control
of teacher training and of Montessori mate
rials, and this alienated many supporters.
She encountered ferocious opposition from
academics, especially in the United States.
The most influential adversary was William
Heard Kilpatrick, a "progressive" follower
of John Dewey and professor at prestigious
Columbia University Teachers College.
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Montessori surely encountered opposition
because she was a woman when school
administrators and education professors
were men. She was Catholic, which made a
lot of Americans suspicious. Her academic
training was as a medical doctor, not an
educator. Finally, she was Italian. Ameri
cans had become disillusioned with Presi
dent Woodrow Wilson's intervention in
World War I, which failed to "make the
world safe for democracy" as he had prom
ised, and they turned inward, away from
Italy and just about everything else Euro
pean.

Maria and her son and his family left Italy
in· 1936 when fascist dictator Benito Mus
solini imposed government control over
schools. They settled in Amsterdam, then
spent World War II in India and returned to
Amsterdam afterwards, promoting her ideas
every step of the way. Most famous student
of an Amsterdam Montessori school: a Jew
ish girl named Anne Frank whose poignant
diary was published after she died in Hitler's
Bergen-Belsen concentration camp.

While chatting with friends in Noordwijk
aan Zee, aNorth Sea Village not far from the
Hague, Maria Montessori suffered a cere
bral hemorrhage and died May 6, 1952. She
was almost 82. Mario, who had become
her training associate, was by her side. She
considered her place wherever she hap
pened to be, so she was buried at a Catholic
church cemetery in Noordwijk.

When the obituary notices appeared, few
Americans had any idea who she was.
Rejecting failed "progressive" education
and rooting around forgotten doctrines,
though, some enterprising individuals redis
covered Montessori.

In Greenwich, Connecticut, a feisty, out
spoken educator named Nancy McCormick
Rambusch wasn't satisfied with the offer
ings from local schools. She had read about

how Montessori got great results gIvIng
children freedom to learn. Rambusch went
to London for Montessori teacher training.
Friends asked her to educate their children,
and in 1958 she opened the Whitby School
which sparked the American revival ofMon
tessori.

Four years later, at Santa Monica (Calif.)
Montessori School, former government
school teacher Ruth Dresser led the revival
on the West Coast-attracting celebrity
parents like Robert Mitchum, Yul Brynner,
Michael Douglas, Sarah Vaughn, and Cher.

Now there are 155 American schools
accredited by Association Montessori In
ternationale (AMI), the group established
by Maria Montessori in 1929 to uphold her
standards. Another 800 schools are accred
ited by the American Montessori Associa
tion (AMS) which, started by Rambusch in
1960, considers some variations appropriate
for American culture. About 3,000 more

'schools call themselves "Montessori." In
a dramatic turnabout, 200 government
schools, embarrassed by revelations of their
costly failures, have established "Mon
tessori" programs.

My .own son, Justin, goes to The Mon
tessori School (AMI, Wilton, Connecticut),
which is a wonder. It goes through the sixth
grade. Tuition is around $5,000 versus the
$10,000 per student local government
schools spend. Like Montessori schools
everywhere, mine welcomes parent class
room observations-discouraged in local
government schools. You can see for your
self how children thrive when they are free
to move about. You can see the intense,
joyous concentration of children who freely
choose their work. You can see children
teach themselves important skills with Mon
tessori materials. You can see children gain
independence with the liberating spirit of
Maria Montessori. D



The Age of Confusion

Economics on Trial

"There's a great deal of agreement among
economists, contrary to what people may
think. "

-Milton Friedman, interview
in Reason, June 1995

I s the economics profession moving to
ward consensus or away from it? In a

recent interview in Reason magazine, Pro
fessor Friedman happily proclaims that
most economists agree on certain funda
mentals. "You won't find much difference
ofopinion on the proposition that raising the
minimum wage will cost jobs. You won't
find much difference of opinion on the de
sirability of free trade."

I wish Professor Friedman were right, but
unfortunately, I'm afraid the profession is
moving further away from consensus to
ward an Age of Confusion. Judging from
recent conflicting studies, they apparently
can't even agree on the evils of the minimum
wage and protectionism.

Will increasing the minimum wage cost
jobs? Economic theory asserts that if you
raise the cost of labor, the demand for
workers will decrease. Yet in a recent study
of the minimum wage at fast-food restau
rants in New Jersey and Pennsylvania,
economists David Card and Alan Krueger
claim just the opposite. Surprisingly, they
conclude, "We find that the increase in the
minimum wage increased employment." 1

Both teach at Princeton University, and
Professor Card was recently honored with
the John Bates Clark Award for the most
outstanding economist under the age of 40.
The article has created a furor, however,
with counter-studies questioning the reli
ability of the Card-Krueger data, which was
based entirely on telephone interviews with

Dr. Skousen is an economist at Rollins College,
Winter Park, Florida 32789, and editor ofFore
casts & Strategies, an investment newsletter.

by Mark Skousen

restaurant managers. A similar study based
on actual payroll records contradicts the
Card-Krueger conclusions.2 Nevertheless,
the Clinton administration's support for an
increase in the minimum wage is based in
part on the controversial Card-Krueger
study.

Academic economists are also taking pot
shots at another sacred cow, the virtue of
free trade. A recent work by Paul Bairoch,
professor of economic history at the Uni
versity ofGeneva, claims that protectionism
is not at all bad and in fact has generally had
a positive impact on economic growth. After
surveying the relationship between tariff
rates and GDP data for industrial nations
since 1846, he asserts that many industrial
nations often suffered recessions when free
trade was adopted and recovery when pro
tectionism was imposed. Great Britain is the
only major exception, he notes.3

The Flaw in Empirical Studies
The problem with these historical studies

is not just the data, but the whole issue of
linking one set ofdata with another. In logic,
it's known as the post hoc ergo propter hoc
fallacy . Just because one observation oc
curs at the same time as another doesn't
necessarily mean one causes the other. It is
sheer folly to isolate one factor among the
complex mix of factors playing a role in
economic activity. Correlation does not
mean causation.

For example, several years ago, in the
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midst of a recession, the state ofUtah raised
taxes. Since then, the economy has
boomed. Did the tax increase cause the
recovery in the Utah economy? In fact, it
was outside forces that stimulated economic
growth-in particular, a huge transfer of
people and wealth from California to Utah
and other Western states. Earthquakes, bad
weather, crime, taxes, and a host of other
problems caused Californians to flee the
state. California's loss was Utah's gain. In
other words, Utah recovered in spite of, not
because of, the tax increase. No doubt
Utah's economy would have grown faster
had it not raised taxes.

The debate over deficit spending is an
other example ofthe post hoc fallacy. Sound
economic theory states that deficit spending
by the federal government raises interest
rates and crowds out private investment,
thereby retarding growth. Yet apologists for
the deficit, including some supply-siders,
use the 1980s to repudiate this view. During
the 1980s the deficits ballooned but interest
rates fell. Therefore, they argued, deficits
don't matter.

They miss the point. Crowding out still
took place. The economy could have grown
significantly faster in the 1980s if govern
ment spending had been cut sharply, elim
inating the deficit and even running a sur
plus. Interest rates could have fallen much
more than they did, thereby stimulating
more growth.

The Battle Enjoined
Back to the minimum wage issue. Even

if we accept as valid the data from Messrs.
Card and Krueger, how. is it possible for
employment to rise following an increase
in the minimum wage? One possible expla
nation-and I emphasize the word "possi
ble" because there could be a variety of
explanations-is that New Jersey raised
its minimum wage in early 1992, just when
it was emerging from a recession. A suf
ficiently strong recovery in the New Jer
sey economy could easily -mask the ill
effects of an 18 percent jump in the mini
mum wage.

Similarly, in Professor Bairoch's defense
of protectionism, the fact that Great Britain
is a glaring exception to his thesis demon
strates the complexity of the issues in
volved. Interestingly, he chooses the period
1870-92 in the United States as his best
example: the U.S. increased its protection
ism while· enjoying one of the most rapid
periods of growth in its history. Yet he
forgets that 1870-92 followed after a devas
tating civil war, where no growth occurred
at all and over 600,000 soldiers lost their
lives. During the post-war environment, the
federal government shifted from an infla
tionary greenback period to a gold standard,
interest rates fell sharply, the population
grew rapidly, transportation exploded, and
manufacturing output increased dramati
cally. How can Professor Bairoch tie tariff
legislation to the vast changes in economic
activity during this period, especially given
the relatively small role of foreign trade in
U.S. output?

Beware of False Relationships
The above challenges to free-market fun

damentals demonstrate a serious flaw in the
way some economists conduct their re
search. As I have shown, trying to prove or
disprove a theory through empirical obser
vation is highly problematic. It was Ludwig
von Mises who first raised this fundamental
methodological issue. "The truth is that the
experience of a complex phenomenon . . .
can always be interpreted on the ground of
various antithetic theories."4

Laboratory experiments are proper in the
physical sciences, but they are practically
impossible to duplicate in economics. His
tory cannot prove a theory, only deductive
logic can. D

1. David Card and Alan B. Krueger, "Minimum Wages
and Employment: A Case Study of the Fast-Food Industry in
New Jersey and Pennsylvania," American Economic Review
(September 1994), p. 792.

2. Richard B. Berman, "Dog Bites Man: Minimum Wage
Hikes Still Hurt," Wall Street Journal, March 29, 1995.

3. Paul Bairoch, Economics and World History: Myths and
Paradoxes (University of Chicago Press, 1993), pp. 44-55.

4. Ludwig von Mises, Human Action, 3rd ed. (Regnery,
1966), p. 41.
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The American Economy in the
Twentieth Century
by Gene Smiley
South-Western Publishing Co.• 1994 • 442
pages. $38.85

Reviewed by Mark Skousen

Uncork the champagne! It's time to celebrate!
The first free-market economic history text

book is now available for college students. The
American Economy in the Twentieth Century is
written by Gene Smiley, economics professor at
Marquette University, and published by South
Western, a major college textbook publisher.

There is much to applaud. Smiley's textbook
is lucid, interesting, well-documented, and re
plete with charts and graphs.

Professor Smiley views it as a supplemental
text because it covers only the twentieth cen
tury. But, as any student knows, pre-twentieth
century economic history is somewhat dry, and
most professors don't spend enough time on the
twentieth century, where the hot issues of eco
nomic theory and government policies surface.

Smiley doesn't just recount economic history,
he addresses all the major debates. He does a
masterful job of expounding on the theories and
policies surrounding the two world wars, the
Roaring Twenties, the Great Depression, and the
post-war modern economy, giving fair treatment
to all points of view.

What makes this text so different from all
others? Lots ofthings. I particularly like chapters
six through eight on government intervention in
the economy during the critical period 1920-40.

• Chapter 6, "The Role ofGovernment, 1920
1940: Monetary and Fiscal Policies and the New
Deal," reveals new research on the booming
1920s, the evolution of monetary policy under a
flawed international gold standard, and the pros
and cons of the New Deal.

• Chapter 7, "What Caused the Great Depres
sion?," is the most comprehensive piece ever
written on the subject. It includes a full Austrian
explanation, normally missing from standard
textbooks. But it doesn't shortchange Monetar
ist, Keynesian, and other explanations. Instruc-
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tors need not be concerned about bias in this
textbook. Smiley really does offer equal time for
all schools of thought. Moreover, he doesn't
ignore any ofhis critics, a chronic disease among
many academics.

• Chapter8, "The American Economy During
the 1940s," includes new research questioning
the magnitude of the recovery during World War
II, based on breakthrough research by historian
Robert Higgs and others.

In addition, Smiley gives an objective analysis
of public-sector unionism, the agricultural short
ages and energy crises of the 1970s, and the farm
debt and banking crises. In all these controversial
issues, the author focuses on the role of govern
ment.

I also found fascinating his extensive coverage
of the dramatic changes in technology and in
dustry during the twentieth century. He has an
entire chapter on the communications revolu
tion, including radio and TV, often overlooked
in mainstream textbooks. Another chapter is de
voted to developments in retail trade. He covers
finance, banking, international trade, labor, ag
riculture, and manufacturing. Finally, Smiley has
a thought-provoking chapter on the distribution
of income.

I recommend this textbook to all economic
historians and students who desire afull and fair
examination of what Paul Johnson labels the
century of" superpower and genocide" and Car
roll Quigley calls the generation of "tragedy and
hope." D
Dr. Skousen, an economist at Rollins College
and editor of Forecasts & Strategies, writes a
monthly Freeman column.

Taxation and Confiscation
with an introduction by
Hans F. Sennholz
The Foundation for Economic Education,
Irvington-on-Hudson, New York. 1993 .208
pages. $14.95 paperback

Reviewed by Daniel J. Pilla

Washington lawmakers are slowly beginning
to admit a fact many of us have known

for some time: our tax system is broken beyond
repair. The grumblings have led to a stream of
major tax-change proposals such as I have not
seen in 15 years. Some advocate a flat tax, and
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others seek an even steeper graduated tax. Some
call for a European-style value added tax and still
others hope to create a pure consumption-based
sales tax.

The center ofthe debate is the question ofwhat
type of tax system will raise the revenue de
manded by the federal government. Lawmakers
wrestle with increasing deficits and what appears
to be a decreasing tax base. Since wages and
income are the base upon which 80 percent of all
federal revenue is raised, and since real wages are
in decline, the genuine question of "what to tax
and in what amounts" seems difficult to answer.

Throughout the entire debate, however, we
have not seen the joinder of what I believe is the
seminal question. The questions of what to tax
and in what amounts are, in fact, secondary. The
principal question America should be asking is,
whether to tax in the first place. Taxation, after
all, is the primary means by which the functions
of government are carried out. If we do not
address the seminal question of whether to tax,
the supposition is that any action the government
undertakes is legitimate, providing it can be
funded. This supposition is not only erroneous, it
is most dangerous, as evidenced by our current
federal debt.

The essays presented by FEE in Taxation and
Confiscation are particularly relevant to this
debate. Not only do the various authors address
the secondary questions of what to tax and in
what amounts, but the crucial threshold ques
tion is reached. In this regard, I am particularly
impressed with Clarence Carson's discussion of
the "general welfare" clause of the United States
Constitution. I am well satisfied it is the single
most misunderstood phrase in the Constitution,
if not the entire body of American law.

The "general welfare" clause has been used,
or rather misused, to erect a welfare state which
our Founding Fathers clearly never intended. In
Taxation and Confiscation, Carson establishes
the true meaning of the phrase, then skillfully
answers the question' 'whether to tax. " UntiI we
all understand what he teaches, I fear there is
little hope of dismantling the costly federal levi
athan.

The collection of essays which comprise the
pages of Taxation and Confiscation go well
beyond this issue. From the pen of various
authors, including William Henry Chamberlin
and Ridgway K. Foley, Jr., we are taught im
portant lessons about the nature of a fair tax
system and the elements of the economy which
form a sound tax base.

Another issue which is treated extensively in

the book is the question of whether and to what
extent a tax system should impose burdens upon
capital. Authorities including Hans F. Sennholz,
Robert G. Anderson, and John Semmens paint
a clear and unmistakable picture of the relation
ship between capital and strong, sustainable
economic growth. The case is plainlY made for
relieving the tax burden on America's capital.

The one drawback to the book is the fact that
some of the essays present economic statistics
which are out of date. For example, the essay by
Christopher Witzky and Rolf Wubbels addresses
the negative effects our tax system has on na
tional rates of savings and investment. The
article, entitled "Government Policies and Cap
ital Growth,"appeared originally in the October
1981 issue of The Freeman. It is important to note
the principles outlined in this essay, and through
out the book, are timeless. Still, I would have
liked to see more up-to-date numbers to illustrate
the points made.

Overall, Taxation and Confiscation is a tre
mendously important guide to those of us who
will shape tax policy over the coming years for
the United States. It provides the solid support
needed to help agitate in favor ofa non-graduated
tax system, a system which is simple, fair and
efficient, and one which encourages savings and
investment, as opposed to the current system in
which none of these elements is present. Even
better, the guide helps to measure the current
proposals coming from Washington against these
critical yardsticks. D
Mr. Pilla, a tax litigation consultant from St.
Paul, Minnesota, is author ofeight books dealing
with taxpayers' rights issues and tax policy and
editorofa monthly newsletter, Pilla Talks Taxes.
He is also the co-founder and executive director
of the Tax Freedom Institute. His radio com
mentary, The Tax Rescue Minute, is syndicated
nationally by the U.S.A. Radio Network.

The Theme Is Freedom: Religion,
Politics, and the American Tradition

by M. Stanton Evans
Regnery Publishing. 1994 • 352 pages. $24.00

Reviewed by Gregory P. Pavlik

The sources of the freedoms and form of
government that Americans once enjoyed

are often a subject of dispute. One side claims
that the American republic was the product of



the Enlightenment and the spirit ofthe times. The
other holds that the break from Britain was
essentially a conservative affair provoked by
usurpations of liberties by the British crown.
Since each thesis is radically at odds with the
other in its political implications, the truth of the
matter is of the utmost importance.

M. Stanton Evans' new book, The Theme Is
Freedom, is a popularly written discussion of the
elements of British history and culture that
contributed to the American Founding. Actually,
the book touches on a range of topics that relate
directly or indirectly to Mr. Evans' thesis. He
argues that not only was the Founding a product
of British civilization, it was a product of a
specifically medieval heritage, imbued with po
litical notions derived from the history and reli
gion of that era. His case is strong, although the
wide-ranging nature of his examination injects a
few problematic elements into the text.

The first chapters of the book revolve around
a critique of liberalism, which is juxtaposed with
a discussion of Christian traditionalism. Evans
argues correctly that liberalism, being empty of
absolute value content, can never sustain its
promises of liberation or freedom. In fact, he
suggests that liberalism will ultimately reduce
itself to totalitarian tendencies in the absence of
a conception of authority beyond the state.

This has been borne out by historical example.
The transformation of liberalism toward social
ism was fueled by the impetus of its own pre
mises. The classical liberal world view was
motivated by belief in an ideology of liberation
and based on a theory ofatomized individualism.
These elements ofliberalism necessarily promote
an ideology ofchange. When the end ofthe liberal
program is met, satisfaction cannot be reached
for two reasons: the utopian nature of the liberal
vision and the perpetual desire for human liber
ation. Hence, the need to move beyond the
capitalist society that formed the original vision
of liberalism.

As an alternative, Evans offers a vision of
American liberty based on the Anglo-American
tradition, rooted in ·religious axioms. This re
quires a detailed discussion of medieval law and
political structures, the contractual basis of the
feudal order, the origins and applications of the
common law, British history, the nature of mon
archy in Britain, the role of the church in society
and politics, theologians' views of the state, and
a plethora of other factors. In fact, the book is
worth reading for its educational value on these
issues alone. Mr. Evans goes far to document the
basis of John Adams' claim that "The.patriots of
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this province desire nothing new; they wish only
to keep their old privileges."

An important element of this interpretation
rests on the issue of contract. Much emphasis in
what Mr. Evans calls the "standard treatment"
of our history is laid on social contractarian
theories of the state that are rooted in liberal and
Enlightenment thought. A sizable discussion in
The Theme Is Freedom revolves around the issue
of contract. Mr. Evans points out that the notion
of contract between king and subject derives
from the practice of the feudal system, that the
colonies were bound by charter to the crown, and
many of the early religious settlers formed com
munities based on compact. This raises the
question as to the depth of influence of liberal
thought on the birth of our nation. The record of
history and the written legacy ofthe men who laid
the groundwork for the republic suggests that it
was minimal.

Despite the overall strength of the book, Mr.
Evans' discussion of the contractarian John
Locke is flawed. He spends some time suggesting
that Locke's use ofsocial contract theory was not
an innovation based on the precedent of the
widespread idea of contract. Borrowing from the
lexicon of the day, however, does not obscure
the radical underpinnings of Locke's theory.
Central to understanding this is the recognition
that Locke's social contract did not revolve
around the relationship between the people and
the monarchy through a history of agreement
and concession. Instead, Locke was a republi
can, and his social contract was an abstraction
agreed to by tacit consent amongst the people.
His discussion was wholly theoretical, based on
logic and a set of a priori assumptions. If this
were not the case, Mr. Evans would not have to
provide a lengthy discussion salvaging the Dec
laration of Independence from the influence of
Locke.

This is unfortunate because it can only serve
to obscure the message of Mr. Evans' work. The
multiculturalist assault on the civilization derived
from England and the diminution of faith, public
and private, can serve only one end: the destruc
tion of our legacy of freedom. D
Mr. Pavlik is director 0/ The Freeman Op-Ed
program at The Foundation/or Economic Edu
cation.
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Out of Focus: Network Television and
the American Economy

by Burton Yale Pines
(with Timothy W. Lamer)
Regnery Publishing, Inc.• 1994 • 384 pages.
$24.00

Reviewed by Raymond J. Keating

On the evening I finished reading Out of
Focus, ABC television coincidentally ran a

program entitled "The Blame Game." I watched
in amazement as reporter John Stossel developed
a story about the United States becoming a na
tion of victims. Stossel explored how various
government programs, such as welfare, and reg
ulations like the Americans with Disabilities Act,
create dependency, generate frivolous lawsuits,
and degrade individual responsibility by fostering
the notion that we are all, in some way or another,
victims.

Through various interviews, Stossel illus
trated how a government check for not working
creates disincentives for working. He also looked
at the costs of more government regulation,
including lost jobs.

Unfortunately, the source of my amazement
was that this program actually aired on prime
time, network television-not exactly known as
a medium tough on government programs and
intervention in the economy. Burton Yale Pines'
Out of Focus confirms what many of us have
thought for some time-namely, that television
reporting on the economy is riddled with myths
and cliches. In a sense, this book helps to explain
why I and, I am sure, many others were amazed
at ABC's "The Blame Game."

Out ofFocus offers the results of a year-long
study, conducted in 1992 by the staff of the Free
Enterprise and Media Institute, analyzing morn
ing and evening newscasts and magazine shows
on ABC, NBC, CBS, and CNN, as well as twelve
weeks of prime-time entertainment television.
The researchers evaluated the kinds of economic
information, signals, and lessons being commu
nicated.

Unsurprisingly Pines offers worrisome find
ings. While television executives strongly sup
port capitalism and free enterprise in polls, more
often than not, a fundamental misunderstanding
of how the economy works makes its way onto
the television screen.

For example, Pines points out that "the no
tions that high profits created incentives for risk

taking, for savings, and even for hard work were
ignored or implicitly slighted by network TV."
In highlighting a randomly chosen week (January
25-31, 1992), Pines observes: "At least sixteen
of the week's stories dealt directly with the
federal government's role in the economy
through taxation, regulation, or spending. Al
most everyone of these stories took as its
premise that when the marketplace created prob
lems only the government had the answer. Rarely
were possible nongovernment solutions men
tioned. "

The author notes that this philosophy held
sway throughout 1992. He states: "Regulation
has a friend in television. Network reporters
seem to believe that government officials and
bureaucrats have the information, ability, and
tools to regulate economic matters effectively."

Particularly egregious was network reporting
on health care. The idea that government was
capable ofproviding cost-efficient, quality health
care seemed to be accepted as an economic
verity. This misguided notion served as the
foundation upon which most health-care televi
sion news reports were built. Pines found that
"viewers had less chance of seeing a balanced
story on health than on taxes, regulations, the
environment, or any other economic subject."

However, a glimmer of hope could be found
on the reporting front. Pines notes that' 'viewers
watching reports on tax issues, in contrast to
those about all other economic topics, had a
better than even ~hance of learning something
about how their free enterprise economy func
tioned and how the tax structure affected it. " On
April 15 , CBS "This Morning" even interviewed
Paul Craig Roberts, allowing him to explain how
lower marginal tax rates on capital would gener
ate' 'more investment, higher productivity, while
simultaneously shifting the average tax burden
from labor to capitaL"

Perhaps the two most informative chapters in
Out ofFocus identify the ten worst and best news
stories on the economy in 1992. These stories
were ranked by a panel of free-market econo
mists-Bruce Bartlett, Christopher Frenze, Ed
ward Hudgins, Marvin Kosters, and Stephen
Moore. The comments from these individuals
cited by Pines provide the reader with sound
analysis of where economic reporting was but
tressed or undercut by market principles.

Out of Focus also offers a glimpse of how
entertainment television treats free enterprise.
Pines finds that generally "entertainment TV in
1992 portrayed businessmen and women as un
feeling and cruel bosses and managers, as crim-



inals or otherwise evil, and as taking advantage
of the public."

However, the author does report an unusual
exception. A character on the NBC program
" Sisters' , failed in her attempt at selling cos
metics at Kaffee-Klatsch gatherings. However,
she found a market at these events for the
self-designed, hand-painted sweatshirt that she
was wearing. Pines sees a supply-side message
in this episode-supply creating demand.

If supply-side economics can find its way
onto a network entertainment program, and John
Stossel can address the downside of government
intervention in the economy on an ABC maga
zine show, then all is not lost. By pointing out the
current weaknesses, Out ofFocus provides the
first step on the path to improving television news
and entertainment treatment of free enterprise
and the economy. D
Mr. Keating is chief economist with the Small
Business Survival Foundation.

Property Rights

Edited by Ellen Frankel Paul, Fred D.
Miller Jr., and Jetfrey Paul
Cambridge University Press. 1994 • 291 pages
• $19.95

Reviewed by Tibor R. Machan

M ost of us turn to philosophy only when
problems arise with using our common

sense. For instance, we are seldom troubled
about determining what belongs to whom as we
go through a normal day in our lives, but there are
those occasions whenjust trusting our customary
beliefs won't suffice. I know pretty well that the
car parked in my garage, the flower growing in
my garden, or the furniture on my porch is mine.
But what about the sidewalk in front ofmy house,
the land Indians claim is theirs because their
ancestors are buried there, or the portion of
earnings declared as tax by officials of the Inter
nal Revenue Service? Are they mine? Ifnot, why
not? Then again, in what sense would my arm,
my heart, my lungs, my body, even my self be
my property, if any? After all, I can speak of my
height, my weight, my age, and my hair color and
in none of these cases am I talking about items
that belong to me. What about my team? My
child? Your share in a company's stocks? What
about the public park-in what sense is it both
yours and mine?
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Political theorists have addressed these issues
for centuries and they will probably continue to
do so for as long as human beings inhabit the
universe. Some have blamed all the troubles of
the world on the emergence of private property,
while others see property rights as the solution to
many problems. Others have defended a view of
ownership that precludes any reference to rights
or wrongs, to matters of justice or virtue, and
concerns only who has power to do what
roughly the legal-positivist position. Still others
think ownership cannot even be conceived of
without considering rightfulness versus wrong
fulness-the natural rights approach. And there
are always those who want a bit of both-for
example, limited ownership rights, limited pow
ers to use and dispose of various goods and
services. Finally, there are some who see own
ership falling on very hard times when it comes
to certain very pressing issues, usually related
to the ecosystem (water or air masses) or the
intellectual products or creations (inventions,
novels, musical arrangements, computer pro
grams, etc.).

In each age some have also argued, more or
less successfully, for excluding some types of
prospective property on grounds that these do
not qualify or meet the proper standards for
rightful, valid ownership. Slavery was over
thrown, in part, because ownership ofblacks was
successfully excluded, whereas the argument
that cows or chickens cannot be rightfully owned
is advanced less successfully in our time by
animal rights advocates.

The book before us is invaluable as a contri
bution to the ongoing debate. Paul, Miller, and
Paul have been collecting into separate volumes
discussions on various topics in political econ
omy, usually derived from conferences they have
held at their increasingly prestigious Social Phi
losophy and Policy Center at Bowling Green
State University in Ohio. This particular product
is especially valuable to classical liberal theo
rists. It presents for them a wide variety of both
champions and critics of proper rights. Nearly
every position is, if not fully developed and
defended, at least touched upon. And in each
case there is reasonable thoroughness, with only
minor omissions of significant contributions to
the debate. (For example, none of the contribu
tors seemed to find the Randian and neo-Randian
doctrines worth examination.) Some treatments
are a bit too didactic, paying little attention to
possible or extant objections. (For example,
David Friedman's presentation of the positivist
position takes little notice of arguments which
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maintain that his stance is untenable.) Yet in each
case the exposition is rich in nuance and very
informative, even if incomplete.

Beware, however, for this work is not bedside
reading material for those who like their philos
ophy in a breezy and easy style. Every essay is
loaded with complex vocabulary and complex
sentence construction. Nonetheless, if one is
serious about figuring out how the topic of
property rights might be best thought about, what
the most sensible approach is to dealing with the
ordinary phenomenon of ownership-especially
when it confronts hard cases with legal, moral,
and historical muddles surrounding property
one must dip into this book. There is a wealth of
insight here, providing much food for thought and
creative development in the area of property
rights theorizing.

The one lapse in this work is a paper by Alan
Ryan, whose glib treatment of many theories
of ownership, specifically Rothbard's and
Nozick's, does not deserve to be included in a
serious volume. There is a principle in scholar
ship that every contributor to a discussion ought
to practice conscientiously. It is the principle of
charity: giving the strongest representation to the
views which one criticizes. Ryan seems not to
have heard of that principle. Of course, there are
many others who have not, but fortunately in this
book no other contributor gets a chance to engage
in scholarly malpractice along such uncivil lines.

This book belongs on the shelf of anyone who
is serious and disciplined about the study of
property rights. Even lay persons will benefit
from studying some of the essays-e.g., by
Richard Epstein, David Schmidtz, and Gary
Lawson-ifonly by way of the lessons they learn
about how complicated problems of political
economy can be and how intensely those who
want to address them successfully need to work
in order to approach some measure of success.
After studying these essays, no one will walk
away making glib declarations about property
rights or, indeed, about political philosophy in
general. D
Dr. Machan is Professor of Philosophy at Au
burn University, Alabama. He is a contributing
editor ofThe Freeman.

A Nation Under Lawyers: How the
Crisis in the Legal Profession Is
Transforming American Society
by Mary Ann Glendon
Farrar, Straus, and Giroux. 1994. 331 pages
• $24.00

Recapturing the Constitution: Race,
Religion, and Abortion Reconsidered
by Stephen,. B. Presser
Regnery Publishing, Inc.• 1994 • 397 pages.
$24.95

Reviewed by William J. Watkins, Jr.

The second part of the twentieth century has
witnessed a marked decline in the rule oflaw.

The legal profession appears to be out of control
as society becomes ever more litigious and the
guarantees of the Constitution are ignored. What
happened to the United States Tocqueville vis
ited where "that numerous and turbulent multi
tude does not exist who, regarding the law as
their natural enemy, look upon it with fear and
distrust"? Professor Mary Ann Glendon of the
Harvard Law School in her new book, A Nation
Under Lawyers, does much to answer this vex
atious question.

In order to ascertain when and how the rule of
law was lost, Glendon looks to the past. She ties
the litigiousness and judicial activism of our time
to the legal conventions of immigrants. The
gentleman's ethic which prevailed at the turn of
the century stressed ascendancy ofthe rule oflaw
even if it meant refusing the wishes of a client.
This was replaced with an old-world ethic that
placed greater emphasis on the lawyer's loyalty
to his client than to the system.

Glendon marks the 1954 school desegregation
case, Brown v. Board of Education, as the
beginning of the present era of judicial activism.
From this landmark decision that took the courts
into the ordinary affairs oflocal governments, the
"Warren Court children" were born. This gen
eration that entered law school in the late '50s
and early '60s no longer saw the law as the
collected wisdom ofthe past that safeguarded our
scheme of ordered liberty. On the contrary, they
viewed the law as a means to bypass the political
process and effect radical social change.

Glendon sees the media as exacerbating the
problem by glorifying the judges and lawyers,
who through the judicial process, sought to
engineer a better world. Judges, in Glendon's



words, "began to taste the once-forbidden fruit
of emancipation from the constraints" posed by
the rule of law. Qualities such as impartiality and
an adherence to precedent that made a good
judge at the beginning of the century gave way to
a new set of principles that called for the courts
to be the champions of the underdog.

Glendon ends the book on a high note, re
counting how today's law students are spurning
the utopianism of the Warren Court children for
a more traditional legal system. And it is only tra
dition that Glendon sees as the means to recover
the impartiality and restraint that have been lost
over the years of radical experimentation.

Though radical experimentation has come
from all members of the legal profession, the
most damage to the rule of law has been wrought
by the Supreme Court through constitutional
interpretation. Since FDR's New Deal Court let
the genie out of the bottle, scarcely has the law
restrained the action of the federal government.
This demise of constitutional government is ex
amined in Stephen B. Presser's new book, Re
capturing the Constitution: Race, Religion, and
Abortion Reconsidered.

Rather than appeal to the" original intentions"
of the Framers as many conservative members
of the academy do, Presser advocates "original
understanding. " Though at first this sounds like
semantic hairsplitting, Presser bases his view of
the Constitution cogently around this doctrine.
Instead of simply looking at the text of the
Constitution, one must look "to the context in
which it was drafted." Thus, the attitudes and
understanding of the ratifiers are paramount.

For example, the First Amendment's prohibi
tion against the establishment ofreligion does not
erect a great wall between church and state. After
giving a fine history of the changes in the wording
of the First Amendment as it was being drafted
in the first Congress, Presser concludes, as did
the legendary Justice Joseph Story, that the
amendment was only to "exclude all rivalry
among Christian sects...." Insofar as the
founding generation was overwhelmingly Chris
tian and recognized the inseparability of religion
and morality, they would not have countenanced
the Jeffersonian wall of separation.

Rather than stopping with the doctrine of
original understanding, Presser goes on to em
brace natural law in the form of substantive due
process. Substantive due process, in the words of
legal historian Kermit L. Hall, means that there
exists an irreducible sum of rights with which
government cannot interfere. Under substantive
due process, the courts struck down much leg-
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islation dealing with the regulation of the public's
health, welfare, and morals as well as part of the
New Deal.

By embracing this doctrine, Presser violates
his own principle of original understanding.
Rather than recapturing the Constitution, ambig
uous doctrines ofnatural law and substantive due
process, despite their salutary results until 1937,
give the courts carte blanche to make the Con
stitution mean whatever they want. The accep
tance of this doctrine is the only major flaw in the
book.

As does Glendon in her book, Presser marks
Brown v. Board of Education as a watershed
event. From this case onward, Presser outlines
how the social sciences became more important
in adjudication than an understanding of consti
tutionallaw. This absence of a traditional under
standing of the Constitution naturally results in
decisions like Roe v . Wade.

Presser concludes that Justice Blackmun's
declaring abortion to be a fundamental right in
that landmark case caused a deep rift in society
that should have been settled through the polit
ical process as the Framers intended. Presser
sees abortion, like school prayer, as falling within
the gamut of state and local authority. The Court's
usurpation of legislative authority in matters deal
ing with race, religion, and abortion have, accord
ing to Presser, moved us further away from the
rule of law and towards the rule of man.

In short, Presser provides a thought-provoking
examination ofthe perversion ofthe Constitution
that the layman can comprehend. Like Glendon,
he sees the restoration of the rule of law resting
with tradition. It was, after all, for our traditional
rights as Englishmen that the colonists fought.
And only a clear understanding of this tradition
can restore our republican form of government
and the corresponding rule of law. D
Mr. Watkins, an assistant editor for The Free
man, begins law school this month.

The Abuse Excuse

by Alan M. Dershowitz
Little, Brown & Company. 1994 • 341 pages.
$22.95

Reviewed by David Brown

I t would be tough to dispute the thesis of this
book, which is that being a victim of abuse

hardly entitles one to become an abuser in turn.
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One wonders a little, then, why Alan Dershowitz
felt entitled to inflict this collection on the reader.
Surely not because he himself has been similarly
assaulted by other writers who slapped together
editorial collections with only marginal literary or
journalistic warrant.

Still, I'm fairly glad this book was published.
We do need to be told again and again that we are
responsible, really responsible, for our actions.
And the author tells us again and again. Take
those Menendez brothers, for instance, who
sneaked up on their parents and gunned them
down so as to precipitate their inheritances. Then
in court the boys claimed they were only retali
ating against past, or protecting themselves from
future child abuse. That horrific instance of the
abuse excuse led to hung juries despite the
brothers' admission of the killings and the skit
fodder phoniness of their courtroom histrionics.

Skater Tonya Harding was abused by her
former boyfriend/husband, ergo her ruthlessness
in seeking Olympic Gold was seen as partly
pardonable, and definitely plea-bargainable. Ob
serves Dershowitz: "Ordinarily, it is the 4s0 1
diers' or the 4mules ' who get favorable plea
bargains in exchange for helping to put the boss
in prison. Here, the primary beneficiary of the
crime-known in advance to her, according to
prosecutors-got the best deaL"

An inebriated woman driver who tried to kick
a police officer in the groin (without provocation),
and who later assaulted the breathalyzer, claimed
the scourge of premenstrual syndrome as her
excuse. She was acquitted. Victory for wom
en-or for the abuse excuse?

Black rage, adopted-child syndrome, battered
husband syndrome ("At times I have felt like a
battered husband or boyfriend," wrote O.J.
Simpson in what was to be his parting epistle), the

minister, the Super Bowl, the Holocaust, Twink
ies, the wrong self-help book, or the oppressive
system made me do it. Dershowitz enumerates
excuse after excuse. He seems to waffle, how
ever, about the propriety of jailing Judge Sol
Wachtler, the ChiefJudge ofthe New York Court
of Appeals convicted of harassing and extorting
a former girlfriend, and whose "expansive view
of civil liberties I deeply admired."

These pieces, not all ofwhich illustrate the title
theme, refresh our memories of stuff we read in
the papers at the time and remind us of how
commonplace these· excuses have become. The
most analytical and interesting item is the intro
duction, which mentions the first excuse ever,
something about a serpent. So what's the impetus
to all the contemporary abuse-excuse monger
ing? It's convenient for defendants, for one thing.
But ifyou want to trace it back to philosophic and
social theorizing and engineering, better books to
read would be FEE's own Criminal Justice?,
edited by Bob Bidinotto, with its scholarly anal
yses of criminal behavior and of the "excuse
making industry"; or Charles Sykes' culturally
perceptive Society of Victims.

Dershowitz, himself a high-profile criminal
lawyer ofliberal inclination, laments and catalogs
the trend, sheds light on the legal angles, rebukes
the rebukes of liberal colleagues over these
issues, provides a glossary ofabuse excuses, and
urges the legal system 44to confront the issues of
responsibility in a rationally calibrated manner
that is comprehensible tojurors and citizens....
We must stop making excuses and start taking
responsibility." At stake, he says, is "the very
nature of our experiment with democracy."

Also justice. D

Mr. Brown is a freelance writer.
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PERSPECTIVE

The Other Washington

There are two Washingtons. One is in
gleaming white, a magnificent sight for the
tourist flying into National Airport and
catching glimpses of the Capitol Building,
White House, Supreme Court Building, Jef
ferson Memorial, Washington Monument,
and so on. The other Washington is one the
tourist rarely gets to see. This Washington
epitomizes the Welfare State.

To be sure, there's still a seamy side to the
glistening Washington, the Shining City on
the Hill, even though high officials get duly
glorified in Washington's statuary. There
they stand: Noble figures in parks, circles,
squares, and government buildings in the
mode of Greek and Roman temples. Over
sized heroic gods in bronze or stone
presidents, speakers, senators in friezes
or on pedestals with eyes peering and fore
finger raised.

My favorite statue is in white granite, in
Mussolini modern. It stands before the Fed
eral Trade Commission Building on Penn
sylvania Avenue. The statue is a powerful
12-foot-tall horse representing "Trade" be
ing held back by an equally powerful 10
foot-tall man representing "Government,"
probably a bureaucrat. The sculptor knew
his onions.

To my knowledge, though, there is no
statue of a Washington official pocketing an
unmarked envelope but there are many of
those who have legally collected loot in the
form of votes or political action committee
(PAC) campaign funds for privileging some
body or some group with tax, regulatory,
spending, or welfare goodies. Loot-seeking
and-bestowing far outpaces tourism as Wash
ington's leading industry-an industry peo
pled mostly by thousands of lawyers who
lobby for their clients across America.

Yet it is the Welfare State that dominates
Washington, that also comes in two forms.
The first is the traditional one for the poor.
It involves public housing, Aid to Families
with Dependent Children, food stamps,
Medicaid, and so forth. The second form is
estimated by Washington economist Her-
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bert Stein to be five times bigger, and it
includes Social Security, Medicare, and
low-cost loans to college students-welfare
then for the non-poor including the rich.
Welfare for the rich-truth indeed stranger
than fiction.

Tax something and you get less of it,
subsidize something and you get more of
it. D.C., with the highest per capita property
and individual income taxes in the land,
causes residents and businesses to flee
mainly to nearby Maryland and Virginia and
lower income, property, and sales taxes.
D.C. ' s 1991 per capita tax burden comes to
$4,037; New York City's, in contrast,
$2,190.

So taxes plus high crime and poor schools
have driven 200,000 mostly middle-class
people out of D.C., cutting the population
by 25 percent (from 800,000 to under
600,000), shrinking the tax base accord
ingly. Currently, the $3.4 billion D.C. bud
get is short by $722 million for a 42,000
workforce in a maze of bureaucracies and
programs that is not only broke, but broken.

But then D.C., with Uncle Sam's big
helping hand, richly subsidizes welfare for
some 200,000, with 130,000 on Medicaid
alone. Thus the welfare cornucopia's bitter
fruit: In convicts per capita, murder rate,
low SAT math scores, one-parent families,
infant mortality, low-birth-weight ba
bies-in other words, in depressing cate
gory after depressing category-Washing
ton, the capital of the United States, if not
of the world, leads America. At one point,
then-D. C. Mayor Sharon Pratt Kelly
pleaded with President Clinton to call out
the National Guard to patrol Washington's
crime-torn streets.

Ideas have consequences. The Welfare
State is an idea whose time has long fled but
whose misery goes on. Its authors, the
distinguished members of Congress, sit atop
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Capitol Hill whose shadow falls across
D.C. 's social dissolution-the other Wash
ington, America's Welfare State in micro
cosm. A state of utter failure.

-WILLIAM H. PETERSON

Dr. Peterson, a contributing editor of
The Freeman, is the Distinguished Lundy
Professor ofBusiness Philosophy Emeritus
at Campbell University in North Carolina.

For further information on the statistics
cited, see D.C. by the Numbers: A State of
Failure by Thomas N. Edmonds and Ray
mond J. Keating.

The Blessings of Liberty
A free market is out of the question except

among a people who prize liberty and know
the imperatives of liberty. Liberty is not a
one-man term but, like the free market, finds
its complete realization in universal prac
tice: every man on earth is born with as
much right to his life, his livelihood, his
liberty as I. No one can rationally prize
liberty for himself without wishing liberty
for others.

To realize liberty, to tear ourselves loose
from political rigging, to unshackle creative
energy, to achieve freedom in transactions,
does not, as many contend, require that the
individual wait until all others take these
steps in unison with him. Implicit in such
a council of delay is the taking of no steps
by anyone, and this is fatal to liberty. An
individual can stand for liberty all by him
self; a nation can practice liberty to its own
glory and strength though all other states be
slave. The blessings of liberty are conferred
on all who live by her credo; and basic to
liberty is the unrigged market.

-LEONARD E. READ 1898-1983
Anything That's Peaceful, 1964

Cover illustration: Men counting gold and treasures, woodcut by lost Amman (1539-1591) of Nuremberg. Courtesy, Dover
Publications.
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Taking Money Back

by Murray N. Rothbard

M oney is a crucial command post of
any economy, and therefore of any

society. Society rests upon a network of
voluntary exchanges, also known as the
"free-market economy"; these exchanges
imply a division of labor in society, in which
producers of eggs, nails, horses, lumber,
and immaterial services such as teaching,
medical care, and concerts, exchange their
goods for the goods of others. At each step
of the way, every participant in exchange
benefits immeasurably, for if everyone were
forced to be self-sufficient, those few who
managed to survive would be reduced to a
pitiful standard of living.

Direct exchange of goods and services,
also known as "barter," is hopelessly un
productive beyond the most primitive level,
and indeed every "primitive" tribe soon
found its way to the discovery of the tre
mendous benefits ofarriving, on the market,
at one particularly marketable commodity,
one in general demand, to use as a "medi
um" of "indirect exchange." If a particular
commodity is in widespread use as a me-

Murray N. Rothbard (1926-1995) was the S.l.
Hall Distinguished Professor of Economics at
the University ofNevada, Las Vegas, and Aca
demic Vice President of the Ludwig von Mises
Institute. Parts 2 and 3 ofthis article will appear
in the October and November issues of The
Freeman.

dium in a society, then that general medium
of exchange is called "money."

The money-commodity becomes one
term in every single one of the innumerable
exchanges in the market economy. I sell my
services as a teacher for money; I use that
money to buy groceries, typewriters, or
travel accommodations; and these produc
ers in turn use the money to pay their
workers, to buy equipment and inventory,
and pay rent for their buildings. Hence the
ever-present temptation for one or more
groups to seize control of the vital money
supply function.

Many useful goods have been chosen as
moneys in human societies. Salt in Africa,
sugar in the Caribbean, fish in colonial New
England, tobacco in the colonial Chesa
peake Bay region, cowrie shells, iron hoes,
and many other commodities have been
used as moneys. Not only do these moneys
serve as media of exchange; they enable
individuals and business firms to engage in
the "calculation" necessary to any ad
vanced economy. Moneys are traded and
reckoned in terms of a currency unit, almost
always units of weight. Tobacco, for exam
ple, was reckoned in pound weights. Prices
of other goods and services could be figured
in terms of pounds of tobacco; a certain
horse might be worth 80 pounds on the
market. A business firm could then calculate
its profit or loss for the previous month; it
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could figure that its income for the past
month was 1,000 pounds and its expendi
tures 800 pounds, netting it a 200 pound
profit.

Gold or Government Paper
Throughout history, two commodities

have been able to outcompete all other
goods and be chosen on the market as
money; two precious metals, gold and silver
(with copper coming in when one of the
other precious metals was not available).
Gold and silver abounded in what we can
call "moneyable" qualities, qualities that
rendered them superior to all other com
modities. They are in rare enough supply
that their value will be stable, and of high
value per unit weight; hence pieces of gold
or silver will be easily portable, and usable
in day-to-day transactions; they are rare
enough too, so that there is little likelihood
of sudden discoveries or increases in sup
ply. They are durable so that they can last
virtually forever, and so they provide a sage
"store of value" for the future. And gold
and silver are divisible, so that they can be
divided into small pieces without losing their
value; unlike diamonds, for example, they
are homogeneous, so that one ounce of gold
will be of equal value to any other.

The universal and ancient use of gold and
silver as moneys was pointed out by the first
great monetary theorist, the eminent four
teenth-century French scholastic Jean Buri
dan, and then in all discussions of money
down to money and banking textbooks until
the Western governments abolished the gold
standard in the early 1930s. Franklin D.
Roosevelt joined in this deed by taking the
United States off gold in 1933.

There is no aspect of the free-market
economy that has suffered more scorn and
contempt from "modern" economists,
whether frankly statist Keynesians or alleg
edly "free market" Chicagoites, than has
gold. Gold, not long ago hailed as the basic
staple and groundwork of any sound mon
etary system, is now regularly denounced as
a "fetish" or, as in the case of Keynes, as
a "barbarous relic." Well, gold is indeed a
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"relic" of barbarism in one sense; no "bar
barian" worth his salt would ever have
accepted the phony paper and bank credit
that we modern sophisticates have been
bamboozled into using as money.

But "gold bugs" are not fetishists; we
don't fit the standard image of misers run
ning their fingers through their hoard ofgold
coins while cackling in sinister fashion. The
great thing about gold is that it, and only it,
is money supplied by the free market, by the
people at work. For the stark choice before
us always is: gold (or silver), or government.
Gold is market money, a commodity which
must be supplied by being dug out of the
ground and then processed; but govern
ment, on the contrary, supplies virtually
costless paper money or bank checks out
of thin air.

We know, in the first place, that all
government operation is wasteful, ineffi
cient, and serves the bureaucrat rather than
the consumer. Would we prefer to have
shoes produced by competitive private firms
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on the free market, or by a giant monopoly
of the federal government? The function of
supplying money could be handled no better
by government. But the situation in money
is far worse than for shoes or any other
commodity. If the government produces
shoes, at least they might be worn, even
though they might be high-priced, fit badly,
and not satisfy consumer wants.

Money is different from all other com
modities: other things being equal, more
shoes, or more discoveries of oil or copper
benefit society, since they help alleviate
natural scarcity. But once a commodity is
established as a money on the market, no
more money at all is needed. Since the only
use ofmoney is for exchange and reckoning,
more dollars or pounds or marks in circu
lation cannot confer a social benefit: they
will simply dilute the exchange value of
every existing dollar or pound or mark. So
it is a great boon that gold or silver are scarce
and are costly to increase in supply.

But if government manages to establish
paper tickets or bank credit as money, as
equivalent to gold grams or ounces, then the
government, as dominant money-supplier,
becomes free to create money costlessly and
at will. As a result, this "inflation" of the
money supply destroys the value of the
dollar or pound, drives up prices, cripples
economic calculation, and hobbles and se
riously damages the workings of the market
economy.

The natural tendency of government,
once in charge ofmoney, is to inflate and to
destroy the value of the currency. To un
derstand this truth, we must examine the
nature of government and of the creation of
money. Throughout history, governments
have been chronically short of revenue. The
reason should be clear: unlike you and I,
governments do not produce useful goods
and services which they can sell on the
market; governments, rather than produc
ing and selling services, live parasitically off
the market and off society. Unlike every
other person and institution in society, gov
ernment obtains its revenue from coercion,
from taxation. In older and saner times,
indeed, the King was able to obtain suffi-

cient revenue from the products of his own
private lands and forests, as well as through
highway tolls. For the State to achieve
regularized, peacetime taxation was a strug
gle ofcenturies. And even after taxation was
established, the kings realized that they
could not easily impose new taxes or higher
rates on old levies; if they did so, revolution
was very apt to break out.

Controlling the Money Supply
If taxation is permanently short of the

style of expenditures desired by the State,
how can it make up the difference? By
getting control of the money supply, or, to
put it bluntly, by counterfeiting. On the
market economy, we can only obtain good
money by selling a good or service in ex
change for gold, or by receiving a gift; the
only other way to get money is to engage
in the costly process of digging gold out of
the ground. The counterfeiter, on the other
hand, is a thief who attempts to profit by
forgery, e.g., by painting a piece of brass to
look like a gold coin. If his counterfeit is
detected immediately, he does no real harm,
but to the extent his counterfeit goes unde
tected, the counterfeiter is able to steal not
only from the producers whose goods he
buys. For the counterfeiter, by introducing
fake money into the economy, is able to
steal from everyone by robbing every person
of the value of his currency. By diluting the
value of each ounce or dollar of genuine
money, the counterfeiter's theft is more
sinister and more truly subversive than that
of the highwayman; for he robs everyone
in society, and the robbery is stealthy and
hidden, so that the cause-and-effect relation
is camouflaged.

Recently, we saw the scare headline:
"Iranian Government Tries to Destroy U.S.
Economy by Counterfeiting $100 Bills."
Whether the ayatollahs had such grandiose
goals in mind is dubious; counterfeiters
don't need a grand rationale for grabbing
resources by printing money. But all coun
terfeiting is indeed subversive and destruc
tive, as well as inflationary.

But in that case, what are we to say when



the government seizes control of the money
supply, abolishes gold as money, and estab
lishes its own printed tickets as the only
money? In other words, what are we to say
when the government becomes the legal
ized, monopoly counterfeiter?

Not only has the counterfeit been de
tected, but the Grand Countetfeiter, in the
United States the Federal Reserve System,
instead of being reviled as a massive thief
and destroyer, is hailed and celebrated as
the wise manipulator and governor of our
"macroeconomy," the agency on which we
rely for keeping us out of recessions and
inflations, and which we count on to deter
mine interest rates, capital prices, and em
ployment. Instead ofbeing habitually pelted
with tomatoes and rotten eggs, the Chair
man of the Federal Reserve Board, whoever
he may be, whether the imposing Paul
Volcker or the owlish Alan Greenspan, is
universally hailed as Mr. Indispensable to
the economic and financial system.

Indeed, the best way to penetrate the
mysteries of the modern monetary and
banking system is to realize that the gov
ernment and its central bank act precisely as
would a Grand Counterfeiter, with very
similar social and economic effects. Many
years ago, the New Yorker magazine, in the
days when its cartoons were still funny,
published a cartoon of a group of counter
feiters looking eagerly at their printing press
as the first $10 bill came rolling off the press.
"Boy," said one of the team, "retail spend
ing in the neighborhood is sure in for a shot
in the arm."

And it was. As the countetfeiters print
new money, spending goes up on whatever
the counterfeiters wish to purchase: per
sonal retail goods for themselves, as well as
loans and other" general welfare" purposes
in the case of the government. But the
resulting "prosperity" is phony; all that
happens is that more money bids away
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existing resources, so that prices rise. Fur
thermore, the countetfeiters and the early
recipients of the new money bid away re
sources from the poor suckers who are
down at the end ofthe line to receive the new
money, or who never even receive, it at
all. New money injected into the economy
has an inevitable ripple effect; early re
ceivers of the new money spend more and
bid up prices, while later receivers or those
on fixed incomes find the prices of the
goods they must buy unaccountably rising,
while their own incomes lag behind or re
main the same. Monetary inflation, in other
words, not only raises prices and destroys
the value of the currency unit; it also acts
as a giant system of expropriation of the
late receivers by the countetfeiters them
selves and by the other early receivers.
Monetary expansion, is a massive s~heme

of hidden redistribution.
When the government is the counter

feiter, the countetfeiting process not only
can be "detected"; it proclaims itselfopenly
as monetary statesmanship for the public
weal. Monetary expansion then becomes a
giant scheme of hidden taxation, the tax
falling on fixed income groups, on those
groups remote from government spending
and subsidy, and on thrifty savers who are
naive enough and trusting enough to hold on
to their money, to have faith in the value of
the currency.

Spending and going into debt are encour
aged; thrift and hard work discouraged and
penalized. Not only that: the groups that
benefit are the special interest groups who
are politically close to the government and
can exert pressure to have the new money
spent on them so that their incomes can rise
faster than the price inflation. Government
contractors, politically connected busi
nesses, unions, and other pressure groups
will benefit at the expense of the unaware
and unorganized public. D
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Free Market Economists:
400 Years Ago

by Llewellyn H. Rockwell, Jr.

Students of free enterprise usually trace
the origins of pro-market thinking to

Scottish professor Adam Smith (1723-90).
This tendency to see Smith as the fountain
head of economics is reinforced among
Americans because his famed book An In
quiry into the Nature and the Causes ofthe
Wealth ofNation was published the year of
American independence from Britain.

There is much that this view ofintellectual
history overlooks. The real founders of
economic science actually wrote hundreds
of years before Smith. They were not econ
omists as such, but moral theologians,
trained in the tradition of St. Thomas Aqui
nas, and they came to be known collectively
as the Late Scholastics. These men, most
of whom taught in Spain, were at least as
pro-free market as the Scottish tradition
came to be much later. Plus, their theoret
ical foundation was even more solid: they
anticipated the theories of value and price
of the "marginalists" of late-nineteenth
century Austria. 1

If Italian city-states began the Renais
sance of the fifteenth century, Spain and
Portugal explored the new world in the
sixteenth, and emerged as centers of com
merce and enterprise. Intellectually, Span
ish universities spawned a revival of the

Llewellyn H. Rockwell, Jr., is president of the
Ludwig von Mises Institute in Auburn, ~labama.

great Scholastic project: drawing on ancient
and Christian traditions to investigate and
expand all the sciences, including econom
ics, on the firm ground of logic and natural
law.

Because natural law and reason are uni
versal ideas, the Scholastic project was to
search for universal laws that govern the
way the world works. And though econom
ics was not considered a separate discipline,
these scholars were led to economic reason
ing as a way of explaining the world around
them. They searched for regularities in the
social order and brought Catholic standards
of justice to bear on them.

Francisco de Vitoria
The University of Salamanca was the

center of Scholastic learning in sixteenth
century Spain. The first of the moral theo
logians to research, write, and teach there
was Francisco de Vitoria (1485-1546). Un
der his guidance, the university offered an
extraordinary 70 professorial chairs. As
with other great mentors in history, most of
Vitoria's published work comes to us in the
form of notes taken by his students.

In Vitoria's work on economics, he ar
gued that the just price is the price that has
been arrived at by common agreement
among producers and consumers. That is,
when a price is set by the interplay of supply

544



and demand, it is a just price. So it is with
international trade. Governments should
not interfere with the prices and relations
established between traders across borders.
Vitoria'slectures on Spanish-Indian trade
originally published in 1542 and again in
1917 by the Carnegie Endowment-argued
that government intervention with trade
violates the Golden Rule.

Yet Vitoria's greatest contribution was
producing gifted and prolific students. They
went on to explore almost all aspects, moral
and theoretical, of economic science. For a
century, these thinkers formed a mighty
force for free enterprise and economic logic.
They regarded the price of goods and ser
vices as a consequence of the actions of
traders. Prices vary depending on the cir
cumstance, depending on the value that
individuals place on goods. That value in
turn depends on two factors: the goods'
availability and their use. The price ofgoods
and services are a result of the operation of
these forces. Prices are not fixed by nature,
or determined by the costs of production;
prices are a result of the common estimation
of men.

Martin de Azpilcueta Navarrus
One student was Martin de Azpilcueta

Navarrus (1493-1586), a Dominican monk,
the most prominent canon lawyer ofhis day,
and eventually the adviser to three succes
sive popes. Using reasoning, Navarrus was
the first economic thinker to state clearly
and unequivocally that government price
fixing is a mistake. When goods are plenti
ful, there is no need for a maximum-set
price; when they are not, price control does
more harm than good. In a manual on moral
theology (1556), Navarrus pointed out that it
is not a sin to sell goods at higher than the
official price when it is agreed to among all
parties.

Navarrus was also the first to fully state
that the quantity of money is a main influ
ence in determining its purchasing power.
"Other things being equal," he wrote, "in
countries where there is a great scarcity of
money, all other saleable goods, and even
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the hands and labor of men, are given for
less money than where it is abundant."

For a currency to settle at its correct price
in terms of other currencies, it is traded at a
profit, an activity which was controversial
among some theorists on moral grounds.
But Navarrus argued that it was not against
the natural law to trade currencies. This was
not the primary purpose ofmoney, but' 'it is
nonetheless an important secondary use."
He made an analogy with another market
good. The purpose of shoes, he said, is to
protect our feet, but that doesn't mean they
shouldn't be traded at a profit. In his view,
it would· be a terrible mistake to shut down
foreign exchange markets,. as some people
were urging. The result' 'would be to plunge
the realm into poverty."

Diego de Covarrubias y Leiva
The greatest student of Navarrus's was

Diego de Covarrubias y Leiva (1512-1577),
considered the best jurist in Spain since
Vitoria. The emperor made him chancellor
of Castile, and he eventually became the
bishop of Segovia. 'His book Variarum
(1554) was the clearest explanation on the
source of economic value to date. "The
value of an article," he said, "does not
depend on its essential nature but on the
estimation of men, even if that estimation is
foolish." It seems like such a simple point,
but it was missed by economists for centu
ries until the Austrian School rediscovered
this "subjective theory of value" and incor
porated it into microeconomics.

Like all these Spanish theorists, Covarru
bias believed that individual owners ofprop
erty had inviolable rights to that property.
One of many controversies of the time was
whether plants that produce medicines
ought to belong to the community. Those
who said they should pointed out that the
medicine is not a result of any human labor
or skill. But Covarrubias said everything
that grows on a plot of land should belong
to the owner of the land. That owner is even
entitled to withhold valuable medicines
from the market, and it is a violation of the
natural law to force him to sell.
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Luis de Molina

Another great economist in the Vitoria
line of thinkers was Luis de Molina (1535
1601), among the first of the Jesuits to think
about theoretical economic topics. Though
devoted to the Salamancan School and its
achievement, Molina taught in Portugal at
the University of Coimbra. He was the
author of a five-volume treatise De Justitia
et Jure (1593 and following). His contribu
tions to law, economics, and sociology were
enormous, and his treatise went through
several editions.

Among all the pro-free market thinkers of
his generation, Molina was most consistent
in his view of economic value. Like the
other Late Scholastics, he agreed that goods
are not valued "according to their nobility
or perfection" but according "to their abil
ity to serve human utility." But he provided
this compelling example. Rats, according to
their nature, are more "noble" (higher up
the hierarchy of Creation) than wheat. But
rats "are not esteemed or appreciated by
men" because "they are of no utility what
soever."

The use-value of a particular good is not
fixed between people or with the passage
of time. It changes according to individual
valuations and availability. This theory also
explains peculiar aspects of luxury goods.
For example, why would a pearl, "which
can only be used to decorate," be more
expensive than grain, wine, meat, or horses?
It appears that all these things are more useful
than a pearl, and they are certainly more
"noble." As Molina explained, valuation is
done by individuals, and "we can conclude
that the just price for a pearl depends on the
fact that some men wanted to grant it value
as an object of decoration. "

A similar paradox that befuddled the clas
sical economists was the diamond-water
paradox. Why should water, which is more
useful, be lower in price than diamonds?
Following Scholastic logic, it is due to
individual valuations and their interplay
with scarcity. The failure to understand this
point led Adam Smith, among others, off in
the wrong direction.

But Molina understood the crucial im
portance of free-floating prices and their
relationship to enterprise. Partly this was
due to his extensive travels and interviews
with merchants of all sorts. "When a good
is sold in a certain region or place at a cer
tain price," he observed, so long as it is
"without fraud or monopoly or any foul
play," then "that price should be held as a
rule and measure to judge the just price of
said good in that region or place." If the
government tries to set a price that is higher
or lower, then, it would be unjust. Molina
was also the first to show why it is that re
tail prices are higher than wholesale prices:
consumers buy in smaller quantities and
are willing to pay more for incremental
units.

The most sophisticated writings ofMolina
concerned money and credit. Like Navarrus
before him, he understood the relationship
of money to prices, and knew that inflation
resulted from a higher money supply. "Just
as the abundance of goods causes prices
to fall," he wrote-specifying that this as
sumes the quantity of money and number
of merchants remain the same-so too does
an "abundance of money" cause prices to
rise-specifying that quantity of goods and
number of merchants remain the same. He
even went further to point out how wages,
income, and even dowries eventually rise in
the same proportion to which the money
supply increases.

He used this framework to push out the
accepted bounds of charging interest, or
"usury," a major sticking point for most
economists of this period. He argued that it
should be permissible to charge interest on
any loan involving an investment of capital,
even when the return doesn't materialize.

Molina's defense of private property
rested on the belief that property is secured
in the commandment, "thou shalt not
steal. " But he went beyond his contempo
raries by making strong practical arguments
as well. When property is held in common,
he said, it won't be taken care of and people
will fight to consume it. Far from promoting
the public good, when property is not di
vided, the strong people in the group will
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take advantage ofthe weak by monopolizing
and consuming all resources.

Like Aristotle, Molina also thought that
common ownership ofproperty would guar
antee the end of liberality and charity. But
he went further to argue that "alms should
be given from private goods and not from the
common ones."

In most writings on ethics and sin today,
different standards apply to government
than to individuals. But not in the writings of
Molina. He argued that the king can, as king,
commit a variety of mortal sins. For exam
ple, if the king grants a monopoly privilege
to some, he violates the consumers' right to
buy from the cheapest seller. Molina con
cluded that those who benefit are required
by moral law to offset the damages they
cause.

Vitoria, Navarrus, Covarrubias, and Mo
lina were four of the most important among
more than a dozen extraordinary thinkers
who had solved difficult economic problems
long before the classical period. Trained in
the Thomist tradition, they used logic to
understand the world around them, and
looked for institutions that would promote
prosperity and the common good. It is
hardly surprising, then, that many of the

Late Scholastics were passionate defenders
of the free market.

The members of the School of Salamanca
would not have been fooled by the fallacies
that dominate modern economic theory and
policy today. If only our modern under
standing could once again arrive at that high
road paved for us more than 400 years
~o. D

1. The scholar who rediscovered the Late Scholastics was
Raymond de Roover (1904-1972). For years, they had been
ridiculed and sloughed off, and even called pre-socialists in
their thought. Karl Marx was the "last of the Schoolmen,"
wrote R. H. Tawney. But de Roover demonstrated that almost
all the conventional wisdom was wrong (Business, Banking,
and Economic Thought, edited by Julius Kirchner [Chicago:
University of Chicago Press, 1974]).

Joseph Schumpeter gave the Late Scholastics a huge boost
with his posthumously published 1954 book, History of Eco
nomic Analysis (New York: Oxford University Press). "It is
they," he wrote, "who come nearer than does any other group
to having been the 'founders' of scientific economics." About
the same time there appeared a book of readings put together
by MaIjorie Grice-Hutchinson (The School of Salamanca
[Oxford: Clarendon Press, 1952]). A full-scale interpretive
work appeared later (Early Economic Thought in Spain,
1177-1740 [London: Allen & Unwin, 1975]).

In our own time, Alejandro Chafuen (Christians for Free
dom [San Francisco: Ignatius Press, 1986]) linked the Late
Scholastics closely with the Austrian School. In the fullest and
most important treatment to date, Murray N. Rothbard's An
Austrian Perspective on the History of Economic Thought
(London: Edward Elgar, 1995) presents the extraordinarily
wide range of Late Scholastic thought, and offers an explana
tion for the widespread misinterpretation of the School of
Salamanca, plus an overarching framework of the intersection
between economics and religion from St. Thomas through the
mid-nineteenth century.
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The Ethics of War:
Hiroshima and Nagasaki
After 50 Years

by Gregory P. Pavlik

T he first use of an atomic bomb in war
fare took place on August 6, 1945. The

weapon was dropped on the Japanese city of
Hiroshima by the U.S. bomber Enola Gay,
instantaneously destroying four square
miles in the middle of the population center.
The blast killed 66,000 men, women, and
children, and injured an additional 69,000.
A full 67 percent of Hiroshima's buildings,
transportation systems, and urban struc
tures were destroyed.

The next (and only other) atomic bomb to
be dropped in warfare was detonated over
the Japanese city of Nagasaki three days
later. That blast killed 39,000 civilians and
injured another 25,000; 40 percent ofthe city
was destroyed or unrepairable. The Japa
nese government surrendered to the U.S.
government on August 10, 1945.

Since the last "good war," a debate has
ensued over the moral legitimacy of the use
of nuclear weapons, particularly against
civilians. The critics hold that it is a crime
to incinerate civilians en masse; defenders
commonly claim that the bombing was nec-

Mr. Pavlik is director 0/ The Freeman Op-Ed
Program at The Foundation/or Economic Edu
cation. He is editor 0/ Forgotten Lessons: Se
lected Essays of John T. Flynn, to be published
by FEE next month.

essary to bring the war to a close, thereby
saving countless American lives.

Most of those who make this claim do so
in earnest. The problem is that this defense
is both historically false, and taken to its
logical conclusion, extremely dangerous.

But a discussion of the bombing of Hi
roshima and Nagasaki cannot proceed with
out an overview of the imperialist motives
for Japanese military aggression, which re
flected the age-old drive for power through
military intimidation and conquest. The Jap
anese desired a series of conquests, to con
stitute the Greater East Asian Co-Prosperity
sphere. This involved, most importantly,
penetration into Korea, Manchuria, China,
French Indochina, Malaya, and Burma.

What was clearly not their goal was a
prolonged conflict with the United States or
any of the other Allied Powers. After estab
lishing their Asian imperium and a defensive
perimeter, the Japanese expected to reach a
negotiated peace.

It should be clear that the attack on the
American military base at Pearl Harbor was
not a part of the long-term planning of the
Japanese government. Indeed, conserva
tives and isolationists have long held the
view that the Roosevelt administration pro
voked the Japanese into their aggressive
stance as a back door to war in Europe.
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Consider the facts leading up to the at
tack: Roosevelt had made a commitment to
Churchill that the United States would enter
into the Asian conflict if the British were
attacked; the United States was shipping
munitions to both Russia and Great Britain;
Roosevelt had placed an embargo on oil and
metals against Japan; and in the most egre
gious example, had sent the' 'unofficial"
Flying Tigers to attack the Japanese in
China in 1941. All were violations of U.S.
neutrality and acts of belligerency.

Vocal critics on the Old Right-such as
John T. Flynn and Harry Elmer Barnes
held that the Roosevelt administration was
aware of the attack in advance, both from
decoded transmissions and intelligence re
ports. The weight of history has ironed out
the appearance of radicalism from the latter
contention. Whatever the truth of the Pearl
Harbor affair, an extended war with the
United States was not a desire of the Japa
nese.

Japanese Objectives
Apologists for the bombing of Hiroshima

and Nagasaki need to consider the overall
thrust of the Japanese objectives. These
objectives do not square with the notion that
Japan was intractably set into a policy of
mortal combat with the Americans. Not that
the Japanese were not willing to fight-they
did so for four bloody and grueling years.
Yet the oft-repeated claim that the Japanese
were willing to sacrifice every last individual
before ending the war is nonsense.

In reality, the Japanese were willing to
end hostilities with the United States as
quickly as they began. Startlingly neglected
is the January 1945 offer of the Japanese
government to surrender. As the eminent
English jurist Frederick J.P. Veale pointed
out in Advance to Barbarism,

Belatedly it has been discovered that seven
months before it [the atomic bomb] was
dropped, in January 1945, President Roose
velt received via General MacArthur's head
quarters an offer by the Japanese Government
to surrender on terms virtually identical to
those accepted by the United States after the
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dropping of the bomb: In July 1945, as we
know, Roosevelt's successor, President Tru
man, discussed with Stalin at Bebelsburg the
Japanese offer to surrender.

Clearly, then, the bomb did not have to be
dropped to save the lives of American sol
diers. The war in the Pacific could have
ended prior to the European conflict. One
suspects that the conflagration's extension
beyond the confines of necessity had more
to do with the politics of war than military
strategy. The fact that consultation with
Stalin played a key role in the decision tends
to implicate both what historian William L.
Neumann pointed to as "the historic ambi
tions of Russia in Asia" and "the expan
sionist element in Stalinist Communism."

The Japanese offer to surrender came at a
time when surrender made sense. Consider
the strange apology for the bombing offered
by the historian Robert R. Smith, the logic
of which may escape even the most alert
reader:

Allied air, surface, and submarine operations
had cut the home islands from all sources of
raw materials. The effective and close block
ade of the Allies established around the home
islands would ultimately have made it impos
sible for the Japanese to supply their military
and civilian components with even the bare
essentials of life. An early surrender was
inevitable, probably even without the impetus
supplied by the atomic blasts. It was better for
both the Allies and the Japanese the end came
when it did.

Even if the Japanese had showed no signs
of surrender and had remained obstinate in
belligerency, the notion that the most hu
man carnage possible must be inflicted on
the civilians of an enemy government to
force a surrender and minimize the losses
of one's own troops is perverse. Consider
the consequences of adopting a policy of
total war. Logically, if you expect an enemy
to pursue this strategy, you will do every
thing in your power to do the same before
the enemy has the opportunity to annihilate
you.

It's a step beyond the Cold War policy
appropriately referred to as Mutually As
sured Destruction. These doctrines place
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their backers alongside such military strat
egists as Ghengis Khan, Attila the Hun, and
the Assyrian King Tigleth Pileser who de
lighted in the erection ofpyramids ofhuman
skulls. To adopt this justification for the
bombing is to ask any putative future enemy
to assume we mean to destroy him and to
alert him to the necessity of killing as many
American civilians as is possible before we
do the same to him.

Indeed, by this logic, the United States
should have dropped nuclear weapons in the
heart of Christendom to bring Germany to
her knees as quickly as possible, a prospect
that any civilized person must contemplate
with horror. Yet, this was how many of the
scientists working on the bomb, including
Albert Einstein, hoped the American gov
ernment would use it.

The Canons of Warfare
Many opponents of the use of the bomb

point to the canons of civilized warfare in
Europe, developed over 1,500 years. Again,
Veale explains: "the fundamental principle
of this code was that hostilities between
civilized people must be limited to the armed
forces engaged," and in his book he lists a
splendid array of examples of European
leaders holding to these principles, even at
the price of victory.

In fact, the professional conduct of Eu
ropean soldiers was such that in 1814 Mar
shal Davout was reproached sternly and
threatened with a "war crime trial" for his
ugly treatment of the residents of Hamburg
before his surrender-not by the Prussians,
but by his own people. He was charged with
having "rendered the name of Frenchman
odious. "

The crucial flaw in relying on the Euro
pean military codes as an attack on the
bombing of the Japanese is implicit in the
explanation provided by Veale. By "civi
lized people," the European codes referred
only to Europeans. That is, the rules and
restrictions of civilized warfare applied only
to so-called "secondary" wars, or intra
European wars, and not to "primary" wars
that involved the clash of European and

non-European powers. In the latter case,
the limitations on aggression against civil
ians literally had no bearing on the conduct
of the belligerents.

A number of cases that have a special
bearing on our subject come to mind. The
Japanese city of Kagoshima was destroyed
by the British Navy under Admiral Kuper in
1863 for the sole purpose of winning trade
concessions. So the rules of conduct in war
only extended so far. Nor was America shy
about using military aggression against the
Japanese. The United States had a long
history of belligerent tactics against Japan,
starting with the "gunboat diplomacy" of
Commodore Perry in 1854. U.S. ships were
also involved in the destruction of the city
of Shimonoseki in 1864, an operation essen
tially directed in the interests of British
imperialism.

In 1908, President Theodore Roosevelt
was not above sending the United States
fleet to the very shores of Japan. This type
of militaristic diplomacy formed the basis
of the foreign policy of Franklin Roosevelt,
who was also a committed Sinophile. Much
of the administrations early Naval build-ups
and movements in the Pacific, starting as
early as 1934, were aimed at intimidation of
the Japanese. Roosevelt's policy rested on
Western and U.S. precedent.

In fact, it seems plausible at first glance
to argue that by the centuries-old stan
dards of European civilized conduct in
war, the bombing of Japan was an accept
able method of battle. (Incidentally, the
use of atomic weapons against Germany
was not and could never be.) For obvious
reasons, contemporary defenders of the
bombing are loath to broach this defense,
as it smacks of the twentieth-century heresy
of racism. But there is also a caveat to this
argument.

However much the doctrine of the sanc
tity of noncombatant life was limited in
practice, there existed a long tradition in
European ethics that held that the killing of
noncombatants was morally offensive and
wrong. Christianity, the faith of the West, is
a religion imbued with a limited universal
ism in content, derived from the belief that
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Christ died on the cross for all men. Hence,
the moral teachings of the Christian faith
regarding the sanctity of human life can
reasonably be understood to have been
intended to apply universally.

Saint Augustine, Huguccio,
and Grotius

Saint Augustine held that taking the life of
a noncombatant was murder. Even before
Christianity had begun its penetration into
the Northern lands of Europe, fundamental
teachings regarding the conduct ofwar were
being developed. Nor did these doctrines
change with the development of Catholic
teaching throughout Europe and the emer
gence of Thomistic Scholasticism. As early
as the twelfth century, Huguccio, a profes
sor at Bologna, had revised the patristic
teachings regarding natural law in his
Summa of 1188. There he developed the
notion that private property was a natural
right, not subject to the interference of
private persons or the state, under normal
conditions.

This fundamentally libertarian teaching
laid the groundwork for the ethical consid
erations of the rights of noncombatants in
war. Indeed, the early twentieth-century
international agreements regarding the rules
of war were an outgrowth of this doctrine,
based largely on the natural law analysis of
the Dutch Scholastic Hugo Grotius. In fact,
the work of Grotius is foundational to un
derstanding both the Hague and Geneva
Conventions.

Grotius identified four fundamental pre
cepts of natural law, from which he devel
oped his theory of international law. They
were: (1) no person or body of persons,
including the state, may legitimately initiate
violence against another person or body of
persons; (2) no person or body of persons
may seize the property of another; (3) both
persons and bodies ofpersons are bound by
contracts or treaties that they might enter
into; (4) no person or body of persons may
commit a crime.

These libertarian postulates were ex
tremely influential. Through practice and ju
dicial development, nuances and adaptations
were made in the rules of conduct. However,
they were derived from Christian teachings
that were meant to apply universally.

Critics of the bombing have made a strong
mor~l case against the action. This is why
the defenders of the bombing use strongly
moralistic terms themselves. One of the
results is possibly the most bizarre and
obviously wrong.

Most veterans and defenders ofthe bomb
ing of Hiroshima and Nagasaki claim that
whatever the reasons for the bombing and its
support, racism was not among them. This is
simply not true. The U.S. War Department
and related agencies that specialized in pro
ducing hate propaganda and lies developed
specifically racialist attacks on the Japanese.

Propaganda films, shown to theaters
across the country, whipped Americans into
war hysteria with films attacking the Japa
nese with their "grinning yellow faces."
American movie audiences were encour
aged to cheer as they watched images of the
"upstart yellow dwarfs" meeting their
timely ends. The government played on and
encouraged prejudice and specifically racial
animosity against the Japanese. To be fair,
the Japanese held-and still hold-similar
views of Americans, views not discouraged
by their government.

The most revealing aspect of this latter
point is not that racism was involved in
drumming up the war spirit, but rather that
the truth of the matter has been so thor
oughlyobscured.

Oddly enough, many apologists are con
servatives, who should be the first to rec
ognize that the essence of government is its
monopoly on violence. This is a paramount
consideration in their analysis of the role of
the government in domestic affairs. Consis
tency demands that conservatives begin to
apply their principles across the board-to
foreign policy as well as domestic policy.
The alternative is the road we now travel, and
it leads to total war and the total state. 0



THEFREEMAN
IDEAS ON LIBERTY

The Attack on
Grassroots Liberty

by William J. Watkins, Jr.

Since the framing of the Constitution
there has been a great debate surround

ing the role of the federal judiciary. Jeffer
sonians from the agrarian South saw the
federal courts as mechanisms for consoli
dation and thus dangerous to liberty,
whereas the Northern commercial and
manufacturing interests saw the courts as
their partners in national economic integra
tion.

Though Hamilton described the federal
judiciary as the weakest of the national
government's three branches "with no in
fluence over either the sword or purse, no
direction of either the strength or the wealth
of society . . . ," history has told a different
story. What was to be the protector of
constitutional government has played the
critical role in its demise.

Nevertheless many respected scholars
have called for an expanded role for the
federal judiciary in securing individual lib
erty.l Such proponents of "principled judi
cial activism" often use the Ninth Amend
ment (which declares that the people retain
other rights than those enumerated in the
Constitution), or the privileges and immu
nities and due process clauses of the 14th
Amendment to support their positions.
Rather than interpreting the text of the
Constitution strictly, they rely on natural

Mr. Watkins is a member of the staff of the
Foundation for Economic Education.

rights or similar doctrines for a broad inter
pretation. For example, Stephen Macedo
writes, "The Constitution is better read in
terms of the aspirations set out in the pre
amble...." than in terms of original inten
tions.2

The design of such an approach is the
protection of individual liberty against the
tyranny of local majorities that regulate
"almost every aspect of personal behav
ior.,,3 But rather than furthering the cause
of liberty, an expansion of the judiciary's
role inevitably leads to greater governmen
tal consolidation, which has been liberty's
greatest enemy.

An example of the consolidationist lean
ings of those who profess to be friends of
liberty can be found by examining their
critique of a landmark Supreme Court de
cision. In Lochner v. New York the Court
struck down New York's regulation of the
number of hours bakery employees were
permitted to work. The Court declared:
"The general right to make a contract in
relation to his business is part of the liberty
of the individual protected by the 14th
Amendment. ,,4

Rather than simply examining the classes
of governmental power in question, the
Court examined the consequences ofthe use
of the police power (the power of the state
to provide for the public's health, safety,
and morals) and found the regulation to have
"no reasonable foundation." Though the
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Oliver Wendell Holmes (1841-1935)

Constitution does not speak to liberty of
.contract, by using the 14th Amendment the
Court was able to strike down what once
would have been considered a normal ex
ercise of a state's police power.

In his dissent, Justice Oliver Wendell
Holmes censured the majority for deciding
the case "upon an economic theory which a
large part of the country does not enter
tain. " Where there is no specific prohibition
in the Constitution, Holmes asserted that
the majority has the right to "embody·their
opinions in law.,,5

The proponents of judicial activism in
defense of individual liberty accuse Holmes
of ignoring "a number of ... substantive
clauses . . . from the takings, to the con
tracts, to the privileges and immunities, to
the due process of law clauses . . . which
would have given additional weight to this
substantive understanding"6 that led the
majority to strike down New York's maxi
mum hour regulation. "Substantive under
standing," of course, refers to substantive
due process. Substantive due process is
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defined as "an irreducible sum of rights ...
vested in the individual with which govern
ment could not arbitrarily interfere."7

At first blush, most friends of the private
property order would agree that Lochner
was correctly decided, applaud the'Court's
substantive understanding of the Constitu
tion, and chide Holmes for his dissent.
However, rather than protect or expand
individual liberty, Lochner and the reason
ing behind it actually diminish liberty.

It must be remembered that the Framers
created a limited national government that
was only to defend the states against foreign
invaders and internal convulsions, and reg
ulate interstate and foreign commerce. If
one thing was learned· from British rule it
was the dangers ofcentralized power. In the
Declaration of· Independence one of the
central complaints ,of the colonists was that
the King had abolished "our most valuable
Laws" and had suspended "our own Leg
islatures. " The· colonials placed such a high
value on local self-government that they
were willing to war against the mighty Brit
ish Empire.

Though the 14th Amendment, which was
ratified in 1868, did alter the federal system
to a degree, it did not make the Constitution
and the history behind the document a blank
letter, as many of our modem judicial ac
tivists would allege. No doubt many radical
Republicans did see the amendment as an
embodiment of the vague intricacies of nat
ural rights,8 but many of their contemporar
ies saw things otherwise. For instance in the
Slaughterhouse Cases (1873) the Supreme
Court declared that the purpose of the
Amendment was not "to destroy the main
features of our general system.... [O]ur
statesmen have still believed that the exis
tence ofthe States with powers for domestic
and local government . . . was essential to
the perfect working of our complex form of

t ,,9govemmen ....
In light of the historical context of the

Union and the dangers ofcentralized power,
Holmes, in upholding New York's regula
tion, was actually acting as more of a friend
to liberty than the other justices who struck
down New York's regulation. Holmes' un-
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Learned Hand (1872-1961)

derstanding of liberty was in line with a
traditional American understanding-the
right of a corporate body to make its own
laws.

Certainly Holmes would agree that there
are subjects on which a majority ought not
be permitted to legislate. But those subjects
are and should be made explicit in state and
national constitutions. Were natural rights
or mere constitutional aspirations to be the
guides, then the meaning of the Constitution
would rest on the fancy ofthe federal courts'
interpretations of the vague "penumbras
and emanations" of the document.

In reality, what the proponents ofjudicial
activism and substantive understanding
support is a return to the days when the King
exercised a negative over all of the legisla
tion emanating from the colonial legisla
tures. They would replace George III with
but another unelected official-a judge.

One of the greatest critics of such a role
for the courts was the great jurist Learned
Hand. Of such an activist judiciary Hand
wrote: "For myself it would be most irk-

some to be ruled by a bevy of Platonic
Guardians, even if I knew how to choose
them, which I assuredly do not. If they were
in charge I should miss the stimulus of living
in a society where I have, at least theoret
ically, some part in the direction of public
affairs. ,,10

A branch of the national government that
acts as a Council of Revision for all state
legislation goes against the grain of Ameri
can tradition. Moreover, it is dangerous
insofar as it consolidates power in Wash
ington. "When all government, domestic
and foreign, in little as in great things, shall
be drawn to Washington as the center of
all power," warned Jefferson, "it will ...
become as venal and oppressive as the
government from which we are separated. "
Liberty at the price of consolidation is not
liberty at all, but rather centralized tyranny.

By calling for heightened activity of the
federal judiciary in protecting individual
rights, proponents of judicial activism pro
mote the eradication of local self-govern
ment and thus the diminution of liberty.
Under a substantive understanding of the
Constitution rather than strict construction,
no line can be drawn to stop the courts from
acting as unrestrained national legislatures
at the expense of the states and localities.

Though decisions such as Lochner are
appealing, one must be cognizant of the fact
that no matter what those who have good
intentions say, any decision that consoli
dates power in the national government is an
attack on the foundation of self-government
and liberty. D
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Ideas and Consequences

Just Say No to
Farm Subsidies

Congress is busy tying itself in knots of
anguish over the future of federal farm

subsidies. Many lawmakers are unwilling
to stand up to the farm lobby and do what's
right. But exactly 100 years ago, one Sec
retary of Agriculture had the courage to do
just that. His name was J. Sterling Morton,
and he served in the second administration
of President Grover Cleveland.

With the encouragement of his grandfa
ther and uncle, young Morton devoured the
writings of economist Adam Smith and
statesman Thomas Jefferson. He became a
staunch proponent of their ideas of free
markets and limited government by the time
he went to college in his home state of
Michigan. The notion that no free society
could survive if government started redis
tributing the people's wealth became a life
long guiding principle for Morton. A strong
advocate of voluntarism, not more central
ized political power, he was the man who
originated Arbor Day in 1872 to encourage
private citizens to plant trees.

In the late 1890s, when the Democrats
were the party of free trade, Morton was
three times the Democratic candidate for
Governor of Nebraska. In 1892, when
Grover Cleveland recaptured the White
House for the Democrats, he chose J. Ster
ling Morton to be his Secretary of Agricul-

Lawrence W. Reed, economist and author, is
President of The Mackinac Center for Public
Policy, a free market research and educational
organization headquartered in Midland, Michi
gan.

by Lawrence W. Reed

ture and gave him a free hand to liberate
farming from the federal dole.

Noted economic historian Burton Folsom
has written that Morton proved to be as
principled a free market advocate as the
President who appointed him. "In his four
years as Secretary," Folsom observes, "he
chopped almost 20 percent from his de
partment's budget. He fired unproductive
bureaucrats, starting with a· man who held
the job of federal 'rainmaker.'" Then he
slashed the travel budget: if farmers wanted
to hear a spokesman from Washington, they
would have to pay the bill to send him.

"If the Department of Agriculture is to
be conducted in the spirit ofpaternalism, the
sooner it is abolished the better for the
United States," Morton declared. Accord
ingly, he cut farm subsidies wherever the
law gave him the authority. He reduced the
government's role in beet sugar production
with these words: "Those who raise com
should not be taxed to encourage those who
desire to raise beets. The power to tax was
never vested in a Government for the pur
pose of building up one class at the expense
of other classes."

In 1895, Morton ended the free seed
program. For 60 years, the government had
sent free seed to farmers. But many farmers
didn't even use the seeds; in fact, fewer than
one person per thousand even acknowl
edged receiving them. "Is it a function of
government to make gratuitous distribution
of any material thing?" Morton asked. He
called free seeds a "gratuity, paid for by

555



556 THE FREEMAN • SEPTEMBER 1995

money raised from all the people, and be
stowed upon a few people."

In a biography of Morton, historian
James C. Olson writes:

Every bill to appropriate money for special
purposes was looked upon suspiciously by the
Secretary. If it could not run the gamut ofrigid
laissez faire, if there was the slightest danger
that it would extend the functions of the
government, if it was paternal in any aspect,
the Secretary of Agriculture was against it.
When, for example, J. Z. George, Chairman of
the Senate Committee on Agriculture and
Forestry, asked his opinion on a bill to appro
priate money for the extermination of the
Russian thistle in the states of the Northwest,
Morton asked in return whether it was "the
business of the Government of the United
States to make appropriations out of which
men, women, and boys are to be hired, at
wages fixed by law, to exterminate weeds,
called Russian thistles, any more than it is the
business of that Government to prescribe the
manner of plowing, planting,· and cultivating
cereals, cotton, and tobacco, and to limit the
wages to be paid cultivators?"!

Those who favored subsidies and busi
ness as usual were aghast at Morton. They
wrote him vitriolic letters and filled news
papers with their attacks on him. Many
urged President Cleveland to fire Morton,
but the President was elated with the cost
savings his agriculture secretary was
achieving. This was the President who had
once vetoed a $10,000 appropriation for
drought-stricken farmers in Texas by de
claring, " ... though the people support the
government, the government should not
support the people."

Morton himself challenged his critics. He
called the pro-subsidy Granger Society a
"bunko establishment. " He urged a farmer
in Iowa to quit "plowing with preambles,
planting with resolutions, and gathering by
legislative enactment" and get on with the
business of an honest day's work. His bat
tles with lobbyists and the millions ofdollars
he saved became almost legendary in Wash
ington.

When Morton left the nation's capital in
1897, the subsidy crowd slowly returned.

Free seeds were again distributed. By the
1930s, the federal government was paying
some farmers not to produce at all. By the
1950s, even mohair producers were getting
federal handouts. Today billions are doled out
to subsidize a wide range of farm commodi
ties, and it seems farmers sometimes produce
as much for the government as they do for the
~arket. Many agricultural economists be
lieve that farm subsidy programs actually
increase instability in the industry because
the rules governing them change so often.

The experience of New Zealand is in
structive: after that country abolished all
farm subsidies in 1986 with a mere .eight
months' notice, the farm economy im
proved and output rose. The awful predic
tions of the subsidy-seekers that disaster
would ensue never materialized.

Author Osha Gray Davidson, writing in
the January 4, 1993, New York Times,
termed the U.S. farm subsidy program
"hopelessly outdated, exorbitantly expen
sive and environmentally and socially dev
astating. " Far from" saving the family farm
er," they price American produce out of
world markets, hurt low income families,
and swamp the farmer with endless regula
tions. "A whopping 73 cents of every farm
program dollar," Davidson noted, "ends up
in the pockets of 15 percent of the nation's
superfarms. " In other words, the large and
well-off get the biggest checks, while their
smaller competitors get a pittance in cash for
the strangling controls subsidy brings. Be
cause of these realities, there may be con
siderably more support for the abolition of
subsidies among farmers themselves than is
generally believed.

As Congress tries to muster the courage to
challenge the government's destructive role
in agriculture, its members ought to look to
J. Sterling Morton for inspiration. One hun
dred years ago, he didn't waffle on the issue·
he knew what had· to be done, and to th~
extent the law allowed him, he did it with a
flourish. D

1. James C. Olson, J. Sterling Morton: Pioneer Statesman,
Founder of Arbor Day (Lincoln, Nebraska: University of
Nebraska Press, 1942), pp. 358-9.
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The Crusade for Politically
Correct Consumption

by Thomas J. DiLorenzo

Neo-puritanism seems to be running
amok in the United States. The federal

excise tax on alcohol was doubled in 1991;
many states have sharply increased tax rates
on tobacco products and have enacted myr
iad smoking bans; the Washington Post
reports a growing movement to ban the
wearing of perfume in the workplace; and
the New York Times recently promoted the
idea ofimposing new" sin taxes" on high-fat
foods. In the past year, "reports" issued by
various Washington-based, neo-puritanical
political activists have condemned hot dogs,
Chinese, Italian, and Mexican food, beer,
steak, milk(!), and even golf courses (too
many lawn chemicals).

The various nonprofit organizations that
are promoting politically-correct consump
tion, such as the American Cancer Society
(ACS), the American Heart Association
(AHA), the American Lung Association
(ALA), and the Center for Science in the
Public Interest, all describe themselves as
"public interest" advocates. Despite their
altruistic rhetoric, however, these organiza
tions benefit financially from their attack on
smoking, drinking, and general consumer
enjoyment. They typically lobby for "sin
taxes" that earmark revenues to them so
that they can continue to hector the public
into adopting "politically-correct" life-

Dr. DiLorenzo is Professor of Economics at
Loyola College in Maryland.

styles. There is much evidence, moreover,
that the expenditure of these funds has done
nothing to improve public health, and may
even have been harmful to it in some cases.
A case in point is California's tobacco tax.

California's Tobacco Tax
Pork Barrel

California voters passed a referendum in
1988 (Proposition 99) that increased the
state's cigarette tax by 25 cents a pack and
earmarked the funds for anti-smoking edu
cation in schools and communities, hospital
and physician treatment of indigent pa
tients, research on tobacco-related dis
eases, and "environmental concerns." The
last category was apparently established to
buy. the political support of environmental
groups. Over $500 million per year was
initially raised from the tax.

The way in which the new tax was pro
moted-as a constitutional amendment
illustrates that the main priority was always
to create a revenue source for neo-puritan
ical political activists, not to deter smok
ing.

A lobbyist for the California Medical
Association, for example, proclaimed that
"the principal reason for the tax is not to
raise money. The principal reason is to stop
smoking. " And, "if a tax were imposed and
it raised nothing, we would be delighted
that would mean nobody would be buying
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cigarettes. ,'1 The facts, however, present a
very different picture.

The proposed cigarette tax increase could
have been approved by the California leg
islature if the coalition's only objective
was to reduce the incidence of smoking
by raising the price ofcigarettes-a straight
forward application of the economic law
of demand. There was a "problem" how
ever, in that in 1979 California voters passed
Proposition 4, a constitutional amendment
that limited state spending. If the state
were to reach its spending limit, then tax
revenues from cigarette taxes would have
to be refunded to smokers in particular and
to the public in general. The ACS, ALA,
AHA, and the California Medical Associa
tion would get nothing, even though the
tax's supposedly salutary effects on ciga
rette consumption, which the coalition
claimed were its only concern, would still
prevail.

The coalition could not countenance such
an outcome, so it pushed for a statewide
referendum, Proposition 99, that would add
another constitutional amendment. This
strategy was necessary, according to· state
assemblyman Lloyd Connely, the coali
tion's legislation "connection," because of
"the so-called Gann spending limit passed
by voters in 1979." Without a constitutional
amendment, "the legislature could be
forced to refund the tax if the state reaches
its spending limit."2 Thus, the main objec
tive of the coalition was to capture the
revenue from the cigarette tax, not to dis
courage smoking.

A Pork Barrel for
Neo-Puritans

Proposition 99 created a giant pork barrel
for a vast network of public-health bureau
crats, public schools, and nonprofit political
activists under the umbrella group, "Amer
icans for Nonsmokers' Rights" (ANR)
whose spokesman, Glenn Barr, has stated
his goal as to "force [smokers] to do the
right thing for themselves. ,,3

The law has showered the public schools
and local chapters of the American Cancer

Society, American Lung Association, and
American Heart Association with more than
$150 million ostensibly to teach children
to be nonsmokers. But in reality much of
the money has simply been squandered on
student "gift" programs that give away
backpacks, gift certificates, movie tickets,
compact discs, radios, sports equipment,
and even lottery tickets as "rewards" for
a promise to quit smoking.4

Some school districts used the funds for
pool parties, carnivals, trips to Yosemite
National Park, and to sponsor "outrageous
stunt" contests that award prizes to who
ever performs the weirdest feat to shock a
loved one into stopping smoking. Past win
ners include a girl who consumed an entire
can of Mighty. Dog dog food.

Since no serious effort is made to verify
whether students have taken up smoking or
not, the program is simply a giant giveaway
of tax dollars and another make-work pro
gram for nonprofit sector "activists," gov
ernment health department bureaucrats,
and public school administrators. A survey
by the California Department of Health
Services failed to detect any decline in
adolescent smoking, and some health re
searchers believe the program may actually
have increased teenage smoking by making
it such an official taboo. 5 A state-funded
evaluation of the anti-smoking education
efforts by University ofCalifornia professor
John P. Pierce concluded that they had "no
effect on tobacco use.,,6

Proposition 99 forbids the use of tax funds
"to promote partisan politics or candi
dates" or "to promote the passage of any
law." But the tax-funded political activists
have blatantly flouted this law from the
beginning by lobbying for hundreds of anti
smoking ordinances. For example, Contra
Costa County published minutes from a
public meeting in which it promised to' 'play
a crucial role in mobilizing community
support" for a proposed ordinance.7 Sacra
mento County sent out flyers urging voters
to pass an anti-smoking ordinance, and
government employees from Butte County
spent work time lobbying for an ordinance
there.8 Government officials and political



THE CRUSADE FOR POLITICALLY-CORRECT CONSUMPTION 559

activists have gotten away with violating
the laws prohibiting tax-funded politics by
claiming that the funds are used for "edu
cation," not politics.

Most of the "research" funded by Prop
osition 99 is so useless that even the legis
lative sponsor of the law, state assembly
man Philip Isenberg, demanded a
reallocation of funds away from research
and toward indigent and prenatal care in
1994. He became skeptical of the value of
"research" on how quickly one's teeth turn
yellow from smoking or "discovering" that
teenage "troublemakers" tend to smoke.9

Some of the research money is used for
political intelligence gathering and "doesn't
deserve to be classified as research," ac
cording to former California Assembly
Speaker Willie Brown. Brown was referring
to the more than $4 million in grants given to
University of California at San Francisco
Professor Stanton Glantz for his work
"tracking tobacco industry activities in Cal
ifornia," which Brown says is what politi
cians do to each other when running for
re-election and has nothing to do with dis
ease research.

The California state assembly defunded
Glantz and diverted the money (and other
"research" money) to indigent care, prena
tal care for poor women, and medical care
for people with inherited diseases. Under
the umbrella ofAmericans for Nonsmokers'
Rights, ofwhich he is president, Glantz then
sued California for devoting too much
money to medical care for indigents and too
little for his political spying operation.

In addition to suing the California legis
lature because of his apparent belief that
his research grants from the state should
be considered an entitlement, Glantz ap
plied for and received federal grants for his
"research. " According to Freedom of In
formation Act information received by the
author, the National Cancer Institute (NCI)
awarded Glantz $223,214 in 1994, the first
installment on a three-year grant.

NCI is using taxpayers' funds to pay
Glantz to spy on both the producers and
consumers of cigarettes. Among the items
listed on his proposed research agenda:

• Collecting data on campaign contribu
tions by the tobacco industry since 1975;

• Studying' 'the role ofcoalition politics"
in passing tobacco excise taxes so that more
taxes can be passed in other states;

• Producing "how to lobby" manuals for
other neo-puritanical political activists;

• Conducting" opposition research" and
spying on various" smokers' rights" groups
that have sprung up.

,'Preliminary research" has revealed that
these groups seem to rely on arguments
related to freedom, individual rights, lib
erty, the U.s. Constitution, and the pater
nalistic nature of government. They also
seem to encourage tolerance, respect for
others, peaceful coexistence, and good will
toward others, according to Glantz's grant
application.

One purpose of Glantz's tax-funded re
search is to try to discredit all these princi
ples and to construct counterarguments,
utilizing his "extensive database of media
contacts," which he says includes all the
major television networks.

Glantz and other anti-smoking zealots
from California have already proven that
they care little for civil liberties in their
crusade for politically-correct behavior. For
example, they used taxpayers' money in
California to pay (other people's) children to
conduct "sting" operations against conve
nience store owners, an activity condemned
by local police as "vigilantism." The teen
agers were paid to try to buy cigarettes to
,'spotlight" the illegal sale of cigarettes to
minors. When the practice was criticized
by law enforcement officials, the activists
justified the "sting" operation by saying, "a
lot of people [other activists, presumably]
agree with what we're doing."to What a
lesson to be teaching children: the ends
justify the means as long as "a lot" ofpeople
agree with them.

Coercion and Elitism
Federal, state and local governments

have funded an entire industry of anti
smoking crusaders, but smoking is just the
first target of these neo-puritans. As ANR
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vice-president Julia Carol told the Washing
ton Post, if tobacco disappeared, they'd
"simply move on to other causes." 11

The neo-puritan movement is composed
of elitists who seek to use the coercive
powers of the state to express their pet
peeves and to force others into politically
correct consumption patterns. In the case of
smoking, all the restrictions, bans, and taxes
are justified on two basic grounds: so-called
second-hand smoke is a health hazard; and
smoking imposes a financial burden on the
rest of society by increasing health care
costs. Both rationales are bogus.

There is no scientific evidence that sec
ond-hand smoke causes cancer, period. And
researchers at the Rand Corporation and
elsewhere have pointed out that the costs
that smokers may impose on others is more
than counterbalanced by the taxes they pay
and by the fact that, because they have a
higher chance of dying earlier because of
cancer or heart disease, they require lower
pension and Social Security benefits. 12

Smokers subsidize the rest of society.
But there is more than economics at

stake, as nineteenth-century writer Lysan
der Spooner showed in Vices Are Not
Crimes. 13 On the matter of criminalizing
such activities as taking a puff on a cigarette
in one's own private office, which is now
illegal in Maryland and a number of other
states, Spooner pointed out that "it is a
maxim of the law that there can be no crime
without a criminal intent; that is, without
the intent to invade the person or property
of another. But no one ever practices a vice
with any such criminal intent. He practices
his vice for his own happiness solely, and
not from any malice toward others."

Thus, the criminalization of the pet
peeves of neo-puritanical elitists turns one
of the most important maxims of the law on
its head. Unless we make this very impor
tant distinction between vices and crimes,
moreover, then "there can be on earth no
such thing as individual right, liberty, or
property. " For every human being has his
or her vices.· And "if government is to take
cognizance of any of these vices, and punish
them as crimes, then, to be consistent, it

must take cognizance of all, and punish
all, impartially." The consequence would
be that "everybody would be in prison for
his or her vices," whether they be "glut
tony, drunkenness, prostitution, gambling,
prize-fighting, tobacco-chewing, smoking,
and snuffing, opium-eating, corset-wearing,
idleness, waste of property, avarice, hypoc
risy, etc., etc."

Ludwig von Mises added, some 70 years
later, that once government determines
man's consumption, the question becomes,
"why limit the government's benevolent
providence to the protection of the individ
ual body only?" Why not prevent us, Mises
continued, from "reading bad books and
seeing bad plays, from looking at bad paint
ings and statues and from hearing bad
music?" If one abolishes one's freedom to
consume, Mises concluded, then one takes
all freedoms away. "The naIve advocates of
government interference with consumption
delude themselves when they neglect what
they disdainfully call the philosophical as
pect of the problem. They unwittingly· sup
port the cause of censorship, inquisition,
religious intolerance, and the persecution of
dissenters. " D
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Legislation and Law
in a Free Society
by N. Stephan Kinsella

L ibertarians and classical liberals have
long sought to explain what sorts oflaws

we should have in a free society. But we
have often neglected the study of what sort
oflegal system is appropriate for developing
a·proper body of law.

Historically, in the common law of Eng
land, Roman law, and the Law Merchant,
law was formed in large part in thousands of
judicial decisions. In these so-called "de
centralized law-finding systems," the law
evolved as judges, arbitrators, or other ju
rists discovered legal principles applicable
to specific factual situations, building upon
legal principles previously discovered, and
statutes, or centralized law, played a rela
tively minor role. Today, however, statutes
passed by the legislature are becoming the
primary source of law, and law tends to be
thought of as being identical to legislation.
Yet legislation-based systems cannot be
expected to develop law compatible with a
free society.

Certainty, which includes clarity of and
stability in the law, is necessary so that we
are able to plan for the future. Often it is
thought that certainty will be increased
when the law is written and enunciated by a
legislature, for example in the civil codes of
modem civil-law systems.

Mr. Kinsella practices law with Schnader, Har
rison, Segal & Lewis in Philadelphia. This article
is adaptedfrom a longer essayforthcoming in the
Journal of Libertarian Studies, which contains de
tailedreferences to the authors andworks citedhere.

As the late Italian legal theorist Bruno
Leoni pointed out, however, there is much
more certainty in a decentralized legal sys
tem than in a centralized, legislation-based
system. When the legislature has the ability
to change the law from day to day, we can
never be sure what rules will apply tomor
row. By contrast, judicial decisions are
much less able to reduce legal certainty than
is legislation.

This is because the position of common
law or decentralizedjudges is fundamentally
different from that of legislators in three
respects. First, judges can only make deci
sions when asked to do so by the parties
concerned. Second, the judge's decision
is less far-reaching than legislation because
it primarily affects the parties to the dispute,
and only occasionally affects third parties
or others with no connection to the parties
involved. Third, ajudge's discretion is lim
ited by the necessity of referring to similar
precedents. Legal certainty is thus more
attainable in a relatively decentralized law
finding system like the common law, Roman
law, or customary law, than in centralized
law-making systems where legislation is the
primary source of law.

Negative Effects of Uncertainty
Legislation tends to interfere with agree

ments that courts would otherwise have
enforced and thereby makes parties to con
tracts less certain that the contract will
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ultimately be enforced. Thus, individuals
tend to rely less on contracts, leading them
to develop costly alternatives such as struc
turing companies, transactions, or produc
tion processes differently than they other
wise would have.

Another pernicious effect of the increased
uncertainty in legislation-based systems is
the increase of overall time preference.
Individuals invariably demonstrate a pref
erence for earlier goods over later goods,
all things being equal. When time prefer
ences are lower, individuals are more willing
to forgo immediate benefits such as con
sumption, and invest their time and capital
in more indirect (Le., more roundabout,
lengthier) production processes, which
yield more and/or better goods for consump
tion or for further production. Any artificial
raising of the general time preference rate
thus tends to impoverish society by pushing
us away from production and long-term
investments . Yet increased uncertainty,
which is brought about by a legislation
based system, causes an increase in time
preference rates because if the future is less
certain, it is relatively less valuable com
pared to the present.

In addition to materially impoverishing
society, higher time preference rates also
lead to increased crime. As a person be
comes more present-oriented, immediate
(criminal) gratifications become relatively
more attractive, and future, uncertain pun
ishment becomes less of a deterrent.

Central Planning and
Economic Calculation

Ludwig von Mises showed that, without a
decentralized private property system, the
free market prices which are essential in
economic calculation cannot be generated.
As Leoni has explained, Mises' criticism of
socialism also applies to a legislature at
tempting to "centrally plan" the laws of a
society. The impossibility of socialism is
only a special case of the general inability of
central planners to collect and assimilate
information widely dispersed in society. The
widely dispersed, decentralized character of
knowledge and information in society simply

makes it too difficult for centralized legisla
tors to rationally plan the laws of society.

Legislators' inescapable ignorance also
makes them less able to truly represent the
general will of the populace and likely to be
influenced by special interests. Because of
their ignorance, they have no reliable guide
for knowing what statutes to enact, which
makes them more likely to be influenced by
lobbyists and special interest groups. This
leads to statutes that benefit a select few at
the expense of others and, in the long run,
at the expense of all of society.

Decentralized law-finding systems like
the common law, on the other hand, are
analogous to free markets in that a natural
order, unplanned by government decrees,
arises in both. Additionally, as pointed out
by Richard Epstein, because alteration of
legislation and regulation is likely to have
more of a payoff for lobbyists than convinc
ing ajudge to change common-law type rules,
judges are also less likely to be the target
of special interests than are legislators.

The Proliferation of Laws
Because of the systematic ignorance that

legislators face, legislation often disrupts
the delicate economic, legal, and social
order of society, leading to unintended con
sequences. And invariably, because of gov
ernment propaganda combined with public
ignorance and apathy, the inevitable failures
of legislation are blamed, not on interven
tionist government, but on freedom and
unregulated human conduct, leading to even
more meddlesome legislation.

Such a continual outpouring of artificial
laws has many insidious effects. As special
interest groups become successful, others
become necessary for self-defense, and
soon a legal war of all against all begins to
emerge. Thus we are led into conflict rather
than cooperation. Additionally, when so
many laws exist, and with such arcane,
vague, complex language as is common
today, it becomes impossible for each citi
zen to avoid being a law-breaker-espe
cially given the perverse rule that "igno
rance of the law is no excuse." Almost
everyone has violated a tax law, securities



LEGISLATION AND LAW IN A FREE SOCIETY 563

regulation, "racketeering" law, gun law,
alcohol law, customs regulation, or at least
traffic ordinance. But when we are all law
breakers the law is discredited and, what is
worse, the government can selectively and
arbitrarily enforce whatever law is conve
nient against any "trouble-maker."

Furthermore, as another Italian theorist,
Giovanni Sartori, has pointed out, when
legislation is thought of as the primary
source of law, citizens become more accus
tomed to following orders, and thus become
more docile, servile, and less independent.
Once people lose their rebellious spirit, it is
easier and more likely for the government to
become tyrannical.

Because of the danger of legislation, sev
eral constitutional safeguards should ac
company its exercise. Supermajority and
referendum requirements are one way to
limit the legislature. Another way would be
for all legislation to be constitutionally lim
ited to replacing the opinion ofa given court
decision with a new decision. Then, if a
given case or line of cases were issued that
had particularly egregious reasoning or re
suIts, the legislature could rewrite the un
fortunate opinion in better form, and enact
this into law, as if the court had first issued
the rewritten decision. The rewritten opin
ion would then assume the status of a
judicial precedent, at least for that court.

This limit on the legislature's ability
would prevent it from enacting huge legis
lative schemes like the Americans with
Disabilities Act out of whole cloth. To the
extent the legislated "substitute opinion"
strayed from the facts of the particular case,
it would be merely dicta, of no binding
force.

Sunset provisions that automatically re
peal legislation unless re-enacted after a
given number of years are also useful. An
other prophylactic measure would be an
absolute right to jury trials in all cases, civil
or criminal, so that government could not
escape the jury requirement by calling truly
criminal sanctions "civil." This should be
combined· with a requirement that the jury
be made aware of their right to judge the
law's validity as well as the defendant's
liability or guilt.

The Role of Commentators
and Codes

Law codes are essential in the develop
ment, systematization, and promulgation of
law. Modern civil codes ofcivil-law systems
are one example of very impressive and
useful codifications that developed under
the largely decentralized Roman law sys
tem. However, the dangers of legislation
also counsel that legal codifications not be
legislated. There is no reason that law codes
cannot be privately written. Indeed, Black
stone's Commentaries on the Law of Eng
land was private and very successful in
codifying the law, and we today have suc
cessful, private treatises such as the Re
statements of the law. Law codes would be
far more rational and systematic, and
shorter, if they did not have to take an
unwieldy and interfering body of legislation
into account; if they could focus primarily
on common-law developments.

Both private and statutory codification of
existing case law can make mistakes. But if
the code is private, judges can ignore the
lapses in the codifier's reasoning. This has
the extra benefit of giving an incentive to
private codifiers not to engage in dishonest
reasoning or meddlesome social planning.
If a codifier wants his work to be used
and acknowledged, he will attempt to accu
rately describe the existing body of law
when he organizes and presents it, and will
likely be explicit when recommending that
judges adopt certain changes in future de
cisions.

Both the Roman law· and common law
have been corrupted into today's inferior
legislation-dominated systems. The pri
macy of legislation should be abandoned,
and we should return to a system of judge
found law. Scholars who codify naturally
evolved law have a vital function to serve,
but they should not ask for the governmental
imprimatur on their scholarly efforts.

Of course, the form ofa legal system does
not guarantee that just laws will be adopted.
We must always be vigilant and urge that
individual freedom be respected, whether
by legislator or judge. 0
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Mergers and
Acquisitions:
Why "Greed
is Good"
by Peter G. Klein

I n 1989 the New York investment banking
firm of Kohlberg Kravis Roberts & Co.

(KKR) shocked the corporate world by
acquiring RJR-Nabisco, the food and ciga
rette giant ranking nineteenth on the For
tune 500 with $17 billion ofannual sales. The
final purchase price-an unheard-of $24.7
billion-was (and remains) the largest sum
ever paid by one firm to buyout another.
What's more, KKR financed the acquisition
through debt, by issuing high-risk, high
yield bonds. Highly visible "leveraged buy
outs" (LBOs) such as this one became the
defining feature of the takeover wave of
the 1980s. Suddenly, everyone was talking
about LBOs, divestitures, repurchases, free
cash flows, and other formerly exotic activ
ities. Takeover specialists like Michael
Milken and Ivan Boesky became regulars
on the nightly news. Accompanying the
unprecedented volume of takeover activity
during this period was a new ' 'official"
name: the "Decade of Greed."

Pundits and politicians, and even some
professors, charged that these corporate
restructurings did little but shuffle assets on
paper, lining the pockets of clever financiers
at the expense of workers and the average

Dr. Klein is Assistant Professor of Economics
at the University of Georgia, and an Adjunct
Scholar of the Ludwig von Mises Institute.

shareholder. The critics invented anew,
coloITul language to describe the proceed
ings: takeover specialists were "raiders";
high-yield bonds became "junk bonds";
tender offers resisted by incumbent man
agement were deemed "hostile takeovers."
Popular books like Bryan Burrough and
John Helyar's Barbarians at the Gate (on
the RJR-Nabisco deal) and James Stewart's
Den of Thieves became best sellers.

In Oliver Stone's Wall Street, the finan
cier Gordon Gecko (played by Michael Dou
glas) summarizes the ethical philosophy of
the raiders with the famous words: "Greed
is good." This, we are told, was the spirit
of the times. And the bigger the deal, the
harder the criticism. The RJR buy-out is the
one "people regard as the most symptom
atic of the excesses on Wall Street," ac
cording to one more sober account. It was
"the culmination of a process that had gone
badly out of control. ,,1

Not surprisingly, the truth about mergers
and acquisitions is very different from what
is portrayed in these accounts. Takeovers,
LBOs, and other reorganizations are simply
changes in the ownership ofassets. As such,
they serve an important social purpose;
indeed, they are essential to the smooth
operation of a market economy. When pro
ductive assets are privately owned and
traded, these assets will tend to move to
ward their highest valued uses. Changes in
the ownership ofcorporations, then, arejust
part of the market process of adjusting the
structure of production to meet consumer
wants. Resources are shifted from owners
whose stewardship is poor to those the
market believes can do a better job.

Corporate takeovers are an important
part of this process. When a firm wants to
expand, it can either increase its existing
operations or acquire another firm. It will
choose the latter if it believes it can buy and
redeploy the assets of an existing firm more
cheaply than it can purchase new capital
equipment.

In this sense, a merger or takeover is a
response to a valuation discrepancy: acqui
sition occurs when the value of an existing
firm's assets is greater to an outside party
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than to its current owners. This difference in
valuation may be because the buying firm
believes its management or a new manage
ment team it installs can operate the target
firm more effectively than the target firm's
incumbent management. Hence we can also
think of mergers as a kind of monitoring
institution: takeover, or the threat thereof,
serves to discipline managers. If they fail to
maintain the market value of the firm, new
owners will quickly arrive and replace them.

The Disciplinary
Role of Takeovers

Since Adolph Berle and Gardiner Means
published their 1932 book The Modern Cor
poration and Private Property, critics of the
corporation have increasingly maintained
that because the large modern firm is run not
by its owners (the shareholders) but by
salaried managers, these firms will not be
run efficiently. Shareholders want the firm
to maximize its profits, but the managers
dislike hard work and prefer other things,
like executive perks, prestige, paid vaca
tions, and similar rewards. Because of this
"separation of ownership and control"
what economists now call a principal-agent
problem-managers will pursue their own
goals at the expense of profits. Since the
average stockholder owns few shares in any
given firm, no owner will have sufficient
incentive to engage in (costly) monitoring
of these managers or to take action to
replace them. The Berle-Means thesis im
plies that advanced market economies must
be inefficient, even by the market's own
standard of profit maximization.

Henry Manne, then a young law professor
and now Dean of the Law School at George
Mason University, addressed the Berle
Means thesis in a seminal 1965 article,
"Mergers and the Market for Corporate
Control. ,,2 Manne argued that managerial
discretion will be limited as long as there
exists an active market for control of cor
porations. When managers pursue their own
goals at the expense of profit maximization,
the share price of the firm falls. This invites
takeover and subsequent replacement of

565

incumbent management. Hence while man
agers may indeed hold considerable auton
omy over the day-to-day operations of the
firm, the stock market places strict limits
on their behavior.3

Interestingly, the Austrian economist
Ludwig von Mises had expressed the same
basic insight sixteen years earlier, in his
great work Human Action.4 In a passage
distinguishing what Mises calls "profit man
agement" from "bureaucratic manage
ment, " he pointed out that despite the
importance of the salaried manager in mod
ern business life, the shareholders make
the ultimate decisions about allocating re
sources to the firm in their decisions to buy
and sell stock:

[The Berle-Means] doctrine disregards en
tirely the role that the capital and money
market, the stock and bond exchange, which a
pertinent idiom simply calls the "market,"
plays in the direction of corporate ·busi
ness.... The changes in the prices of com
mon and preferred stock and of corporate
bonds are the means applied by the capitalists
for the supreme control of the flow of capital.
The price structure as determined by the
speculations on the capital and money markets
and on the big commodity exchanges not only
decides how much capital is available for the
conduct of each corporation's business; it
creates a state of affairs to which the managers
must adjust their operations in detail. 5

Mises does not identify the takeover mech-
nism per se as a means for capitalists to
exercise control-takeovers were less pop
ular before the late 1950s, when the tender
offer began to replace the more cumbersome
proxy contest as the acquisition method of
choice-but his point is clear. The heart of
a market system is not the consumer-goods
market, the labor market, or even the mar
ket for managers. Instead, it is the capital
market, where entrepreneurial judgments
are exercised and decisions carried out.

Are Mergers Efficient?
Mergers and acquisitions, like other busi

ness practices that do not conform to text
book models of "perfect competition,"
have long been viewed with suspicion by
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antitrust and regulatory authorities. The
problem is that the notion of perfect com
petition is a hugely inappropriate guide to
public policy. In the real world of uncer
tainty, error, and constant change, "effi
ciency" means nothing other than direct
ing resources toward higher-valued uses.
This can only be measured by the successes
and failures of firms as determined by the
market. What is good for the firm, then, is
good for the consumer. Any merger that is
not known to be a response to legal restric
tions or incentives must be assumed to
create value.

At the same time, several studies have
found a sharp divergence between market
participants' pre-merger expectations about
the post-merger performance of merging
firms, and the firms' actual performance
rates. David Ravenscraft and F. M. Scher
er's·(1987) large-scale study of manufactur
ing firms, for example, found that while
the share prices of merging firms did on
average rise with the announcement of the
proposed restructuring, post-merger profit
rates were unimpressive. Indeed, they find
that nearly one-third of all acquisitions dur
ing the 1960s and 1970s were eventually
divested.6 Ravenscraft and Scherer con
clude that mergers typically promote man
agerial "empire building" rather than effi
ciency, and they support increased
restrictions on takeover activity. Michael
Jensen, founder of the Journal ofFinancial
Economics, suggests changes in the tax
code to favor dividends and share repur
chases over direct reinvestment, thus lim
iting managers' ability to channel "free cash
flow" into unproductive acquisitions.7

Public Policy and
the Stock Market

But the fact that some mergers-indeed,
many mergers, takeovers, and reorganiza
tions-turn out to be unprofitable does not
imply "market failure" or prescribe any
policy response. Errors will always be made
in a world ofuncertainty. Even the financial
markets, which aggregate the collective wis
dom of the entrepreneurs, capitalists, and

speculators who are the very basis of a
market economy, will sometimes make the
wrong judgment on a particular business
transaction. Sometimes the market will re
ward, in advance, a proposed restructuring
that has no efficiency rationale. But this is
due not to capital market failure, but to
imperfect knowledge. Final judgments
about success and failure can be made only
after the fact, as the market process plays
itself out.8

Certainly, there is no reason to believe
that courts or regulatory authorities can
make better judgments than the financial
markets. The decisions of courts and gov
ernment agencies will in fact tend to be far
worse: unlike market participants, judges
and bureaucrats pursue a variety of private
agendas, unrelated to the desires of market
participants. Furthermore, the market is
quick to penalize error as it is discovered; no
hearings, committees, or fact-finding com
missions are required. In short, that busi
ness often fails is surprising only to those
committed to textbook models of competi
tion in which the very notion of "failure" is
defined away. Such models are surely no
guide to public policy. D
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The Minimum Wage's
Dirty Little Secret

by David N. Laband

The current Administration and their pals
in the Congress only too obviously think

that boosting the minimum wage by 90 cents
per hour over the next two years is good
politics (ifbad economics). They are demon
strably wrong. This battle plan for "help
ing" lower-income Americans in the class
warfare that dominates a partisan retro
1960s mind-set is in reality a blueprint for
failure and worse. The inevitable results of
an increase in the minimum wage will be to
further disadvantage the least-skilled, low
est-paid workers in America and increase
employment and earnings among the most
skilled, well-paid workers.

Let's start with the obvious: an increase
in the minimum wage is not going to directly
help many of the least-skilled workers. Only
4 percent of hourly workers in America
currently earn minimum wage. These indi
viduals bring few, if any, skills to the work
place; they acquire job skills via on-the-job
training provided by their employers. In the
face of a 21 percent increase in their unit
labor cost, some employers of unskilled
labor will react by unhiring these individu
als. No doubt, the individuals who do not
get fired will appreciate the political effort
as their nominal wages will increase. How
ever, the unfortunate ones who end up in the
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ranks of the unemployed may feel differ
ently.

While this disemployment effect among
unskilled labor of increases in the minimum
wage is widely recognized among econo
mists, what is not so apparent is that the
employability of these workers has been
diminished, by virtue of reduced opportu
nities to develop job skills. It is harder to get
a second job based on skills developed on
one's first job, if one doesn't get a first job.
This surely will result in an increased dura
tion of unemployment among unskilled
workers.

The redistributive effects among unskilled
workers ofan increase in the minimum wage
are, in the aggregate, trivial in comparison
to the redistributive effects among more
skilled workers and providers of capital.
Consider the reaction of an individual who
has been working for several months or
years and who has developed job ~kills that
an employer finds valuable enough' to justify
paying him $5.15 per hour. After the pro
posed increases are fully in place, this indi
vidual will be paid the same as someone with
no job skills. From his perspective, there
appears to have been no differential reward
to acquiring his job skills. Upset about this,
he petitions his employer (or his union
petitions the employer) to raise his wages. In
so doing, of course, another round of wage
increase requests by workers earning $6.00
per hour will be touched off, and so on. In
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a nutshell, an increase in the minimum wage
incites a ratcheting up of wages that affects
millions of workers earning more than min
imum wage.

There are three principal effects of this
general increase in wage compensation:

1. Employers will tend to reduce non
wage compensation in an effort to minimize
their overall production costs. That is, em
ployer-provided benefits are a casualty of
increases in the minimum wage.

2. As labor costs (generally) rise, produc
ers will hire less labor and more capital.
There is no worse time for labor generally
(and unskilled labor specifically) to contem
plate an increase in the minimum wage than
when technological advances are reducing
the cost of capital. The high cost of middle
management labor combined with rapid re
ductions in the cost of computer-processed
information was the driving force behind the
corporate restructuring of the late 1980s and
early 1990s that put hundreds of thousands
of white-collar workers in the unemploy
ment lines.

3. Although it may appear that ratch
eted-up wages benefit lower-wage employ
ees, the appearance is deceptive. In the long
run, less-skilled workers are disproportion
ately harmed by artificially induced in
creases in wages. An example illustrates the
argument.

Suppose the minimum wage rises from
$4.25 per hour to $5.15 per hour (a slightly
more than 21 percent increase). Assume that
the increase does not trigger offsetting cuts
in employer-provided benefits and that
wages "ratchet-up" the labor force in an
amount exactly equal to the increase in the
minimum wage. That is, workers who used
to •earn $9.00 per hour before the increased
minimum wage earn $9.90 per hour after the
minimum wage has officially been raised;
those who earned $18.00 per hour before
earn $18.90 after, and so on.

From the standpoint of employers, a 90
cent' per hour increase in wages represents
a proportionately larger increase in labor
costs of unskilled or low-skilled workers
than of high-skilled workers. The increase
from $9.00 per hour to $9.90 represents a 10

percent increase in labor costs; the increase
from $18.00 per hour to $18.90 per hour
reflects a 5 percent increase in labor costs.
If the productivity of labor has not changed
at all (and none of the discussion of the
benefits of raising the minimum wage even

,touches on the subject of productivity),
employers have every incentive to substi
tute more productive, higher-wage labor for
less productive, lower-wage labor.

Both the substitution oflower-cost capital
for higher-cost labor and the substitution of
higher-skilled labor for lower-skilled labor
seriously mitigate any purported benefits of
a hike in the minimum wage. With respect to
the substitution of capital for labor, there is
both a direct effect on labor markets and a
resulting indirect effect. As firms increas
ingly use machines in their production pro
cesses, the production and management of
the new technology require an increasingly
skilled labor force. This drives employers on
the margin to favor highly.educated and
skilled workers over less well-educated,
less-skilled workers, since the former are
more productive than the latter.

Separately, the differential (proportion
ate) cost impact of a hike in the minimum
wage causes employers to favor highly
educated and skilled workers over less well
educated, less-skilled workers; the former
are less costly than the latter. Both tenden
cies add fuel to the job-market emphasis on
highly-educated, highly-skilled labor, to the
detriment of the uneducated, unskilled com
ponent of the labor market (Le., the very
component liberal politicians and theorists
profess so much compassion for, so much so
that they claim this compassion defines the
difference between them and their conser
vative counterparts).

Put bluntly, the politically sponsored in
creases in the minimum wage are partly
responsible for the much-ballyhooed in
creasing income inequality in America,
which politicians then claim demands cor
rective action. This is a case of medicine
causing a disease that politicians then seek
to cure with more of the same medicine. A
better course of treatment would be to fire
the doctors. D



A Matter of Principle

Persuasion or
Popularity?

Someone once said that his purpose was
to "comfort the afflicted, and afflict the

comfortable." That might not precisely de
scribe my own motives as a columnist, but
in one respect I sympathize.

Like most writers, I sometimes get letters
from readers offended by my views. This is
especially true of columns in which I chal
lenge the views of anyone supposedly shar
ing "our side" of the ideological spectrum.
The gist of these correspondents' objections
is that, in criticizing alleged allies, I am
spreading "disunity" in "the movement."

Such critics misconceive the purpose of a
column in a magazine of ideas.

If a writer's primary aim is to entertain
and be liked, he will aim to comfort his
readers-embodying, expressing, and rati
fying only what they already believe. He will
give voice solely to popular values, stan
dards, and ideas, even if these are in error.
In doing so, he will change no minds. But for
his efforts, he may achieve much popularity.

However, if a writer's primary aim is
persuasion, he must challenge his readers
saying new and different things, not just the
old and familiar. Persuasion is predicated
upon disagreement: to persuade means to
lead someone away from old and familiar
ways of thinking, and to a new and different
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in a new hardcover edition at $24.95.

by Robert James Bidinotto

perspective. In trying to persuade, a writer
may achieve little popularity; after all, no
reader likes to be told, "you're wrong." But
for his (often thankless) efforts, he may
change minds. Perhaps even the world.

The main goal of a magazine of ideas is
persuasion-to change minds. It is not the
job of any of its writers to comfort readers,
but rather to challenge views which he
believes to be mistaken, and make his dis
agreements clear. No, in doing so, he should
not be intemperate and nasty; boorishness
and bad manners are not badges of indepen
dence. But if a writer of ideas leaves all of
his readers smiling and nodding all of the
time, he has failed. He succeeds only to the
extent that he elicits frowns of thoughtful
consideration.

Anyone dissatisfied with the status quo
therefore faces an inescapable choice. To
avoid disagreements, he can keep silent,
resigning himself to popular fallacies and
follies-or he can seek to challenge and
change them by voicing his dissent. But if
he dares to challenge popular notions, he
will necessarily "afflict the comfortable,"
and must accept the likelihood of being
unpopular-at least for a time.

This is the psychological difference be
tween the individualist and the conformist.

Conformity is the process of avoiding the
possibility of offending anyone, by resem
bling everyone. Conformists do not change
others: they are the ones who do the chang
ing. Rather than educate, they simulate. The
result? The morally repugnant status quo
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remains in place, unchallenged and un
changed.

Years ago, in the January 1984 Notesfrom
FEE, I wrote: "Suppose valid ideas are
altered to seem acceptable by irrational
standards. Then the audience, unchal
lenged, would actually continue to believe in
its mistaken perspective. And if valid ideas
are altered to be compatible with irrational
standards, then it is the audience-not the
speaker-that has found a new convert. "

Regrettably, to gain public support over
the years, many on "our side" have been
willing to conform-to water down their
arguments, compromise their principles,
and betray their ideals.

In his recent book, Dead Right, David
Frum provides ample evidence that sadly,
many on "our side" have adopted this latter
course of appeasement and betrayal. Many
traditional critics of big government have
come to realize that opposing popular wel
fare-state programs is ... well, unpopular.
They now grasp that most government "en
titlements" -Social Security, Medicare,
public education, college loans, farm subsi
dies, etc.-go to the middle class. So to
curry favor and win votes, they have begun
to recast their political philosophy to be
more appealing to "middle Americans."

". . . [T]he conservative movement was
born in revolt against the size, cost, and
arrogance of the modern state," Frum
writes. "[B]ut ... as part of the price for
its emergence as America's dominant ide
ology, conservatism has quietly walked
away from that founding principle. Instead,
all too many conservatives have developed
a startling tolerance for the use of govern
ment power to reform society along tradi
tionalist lines."

In their pursuit of political influence and
office, they now reject the very basis of
liberty-individualism-and have aban
doned any effort to dismantle the welfare
state and to limit government. Forsaking the
struggle for fundamental change, they in
stead resign themselves to conformity to the
political status quo, on grounds that "if
ya can't lick'em, join'em." As one of their

number put it, the "Right" should no longer
"dwell on limiting the size of government
but rather on the issue of who and what
controls government. "

But if individual rights is the standard,
are such people truly on "our side"? Should
the ideas they put forth be immune from our
public scrutiny? Should the statist goals
they seek be exempt from our public criti
cism?

The truly great thinkers on "our side"
have long understood that a poorly framed
and argued case for individual liberty is
worse than no case at all. An argument for
human freedom that is ungrounded, inco
herent, compromised, or riddled with logi
cal inconsistencies, is fruitless. Either it will
be rejected by intelligent people, or if im
plemented, will fail in practice.

Certainly, it's a lot more fun evoking
smiles rather than provoking frowns
whether from avowed adversaries or alleged
allies. But writing for a magazine devoted to
discovering the truth about socio-political
ideas, my responsibility is to challenge ideas
I believe to be in error, to raise objections
whenever I believe that good ideas are being
undermined or ill served-and to let the
chips fall where they may.

We stand at a crucial crossroads in our
nation's history. We have a rare, and prob
ably fleeting, opportunity to enact a fund
amental political change of direction: a
change away from governmental encroach
ments on human freedom, and toward guar
anteeing to each person his own inviolate
sphere of sovereignty. We have a unique
chance to begin to erect a fire wall between
collective might and individual rights.

But we won't do it if we compromise our
identity as individualists. If, by our silence,
we allow politicians allegedly representing
"our side, " to sell out our freedoms and our
future. Ifwe try to maintain a fraudulent and
futile "united front" with open and avowed
collectivists.

And if, "to tease a smile from some cold
face"-as Cyrano put it-we become meek
followers instead of bold leaders of public
opinion. D



THEFREEMAN
IDEAS ON UBERTY

It's Time to Privatize
Unemployment Insurance

by David Honigman and George Leef

Our present unemployment insurance
system was established during the New

Deal and was certainly a child of its times.
The extremely high levels of unemployment
during the Depression provided the justifi
cation for a governmental takeover of what
had previously been a matter of private
initiative, namely income maintenance dur
ing unemployment. As with many other
issues, the assumption at the time was that
only the coercive power of the government
could solve the problem. Rather than allow
ing individuals to make the best arrange
ments for maintaining a stream of income
during unemployment, either through their
own actions· or through voluntary, cooper
ative efforts, the federal government man
dated that the states set up centrally admin
istered programs to provide relief to those
out of work.

This approach was very much in keeping
with the collectivist philosophy of the era.
Unfortunately, it has saddled us with a
system that prevents workers from custom
izing income-security plans for their needs.
It is a system rife with inequitable cross
subsidies between workers, and it is inimical
to the nation's economic health. Of all the
federal mandates that Congress could re-
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scholar of the Mackinac Institute-is the Sena
tor's legislative aide.

peal, this one should be near the top of the
list.

How the System Works
The Social Security Act compels the

states to establish unemployment insurance
systems. They are given considerable lati
tude in setting tax rates, benefit levels,
eligibility criteria, and so on, but all must
follow the same basic design. Employers
pay a payroll tax, a certain percentage of
each employee's taxable wage base. In
Michigan, for example, employers can pay
anywhere from 10 percent to .5 percent ofa
taxable wage base of $9,500. Tax rates vary
widely because they are based to a consid
erable degree on each firm's "experience
rating," which means the extent to which
it has laid workers off and caused benefits
to be paid. Even in highly experience-rated
systems, however, benefits paid seldom
match exactly with employer taxes.

Workers who become unemployed may
qualify to receive benefits. To qualify, a
worker must have earned at least a certain
threshold amount, a means of limiting the
system to those workers who have a fairly
regular attachment to the labor force. An
eligible claimant receives, usually after an
administrative delay of several weeks, a
check that usually replaces about half of
his pre-tax earnings while employed, up to
a given maximum. The unemployed worker
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must certify each week to the administering
agency that he is able to and actively seek
ing work. Ordinarily, the maximum period
of time for which benefits are paid is 26
weeks.

Many unemployed people do not, how
ever, qualify for benefits. Those who quit
their jobs, were fired for good cause, or did
not have enough earnings, to give some
common reasons, cannot collect.

The Inequities of the System
Whenever the government levies a tax on

business, it creates a problem of tax inci
dence. That is, who actually bears the bur
den of the tax? Business taxes are borne by
people in their capacities as workers, con
sumers, and stockholders. Who actually
pays the payroll taxes that fund the unem
ployment insurance system? Mainly, the
workers do. Unemployment insurance
taxes represent part of the employee's total
compensation package. What employers are
willing to offer in wages and other benefits
is reduced by the cost of benefits that
the government has mandated. If the addi
tion of a worker to the payroll will cost
the company $500 in unemployment insur
ance taxes, that worker will be paid approx
imately $500 less in cash or other bene
fits.

Just as the employer's "contribution" to
FICA really comes at the expense of the
employee, so is it with unemployment in
surance taxes. Although commonly thought
of as a free benefit to workers, the system is
in reality a means of allocating their income
in a way dictated by the state. Because the
system is involuntary, however, workers
are deprived of the chance to evaluate the
benefits of participation in relation to its
costs.

For some workers, the unemployment
insurance system is a bad deal. There are
many who experience little or no unemploy
ment during their careers, yet they pay-in
the form of forgone wages or benefits
throughout their working lives for some
thing they may not want or need. For other
workers, the system is a good deal. Workers

who experience frequent periods of un
employment may receive benefits signifi
cantly in excess of their costs. As we men
tioned above, experience rating is imper
fect, and this means that workers who don't
make much or any use of the system are
forced to subsidize those who use it fre
quently.

This is not necessarily a case of the
wealthy subsidizing the poor. Some of those
who frequently draw unemployment bene
fits are high-wage, relatively wealthy work
ers; some of those who are in stable em
ployment and never collect are low-wage
workers. The reverse is also true. The
system capriciously redistributes income
from stable-employment workers to unsta
ble-employment workers. There is no justi
fication for this coerced redistribution.

The Economic Damage Done
by the Unemployment
Insurance System

By providing American workers with a
safety net in the event of unemployment,
albeit one with several holes, the unemploy
ment insurance system discourages that
time-honored means of dealing with the
possibility of loss of income-saving. Peo
ple save less than they otherwise would
since they believe that the unemployment
system will be there to support them in time
of need. If people made provisions for the
possibility of unemployment by saving,
there would bea greater supply of loanable
funds, thus tending to lower interest rates
and stimulate capital investments. Con
versely, the funds accumulated in the sys
tem are' 'invested" by the Treasury in U.S.
government debt obligations, which does
little-to put it mildly-to help the economy
grow.

Not only does the present system discour
age saving, it also leads to inefficient use of
resources. It does so in several ways. First,
it allows employers in businesses character
ized by frequent periods of unemployment
to externalize some of their labor costs.
Seasonal firms, for example, would have to
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A $5 Trillion National D.ebt

By the time you read these lines the
debt of the federal government will
have passed the $5 trillion mark.

Does it surpass your imagination and abili
tyjust to write the number? How many
digits does it take? Are you aroused and
alarmed about the ever-rising debt? Many
Americans are fearful that it will lead to
bankruptcy in one form or another.

They are right if we define bankruptcy
in the broadest sense: the inability or
unwillingness to pay legitimate debt, caus
ing a loss of faith and reputation. Inthis
sense, the federal government went bank
rupt on the first day it resorted to inflation.
After all, inflation is an insidious policy
which allows government to make pay
ment in depreciated dollars. The U.s.
Government has willfully inflated the dol
lar ever since the 1930s, has defaulted
internationally on its gold-payment obliga
tions, and continues to plunge into domes
tic and foreign debt without any thought of
repayment.

If we view bankruptcy as the condition
of being judicially declared bankrupt, the
federal government cannot go bankrupt.
There is no power on earth that can force
the U.S. Government to disclose all its
properties and distribute them equitably to
its creditors. Even if there were such a
supreme authority, the American people
probably would rise in anger if the authori
ty were to liquidate the vast land holdings
and countless office buildings of the U.S.
Government and hand over the proceeds to
foreign and domestic creditors.

There is no thought of voluntarily sub
mitting to bankruptcy proceedings, liqui
dation, and distribution. Surely, no one
expects the habitual spenders in govern
ment to vote for a liquidation of govern
ment property and its distribution to credi
tors. "The government can always meet the
debt obligation," they assure us. "It has the
power to tax and the right to print money."
Indeed, the power to tax may prevent gov
ernment default by placing the debt on the
shoulders of taxpayers. But instead of one
government defaulting, thousands of tax
payers may be forced to default. The num
ber of American bankruptcies precipitated
by tax exactions is legion. And the power
to print legal-tender money creates the
legal right to seize income and wealth from
unsuspecting owners of money and mone
tary claims by debasing the value of
money. It confers the legal right to defraud
creditors.

The spenders do not see it this way.
"We owe it to ourselves" is their favorite
motto. If they refer to American ownership
of debt, they are mistaken. The federal
debt is not held just by U.S. citizens and
institutions. Foreign holders are the single
largest group of U.S. creditors. The Bank of
Japan is by far the largest owner, financing
large blocs of U.S. budget and trade deficits
and lending vital support to the U.S. dollar.

Even if it were true that"Americans
own it," such an attitude completely dis
torts the situation. It ignores the difference
between a creditor and a debtor, between a
lender and a borrower. Facing an insolvent



debtor, a banker will not take heart from
the debtor's reassurance the "we owe it to
ourselves." Similarly, the creditor of a U.S.
Treasury obligation cannot take comfort
from the assurance of the spenders that
"we owe it to ourselves."

Are we placing it on the shoulders of
our children? The present generation is
postponing paying for goods and services
and is shifting the cost to the future. In this
sense, the $5 trillion national debt becomes
a huge pyramid of wealth consumed in the
past and payable in the future. But the fed
eral spenders reject such explanations.
They see a flow of future income from pre
sent spending. There is no net burden
shifted to the future, they contend, as long
as future income exceeds the interest costs
of the debt.

In reality, there is little, if any, future
income from present deficit spending. A
present entitlement gives rise to loud
demands for future entitlements, a current
subsidy for future subsidies; it does not
raise productivity and earn interest on the
expenditures. Even where government
invests its funds, the expenditures usually
are diluted by waste, corruption, and mal
investment. A public enterprise normally
depends for its survival on tax exemption
and taxpayer subsidies.

The economic consequences of debt
depend on the age of the debt. There is old
debt to which the economy has completely
adjusted and new debt to which the eco
nomic structure must still adjust. The pri
mary burden of new debt occurs in the pre
sent in the form of a reduction in private
consumption. The generation that wages a
war bears the primary burden.
Government expenditures withdraw
resources from private production and con
sumption. World War I withdrew some 25
percent, World War II almost 50 percent.
The same is true in the' case of peacetime
deficit spending. It withdraws economic
resources from private production and
redirects them toward government con
sumption. Surely, the redirection differs
materially from wartime direction, but the
process is the same.

Deficit financing generally involves the

consumption of someone's savings.
Government enters the credit market and
offers IOUs in the form of Treasury bills,
notes, and bonds. Massive deficits con
sume productive capital on a massive scale.
As capital lends productivity to labor, the
capital consumption instantly reduces
labor productivity and output. If the
deficit is not promptly corrected by a bud
get surplUS and the capital consumption
replaced by capital formation, productivity
and output will be reduced forever. It is
impossible to fathom the costs of the $5 tril
lion federal debt in permanent income and
wealth.

Government deficits not only consume
productive capital but also cause much
remaining capital to readjust toward gov
ernment consumption. As wartime deficits
not only consume productive capital but
also cause private capital to move into
ammunition and armament industries, so
does peacetime deficit spending consume
productive capital and cause capital to
move into the favored industries.
Unhampered private production arid con
sumption thus suffer a double punishment
and contraction.

Future generations which inherit the
debt are wronged in several ways. They
come into an economy that is enfeebled
and emaciated by capital consumption.
The apparatus of production is maladjust
ed, addicted to political spending, and sus
ceptible to political intrigue and arbitrari
ness. The whole financial structure is made
to rest on the pyramid of federal debt,
which makes all finance rather precarious.
Worse yet, they must tax themselves to
cover the interest on the debt which they
did not incur. Failure to bear this burden
would have consequences too ominous to
contemplate. To expect them to repay our
debt is to indulge in airy hopes and golden
dreams.

Debts, follies, and crimes are generally
mixed together; the federal debt is a $5 tril-

lion mixture. '/ d __/ ../
"k~~l

Hans F. Sennholz



LABOR DAY SALE
Eugen von Bohm-Bawerk
THE EXPLOITATION THEORY
This extract from Capital and Interest
explodes all Marxian arguments against
interest income

Regular
$9.95

Sale
$ 7.95

Clarence B. Carson
THROTTLING THE RAILROADS 9.95 7.95
Every sort of intervention has destroyed
a vibrant industry.

THE WAR ON THE POOR 14.95 10.95
A description of how the welfarist programs
have been, in practice, a war on the poor.

Freeman Classics
AMERICAN UNIONISM: FALLACIES AND FOLLIES 14.95 11.95
The intellectual origins and economic
implications of the union ideology.

FREE TO TRY 14.95 11.95
The entrepreneur is celebrated as the moving
force of economic activity and progress.

F. A. Harper
WHY WAGES RISE 8.95 7.95
A brilliant discussion of the economic
principles that determine wage rates.

Henry Hazlitt
THE CONQUEST OF POVERTY 19.95 14.95
Capitalist production, not government programs,
has been the real conqueror of poverty.

Howard E. Kerschner
DIVIDING THE WEALTH 9.95 7.95
A popular discussion of the nature of the
welfare/ transfer society.

Ludwig von Mises
THE ANTI-CAPITALISTIC MENTALITY 8.95 7.95
A discussion of popular psychological
arguments against capitalism.

Hans F. Sennholz
THE POLITICS OF UNEMPLOYMENT hardcover 24.95 19.95
An examination of various programs and
policies leading to unemployment

Mark Spangler, editor
CLICHES OF POLITICS 15.95 12.95
A revised edition of "Cliches of Socialism,"
FEE's best-selling anthology of essays and
articles refuting popular notions of politics

Sale Ends October 31, 1995
Postage and handling: Please add $3 per order of $25 or less; $4 per order of $26-$50; $5 per order
of more than $50. Send your order, with accompanying check or money order, to FEE, 30 South
Broadway, Irvington-on-Hudson, New York 10533. Visa and MasterCard telephone and fax
orders are welcomed: (800) 452-3518; fax (914) 591-8910.



Fall Round-Table Discussions

O ur series of very successful Round-Table events returns this f.all with
a lineup of eminent speakers. Our evenings begin with a reception at
5:00 P.M., followed by dinner at 6:00. We are then entertained by a

presentation given by our featured speaker. After that, the floor is opened for
an exciting exchange of ideas. Charge is $40 per person per event; certain
discounts are available. Attendance is limited; call or write Dr. Barbara
Dodsworth at FEE for reservations (phone 914-591-7230; address, 30 South
Broadway, Irvington, NY 10533).

October 7 Round Table
Murray Sabrin, host of his own radio show on WVNJ on money matters, will
present his view of taxation: "'Progressive Tax? Flat Tax? How About No Tax?"

November 4 Round Table
Morris Markovitz, who is the president of the very successful Mercury
Management Associates, Inc., will reflect on "'The Myth of the Trade Deficit."

December 2 Round Table
Doug Bandow of the Cato Institute in Washington, D.C., will entertain us
with his discussion of foreign aid in "'Foreign Aid: New Bottles, Old Wines.

o

o

The Foundation for Economic Education Reunion

Celebrating its Golden Jubilee

with Lady Margaret Thatcher

The Waldorf-Astoria Hotel

New York City

April 11 , 1996

~

Mark your calendar!
An opportunity that comes only once in a lifetime.



IT'S TIME TO PRIVATIZE UNEMPLOYMENT INSURANCE 573

pay their workers more if it weren't for the
fact that the unemployment insurance sys
tem subsidizes their operations. Because of
this subsidy, we get more seasonal employ
ment than is optimal.

Second, since the system relies on a
third-party payor for its benefits, it leads
to greater costs than if that third party could
be 'avoided. That is especially true where the
third party is a government bureaucracy.
We have an extensive unemployment insur
ance administrative and dispute-resolving
bureaucracy. If we moved to a system that
avoided much of the third-party involve
ment, we would save resources for more
productive things.

The Voluntary Alternative
What if we allowed workers and employ

ers to handle provisions for unemployment
as they think best? How would they react?

Workers differ greatly as to their expec
tations on the probability of unemployment
and the harm it would do them. There is an
enormous range from those who are sure
that they are set for life in their current
employment to those who are rarely sure
where the next paycheck will come from.
Those in the former category might ratio
nally decide that they don't want to give
up anything in order to have a measure of
income security in the event of unemploy
ment. Those in the latter category would, in
contrast, regard income security as a high
priority.

Whatever their degree ofconcern over the
possibility of unemployment, there are two
ways for workers to shield themselves
against it. One is saving; the other is risk
pooling (insurance).

Saving is the time-honored means of pro
viding security against the possibility of
unemployment or other adverse occur
rence. What if we allowed people to set up
Individual Unemployment Accounts
(IUAs) analogous to IRAs? The individual
would decide how much, if anything, to
deposit (or have withheld from his pay
check) into the account each pay period.
Taxes would be deferred until such time

as funds were withdrawn. During periods
of unemployment, the worker would decide
how much to withdraw from the account. If
there were funds in the account at the time
the worker retired, he could treat it as an
IRA. Given the popularity of IRAs, espe
cially when they were fully tax-deductible,
it seems likely that IUAs would catch on
very quickly.

We are not fond of the tendency to en
courage people to set up savings accounts
for particular purposes (retirement ac
counts, medical savings accounts, our pro
posed unemployment accounts, etc.). It
would be better to repeal the tax code's bias
against saving and just let people save with
out having to pigeonhole the money. But
short of that, IUAs would have several
major advantages over the status quo.

First, there would be no involuntary re
distribution ofincome among workers. With
each individual saving for himself, the risk
of unemployment would no longer be so
cialized. True, some might be improvident,
but that is hardly an adequate reason to
force some to subsidize others.

Second, people would have the maximum
incentive to find new work after becoming
unemployed, since withdrawals from IUAs
would be withdrawals of personal wealth.
Not all unemployed workers are as diligent
as possible when it comes to finding new
work now, since the checks come from the
government and stops once employment has
been re-established. That is, unemployment
insurance subsidizes unemployment, and
therefore increases its incidence.

Third, the existing bureaucracy would
be unnecessary. With IUAs, the decision
making would be individual rather than
bureaucratic.

Fourth, as we have already said, an in
crease in saving would be economically
beneficial for the United States.

Risk-pooling is the other means by which
people can protect themselves against ca
lamities. People enter into insurance con
tracts when they choose to pool the risk of
losses due to auto accidents, fire, ill-health,
and so forth. Could there be a private
insurance market for unemployment insur-
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ance? In the early years of this century,
there were several attempts by major insur
ance companies to write unemployment in
surance, but each time they were thwarted
by state insurance regulators who claimed
that unemployment was inherently uninsur
able. Of course, once the government man
dated that everyone have its unemployment
coverage, all thoughts of private insurance
disappeared.

We see no reason why voluntary risk
pooling for certain types of unemployment
could not work. (It is not possible to insure
against being fired for cause, since that is
within the individual's will.) People already
can insure that their mortgage payments will
be made if they should·lose their jobs. If the
government got out of the unemployment
insurance business, private alternatives
would swiftly emerge, almost certainly giv
ing workers more flexibility than the current
system does.

Workers who had not built up sufficient
funds in an IUA to feel that they had enough
of a cushion would probably want to buy
unemployment insurance, either individu
ally or as an employer-provided benefit.
How much insurance to have should be left
up to the individual. How much to save
should be left up to the individual. We have
no idea what combination of insurance
and/or saving would be best for people and

neither does the government. That's why it
should be left to personal decision.

If we could privatize unemployment in
surance, what would we do with the money
currently in the trust funds? Given our anal
sis that these taxes are borne by workers,
the proper answer is that the money should
be returned to them. Michigan's trust fund
is now approximately $1 billion. Although
it would certainly not be easy to divide this
amount up among current and retired work
ers based on how much they' 'paid" into the
system, it would not be impossible.

Conclusion
The collectivist approach to unemploy

ment insurance is an anachronism. Aban
doning the old system and replacing it with
freedom of choice and individual contract
would not only be more efficient economi
cally, but would also be consistent with the
fundamental American belief that people
should be masters of their own lives, not
pawns to be moved about at the will of
others.

Our conviction is that we would develop
a system for unemployment compensation
that is both fairer and more beneficial to the
economy if we stopped relying on coercion
and went back to relying on voluntary
cooperation. 0
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Strike Out? Blame Fast Food

by Francois Melese

T hirty-two thousand members of the
United Food and Commercial Workers

(UFCW) Union recently walked off their
jobs. Mostly made up ofemployees from the
two largest grocery chains in Northern Cal
ifornia-Lucky and Safeway-the union
had an ambitious goal: to preserve current
wages and benefits. While UFCW members
walked the picket lines, competing chains
(like Nob Hill and Albertsons) were de
lighted. Union sympathizers and intimi
dated customers alike flooded their stores.
Business was great. Management was mind
ful, however, that as consolation for a no
strike clause in their clerks' contracts, many
non-striking clerks would automatically se
cure concessions granted unionized em
ployees. While the union won this battle,
saving members' wages and benefits, it may
have lost the war. This and similar unions
across the country are likely to strike out in
the future, and fast food is partly to blame.

What few· realize is that the threat .to
wages and benefits comes from a radical
restructuring in the market for groceries.
Top management was late in spotting and
responding to two important trends: in
creased competition from discount and spe
cialty food stores, and the relentless growth
of fast-food outlets. To make up for lost
time, management needs concessions from
union members to better position their
stores. Meanwhile, the UFCW is under-

Dr. Melese is Associate Professor ofEconomics
at the Naval Postgraduate School in Monterey,
California.

standably upset with any news that threat
ens members' wages and benefits.

It is useful to begin with the awkward
position of top management. While some
chains suffer from slumping market shares
and share prices, they all admit to having
some of the finest workers in the industry.
So what happened?

The fact is that until recently Lucky and
Safeway had a lock on the grocery business
in Northern California. In many cases they
were the only game in town. Historically,
Lucky and Safeway derived their success at
the expense of small grocery stores. Taking
advantage of economies of scale, large gro
cery chains offered increased selection and
lower prices than small grocers. Squeezing
out "mom-and-pop" operations, Lucky and
Safeway came to dominate the market.

The fast-food industry started much the
same way as did traditional grocery chains.
Fast-food chains opened outlets in towns
across the country, offering standardized
products, consistent service, convenience,
and low prices. Customers literally ate it
up, and shareholders were thrilled. Local
"mom-and-pop" diners were no match. The
economies of scale enjoyed by the chain
restaurants put many locals out ofbusiness.

Today the fast-food. business is "ma
ture." It is intensely competitive, so that
anyone with labor costs higher than any
one else has to cut other costs, offer a
superior product or service, or go out of
business. A similar future lies ahead for
grocery chains.
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Squeezed by Competition

Traditional grocery chains like Lucky
and Safeway are caught in a competitive
squeeze. On one side is increased competi
tion from innovative warehouse and dis
count chains (such as PRICE/COSTCO),
and on the other side, competition from
specialty and convenience stores (such as
Trader Joe's and 7-11).

In exchange for bulk purchases and do
it-yourself service, warehouse stores offer
great food at great prices. Meanwhile, in a
busy world with little time for shopping,
convenience stores charge somewhat higher
prices for convenience. But just as im
portant is the onslaught of the fast-food
industry.

Increasingly, grocery stores comp~te

with the likes of Burger King, Wendy's,
Domino's, Jack-in-the-Box, McDonald's,
Subway, and Taco Bell. The competition is
on two levels, and it is intense. The first level
is a competition for food sales; the second,
a, competition for workers. The grocery
chains are losing the first battle at the same
time they are winning the second.

Let's start with the competition for food
sales. The more fast food people eat, the
fewer groceries they buy. Moreover, the
groceries they do buy are increasingly pur
chased at competing discount warehouses
or convenience stores. Worse yet, large
fast-food chains typically have their own
distribution networks, and consequently do
not depend on traditional grocery stores.

The problem of increased competition
leaves any business with only three choices:
improve the product, lower costs, or go out
of business. The UFCW strike was a result
of top management opting for lower costs.
This brings us from competition for food
sales to the competition for workers.

Whereas grocery chains are losing the
competition for food sales, they are winning
the competition for workers. But is it any
wonder? Union pay at Lucky and Safeway
stores ranges anywhere from $6.75 per hour
for "baggers" to well over three times the
minimum wage ($16.75 per hour) for
"checkers. " Since the companies provide

dental coverage, pay 80 percent of medical
premiums, and are generous with drug pre
scriptions (not to mention pension benefits),
the effective wage is higher.

So what do baggers and checkers do for
this' attractive wage-benefits package?
Checkers work the register, and baggers bag
groceries. In some cases, baggers also take
groceries to your car. The job requirements
include the ability to: (1) work a cash reg
ister, (2) bag groceries. It helps to interact
well with customers and to be a team player.

This suggests grocery clerks have more in
common with fast-food workers than they
do legal secretaries, medical technicians, or
other skilled workers who in many cases
earn less than the average wage of a union
ized grocery clerk.

In fact, at fast-food restaurants like Mc
Donald's and Burger King, "courtesy
clerks" work the register and cook, and in
other fast food establishments like Domi
no's Pizza, they also deliver food. The job
requirements include the ability to: (1) work
a cash register, (2) keep track of orders, and
(3) cook. It helps to interact well with
customers and to be a team player.

On the surface, grocery clerks and fast
food clerks have a lot in common. In fact,
one might expect fast-food wages to be
higher to compensate for less favorable
working conditions. So how are fast-food
workers compensated? They make any
where from the minimum wage ($4.25 per
hour) to $8 per hour, with no benefits. So
where does that leave union workers? To
day's success may result in tomorrow's job
losses. Failing to cut labor costs, manage
ment is forced to turn to labor-saving de
vices, downsizing the workforce through
attrition. This shrinks union membership
and, along with it, their bargaining power.
Time is not on their side.

Are there any winners? Ofcourse. The big
winners are consumers. Due to increased
competition, grocery prices have remained
remarkably constant in real terms. Mean
while, fast-food prices have fallen (in real
terms) to the point it is not significantly more
expensive to eat out than to shop and
prepare food. D
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Is There a Right to Work?

by Gary North

Back in the 1950s and 1960s, one of the
most popular phrases among conserva

tive Americans was "the right to work. " It
was a code phrase for "anti-labor union
laws." This was recognized by both friends
and foes of trade unionism. Labor union
executive Gus Tyler wrote in 1967: "In
almost every case, such laws are intended
to bridle unbridled unions." 1

From the point of view of political per
suasion through rhetoric, the phrase was
a success. By 1956, 18 states had passed
right-to-work laws. Only one-Louisiana
had voted to repeal.2 But over the next
decade, the right-to-work movement
stalled. In 1968, a total of 19 states had such
laws.3 But in 1968, the labor union move
ment in the United States peaked. The move
from manufacturing to services, and the
greater growth of new business formation in
right-to-work-Iaw states, have driven down
the percentage of workers who belong to
unions from 23 percent in 19684 to 16percent
in 1993,5 and a high percentage of these are
government white-collar employees.

One problem with a catchy phrase, espe
cially one adopted in the service of a·good
cause, is that it will be believed as a stand
alone statement. People will accept it, as we
say, on face value. This was a problem with
"the right to work" from the beginning. The
phrase was powerful because it announced
what seemed to be a high moral principle.
That was the intention ofits promoters, who

Copyright 1995 by Gary North. Dr. North is
president o/The Institute/or Christian Econom
ics in Tyler, Texas.

recognized that it is easier to promote a
cause when that cause appears to be posi
tioned on high moral ground.

The problem is, the phrase produced a
great deal of confusion in the minds of those
who employed it as a political weapon.
Coming in the name of what they perceived
as a higher morality, they announced a
principle that, if taken literally, would un
dermine the moral foundation of the free
market economy which they sought to de
fend. This is always the risk of political
slogans. In their very effectiveness in chang
ing people's minds or reinforcing opinions,
they produce unintended consequences that
run counter to the goals of their promoters.

Rival Interpretations
For over a century, there have been two

rival applications of the phrase. It was
coined by the French utopian socialist,
Charles Fourier, in 1808. The slogan became
popular among trade union organizers in the
nineteenth century. For the socialists, the
phrase meant the right to a job. Horace
Greeley, the American newspaper owner
and disciple of Fourier, in 1846 called for
the "right to Labor-that is, to constant
Employment with a just and full Recom
pense...."6 Eugene V. Debs, the early
twentieth-century American labor-union or
ganizer, insisted: "Every man has an in
alienable right to work.,,7 This interpreta
tion was common down to the early 1950s.

A rival view began as early as 1870.
Critics of the unions called attention to the
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fact that by excluding some men from mem
bership, unions removed the right to work
from those excluded.8 This interpretation
has become the dominant one in the United
States since the early 1950s.

So, there has been confusion over the
meaning of "work" or "labor." This con
fusion still exists. But there has been an
other confusion: the meaning of the word
"right." This is the more fundamental con
fusion-and the more dangerous.

What Is a Right?
"I have my rights!" This announcement

is a statement of principle. But what does it
mean?

A right is a claim ofjudicial immunity. A
person is granted-by someone-immunity
from prosecution by the civil government
whenever he commits certain specified acts.
These acts are conventionally termed
rights, but in fact it is the grant of immunity
from prosecution which constitutes the
right. Such a grant of immunity is a grant
of privilege.

If this grant of privilege originates with
civil government, then civil government
may subsequently decide to revoke it. This
threat was what motivated Thomas Jeffer
son to write his immortal words in the
Declaration of Independence: "We hold
these truths to be self-evident, that all men
are created equal, that they are endowed
by their Creator with certain unalienable
Rights, that among these are Life, Liberty
and the pursuit of Happiness. "

God, as the Creator, was identified the
source of these rights, which the typesetter
printed as "unalienable." Jefferson's origi
nal manuscript said "inalienable." Either
way, the meaning is clear: no one may
lawfully surrender these rights. This is what
"inalienable" means: not subject to trans
fer. This was an important assertion, given
the influence in the eighteenth century of
theories of social contract, which grounded
all civil government in an ancient transfer
of sovereignty from individuals to the civil
government. Jefferson was arguing that
whatever it was that men gave up in that

original (hypothetical) transfer of sover
eignty, certain rights were not transferred,
for they are inalienable. The State is there
fore not the source of these immunities. The
Creatorgranted these immunities to all men,
who cannot legally surrender them. The
American Civil War to a great extent was the
product of a moral and political debate over
whether Jefferson's theory of inalienable
rights had any legal authority in American
Constitutional law, and whether it should be
applied to the institution of chattel slavery.

The State, not being the source of these
rights, cannot lawfully infringe on them. But
the British Parliament had so infringed,
which is why Jefferson announced the right
of the colonies to remove themselves from
the jurisdiction of the British· Crown. The
State cannot revoke by law those rights
inalienable legal immunities-which the
State has not initiated. A grant of privilege
from God is therefore a grant of privilege
against its infringement by the State.

What this argument pointed to was a
hierarchy. A sovereign Creator God has
established certain immunities from State
action around men's persons and lives.· His
sovereignty cannot lawfully be infringed on
by other men or their political agents. Jef
ferson was arguing for the right of armed
resistance by the colonial governments. Lo
cal units of civil government possessed the
authority under God, and therefore the re
sponsibility, to defend these immunities
from encroachment by the more distant
Parliament. These local governments had
operated under the authority of the British
government-specifically, the King. But be
cause these local units of government were
coming to the defense of men's inalienable
rights, Jefferson was arguing, they now
occupied the moral high ground. They, not
the British Parliament, were now judicially
sovereign in the colonies. They were de
fending God's grant ofprivilege, which took
precedence over the British Parliament's
false claim of absolute sovereignty.

A similar perspective undergirded the first
ten amendments to the U.S. Constitution,
called the Bill ofRights. These amendments
limited the actions of the federal govern-



ment. That is, they placed jddicial immuni
ties from Federal interference around indi
viduals and local state governments. But
thefe was an important difference between
the Bill of Rights and the Declaration of
Independence. The Bill of Rights operated
under the sovereignty of the People, who
the Preamble to the Constitution identified
as the source of sovereignty. The problem,
judicially speaking, was that sovereignty
had been transferred from the Declaration's
God the Creator to the Constitution's col
lective We the People. The People can
always change their minds through their
representatives-as it has turned out, five
sovereign judges on the U.S. Supreme
Court.

The debate over men's rights has been a
debate over five related issues: (1) the sov
ereign source of specified rights; (2) the
lawful representative agent in the defense
of these rights; (3) the specification of any
boundaries or limits on these rights; (4) the
legitimate sanctions· that can be imposed to
defend these rights; (5) the appropriate ap
plication of these rights to specific cases in
a changing world.

So, when a person announces, "lhave my
rights, " he is announcing his judicial immu
nityfrom civil action. The trouble is, he may
believe he is announcing more than this.

Property Rights
When a man announces his right to work,

what is he really asserting? Is he announcing
that he has a legal immunity from the State
to take raw materials belonging to him and
shape them? If so, then he is announcing a
crucial right, which we call a property right.
The person who owns property has rights to
use it in specific ways. This was the claim by
the vineyard's owner in Jesus' parable ofthe
wages: "Is it not lawful for me to do what I
will with mine own?" (Matthew 20: 15a).

A person who claims such a right is also
implicitly announcing his right to property
in his own person. He is saying that he can
do what he wants with that which belongs to
him. What belongs to him is his own labor.
He is allowed to take his labor, his time, and
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his material goods and shape them as he
pleases.

The example of the gardener is appropri
ate. He owns the land and the seeds. He
plants the seeds, digs up the weeds, and
does whatever else is biologically necessary
to produce a crop. The crop mayor may not
grow. If it does, he can lawfully eat the crop,
give the crop away, or let it sit in the earth
and rot. His right to the crop means that the
civil government has no legal claim to the
fruits of his labor. Neither does his neigh
bor.

But can he sell the crop? Here is where the
question of rights gets so confusing. When
we ask, "Can he sell the crop?" we are
asking two separate questions: (1) Can he
lawfully offer the crop for sale? (2) Can he
lawfully demand that someone else buy it?
When people insist on their' 'right to sell,"
they must be very clear in their own minds
which interpretation they are putting on this
phrase.

My Right to Say No
A man comes to me with an offer. Will I

buy the output ofhis garden? I probably will
ask a series ofquestions, such as whether he
has harvested it yet, when did he harvest it,
where has he kept the crop since he har
vested it, will he deliver it to my door, and
that most crucial of economic questions: at
what price?

Inherent in the other man's claim ofa right
to sell is my equally valid right to refuse to
buy. There should be no compulsion on
either side of the transaction.

What is spoken of as a right to sell or a
right to buy must be carefully qualified. The
right to buy, like the right to sell, is better
understood as the right to make an offer. It
is not that I have a right to buy or sell. What
I have is a right to offer to buy or sell.

This may sound like quibbling over de
tails. It is not quibbling; it is the heart of the
matter. What the owner of an asset has a
right to do is to make a bid to exchange it for
some other asset. No one has any legal
obligation to listen to his bid. No one has to
accept it or reject it. Noone has to allow the
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person into his home or office to make the
bid. The sign on the outside of many busi
nesses, "No Solicitors," is a valid sign-as
valid as the sign, "Help Wanted."

Ironically, we sometimes see both signs
at the same business establishment. Yet a
person offering to sell his labor services
surely is soliciting. He is asking for money
in exchange for his labor. But business
owners initiate the "Help Wanted" solici
tation, so those who respond are not seen
as solicitors. A solicitor is seen as some
one from outside the business who initiates
an offer to sell a service or product for
money.

What of the sign that says, "We reserve
the right to refuse service to anyone"? That
used to be a legally posted sign in American
businesses. A series of civil rights acts have
made such signs illegal. By opening for
business, the business owner loses his right
to refuse a transaction at the posted price.
The State has granted the buyer a right to
buy-not the right to make an offer, but the
right to complete the transaction. The seller
is not allowed to place an exclusion clause
on the offer: "Not available to the following
types of people. . . ."

Similarly, recent legislation governing
the "Help Wanted" sign has created a legal
obligation for the employer to consider
every applicant. The employer must be able
to prove in court that he has not discrimi
nated against some prospective job appli
cant on the basis of race, religion, sexual
life style, or even intelligence. He can be
sued under the law-many laws, in fact
for refusing to hire someone. He can be
sued for giving a job to someone without
advertising the existence of the job in a
public place. "No Irish need apply" signs
used to be seen in the windows of Boston
businesses in 1850-and for all I know, in
1950. No longer is such a sign legal. The
right to work has been extended to members
of all groups.

This brings us back to the original ques
tion: Is there a right to work? That is, has a
grant of immunity from prosecution been
established by a higher authority? If so,
what is this immunity?

The Employment Act of 1946

One of the results of what is known as the
Keynesian revolution in economic thought
is the widespread acceptance ofthe idea that
a national government has the ability to
create legal and economic conditions that
will lead to full employment. "Full employ
ment" is not actually defined as full em
ployment, but something-unspecified
approaching full employment. Because the
government supposedly can establish poli
cies that will produce high employment,
academics and politicians believe that it
has a moral obligation to do so. In 1946,
Congress passed and President Truman
signed the Employment Act of 1946. This
law is still in force. It directs the President
of the United States to "promote maximum
employment, production, and purchasing
power."

The defenders of the free market econ
omy argued long before John Maynard
Keynes that the civil government does pos
sess the ability to create conditions favor
able to the full employment of resources,
including human labor. These conditions
are explicitly judicial. They include the
following: enforcing in the courts the terms
of voluntary contracts and exchange, pros
ecuting fraud and violence, refusing to fix
prices or the terms of exchange by law,
keeping taxes low, and refusing to debase
the monetary unit.

Keynes disagreed with these means but
not the goal. He argued in 1936 that these
judicial conditions do not always pro
duce full employment. On the contrary,
he said, they can and have led to perma
nent unemployment. He called for in
creased government spending during times
of unemployment, spending above the rev
enues brought in by taxes, i.e., deficit
spending. He called for an expansion of the
money supply to clear the market of unsold
goods, especially labor. In short, he called
for the creation of the modern welfare
warfare State. So have most of the leading
intellectuals and politicians since World
War II.

The right to work is seen as an innate right



for all mankind. This right is today defined
as the right to receive a living wage. The
Keynesian sees the worker's right to be
employed as central to the operation.of the
economy. When workers offer their labor
services, there should be someone ready
to hire them, Keynesians insist. If there is
not, then there must be some defect in the
operation of the economy. They insist that
it is the State's moral and legal responsibility
to seek out the causes of unemployment.
The free market has in some way failed; it
must be made to work properly. "Working
properly" is defined by the Keynesian as
"providing employment for all those who
seek employment. "

The right to work has been interpreted as
a right to something, namely employment.
It is seen as the right of the prospective
employee to have his offer to work accepted
by someone. The right to work is not seen
as a prospective employee's legal immunity
from State coercion in making an offer to sell
his services. It is surely not seen as the right
of a prospective employer to refuse to ac
cept this offer.

The Rights of Man:
United Nations

The General Assembly of the United
Nations Organization, better known as the
UN, on December 10, 1948, passed the
Universal Declaration of Human Rights.
The preamble echoes the words of Jeffer
son-though not his typesetter-in assert
ing the existence of' 'inalienable rights of all
members of the human family...." Again,
paraphrasing Jefferson, Article 3 announc
es: "Everyone has the right to life, liberty,
and the security of person. " The document
does not comment on the source of these
inalienable rights, nor on the proper agency
of enforcement, nor on the appropriate
sanctions for the defense of these universal
rights.

Article 23 is the important one for the
purposes of this study. It has four sections.
It invokes the right to work; then it explains
what this right means.

IS THERE A RIGHT TO WORK? 581

1. Everyone has the right to work, to free
choice of employment, to just and favorable
conditions of work, and to protection against
unemployment.

2. Everyone, without any discrimination,
has the right to equal pay for equal work.

3. Everyone who works has the right to just
and favorable remuneration ensuring for him
self and his family an existence worthy of
human dignity, and supplemented, if neces
sary, by other means of social protection.

4. Everyone has the right to form and tojoin
trade unions for the protection ofhis interests.

The right to work also implies the right
not to work and still get paid. Article 24
announces: "Everyone has the right to rest
and leisure, including reasonable limitation
ofworking hours and periodic holidays with
pay. ,,9

We see here the traditional socialist ap
plication of the phrase. The right to work is
understood as the right to ajob, and not just
ajob: ajob that provides an undefined but
comfortable standard of living.

The Right to Exclude
In a world of scarce economic resources,

exclusion is inevitable. In a world of scar
city, at zero price there is greater demand
for some resources than supply of them.
Someone must be therefore excluded from
legal access to these scarce resources. More
to the point, someone must be given the
legal authority to exclude others from using
a scarce resource. Exclusion is an inevitable
concept. It is never a question of" exclusion
vs. no exclusion. " It is always a question of
who gets excluded by whom, on what terms,
and enforced by whom.

First, if a worker's contract has run out,
and he decides to ask for more money or
better working conditions from his em
ployer, should he be subject to civil prose
cution? Not if he has a right to make an offer
to work.

Second, a presently unemployed worker
seeks employment. Should he have the right
to make an·offer to an employer to exclude
from employment a present worker who has
no contract protecting him? That is, should
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he be allowed to make an offer to work, and
thereby to exclude someone else, without
threat of civil sanctions? If there is a right to
offer to work, the answer is yes.

Third, does the employer have the right to
refuse the offer without threat of civil pros
ecution? He does if the right to work is
defined as the right to make an offer. The
employer, in deciding which offer to reject,
has the right to counter-offer, including the
right to refuse to hire any workers at all.

The right to make an offer is inescapably
the right to exclude. So is the right to refuse
the offer. The worker-a seller of labor
services in exchange for money-comes to
an employer and says: "Hire me." This
means: "Do not hire some other worker
in this position." The would-be worker
initiates an offer to the employer: "Exclude
my competitor from this job. "

The employer-a seller of money in ex
change for labor services-may choose to
tum down the offer. He may hire another
worker. Perhaps the second worker makes
the employer an even better offer. The
employer excludes the would-be worker
who made the initial offer to exclude.

The right to work is the right to make an
offer to exclude a competitor without threat
of civil prosecution. This right does not
protect the person making the offer from
exclusion by the employer. It merely pro
tects him from civil prosecution for making
an offer to exclude.

The modern State has repeatedly adopted
the socialists' definition of the right to work.
This was especially true prior to the 1950s in
the United States, and is still the case in
much of Western Europe. When applied to
labor unions, this law recognizes the right
of a group of workers to organize together
and exclude other workers from making an
offer to exclude. But this right is not merely
immunity from State action; it is also a grant
of privilege against economic retaliation by
the employer. It is more than a right; it is a
grant of economic privilege enforceable in
a civil court. Members of the union are
allowed to make the following offer to an
employer: "Hire us at wages we will accept.
If you refuse, we will not work for you, and

we will call in the civil authorities to impose
sanctions against you if you hire replace
ments."

This version of the right to work has
become a right to a specificjob. The workers
who previously organized under the laws
governing labor unions are said to have a
right to exclude other offer-makers from the
jobs they have abandoned. The employer
has only two options: shut down operations
until the union capitulates and its members
return to work, or offer terms of employ
ment that the union's representatives will
accept. The right to exclude has shifted from
the right of a worker to make an offer to
exclude another worker, and the right of an
employer to accept either or neither of the
two offers, to the right of a group ofworkers
to exclude their competitors from the work
place. Ifan employer challenges this right by
hiring non-union members to fill those jobs,
the civil government imposes negative sanc
tions on him. The State has revoked his
grant of immunity from State action-his
right-to make his offers.

The original definition of the right to
work-the right to make an offer to work in
exchange for income-has become its op
posite: the prohibition of employers from
accepting certain offers to work. The right of
the employer to exclude one worker and hire
another had been the legal basis of the right
of any prospective worker to make an offer:
"Hire me; fire him." These rights of exclu
sion are correlative. If the employer has no
right to exclude existing workers, the pres
ently unemployed worker has only a limited
right to work. In the name of the right to
work, as defined by the United Nations, this
system of correlative rights has been abol
ished, and a system very nearly its opposite
has been substituted in its place.

Competition as Exclusion
What is not readily understood by most

people is the nature of competition in an
economy marked by a division of labor.
Competition is always an offer to exclude.
Every offer to sell is necessarily an offer to
the buyer not to buy something else. Inclu-



sion mandates exclusion in a world ofscarce
resources.

An offer to sell can be an offer to sell goods
and services. Because of linguistic conven
tion, we do not usually recognize that an
offer to sell money is equally an offer to sell.
We say that a worker earns his wage. This
confuses the analysis. The worker buys his
wage. He buys money by selling his ser
vices. Similarly, the employer is said to hire
workers. This also confuses the analysis.
The employer buys the services of workers,
moment by moment.

We speak of competition between buyers
and sellers. This is incorrect. Competition is
between those who are selling the same or
similar goods or services. Sellers compete
against sellers; buyers compete against buy
ers.

In trying to sell this article to the editor of
The Freeman, I am not in competition with
the editor of The Freeman. I am in compe
tition with all the other authors who are
trying to sell their articles to the editor of
The Freeman. The editor of The Freeman
is not in competition with authors. He is in
competition with all the other buyers of
articles that could be written by those au
thors who might be willing to sell articles to
The Freeman.

It is in the interests of the editor of The
Freeman to attract as many authors of
Freeman-type articles as he can, limited
only by his ability to read all the submissions
and pay for the ones he accepts. Meanwhile,
it is in the interest of the authors to see as
many publishers ofFreeman-type articles as
the market will bear, and maybe even more.
After all, we authors may be able to sell our
articles to magazines that will not survive
the competition. The important thing for
authors is that the checks cash before mar
ket competition does its work.

The authors have a right to work. There is
no government. agency that should or will
impose sanctions against authors, unless
they are authors of articles on how to
overthrow the government by violence or
how to commit crimes. What the authors do
not have is a right to have their articles
purchased by some publisher. No govern-
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ment agency threatens any publisher with
sanctions if the publisher sends back a
submitted manuscript, or even throws it
away. The right of the publisher to reject a
manuscript is correlative to the right of an
author to submit it. Any tampering with
these correlative rights is a threat to the
freedom of authors and publishers.

But there is another threatened partici
pant in this arrangement: the consumer.

Consumer Authority
So far, I have limited this discussion to the

rights of workers and employers to exclude.
This omission, if not corrected, would
threaten our economic understanding.

An author must please an editor, but
pleasing an editor is only a means to an end.
The editor, unless he has money to pay
authors or readers of his publication (pref
erably both), is irrelevant to the author. The
editor is merely an intermediary between
the author and readers. The author is inter
ested in gaining readers. He is like an
entertainer. As singer-guitarist Bob Bennett
once remarked: "I appreciate an audience.
Without an audience, this would be a re
hearsal." Without readers, a published ar
ticle is little more than an unread term paper.
Nobody enjoys writing unread term papers.

(Note: this analysis does not apply to
articles published in academic journals,
which are rarely read by anyone except their
editors. In this case, mere publication can
result in continued employment or career
advancement. This system of sanctions is
called "pUblish or perish," and it rests on a
vast system of taxpayer coercion, govern
ment licensing of the professions, and in
dustry-wide certification by people whose
one major skill is writing what amounts to
advanced term papers.)

The consumer is the final agent of free
market exclusion. He decides whether or
not he wants to buy a product or support a
cause with his funds. He imposes sanctions:
positive and negative. His money serves
both as a carrot and a stick. It is more like
a carrot on a stick. The lure of carrot
motivates sellers, and the threat of "no
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sale" serves as a stick applied to the sellers'
backsides.

The consumer has the right to refuse to
buy. This is the heart of the free market
principle of freedom of choice. He has the
right to exclude, and he does so daily.
Modern advertising techniques are em
ployed by armies of would-be sellers, yet
consumers learn to ignore a myriad of daily
offers to sell. The consumer may not be a
skilled buyer, but he is a highly skilled
non-buyer. He may buy something he really
does not need, but he excludes from con
sideration millions of items he does not need.

In a world of scarce economic resources,
no individual can afford to buy very much of
the world's productivity. If a violation of
market liberty compelled him to buy even a
tiny fraction of all the things offered to him,
he would be bankrupt before the day was
over. He would lose his ability to include
and exclude. It is his liberty to refuse to buy
that is central to his life as a free man.

The employer is an economic agent of
future consumers. He hires and fires in
terms of what he expects consumers to buy
on the terms offered. The worker is also the
paid economic agent of future consumers.
Consumers deal with workers retroactively
through employers, but ultimately it is con
sumers who hire and fire workers. They act
through economic representatives, but it
is they who act. Paraphrasing Hamlet, the
consumer says: "To buy or not to buy; that
is the question." His answer determines
who wins and who loses in the world of
sellers of goods (employers) and sellers of
labor services (workers).

Anything that infringes on the worker's
ability to make offers to consumers through
employers hampers the liberty of consum
ers. Equally, anything that infringes on the
employer's ability to make offers to con
sumers through workers hampers the liberty
ofconsumers. The right to exclude is central
to the free market social order. The worker
is given the right to make an offer to an
employer to exclude other workers. The
employer is given the right to accept or
reject such offers from workers. But these
two correlative rights are subordinate to the

right of consumers to accept or reject offers
from sellers. Workers and employers are at
the mercy of consumers.

Conclusion
The right to work is ultimately the right to

make an offer to consumers. The worker
who seeks employment does not make this
offer directly. He makes it through his
employer.

The consumers rule over the labor market
through economic agents. The employer
acts as the primary economic agent of con
sumers. His capital is at risk. His employ
ment decisions can be rewarded or thwarted
by consumers. It is his freedom to hire and
fire that maintains the authority of consum
ers over the market for labor.

The right to work as defined by the United
Nations is an assault on the authority of
consumers over the labor market. The
phrase "right to work" is inherently mis
leading. At best, it focuses attention on the
right of each man as a would-be worker to
seek employment wherever he will. This
definition is not illegitimate, but it is dan
gerously incomplete. At worst, however, it
redefines the employer as the economic
agent of the worker.

A free society needs much more than a
right to work law. It needs a comprehensive
right offree contract: the worker's right, the
employer's right, and ultimately the con
sumer's right to accept or reject offers
without any threat of coercion by the civil
government. []
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Potomac Principles

Budget Debate,
Washington-Style

Only in Washington could the task of
.balancing a budget be perceived as so

difficult. It's been 26 years since Uncle Sam
ran a positive fiscal balance,and even under
the most optimistic budget plan before Con
gress it will be another seven years before
Washington does so again. And that pre
sumes proposed budget cuts, backloaded
to occur two presidential, and four congres
sional, elections away, will actually take
effect.

Policymakers offer many explanations as
to why balancing income and expenses,
which most families do every year, is so
hard for government. Our society and its
problems are complex. It would be a waste
to cancel projects already underway. Cut
ting spending in one area, say, prenatal
health care, would raise costs elsewhere,
say Medicaid. Reducing outlays would force
states to spend more. A growing portion of
the budget is made up of "entitlements" and
isn't "controllable." And so on. Excuse
making is big business in D.C.

A far more serious problem with Wash
ington's budget deliberation, however, is
the absence of any moral component. Al
most all legislators, irrespective of their
party, believe that all policy outcomes are
philosophically equal. To them, there is no
moral difference in voting to spend, say, $10
million to subsidize American beekeepers,
underwrite foreign dictators, train local ac
tivists to campaign for higher alcohol excise
taxes, provide day care for middle-class
parents, and to leave the $10 million with the
people who earned it. One or another spend-
Mr. Bandow is a Senior Fellow at the Cato
Institute and the author of The Politics ofEnvy:
Statism as Theology (Transaction).

by Doug Bandow

ing proposal may seem a better use of scarce
resources or offer greater political advan
tage; none is viewed as being wrong in
principle, an inappropriate use of political
power.

This failure to see any moral issue with
the taking of taxpayers' money-something
that would be recognized as theft but for
the veneer of law-has proved to be the
most important fuel for the growth of gov
ernment over the past century and is prov
ing to be the greatest barrier to restraining
government today. The point is, people's
wants are infinite. Their desire for subsidies
is almost as great. So long as legislators
consider tax cuts to be merely one of several
alternative uses of government money,
rather than recognize government spending
as the coercive divestment of earnings to
which taxpayers are morally entitled, Con
gress is unlikely to seriously restrain spend
ing or balance the budget.

Indeed, legislators need a set of clear
standards to measure any appropriation or
regulation. Such guidelines would help them
fulfill their obligation to uphold the Consti
tution and ward off lobbyists and interest
groups seeking special favors. The many
possibilities include:

1. The measure must serve the general
welfare rather than one or another narrow
interest. The original Constitutional notion
of the general welfare had real meaning. The
concept goes to the proper purpose of gov
ernment, which is to act when, but only
when, coercive, collective action is neces
sary. Thus, the first question to ask about
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any expenditure or law is, who benefits? If
the answer is a handful of mohair wool
producers, a score of major exporting firms,
or a few thousand small businesses, then
agricultural subsidies, the Export-Import
Bank, and the Small Business Administra
tion fail to make even the first cut.

Of course, everyone contends that his or
her program ultimately benefits everyone.
And that's obviously true in a sense-for
instance, in return for a generous govern
ment grant I would happily promise to spend
every cent, thereby enriching book publish
ers, antique dealers, and a host of other
merchants. But this beneficial effect would
have to be measured against the taxes taken
from these very same people, as well as
everyone else. There may occasionally be
some close cases, but not often.

2. The purpose must justify forcing tax
payers to contribute. The mere fact that a
measure would serve a fairly broad interest
doesn't mean that it warrants mulcting tax
payers. A program to provide everyone with
gold-plated bathroom fixtures would, after a
fashion, promote the general welfare. But
there is not the slightest necessity for the
program, as there is for, say, a defense
against foreign foes. As a matter of principle
government should not threaten to jail peo
ple in order to force them to pay for their
neighbors' fancy bathrooms.

This standard would weed out virtually
any grant or transfer program that survived
the first test. Just peruse the Government
Assistance Almanac (published by Omni
graphics), an annual listing of available
spots at the federal trough. There is, for
instance, the Christa McAuliffe Fellowship
program, which funds "outstanding teach
ers to continue their education, to develop
innovative programs, to consult with or
assist school districts or private school sys
tems, and to engage in other educational
activities." Conceivably these fellowships
benefit someone beyond the individual re
cipients. But how can one seriously argue
that the gains are important enough to war
rant conscripting taxpayers' earnings?

3. The objective must not be achievable
through private means. Even if a proposal
survives the first two hurdles, that is not

enough. Consider social programs such as
Meals-on-Wheels and other services for the
disabled and elderly. The government's
goals are good, but there are manifold pri
vate alternatives. Indeed, the federal Meals
on-Wheels was actually patterned after a
private initiative; families, churches, asso
ciations, and neighborhoods are all better
able to meet diverse social needs. More
over, the sinews of community will be
strengthened if private people develop such
solutions rather than turn problems over to
a distant government bureaucracy.

4. The proposed program must be likely to
do more good than harm. The final point is
perhaps the most obvious yet most ignored
on Capitol Hill: Government should first
do no harm. A half century ofexpansive and
expensive government intervention surely
has dispelled the notion that government
works well. Criticisms of alleged market
failure are meaningless if not compared
to government failure, given how often
thoughtless state interference, through
taxes, spending, and regulation, has created
and exacerbated social problems.

Consider, for instance, federal antitrust
and civil rights laws. Generously assume
they meet the first three conditions; they still
flunk the fourth. Antitrust law has turned
into an utterly perverse, anti-competitive
and anti-innovative regulatory miasma that
causes far more economic damage than it
repairs. Similarly, the civil rights laws have
created a racial spoils system that is inflam
ing racial passions, moving us further away
from the ideal of a color-blind society.

Obviously not many programs (or regu
lations) would pass all four tests. But that's
the point. Today Republican and Demo
cratic legislators alike tend to accept the
legitimacy of most any government action.
Yet a commitment to liberty and under
standing of the usual consequences of state .
action should cause them to make govern
ment the last rather than first resort. And
they should resort to it only under circum
stances that are compelling both morally
and practically. Untillawmakers rethink the
whole purpose of government, we aren't
likely to see a balanced budget in seven, ten,
or even more years. 0
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Freedom:
An Endangered Species
by Robert Greenslade

The recent complaint filed against Tai
wanese immigrant Taung Ming-Lin and

his corporation Wang Lin, Inc., for alleged
violations of the federal Endangered Spe
cies Act is another example of the federal
government usurping its powers.

Ming-Lin's company is charged, in a com
plaint filed by the U.S. Fish and Wildlife
Service, with killing several Tipton Kanga
roo rats and destroying the habitat of two
other endangered species. Mr. Ming-Lin's
crime was plowing 723 acres of scrub land
owned by his company in Kern County,
California, 150 miles north of Los Angeles.

Does the federal government have the
constitutional authority to enforce the Act
on private land located within a state?

To understand the answer to the question,
it is first necessary to understand the limi
tations of government powers. The federal
government derives all legislative power
from the Constitution. All powers
not specifically enumerated are reserved to
the states or the people. This principle was
succinctly stated by the framers, in their
writings, particularly in The Federalist.

In The Federalist, number 14, James
Madison spoke 'of the limited power of the
federal government: "In the first place it is
to be remembered that the general govern
ment is not to be charged with the whole
power ofmaking and administering laws. Its
jurisdiction is limited to certain enumerated
objects...."

Mr. Greenslade lives in Walnut Creek, California.

Madison also distinguished the limited
powers ofthe federal government with those
reserved to the states. It is important to note
that the powers of the federal government
related primarily to external (foreign) af
fairs:

The powers delegated by the proposed Con
stitution to the federal government are few and
defined. Those which are to remain in the State
governments are numerous and indefinite. The
former will be exercised principally on exter
nal objects, as war, peace, negotiation, and
foreign commerce; with which last the power
of taxation will, for the most part be con
nected. The powers reserved to the several
States will extend to all the objects which, in
the ordinary course of affairs, concern the
lives, liberties, and properties of the people;
and the internal order, improvement, and
prosperity of the State. (number 45)

Put quite simply, the federal government
was empowered primarily to deal with for
eign affairs while the States would concern
themselves with domestic affairs.

Thomas Jefferson made this point in 1824:

With respect to our State and federal govern
ments, I do not think their relations (are)
correctly understood by foreigners, (or Amer
icans, for that matter.) They generally suppose
the former subordinate to the latter, but this is
not the case. They are coordinate departments
of one simple and integral whole. To the State
governments are reserved all legislation and
administration in affairs which concern their
own citizens only; and to the federal govern
ment is given whatever concerns foreigners or
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citizens of other States, these functions alone
being made federal. The one is domestic, the
other the foreign branch of the same govern
ment; neither having control over the other,
but within its own department.

In The Federalist, number 83, Alexander
Hamilton stated that Congress was not
granted general legislative powers:

The plan of the convention declares that the
power of Congress, or in other words of the
national legislature, shall extend to certain
enumerated cases. This specification of par
ticulars evidently excludes all pretension to a
general legislative authority, because an affir
mative grant of special powers would be ab
surd, as well as useless, ifa general legislative
authority was intendep.

The question as to whether the federal
government should have power over land
located within a state was before the Con
stitutional Convention of 1787. It was pro
posed to grant Congress exclusive legisla
tive authority over what is now the District
of Columbia, and like authority "over all
places purchased for the erection of forts,
magazines, arsenals, dockyards, and other
needful buildings." The first part of the
provision was agreed to and a short debate
ensued concerning the second:

MR. GERRY contended that this power might
be made use of to enslave any particular state by
buying up its territory, and that the strongholds
proposed would be a means ofawing the state into
an undue obedience to the general government.

MR. KING thought himself the provision un
necessary, the power being already involved; but
would have to insert, after the word "pur
chased," the words, "by the consent of the
legislature of the state." This would certainly
make the power safe.

Agreement with this change was unani
mous and would become Clause 17 of Ar
ticle I, Section 8 of the federal Constitution.

The debates in the Constitutional Con
vention illuminate the framers' fear of the
federal government usurping power. There
appears to be no question that the consent
requirement of Clause 17 was added to
prohibit the federal government from de
stroying the sovereignty of the states.

Clause 17 is one of the checks and balances
incorporated in the constitution to keep the
federal government within the bounds of its
delegated powers.

The Endangered Species Act was passed
by Congress in 1973. As in the case of Mr.
Ming-Lin, the federal government is enforc
ing this law throughout the United States
without regard for the prohibition of Clause
17. The Senate Report on the Act in 1973
acknowledged the limited jurisdiction of the
federal government: "For the first time, the
knowing taking of an endangered animal in
violation of the law is a criminal offense
where the federal government has retained
management power." (emphasis added)

In 1988 there was an amendment to the
Act to afford greater protection to plants. A
Senate report again acknowledges the fed
eral government's limited jurisdiction:
"Currently, anyone who captures, kills or
harms a listed animal commits a violation of
the Act for which substantial criminal and
civil penalties may be imposed. However, it
is not unlawful to pick, dig up, cut or destroy
a listed plant unless the act is committed on
federal land. Even on Federal land, how-
ever, there is no violation unless the plant is
removed from the area offederal jurisdic
tion." (emphasis added)

In 1956 Congress prepared a report enti
tled Jurisdiction Over Federal Areas within
the States. The report contained an in-depth
legal analysis of federal jurisdiction over
land located within a state. The authors of
the report reached the following conclusion
based on clause 17 and decisions by the
U.S. Supreme Court: "It scarcely needs to
be said that unless there has been a trans
fer of jurisdiction (1) pursuant to clause 17
by a Federal acquisition of land with State
consent, or (2) by cession from the State
to the Federal Government, or unless the
Federal Government has reserved jurisdic
tion upon the admission of the State, the
Federal Government possesses no legisla
tive jurisdiction over any area within a
State, ..."

The lawbreaker, in other words, is not Mr.
Ming-Lin. It is the federal govement. D
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What Free Trade Really Means

by Jeffrey Herbener

Governments were threatening trade
wars with retaliatory tariffs and quotas,

belligerents suffered currency devaluations
and balance of payments deficits, and ev
eryone threatened legal action. The United
States and Japan in 1995? No, this situation
described the relationship between the
states in 1780.

Prior to ratification of the Constitution,
states had their own development policies.
Some, like Virginia, tried to stimulate their
existing agricultural cash crops; others, like
Connecticut, tried to stimulate industrial
development at the expense of agriculture.
Each state had its own paper currency
which appreciated or depreciated against
those of other states, increasing uncertainty
and therefore inhibiting interstate trade.
Large and unequal government debt existed
from state to state. Some, like Rhode Island,
inflated it away and suffered a boom-bust
cycle; others, like Massachusetts, raised
taxes to pay it, squelching economic activity
and spawning open rebellion.

Delegates from the states sent to Consti
tutional Convention in 1787 put high priority
on solving these problems of interstate
trade. That's why the U.S. Constitution
authorizes Congress "to coin money" and
forbids the states from printing or coining
money; it forbids the states from erecting
trade barriers and authorizes Congress "to
regulate commerce with foreign nations and
among the several states."

Dr. Herbener is Associate Professor ofEconom
ics at Washington and Jefferson College and a
Senior Fellow ofthe Ludwig von Mises Institute.

By allowing the market to broaden, the
integration of state economies had immense
benefits. A uniform money removed the
inefficiency of bartering different monies
and the uncertainty of currency fluctua
tions. Elimination of trade barriers allowed
the division of labor to develop unimpeded,
thereby greatly increasing productivity by
an efficient allocation of factors of produc
tion.

A dairy farmer in Pennsylvania could
obtain a cigar more cheaply from a tobacco
farmer in Virginia than by growing his own
at the sacrifice of dairy products. Likewise
a textile operator in New England could
obtain milk more cheaply from the Pennsyl
vania dairy farmer than on his own efforts
at the sacrifice of clothing.

Only on a free market where production is
determined by consumer preferences can
those preferences be satisfied to the greatest
extent. Dairy farmers, tobacco farmers, tex
tile operators, and all individuals not only
obtain the highest quality products at the
lowest prices but receive the greatest in
come for the use oftheir factors in producing
goods according to comparative advantage.

The Role of Government
All that government need do to foster

wealth creation is protect private property
and contract. By enforcing a legal code
requiring restitution by criminals to prop
erty owners for theft, fraud, and other
violations, government is using its power to
foster trade.
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When using its power to violate property
and contract, however, government is man
aging trade. Domestically, such a policy is
called regulation; internationally, it is called
mercantilism. Or it was, until recently,
when apologists have taken to calling it
"free trade." Both NAFTA and the Uru
guay round of GATT were widely but mis
takenly called free-trade agreements.

Similarly, the ink was barely dry on the
Constitution when the Hamiltonians began
to embody their view that centralizing, Le.,
monopolizing, power over money and both
interstate and international trade in the na
tional government should be the fountain
head of a system of domestic regulation and
international mercantilism.

Instead ofadopting either a gold or a silver
standard as a free market would, Congress
opted for the Hamilton-Jefferson bimetallic
standard, an unworkable hybrid that vacil
lates between gold and silver. Worse yet,
the legality of banking with fractional re
serve notes and the imposition of the Ham
iltonian central. bank were accepted.

Later, as Civil War emergency measures,
the national government issued fiat paper
money, forced its acceptance with legal
tender laws, and established a federal reg
ulatory system for banks in the National
Banking System. This halfway-house to to
tal national government control over money
and banking was completed with the Federal
Reserve System, which has given us the
chronic inflation and business cycles of the
twentieth century.

A False Dilemma
Whether or not the full exercise of na

tional power over money in the Fed has been
better than the devolution of that power
in the states is an open question. But the
dilemma the Founders saw is false. The way
of escaping the detrimental consequences
of power centralized in the national govern
ment or decentralized in the states is to
choose the free market. To argue that such
power cannot be denied to government is
to surrender to despotism. The concept of
limited government necessarily implies that

valuable powers can be denied to govern
ment.

In monetary affairs this means govern
ment protection of, and absence of inter
vention into, private property and contract
in money production. Entrepreneurs left to
their own devices, within a system ofprivate
property protection, will best satisfy con
sumers with a pure gold standard-money
as gold coin and notes and deposits 100
percent backed by gold. Such a system
provides the benefits of uniform money
without the drawbacks ofarbitrary inflation.

The benefits of eliminating state-erected
barriers to trade were increasingly offset by
the Hamiltonian policy, enunciated in 1791
in his "Report on Manufactures," of mer
cantilism and regulations. In it he called
for tariffs, quotas, pr~hibitions, inspections,
regulations on foreign imports and prohi
bitions of agricultural exportation, and sub
sidies for domestic manufacturing to en
courage domestic industrial development.

Acceptance of Hamilton's pro-industrial,
anti-agricultural, anti-British foreign policy
led to a series of international trade barriers,
like the Embargo Act and the Non-Inter
course Act, that culminated in protectionist
measures. Beginning with the tariff of 1816
these measures mushroomed into the Tariff
of Abominations in 1828 that galvanized the
agricultural South against the industrial
North. South Carolina led the way in nulli
fying the Tariff Acts of 1828 and 1832, and
threatening secession if the national govern
ment trumped its hand.

Having their agricultural economy dis
abled for the benefit of manufacturing inter
ests was a primary grievance the Southern
states used to justify secession from the
Union. The national government's war ef
fort was used as reason for a vast expansion
in national government power, and victory
provided the excuse to consolidate it at the
expense of the power of the states. It is
doubtful that delegates from Southern states
who signed the Constitution in 1787 granting
limited powers to the national government
could have imagined in their worst night
mares what their creation would eventually
do to their states.
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Since Reconstruction, this power has
been used increasingly to regulate economic
activity. The late-nineteenth century saw
passage and enforcement of antitrust laws
and regulatory agencies such as the Inter
state Commerce Commission. The Progres
sive Era extended the regulatory frame
work, as did World War I. New Deal
legislation, war powers during World War
II, civil rights laws, and Great Society
programs; all of them furthered the march
of the Leviathan state.

Whether or not the full exercise of na
tional power over the economy has been
better than the devolution of that power in
the states is often hotly debated. But it too
poses a false dilemma. America need not
accept either centralized regulatory power
in a national government nor decentralized
regulatory power in the states. The free
market, based on protection ofprivate prop
erty, will secure the blessings of liberty
without government regulation of any kind,
from any source.

The lessons from American history for
deciding current foreign economic policy
are clear. American prosperity depends on
enacting a policy of free trade at home and
abroad. Just as the states are forbidden to
manage interstate commerce, the national
government should be forbidden to manage
internation~l commerce. Then the advan
tages of\the division of labor could be
extended to Pennsylvanians and Virginians
not just between themselves, but with Ger
mans and Japanese as well.

Americans could have their standards of
living raised by purchasing less expensive,
higher quality Japanese cars, expanding the
production ofexport goods where they have
comparative advantage and surrendering
the production of goods where they do not
have comparative 'ldvantage.

Far from being/ detrimental, giving up
tasks where one has a comparative disad
vantage to move into those where one has
comparative advantage raises income. A

Pennsylvania farmer who now devotes his
land to growing tobacco will increase his
income by shifting to dairy farming. Just as
he has no worry about being an "unem
ployed tobacco farmer," auto producers
have no unemployment worries provided
they are willing, like the rest ofus, to accept
employment in areas of their comparative
advantage.

The transition of employing factors in
different production activity is a normal,
necessary part of any system that satisfies
changing consumer preferences. In fact, the
difficulty of transformation of production
out of autos and into other activity exists
only because past mercantilist policies have
artificially built up domestic auto produc
tion. Because of this, any move to free trade
would entail a large, rapid re-allocation; but
if free trade had always prevailed, the re
allocation would have been smooth and
gradual.

If Americans choose a political solution
to the current international economic prob
lems, they will face a disastrous dilemma.
Maintaining the status quo forces America
into the same role as one of the original
13 states in the late eighteenth century. We
will continue to suffer the ills of managed
trade: trade wars, balance of payments def
icits, currency devaluations, and stagnating
standards of living. Accepting the logic of
centralizing political power, as with the
GATT-created World Trade Organization,
will lead to international regulation. Supra
national institutions will come to command
the economies of different countries in the
way that the national government came to
command the economies of the various
states.

We must heed the lesson that so many
Americans have paid so dearly in liberty and
prosperity for us to learn. America must
reject the false dilemma of managed versus
regulated trade and choose free trade. That
means that government at all levels must
step aside and allow markets to work. D



Economics on Trial

Freedom for Everyone
... Except the
Immigrant

by Mark Skousen

"We cannot continue to admit millions of
legal and illegal immigrants if we wish to
maintain our standard of living and our
national identity."

-Peter Brimelow, author,
Alien Nation

How often have we heard the refrain,
"Well, I'm all for the free market

except . . ." 1 It's particularly sad to hear
it from Peter Brimelow, an otherwise friend
of liberty in high places. Peter is a senior
editor of Forbes magazine, the most influ
ential business magazine in the nation. He
has written eloquently about the bloated
federal government and the demise ofpublic
education. He even wrote an article in
Forbes praising Mr. Libertarian, the late
Murray Rothbard.

But now Peter Brimelow has joined those
who are calling for a drastic curtailment·if
not entire elimination of new immigrants
entering the United States. Peter demands
sanctions and even criminal penalties
against U.S. employers who hire undocu
mented workers. He also supports the es
tablishment of a national identity card,
which he says "is hardly more an encroach
ment on personal freedom than the income

Dr. Skousen is an economist at Rollins College,
Winter Park, Florida 32789, and editor ofFore
casts & Strategies, one ofthe largest investment
newsletters in the country. For more information
about his newsletter and books, contact Phillips
Publishing Inc. at (800) 777-5005.

tax. ,,1 He recommends another crackdown
(Operation Wetback) on illegals by the
much-hated Immigration and Naturalization
Service (INS), including the use of police
attack dogs. Finally, he endorses building a
huge barrier along the U.S.-Mexico border,
something akin to a Berlin Wall. (How about
solving the problem right away by putting up
signs along the border, "Trespassers Will
Be Shot" 1) All these plans, ofcourse, would
mean thousands of new federal agents and
billions in taxpayer dollars, but no matter.
America's "lax" immigration policy is a
"disaster," Peter says, and something must
be done.

Isn't it amazing how a single issue can
lead to so much government intervention1

The Benefits of Immigration
Currently, approximately one million le

gal immigrants are allowed to enter the U.S.
each year (recent legal aliens included, iron
ically, Peter Brimelow and his wife). Esti
mates of illegal immigrants run as high as
two million a year. Half the world's immi
grants come to America. Is this an alarming
trend?

Far from a disaster, a liberal immigration
policy can be quite beneficial. A cardinal
principle of economic liberty is the free
movement of goods, capital, and people. As
Mises states, "In a world ofperfect mobility
ofcapital, labor, and products there prevails
a tendency toward an equalization of the
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material conditions ofall countries. ,,2 With
out this freedom, some areas are overpop
ulated, others are underpopulated. Wage
rates and interest rates differ dramatically.

A recent article in The New York Times,
appropriately published on Independence
Day, reflects the dynamics ofimmigration in
the United States: "Dead-End Jobs? Not for
These Three. Immigrants Flourish in the
McDonald's System.,,3 It testifies to the
energy and talent immigrants can bring to
America.

In January, 1993, the European Commu
nity of 12 nations adopted free immigration.
Any citizen of the EC can live and work in
any other EC country without a work per
miL The effect will be a transfer of labor
from low-wage countries (Spain, Portugal,
Greece) to high-wage countries (Germany,
France, England). Who will benefit in the
long run? All members of the EC.

The Cuban Miracle
One of the best cases in favor of immi

gration is the Cuban miracle in Miami,
Florida. Here was potentially one of those
disasters that Peter Brimelow talks about.
In the early 1960s some 200,000 penurious
immigrants thronged this stagnant urban
community, more than the total black un
employed youths in all America's urban
areas at the time. It was the most rapid and
overwhelming migration to one American
city. Few spoke English and virtually none
had jobs or housing. Yet in less than a
decade, these Cuban immigrants revived
Miami's stagnant inner city and transformed
the entire Miami economy. Even with an
other 125,000 boat people fleeing to Miami
in the early 1980s, Dade County continued
to have one of the lowest rates of unem
ployment in the state of Florida. George
Gilder, who has chronicled· the Cuban mir
acle, concludes, "As long as the United
States is open to these flows from afar, it is
open to its own revival. ,,4
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There are many examples in other parts
of the world where refugees and immigrants
have transformed their new homes. Hong
Kong, Taiwan, and Singapore come to
mind. Foreign tyranny has led to much
economic and social progress in exile.

Don't get me wrong. Immigration is not
without its side effects, well-documented in
Peter Brimelow's book. Burdens on local
government's educational, health, and wel
fare services can be immense. But free
people and free markets can adjust surpris
ingly well if they are allowed to. Certainly,
no one should object to any immigrant who
is in good health, has a guaranteed job, and
refuses to take welfare.

The Best Foreign Policy
Unfortunately, most emigrants leave their

homeland not because they want to, but
because they have to. If governments were
less corrupt and onerous in their economic
policies, fewer of their citizens would desire
to emigrate. If they adopted free-market
reforms (slashing taxes, regulations, infla
tion, and boondoggles), fewer of their citi
zens would move to America. Perhaps the
greatest foreign assistance America could
give to Mexico, China, and other countries
whose citizens are moving to America in
droves is a copy of Ludwig von Mises'
Human Action or a subscription to The
Freeman. Putting up barriers at our borders
is a much more expensive and dangerous
alternative.

Jefferson said, "All men are created
equal. " They shouldn't be penalized just
because they happened to be born in the
wrong place. D

1. Peter Brimelow, Alien Nation (Random House, 1994),
p.26O.

2. Ludwig von Mises, Money, Method and the Market
Process (Kluwer, 1990), p. 141.

3. "Dead End Jobs?" by Barnaby J. Feder, New York
Times, July 4, 1995, p. 27.

4. George Gilder, The Spirit of Enterprise (Simon &
Schuster, 1984), p. 111. See also Julian L. Simon, The
Economic Consequences of Immigration (Basil Blackwell,
1989).



THEFREEMAN
IDEAS ON LIBERTY

H.L. Mencken, America's
Wittiest Defender of Liberty
by Jim Powell

D uring the first half of the twentieth
century, H. L. Mencken was the most

outspoken defender of liberty in America.
He spent thousands of dollars challenging
restrictions on freedom of the press. He
boldly denounced President Woodrow Wil
son for whipping up patriotic fervor to enter
World War I, which cost his job as a
newspaper columnist. Mencken denounced
Franklin Delano Roosevelt for amassing
dangerous political power and for maneu
vering to enter World War II, and he again
lost his newspaper job. Moreover, the Pres
ident ridiculed him by name.

"The government I live under has been
my enemy all my active life," Mencken
declared. "When it has not been engaged
in silencing me it has been engaged in
robbing me. So far as I can recall I have
never had any contact with it that was not an
outrage on my dignity and an attack on my
security. "

Though intensely controversial, Mencken
earned respect as America's foremost news
paperman and literary critic. He produced
an estimated ten million words: some 30
books, contributions to 20 more books and
thousands of newspaper columns. He wrote
some 100,000 letters, or between 60 and 125

Mr. Powell is editor ofLaissez-Faire Books and
Senior Fellow at the Cato Institute. He has
writtenforThe New York Times, The Wall Street
Journal, Barron's, American Heritage, and more
than three dozen otherpublications. Copyright ©
by Jim Powell.

per working day. He hunted-and-pecked
every word with his two forefingers-for
years, he used a little Corona typewriter
about the size of a cigar box.

Mencken had interesting things to say
about politics, literature, food, health, reli
gion, sports, and much more. No one knew
more about our American language. Influ
ential pundits of the past like Walter Lipp
mann are long forgotten, but people still
read Mencken's work. During the past de
cade, publishers- have issued almost a dozen
books about him or by him. Biographer
William Nolte reports that Mencken ranks
among the most frequently quoted Ameri
can authors.

Certainly Mencken was among the witti
est. For example: "Puritanism-the haunt
ing fear that someone, somewhere may be
happy. . . . Democracy is the theory that
the common people know what they want,
and deserve to get it good and hard.... The
New Deal began, like the Salvation Army,
by promising to save humanity. It ended,
again like the Salvation Army, by running
flophouses and disturbing the peace. "

Mencken stood about five feet, eight
inches tall and weighed around 175 pounds.
He parted his slick brown hair in the middle.
He liked to chew on a cigar. He dressed with
a pair of suspenders and a rumpled suit.
According to one chronicler, Mencken at
his best looked "like a plumber got up for
church. "

Publisher Alfred Knopf had this to say
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about Mencken, a close friend for more than
40 years: "His public side was visible to
everyone: tough, cynical, amusing, and ex
asperating by turns. The private man was
something else again: sentimental, gener
ous, and unwavering-sometimes almost
blind-in his devotion to people ofwhom he
felt fond . . . the most charming manners
conceivable, manners I was to discover he
always displayed in talking with women. . .
he spent a fantastic amount of his time
getting friends to and from doctors' waiting
rooms and hospitals, comforting them and
keeping them company there."

Mencken inspired friends of freedom. He
helped cheer up stylish individualist author
Albert Jay Nock, a frequent contributor
to Mencken's magazine the American Mer
cury, during Nock's declining years.
Mencken's stalwart individualism awed
young Ayn Rand who, in 1934, called him
"one whom I admire as the greatest repre
sentative of a philosophy to which I want to
dedicate my whole life."

Henry Louis Mencken was born Septem
ber 12, 1880, in Baltimore. His father, Au
gust Mencken, owned a cigar factory. His
mother Anna Abhau Mencken, like her
husband, was a child ofGerman immigrants.
In 1883, the family moved to a three-story,
red brick row house at 1524 Hollins Street.
Here, except during his five-year marriage,
Mencken lived for the rest of his life.

Mencken was a voracious reader from the
get-go. At age nine, he discovered Mark
Twain's Huckleberry Finn, which opened
his eyes to rugged individualism and literary
pleasures. This was, as he put it, "probably
the most stupendous event in my whole
life." He was thrilled: "what a man that
Mark Twain was! How he stood above and
apart from the world, like Rabelais come to
life again, observing the human comedy,
chuckling over the eternal fraudulence of
man! What a sharp eye he had for the bogus,
in religion, politics, art, literature, patrio
tism, virtue. . . . And seeing all this, he
laughed at them, but not often with malice."

Mencken finished high school when he
was 15 and went right to work in his father's
cigar factory, but he hated it. Within a few
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H. L. Mencken

days after his father died of kidney failure
in January 1899, Mencken tried his hand
as a newspaperman. The first story he ever
sold, to the Baltimore Herald, was about a
stolen horse. By June that year, he was a
full-time reporter earning $7 a week.
Mencken proved to be unusually resource
ful and industrious. He rose to become
drama critic, editor of the Sunday paper,
and· city editor of the morning paper.

Early on, Mencken displayed a tremen
dous zest for life. In 1904, for example, he
began a little musical group which became
known as the "Saturday Night Club." Al
most every week for 46 years, as many as a
dozen friends got together around 8:00 PM.
Mencken played the piano with great enthu
siasm. Other participants played the violin,
cello, flute, oboe, drums, French horn, and
piano. They most often played for a couple
hours in a violin-maker's shop and after
wards went to the Hotel Rennert for beer.
During the 13 years ofProhibition, they took
turns hosting festivities in their homes. They
enjoyed chamber music, marches, waltzes,
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and operatic melodies. Mencken loved Ger
man romantics, Beethoven above all.

The Baltimore Sun
The Baltimore Herald went out of busi

ness in 1906, and Mencken landed at the
newspaper where he would write for more
than 40 years. One observer remarked:
"The staid old Baltimore Sun has got itself
a real Whangdoodle." The Baltimore
Evening Sun was launched in 1910, and
Mencken served as editor. From 1911 to
1915, he wrote a daily "Free Lance" col
umn which covered politics, education, mu
sic, whatever interested him. He edited the
adjacent letters-to-the editor columns, and
whenever a nasty letter came in attacking
one of his columns, he made sure it was
printed-he recognized that people enjoyed
reading abuse.

There was abuse aplenty as people re
acted to his bombastic writing style. He
ridiculed hypocritical politicians, clergy
men, and social reformers. For example,
Mencken called Fundamentalist do-gooder
William Jennings Bryan "the most sedulous
flycatcher in American history . . . a char
latan, a mountebank, a zany without shame
or dignity." He was accused of anti
Semitism because he gratuitously referred
to so many people as "Jews." Yet he didn't
criticize Jews as much as others. He de
scribed Anglo-Saxons as "a wretchedly
dirty, shiftless, stupid and rascally people
. . . anthropoids."

Mencken lashed out at President Wood
row Wilson for maneuvering America into
World War I. He insisted that the British
government shared responsibility for the
horrifying conflict, and he attacked the
moral pretensions of British officials who
pursued a naval blockade punishing inno
cent people as well as combatants in Ger
many. Mencken discontinued his column
because of wartime hysteria.

Meanwhile, he had established himself as
a literary critic. Since 1908, he had reviewed
books for Smart Set, a monthly literary
magazine. He and drama critic George Jean
Nathan were named editors in 1914.

Mencken relentlessly attacked puritanical
standards and hailed authors like Theodore
Dreiser, Sherwood Anderson, and F. Scott
Fitzgerald.

Mencken turned increasingly to writing
books-he had written eight on music, lit
erature, and philosophy by 1919. That year
marked the debut of his most enduring
work. It arose from his passion for Ameri
can speech which evolved spontaneously
into something more dynamic than the En
glish ofEngland. No government planned it:
the American language became more ex
pressive as ordinary people went about their
daily business, now and then contributing
new words. The first edition of The Ameri
can Language soon sold out, and Mencken
began work on the second of four editions.
"All I ask," he wrote his publisher Alfred
Knopf, "is that you make The American
Language good and thick. It is my secret
ambition to be the author ofa book weighing
at least five pounds."

In 1920, with World War I a bad memory,
the Baltimore Sun asked Mencken to re
sume writing a column for $50 a week. Thus
began his memorable "Monday" articles
which appeared weekly for the next 18 years.
About two-thirds of them dealt with politics.

The American Mercury
By 1923, Mencken decided he wanted a

national forum for his political views. He
resigned from the Smart Set, and .with
backing from Knopf he and Nathan
launched the monthly American Mercury.
The first issue, bearing a distinctive pea
green cover, appeared in January 1924.
Nathan soon disagreed about which direc
tion the magazine should go, and he re
signed. Mencken offered feisty commentary
plus writing by many of America's most
distinguished authors. There were articles
by philosophical anarchist Emma Goldman
and birth-control advocate Margaret
Sanger. Also, such black authors as W.E.B.
Dubois, Langston Hughes, James Weldon
Johnson, and George Schuyler. Circulation
grew for four years, peaking around 84,000
in 1928.
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Although Mencken wasn't known as a
political philosopher, he made clear his
commitment to individual liberty. "Every
government," he wrote, "is a scoundrel. In
its relations with other governments it re
sorts to frauds and barbarities that were
prohibited to private men by the Common
Law of civilization so long ago as the reign
of Hammurabi, and in its dealings with its
own people it not only steals and wastes
their property and plays a brutal and witness
game with their natural rights, but regularly
gambles with their very lives. Wars are
seldom caused by spontaneous hatreds be
tween people, for peoples in general are too
ignorant of one another to have grievances
and too indifferent to what goes on beyond
their borders to plan conquests. They must
be urged to the slaughter by politicians who
know how to alarm them."

Mencken expressed outrage at violence
against blacks and as Hitler menaced Eu
rope, Mencken attacked President Roose
velt for refusing to admit Jewish refugees
into the United States: "There is only one
way to help the fugitives, and that is to find
places for them in a country in which they
can really live. Why shouldn't the United
States take in a couple hundred thousand of
them, or even all of them?"

Mencken was adamant that the United
States not become entangled in another
European war. He believed it would mean
further expansion of government power,
oppression, debt, and killings without rid
ding the world of tyranny. Better to keep
America as a peaceful sanctuary for liberty:

"I believe that liberty is the only genu
inely valuable thing that men have invent
ed," he wrote, ' 'at least in the field of
government, in a thousand years. I believe
that it is better to be free than to be not free,
even when the former is dangerous and the
latter safe. I believe that the finest qualities
of man can flourish only in free air-that
progress made under the shadow of the
policeman's club is false progress, and of no
permanent value. I believe that any man
who takes the liberty of another into his
keeping is bound to become a tyrant, and
that any man who yields up his liberty, in

however slight the measure, is bound to
become a slave." Mencken added: "In any
dispute between a citizen and the govern
ment, it is my instinct to side with the citizen
. . . I am against all efforts to make men
virtuous by law."

As for capitalism, Mencken declared that
"We owe to it almost everything that passes
under the general name of civilization to
day. The extraordinary progress of the
world since the Middle Ages has not been
due to the mere expenditure of human
energy, nor even to the flights of human
genius, for men had worked hard since
the remotest times, and some of them had
been of surpassing intellect. No, it has been
due to the accumulation of capital. That
accumulation permitted labor to be orga
nized economically and on a large scale,
and thus greatly enhanced its productive
ness. It provided the machinery that grad
ually diminished human drudgery, and lib
erated the spirit of the worker, who had
formerly been almost indistinguishable
from a mule. Most of all, it made possible a
longer and better preparation for work, so
that every art and handicraft greatly wid
ened its scope and range, and multitudes of
new and highly complicated crafts came in. "

Sara
For a brief period, Mencken faced his

ideological battles with a romantic partner.
In May 1923, he delivered a talk called "how
to catch a husband" at Baltimore's Goucher
College and there met a 26-year-old, Ala
bama-born English teacher named Sara
Haardt. He was taken by her good looks,
radiant intelligence and passion for litera
ture. She saw a decent, joyous, civilized
man. A lifelong bachelor who had lived with
his mother until she died in 1925, when he
was 45, Mencken was wary of marriage.
Apparently Sara's worsening tuberculosis
brought him to the altar. After her death on
May 31, 1935, Mencken wrote a friend:
"When I married Sara, the doctors said she
could not live more than three years. Actu
ally, she lived five, so I had two more years
ofhappiness than I had any right to expect. "
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Sara's death hit him especially hard, be
cause he was already down. With the Great
Depression everywhere blamed on capital
ism, individualist Mencken seemed like a
relic. He had seldom analyzed economic
policy, so he wasn't intellectually equipped
to explain how the federal government itself
had triggered and prolonged the Great De
pression-powerful evidence for that case
became available only in the 1960s.

Circulation of the American Mercury
plunged. Mencken resigned as editor by
December 1933. He was succeeded by eco
nomic journalist Henry Hazlitt. Three years
after Sara died, Mencken's attacks on Pres
ident Roosevelt's foreign policy cost him his
Baltimore Sun column. It didn't help that
Mencken's devotion to traditional German
culture apparently led him to discount om
inous news coming out ofHitler's Germany.
He was an outcast.

Mencken did much to redeem himself as
far as the public was concerned by affirming
the joys of private life. He added two
massive supplements to The American Lan
guage, acclaimed as a learned and enter
taining masterwork about popular speech.
He wrote his charming memoirs which be
gan as a series of New Yorker articles, then
expanded into a trilogy, Happy Days (1940),
Newspaper Days (1941), and Heathen Days
(1943). They display a tolerant, enthusiastic
view of life. He edited a generous collec
tion of his newspaper articles into a book,
A Mencken Chrestomathy (1948)-it's still
in print.

On November 28, 1948, Mencken went to

pick up a manuscript from his secretary's
apartment and suffered a stroke. While he
regained his physical capabilities, he lost the
ability to read, and he had difficulty speak
ing. Most people forgot about him.

Mencken died in his sleep on Sunday,
January 29, 1956. His ashes were buried
near his parents and his wife at Loudon Park
Cemetery. Mencken' s former American
Mercury compatriot, Newsweek columnist
Henry Hazlitt, called Mencken "a great
liberating force. . . . In his political and
economic opinions Mencken was from the
beginning, to repeat, neither 'radical' nor
'conservative,' but libertarian. He champi
oned the freedom and dignity of the individ
ual."

Though Mencken was gone, controversy
soon swirled about him again. New collec
tions ofhis work proved popular. Previously
unpublished manuscripts appeared. He was
accused ofanti-Semitism, and these charges
gained a wider hearing with the 1989 publi
cation ofhis candid diary. Long-time Jewish
friends defended him. A succession of bi
ographies focused on different aspects ofhis
life.

Nearly all of Mencken' s chroniclers op
posed his political views-in particular, his
hostility to the New Deal-but they have
found him irresistibly appealing. They were
drawn to his prodigious enterprise, vast
learning, steadfast courage, good cheer, and
free spirit. Someday, hopefully more people
will appreciate Mencken' s vital role in nour
ishing a love for liberty during some of
America's darkest decades. D



BOOKS
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Reviewed by Joseph Sobran

Progressives used to talk confidently about
"building a new society." Well, here it is.

They've built it. We're in it.
The intellectual cornerstone of the New Soci

ety was determinism: the belief that human
behavior is in principle caused by factors outside
the agent's control. Once the psychological
and/or socioeconomic "root causes" of unde
sired behavior-be it crime or capitalism-are
found and addressed, that behavior can be me
thodically, "scientifically" eliminated.

If you weren't mugged over the past week, it's
no thanks to this lunatic theory. In all its variants,
it has swept post-Christian culture off its feet.
The accredited "experts" and "specialists" of ,
the social sciences that guide the criminal jus
tice system have been dedicated to the denial of
common sense.

In fact the denial of.common sense virtually
defines the expert, who smiles at the naive
assumption that there are" bad" people-people
who freely choose to do evil-and that the job of
the state is to punish them. The late psychiatrist
Karl Menninger spoke of "the crime of punish
ment" (itself a sternly judgmental phrase). The
job of the state is to "rehabilitate" the criminal.
On this view, the criminal becomes a kind of
innocent, a victim whose crimes indict not him
selfbut "society"; only the desire for retributive
justice is condemned as atavistic.

Even our official language expresses the reg
nant ideology. Hence we now have departments
not of penal justice, but of "correction."

The trouble is, nobody gets corrected, and
nobody even thinks anyone gets corrected, by
prisons organized on these enlightened princi
ples. Now that the root causes have been ad
dressed, the crime rate has soared beyond any
one's nightmare ofanarchy. Safety from violence
is no longer a common condition of American
life, as it was a generation ago; it's a commodity
you pay dearly for-in choice real estate, secu-
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rity guards, neighborhood watches, burglar
alarms, and whatever weapons the private citizen
may still be permitted to possess.

Robert James Bidinotto, who put Willie Hor
ton on the map, as it were, in a 1988 Reader's
Digest article, has edited a book of essays by
highly intelligent but unabashedly unenlightened
writers who take the view that the way to lower
the crime rate is to put the scare into bad people.
Furthermore, these writers don't believe that
bad people are badly frightened by the possibility
of even a life sentence in a minimum-security
facility with all the basic creature comforts and
weekend furloughs.

If the essays in Criminal Justice? stopped
there, the book would be instructive only to those
least likely to read it: the mad scientists of what
Mr. Bidinotto calls "the Excuse-Making Indus
try"-sociologists, Marxian economists, psy
chologists (Freudian and behavioral), biologists,
and Ramsey Clark.

Mr. Bidinotto also has a fine short treatment of
the philosophical problem with determinism: if
the doctrine is true, we can never know it, since
reason itself must be an illusion resulting from
irrational causes. The idea is radically absurd.
Criminal behavior may be encouraged or dis
couraged by many factors, but it isn't "caused."
That is, no stimulus or condition yields a pre
dictable result of the kind summed up in the
weary aphorism that "poverty causes crime."
Many desperately poor societies have low crime
rates. Ours has seen crime rise along with un
paralleled prosperity. Mr. Bidinotto suggests that
we "consider a heretical thought: not that 'pov
erty causes crime,' but that criminality causes
poverty."

If there are no "root causes," there are cer
tainly incentives and disincentives for those for
whom criminal options are matters of cold cal
culation. By one reckoning, only 1.7 percent of
all crimes are punished by imprisonment. Not
much deterrent there. (Of course enlightened
opinion denies that punishment deters violent
crime, even as it seeks to criminalize, i.e. deter,
with threats of punishment, all sorts of formerly
licit market activities; and it ascribes" greed" not
to armed robbers who shoot clerks, but to busi
nessmen and taxpayers who want to keep more
of their own earnings.)

There are many fine essays in the book besides
Mr. Bidinotto's four contributions. David Wal
ter, taking a leaf from Bastiat, provocatively
suggests that the welfare state is so morally
ambiguous that it encourages private individuals
to do what the state itself constantly does:
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namely, grab others' property. If nothing really
belongs to anyone, what's so wrong about theft?
Ralph Adam Fine shows how plea bargaining
corrupts the justice system, and also argues that
the courts, expanding the Miranda principle
beyond its original absurdity, have wrongly de
prived the police ofa legitimate asset: the need of
many criminals to confess. Caleb Nelson simi
larly explores the irrationality ofthe exclusionary
rule. Lee Coleman shows how the insanity de
fense lends itself to abuses; in fact the book as
a whole could start a lively debate over who
is crazier, psychiatrists or federal judges, with
plenty of evidence for both sides. Other.essays
devastate such myths as the notion that our
prisons house too many petty offenders who
shouldn't have been incarcerated in the first
place.

Without succumbing to determinism, and
agreeing with nearly everything the authors say,
I nevertheless think there is a certain "root
cause," as it were, of our burgeoning crime rate:
the mad ambition of liberalism to "remake soci
ety. " A society can neither be made nor remade;
it can only be maintained, or corrupted and
destroyed. The welfare state has disastrously
weakened the tribal links and loyalties that make
most men behave most of the time; chiefly, the
desire for the respect of older men and the fear
of disgrace in their eyes. We suffer from a glut
of fatherless boys-not only fatherless, but also,
so to speak, uncleless-who are more unassim
ilable than any wave of immigrants. A male
mentor who sets a responsible example, and
supplies the timely rebuke, can make all the
difference to a borderline· criminal. Put simply,
people need love.

This is not to deny free will or the importance
of incentives; on the contrary, millions of Amer
ican boys, sons of mothers on welfare, lack one
of the strongest incentives to good behavior: a
real or virtual father who can provide both
affection and authority. This is a terrible pity, and
it creates problems for everyone. The "experts"
seem not to grasp it; the rest of us should. An
ounce of prevention is all to the good, and
abolishing the welfare state would be more like a
ton of prevention. I wish the book had said more
about this dimension of crime.

Meanwhile, alas, we have to deal with the boys
for whom prevention is too late. Toward them
severity is the only remedy left to us. They have,
after all, chosen to do evil, thereby leaving
victims more pitiful than themselves. At that
point they are simply bad people. Those. who
excuse them share their guilt. In this respect

Criminal Justice? is consistently sensible and
fresh, a damning indictment of a truly criminal
system. D
Mr. Sobran is a syndicated columnist and editor
of a newsletter, Sobran's.

A Second Mencken Chrestomathy
Selected, Revised, and Annotated
by H. L. Mencken
Edited by Terry Teachout
Alfred A. Knopf. 1995 • 491 pages. $30

Reviewed by Sheldon Richman

"

Despite his persona, H. L. Mencken, the
curmudgeonly Sage of Baltimore who ruled

American letters as critic and journalist from
roughly 1910 to 1933, was actually a very gener
ous man. Although next year will mark the 40th
anniversary of his death, in the last six years,
Mencken has presented us with four new b90ks.
For Mencken fans that is like a stream of gifts
from the other world, which of course the ag
nostic HLM couldn't bring himself to believe in.

In 1989 The Diary of H. L. Mencken was
published, rekindling the national fascination in
the author, an interest that may smolder but
never is in danger ofbeing extinguished. Next we
got My Life as Author and Editor, a memoir of
his literary life, then Thirty-five Years of News
paper Work.

Now we have in hand a Second Mencken
Chrestomathy. What could be better than a
smorgasbord of Mencken's work selected, re
vised, and annotated by the old man himself? As
Terry Teachout explains in his delicious intro
duction, Mencken in 1947-48 gathered and re
vised material for an anthology, but prepared
much more than could fit in a single volume. The
first Chrestomathy was ready for typesetting on
November 8, 1948. About two weeks later
Mencken suffered a debilitating stroke that stole
his ability to read and write until his death in 1956.
Although Mencken had hinted that there was a
sequel to the Chrestomathy, no one seemed to
realize it. After Mencken's death, his papers
were stored in Baltimore's Enoch Pratt Free
Library where for almost 30 years no one, except
a curator in 1963, looked closely at the material.
As luck would have it, Teachout, who's writing
a biography of HLM, dove into the Mencken's
papers in 1992 and discovered that Mencken had
done quite a lot of work on the sequel. Teachout



should be awarded a box of Uncle Willie cigars
(Mencken's brand) for bringing the book to our
shelves.

Here's the enduring question: why after the
man has been dead so long does his spirit refuse
to depart? Why do we refuse to let it depart? Why
do people ofsuch differing outlooks about life and
politics find themselves drawn to HLM much as
he was drawn to a good Pilsner? I think the
answer lies in Mencken' s refreshing, call-'em
as-I -see-'em, let-the-chips-fall-where-they-may,
like-it-or-Iump-it candor. That attitude makes his
writing irresistible in a time when bromidic
fustian passes for elegance and erudition.
Mencken seemed to have two questions con
stantly in mind: how do things look to me and
how can I report my findings to intelligent men
who abhor the commonplace? For Mencken,
there were two capital offenses-hypocrisy and
monotonY-in a word, cant.

Mencken of course was a self-styled libertar
ian. While he distrusted all philosophical systems
and did not apply his libertarianism consistently
(as Leonard Read would have put it, he "leaked"),
Mencken on many occasions declared that what
mattered most to him was liberty: "And when I
say liberty I mean the thing in its widest imag
inable sense-liberty up the extreme limits of
the feasible and tolerable. " Liberty is what made
human life possible. Thus, the greatest threat to
"the superior man" was government, the instru
ment of force and conformity.

As he writes in this volume:

Whenever a state is strong it is intolerant of
dissent, when it is strong enough it puts down
dissent with relentless violence. Here one
state is as bad as another, or, at all events,
potentially as bad. The Puritan theocracy of
early New England hanged dissenters as gaily
as they are now being hanged by the atheistic
Union of Soviet Republics; the Prussian, Rus
sian, Austrian, French, and English monar
chies were as alert against heresy as the
militaristic-capitalistic bloc which now runs
Italy or the plutocracy which runs Pennsylva
nia, California, and Massachusetts. [1927]

Being an enemy of meddlesome government,
Mencken naturally was critical of its most con
sequential product: war. He could see no good
coming from America's entry into the two world
wars and was thus a relentless critic ofWoodrow
Wilson and the man he called Roosevelt II. No
one was better at pointing out the duplicity of
national leaders who professed peace while
scheming for American participation in the
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blood-orgies that were WWI and WWII. "But
wars are not made by common folk, scratching
for livings in the heat of the day," he wrote in
May 1939, "they are made by demagogues in
festing palaces. "

Nor was Mencken an enthusiast for public
schools. For HLM, real education was "directed
toward a capacity to differentiate between fact
and -appearance" and thus' 'is and always will be
a more or less furtive and illicit thing."

The plain fact [he wrote in 1921] is that
education is itself a form of propaganda-a
deliberate scheme to outfit the pupil, not with
the capacity to weigh ideas, but with a simple
appetite for gulping ideas ready-made. The aim
is to make "good citizens," which is to say,
docile and uninquisitive citizens.... Ameri
cans in the days when their education stopped
with the three R's, were a self-reliant, cynical,
liberty-loving and extremely rambunctious
people. Today, with pedagogy standardized
and school-houses everywhere, they are the
herd of sheep (Ovis aries).

One of course could go on quoting HLM all
day. You'll enjoy him more by getting the book,
picking out a comfortable chair, and dipping into
any part of the volume. Savor his tribute to
bricklayers and bartenders, his views on the
literary and musical giants and pygmies of his
time, his piercing of pols and professors, his
musings on making a living and the places where
one can make it. Mencken's humor and good
sense touched every aspect of this inspiring and
infuriating world.

"My writings, such as they are," he says 6n
the final page of the book, "have had only one
purpose: to attain for H. L. Mencken that feeling
of tension relieved and function achieved which
a cow enjoys on giving milk. Further than that,
I have had no interest in the matter whatso
ever. It has never given me any satisfaction to
encounter one who said ,my notions had pleased
him. My preference has always been for people
with notions of their own."

There it is! That's what I'm talking about.
That's the quality that draws so many to
H. L. Mencken. And why we'll never tire ofhim.
Sadly, I don't think there's any "new" Mencken
material left. We'll have to content ourselves
with what we have. It's almost enough to last a
l~time. 0
Sheldon Richman is author o/Separating School
and State: How to Liberate America's Families
(The Future ofFreedom Foundation) and "Mr.
Mencken and the Jews."
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The Politics of Envy: Statism as
Theology
by Doug Bandow
Transaction Publishers. 1994 • 333 pages +
index. $34.95; available from Laissez Faire
Books at $19.95

Reviewed by Jeffrey Tucker

"Both freedom and virtue are under assault
today," writes Doug Bandow in The Poli

tics of Envy, an applied integration of social
conservatism and economic libertarianism. The
root cause is a public theology of state worship.
He posits that a conservative social order-intact
families secure in communities characterized by
low crime and cultural coherence-would be the
dominant strain of an American life absent gov
ernment intrusion. The result of his argument is
an old-fashioned, principled case for classical
liberalism, applied to a myriad of modem policy
problems.

The direct relationship between big govern
ment and the decline of personal morality is not
predetermined, Bandow argues, but a trend to
ward one reinforces the other. Men of weak faith
tum to government to feed the old but forgotten
vice of envy. In this context, envy means taking
satisfaction in the financial and moral downfall of
others, and acting through government to bring it
about. It saps the strength ofprivate initiative and
institutions like the church and family, which in
turn creates ever more social crises to be
"solved" by government.

In this process, bad policy drives out good
morals. The welfare state, regulations on enter
prise, public schooling, drug prohibitionism, and
a panoply of spending programs have overturned
rooted cultural mores as well as made us poorer.
Thus Bandow suggests this rule for government
policy: first do no harm. In nearly every sphere
the government has intruded, he shows, it has
caused more problems than it has helped.

This is not only true in well-known cases like
family policy; it's true in agricultural and housing
policy; in the international economic policy ofthe
World Bank; the attempt to use foreign policy to
create collective security; in the U.S. attempt to
create and sustain a global empire to promote
"democracy." These policies strengthen the
government and its connected interests, which is
why they have their defenders, but are they good
for society at large? Bandow demands that all
forms of redistributionism and intervention be
evaluated in moral and practical terms.

The strength of the argument derives largely
from Bandow's willingness to apply his princi
ples so broadly, and not shrink from their con
clusions. Thus it is not Bandow's theory so much
as its application which makes this book a
compelling and often unpredictable read. He
makes a passionate argument against the pro
choice view on abortion, for example, but also
against the prohibitionists who oppose a legal
market for drugs.

On environmentalism, he asks whether the
many greens are engaged in protecting the earth
or actually worshiping it. The questions rein
forces the book's theme, because, as he demon
strates, policies designed to "protect the earth"
must rely on high levels ofcoercion. They are not
only costly (Bandow reports that the Clean Air
Act costs $40 billion annually) but also ineffec
tive. Then he adds this twist. Because environ
mental ideology is religious at its root, and holds
a view of man and nature that is alien to Western
faith, people should consider "what spiritual
theories they are in effect subsidizing" through
environmental policy. If the government can't
subsidize churches, it should also be prohibited
from' 'turning the new wilderness cathedrals into
an established religion."

So it is with national service programs which
ultimately assume' 'that citizens are responsible
not to each other, but to the state." Bandow
worries about "voluntary" programs because
they "imply a unity of society and state, with
work for the latter being equated with service to
the former." As he points out, one third of
Americans now volunteer scarce time and energy
to charitable projects that involve no remunera
tion. What national service promotes is service to
the state, and this "service" necessarily chal
lenges our loyalties to other institutions that
mediate between individuals and government.

Neither does Bandow view the government as
an appropriate means ofstamping out vice, a type
of coercion encouraged more by neoconserva
tives than by the much-villified Christian Right.
As Bandow writes, many conservatives, "de
spite their verbal support for both traditional
values and individual liberty, are as secularized
and authoritarian as their liberal counterparts."
One need only think how neoconservatives'
efforts to create a national curriculum for public
schools have backfired. They proposed it just
in time for the Clinton administration to fill in the
details. The result, as Bandow knew it would be,
was an anti-education, multicultural mess.

But Washington's conservatives are slow
learners, even slower than its liberals. Somehow



they are always holding out hope that this or that
program will make the federal government work
for them instead of the people across the aisle.
This tendency is apparent even in the work of the
new Congress (do we really need to expand the
military budget?). Yet the problem of govern
ment which Bandow identifies is more funda
mental: it is in competition with God for our
loyalties.

The modem state embodies a counter-religion,
one which rests on and reinforces immorality
and social breakdown. The first step toward
restoring both freedom and virtue is to dismantle
it. "Should Christians Be Statists?" Bandow
asks as the title to one section. The answer
rigorously argued-is no. D
Mr. Tucker is director ofresearch at the Ludwig
von Mises Institute in Auburn, Alabama.

The Elgar Companion to Austrian
Economics

edited by Peter J. Boettke
Edward Elgar Publishing Ltd.• 1994 • 620
pages. $149.95

Reviewed by Bettina Bien Greaves

Since the days of Aristotle, philosophers and
other thinkers have been trying to understand

how the world works and how to foster a peace
ful, prosperous society. A big stride was made
with the publication of Carl Menger's Principles
ofEconomics (1871), from which developed the
Austrian school of economics. The Austrians
explained market operations as the outcome of
the actions and choices of individuals and, as a
result, advocated free markets and limiting gov
ernment to the protection of life, property, and
individual freedom.

During the early decades of this century, as
Marxists and Keynesians came to dominate col
leges and universities and their ideas influenced
political action, the message of the Austrians was
widely ignored. Advocates of the free market
were in despair. Yet when the late Ludwig von
Mises was asked, in Argentina in 1959, if the
situation then was not worse than in ancient
Rome, which he had described as a period of
price controls and inflation, he had replied, "No,
it is not worse." In the age of the Roman
emperors, no one disputed the idea that the
government had the right to fix prices. But now,
Mises said, "we know very well that this is a
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problem for discussion. All these bad ideas from
which we suffer today, which have made our
policies so harmful, were developed by academic
theorists. . .. What we need is nothing else than
to substitute better ideas for bad ideas. . . . 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" (Economic Policy, pp. 104-105).

In the U.S., a younger generation ofAustrians
appeared. Peter Boettke, editor of the book
under review, considers The Foundations of
Modern Austrian Economics (Edwin Dolan, ed.,
1976) "the defining work in the resurgence of the
Austrian school in the 1970s." (p. 601) Professors
of "conservative" or free market leanings be
came more welcome in academia. Courses in free
enterprise, entrepreneurship, and Austrian eco
nomics were introduced in some colleges. A
standard reference published in 1987, The New
Palgrave (London: Macmillan Press; New York:
Stockton Press) included several articles by and
about spokesmen of the Austrian school. Com
mercial and university publishers in this country
and abroad reprinted classic "Austrian" works
and published quite a few new works by younger
"Austrians." Austrian ideas were more widely
discussed and debated.

And now we have The Elgar Companion to
Austrian Economics edited by Peter J. Boettke.
Boettke selected contributors who were basically
supportive of three Austrian themes-method
ological individualism, subjectivism, and the
spontaneous order. He asked each to contribute
an original paper on a topic in the field ofAustrian
economics with which he or she was familiar.
Each article was limited to about 2,500 words. In
this way, Boettke produced a one-volume refer
ence work of relatively short entries, each with a
bibliography of additional sources. It contains 87
papers by 68 economists from 45 different col
leges, universities, or institutions in the United
States and seven other countries. Not surpris
ingly the papers are uneven in quality, although
their approach is generally Austrian. A list of a
few authors and titles will give some idea of the
subjects covered.

Part I, "Methodology and Theoretical Con
cepts in Austrian Economics," includes papers
on basic principles such as "Methodological
individualism" (Gregory B. Christainsen), "Sub
jectivism" (Steven Horwitz), "Marginal utility"
(Jack High), "Entrepreneurship" (Israel M.
Kirzner), and "Efficiency" (Roy E. Cordato).

Part II, "Fields of Research," discusses var-
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ious topics to be explored further from the
Austrian approach-' 'Capital theory" (Peter
Lewin), "Austrian business cycle theory" (Rob
ert J. Batemarco), "Comparative economic sys
tems" (David L. Prychitko), and "International
monetary theory" (Joseph T. Salerno).

Part III, "Applied Economics and Public Pol
icy, " includes articles on a wide range ofsubjects
from "Utilitarianism" (Leland B. Yeager) and
"Interventionism" (Sanford Ikeda), to "The col
lapse of communism and post-communist re
form" (James A. Dorn).

Part IV, "History of Thought and Alternative
Schools and Approaches," deals with the histor
ical development of the Austrian School. Samuel
Bostaph writes about the Methodenstreit, the
conflict over methodology between the early
Austrians and the German historicists; Peter
Rosner about the debate between Bohm-Bawerk
and Hilferding, William N. Butos about the
Hayek-Keynes macro debate, and Karen I.
Vaughn about the socialist calculation debate.
Other papers in this section compare various
schools of economics and examine fine points
that differentiate them from the Austrians.

Boettke, as editor of this anthology was to
some extent at the mercy of his contributors and
his non-contributors, those invited who didn't
submit papers. His "Conclusion" in Part V,
"Alternative Paths Forward for Austrian Eco
nomics," compensates for some of the gaps.
Boettke reviews the ideological shift that led to
the resurgence of the Austrian school, discusses
current economic journals, and suggests topics
that would be fruitful for further exploration by
Austrians.

My chief criticism ofthe book is that it is weak
on money and banking, both major strengths of
the Austrian school. The Austrian view is that
money is neither mysterious nor government
made; it is merely a medium of exchange which
evolves on the market. As for banks, Mises
explained that their role is essentially two
fold-to warehouse the deposits of clients and to
lend money. Free banking is simply a system
under which such banks are obligated to fulfill
their contractual obligations just as must any
other business. Yet in the view of many young
"Austrians," apparently the chief purpose of
banks is to issue currency. (See Schuler, "Free
banking is a system of competitive issue of
bank-notes and deposits" and Lewin.) However,
note issue is not the purpose of banking; it is at
best a subsidiary function, a by-product of a
bank's warehousing and money lending activi
ties. And a potentially dangerous activity at that.

No bank that issues notes over and above the face
value of its reserves can long survive without
some government privilege or protection.

Leaving aside this criticism, The Elgar Com
panion should be a valuable reference for stu
dents of Austrian economics. A few years ago it
would have been impossible to assemble such an
extensive stable of Austrian writers. Many were
probably still youngsters, some perhaps not even
born, when Mises spoke 36 years ago. Yet they
have become spokesmen for the free market,
non-interventionist teachings of Mises and his
Austrian school colleagues. Mises' trust in the
rising generation was well justified. D
Mrs. Greaves is resident scholar at the Founda
tion for Economic Education.

Speaking Freely

edited by Henry Mark Holzer
Second Thoughts Books, Studio City, Calif.·.
1995 • 277 pages. $24.95 cloth; $10.00
paperback

Reviewed by John Hospers

T o be a moral agent, wrote Milton in his
Areopagitica, a person must be free to

choose; and to make moral choices persons must
be free to express their opinions. Milton held,
writes Calvin Massey in this anthology, "that by
tolerating abhorrent and hateful speech, we are
able to see more clearly our societal biases and
thereby hasten the process by which we purge
ourselves of hidden intolerance."

Mill's On Liberty (1859) was another classic
paean for freedom of speech and discussion. For
the truth about a subject to be known, he said, it
must be freely and openly discussed without fear
ofpenalty: there should be no censorship ofideas
by government, especially of those opposed to
the State itself. As a utilitarian, Mill believed that
concealment of the truth was, in the long run,
always counterproductive. Many have argued
that Mill was mistaken: that some truths should
remain concealed for the public good, particu
larly in the midst of inflammatory controversy
when feelings run high. To take a contemporary
example, assume that it is true, as Murray and
Herrenstein allege, that the average I.Q. of
Mrican-Americans is somewhat lower than that
of Caucasians and Asians. Many critics would
say that this is not true, but others would say that
even if it were true it should not be generally
known, since it might have a deleterious effect on



the morale of blacks. Mill would undoubtedly
have reminded us of the long-term effects of such
a policy, as is done eloquently in Millean fashion
by Professor Massey:

"The intolerant impulse-banning such racist
speech-may have counterproductive long-term
results, for it enables the dominant society to tell
itself (smugly and falsely) that, collectively, it has
no problem: the problem lies wholly with those
nasty racists whom we have righteously muz
zled. Thus, the nastiness of racist epithets serves
to remind us all that there is a substantive
nastiness in our society that we have yet to
eradicate. Better that the truth of our condition
be painfully revealed to us than that we live in
delusion that racial equality has been achieved by
virtue of painting over the ugliness. In the hon
esty of the revelation we may ultimately create
more real tolerance and respect for diverse
groups than by pretending that silence passes for
respect. . . . The dangerous dog of racism is still
a biter when muzzled."

There are ofcourse occasions on which speech
is prohibited: false advertising, defamation, con
fiding secrets to enemy nations, and so on.
(Whether these are compatible with the words of
the First Amendment is still a matter of contro
versy.) But there is one particularly difficult area,
speech that incites to violence or riot. A union
agitator walks into a factory filled with angry
striking workers, and says "Torch the factory!"
(This is Mill's example.) Mill would have him
stopped to avoid a riot. This opens up a prob
lematic area in the free-speech controversy;
when are words to be considered inciting?

The First Amendment simply says that Con
gress shall pass no law abridging freedom of
speech or of the press; it doesn't add "unless the
views expressed are offensive" or "unless the
audience is so agitated that they might take
action." Taken on its face, this would permit
defamation and conspiracy, which the courts
have regularly prohibited.

In any case, there are many groups today who
would prohibit much more than libel or espio
nage; they sometimes allege that racial slurs are
an incitement; usually they want the words
banned from public discourse because "they are
false, " or because the effects of permitting their
dissemination would be counter-productive on
utilitarian grounds. (As a rule they assume with
out proof that what they want to censor is false,
and devote their energies to describing the ill
effects of allowing the speech to occur. But they
do not always make the distinction between truth
and utility.)
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To this end, the authors of this anthology cite
many examples of "politically incorrect"
speech, especially in academia, for which a
student may be penalized, expelled, or subjected
to "re-education seminars" Soviet style. There
are many examples of this, and many are regu
larly found in conservative student publications.
Here is one example, described in detail in the
book. From Van Alstyne's essay we learn that in
one university (one infers from the author's title
that it is Duke) a code is enforced by which "no
member ofthe faculty, student body, or staffshall
engage in any verbal conduct that renders the
environment on campus or some part thereof,
offensive. This rule shall apply, however, only if
the verbal conduct is ofa sexual, religious, racial,
or other nature reflecting an improper or unrea
sonable attitude toward others according to the
common standards of the university community. "

The authors of the essays in this anthology are
unanimous in condemning all such procedures.
For example, in a brilliant essay Robert Sedler
argues that all bans on campus speech, however
incendiary or hateful, run afoul of the First
Amendment. For one thing, the Supreme Court
has never recognized any exceptions to the rule
that the government cannot regulate expression
in such a way as to favor one viewpoint over
another: this is the principle ofcontent neutrality,
and was the basis for the Court's invalidation of
bans on flag desecration. For another, the First
Amendment "forecloses any justification for a
restriction on expression on the ground that
the expression is offensive.... The government
may not prohibit the expression ofan idea simply
because society finds the idea itself offensive or
disagreeable. "

When the Duke University committee had
crafted their rules of campus behavior, they were
apparently satisfied with the result-"except,"
writes Van Alstyne, "for a small lingering group
off in one corner-who thought they caught a
slight whiffofdiesel fumes, and a slight sound, as
of tanks clanking, as in some far-away deserted
square" (Tiananmen Square). It was the dread of
such an appalling prospect that inspired this
collection of essays. It is an extraordinarily fine
collection; but will the relevant academicians
read it? Will the courts? D
Dr. Hospers is professor emeritus ofphilosophy
at the University of Southern California.
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Life After Television: The Coming
Transformation of Media and
American Life (Revised Edition)

by George Gilder
W.W. Norton & Company, New York. 1994.
216 pages. $11.00 paperback

Reviewed by Raymond J. Keating

I n the early 1980s, George Gilder helped to
clarify the muddied field of economics with

two insightful books-Wealth and Poverty and
The Spirit of Enterprise (both recently updated
and reviewed in The Freeman). In these land
mark works, Gilder managed to wrest economics
from the deadening morass into which it had sunk
for over a half-century. When practiced by
Gilder, economics is no longer the dismal sci
ence.

With the publication ofMicrocosm in 1989 and
now an updated and much-expanded version of
Life After Television (originally published in
1990), Gilder has built upon his economic works
by offering insights regarding recent and future
developments in today's most dynamic indus
tries-computers and telecommunications.
Gilder offers a compelling vision of the future,
whereby technological advancements enhance
individual creativity.

In Life After Television, Gilder takes the
reader on a technological journey into the mi
crocosm of the computer, across the air on the
"spectrum of electromagnetic vibrations," and
on beams oflight traveling across strands ofglass
or fiber-optic cables. It is an exciting journey for
both the technology expert and for those indi
viduals with an interest in how our economy and
our culture will be transformed by the informa
tion revolution.

Gilder's contagious enthusiasm regarding
great leaps in the fields of computers and tele
communications springs not from the base appeal
of couch potatoes passively surfing across 500
channels or of video games available to numb our
children's minds. Instead, Gilder declares that
individualism will win out over mass culture. The
top-down structure of television, whereby a few
executives appeal to the widest, and therefore
lowest, common denominator possible, will be
overthrown by a bottom-up, consumer- and en
trepreneurial-driven revolution.

Gilder sagaciously observes: "A healthy cul
ture reflects not the psychology ofcrowds but the
creativity and inspiration of millions of individ-

uals reaching for higher goals. In place of the
broadcast pyramid, a peer network will emerge in
which all the terminals will be smart-not mere
television sets but interactive video receivers,
processors, and transmitters."

He refers to these smart terminals as teleput
ers. He points out that "the teleputer is an
instrument of creative destruction." That is, as
with any major invention or innovation, an en
trenched and less-efficient system must give way.
Such entrenched, special interests, however, do
not do so readily, instead trying to stop the
critical economic process of creative destruction
through government protection against competi
tion. As Gilder notes: "Capitalism may offer the
promise of great power and wealth to the very
few people who can shape or anticipate the
future, but bureaucratic politics provides a rich
panoply of weapons to the many more people
who want to resist change. Whenever possible,
the government and its principalities attempt to
frustrate or dispossess innovators."

Gilder understands the dynamic nature of
markets, and therefore observes: "American
industry, released from its regulatory shackles,
could finance a program of fiber to the home
without any government aid." The best actions
for government to take regarding the telecom
munications and computer industries is not some
bureaucrat-driven industrial policy; it is deregu
lation.

Interestingly, while Gilder predicts the death
of television under this wave of creative destruc
tion, he makes a compelling case for newspapers
spearheading the information revolution. Pro
duction and transmission costs will collapse for
newspapers as computers and fiber optics replace
printing presses. Gilder explains: "The ultimate
reason that the newspapers will prevail in the
information age is that they are better than
anyone else at collecting, editing, filtering, and
presenting real information and they are allying
with this computer juggernaut to do it. The
newspapers are pursuing the fastest-expanding
current markets rather than rearview markets.
They are targeting"adults with real interests and
ambitions that generate buying power rather than
distracting children from more edifying pursuits. "

In the end, the fundamental difference be
tween the television and the personal comput
er-or soon to be teleputer-can be explained in
economic terms. It is the difference between
reacting and creating; the difference between
demand and supply. As Gilder states: "While TV
watchers use their machines to lull themselves
and their children into a stupor, PC users exploit



their machines to become yet richer and smarter
and more productive-and still better to exploit
future computer advances.... The TV is a
consumption product. The PC is a supply-side
investment in the coming restoration of the home
to a central role in the productive dynamics of
capitalism, and the transformation of capitalism
into a healing force in the present crisis of home
and family, culture and community."

Where other authors see only ways in which
computer and telecommunications advance
ments serve current markets, Gilder sees how
such developments create new markets-impact
ing the entire economy and culture. Life After
Television is and will be an exciting
adventure. D
Mr. Keating is chief economist with the Small
Business Survival Foundation.

The State is Rolling Back:
Essays in Persuasion

by Arthur Seldon
E. & L. Books. 1994 • 326 pages. $15.00

Reviewed by Charles H. Hamilton

Arthur Seldon is what Hayek has called a
"professional secondhand dealer in ideas."

This is actually high praise and well deserved.
For Hayek had in mind the intellectual in his role
as an "intermediary in the spreading ofideas. " In
a myriad ofways, Seldon is a model for us all. He
is a Founding President of the Institute for
Economic Affairs in England. Under his able
editorial direction, lEA didn't just focus on a sort
ofvacuous public policy. Its prodigious output of
books and papers (Seldon authored many ofthem
and edited over 350) combined the highest intel
lectual quality with a deep commitment to the
principles of liberty. There is little doubt that the
world in which we live is different because of the
sustained work and dedication ofSeldon and men
and women like him.

The State is Rolling Back is a sampling of 54
(out of some 230) journalistic pieces he wrote
between 1937 and 1990. We are given an intrigu
ing snapshot of a young man committed to
classical liberal ideas when it was assumed that
the welfare state was inevitable and permanent.
The battle of ideas over politics is evident in
every article. The more recent articles celebrate
the successes of capitalism that would have been
difficult to conceive of nearly 50 years earlier.
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The majority ofthe pieces here take us through
the slow disintegration of the English welfare
state from 1950 through 1992. Economic progress
and the careful presentation of free-market ideas
combined to roll back the state. These are
informative controversies here. Seldon's discus
sions of the perils of the English social insurance
and state pension system apply to Social Secu
rity. His critique of government funding of edu
cation and of the welfare system are very helpful.

And yet, Seldon is very aware of the continu
ing dangers of statism. He warns advocates of
free markets not to become too enamored ofwhat
is "politically possible."

One should never forget the principles and
moral arguments that make these ideas so com
pelling and universal. One of the last articles in
this book presents a wonderful goal and chal
lenge, "Too Little Government is Better than too
Much. " (Of Seldon's other work, one is espe
cially important to mention. His 1990 book Cap
italism is a very good exposition of the theoret
ical, moral, and practical case for capitalism. It
was reviewed in the June 1991 Freeman.)

These short articles are also well worth reading
as models of how we should make the continuing
case for capitalism. They all show an honesty and
respect for all ideas. They are, in a word,
civilized, following Hayek's injunction to be
"mild in manner, strong in argument." They
don't just make the case for free markets, but
they were, I suspect, convincing to many of their
readers. One can't help suspecting that it is the
decades-long effort to make continually the case
for liberty in the newspapers and magazines of
England that had the most sustained-though
less remembered-impact on our lives. We need
more young writers to make that kind of com
mitment Seldon made and challenges us to
~~. D
Mr. Hamilton is a consultantforfoundations and
is a former editor of The Freeman at FEE.
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A Moral Basis for Liberty

Institute of Economic Affairs Health and
Welfare Unit, London; or American distributor:
The Acton Institute for the Study of Religion
and Liberty, Grand Rapids, MI 49503 • 1994 •
38 Pages • $7.50 paperback

Reviewed by John Attarian

W ith the Soviet bloc's collapse and the
evidence of socialism's appalling failures

and human cost, capitalism seems triumphant.
Francis Fukuyama even proclaimed the "end of
history": ideological conflicts are over; only
managerial and technical controversies remain.

For Father Robert Sirico, founder and presi
dent of the Acton Institute, this facile optimism
is untenable. Pragmatic defenses of liberty are
inadequate. "So long as economic liberty-and
its requisite institutions of private property, free
exchange, capital accumulation, contract en
forcement-is not backed by a generally held set
of norms by which it can be defended, it cannot
be sustained over the long term." In this admi
rably pithy and lucid monograph, Father Sirico
helps remedy that defect.

Why do freedom's foes hold the moral high
ground? Father Sirico rightly argues that "Many
of the confusions of our age rest on a loss of
crucial distinctions": between rights and privi
leges, between society and government, and
between freely chosen action and action enforced
by coercion. While exposing the muddle, he
restores those lost distinctions. To be inalien
able, rights must be grounded in something
independent of politics. Bogus new "rights" are
actually politically-granted privileges. Similarly,
"today the term community is often used to put
a humanitarian gloss on what used to be called a
political pressure group. " Coerced virtue is oxy
moronic: "A morality that is not chosen is no
morality at all. Only human beings with volition
can be said to be moral, and in order to act in a
moral way one must have liberty."

Capitalism fosters morality; entrepreneurs
must be other-regarding "because the only way
to get money peacefully and without charity is
to offer something of value in exchange." But
Father Sirico's main argument is that liberty and
capitalism are grounded in Judaism, Christianity,
and Thomistic natural law.

Seeking "liberty under the law of Yahweh,"
the ancient Hebrews viewed God, not the state,

as the source ofjustice, which enabled them "to
escape tyranny by an appeal to an objective
standard ofjustice against oppression. " Christi
anity "employs the model of the family, not the
state, as the ideal human community," with love,
not power, as the cement of community life, and
religion's view of people as inherently dignified
gives them a claim to rights. St. Thomas Aquinas'
natural law, drawing on both experience and
reason, "establishes the sanctity ofthe individual
as a rational being who can interpret the rela
tionship between the individual and the commu
nity in terms. of free association and contract."
Aquinas' followers elaborated an economics
amazingly close to that of the Austrians.

Unfortunately, religious leaders tend to be
economic illiterates, hence hostile to wealth
producers. Most endorse the welfare state "on
the fairly crude premise that Christian charity
and coercive wealth transfers are morally iden
tical. " This unfortunately discourages charity
among the laity. Father Sirico argues instead for
the authentic compassion ofpersonal, local-level
involvement in helping poor people.

Father Sirico's arguments are important and
valid-so much so that he might have done still
better to devote himself solely to elaborating his
case for liberty, giving his shrewd criticisms of
the welfare state and religious leaders economic
illiteracy the separate works they deserve.

In an appended commentary, Nigel Lawson,
Margaret Thatcher's Chancellor of the Exche
quer, chides him for evading egalitarianism's
hostility to capitalism as creator of an immoral
inequality of wealth. True, Father Sirico said
little about this, but Lawson's charge that "he
virtually sells the pass with a puzzling (and
distinctly un-Hayekian) reference to 'the de
mands of justice (classically defined as giving to
each his due)'" is unfair. If people contribute
unequally to production, giving them their due
generates inequality, yet is just.

Journalist William Oddie comments that cap
italism and liberty require virtues to endure, but
today's global disappearance of values makes
their survival problematic. He ends gloomily:
" 'Where there is no vision, the people perish'
(Proverbs 29: 18), but where is vision to be found?
Father Sirico knows; but will we listen?"

Perhaps not. But those who do choose to
redeem the time will find AMoral Basis for
Liberty valuable. D

John Attarian is afree-lance writer in Ann Arbor,
Michigan, with a Ph.D. in economics.
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PERSPECTIVE

The Road Ahead

Editor's Note: This piece is extracted from
Forgotten Lessons: Selected Essays ofJohn
T. Flynn, edited by Gregory P. Pavlik and
published by The Foundation for Economic
Education this month.

The road we are traveling is sufficiently
clear. We cannot delude ourselves with the
expectation that we may go a little way
further and then stop in the belief that we
can combine socialism and capitalism and
preserve the best features of each. The very
first hard and cold fact we must face is that
these two systems cannot live together in
the same society.

If we keep on the way we are going,
nothing can save the capitalist sector of our
economy from extinction, because it will
inevitably be called upon to pay the cost of
operating its own sector and the greater
portion, if not all, of the cost of operating
the socialist sector. In the United States
the few Government-operated industries
we have are operated at a loss. Private
industry must produce the income out of
which the losses of these Government in
dustries are paid, and the attendant costs of
Government as well.

We must arrest the course of the social
disease that is destroying us and set our
hands to the hard task of lifting up and
revivifying our shattered system of free
enterprise. If we do not, we shall go on
stumbling down the path along which Eu
rope has slipped.

It is not possible to lay down a program
in detail for checking and reversing our
direction. And it is not necessary. What is
necessary is to see clearly the general prin
ciples which must govern our effort. These
I shall now attempt to enumerate as briefly
as possible.

We must put human freedom as the first
ofour demands. There can be no security in
a nation without freedom. Let us work to
make our country a more bountiful home for
all to live in, but the first and indispensable
test of every plan must be whether it will
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impair our freedom. A better life for all,
yes-but not at the expense of our liberties.

We must stop apologizing for our capi
talist society. It has made us strong, and has
provided us the highest standard of living in
world history.

Not one more step into socialism. There
is, of course, much to be done to repair all
the damage already done to our system by
the advocates of socialistic measures, but
the first militant maneuver must be to hold
the line for the American way.

Get rid of compromising leaders. Let us
put a mark upon every man in public life
who is willing to surrender further.

We must recognize that we are in a social
war, and that we must fight it as such. Our
enemies have managed to capture many of
the instrumentalities of the classroom, the
platform, the pulpit, the movies and the
radio upon an amazing scale, and to use
them not for their traditional purposes but to
carryon an attack upon the minds of the
American people.

We must put an end to the orgy of
spending that is rapidly bankrupting the
nation. Among the most critical conditions
that menace us are the fantastic commit
ments for spending countless billions and
the crushing weight of our national debt
upon our economic system.... We must
not permit one more cent for any purpose
beyond our present commitments.

We must stop "planning" for socialism
and begin planning to make our free system
of private enterprise operate at its fullest
capacity. Since 1933 the Government has
waged relentless war upon the capitalist
system-at first ignorantly, but recently
with a definite design to cripple and destroy
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it. The man who runs a business has been
pilloried as a criminal, and the Government
has taken measures to prevent him from
accumulating those savings which make
expansion possible. It has held him up to
public scorn and hatred. It has taxed away
his savings, and it has so choked the streams
through which savings flow into investment
that our system is wilting away.

Our system is in an appalling mess now,
what with the public debt, the confiscatory
taxes which draw the blood from its very
veins, Government intrusions, and the
threats of ultimate extinction that are taking
ever more terrifying shape. The task calls
for patriotism and courage; it must not be
delayed another day.

We must set about rebuilding in its integ
rity our republican system of government.
We cannot depend on any political party
to save us. We must build a mass organi
zation outside the parties so powerful that
all parties will be compelled to yield to its
demands. Our forefathers gave to the world
the sublime example of statesmen who cast
off the tyrant State and built up the sover
eign people, unleashing the energies of free
men. It was this historic experiment which
set off the astonishing surge of human en
ergy that created here such abundance and
freedom as the world has never known.

The task before us is clear. For our
principles of action we must go back to our
Constitution, to our Declaration of Indepen
dence, to our history and to the example set
by our national fathers. We must begin now
to dismantle the tyrant State in America and
to build up once again the energies of a free
people.

-JOHN T. FLYNN (1949)

611



THEFREEMAN
IDEAS ON LIBERTY

Trial by Jury vs. Trial by Judge

by Bertel M. Sparks

I n discussing "Trial by Jury vs. Trial by
Judge" I do not purport to be discussing

any new thing. The desirability or undesir
ability of trial by jury has been discussed in
one way or another for generations.

On such a subject we could talk about the
law relating to the respective functions of
the jury and the judge. We could go into a
technical discussion ofwhen, under existing
law, a jury trial is proper and when some
other form of proceeding is proper. We
could attempt to discriminate between the
function of the judge and the function of the
jury under existing law.

For our purposes here it is sufficient to say
that it is the function of the jury to find the
facts in a given case and the function of the
judge to interpret the law relative to those
facts.

Ifwe turn to our legal history as it extends
back into the Mother Country we find that
at the time America was being discovered
there was no clear concept of trial by jury.
We find trial by ordeal. Shortly before that,
and to some extent contemporaneous with
it, we find trial by battle.

Eventually a group of men were called in
to determine or decide the facts. This might
have been the forerunner ofour present-day
jury but it was far from anything we would
call a jury at the present time. At first these
people who were called in to determine the
facts were people familiar with all or some
part of the incident involved. They had seen
the incident take place or they had heard
about it-yes, having heard about it was
sufficient qualification in many cases-and

they were to get together and decide the
case.

From this step we moved along to a jury
of men who knew nothing about the existing
facts but who were gathered together for the
purpose oflistening to the evidence and then
deciding what was truth. Both sides were
permitted to introduce evidence. The jury
decided what they would believe. That set
tled the matter so far as the facts were con
cerned. Roughly, that is our present day jury.

Common Criticism
Numerous attacks have been made upon

the jury-so many in fact that it would be
impossible for us to even list them. All we
can do is to merely recall some of the most
frequently mentioned criticisms.

It is said that the jury causes a great waste
of time. It has been pointed out that a trial
by jury usually requires from two to three
times the amount of time required when the
jury trial is waived and the case is tried to a
judge. It is said that this causes considerable
delay and that the courts get so far behind
trying ordinary cases that it becomes im
possible to obtain justice in a given case
within a reasonable time.

It is also said that the jury is incompetent
to determine many of the issues that come
before it. They are men and women taken
from everyday life, unfamiliar with court
room procedure and courtroom language.
They are misled by the judge's instruction,
misunderstand the law, and give unfair or
prejudiced decisions.

612



TRIAL BY JURY VS. TRIAL BY JUDGE 613

About the Author

Buoyed by the O. J. Simpson trial, the jUry system has surfaced in the national
conscience again. As Professor Sparks points out, discussion about juries is not
new, but it remains relevant, for with new attention has come new attack. In this
article, written almost four decades ago but unpublished until now, Professor
Sparks defends one of our precious heritages from the law and customs of
England, trial before a jury of our peers.

The career of Bertel M. Sparks (1918-1994) as a professor of law was almost
equally divided between the schools of law of New York University and Duke
University. His expertise was in the areas of real property, wills, trusts, and future
interests. He was the author of two books and of numerous journal articles, some
of them published in The Freeman.

Named to the Board of Trustees of The Foundation for Economic Education
in 1972, he was a frequent speaker at FEE summer seminars. He became
Trustee Emeritus of FEE several years before his death.

In preparing his papers for a university archive, I found this previously
unpublished manuscript and edited it for publication. It was originally delivered
as a speech before the Christian Association of New York University, November
6, 1957, and is excerpted for The Freeman.

-Martha Evans Sparks (Mrs. Bertel M. Sparks)

It is also said that the jury is likely to
become intrigued by the two contesting
lawyers, jurors are likely to decide the case
according to what they think of the lawyers
rather than what they think of the rights of
the parties involved.

Another charge made against the jury is
that they can't understand the complicated
transactions involved in many cases they
are asked to decide. They don't understand
what a bill of lading is. They don't know
what is meant by goods being sold on
consignment. They can't understand some
of the embezzlement cases. 1 In the personal
injury cases, they are in no position to fix
damages. They can't estimate the value of
a broken leg, a destroyed brain, a mangled
body, or even a damaged automobile.

While all these things have some weight,
those who would oppose any attack upon
thejury system would insist that they are not
as serious as might at first appear and that
even if they are serious there is no satisfac
tory substitute.

As for the jury trial taking more time than
trial by a judge, there is even some doubt
about that. The time that is consumed is
usually consumed through the operation of

various rules of admissibility of evidence,
motions for delay, and others. These might
be defects in our procedural law but it is a
mistake to say that they all can be blamed
upon the jury system.

As for the jury's alleged inability to cope
with the facts before it and that it is an
incompetent instrument for determining
truth, this too may be doubted. Who is to say
that a judge, or a group of judges, are in a
better position to decide the amount of
damage a truck driver should have for losing
an arm than twelve men and women chosen
at random and including mechanics, labor
ers, grocery clerks, accountants, and pos
sibly truck drivers.

The Heart of the Matter
This brings us to the real heart of the

matter and to the point where, in my judg
ment, it becomes clear that the jury system
must be preserved at all costs. If it is to be
preserved it must be preserved, not simply
because it is old, venerated, loved, or any of
those things. If it is to be preserved it should
be because it is essential to human liberty,
individual dignity, and a free society.
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If political freedom and a stable society
are to be preserved it is essential that there
be a system ofjustice in which the public has
confidence and willingness to trust. In your
study of history you have been thrilled and
spellbound by some of the stories of the
steps toward human freedom, some of the
great revolutionary movements in history. If
you will examine those I believe you will
find that most of them had their origin in
some phase of the administration ofjustice.
Every person who has even given thought
about freedom of the press knows there is
such a man as Peter Zenger. No one has read
about the American Revolution without
hearing of the Boston Massacre. The story
of our own Civil War cannot be completed
without Dred Scott and John Brown.

When these rights are achieved, by what
ever means, they get enforced, not through
the legislature, not through the executive,
but through the courts. They are trials. It is
there that the individual finds justice or fails
to find justice. What can give him more
confidence in that justice than the fact that
twelve of his peers participate in meting it
out. These twelve men are part of the
process. The man concerned may feel that
he is not getting justice. The community
might not want to accept it. If it was decided
by a representative group from the commu
nity, it is likely to be accepted. It is here that
the administration ofjustice is brought close
to the people. The people are not ready to
accept a doubtful decision made by a pro
fessional, by a panel of experts, or by a
dictator. They are ready to accept that
decision which came from their own group.
And thejury is a means ofbringing the whole
power of the citizenry to bear upon the daily
administration of justice.

The jury is also a means of bringing
flexibility into the courtroom. The judge
must be impartial. He must be impersonal.
He must administer the law as he finds it. All
this is said to the jury. The jury has been
criticized by the allegation that it does not
apply the law but is swayed by the emotional
appeal of the particular case. The very fact
that it is so swayed is one of its crowning
features. When the jury-twelve of your

peers-retires to the jury room it becomes
king. It becomes king but a very responsible
king. The door to that jury room must
remain forever inviolate. What goes on in
there is their business and theirs alone. But
they are twelve men. They are strangers to
each other. They must answer to each other
and to their own consciences. They must
also live in the community where they made
that decision. They are necessarily limited
in their actions by all these things.

Dean Wigmore2 has told us of a young
woman who was earning her own living but
who succumbed to the influence of an at
tractive but unworthy young man and mar
ried him. He turned out to be a sot. He lived
off her income until she got a divorce two
years later. Somehow he had managed to
purchase a $2,000 insurance policy payable
to his estate. He died with this insurance
policy his only asset and a distant uncle his
nearest relative. Friends of the young
woman persuaded her to file a claim against
the estate for the money she had advanced
to this good-for-nothing. At the trial a writ
ten promissory note for exactly $2,000 pay
able to the wife and signed by the husband
was introduced. A handwriting expert tes
tified that the writing was a forgery. Later
the expert asked the foreman of the jury
if they honestly doubted the expert's testi
mony. The foreman answered, "Of course
we believed it, but we were not going to
let that poor woman lose all the money that
she had given to that worthless husband of
hers!" Some will cite this as a reason for
abolishing the jury. I cite it as a reason for
its indispensability.

The jury also serves as a school in de
mocracy. The right to the tribunals ofjustice
is the right through which all other rights can
be protected or through which they can all
be destroyed. The humblest juror becomes
a part of that tribunal. He sees it in opera
tion. He operates it. He is elevated to a
position of importance. The events of the
courtroom-the events of his judicial sys
tem are brought home to him. This is im
possible if the case is tried to a judge, a
referee, an expert, or what-not.

Another essential reason for having the
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jury is that its job is not the job of an expert
and not the job of an individual. It is a job
which requires group judgment. In the field
of physical sciences (regardless of what
Einstein said), it is possible to deal in
absolute realities. On the human level this
is impossible in the conduct of human life.
There we must deal in averages, generali
ties, reasonableness, and other equally
vague quantities. That average, that gener
ality, that reasonable denominator, can best
be arrived at through a group judgment. No
human being can, or even has a right, to
judge with any degree of absoluteness the
right or the wrong of any individual. In fact
that is the foundation of sin itself. What was
the original sin but man's attempt to be
God-man's partaking of the tree of knowl
edge of right and wrong.

The best that any system ofearthlyjustice
can hope for is to enforce some minimum
standard. That minimum standard must be a
standard accepted by the group. That makes
the group decision necessary. The indict
ment-the accusation-might picture the
accused raven black. But he is entitled to
hear the verdict ofhis own comrades. When
that verdict is "Not Guilty" he becomes
white as the driven snow. Why? Not be-

cause a judge said so. Not because a panel
ofjudges said so. Not because some expert
in the science of the mind said so. But
because twelve men of his peers said so.

There has been no time in the history of
the world when anyone has admittedly at
tacked human freedom. Thatjust isn't done.
It isn't being done now. Other schemes are
used. They often have their origin in noble
motives. The effort to take the courts of
justice-the deciding of particular cases
out of the hands of the popular will is in
effect an attack upon that freedom. If you
would preserve freedom, preserve the insti
tution which administers freedom. If it is
the people's liberty with which you are
concerned, keep that liberty in the hands of
the people.

Remember one thing more. No citizen
worthy of being a citizen will ever decline
jury service. D

1. Almost 40 years after Professor Sparks wrote, the
ignorance-of-the-masses argument against trial by jury is still
alive and well: "Commercial cases require a sophistication and
expertise that lay jurors generally don't have." James D. Zirin,
"Courting Disaster," Barron's, March 13, 1995, p. 45. [Edi
tor's note]

2. John Henry Wigmore (1863-1943), professor and dean
at the Northwestern University School of Law, Chicago, and
an authority on the law of evidence.
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Greed and Gravity
by Dwight R. Lee

P
~ople ha.ve a tough time discussing self
Interest In a morally neutral way. While

morally charged arguments about self
interest can be philosophically intriguing,
they are usually beside the point. Self
interest, or greed as it is often called, is like
gravity: a pervasive force remarkably unaf
fected by philosophical discussions of right
and wrong. When confronted with such a
force one should recall the Alcoholics Anon
ymous prayer, "Lord, give me the courage
to change the things that can and ought to be
changed, the serenity to accept the things
that cannot be changed, and the wisdom to
know the difference." Discussions of self
interest typically reflect little serenity and
even less wisdom.

Although self-interest does have its de
fenders, its detractors are far more numer
ous and influential. Self-interest is com
monly seen as a negative characteristic that
people should try to overcome. In this view,
self-interest and greed are synonymous,
and the world would be a better place if
people discarded them as they would bad
habits. Some people distinguish between
greed (bad) and "enlightened self-interest"
(good). But the person who applies the
adjective "enlightened" often does so to
champion action that he approves and which
commonly does more to promote his well
being than that of those urged to take the
recommended action.

The defenders of self-interest base their
arguments on deeper philosophical insight

Dr. Lee, Ramsey Professor ofEconomics at the
University of Georgia, is this month's guest
editor.

into human nature, and have made a strong
case for narrowly focused self-interest
what most people would refer to as greed.
Those who defend narrow self-interest rec
ognize that people are capable of malevo
lence as well as benevolence when concern
ing themselves with the interests of others.
And given the history of man's inhumanity
to man, malevolence is probably a stronger
impulse than benevolence.

In Defense of Commerce
Indeed, the major advantage some eigh

teenth-century writers saw in the emerging
market-based economy was that it moti
vated people to substitute commercial ava
rice (or greed) for more disruptive passions,
such as the lust for power and conquest.
This view was succinctly captured by Sam
uel Johnson when he observed, "There are
few ways in which a man can be more
innocently employed than in getting mon
ey."t In his famous 1748 treatise, Spirit of
the Laws, the French political philosopher
Montesquieu stated: "It is almost a general
rule that wherever manners are gentle there
is commerce; and wherever there is com
merce, manners are gentle. ,,2 The Scottish
historian William Robertson wrote in 1769,
"Commerce tends to wear off those preju
dices which maintain distinctions and ani
mosity between nations. It softens and pol
ishes the manners of men. ,,3 More recently,
even John Maynard Keynes saw virtue in
narrowly focused self-interest:

Dangerous human proclivities can be cana
lized into comparatively harmless channels
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by t~e eXistenc~ of opportunity for money
makIng and pnvate wealth, which if they
cannot be satisfied in this way, may find their
outlet in cruelty, the reckless pursuit of per
sonal power and authority, and other forms of
self-aggrandizement. It is better that a man
should tyrannize over his bank balance than
over his fellow-citizens....4

But the defenders of self-interest and
their arguments, are not widely k~own.
Most people see the defenders of self
interest as villainous characters. Certainly
popular entertainment promotes the view
that self-interest, particularly commercial
self-interest, is a corrupting influence in
society. According to one study, during the
1980s almost 90 percent of all business
characters on television were portrayed as
corrupted by greed.5

Politicians do the most to foster and
exploit the negative view of self-interest.
They constantly rant against the greed of
those who put their private interest above
t~~ public interest. Invariably when a poli
tiCIan engages in such a diatribe, he is
~ationalizing the failure ofsome public pol
ICY that he favors. Few things would do
more to discredit silly political statements
and derail pernicious public policies than to
recognize that self-interest is not good or
bad, it just is.

Imagine an aeronautical engineer who
kept designing airplanes that either never
got off the ground or crashed almost imme
diately if they did. Consider our response to
such an engineer if she claimed that there
~as nothing at all wrong with her engineer
~n~, and that her planes would fly just fine
If It weren't for gravity. She would imme
diately be dismissed as a raving lunatic. But
is her argument really any sillier than those
we hear from politicians and statist policy
wonks every day?

Recall the recent health-care debate.
Government policy has led to health-care
arrangements where most medical services
are paid for by third parties, with neither
patients nor physicians having much moti
vation to take costs into consideration. The
predictable result has been escalating prices
for health-care services and, of necessity,

617

increasing health-insurance premiums. But
the constant refrain from the health-care
~ngineers in Washington is that the problem
IS greed, not the collectivization of health
care decisions. Indeed the recommendation
has been for more collectivization. The
recommended health-care system would
work just fine, with the finest care at the
lowest prices for all, if only physicians, drug
companies, and insurance companies
weren't so greedy.
.As government has grown larger, control

hng an increasing share of the national
income, organized interests have predict
ably devoted more effort to influencing gov
ernment policy. The noble objectives that it
is easy to imagine being achieved by an
expansive government invariably fall victim
to perversities ofinterest-group politics. Yet
good-government types are convinced that
bigger government could be the source of
?igger benefits if only the greedy special
Interests would quit putting their narrow
concerns ahead of the general welfare.
Greed is the problem, not the design of
government programs and policies. So all
that is needed is the right campaign reform
and lobbying restrictions to banish the cor
rupting influence of greed from politics.

Other examples could be given of social
engineers blaming greed and self-interest
when their policies fail to achieve liftoff, but
the point is clear. The public would be well
served if politicians and policy makers be
gan recognizing that self-interest is not good
or bad, but an unalterable fact of life. Until
they do, they will continue to design cum
bersome and costly public policies that do
far more harm than good, and then blame
their failures on greed. D

1. James Boswell, The Life ofSamuel Johnson (Middlesex
England: Penguin Books, 1979), p. 177. '

2. Quo~ed on p. 1464 of Albert O. Hirschman, "Rival
InterpretatIons of Market Society: Civilizing Destructive
or Feeble," Journal ofEconomic Literature, D~cember 1982'
pp. 1463-1484. '

3. Quoted in Albert O. Hirschman, The Passions and the
Interests: Political Arguments for Capitalism Before Its Tri
umph (Princeton University Press, 1977), p. 61.

4. The Gene~al Theory ofEmployment, Interest and Money
(London: MacmIllan, 1936), p. 374. Also quoted in Hirschman
(1977), op. cit., p. 134.

5. See page 146 of Robert Lichter, Linda Lichter, and
Stanley Rothman, Watching America (New York: Prentice
Hall, 1990).
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The Foundations of Political
Disarray: Lessons from
Professor Hayek

by Richard B. McKenzie

T he late Friedrich Hayek, who spent his
career explaining why centrally di

rected economies are bound to fail, started
one of his philosophical essays with a pro
found Socratic maxim, "[T]he recognition
of our ignorance is the beginning of wis
dom."} The wisdom in those words was a
cornerstone of Professor Hayek's classic
work, The Road to Serfdom, which, perhaps
more than any other volume, explains the
collapse of Communism.2 In 1994, we cele
brated the fiftieth anniversary of that book's
publication.

As Professor Hayek elaborated, civiliza
tion as we know it is founded on the use of
much more knowledge than anyone indi
vidual is aware of, or even can be aware of.
Most of what is done in civilized society
requires the employment offar more knowl
edge than any single person CQuld possibly
absorb. The trick (and marvelY\of civilized
order has been the coordination ofthe use of
total societal knowledge without anyone
person knowing all there is to know, which
means without centralized direction.

Centralized direction of the economy in-

Dr. McKenzie is Professor ofManagement in the
Graduate School ofManagement at the Univer
sity of California, Irvine, and an adjunct fellow
at the Center for the Study ofAmerican Business
in St. Louis.

variably means reliance on the limited
knowledge of those who give the directions.
"If we are to understand how society
works," the good professor added, "we
must attempt to define the general nature
and range of our ignorance concerning it.
Though we cannot see in the dark, we must
be able to trace the limits of the dark area"
(of what we don't and cannot know).3 The
limits are defined by our considerable but
restricted intelligence.

The content ofthe" dark area" is what the
multitude of other people will do with their
knowledge and how we and they will react
to one another in a succession of evolving
rounds of adjustments to our plans, .given
what we learn as we proceed into the future.
If we could somehow know how all of the
adjustments would play out, it is unlikely
that the future would be nearly as complex
or prosperous as it would otherwise be,
simply because the future would then be
what we, with our limited knowledge, could
absorb and deduce, which, in the cosmic
scope of things, isn't very much.

Politics and the
"Usual Approach"

Instead of acknowledging the vastness of
the "dark area," which can only be known
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F. A. Hayek, circa 1945

as people freely interact, too many modern
political leaders-the president and past
presidents included-start with a radically
different premise. They presume that, with
enough hard work and a sufficient number
of very bright colleagues, they can impose
their acquired wisdom on the rest of the
country to marvelous effect. They do not
understand that it is their own "constitu
tional ignorance" (to use another of
Hayek's epigrams) that forms the founda
tion of political disarray.

We have been cursed with the types of
leaders Hayek had in mind when he wrote in
the 1950s about the misleading conse
quences of the "usual approach," which
stresses how much people do in fact know,
not the far greater amount ofwhat they don't
know. The "usual approach" often leads,
mistakenly, to the conclusion that the fun
damental institutions of society were de
liberately created and can, therefore, be
deliberately changed productively by ad
ministrative pronouncements. The problem
is that most institutions became what they
are-more complex and sophisticated-as
people were able to tap into the knowledge
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held by more and more other people and
reacted to one another in a multitude of
unpredictable ways.

Activist politicians who reveal their po
litical predispositions acknowledge that
government has worked poorly in the past
for the relief of social ills. Their solution:
extend the reach of government in virtually
all directions, into the management of in
dustrial (technology) policy, the control
and direction of cyberspace and the elec
tronic superhighway, and the administration
of international trade at the industry level.
At the same time, they intend to give de
tailed direction on the "educational" con
tent of children's television programs, as
well as reform of the dreary performance
of the nation's school system, from the
bureaucracies of Washington.

These programs are only a sample of the
thousand and one things politicians and
bureaucrats want to accomplish by taxing
the nonpoor and imposing extensive regu
lations on employers. They don't seem to
realize that their proposed guidance will not
be imposed on a system that is already
without direction. Their directives will sim
ply replace-because of the taxes and man
dates involved-the innumerable directives
given by others.

More pointedly, recent leaders and their
henchmen have rightfully and astutely sur
mised that the new world economic order is
a highly sophisticated, complex, messy
place that will not be safe for those workers
who refuse to continually reinvent their
human skills. They have, however, taken it
upon themselves to be responsible (in words
at least) for the skills of all quarter billion
Americans. The current president has re
peatedly claimed that what will distinguish
his administration from its predecessors is
that he will go to bed each night worrying
about solutions for the employment prob
lems of all Americans. Now, understand
ably, he wants to take credit for every job
created in the country (all five million of
them) since he took office. On his June 1994
trip to Europe, he extended his policy
sights, proposing to set aside tens ofmillions
of taxpayer dollars to make American tax-
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payers the engine for job creation in Eastern
Europe, most notably Poland.

Such policy claims and proposals should
be recognized for what they are, pure po
litical balderdash, given that our sophisti
cated, complex, and messy world imposes
strict limits on what any administration can
do to good effect. As Professor Hayek
notes, "The more men know, the smaller
the share ofall that knowledge becomes that
anyone mind can absorb. The more civi
lized we become, the more relatively igno
rant must each individual be of the facts on
which the workings of civilization depends.
The very division of knowledge increases
the necessary ignorance of the individual of
most of this knowledge.' ,4

A number of years ago, the late Leonard
Read, founder and president of the Foun
dation for Economic Education, wrote "I,
Pencil," an article in which he observed
that, ironically, no one on earth knows how
to make a product as simple as a pencil. 5 No
one knows enough----and cannot know
enough----to make all the components of a
pencil (or make all the components that go
into the equipment required to produce a
pencil). Yet, pencils are made by the tens of
millions, if not billions, annually.

Just think if Mr. Read were to rewrite his
article today using an ordinary computer as
his example. His central point would have
double the force, especially now that com
puter components are made in various
places around the globe. Computers, as well
as a host of other products, are made no
where; then again, they are made every
where.

Nevertheless, the politics of good inten
tions persists, aiming to end welfare as it has
been known, to orchestrate a foreign policy
that will cover the globe, to win the endless
war against drugs, to save the environment,
and to revitalize the nation's metropolitan
police forces. And, last but hardly least, to
mount a hostile takeover of the nation's
health-care system, another one-seventh of
the national economy.

"The More Men Know "

Simply stated, it is humanly impossible
for any mortal----even the brightest leader
with the best of intentions and clearest of
visions----to know how to accomplish what
he has set as his agenda. There are not
enough hours in the day for one individual
to learn even the rudiments ofwhat he needs
to know to press for a more centralized
course for the national economy without
serious, possibly debilitating, errors in pol
icies.

[T]he knowledge which any individual
mind consciously manipulates is only a
small part of the knowledge which at
anyone time contributes to the success
of his actions. When we reflect on how
much knowledge possessed by other peo
ple is an essential condition for the suc
cessful pursuit of our individual aims,
the magnitude of our ignorance of the
circumstances on which the results of our
action depend appears simply staggering.
Knowledge exists only as the knowledge
of individuals. It is not much more than a
metaphor to speak of knowledge of soci
ety as a whole. The sum ofknowledge of
all the individuals exists nowhere as an
integrated whole. The great problem is
how we can profit from this knowledge,
which exists only dispersed as the sepa
rate, partial, and sometimes conflicting
beliefs of all men [emphasis added]. 6

Those fundamental points are applicable
to all mortals, independent of the shapes of
their offices. So it is that we see the exec
utive branch thrashing about in virtual ad
ministrative chaos, flitting from one policy
agenda to the next, setting and then revers
ing one foreign policy strategy (and miscue)
after another, and always covering its efforts
in the rhetoric of what Hayek eloquently
tagged as the "pretense of knowledge"
about what Americans need and want.

Individual Differences
We have been led to believe that any new

expansive government agenda should be
imposed on the American people with pre
cious little conflict, supposedly because
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people will all seek their common purpose.
However, as much as leaders would like to
simplify their planning and management
problem, and assume that people want and
need the same thing (supposedly, what is
decided by the political process in Wash
ington), people are different! They have
different tastes and needs and are willing to
make different tradeoffs, facts that are be
yond the purview of the people in power.
When so much is at stake-when govern
ment becomes deeply involved in the divi
sion of the income (or health-care) pie-we
should not be at all surprised that Washing
ton begins to look and feel like, to use
economist Dwight Lee's turn of words,
"malice in plunderland."7

When the president sounds off about
needed reforms in the nation's health-care
industry (or any other industry), I always
wonder just how much he really knows
even can know-about what my daughter,
who lives in Six Mile, really wants in the
way ofhealth care. I suspect that he does not
know where Six Mile is, much less the
details of the circumstances under which
she lives. He certainly knows little to noth
ing about the trade-offs she is willing to
make.

Policymakers need to appreciate the fact
that their charted policy course jeopardizes
the country's future economic prosperity
precisely because they seek, with unrelent
ing pressure, to restrict our future to what
they can imagine it will be. They need to
acknowledge that successful social and eco
nomic systems are not just created or re
created or reinvented at the shake of a
presidential finger. If social and economic
systems were invented by political leaders,
the systems might not be messy, but they
would certainly be limited in sophistication
and complexity to that which the leaders and
their few advisers-who know little or noth
ing about making pencils, or computers,

much less productive and efficient health
care systems-could construct. And their
productivity would be somewhere between
dismal and nothing.

Contrary to widely held belief, the case
for giving power to private individuals
through markets (as distinct from giving
political power to their leaders) is not
founded on a disdain for "government" per
see Governments can do some very impor
tant things right-if they restrict themselves
in the range of what they are allowed to do.
Rather, the case against government em
powerment is grounded in the observed
limitations of the human mind to know, that
is, in our necessary individual ignorance.
The wealth of nations is dependent upon
our drawing on the limited intelligence of
the multitudes in the hinterlands, not just
the intelligence of the few leaders and their
supporting staffs in the country's political
center. Markets are communication sys
tems with prices being prime signals for
sending messages. The people doing the
communicating-each of whom knows
some things, but, at the same time, is
consumed in a sea of ignorance-are, how
ever, able to coordinate their activities to
mutually beneficial and ever more complex
effect.

Recognition of that fact would be, as it
has always been, the cornerstone ofwisdom
for our political leaders, the kind that the
venerable Professor Hayek would
recommend. D

1. F. A. Hayek, The Constitution of Liberty (Chicago:
University of Chicago Press, 1960), p. 22.

2. Friedrich A. Hayek, The Road to Serfdom (Chicago:
University of Chicago Press, 1944).

3. The Constitution of Liberty, p. 23.
4. Ibid., p. 26.
5. Leonard E. Read, "I, Pencil," reprinted in Imprimus

(Hillsdale, Mich.: Hillsdale College, June 1992).
6. Hayek, The Constitution ofLiberty, p. 24.
7. See Dwight R. Lee, The Political Economy of Social

Conflict, or Malice in Plunder/and (Los Angeles: International
Institute for Economic Research, February 1982).



Ideas and Consequences

The Power to Tax

Two-thirds of Americans think the cur
rent federal income tax system is "un

fair." A majority-51 percent-favor a
"complete overhaul" ofthe system. Former
IRS Commissioner Shirley Peterson has
said, "we should repeal the Internal Reve
nue Code and start over."

It's not as though Americans weren't
given fair warning. Guess who made these
remarkably radical statements about the
very idea of a federal income tax more than
one hundred years ago:

1. "[It] is an abhorrent and calamitous
monstrosity. . . . It punishes everyone who
rises above the rank of mediocrity. The
fewer additional yokes put around the necks
of the people, the better."

2. "[It is] a vicious, inequitable, unpop
ular, impolitic, and socialistic act. ... the
most unreasoning and un-American move
ment in the politics of the last quarter
century. "

3. "[It] can only be collected by prying
into the private affairs of the people by
arbitrary methods hateful to the citizens of
the republic."

Those were the words of the Washington
Post, the New York Times, and the Chicago
Tribune respectively, commenting in 1894
on the first income tax to be passed by

Lawrence W. Reed, economist and author, is
President of The Mackinac Center for Public
Policy, a free market research and educational
organization headquartered in Midland, Michi
gan.

by Lawrence W. Reed

Congress. This vitriolic criticism was aimed
at a proposal that was to levy a mere 2
percent tax on income in excess of $4,000
which would be at least $65,000 in today's
dollars. Because of that large $4,000 exemp
tion, 98 percent of Americans were com
pletely exempt from income taxation. One
year later the Supreme Court ruled this tax
to be unconstitutional, and so ended Amer
ica's first peacetime experiment with an
income tax. It would take a constitutional
amendment-the 16th-to give Congress
the legal power to shackle us with an income
tax.

In 1909, when the 16th Amendment was
being debated, the New York Times criti
cized it, saying, "When men get in the habit
of helping themselves to the property of
others, they cannot be easily cured of it."
History has proven that prediction to be
correct, though I doubt that it bothers the
New York Times as much today as it did in
1909.

After the 16th Amendment was ratified,
an income tax was imposed starting in 1913
with rates ranging from 1 percent to 7
percent, and the top rate applying only to
incomes in excess of $500,000. By 1916 that
top rate had risen to 15 percent, on income
in excess of $2,000,000. The top rate ex
ceeded 90 percent at its peak in the early
1950s.

The first 1040 form-instructions and
all-took up only four pages. Today, there
are some 4,000 pages of tax forms and
instructions. American workers and busi-
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nesses are forced to spend more than 5.4
billion man-hours every year figuring out
their taxes. Since those hours could be put
to a more productive use, and almost surely
would be in the absence of today's incom
prehensible tax code, the result is a large
dead-weight output loss of some $200 billion
each year.

Changes in the law keep all of us in a
constant state of confusion. Since the 1986
so-called "simplification" of the tax code,
some 4,000 amendments have been worked
back into it. Changes have become so com
monplace that on several occasions, Con
gress has rewritten the law-in the words
of a past IRS commissioner-"before the
IRS even had time to reprogram its com
puters from the previous tax reform."

Interestingly, 60 percent of the members
of the House Ways and Means and Senate
Finance Committees do not prepare their
own returns. When Lloyd Bentsen was
writing our tax laws as chairman of the
Senate Finance Committee a few years ago,
he admitted that he personally used a pro
fessional tax preparer because "my return
is a complicated one."

The IRS now has more enforcement per
sonnel than the EPA, BATF, OSHA, FDA,
and DEA combined. With its 115,000-man
workforce, it has the power to search the
property and financial documents of Amer
ican citizens without a search warrant and to
seize property from American citizens with
out a trial. It routinely does both.

Economist James L. Payne has written
a most revealing analysis of the IRS, a 1993
book entitled Costly Returns. He gives us
this stunning revelation: the total cost to
collect our federal taxes, including the ef-
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fects on the economy as a whole, adds up to
an amazing 65 percent of all the tax dollars
received annually. The U. S. tax system,
says Payne, has produced hundreds of thou
sands ofvictims of erroneous IRS penalties,
liens, levies, and tax advice. In answering
taxpayer questions, for example, the IRS
telephone information service has in previ
ous years given about one-third of all call
ers-as many as 8.5 million Americans-the
wrong answers to their questions.

A 1987 General Accounting Office study
found that 47 percent ofa random sample of
IRS correspondence-including demands
for payments-contained errors. Incredi
bly, a GAO audit of the IRS in 1993 found
widespread evidence of financial malfea
sance and gross negligence at the agency.
The IRS could not account for 64 percent of
its congressional appropriation!

With all this history of taxes and abuse of
the taxing power behind us, proposals for
much-needed, radical change are in the air.
The flat rate income tax is one. A national
sales tax is another. Americans will soon be
debating both. Advocates of liberty ought to
work to make sure that the case for much
smaller government figures into that debate.

The forthcoming national debate about
how the federal government taxes American
citizens will provide a fruitful educational
opportunity which proponents of liberty
should employ to the fullest. We should use
it to remind our fellow citizens of the evils
of taxation and the tyranny of the bureau
cracies that administer them. America's
experience with the federal income tax con
firms the prophetic wisdom ofJohn Marshall
almost two centuries ago: "The power to tax
involves the power to destroy." D
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Fractional
Reserve
Banking
by Murray N. Rothbard

W e have already described one part of
the contemporary flight from sound,

free market money to statized and inflated
money: the abolition of the gold standard by
Franklin Roosevelt in 1933, and the substi
tution of fiat paper tickets by the Federal
Reserve as our "monetary standard." An
other crucial part of this process was the
federal cartelization of the nation's banks
through the creation of the Federal Reserve
System in 1913.

Banking is a particularly arcane part ofthe
economic system; one of the problems is
that the word "bank" covers many different
activities, with very different implications.
During the Renaissance era, the Medicis in
Italy and the Fuggers in Germany, were
"bankers"; their banking, however, was
not only private but also began at least as a
legitimate, non-inflationary, and highly pro
ductive activity. Essentially, these were
:'merchant-bankers," who started as prom
inent merchants. In the course oftheir trade
the merchants began to extend credit to thei;
customers, and in the case of these great
banking families, the credit or "banking"

Murray N. Rothbard (1926-1995) was the S.l.
Hall Distinguished Professor of Economics at
the University ofNevada, Las Vegas, and Aca
demic Vice President of the Ludwig von Mises
Institute. This is the second in Professor Roth
bard's series of articles on money. Part 3 will
appear in the November issue ofThe Freeman.

part of their operations eventually over
shadowed their mercantile activities. These
firms lent money out of their own profits and
savings, and earned interest from the loans.
Hence, they were channels for the produc
tive investment of their own savings.

To the extent that banks lend their own
savings, or mobilize the savings of others,
t?eir activities are productive and unexcep
tionable. Even in our current commercial
banking system, if I buy a $10,000 CD
(" certificate of deposit' ') redeemable in six
months, earning a certain fixed interest
~eturn, I am taking my savings and lending
it to a bank, which in turn lends it out at a
higher interest rate, the differential being the
bank's earnings for the function of channel
ing savings into the hands of credit-worthy
or productive borrowers. There is no prob
lem with this process.

The same is even true of the great "in
vestment banking" houses, which devel
oped as industrial capitalism flowered in the
nineteenth century. Investment bankers
would take their own capital, or capital
invested or loaned by others, to underwrite
corp~r~tions gathering capital by selling
secunties to stockholders and creditors.
The problem with the investment bankers is
that one of their major fields of investment
was the underwriting of government bonds
,,:h~ch plunged them hip-deep into politics:
giVing them a powerful incentive for pres
suring and manipulating governments, so
that taxes would be levied to payoff their
and their clients' government bonds.
Hence, the powerful and baleful political
influence of investment bankers in the nine
teenth and twentieth centuries: in particu
lar, the Rothschilds in Western Europe, and
Jay Cooke and the House of Morgan in the
United States.

By the late nineteenth century, the Mor
gans took the lead in trying to pressure the
U.S. government to cartelize industries they
were interested in-first railroads and then
manufacturing: to protect these industries
from the winds of free competition, and to
use the power ofgovernment to enable these
industries to restrict production and raise
prices.
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In particular, the investment bankers
acted as a ginger group to work for the
cartelization of commercial banks. To some
extent, commercial bankers lend out their
own capital and money acquired by CDs.
But most commercial banking is "deposit
banking" based on a gigantic scam: the idea,
which most depositors believe, that their
money is down at the bank, ready to be
redeemed in cash at any time. If Jim has a
checking account of $1,000 at a local bank,
Jim knows that this is a "demand deposit,"
that is, that the bank pledges to pay him
$1,000 in cash, on demand, anytime he
wishes to "get his money out." Naturally,
the Jims of this world are convinced that
their money is safely there, in the bank, for
them to take out at any time. Hence, they
think of their checking account as equiva
lent to a warehouse receipt. If they put a
chair in a warehouse before going on a trip,
they expect to get the chair back whenever
they present the receipt. Unfortunately,
while banks depend on the warehouse anal
ogy, the depositors are systematically de
luded. Their money ain't there.

An honest warehouse makes sure that the
goods entrusted to its care are there, in its
storeroom or vault. But banks operate very
differently, at least since the days of such
deposit banks as the Banks of Amsterdam
and Hamburg in the seventeenth century,
which indeed acted as warehouses and
backed all oftheir receipts fully by the assets
deposited, e.g., gold and silver. This honest
deposit or "giro" banking is called "100
percent reserve" banking. Ever since,
banks have habitually created warehouse
receipts (originally bank notes and now
deposits) out of thin air. Essentially, they
are counterfeiters of fake warehouse
receipts to cash or standard money, which
circulate as if they were genuine, fully
backed notes or checking accounts. Banks
make money by literally creating money out
of thin air, nowadays exclusively deposits
rather than bank notes. This sort of swin
dling or counterfeiting is dignified by the
term "fractional-reserve banking," which
means that bank deposits are backed by only
a small fraction of the cash they promise to
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have at hand and redeem. (Right now, in the
United States, this minimum fraction is
fixed by the Federal Reserve System at 10
percent.)

Fractional Reserve Banking
Let's see how the fractional reserve pro

cess works, in the absence ofa central bank.
I set up a Rothbard Bank, and invest $1,000
of cash (whether gold or government paper
does not matter here). Then I "lend out"
$10,000 to someone, either for consumer
spending or to invest in his business. How
can I "lend out" far more than I have? Ahh,
that's the magic of the ' 'fraction" in the
fractional reserve. I simply open up a check
ing account of $10,000 which I am happy to
lend to Mr. Jones. Why does Jones borrow
from me? Well, for one thing, I can charge
a lower rate of interest than savers would. I
don't have to save up the money myself, but
simply can counterfeit it out of thin air. (In
the nineteenth century, I would have been
able to issue bank notes, but the Federal
Reserve now monopolizes note issues.)
Since demand deposits at the Rothbard
Bank function as equivalent to cash, the
nation's money supply has just, by magic,
increased by $10,000. The inflationary,
counterfeiting process is under way.

The nineteenth-century English econo
mist Thomas Tooke correctly stated that
"free trade in banking is tantamount to free
trade in swindling. " But under freedom, and
without government support, there are
some severe hitches in this counterfeiting
process, or in what has been termed "free
banking. " First: why should anyone trust
me? Why should anyone accept the check
ing deposits of the Rothbard Bank? But
second, even if I were trusted, and I were
able to con my way into the trust of the
gullible, there is another severe problem,
caused by the fact that the banking system
is competitive, with free entry into the field.
After all, the Rothbard Bank is limited in its
clientele. After Jones borrows checking de
posits from me, he is going to spend it. Why
else pay money for a loan? Sooner or later,
the money he spends, whether for a vaca-
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tion, or for expanding his business, will be
spent on the goods or services of clients of
some other bank, say the Rockwell Bank.
The Rockwell Bank is not particularly in
terested in holding checking accounts on my
bank; it wants reserves so that it can pyra
mid its own counterfeiting on top of cash
reserves. And so if, to make the case simple,
the Rockwell Bank gets a $10,000 check on
the Rothbard Bank, it is going to demand
cash so that it can do some inflationary
counterfeit-pyramiding of its own. But, I, of
course, can't pay the $10,000, so I'm fin
ished. Bankrupt. Found out. By rights, I
should be injail as an embezzler, but at least
my phoney checking deposits and I are out
of the game, and out of the money supply.

Hence, under free competition, and with
out government support and enforcement,
there will only be limited scope for fraction
al-reserve counterfeiting. Banks could form
cartels to prop each other up, but generally
cartels on the market don't work well with
out government enforcement, without the
government cracking down on competitors
who insist on busting the cartel, in this case,
forcing competing banks to pay up.

Central Banking
Hence the drive by the bankers them

selves to get the government to cartelize
their industry by means of a central bank.
Central Banking began with the Bank of
England in the 1690s, spread to the rest of
the Western world in the eighteenth and
nineteenth centuries, and finally was im
posed upon the United States by banking
cartelists via the Federal Reserve System of
1913. Particularly enthusiastic about the
Central Bank were the investment bankers,
such as the Morgans, who pioneered the
cartel idea, and who by this time had ex
panded into commercial banking.

In modern central banking, the Central
Bank is granted the monopoly of the issue of
bank notes (originally written or printed
warehouse receipts as opposed to the intan
gible receipts of bank deposits), which are
now identical to the government's paper
money and therefore the monetary "stan-

dard" in the country. People want to use
physical cash as well as bank deposits. If,
therefore, I wish to redeem $1,000 in cash
from my checking bank, the bank has to go
to the Federal Reserve, and draw down its
own checking account with the Fed, "buy
ing" $1,000 of Federal Reserve Notes (the
cash in the United States today) from the
Fed. The Fed, in other words, acts as a
bankers' bank. Banks keep checking depos
its at the Fed and these deposits constitute
their reserves, on which they can and do
pyramid ten times the amount in checkbook
money.

Here's how the counterfeiting process
works in today's world. Let's say that the
Federal Reserve, as usual, decides that it
wants to expand (Le., inflate) the money
supply. The Federal Reserve decides to go
into the market (called the "open market' ')
and purchase an asset. It doesn't really
matter what asset it buys; the important
point is that it writes out a check. The Fed
could, if it wanted to, buy any asset it
wished, including corporate stocks, build
ings, or foreign currency. In practice, it
almost always buys U.S. government secu
rities.

Let's assume that the Fed buys
$10,000,000 of U.S. Treasury bills from
some "approved" government bond dealer
(a small group), say Shearson, Lehman on
Wall Street. The Fed writes out a check for
$10,000,000, which it gives to Shearson,
Lehman in exchange for $10,000,000 in U.S.
securities. Where does the Fed get the
$10,000,000 to pay Shearson, Lehman? It
creates the money out ofthin air. Shearson,
Lehman can do only one thing with the
check: deposit it in its checking account at
a commercial bank, say Chase Manhattan.
The "money supply" of the country has
already increased by $10,000,000; no one
else's checking account has decreased at all.
There has been a net increase of $10,000,000.

But this is only the beginning of the
inflationary, counterfeiting process. For
Chase Manhattan is delighted to get a check
on the Fed, and rushes down to deposit it in
its own checking account at the Fed, which
now increases by $10,000,000. But this



checking account constitutes the "re
serves" of the banks, which have now
increased across the nation by $10,000,000.
But this means that Chase Manhattan can
create deposits based on these reserves, and
that, as checks and reserves seep out to
other banks (much as the Rothbard Bank
deposits did), each one can add its inflation
ary mite, until the banking system as a whole
has increased its demand deposits by
$100,000,000, ten times the original pur
chase of assets by the Fed. The banking
system is allowed to keep reserves amount
ing to 10 percent of its deposits, which
means that the "money multiplier" -the
amount ofdeposits the banks can expand on
top of reserves-is 10. A purchase of assets
of$10 million by the Fed has generated very
quickly a tenfold, $100,000,000 increase in
the money supply of the banking system as
a whole.

Interestingly, all economists agree on the
mechanics of this process even though they
of course disagree sharply on the moral or
economic evaluation of that process. But
unfortunately, the general public, not in
ducted into the mysteries of banking, still
persists in thinking that their money remains
"in the bank."

Thus, the Federal Reserve and other cen
tral banking systems act as giant govern
ment creators and enforcers of a banking
cartel; the Fed bails out banks in trouble,
and it centralizes and coordinates the bank
ing system so that all the banks, whether the
Chase Manhattan, or the Rothbard or Rock
well banks, can inflate together. Under free
banking, one bank expanding beyond its
fellows was in danger of imminent bank
ruptcy. Now, under the Fed, all banks can
expand together and proportionately.

"Deposit Insurance"

But even with the backing of the Fed,
fractional reserve banking proved shaky,
and so the New Deal, in 1933, added the lie
of "bank deposit insurance," using the
benign word "insurance" to mask an arrant
hoax. When the savings and loan system
went down the tubes in the late 1980s, the
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"deposit insurance" of the federal FSLIC
[Federal Savings and Loan Insurance Cor
poration] was unmasked as sheer fraud. The
"insurance" was simply the smoke-and
mirrors term for the unbacked name of the
federal government. The poor taxpayers
finally bailed out the S&Ls, but now we are
left with the formerly sainted FDIC [Federal
Deposit Insurance Corporation], for com
mercial banks, which is now increasingly
seen to be shaky, since the FDIC itself has
less than one percent of the huge number of
deposits it "insures."

The very idea of "deposit insurance" is a
swindle; how does one insure an institution
(fractional reserve banking) that is inher
ently insolvent, and which will fall apart
whenever the public finally understands the
swindle? Suppose that, tomorrow, the
American public suddenly became aware of
the banking swindle, and went to the banks
tomorrow morning, and, in unison, de
manded cash. What would happen? The
banks would be instantly insolvent, since
they could only muster 10 percent of the
cash they owe their befuddled customers.
Neither would the enormous tax increase
needed to bail everyone out be at all palat
able. No: the only thing the Fed could do,
and this would be in their power, would be
to print enough money to payoffall the bank
depositors. Unfortunately, in the present
state of the banking system, the result would
be an immediate plunge into the horrors of
hyperinflation.

Let us suppose that total insured bank
deposits are $1,600 billion. Technically, in
the case of a run on the banks, the Fed could
exercise emergency powers and print $1,600
billion in cash to give to the FDIC to payoff
the bank depositors. The problem is that,
emboldened at this massive bailout, the
depositors would promptly redeposit the
new $1,600 billion into the banks, increasing
the total bank reserves by $1,600 billion,
thus permitting an immediate expansion of
the money supply by the banks by tenfold,
increasing the total stock of bank money by
$16 trillion. Runaway inflation and total
destruction of the currency would quickly
follow. D
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Reforming Politics in the Age of
Leviathan: A Skeptical View

by Michael DeBow

T he reform of campaign finance and lob
bying is a perennial subject for Ameri

cans, particularly those of the "good gov
ernment" persuasion. The reformers'
conventional wisdom on these issues la
ments the fact that American politicians
solicit, and receive, large amounts of cam
paign contributions from individuals and
organizations with vital interests cit stake in
the political arena. In the conventional wis
dom, money is the root ofalmost all political
evil. Most importantly, bad public policies
are supported by Congressmen as a payback
to their contributors. This baleful result is
traced particularly to the activities of polit
ical action committees, or PACs.

The Conventional Wisdom
Misses the Real Problem

The reformers apparently think that,
without the "corrupting" influence of cam
paign contributions and other lobbying ef
forts, Congress would make "better" deci
sions. This position is, in turn, based on an
assumption that there is a correct answer to
any given public policy question, and that
this answer would be rather easily identified
and implemented by a Congress freed of

Michael DeBow is a professor of law at the
Cumberland Law School ofSamford University,
in Birmingham, Alabama.

the corrupting influences of money and,
thereby, acting "responsibly."

This is a delusion.
In virtually every instance, there is no

"correct" answer to a public policy ques
tion waiting to be discovered by well
meaning officeholders. Exceptions to this
rule may well exist in times ofwar and other
national emergencies, but in peacetime
there are no clear" answers" to most of the
questions that government is increasingly
called upon to answer.

To see that this is so, consider the related
issues of government spending and taxing.
While 90 percent or more of Americans
might ' 'agree" that the deficit should be
lowered-or at least not increased-they
will not agree on how such a state of affairs
is to be reached. Should the rate of increase
in Social Security benefits be reduced?
Should appropriations to Aid to Families
with Dependent Children, or National Pub
lic Radio, or farm price supports be cut
and if so, by how much? To state the
problem is to answer it; there is no "an
swer. " The political process will, of course,
generate some sort of answer, but there is
absolutely no reason to believe that any
answer adopted by Congress is "the" an
swer.

In seeking to change campaign finance
and lobbying methods, reformers are focus
ing on a symptom of the problem-spending
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to influence government decisionmaking
rather than on the real problem-the vast
size and scope of American government.

For roughly the last 60 years, the size and
scope of the national government have
steadily increased, along with tax rates and
the reach of government regulation into
many areas of our lives. As a result, the idea
that there are, or should be, any limits on
the powers of the government has largely
passed from the contemporary scene. This
is particularly true with respect to the fed
eral government and to the regulation of
economic activity. Not only do we not have
a national government of enumerated pow
ers as envisioned by the Founders, we have
a national government of such unlimited
scope that it would be very difficult to agree
on an enumeration ofpowers that it does not
have.

Do you doubt it? Reflect on the fact that
in the recent debate over health care, no
serious attention was paid to the question
whether the federal government has the
authority to regulate this area of our lives.
Instead, arguments focused on whether
such regulation would lead to beneficial
results.

In short, Americans have, consciously or
unconsciously, rejected the concept of lim
ited government. In its place, we now have
Leviathan. 1 The growth of Leviathan trig
gered a parallel growth in the efforts of
private interests to extract favorable treat
ment from the government. Given the size
of government and the virtually unlimited
scope of its powers, private interests
businesses, unions, ideological groups, re
tirees, and so on and on-face tremendous
incentives to become active in the political
sphere in order to pursue governmentally
conferred benefits and to oppose like efforts
put forth by others. From society's view
point, all this activity is a waste of re
sources.

Moreover, the problem ofprivate interest
capture of government power is only one
problem aggravated by the growth of gov
ernment power. The other major problem is
that massive government power is subject to
massive mistakes and miscalculations even
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in the absence of private-interest manipula
tion or, indeed, in the absence of any cor
ruption at all. 2 Platonic Guardians can make
mistakes, too, and given all that we ask them
to do today, we'd be better offwith a smaller
government than with our current govern
ment even if it were staffed with public
spirited experts.

In short, any attempt to reform politics
that does not include a serious effort at
downsizing government is doomed to impo
tence.

Campaign Finance Reform
Is Not Likely to Produce
Positive Results

If you accept my argument thus far, you
may still think campaign finance and lobby
ing reform could do no harm-even if it is
likely to have little or no positive effect,
given the size and scope of government.
Shouldn't we at least try to reform politics,
even if we recognize that the real source of
our problems is the virtually unlimited scope
of government power?

Maybe not. There are several good rea
sons to reject the view that increased regu
lation of campaign spending and fundrais
ing, and interest-group lobbying would
improve the political process.

First, attempting to limit the effectiveness
of political interest groups by regulating
campaign finance and lobbying would raise
severe First Amendment questions. 3

Bluntly put, the First Amendment was de
signed to protect the kinds of activities that
the good-government crowd seeks to cur
tail. Given the current state of First Amend
ment case law, any serious attempt to reg
ulate in these areas may very well be struck
down by the courts.

Professor Lillian BeVier of the University
of Virginia Law School has argued that First
Amendment protection of this kind of
,'speech' , is in fact in the broad public
interest.

"Special interest" groups, and political
action committees that they form, are a
means ofovercoming the collective action
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problems that [the rational ignorance of
most voters] engenders. Because they
serve this function, special interest
groups may arguably be regarded as be
nign if not indispensable players in the
democratic process. With respect at least
to their own particular interests, such
groups have the significant potential ef
fectively to monitor legislative behavior
and thus to reduce legislative shirking.
They convey information to otherwise
uninformed and powerless group mem
bers about legislative activity and in turn
funnel information from the group back to
the legislature. Under. this view, special
interest groups deserve the protection of
the First Amendment's freedom of asso
ciation because of the indispensable role
they play in monitoring elected officials.4

Put another way, there is simply too much
at stake for politics to be conducted without
efforts by "outsiders" (that is, the gov
erned) to influence the process, and it is a
good thing that the First Amendment case
law recognizes this fact.

Second, interest groups "have a number
ofclose substitutes to direct contributions
lobbying, voter mobilization efforts, 'soft
money' donations, and so on.,,5 Any at
tempt to regulate independent efforts to
advance a particular candidate or espouse a
particular viewpoint on a contested issue
would be even more vulnerable to First
Amendment attack than limits on direct
campaign contributions. Thus, interest
groups would likely be able to live with and
work around, at least to some extent, any
new restrictions that did survive First
Amendment scrutiny.

Third, it stands to reason that from time to
time interest groups will inadvertently rep
resent the interests of most of the general
public even as they represent their own
private interests. For example, the interest
groups that fought the Clinton Administra
tion's health-care proposals represented the
interests of the general public at the same
time they represented their own private
interests. When President Clinton pro
claimed that it was his health-care reform

against the special interests, most Ameri
cans should have cheered for the special
interests-which prevailed, in the end. With
a government as powerful and intrusive as
ours, we should not be too quick to blunt the
effectiveness of interest groups who will
oppose further accretions of government
power. Since almost any given interest
group may, on a particular issue, oppose the
expansion of government, this point covers
a lot of territory.

Fourth, if current efforts at campaign
finance and lobbying reform succeed and
have a real effect on the ability of interest
groups to influence politicians via legal cam
paign contributions and so on, this would
likely increase the amount of under-the
table bribes and payoffs to politicians. Sim
ply put, "meaningful" reform would shift a
portion of the market for influence under
ground.6 This is simply a result of the fact
that government's authority is so great that
there will be competition, legal and illegal,
for influence over it.

Finally, the conventional wisdom about
campaign spending/fundraising may very
well be wrong. For example, the line of
causation in campaign contributions is often
cloudy. Does Interest Group X contribute
to Congressman Y because he agrees with
them, or does Y agree with them only
(largely?) to gain their contributions? More
over, recent research presents a strong chal
lenge to the conventional wisdom on cam
paign finance reform. This research brings
into doubt the reformers' claims that (1) the
incumbents' financial edge over challengers
is critically important, and (2) PAC contri
butions have a substantial effect on the
political system.7 As Harvard economist
Steven Levitt put it, "the substantial
amount ofenergy devoted to the topic by the
public, the media, and politicians might be
more productively channeled towards other
issues.,,8 While this research will be sub
jected to further testing and debate, it cur
rently stands as an important reason to hold
off on any major attempt to rewrite cam
paign finance law, at least pending the out
come of further research.

In summary, any effort to reform the
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practice of seeking political influence with
out first reducing the size and power of
government is not likely to have a significant
positive effect, and may well infringe the
First Amendment and other widely held
values. D
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Why Is It Nature versus People?

by Tibor R. Machan

The environmentalist lobby in Washing
ton is working overtime these days

moaning over the prospect of reduced
budgets and rolled-back regulation.

Don't get me wrong. I do not dismiss
everything scary coming from ecologists.
Human beings can be reckless and destruc
tive, although I doubt our worry should be
about the environment instead of ourselves.
After all we can flourish only if there are no
great disasters, whether of our own making
or through climatic happenstance.

What makes me doubt the complete san
ity of many environmentalists is their con
stant insistence on reading human life out of
the rest of nature. As if we were not natural
and did not belong with the rest of the
world-indeed, as if we had·been dumped
into reality by some runaway garbage truck
disposing of unnatural trash.

Dr. Machan teaches philosophy at Auburn Uni
versity, Alabama.

The plain fact is that we are every bit as
natural as are ants, snail darters, spotted
owls, or wetlands. We are the crown of
creation, the highest level of nature attained
in the known universe. What's more, this
means that housing developments, too, are
part of nature. As are high-rise buildings,
bridges, disposable diapers, and even nu
clear waste.

Part of the rhetoric that gives environ
mentalists the apparent moral high ground
concerns the supposed conflict between the
sacrosanct natural versus the lowly artifi
cial, technological, and "man-made." I am
sure we all have heard instances of this
blather, as when some program on the
Discovery channel proclaims that some part
of nature has been undermined by, you
guessed it, "MAN"!

Yet, consider this: when a zebra is de
stroyed by a lion, it isn't depicted as the sad
demise of some natural thing at the hands
of an alien, unnatural force. When hurri-
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canes, volcanoes, typhoons, or tornadoes
wreak havoc across the globe, these are
accepted as natural events, to be lamented
as only minor disturbances, not ecological
disasters. Dh, once in a while even these are
traced in some incomprehensible, remote
fashion to alleged human misconduct. (But
just how that is conceived by the finger
wagging environmentalist crowd is rather
bizarre. Most of those scientific types don't
really believe in freedom of the will, in the
capacity of human beings to make real
choices! So how then can they blame us for
anything?)

In fact we are every bit as much a part of
nature as those wetlands the environmen
talists wish to protect from us. Why don't
they go out to protect other parts of nature
from, say, termites or floods? Why they are
unwilling to read out of this world every
thing else that changes the surrounding
environment is one of those puzzles these
folks simply refuse to address.

What makes sense is that human beings
are a different natural phenomenon from,
say, volcanoes and foxes, to name just two
natural beings that cause some destruction
here and there in the universe. But remem
ber, birds are different from fish, and fish are

different from rocks, and so forth and so
forth. The fact that human beings manifest
even radical differences is by no means
unprecedented. Nature repeatedly keeps in
troducing such variations, nothing strange
about that any more.

But no. The environmentalist crowd
keeps treating the novelty that we are as
freakish, alien, undesirable. Housing devel
opments are not natural, nor are freeways,
parking lots, or dams. Why? Well, there is
no answer given to that question because the
idea is obviously nutty. What a natural being
does is by definition natural. It happens that
doing wrong is new-other beings do not
do the wrong thing, that's reserved to hu
man nature. But it's natural, too. It is our
task to avoid doing wrong, to keep doing
right, but the problem is not between natural
versus non-natural or anti-natural.

The whole rhetoric of environmentalism
needs to be recast into terms that make
better sense. Let's not exclude human life
from the realm of nature. Then we can ask
whether it is the right thing for us to build
houses, bridges, dams, parking lots, or nu
clear power generators. Those are real is
sues. The nature versus human beings story
is a phony one, through and through. D
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No-Brainer

by Russell Madden

I n a recent issue of TV Guide the actor
LeVar Burton was quoted as saying that,

"The attack on PBS by the new Congress is
a no-brainer. Anyone who opposes funding
for PBS and does anything to discourage
kids' programming should have their [sic]
head examined." He went on to say that
"[It's] the only commercial-free environ
ment where parents can be assured that
children will be introduced to their ABCs
without someone trying to sell them some
thing. "

Mr. Burton, of course, has a vested in
terest in PBS: he is the host of "Reading
Rainbow. " This show introduces young
readers to children's books in the frame
work of mini-documentaries on various his
torical and cultural topics. I've enjoyed
watching the program myself on occasion. I
know of few who would disagree that the
show is both fun and educational.

Mr. Burton's comments and criticisms,
however, reveal some common issues-and
common errors-raised by nearly all de
fenders of the status quo in governmental
funding. This includes questions regarding
not only PBS, the National Endowment for
the Arts (NEA), and school lunch programs,
but every governmental bureau, depart
ment, and office delivering goods and ser
vices to the American people. Whether it's
providing welfare, home or student loans,
farming and business subsidies, or regulat
ing the nature and supply ofdrugs and health

Mr. Madden is an instructor in communication at
Mt. Mercy College in Cedar Rapids, Iowa.

care, the same fundamental mistake propels
them all. By advancing the type ofargument
he does, Mr. Burton not only muddies the
discussion regarding spending cuts but in
directly teaches children a damaging moral
lesson they are ill-equipped to resist.

The easiest part of his complaint to ad
dress is his concern about maintaining' 'the
only commercial-free environment" for
children to learn the alphabet. Leaving aside
his implicit and unwarranted attack on the
role and influence ofbusiness in our society,
I think it's reasonably safe to say that many
preschoolers still learn their ABCs at nurs
ery school or at home. I would hope that
parents in this country have not yet entirely
abrogated their responsibility and handed
over the minds of their children to the tender
mercies of the tube. Pace Mr. Burton, but
most parents are quite capable of pushing in
an off-button and sitting down with their
offspring as they struggle with the intricacies
of memorizing the alphabet.

Giving Mr. Burton the benefit of the
doubt, we can assume that his anger reflects
not an amazing arrogance when he suggests
that opponents of federal PBS funding
"should have their head examined" but
arises from a genuine concern for the con
tinuation of a worthwhile good. Here we
come to the crux of the problem for all of
those well-intentioned people who oppose
slashing federal, state, and local programs.
While there are those who engage in such
heated rhetoric because they fear a lessen
ing of their power or the outright loss of their
jobs (as reflected in the title of an old book
by Shirley Scheil, Poverty Is Where the
Money Is), many people are sincere in their
objections.

Unfortunately, supporters of govern
ment-funded television forget (or never rec
ognized) that the real issue is not whether
the shows on PBS are worthwhile. Few
individuals would disagree, for example,
that city parks, public libraries, good health
care, or any number of other things are of
value (at least to someone).

Critics of government spending waste
their time debating the relative merits of this
program or that; ofdefending their desire for
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cuts by stating that they aren't really cutting
total dollar amounts but only the rate of
increase; or by promising that few people
will suffer over the long run. Many of the
points made by proponents of government
spending are true: concerts and plays are
wonderful to attend; Medicare and Social
Security provide financial support to many
who would experience hard times without
them; parks are wonderful places for a
relaxing picnic or hike. I've seen evidence to
support all those claims and more.

Yet in this issue the mere desirability ofa
particular good or service is totally irrele
vant.

The End Never
Justifies the Means

What is at stake now and always in any
discussion ofwhat programs should be man
aged by government is the principle of
voluntary choice and action. It is this guide
line which determines the proper scope of
government on any level. Those who cham
pion choice must answer the charges of their
opponents that they are mean-spirited, cal
lous, and heartless with a simple moral
declaration that rests at the heart of any
valid ethical system: The end never justifies
the means.

Whether an individual desires a new car,
fully funded health care, or an expanding
space program, a person is never justified
in obtaining such values except through
mutually voluntary choice and action. The
initiation of force is always wrong. Period.

People should not be coerced to hand over
a part of their wealth, time, and effort-that
is, they should not be forced to surrender
even a tiny portion of their lives-in order to
satisfy the needs, wants, and desires of
anyone else, whether that person acts for
himself directly as a private individual or
indirectly in the guise of government on
behalf of himself and/or anonymous others.

Need is not a claim on wealth.
Apparently proponents of government

spending think otherwise. Rather than try to

persuade people to pay voluntarily for such
worthwhile goods as "Reading Rainbow,"
day care facilities, or college educations,
they apparently prefer the more "expedi
ent" route of pointing the figurative gun of
governmental power at our heads and rifling
our pockets while· our hands are in the air.
Yet no one has the right to steal even one
minute of someone else's life, to make
anyone even a part-time slave.

Dnfortunately, the existence of such a
"right" is precisely what our children are
learning in today's society: that if you sin
cerely want or need something and would
have a diminished lifestyle without that
value, then it is perfectly acceptable to force
other people to give it to you regardless of
what those others want. Given such a "mo
rality," it is small wonder we see private
criminals committing their offenses with
little or no remorse as they emulate the
implicit lessons of their cultural and political
leaders.

It is ironic that these same leaders decry
the mounting levels of violence in our soci
ety. They point denouncing fingers at mov
ies and television and talk shows as the
initiating culprits without ever realizing
their own roles in morally sanctioning and
promoting the very abuses against law and
order they abhor.

It is even more ironic-and sad-that
most of those who find themselves victims
of private crime clamor for the government
to commit on their own behalf the same kind
of criminal behavior against otherwise law
abiding citizens. In such a topsy-turvy
world, everyone becomes a slave to every
one else without ever recognizing his own
culpability or the invisible shackles which
bind him.

Perhaps someday people will cease to
argue about the importance of this "entitle
ment" or that one and focus once more upon
the principle that should guide them in
deciding how to act in any aspect of public
(or private) life: the end never justifies the
means.

That idea should be a no-brainer. D



A Matter of Principle

Marketing
Individualism

I am sometimes asked: How can one
"mass-market" a provocative-even

unpopular-philosophy, while still main
taining one's own integrity? How can one
popularize, without subordinating oneself
to whatever happens to be popular?

To answer, let me give an example that
should cheer Freeman readers.

October 1995 marks a milestone in the
history of the Foundation for Economic
Education. For the first time in its half
century history, select books produced by
the Foundation will be available for pur
chase in mainstream bookstores.

This effort will begin with publication of
a revised hardcover edition of my Criminal
Justice?, plus two new volumes: Forgotten
Lessons: Selected Essays ofJohn T. Flynn,
edited by FEE's own Gregory P. Pavlik;
and The Foundations ofAmerican Consti
tutional Government, an anthology of Free
man essays. By next Spring, a half-dozen
new titles will be added to the list of FEE's
"trade books." Many more will follow.

Not all FEE titles will be stocked in
bookstores: buyers may have to special
order some of them. But our eventual aim
is at least to make all FEE books available
through bookstores. And select titles will,

Mr. Bidinotto is a long-time contributor to Read
er's Digest and The Freeman, and a lecturer at
FEE seminars. Criminal Justice? The Legal Sys
tem Versus Individual Responsibility, edited by
Mr. Bidinotto and published by FEE, is now
available at $24.95 in a hardcover edition.

by Robert James Bidinotto

in fact, be displayed prominently, and pro
moted heavily.

Why this change? FEE has a long tradi
tion of publishing and educating quietly-of
having students of liberty make the effort to
seek out its offerings. And there is undeni
able merit in an unobtrusive approach to
education: it tends to screen out many
whose interest is only superficial.

The growing problem with this approach,
though, is the "information overload" of
modern society. Today, people are bom
barded with a glut ofinformation from media
that never before existed. FEE was orga
nized even before television became popu
lar. Now, cable TV brings scores of chan
nels into our homes; movies are available
not just in theaters, but on video cassettes;
a host ofspecialjzed magazines are launched
each year; computers have made many
homes "off-ramps" on the Information Su
perhighway; chain bookstores have prolif
erated in every shopping mall; and books
themselves are widely available on tape.

Trying to be heard in this rising clamor
is a daunting task. Just as we all must
compete in the economic marketplace, or
ganizations such as FEE must compete in
a "marketplace of ideas." That realization
prompted Dr. Hans Sennholz, FEE's pres
ident, to decide that the Foundation had to
revamp and modernize the way it markets
its books.

Some may now worry: Will FEE's efforts
to aggressively mass-market books cause
it to "water down" its principles? Or, to
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reiterate the question posed at the opening
of this message: How can we market a pro
vocative, even unpopular, philosophy, while
maintaining its-and our own-integrity?

It is an understandable concern, based on
a common misconception.

A frequent accusation against capitalism
is that there is a conflict between the de
mands of the marketplace, and one's indi
vidual integrity. To thrive in the market,
some argue, one must subordinate personal
values and standards to popular tastes and
whims. Capitalism, this argument goes,
therefore tends to produce a society of
conformists, rather than individualists.

But properly understood, there is no con
flict between capitalism and individualism
between success and integrity.

As Ludwig von Mises and other great
free-market thinkers have often pointed out,
the demands of the marketplace tend to
make people more cooperative. One's eco
nomic survival and/or level of success de
pend on his willingness and ability to satisfy
some market demand. The need ofbusiness
men for customers and partners, ofworkers
forjobs, ofconsumers for suppliers ofgoods
and services, tends to make people "put
their best foot forward" in order not to
alienate others needlessly.

However, simple cooperation and basic
civility are not the same thing as abject
conformity. To abide by the requiredforms
and manners of society, does not mean one
must sacrifice the content and meaning of
one's own principles.

For example, many changes have been
imposed on FEE by the need to meet
bookstore requirements. Books ordered via
catalogs or mail order-FEE's traditional
sales methods-do not need fancy covers
or much publicity. But vigorous competi
tion for limited space on bookstore shelves
places special demands on trade book pub
lishers.

To be noticed in stores, book covers must
be eye-catching and attractive. To entice
casual browsers to buy, the covers also must
be loaded with persuasive advertising copy
and endorsements.

In addition, with thousands of volumes

to choose from, store managers stock only
titles most likely to sell. Thus, they prefer
books whose subject matter is popular,
whose authors ate well-known, and-most
importantly-whose publishers are willing
to promote and advertise their books, gen
erating customer awareness and interest.

Clearly, not all FEE books have' 'popu
lar" subject matter. But does this mean that
FEE must now publish only "popular"
books, or water down the content of its
works?

Not at all.
The free market actually consists ofmany

"sub-markets"-specialized markets for
an infinite variety ofgoods and services. Not
all books are cut out to be bestsellers. But
that doesn't mean they're not worth pub
lishing. Just because Human Action is not a
"mass-market" book doesn't mean FEE
should not publish it. There will always be
a market for more challenging theoretical
works, even though that market may be a
modest one.

FEE will continue to produce titles of
more specialized appeal, and to sell them
through its traditional outlets, rather than
through bookstores. For select titles having
broader appeal, however, FEE has begun
to revamp their appearance, and to launch
ambitious publicity campaigns, so that they
can be marketed effectively through main
stream book trade channels.

But to move into the mainstream book
trade, the Foundation need not change its
identity or compromise its principles. Our
goal is to market the freedom philosophy
more effectively-not to make the freedom
philosophy "more marketable."

So there is no contradiction between pub
lishing titles of broad appeal, and publishing
works of more limited appeal. Similarly,
there is no contradiction between the de
mands of the marketplace, and the need to
maintain one's identity and integrity.

Noone need sacrifice his principles in the
pursuit of popularity. To the contrary: pre
cisely because the principles of individual
ism and integrity are such rare commodities
these days, their market value has never
been higher. 0
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IDEAS ON LIBERTY

The Internet: New
Technology, Old Law

by Mark Goodman and Mark Gring

A n open, public debate of issues has
been a framework for American gov

ernment since the Pilgrims wrote the May
flower Compact on the second day they
reached North American soil. In the twen
tieth century, the U.S. Supreme Court iden
tified this "marketplace of ideas" as the
cornerstone of American democracy (Bran
denburg v. Ohio, 1969; Abrams v. United
States, 1919).

Unfortunately, the evolution of mass me
dia in America in the last 70 years has led to
the formulation of a system which controls
or limits, under the guise of "public inter
est," the voices heard in public debate.

The American public has found its own
voice on the internet. In fact, the internet
has become the most fertile ground in his
tory for the marketplace of ideas. The in
ternet is a worldwide venue for discussion
of ideas on a plethora of topics and a variety
of voices. Anyone can contribute an idea,
have it debated, argued, and challenged.

The United States is too large for a town
hall meeting. Television can reach the mass
audience, but then the networks decide
whom and what we hear. On the other hand,
the internet allows people to broadcast their
ideas to a mass audience to be heard and
discussed or ignored and forgotten because
of a lack of interest.

Dr. Goodman and Dr. Gring are Assistant Pro
fessors of Communication at Mississippi State
University .

Yet today Congress is in the process of
writing legislation that may again limit the
voices on the internet to a select few. To
understand the situation in the 1990s, we
need to go back to the 1920s and the early
days of radio.

Originally radio broadcasting was an open
marketplace. By sending a postcard to the
Secretary of Commerce, Herbert Hoover,
anyone could build a radio transmitter and
talk over the airwaves to anyone else who
had a radio set turned on. This was consis
tent with the traditions of the marketplace.
Radio turned the town hall meeting into a
coast-to-coast discussion group.

One indication of the power of this new
medium to influence people to change public
policy came toward the end of World War I.
President Woodrow Wilson used a 200,000
watt transmitter in New Brunswick, New
Jersey, to directly appeal to the German
people to accept his Fourteen Points as a
basis for a peace treaty. (See the account
by media historian Erik Barnouw in A Tower
in Babel.) The German people dumped the
Kaiser and the new democracy asked for an
armistice.

David Sarnoff envisioned a different fu
ture for AM radio. Sarnoff, president of the
Radio Corporation of America (RCA) and
founder of the National Broadcasting Cor
poration (NBC), thought of radio as a me
dium for entertainment and entertainment
as a justification for advertising.
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Amateur voices literally interfered with
the ability of national broadcasters to bring
music, the soaps, and advertising to Amer
ican homes. Anyone broadcasting could
change frequency, power, and hours of
broadcasting, making it impossible to create
a coherent radio listening schedule at a set
location on the dial.

By 1927, Congress was writing legislation
to sort out the radio signals and used the
opportunity to shutdown the cacophony of
voices being broadcast. To do so, the First
Amendment had to be redefined by a group
interested in increasing governmental regu
lation of American society.

The Progressives in Action
Progressive political reformers controlled

Congress in 1927. Progressivism led to many
changes in American democracy between
1880 and 1930, including direct election of
the U.S. Senate, the right to recall elected
officials and to place items on the voting
ballot through initiative petition, and the
right to change government policy through
a referendum.

The Progressives sought to bring a moral
tone into all branches of government by
having college-educated "experts" make
decisions. If experts made decisions
through federal regulation, then neither the
supposedly dangerous monopolistic prac
tices of the corporate trusts nor the social
istic politics of the impoverished urban im
migrants could control the American
political, economic, or social systems. The
values of middle-class America, the Pro
gressives argued, would be protected by the
"disinterested public servant."

This is the philosophy of government the
Progressives imposed on the radio debate in
1926. In writing the Radio Act of 1927,
Congress put almost unchecked power
judicial, executive, legislative-in the hands
of a public board, the Federal Radio Com
mission. In the language of the law, Con
gress told the FRC to operate radio broad
casting in "the public interest, convenience,
and necessity." These words were never
defined specifically in the law, but the Con-

gressional debate helps explain what was
intended.

In order to create order out of the chaos
of the airwaves, Congress redefined free
dom ofspeech from having the right to speak
to having the right to listen. Scrapping the
traditions of the First Amendment meant
that a handful of voices would dominate the
airwaves to the detriment of the Republic.
To prevent a monopoly of voices, Congress
told the FRC to apply the public-interest
standard to radio.

The Fairness Doctrine
Broadcast licensees had no right to ex

press their views on radio unless all sides of
the issue were granted equal rights to the
airwaves. The effect of the Fairness Doc
trine was to limit public discussion of issues
on the radio since broadcasters would po
tentially have to give away valuable air time
to anyone wishing to speak.

Congress also mandated that broadcast
licenses should go to the applicants who
would best serve the' 'public interest, con
venience, and necessity." In seeking a li
cense, the applicants had to describe their
programming to the FRC. Station managers
were ordered to keep a log of programming
to show that they were operating in the
public interest. Licenses could be revoked
or renewal denied if the FRC decided that
the applicant had not followed the program
ming described in the license application.

In effect, the FRC could apply the' 'pub
lic-interest" standard to limit the market
place ofideas to viewpoints which coincided
with its mainstream views of what served
the public interest. Since no broadcasters
knew how the public-interest standard was
going to apply in their situation, the safe
course was to remain in the mainstream.

Congress made minor changes in the Ra
dio Act in writing the Communications Act
of 1934. Television and telephone, as well
as radio, came under the authority of the
Federal Communications Commission,
which replaced the FRC. Otherwise, the
new act was copied verbatim from the Radio
Act, including "public interest, conve-
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nienc'e, and necessity." American broad
casting is still regulated under the Commu
nications Act of 1934.

Congress is in the process of trying to
replace the 1934 law with legislation that
would encompass the new technologies,
such as the internet and satellite broadcast
ing. The public-interest standard remains
the cornerstone in the new legislation Con
gress has considered thus far.

If applied to the internet, a public-interest
standard would be an invitation for big
government advocates to control the type of
information that flows on the internet. In
stead of being a marketplace of ideas, the
internet could become a banal forum as
computer servers become reluctant to open
debates on controversial subjects out offear
ofbeing closed or fined. Like radio and later
television broadcasters, the internet could
be a place where only the uncontroversial
is attempted and deemed acceptable.

Does that mean that everything on the
internet should be unregulated? Will not
pornography, money scams, hate groups,
and fraudulent advertisers proliferate?

Should the federal government gain unlim
ited power to regulate this contemporary
marketplace of ideas?

Many abuses can be controlled by users
and computer service providers. Users can
put pressure on server providers to make
moral decisions rather than letting govern
ment decide what is moral. The marketplace
can insist that offensive materials be re
moved. In essence, the marketplace is self
regulating. Just read the e-mail that follows
when someone violates netiquette.

Computer services are also self-regulat
ing. Many university computer servers al
ready restrict access to materials deemed
inappropriate. Commercial servers select
which services their subscribers have ac
cess to. When necessary, existing laws have
been enforced, particularly on pornogra
phy, pedophilia, copyright violations, and
fraud.

A general regulation of the marketplace of
ideas by applying "public interest, conve
nience, and necessity" to the internet will
lead to federal intervention in and potential
infringement on free speech. D

FREE TO TRY

This concise, thought-provoking collection of two dozen classic essays
from The Freeman demonstrates that the risk-taking entrepreneur is
actually a creative visionary - indeed, the mainspring of human

progress.

Filled with entertaining stories of successful capitalists, Free to Try reveals
the strength of character required to rise /I from rags to riches" - how the
profit-seeking of individuals also benefits society at large - why /I specula
tors" should be praised, not despised - and why capitalism is the only
social system compatible with the productive needs of the entrepreneur, and
the many benefits he provides to us all.

For students, teachers, public officials, and ordinary citizens alike, Free to Try
provides a potent antidote to centuries of poisonous myths about business
men and what they do. It offers a ringing and inspiring defense of creative
market activity, and of those who labor heroically to provide us with goods
and services that make our economy the envy of the world.

FREE TO TRY
144 pages + index, paperback, $14.95.
Special price until October 31: $11.95
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A Report Card on
Charter Schools
by Candace A. Allen

A year ago I resigned from teaching in a
local high school to accept a position

at a new charter school. Charter schools
seemed to promise the greatest chance of
fostering market reform within public edu
cation. I believed that if given the power, a
few very dedicated and talented teachers
and a small administrative staff could bring
about innovative educational changes and
create an outstanding school.

Though I have never worked with a more
dedicated group of well-intentioned people,
I have become skeptical that charter schools
can bring systemic change to public educa
tion~ While I do not claim the ability to
predict the outcome of any particular char
ter school, I now realize that at best only
marginal change within public education is
possible through charter schools.

A charter school is defined as a semi
autonomous, publicly funded schooloper
ated by a group of parents, teachers, and/or
community members under a charter with
a local school district board of education
and/or an outside group, such as a univer
sity. At present, 12 states have passed many
variations of charter-school legislation,
some granting more autonomy than others.
Each charter sets forth the school's goals'
and philosophy, the basic curricular struc
ture, governance, and operational proce
dure, and is intended to ensure less bureau-

Ms. Allen is a social studies and economics
teacher at the Pueblo School for the Arts and
Sciences, a Colorado charter school.

cratic tethering to state and federal
regulations.

Proponents of charter schools claim that
the power base of schools must shift from
government to parents as consumers of their
children's education. Comparing charter
schools to private schools as examples of
consumer choice, advocates hope that dem
ocratically administered, site-based charter
schools can offer greater choice in learning
environments with little outside interfer
ence. Voluntary enrollment should be de
signed to attract "customers," thus intro
ducing competition into the system.

On the surface, then, the vocabulary of·
the market (customers, autonomy, compe
tition, choice) draws those who view state
education as needing reform and who favor
market allocation of educational resources.
But just because a list of market vocabulary
words can be applied to charter schools
doesn't mean that the grammar and syntax
of the market are present and operational. I
have discovered in my short charter-school
career that many of the basic limitations of
regular public schools are also inherent in
charter schools.

The Attitude of Compliance
Most people can't imagine what "school"

would be like if it weren't public. Accep
tance of "the way things are" reflects a
pervasive attitude of compliance in our
state-run educational system. Just as this
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attitude has plagued market-reform efforts
in former Communist countries, so it ham
pers educational reform efforts in the United
States. Dismantling our bureaucratic system
of education will be difficult because the
power structure has been in place for so long.

The attitude of compliance, subtle and
covert, has created passivity among parents
in the way they view their role in change.
The gradual evolution of bureaucratized
educational practices in the United States
has fostered the abdication of the family's
sense of responsibility to educate its own and
has led to the general dependence on the state
as the primary educational care-giver.

In a recent conversation with a fifth-grade
parent at my school, I discovered that her
daughter's teacher was reluctant to allow
the girl to be moved into a higher math class
because she had missed too much school.
Even though the youngster had an "A"
recorded in math, and even though the
parent and the student wanted a more chal
lenging math curriculum, the parent hadn't
considered that she could question an "ed
ucational expert." When I asked what she
thought her role in the situation was, she
paused and stumbled over the words, "I
hadn't realized I had a role."

Nuances of this submissive stance appear
in one of the major admission requirements
of our charter school. Parents must show
that they are ready for already defined
responsibility by signing an agreement sup
porting homework policies of all teachers, a
minimum I8-hour school volunteer service,
and other school-determined policies. In
other words, if parents want their students
in our school, they are expected to sign
an agreement of compliance. Being forced
into this position ultimately leaves parents
resistant or defensive. What's equally dev
astating is that parents next year will be
expected to "police their own" by deciding
on a "policy of consequence" for parents
who do not live up to their agreements.

Teacher Knows Best
Just as the attitude of compliance has

created passivity in the way parents view
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change, so it has created a certain arrogance
on the part of teachers (and administrators),
especially in their expectations of parents.
In a discussion at a faculty meeting, several
of the teachers were confused by the appar
ent lack of interest by parents to serve the 18
pledged volunteer hours. Two teachers
wondered if we could "force them to do
what they are supposed to do for us."

A few weeks ago, I spoke with one of our
elementary teachers who had just finished
coordinating the school's book fair. I asked
her if parents had been involved. She said
that she had phoned almost all of the parents
in her class, but that they had either already
contributed their mandatory service hours
or they were too busy to do so now. She
convinced one parent to work for part of a
day, but that parent said that she preferred
to volunteer for her other child's Head Start
school (a federally funded preschool) be
cause she earned "volunteer bucks," re
deemable at a local home supplies ware
house. If she were compelled to volunteer,
she preferred tangible reward. Like many
parents, this mother saw no relationship
between doing mandatory volunteer work .
and taking an active role .in her child's
education. The teacher involved was dis
gusted that, once again, parents were letting
the school down. I realized that no one has
seriously challenged the paradigm that those
who "know best" for parents, children, and
for schools are the members of the educa
tional bureaucracy.

The pervasive but subtle attitudes regard
ing role expectations permeate almost ev
eryone's assumptions about reform. These
attitudes play out in predictable ways in my
charter school, just as they do in regular
public schools; parents and students get
what they get and teachers are surprised that
they aren't happier about it than they are.

Often unrecognized, these attitudes mask
their causes, which are the constraints that
hold charter schools firmly in the govern
ment-controlled education bureaucracy.
These constraints involve (1) the source of
charter school funding, (2) regulations in
herent in government control, and (3) the
lack of market accountability.
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Funding

The first bureaucratic constraint pertains
to the funding of public and charter schools.
Through taxes, parents and non-parents
alike pour money into government coffers,
and that money is pooled into funds not
specifically earmarked for education. No
one can say how much education costs any
given taxpayer, but generally the taxpayer
knows that her dollars will not count as
votes in the way her child is educated. State
funding perpetuates the compliant parental
attitude. Not surprisingly, parents aren't as
closely involved in their children's educa
tion as they most likely would be if their
dollars went directly into a specific school of
choice rather than into taxes, and if, because
of that direct payment, they could assume
more responsibility as customers. Surely,
as responsible customers and parents, they
would be more than homework monitors,
overseers of their children's attendance, or
school volunteers.

Even if a family knew what it was paying
for education, it is too costly at the margin
to protest a policy or philosophy ofa school.
If one family or a small group of parents
came into my school claiming that they
didn't want their children to be a part of, nor
did they want to pay for, "multi-age,"
"interdisciplinary," and "untracked"
classes, they would be pacified and sent
away with a promise that a multi-age, inter
disciplinary, and untracked curriculum is
beneficial to their children. Parents do not
demand nor expect customer sovereignty,
and ultimately leave the major decisions to
the educational bureaucracy.

Regulations
The second major constraint of publici

charter schools relates to these funding
source problems. Because funding comes
from the state, all public and charter schools
are regulated by various levels of govern
ment, though charter schools may apply for
waivers from certain types of regulations.
For example, non-certified people are al
lowed to teach some classes in my charter

school. But the heavy-handed state regula
tions remain. For example, in Colorado all
public schools are required to apply the state
curriculum standards, and soon will need to
meet specified requirements in the assess
ment of those standards.

Probably the most binding regulation is
that ofuniversal mandatory education for all
students aged 16 and under. This is the
ultimate sanction for government knowing
what is best. It means that parents have little
say in what "school" is going to mean, nor
do they get to decide how much or what kind
is enough or appropriate for their own chil
dren. In practical terms, what compulsory
education means is that many kids are in
school who do not want to be. This neces
sarily affects educational programs nega
tively because those forced to go to school
obstruct the learning of those students who
do want to perform.

These two limitations have severely hin
dered teachers in the upper grades at our
school who held high expectations and
grand plans to deliver our seventh-, eighth-,
and ninth-grade students a quality educa
tion. Many parents brought children who
previously had performed poorly to our
school with the hope that they would be
cured of their non-performance. Those very
students have demonstrated clearly that
they can continue their non-performance in
their new setting, and can interfere with the
education of those who want to be there.
Bound to the idea that school as we know it
must be administered to students in mea
sured doses makes parents, teachers, and
students unable to imagine what a true
market in education could be like.

Not only do a myriad of other types of
regulations still bind charter schools tightly
to the category of "public schools," but also
local micromanagement by school boards
create even more discretionary power for
those boards as public education trustees. In
another city in Colorado, a new charter
school was warned by the school board that
its start-up problems had to be corrected in
specific ways within 30 days or its charter
would be revoked. Rather than allowing
parental or even school discretion in deter-
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mining the seriousness of the problems (one
of which was that no textbooks were being
used), the particular school board inter
vened and imposed an arbitrary solution in
the matter. Efforts to create market incen
tives through deregulation could only be
successful if sources offunding were private
rather than public.

Accountability
The third constraint of public/charter

schools is that of the lack of accountability.
All tenured teachers and the dean at my
school are guaranteed same-salaried jobs
back in the regular system should any of us
decide to return. No job security risk is
involved, nor do we have to compete to
retain a certain income. Though we all face
pressure to be innovative, our jobs do not
depend on whether the charter school suc
ceeds or fails. Other than being scolded for
"being too much in the box of the old
ways," no real penalty exists if results are
not produced. The risks associated with
failure are present only in the marketplace.

Also, because merit pay is viewed by
teachers as disharmonious, monetary incen
tives offered for innovative behavior are
deemed inappropriate. Not only did the
majority of the faculty at my charter school
vote to make our professional evaluations as
"threat free" as possible, they also. plan to
implement self-designed, personalized eval
uations to '.'equalize' , faculty, hoping to
promote an environment of trust and re
spect. Ironically, though we are not tied to
a union contract at the charter school and
most teachers have given up union mem
bership, the tendency to protect our own
interests is just as strong as it is in those who
protect their interests by being union mem
bers. Teachers who are having obvious
difficulty performing are protected by
lengthy procedures for dismissal. We tend
to see ourselves, rather than parents and
students, as the rightful decision-makers in
employment decisions.

A second accountability issue relates to
the unlikely possibility that school district
administration will allow charter schools to

fail if these schools have been publicly
endorsed. Because our school district and
the university (our· charter holder) have
forged an official "alliance," pledging sup
port for K-16 education, both benefit by
any claim to success we make. Thus, it is
in both the university's and the district's
interests to prevent failure, or the public
admission of it.

However, assuming that parents decide
to "vote with their feet" and leave a charter
school, the effects will be different than if
education were bought and sold in the mar
ketplace. In the market, failure is necessary
for resource allocation. But if it occurs in the
public education arena, resources will be
rechanneled right back into the bureaucracy
from which it was intended to break free. To
make matters worse, teachers' unions will
politicize the failure as a vote in favor of
"regular" public schools.

A third accountability problem stems
from the belief in teacher empowerment. In
our school, teachers are jacks-of-all-trades,
all with consensual say, taking on such
administrative tasks as scheduling, writing
curriculum, and designing all policies. Em
powerment has been the goal of all of us for
years. "Just free us from the administrative
stranglehold and we will be able to make a
school run right!" But I have learned that
the empowerment philosophy assumes that
well-meaning teachers can manage a school
resourcefully, and at the same time teach
effectively. It assumes that teacher creativ
ity should be unharnessed without adminis
trative restraint. Because public educators
don't face the real world threat of possible
failure and loss of employment, their cre
ative and entrepreneurial efforts are not
bound to the rules ofthe marketplace. When
teachers are empowered, what can stop a
bad idea?

Charter schools, like their sister public
schools, will not break education open to
market forces. But as more and more private
groups find ways to crack open the educa
tional monopoly to offer educational substi
tutes, a new group of schools will enter the
scene. Schools that operate for profit will
begin to offer new products and services that
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may differ dramatically from those of public
and non-profit schools. In other words, as
new schools for profit enter the picture, with
some failing and some succeeding, new
methods of educating children will emerge.
The successful schools mayor may not be
multi-aged, interdisciplinary, standards
based, or whatever present educational fad
dominates. The faculty mayor may not be
consensually involved in site-based deci
sion-making, and mayor may not be re
stricted to classroom teaching only. It all
will depend-on the market.

For the time being, many charter schools
will emerge, vowing to make great improve
ments in public education. And just as
pockets ofprogram success and outstanding
individual teachers can be found within

many public schools, so they will be found
in many charter schools. Time will tell
whether the charter school in which I teach
will make marginal improvements in our
educational community; certainly I hope
that it does. Charter schools will tempo
rarily cast the appearance of consumer
choice, but it must be remembered that they
are publicly financed, which guarantees bur
densome regulation. This prevents market
feedback, including reward for entrepre
neurial achievemerit, or failure and loss for
unworkable ideas and poor management.
Real competition with public education is
yet to come, but in the meantime, the
cosmetic change currently on display at
charter schools will be passed off as sys
temic change. D
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Misplaced Hope

The welfare state thrives on the toils
and talents of its productive mem
bers. It is an exploitation state that

builds on political force and, in the end, is
bound to self-destruct. When confiscatory
taxation and onerous regulation become
intolerable and the abuses of government
are insufferable, many good citizens rise up
on election day and put their faith in the
opposition party. They may succeed in
removing the incumbents from positions of
power and elect the critics and opponents.
Many others who feel exploited and
abused by the system despair of the politi
cal process and seek an escape.

Some victims descend into the under
ground economy where income is not
reported. Or they defiantly embark upon
production that violates political mandates
such as government licensing, inspection
and label laws, labor laws, export and
import controls, money and banking regu
lations, and countless others. Some may
try to ifget even" by collecting entitlement
benefits even while they are laboring in the
underground.

The fugitives may react against abuse
and exploitation not only in their political
and economic lives but also in their very
attitudes toward government. In despera
tion, they may conclude that the transfer
laws and regulations are immoral and that
which government makes illegal may
actually be moral. Some may even ques
tion the viability and morality of the demo
cratic form of government itself. When
millions of people who were once loyal and

law-abiding citizens come to look upon
democratic government as a consummate
body of immorality, then society faces a
social crisis.

Political attempts at ifrolling back" the
exploitation system are likely to fail when
the majority of voters derive their liveli
hood from transfer funds or reap popular
benefits from the system. In the United
States this point has long been passed. The
youth generation claims a birthright to
educational benefits from the nursery to
graduate school. The elder generation
claims a vested right to Social Security and
Medicare benefits. And millions of mid
dle-aged Americans thrive on government
payrolls or subsist on public assistance.
Government employment now exceeds
that of all American manufacture.

Roll-back administrations face great dif
ficulties and insurmountable obstacles.
they have to take unpopular measures
which actually give aid and comfort to the
political opposition. Every step denies
someone his /Ientitlement" or special privi
lege, providing grist for the critics' mills.
Short-term legislatures and administra
tions are unable to roll back the entitlement
system which, like a malignant tumor, has
slowly penetrated and poisoned the body
politic. Roll-backs are symptoms of crises
of the exploitation state which moves in
waves, rolling on for long periods of time,
and rolling back briefly and fruitlessly.
They afford an opportunity to the entitle
ment coalition to regroup and prepare for
another advance.



Unable to reverse the course, many wel
fare states are approaching the ultimate cri
sis: the debt crisis. When the burden of
government debt seriously impedes the
entitlement spending, when interest pay
ments on the pyramid of debt hamper the
entitlement programs, the transfer forces
face a new task: the reduction of the debt.
It cannot simply be repudiated because this
would devastate the financial structure that
rests on $5 trillion of federal debt. It must
be distributed among all subjects with
income and wealth either through gradual
currency depreciation, through capital
levies on private property, or both.
Inflation, which is a common method of
debt depreciation, places the burden pri
marily on the owners of money and claims
to money.

The debt crisis is hastening the coming
of a new political and economic system in
which national governments lose their
exploitative powers and legal importance.
The phenomenal technological innovations
in recent years, especially those in commu
nication and transportation, have ushered
in the "Information Age" which has fos
tered a vigorous world market of ideas and
entrepreneurship. Markets have sprung
up virtually everywhere, internationalizing
commerce and capital and depriving gov
ernments of their restrictive powers. They
have given productive capital unprece
dented mobility, allowing it to escape
exploitation and confiscation with the
speed of E-mail.

The internationalization of information
and entrepreneurship has generated
intense competition for liquid capital, man
agerial ability, and technological knowl
edge. As multinational corporations
emerge and multiply around the globe they
become the principal competitors for the
most productive locations. They are capa
ble of observing and adjusting to institu
tional conditions, forcing national govern
ments to compete with each other in their
legal institutions, their tax systems, regula
tory structures, monetary order, labor leg
islation, etc. Exploitative governments
obviously fare poorly on the competitive
world scene; their exactions are manifest-

ed in economic stagnation, rising rates of
unemployment, falling wage rates, and
lower standards of living. Exploitative
governments clearly show themselves in
the light of international competition.

Ironically, productive capital is finding
protection from the depredations of nation
al governments in those international mar
kets that are spontaneous, unregulated,
and devoid of sovereign law and power.
International markets function smoothly
and efficiently outside the law, safeguard
ing private property from the exploitative
aspirations of governments which were
supposed to protect life and property.

As the world markets are growing in
scope and strength, the coercive powers of
national governments are shrinking.
Exploitative policies are becoming more
painful and onerous, more difficult to
enforce, and less lucrative in revenue; this
exerts powerful pressure on governments
to reduce the exactions. The pain may
even induce some pressure groups to leave
the halls of government and, instead of
pleading for handouts and privileges, to
pursue entrepreneurial profits in world
markets.

Exploitative governments do not readily
yield their coercive powers. Seeking to
retain and reaffirm their authority, they
may turn "protectionist" and erect prohibi
tive barriers against the movements of
goods, capital, and labor. They may try in
vain to shelter their exploitation system
through association, cartelization, combina
tion, and other means of trade restraint.

Many loyal and law-abiding Americans
still place their hopes for reform in legisla
tors and regulators. They are unaware that
the age of politics is drawing to a close.
Hope still drives lengthy and costly elec
tion campaigns, but it is also the source of
much frustration and disappointment later.

Hans F. Sennholz
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Selected Essays of John T. Flynn
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"Franklin Roosevelt personally tried to get John T. Flynn blacklisted. To read
this great journalist is to understand why. In Flynn the spirit of Jefferson
lived vigilantly, with learned, witty scorn for tyranny and fraud. His words
still puncture."

-Joseph Sobran
Syndicated columnist

M uckraking journalist, prolific author, radio commentator-John T.
Flynn was an American original. In the politics of Left and Right,
Flynn found no proper home. He was the scourge of the New

Deal-and an intransigent opponent of militarism and American entry into
World War II. Uncompromisingly principled, Flynn was anti-war when war
was popular, anti-statist when socialism was fashionable. His withering cri
tiques of political follies rivalled those of H. L. Mencken.

And-as this collection of his vintage essays shows-John T. Flynn'S views
are as timely now as the day they were penned. For the same political con
troversies that embattled him have re-emerged today...and his urgent warn
ings are now Forgotten Lessons.

208 pages with index
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Fall Round-Table Discussions

OUf series of very successful Round-Table events returns this fall with a
lineup of eminent speakers. Our evenings begin with a reception at 5:00
P.M., followed by dinner at 6:00. We are then entertained by a presentation

given by our featured speaker. After that, the floor is opened for an exciting
exchange of ideas. Charge is $40 per person per event; certain discounts are avail
able. Attendance is limited; call or write Dr. Barbara Dodsworth at FEE for reserva
tions (phone 914-591-7230; address, 30 South Broadway, Irvington, NY 10533).

November 4 Round Table
Morris Markovitz, who is the president of the very successful Mercury Management
Associates, Inc., will reflect on "The Myth of the Trade Deficit."

December 2 Round Table
Doug Bandow of the Cato Institute in Washington, D.C., will entertain us with his
discussion of foreign aid in "Foreign Aid: New Bottles, Old Wines.
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Environmental Education:
Turning Kids into
Political Activists

by Steve Jackstadt and Michael Sanera

Twenty-five years after the first Earth
Day, the environmental movement, as

represented by established groups like
Greenpeace, the Sierra Club, and the Wil
derness Society, is in trouble. Membership
is down, their credibility with the public is
in a shambles, and a majority in Congress
seems bent on lifting the burden of environ
mental regulation.

There is one area, however, where envi
ronmentalists are on a roll and that is in
education. Environmental education is one
of the hottest educational issues in America
today and throughout the nation, schools
at all grade levels have jumped on the
environmental education bandwagon. Cur
rently, 30 states have laws mandating some
form of environmental instruction in the
classroom. Many of these laws require the
integration of environmental education into
most subject matter classes and at all grade
levels. Thus, students are exposed to envi
ronmental education not only in science
classes, but also in history, geography,
health, and even in English and math classes.

Recently, however, environmental edu-

Dr. Jackstadt is Professor of Economics at the
University ofAlaska in Anchorage. Dr. Sanera is
Associate Professor of Political Science at
Northern Arizona University.

cation has become a cause for serious con
cern among parents, scholars, and journal
ists. In particular, critics charge that
environmental education is dominated by
a "doomsday approach" to environmental
issues, which instills unfounded pessimism
in children when it comes to the future,
that environmental curriculum materials
are biased and misleading, and that schools
often encourage political advocacy that
serves the goals of environmentalists. A
graphic evaluation was given by Nancy
Bray Cardozo in Audubon magazine; "As if
children don't have enough to worry about
these days-AIDS, wars, starving people
environmentalists are teaching them that
their very planet is at risk.... Children feel
like intruders in nature, destined to destroy
their world. ' ,1

Patricia Poore, editor of Garbage, re
viewed a variety of environmental educa
tion materials and books and concluded that
this material "contains oversimplification
and myth, has little historical perspective,
is oriented, and is strongly weighted toward
a traditional environmentalist viewpoint,
Le., emphasizing limits to growth, distrust
of technology, misinformation concerning
waste management, and gloomy (if not
doomsday) scenarios.,,2

645
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Biased Environmental
Education Materials

A consistent pattern of one-sided presen
tations of environmental issues is shown
by our review of nearly 100 sixth-through
tenth grade textbooks in the areas of sci
ence, health, geography, government, and
history.

In the coverage of acid rain, for example,
school textbooks, with rare exception,
teach children that acid rain is a major crisis
which is killing forests, fish, crops, and
destroying buildings and statues. The text
Being Healthy states: "Acid rain damages
rivers and lakes, killing fish and plants.,,3
The D.C. Heath text Earth Science: The
Challenge of Discovery states: "Trees all
across the Northeast are dying.,,4

Nearly every text fails to mention the
findings of the largest study of acid rain ever
conducted. The National Acid Precipitation
Assessment Project (NAPAP) was a ten
year study funded by Congress at a cost of
over $500 million. The NAPAP concluded
that: "There is no evidence of widespread
forest damage from current ambient levels
(pH 4.0-5.0) of acidic deposition [acid rain]
in the United States.,,5 The study's final
report issued in 1990 also reported only
minor harm to lakes and streams in the
Northeastern United States.

In the textbooks, the tenuous global
warming hypothesis is almost always cov
ered as a fact. This hypothesis argues that
the increase in atmospheric carbon dioxide
will bring about the melting of the polar ice
caps and cause catastrophic flooding of
coastal cities. One text even shows an
illustration of the New York City skyline
with a water-level covering the Statue of
Liberty and most buildings.6 Rarely, if ever,
do the texts provide equal time to the
arguments of the scientists who have called
this scenario into question.

Scientists who criticize the catastrophic
global warming theory agree that over the
last one hundred years the burning of fossil
fuels which powers our industrial society
has increased the amount of carbon dioxide
and other greenhouse gases in the atmo-

sphere. They also agree that there has been
a slight (1 degree C [1.8 degree FD temper
ature rise over the last one hundred years.7

The critics point out, however, that most
of that temperature rise took place between
1880 and 1938 when the burning of fossil
fuels was less than in the post-World War II
era. Between 1938 and 1980 the temperature
records show a slight decrease, with some
warming since 1980. If there is a correlation
between the rise of carbon dioxide and
global warming, then warming should have
accelerated after 1938, along with the rapid
buildup of carbon dioxide, rather than less
ened.8

Students are not presented with this im
portant scientific controversy. Instead, they
are shown pictures of beach houses falling
into the sea and dust bowl farms and are
told: "Scientists estimate that by the year
2040, the earth will have warmed by about
2 degrees C [3.6 degrees F]. And by the year
2100, people may be living on a planet that
is 5 degrees C [9 degrees F] warmer than it
is today.,,9 By leaving out the arguments of
the global-warming critics, the textbooks
are misleading and miseducating students.

Nowhere is the environmental education
bias in the textbooks more comprehensive
than in the area of the alleged world popu
lation crisis. With rare exception, the texts
use a graph that shows the acceleration of
population growth over the last 500 years.
These graphs usually end at the year 2000.
Often these graphs are accompanied by
statements that the population will continue
to double every 20 to 30 years and that food
and other resources cannot keep up .with
population growth. to These texts are mis
leading because they fail to tell children that
since the 1960s the rate ofpopulation growth
has declined. In the 1960s world population
was growing at slightly over two percent per
year. By the 1990s the rate had dropped to
about 1.5 percent and it is expected to drop
below one percent growth in the 2020s. 11

The graph that depicts this reality and the
one that children should be shown is one
which indicates a leveling off of world pop
ulation at about 10 billion people around the
year 2100.
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Most texts go on to demonstrate the
catastrophic effects ofpopulation growth by

. discussing dwindling food supplies and mass
starvation, yet most of this information is
either grossly exaggerated or simply untrue.
Dennis Avery, a well-known population
scholar, has documented the fact that world
food supplies are growing faster than pop
ulation and that most of the world's popu
lation has been eating better ever since
World War II. He notes that "virtually all
of the world's hunger in 1990 was 'politi
cal.' ,'12 By this, he means that the pictures
of starving people, mainly Africans, that are
seen in children's textbooks are starving not
because there is a shortage offood supplies,
but because of civil wars where one side is
using food as a weapon, or as the result of
misguided policies of Marxist regimes.
Avery goes on to note: "Africa is a vestige
of the hunger problem which once faced all
of the Third World-it is not a forerunner of
impending famine for the Earth." 13

The overall impression given to students
by school textbooks is that of a world
headed for ultimate destruction. If global
warming does not incinerate us, or we don't
starve, solar radiation pouring through the
ozone hole will give us all skin cancer. Even
if we survive these catastrophes, air and
water pollution will make our day-to-day
existence miserable.

Political Activism in the
Classroom

After a biased presentation of environ
mental education information, students are
often asked to join a "Children's Crusade"
of political activism which supports the
environmental interest-group agenda. This
ranges from simply asking for more infor
mation from political leaders to the picket
ing of businesses and the holding of press
conferences. Textbooks published by some
of the nation's leading publishing compa
nies, such as Prentice-Hall and Macmillan,
lead the way.

The 1993 edition of the Prentice-Hall text
Environmental Science: The Way the World
Works, does not camouflage its desire for

kids to become active politically. The chap
ter on air pollution concludes with the sec
tion "Taking Stock-What You Can Do."
After a discussion of air pollution regula
tions, the text tells students: "Write your
Senators and Representatives." Children
are told to ask that the next re-authorization
of the Clean Air Act include requirements to
"increase the average fuel efficiency of cars
to 60 miles per gallon by the year 2000," to
"set and enforce standards for ozone and
other pollutants that will protect crops,
forests, and all other aspects of the envi
ronment, not just human health." The text
states: "Further delays are not tolerable." 14

Absent is any discussion of research such as
that by Robert Crandall and John Graham
which concludes that higher fuel efficiency
leads to the production of smaller cars that
are less safe in accidents and thereby results
in thousands of additional traffic fatalities. 15

The Prentice-Hall text Your Health also
urges students to engage in politics. At the
conclusion of a chapter on the environmen
tal dangers to their health the text states:
"Given these problems, what can you do?
Consider joining an environmental group.
Boycott products. . . . Become politically
involved. Urge your local, state, and federal
representatives to take action against exist
ing air, land, and water pollution and to act
swiftly. ,,16 (emphasis in original).

The Merrill (a Macmillan subsidiary) text
Focus on Life Science is less direct in its
attempts to activate students. In a section
on the plight of the rain forests it states:
"The Rainforest Action Network called for
boycotts of fast-food companies that buy
their beef from South American countries.
. . . Do you think a boycott of fast-food
companies would halt the destruction ofrain
forests? Would you be willing to participate
in such a boycott? Give the reasons for your
answers. ,,17 Given the discussion of rain
forest destruction which precedes this, most
students will answer these questions in pre
dictable ways.

The texts also send the message that
government activity is the only way that
environmental problems will be solved. The
Glencoe (another Macmillan subsidiary)
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text Biology: An Everyday Experience dis
cusses the energy crisis in these terms. "The
supply of fossil fuels is being used up at an
alarming rate," the text warns. "Govern
ment must help save our fossil fuel supply
by passing laws limiting their use." 18 This
text never mentions that market pricing is
the most effective way to determine if short
ages exist or that higher prices will stimulate
conservation.

The behavior most often encouraged by
textbooks and other environmental educa
tion materials is recycling. The pressure on
children to recycle is enormous: schools
engage in elaborate recycling programs and
urge children to pressure their parents to
recycle at home. Students are also urged to
become politically active in support of gov
ernment-imposed mandatory recycling in
their communities. The D.C. Heath text
Earth Science: The Challenge ofDiscovery
includes a "Take Action" Section that asks
students to: "Write to your State legislator
and explain your position on mandatory
recycling. Ask the legislator to explain his
or her position on the issue. If your state
does not have any recycling laws, ask if
there are plans for new recycling legisla
tion. ,,19 Yet as an article in the Wall Street
Journal pointed out recently,

There's just one problem. At least by any
practical, short-term measure curbside
recycling doesn't pay. It costs residents
and local governments hundreds of mil
lions ofdollars more than can be recouped
by selling the trash. It requires huge new
fleets of collection trucks that add to
traffic congestion and pollution.20

Information on the costs of recycling has
been well-aired in the scientific and popular
literature, but does not find its way into
textbooks.

Teaching Political Action Skills
Teaching political action to students is

relatively new to the classroom and teachers
are not always trained in political action
techniques. To fill this void and to develop
these political action skills, the texts offer

teachers help in the teachers' editions of the
texts. The Glencoe text Health: A Guide to
Wellness provides expert advice to teachers
and students on "Writing to Elected Offi
cials. " This section provides six guidelines
for writing to an elected official including:
"Keep your letter short.... Limit your
letter to one or two key issues ..." and
"Ask for a specific response.,,21

While the textbooks are somewhat limited
in what they can do to teach political action
skills, special political action handbooks for
teachers and students have been developed
to provide detailed technical assistance.
One of the most successful of these hand
books is Barbara Lewis' The Kid's Guide to
Social Action: How to Solve the Social
Problems You Choose and Turn Creative
Thinking into Positive Action. This 185-page
political action handbook includes entries
that provide expert advice on: "How to
Write a Letter to the Editor . . . Tips for
Successful Petitions ... Six Ways to Fund
raise. . . How to Write aNews Release. . .
Parading, Picketing and Protesting. . . How
to Initiate or Change a Local Law ... and
Tips for Successful Lobbying ... ' ,22 This
"soup to nuts" handbook provides all the
political action skills the young environmen
tal activist needs to push the environmental
agenda.

State Environmental
Education Laws

The political activism in the classrooms is
the direct result of the environmental edu
cation movement's planning and hard work
instituting state-level environmental educa
tion laws. A major objective of the environ
mental special interest groups which have
supported the passage of these laws is to use
environmental education as a way to create
an army of young political activists. While
each state's law contains slightly different
language, most of them provide a statutory
basis for teachers to encourage students to
become involved politically in environmen
tal issues.

The Council ofState Governments, which
provides model legislation to state legisla-
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tors on many subjects, lists six character
istics for model environmental education
legislation. One of these is "Motivation
for Action-the commitment to act for a
healthy environment based on one's knowl
edge and skills." 23

In Wisconsin, the state has established
five priorities for receiving an Environmen
tal Education Grant which provides money
to develop curriculum and classroom mate
rials. One of these priorities is "The prep
aration of citizens of any age to become
active participants in the resolution of local
through-global environmental issues. ,,24

Washington state's Framework for Envi
ronmental Education asks teachers to "fos
ter the idea that involvement in the political
and legal process is paramount to resolving
environmental issues. "25

In Arizona, one of the leaders in the
environmental education movement, the
state law passed in 1990 encouraged political
activism by giving teachers the authority to
"encourage civic and social responsibility
toward environmental issues." This provi
sion of the statute was· used to justify stu
dents engaging in political activism. Fortu
nately in 1994, the state legislature struck
this provision from the law and inserted the
requirement that all environmental educa
tion must be based on sound science and
economics.

Conclusion
There is nothing wrong with teaching

students about environmental issues, but
they should be taught the true scientific and
economic complexity of these issues. There
is nothing wrong with teaching children
about the workings ofthe political system by
getting them personally involved in political
issues. What is wrong is to use biased and
misleading information about environmen
tal issues such as acid rain, global warming,
and the so-called population crisis to recruit
children as shock troops in a crusade to
support a particular political agenda. Most
educators would admit that this is not edu
cation. This has more in common with

political indoctrination and does not belong
in our schools. D
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The Devastating Effect of the
Annenberg Grants

by Gary Lamb

A t a White House ceremony in Decem
ber 1993, retired publisher and diplo

mat Walter Annenberg pledged $500 mil
lion to public education over the next five
years.

Three national organizations will share
$115 million of the grant, one ofwhich is the
newly founded Annenberg Institute for
School Reform at Brown University,
headed by Theodore Sizer. In addition,
groups from the following four cities have
secured $50 million matching grants: New
York, Chicago, Los Angeles, and Philadel
phia. In general, the grant money is intended
to support school-based renewal within the
public school system.

The focus of this article is not the possible
effects the grant will have on public educa
tion but the very real effects such a gift has
on private education.

Elementary and secondary private edu
cation in the United States depends almost
exclusively on private-sector money: indi
viduals, corporations, and foundations. The
public school system, of course, virtually
monopolizes the tax money used for the
education of children. But over the last
twenty years or so public school advocates
have not been satisfied with the vast depth
of the public coffers. They have become
increasingly effective in securing additional

Mr. Lamb works at The Social Renewal Foun
dation, Inc., Philmont, New York.

financial support directly from private
sources.

One of the techniques they use to garner
this additional support is to play up how bad
public schools are and then continually
remind the business community that most of
the future work force is educated in these
failing schools.

Just as the proponents ofpublic education
have zealously guarded public monies, they
have now begun to view the private philan
thropic dollar as their own. It has reached
the point that if an individual or organiza
tion publicly announces a contribution of a
few thousand dollars to a privately funded
voucher program to enable low-income
families to send their children to a private
school, public school supporters cry foul.
They consider it a bad precedent that should
not be duplicated because such contribu
tions divert money and attention away from
public education, which desperately needs
all the help it can get.

Assuming no increase in philanthropic
giving, when the insatiable public education
system begins winning private gift money
for its purposes, it takes money away from
an important source of support for private
education.

The negative effect of Annenberg's grant
on private education is not limited to the
fact that he didn't award any of the $500
million to private schools. The grants are
matching grants. For example, in order to
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receive his $50 million grant, the New York
City coalition must raise another $100 mil
lion: $50 million from private sources and
$50 million from public funds. This means
that the private sector in the New York City
area is going to be directly pressured to
come up with an additional $50 million and
taxed for yet another $50 million. One hun
dred million dollars sucked out of the local
community doesn't bode well for private
education or any private-sector charitable
cause.

Imagine for a moment-admittedly, we
can only imagine this now-that Walter
Annenberg decided the best thing he could
do for the poor and disadvantaged children
in this country was to donate $500 million to
private education. Let's say that he offered
supporters of private education in 20 Amer
ican cities an average of $25 million each
(amounts depending on population) in'
matching grant money to set up privately
funded programs that provide tuition-aid
grants for low-income families. This is pre
cisely the kind of opportunity private edu
cation needs to overcome its image of elit
ism and to show, if given the financial
resources, it can provide the basis for ad
dressing the educational needs of the poor
and the rich alike where public education
has failed.

Just imagine what kind of media attention
such a gift would have drawn, and what an
opportunity it would also have been to
promote parental choice and educational
freedom as opposed to governmental reform
programs.

I have not read or heard of any response
on behalf of private education regarding the
Annenberg grant. If a similar grant, even
one of one-tenth the size, had been awarded
to private education as a movement, every
major newspaper in the country would have
been filled with protests from the public
education establishment.

Public school advocates fear that private
education might have the opportunity on a
widespread basis to show it can address the
needs of all types of children, including the
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disadvantaged, in ways that the public
schools cannot. They also are afraid that
private education in general will gain rec
ognition as a way of life.

One of the reasons private education has
not won over such benefactors as Annen
berg is that there has been no coordinated
presentation of private education as the real
basis on which our nation's educational
problems can be solved. While private ed
ucation does not guarantee a good educa
tion, it has a degree of independence and
freedom from government control-charac
teristics essential for good schooling.

Government funding is inefficient and in
effective. This would also apply to any
government-funded voucher program. It
couldn't redistribute the money as effi
ciently or as effectively as a foundation. Nor
will government voucher programs be able
to curb the government's desire to regulate
and control education. Private voucher pro
grams, however, are proving to be models of
simplicity and efficiency. The private
voucher programs have also shown it is
possible in the private sector to provide
money without taking away the freedom of
the schools and that poor parents can make
responsible decisions concerning their chil
dren's education without the government's
help or interference.

Some say that private schools will always
have to defend themselves. from state regu
lation, regardless of whether they accept
money from the government or not. This
may be true, but in the long run the best and
only defense for private education is finan
cial independence from the government.
The strength of this defense will increase as
the financial independence of individual
schools and the size of the private school
movement increases. The gradual transition
from government-welfare schooling to inde
pendent, private education can begin with
many small endeavors.

Let private sector money flow to private
voucher foundations, directly to schools, or
to families: by whatever means best suits the
situation. D



Potomac Principles

Paying for Other
People's Politics

For decades the federal government has
been inexorably expanding its power,

spending, taxing, and regulating almost at
will. It was bad enough that Uncle Sam
promiscuously redistributed people's in
comes to meet one alleged public need or
another. Even worse has been Congress'
readiness to use taxpayer resources for
explicitly political purposes. Washington
currently provides advocacy groups with
some $39 billion annually. Report Marshall
Wittmann and Charles Griffin of the Heri
tage Foundation: "Over the past forty
years, Congress has helped create a vast
patronage network of organizations that
enjoy tax-preferred status, receive federal
funds, and engage in legislative or political
advocacy."

The beneficiaries of federal largesse read
like a Who's Who of advocates of big gov
ernment. For instance, labor unions receive
millions of dollars annually in grants
between mid-1993 and mid-1994 the Team
sters collected $3.5 million and the AFL
CIO pocketed $2 million. The American Bar
Association grabbed $2.2 million over the
same period. The Child Welfare League of
America received $260,000; the Environ
mental Defense Fund collected $515,000.
The National Council of Senior Citizens,
which gets an incredible 96 percent of its
revenues from Uncle Sam, grabbed $71.5
million, while the AARP, the prime lobbying

Mr. Bandow is a Senior Fellow at the Cato
Institute and the author o/The Politics of Envy:
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by Doug Bandow

force behind cash-consuming, bankruptcy
headed Social Security, collected $73.7 mil
lion. Other beneficiaries include the League
of Women Voters, Planned Parenthood,
Families USA, World Wildlife Fund, Con
sumer Federation of America, American
Nurses Association, United Auto Workers,
and AFSCME.

Virtually every department and agency in
government contributes its share to the
plunder: Labor, Education, Health and Hu
man Services, Interior, EPA, and more.
One ofthe most abusive bureaucracies is the
Legal Services Corporation (LSC), which,
in the name of representing the poor, has
used taxpayer funds to oppose state and
federal initiatives to cut spending, trim reg
ulations, and reduce taxes. Americans are
paying twice-first for LSC grants, and
second for the bigger government promoted
by LSC grantees.

Even the theoretically best of congres
sional intentions is often perverted by fed
eral grantors and activist grantees. For in
stance, in the name of preventing alcohol
abuse the Department ofHealth and Human
Services, through the Center for Substance
Abuse Prevention (CSAP), has used public
funds to promote media and political cam
paigns for higher alcohol excise taxes, re
strictions on advertising, and destruction of
private billboards. At times officials appear
to have skirted the ban on taxpayer-funded
lobbying, violating the spirit if not the letter
of existing law.

According to CSAP, its programs "are
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designed to help eliminate or reduce alco
hol, tobacco, and other drug problems in
our society. " Few could disagree with such
a goal in theory. In practice, however,
CSAP is interested in far more than sub
stance abuse. All too often the agency has
interpreted its mission-through its grant
process, research support, organizational
activities, and public pronouncements-as
organizing local groups to attack people's
drinking preferences.

For instance, CSAP has lavished federal
largesse on the Marin Institute. The Insti
tute does far more than discourage problem
drinking. The organization explains that
"effective prevention must incorporate
principles of social justice and a special
focus on populations that have been tradi
tionally disenfranchised" and emphasizes
that it develops "new resources and strat
egies that are on the forefront of the pre
vention field and that do not shrink from
controversy. " Similarly, Institute Senior
Fellow James Mosher has written that' 'the
new alcohol policy movement offers the
entire public health field the opportunity to
reach new constituencies." This approach,
he adds, "provides the means to build a
coalition for broad social change in regard to
health policy. "

Politics is not merely a byproduct of
CSAP grants to the Marin Institute, which
promotes state and national networks of
community activists and exhorts them to
take political action. Politics often appears
to be the agency's goal. CSAP provided
nearly one million dollars between 1990 and
1993 for the Marin Institute' s Youth Alcohol
Environment On-Line Information Project.
This federally-subsidized "media advoca
cy" project, explained the Institute's grant
proposal, "tries to reframe health issues to
focus on industry practices as a primary
problem, exposing them as exploitive and
unethical. " Indeed, the Institute stated that
this project would have been useful in han
dling past queries from local "alcohol con
trol activists" about such issues as the
industry's response to activists' positions,
industrial ownership patterns, the back
ground of industry spokesmen, industry
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promotional expenditures, and likely indus
try arguments. These sorts of questions
have nothing to do with health concerns or
substance abuse; rather, they involve polit
ical attacks on the alcohol industry and the
very idea of social drinking.

The University Research Corporation
(URC) of Bethesda, Maryland, another
agency grantee, put together a set of' 'media
advocacy case studies" at CSAP's behest.
The report highlighted activists' use of the
media in "reducing the presence of alcohol
and tobacco advertising and sales in their
neighborhoods." CSAP's underlying polit
ical agenda was clear: local activists' 'had to
take on government and business. In some
cases, they changed or created city and local
ordinances. In other cases, they changed the
policies and practices of advertising com
panies, stores, and even manufacturers."

Among the examples compiled at tax
payer expense was a San Diego campaign,
involving ACT UP, among other gay
groups, to link alcohol with the transmission
of AIDS, increase alcohol excise taxes,
expand condom availability, and eliminate
advertising tying alcohol to sex. The report
quotes one local activist who explained that:
"We need sex, kids, gays, motion, emotion,
and real university researchers." CSAP has
also promoted a group of so-called guerrilla
artists with an unprintable name who deface
private billboards that feature alcohol ad
vertising. The group, reported CSAP, "did
not fear taking on corporate America."
Since 1989 the group has illegally altered
41 billboards, painting their own messages.
CSAP went on to list the' 'lessons learned,"
including that "sensationalism makes
news" and "even with a sensational event,
careful planning is necessary."

Local groups are free to attack the alcohol
industry, of course. But why is the federal
government using tax money to promote
such activities? In the name of restraining
substance abuse, political activists, aided by
the federal government, are lobbying local
officials to interfere with responsible drink
ing by the vast majority of Americans-and
taxpayers.

CSAP also touts the importance of media
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advocacy training for its own staffers and
local activists. The agency assists political
activists in other ways. For instance, CSAP
helped develop and promote the National
Prevention League (recently renamed the
National Drug Prevention League). Federal
money has also been used to assist activists
in attending NDPL functions, even though
the League considers itself to be a "super
group" advocacy organization that, among
other things, lobbies Congress on CSAP's
behalf. According to Dr. Michael Dana,
CSAP's Director of the Office of Intergov
ernmental and External Affairs, the NDPL
"will create mechanisms to discuss ways to
educate the appropriate individuals, to
make the case that prevention is the way to
have an effect on drug use over the long
haul." Among the "appropriate individu
als" are congressmen and congresswomen.
As Executive Director Sue Rusche put it:
"Hardly anybody understands what pre
vention is, and certainly that has to apply to
the United States Congress."

In fact, two years ago CSAP (then the
Office for Substance Abuse Prevention) was
reprimanded by the General Accounting
Office for illicit political activities. Were it
concerned about the law, the agency should
have been exercising greater caution in its
own activities and tighter oversight of its
grantees' projects. Instead, the Center
seems intent on operating as close to the line
of illegal lobbying as possible.

The case for cutting the federal budget is
clear enough. The case for eliminating grant
money for political activists is even clearer.
As Thomas Jefferson put it: "To compel a
man to furnish funds for the propagation
of ideas he disbelieves and abhors is sinful
and tyrannical." It is time that taxpayers,
rather than legislators, decided which
groups they want to support. Democracy
means very little if influential interests are
able to regularly raid taxpayers' wallets to
underwrite their political campaigns and
lobbying activities. D

Economic Winners Deserve to
Be Respected, Not Vilified
by Mark J. Perry

Many people deplore the fact that the
top 20 percent of U.S. households

account for 55 percent of the nation's after
tax income, and the top one percent own
nearly 40 percent of the country's wealth.
Such inequality seems to offend some sense
of justice and fairness and this prompts
policies to tax the rich and redistribute
income to people on the bottom. The very

Dr. Perry is Assistant Professor ofEconomics at
Jacksonville University and Director ofthe Cen
ter for World Capitalism of the James Madison
Institute.

nature of the U.S. progressive income tax is
intended to tax the rich at increasingly
higher rates to achieve a more "equitable"
distribution of income.

In discussions on equality, we often do
not define our terms well. Most of us would
agree that equality of opportunity is desir
able. But, equality of opportunity in no way
guarantees that outcomes will be equal. In
fact, inequality of outcomes is the natural
and expected result of any fair, competitive
process, whether the competition is for Olym
pic medals, Nobel Prizes, grades, or dollars.
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For example, in the 1992 summer Olym
pic games, almost 100 countries competed in
over 230 individual and team events in 26
different sports. In all, 815 gold, silver, and
bronze medals were awarded. The countries
that received the most medals represented
only ten percent of the total number of
countries that competed. Yet that top ten
percent won more than 65 percent of the
total medals awarded. The top 20 percent of
the countries won more than 85 percent of
the total medals awarded.

An analysis of Nobel Prizes awarded in
the four science categories-physics, chem
istry, medicine, and economic science
also shows a dramatic inequality of out
come. Since 1901 there have been 447Nobel
Prizes awarded to individuals from over 30
countries. Three countries (United States,
Great Britain, and Germany) earned almost
300 Nobel awards. In other words, the top
10 percent of the countries receiving awards
got 67 percent of the total Nobel Prizes. The
top 20 percent (United States, England,
Germany, Prance, Sweden, and Switzer
land) earned over 80 percent of the total
prizes granted.

As long as everyone is free to compete in
a fair contest with well-defined rules, no one
is offended by the inequality of outcomes at
the Olympics or in Nobel Prize competition.
No one ever seriously suggests that Olympic
medals or Nobel Prizes (with the possible
exception of the prize for literature and
peace) be redistributed to achieve" equality
of outcome. "

Why then do people object to an unequal

distribution of income or wealth? The re
sults of income distribution conform very
closely to the inequalities outlined above in
the Olympics and for Nobel Prizes. An
unequal distribution of income is a natural
and expected outcome-just like the un
equal distribution of Olympic medals or
Nobel Prizes. The economy is a competitive
marketplace and there will always be people
who excel in business, science, or the arts.
Through some combination of skill, persever
ance, hard work, and luck, successful people
like Bill Gates, Oprah Winfrey, ·and Michael
Jordan make more in a year than most of
us make in a lifetime. But then the United
States usually wins more Nobel Prizes in a
year than Japan has won all century.

Taxing the most successful people in our
society and redistributing income to the
most unproductive members of society is
not a solution to the so-called evils of
income inequality. Redistribution through
a punitive, progressive tax system harms
everyone-it makes the richest, most suc
cessful people less productive and the least
productive people even less productive. In
the same way that redistributing Olympic
medals would weaken and undermine ath
letic competition, income redistribution
weakens our economic system.

The medal winners of the Olympics and
the Nobel Prize winners are honored, re
spected, and admired. We should pay the
same respect to the winners and true heroes
of the free enterprise system-the success
ful business people at the top of the eco
nomic ladder. D
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Why They're
Mad

by Sarah J. McCarthy

T he most incredible question to arise
from the horror in Oklahoma City is not

that a lunatic or two could engage in an
atrocity, but why 1,000 people in February
1995 felt the need to attend a meeting with
speakers from the Michigan Militia in the
sleepy Norman Rockwell town of Mead
ville, Pennsylvania.

The first time I'd heard of the rural rage
that is sweeping the mountains and prairies
of the American West like a wildfire was
from Kathleen Marquardt, Montana resi
dent and author of AnimalScam. "Militias
are sprouting up all over," she said. "We're
truly on the verge of a revolution."

"They're ready to start shooting out
West," said Ms. Marquardt. "People in
Idaho are strapping on their guns and talking
about secession. It's not to be pooh-poohed.
I know that people have threatened federal
prosecutors. " Ms. Marquardt followed this
with an urgent plea for concerned lawyers
to help with a problem that has arisen in
"Heaven-on-Earth, Montana."

If one dismisses this rural rage as just
some rabid reaction to radio talk shows
or a childish national tantrum, rather than
trying to understand it, one would be making
the same mistake as those who ignored the
widespread unrest about the Vietnam war
and blamed it on Jane Fonda. When a goodly
number of Americans coast-to-coast are

Ms. McCarthy has been published in Barron's,
Forbes, and The New Quotable Woman.

angry, as we saw in the anti-Vietnam war
and the civil rights movements, they usually
have some very good reasons.

Living in Last Chance Gulch near Helena,
Montana, Kathleen Marquardt described her
transformation from an apolitical mother
to an angry "grassroots rabble-rouser" the
day that her daughter came home in tears,
vowing never to return to school. An animal
rights group, she said, was visiting her
daughter's school for a week to convince the
children of ranchers, farmers, and hunters
that their parents were murderers. Ms. Mar
quardt's daughter began crying when she
was told in front of the entire class that
because her mother was a hunter, she was
also a murderer.

"The children weren't told," says Ms.
Marquardt "that ranchers and farmers put
the food on America's tables, that ranchers
and miners and loggers provide their clothes
and products that build their homes and
schools, cars, and video games. " Ms. Mar
quardt became an activist, founding a group
she calls "Putting People First."

Protecting Owls, Endangering
People

The Endangered Species Act, which en~

abIes the federal government to take control
of private property without compensation,
is among the most controversial of environ
mental regulations angering farmers and
ranchers. A law innocently devised to pro
tect owls and wolves is playing a major part
in fermenting a rural revolution.

Tales abound of people like Margaret
Rector, a 74-year-old woman, who in 1973
purchased 15 acres of land near Austin,
Texas, that was bought with her life sav
ings and intended for her retirement income.
The U.S. Fish and Wildlife Service, how
ever, had other plans for her small farm. In
1991 they decided that her land was a
suitable habitat for the Golden Cheeked
Warbler. As a result, Mrs. Rector's land,
previously assessed at $800,000 is now un
usable for development, and is worth a mere
$30,000. The only thing Mrs. Rector can do
with her land is pay taxes.

656



Radical green politics and animal rights
extremism is the New Age socialism, says
Kathleen Marquardt, citing examples of
environmentalists who are unyielding in
their disdain for property rights. Even en
vironmentalists considered moderate, such
as Peter Berle, President of the Audubon
Society, has said, "We reject the idea of
private property."

Grizzly bears and wolves and spotted
owls now take precedence over human be
ings in the mountains and prairies of the
West, say farmers and ranchers. Bears and
wolves have been reinstated into their
former habitats amongst farms and ranches,
and it's estimated that spotted owl regula
tions will result in the loss of 72,000 logging
jobs in Washington, Oregon, and California.

"If a wolf or grizzly threatens your
sheep," says Ms. Marquardt, "you have ten
days to ameliorate the situation. If it is not
resolved by then, then YOU get out. People
of Idaho are strapping on their guns and
saying, 'We're not leaving.' The next time
representatives from New York's silk stock
ing district release wolves onto our lands,
we're gonna release them in Central Park!"

To people who have lost control of their
basic values, property, schools, and in
comes to Ivy League values and Big Gov
ernment social-engineering projects, para
noia about One-World-Government is just a
baby step, or perhaps a couple of umbrella
steps, away. "We're just sick of our values
being under attack, " says the editor ofFarm
Times, a newspaper in Rupert, Idaho. Para
noia in the Heartland of America has been
generated more by the warrior mentality of
federal regulatory agencies than by radio
talk shows.

Former Senator George McGovern, ap
pearing on C-Span a few days after the
tragedy in Oklahoma City, derided the atti
tudes ofpeople he called "gun nuts," saying
that anyone who is against the Brady Bill is,
by definition, a "gun nut." Guns, however,
seem to look very different to the folks who
inhabit the vast wilderness of the West than
they do to urban subway riders. Miles from
butcher shops and police departments, their
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guns are instruments of survival, food, and
protection.

In a society that watched an almost total
collapse of law and order in Los Angeles,
and a criminal justice system that has trou
ble keeping violent offenders in jail, the
habitually self-reliant people of the West
believe that they have no one to rely on but
themselves.

Guns are seen to be one of their few
remaining vestiges of power, security, and
safety in a political atmosphere that stereo
types them as Forrest Gumps from flyover
country. Rural people say they are losing
their farms, homes, retirement nests, and
basic values to a federal government that is
micromanaging their lives at every turn. As
you listen to them, they sound like people
with their backs to the wall. "If we want to
preserve Western culture," said Kathleen
Marquardt, "we're gonna have to fight for
it. "

The executive branch and its regulatory
agencies have been operating in a search
and-destroy mode against American citi
zens who are on the wrong side of the liberal
political agenda. Doctors, pharmaceutical
companies, construction firms, tire compa
nies, restaurants, ranchers, farmers, min
ers, radio shows, and small businesses have
felt the heavy hand of Big Government and
its big fines and verbal assaults. "We must
identify our enemies and drive them into
oblivion," said Bruce Babbitt, before he
was appointed Secretary of Interior. "Free
loaders" and' 'profiteers" and' 'whores for
the insurance industry" are a few of the
epithets Washington heavies have hurled
at their political opposition in mainstream
America.

As representatives from the current ad
ministration tour the country pointing fin
gers at radio talk show hosts, and militias,
their own incendiary rhetoric and heavy
handed policies have been inflaming people
like a matchstick set to dry prairie grass.
Let's hope they will not wait as long as
previous Establishment officials, such as
Robert McNamara, to recognize the error of
their ways. D
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The Big Apple: Cigarettes
and Central Planners

by Ralph R. Reiland

"peoPle should be free to settle things
on their own," Jimmy Duke tells a

New York Times reporter. Duke owns
Drake's Drum, a restaurant on Second Av
enue at 90th Street in New York City.

What has Mr. Duke talking about individ
ual freedom is Local Law 5, a new city
ordinance that outlaws smoking in all res
taurants with 35 or more seats, except at the
bar (if they have one). Duke, a nonsmoker,
has just tossed out over half of his dining
room chairs in order to seat precisely 34
customers.

Duke may be auctioning off his final 34
chairs if the Coalition for a Smoke Free City
gets its way. The Coalition is seeking to
eliminate the size exemption and expand the
smoke-free mandate to every eating and
drinking establishment.

Duke's restaurant, renamed, is now
Drake's Drum-The Smoke Inn. Illustrating
the Law of Unintended Consequences, any
health risks from secondhand smoke at
Drake's, with its now higher concentration
of smokers, will most likely be increased
because of Local Law 5. "Why should
bureaucrats get involved?" Duke asks. "I
run a pub. I don't do behavior modifica
tion. "

For outdoor diners in New York City's
sidewalk cafes, Local Law 5 decrees that

Ralph Reiland, Associate Professor ofEconom
ics at Robert Morris College, owns Amel's Res
taurant in Pittsburgh, Pennsylvania.

only 25 percent of the customers can be
smoking at anyone time. Pedestrians, walk
ing by the cafe tables, can smoke in any
percentages.

After the first month of operating under
the smoking ban, a poll of 1,000 New York
City restaurant owners shows 81 percent
saying that Local Law 5 represents "over
regulation of small business," and 55 per
cent saying that their sales had declined.

Multiple Chemical Sensitivity may be
Jimmy Duke's next headache. Allegedly,
for folks with MCS, a whiff of secondhand
perfume can bring on anything from a head
ache to cardiac arrest. If the hostess at
Drake's Drum seats too many heavily fra
granced customers at one time, Duke may
end up as a co-defendant in a manslaughter
by-environment lawsuit.

Emboldened by the enactment of Local
Law 5, anti-smoking activist Nancy Cole
man says, "We can now redirect our efforts
to the area of toxins and fragrances." The
New York Post reports that perfume wear
ers already face restrictions in San Fran
cisco. Charcoal grills may be next on Ms.
Coleman's list.

The Market at Its Best
In Manhattan's NYNEX Yellow Pages,

religious organizations fill only three-quar
ters of one page. The city's restaurant list
ings, starting on the next page, go on for 28
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pages oftiny print, beginning with Abyssinia
Ethiopian Restaurant and ending with Zut
to's on Hudson.

There are nearly 300 restaurants listed on
each of those 28 phone directory pages, with
a total ofmore than 8,000 restaurants in New
York City. It's the free market at its best-a
creative, competitive, and thriving industry,
providing superb opportunities to entrepre
neurs and an infinite array of choices to
customers.

If there's any industry that is fully capable
of self-regulating itself regarding smoking,
while meeting the needs of its varied clien
tele without new laws, surely it's the New
York City restaurant business. With over
8,000 restaurants, owned by people who
know that they profit most through satisfy
ing their customers, it seems clear that the
market is thoroughly adept at adjusting to
customers who prefer a smoke-free envi
ronment, if they request it, and equally
capable of catering to others who wish to
have a cigarette after dinner.
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The Russian Tea Room, for instance, has
two floors of dining rooms, each with well
over 35 seats. Rather than entirely outlaw
ing smoking on both floors, as Local Law 5
mandates, why not permit the owners of the
restaurant to designate one floor as smoking
and the other as non-smoking, if that's what
their patrons wish?

Other restaurant owners could fully ban
smoking, but that would be purely a decision
by the owners, not a city-wide regulation. In
the end, the result might be 3,000 smoke
free restaurants, 2,500 restaurants that don't
regulate smoking, and 2,500 that had sepa
rate accommodations for smokers and non
smokers, all dictated primarily by the mar
ket.

That would hardly be a dilemma when
tourists stopped at the hotel concierge to ask
for a good Chinese restaurant. "Let's see,
we have 106 good ones that are smoke-free
and 92 where you're permitted to smoke.
The best dozen or so are marked with a
star." D

o
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William Penn--America's
First Great Champion for
Liberty and Peace

by Jim Powell

W illiam Penn was the first great hero of
American liberty. During the late sev

enteenth century, when Protestants perse
cuted Catholics, Catholics persecuted Prot
estants, and both persecuted Quakers and
Jews, Penn established an American sanc
tuary which protected freedom, of con
science. Almost everywhere else, colonists
stole land from the Indians, but Penn trav
eled unarmed among the Indians and nego
tiated peaceful purchases. He insisted that
women deserved equal rights with men. He
gave Pennsylvania a written constitution
which limited the power of government,
provided a humane penal code, and guar
anteed many fundamental liberties.

For the first time in modern history, a
large society offered equal rights to people
of different races and religions. Penn's dra
matic example caused quite a stir in Europe.
The French philosopher Voltaire, a cham
pion of religious toleration, offered lavish
praise. "William Penn might, with reason,
boast ofhaving brought down upon earth the
Golden Age, which in all probability, never

Mr. Powell is editor ofLaissez-Faire Books and
Senior Fellow at the Cato Institute. He has
writtenforThe New York Times, The Wall Street
Journal, Barron's, American Heritage, and more
than three dozen otherpublications. Copyright ©
by Jim Powell.

had any real existence but in his domin
ions."

Penn was the ,only person who made
major contributions to liberty in both the
New World and the Old World. Before he
conceived the idea of Pennsylvania, he be
came the leading defender of religious tol
eration in England. He was imprisoned six
times for speaking out courageously. While
in prison, he wrote one pamphlet after
another, which gave Quakers a literature
and attacked intolerance. He alone proved
capable of challenging oppressive govern
ment policies in court-one of his cases
helped secure the right to trial by jury. Penn
used his diplomatic skills and family con
nections to get large numbers ofQuakers out
of jail. He saved many from the gallows.

Despite the remarkable clarity of Penn's
vision for liberty, he had a curious blind spot
about slavery. He owned some slaves in
America, as did many other Quakers. Anti
slavery didn't become a widely shared
Quaker position until 1758, 40 years after
Penn's death. Quakers were far ahead of
most other Americans, but it's surprising
that people with their humanitarian views
could have contemplated owning slaves at
all.

There were just two portraits of Penn
painted during his lifetime, one depicting
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him as a handsome youth, the other as a
stout old man. A biographer described
young Penn's "oval face of almost girlish
prettiness but with strong features, the
brusqueness of the straight, short nose in
counterpoint to the almost sensuous mouth.
What gives the face its dominant character
are the eyes, burning with a dark, luminous
insistence . . . it is known from verbal
descriptions that Penn was fairly tall and
athletic. Altogether, the young man must
have been both handsome and impressive. "

William Penn was born on October 14,
1644, in London. The most specific descrip
tion of his mother, Margaret, came from a
neighbor, the acid-tongued diarist Samuel
Pepys who described her as "well-looked,
fat, short old Dutch woman, but one who
hath been heretofore pretty handsome."
She did the child-rearing, since her husband,
William Penn Sr., was seldom at home. He
was a much sought-after naval commander
because he knew the waters around Eng
land, could handle a ship in bad weather
and get the most from his crew. Admiral
Penn had a good personal relationship with
Stuart kings and for a while served their
most famous adversary, the Puritan Oliver
Cromwell.

Left mostly to himself, young William
became interested in religion. He was
thrilled to hear a talk by Thomas Loe, a
missionary for the Society of Friends
derisively known as Quakers. Founded in
1647 by the English preacher George Fox,
Quakers were a mystical Protestant sect
emphasizing a direct relationship with God.
An individual's conscience, not the Bible,
was the ultimate authority on morals. Quak
ers didn't have a clergy or churches. Rather,
they held meetings where participants med
itated silently and spoke up when the Spirit
moved them. They favored plain dress and
a simple life rather than aristocratic affec
tation.

After acquiring a sturdy education in
Greek and Roman classics, Penn emerged as
a rebel when he entered Oxford University.
He defied Anglican officials by visiting John
Owen, a professor dismissed for advocating
tolerant humanism. Penn further rebelled by
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protesting compulsory chapel attendance,
for which he was expelled at age 17.

His parents sent him to France where he
would be less likely to cause further embar
rassment, and he might acquire some man
ners. He enrolled at ['Academie Protes
tante, the most respected French Protestant
university, located in Saumur. He studied
with Christian humanist MoIse Amyraut,
who supported religious toleration.

Back in England by August 1664, Penn
soon studied at Lincoln's Inn, the most
prestigious law school in London. He
learned the common law basis for civil
liberties and gained some experience with
courtroom strategy. He was going to need it.

Admiral Penn, assigned to rebuilding the
British Navy for war with the Dutch, asked
that his son serve as personal assistant.
Young William must have gained a valuable
inside view ofhigh command. Admiral Penn
also used his son as a courier delivering
military messages to King Charles II. Young
William developed a cordial relationship
with the King and his brother, the Duke of
York, the future King James II.

Penn's quest for spiritual peace led him to
attend Quaker meetings even though the
government considered this a crime. In
September 1667, police broke into a meeting
and arrested everyone. Since Penn looked
like a fashionable aristocrat rather than a
plain Quaker, the police released him. He
protested that he was indeed a Quaker and
should be treated the same as the others.
Penn drew on his legal training to prepare a
defense. Meanwhile, injail he began writing
about freedom of conscience. His father
disowned him, and young Penn lived in a
succession of Quaker households. He
learned that the movement was started by
passionate preachers who had little educa
tion. There was hardly any Quaker litera
ture. He resolved to help by applying his
scholarly knowledge and legal training. He
began writing pamphlets, which were dis
tributed through the Quaker underground.

In 1668, one of his hosts was Isaac Pen
ington, a wealthy man in Buckinghamshire.
Penn met his stepdaughter Gulielma Spring
ett, and it was practically love at first sight.
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Poet John Milton's literary secretary Tho
mas Ellwood noted her "innocently open,
free and familiar Conversation, springing
from the abundant Affability, Courtesy and
Sweetness of her natural Temper." Penn
married Gulielma on April 4, 1672. She was
to bear seven children, four of whom died
in infancy.

Meanwhile, Penn attacked the Catholic/
Anglican doctrine of the Trinity, and the
Anglican bishop had him imprisoned in the
notorious Tower of London. Ordered to
recant, Penn declared from his cold isolation
cell: "My prison shall be my grave before
I will budge a jot; for I owe my conscience
to no mortal man." By the time he was
released seven months later, he had written
pamphlets defining the principal elements
of Quakerism. His best-known work from
this period: No Cross, No Crown, which
presented a pioneering historical case for
religious toleration.

The Conventicle Act
He wasn't free for long. To curb the

potential power of Catholics, notably the
Stuarts, Parliament passed the Conventicle
Act, which aimed to suppress religious dis
sent as sedition. But the law was applied
mainly against Quakers, perhaps because
few were politically connected. Thousands
were imprisoned for their beliefs. The gov
ernment seized their properties, including
the estate of his wife's family.

Penn decided to challenge the Conventi
cle Act by holding a public meeting on
August 14, 1670. The Lord Mayor of Lon
don arrested him and his fellow Quakers as
soon as he began expressing his noncon
formist religious views. At the historic trial,
Penn insisted that since the government
refused to present a formal indictment
officials were concerned the Conventicle
Act might be overturned-the jury could
never reach a guilty verdict. He appealed
to England's common-law heritage: "if
these ancient and fundamental laws, which
relate to liberty and property, and which
are not limited to particular persuasions in
matters of religion, must not be indispens-

ably maintained and observed, who then
can say that he has a right to the coat on
his back? Certainly our liberties are to be
openly invaded, our wives to be ravished,
our children slaved, our families ruined,
and our estates led away in triumph by every
sturdy beggar and malicious informer-as
their trophies but our forfeits for con
science's sake."

The jury acquitted all defendants, but the
Lord Mayor of London refused to accept
this verdict. He hit the jury members with
fines and ordered them held in brutal New
gate prison. Still, they affirmed their verdict.
Mter thejury had been imprisoned for about
two months, the Court of Common Pleas
issued a writ of habeas corpus to set them
free. Then they sued the Lord Mayor of
London for false arrest. The Lord Chief
Justice of England, together with his 11
associates, ruled unanimously that juries
must not be coerced or punished for their
verdicts. It was a key precedent protecting
the right to trial by jury.

Penn had become a famous defender of
liberty who could attract several thousand
people for a public talk. He traveled in
Germany and Holland to see how Quakers
there were faring. Holland made a strong
impression because it was substantially
free. It was a commercial center where
people cared mainly about peaceful coop
eration. Persecuted Jews and Protestants
flocked to Holland. Penn began to form a
vision of a community based on liberty.

He resolved to tap his royal connections
for his cause. With the blessing of King
Charles II and the Duke of York, Penn
presented. his case for religious toleration
before Parliament. They would have none of
it because they were worried about the
Stuarts imposing Catholic rule on England,
especially since the Duke of York had con
verted to Roman Catholicism and married
a staunch Catholic.

The Founding of Pennsylvania
Penn became convinced that religious

toleration couldn't be achieved in England.
He went to the King and asked for a charter
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enabling him to establish an American col
ony. Perhaps the idea seemed like an easy
way to get rid of troublesome Quakers. On
March 4, 1681, Charles II signed a charter
for territory west of the Delaware River and
north of Maryland, approximately the
present size of Pennsylvania, where about a
thousand Germans, Dutch and Indians lived
without any particular government. The
King proposed the name "Pennsilvania"
which meant "Forests ofPenn"-honoring
Penn's late father, the Admiral. Penn would
be proprietor, owning all the land, account
able directly to the King. According to
traditional accounts, Penn agreed to cancel
the debt of £16,000 which the government
owed the Admiral for back pay, but there
aren't any documents about such a deal. At
the beginning of each year, Penn had to give
the King two beaver skins and a fifth of any
gold and silver mined within the territory.

Penn sailed to America on the ship Wel
come and arrived November 8, 1682. With
assembled Friends, he founded Philadel
phia-he chose the name, which means
"city of brotherly love" in Greek. He ap
proved the site between the Delaware and
Schuylkill rivers. He envisioned a 10,000
acre city, but his more sober-minded
Friends thought that was overly optimistic.
They accepted a 1,200-acre plan. Penn
named major streets including Broad,
Chestnut, Pine, and Spruce.

Penn was most concerned about develop
ing a legal basis for a free society. In his First
Frame of Government, which Penn and
initial land purchasers had adopted on April
25, 1682, he expressed ideals anticipating
the Declaration of Independence: "Men
being born with a title to perfect freedom
and uncontrolled enjoyment of all the rights
and privileges of the law of nature . . . no
one can be put out of his estate and sub
jected to the political view of another, with
out his consent."

Penn provided that there would be a
governor-initially, himself-whose pow
ers were limited. He would work with a
Council (72 members) which proposed leg
islation and a General Assembly (up to 500
members) which either approved or de-

feated it. Each year, about a third of mem
bers would be elected for three-year terms.
As governor, Penn would retain a veto over
proposed legislation.

His First Frame ofGovernment provided
for secure private property, virtually un
limited free enterprise, a free press, trial
by jury and, of course, religious toleration.
Whereas the English penal code specified
the death penalty for some 200 offenses,
Penn reserved it for just two--murder and
treason. As a Quaker, Penn encouraged
women to get an education and speak out
as men did. He called Pennsylvania his
"Holy Experiment."

Penn insisted on low taxes. A 1683 law
established a low tax on cider and liquor, a
low tariff on imports and on exported hides
and furs. To help promote settlement, Penn
suspended all taxes for a year. When the
time came to reimpose taxes he encountered
fierce resistance and had to put it off.

Penn's First Frame of Government was
the first constitution to provide for peaceful
change through amendments. A proposed
amendment required the consent of the
governor and 85 percent of the elected
representatives. Benevolent though Penn
was, people in Pennsylvania were disgrun
tled about his executive power as proprietor
and governor. People pressed to make the
limitations more specific and to provide
stronger assurances about the prerogatives
of the legislature. The constitution was
amended several times. The version
adopted on October 28, 1701 endured for
three-quarters of a century and then became
the basis for Pennsylvania's state constitu
tion, adopted in 1776.

Collecting rent due Penn as proprietor
was always a headache. He never earned
enough from the colonies to offset the costs
of administration which he paid out of his
personal capital. Toward the end of his life,
he complained that Pennsylvania was a net
loss, costing him some £30,000.

Penn's practices contrasted dramatically
with other early colonies, especially Puritan
New England which was a vicious theoc
racy. The Puritans despised liberty. They
made political dissent a crime. They
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whipped, tarred, and hanged Quakers. The
Puritans stole what they could from the
Indians.

Penn achieved peaceful relations with the
Indians-Susquehannocks, Shawnees, and
Leni-Lenape. Indians respected his cour
age, because he ventured among them with
out guards or personal weapons. He was a
superior sprinter who could out-run Indian
braves, and this helped win him respect. He
took the trouble to learn Indian dialects, so
he could conduct negotiations without in
terpreters. From the very beginning, he
acquired Indian land through peaceful, vol
untary exchange. Reportedly, Penn con
cluded a "Great Treaty" with the Indians
at Shackamaxon, near what is now the
Kensington district ofPhiladelphia. Voltaire
hailed this as "the only treaty between those
people [Indians and Christians] that was not
ratified by an oath, and that was never
infringed. " His peaceful policies prevailed
for about 70 years, which has to be some
kind of record in American history.

Defending Pennsylvania
Penn faced tough challenges defending

Pennsylvania back in England. There was a
lot at stake, because Pennsylvania had be
come the best hope for persecuted people in
England, France, and Germany. Charles II
tried to establish an intolerant absolutism
modeled after that of the French King Louis
XIV. Concerned that Pennsylvania's char
ter might be revoked, Penn turned on his
diplomatic charm.

Behind the scenes, Penn worked as a
remarkable diplomat for religious tolera
tion. Every day, as many as 200 petitioners
waited outside Holland House, his London
lodgings, hoping for an audience and help.
He intervened personally with the King to
save scores of Quakers from a death sen
tence. He got Society of Friends founder
George Fox out ofjail. He helped convince
the King to proclaim the Acts of Indulgence
which released more than a thousand Quak
ers-many had been imprisoned for over a
dozen years.

Penn's fortunes collapsed after a son was

born to James II in 1688. A Catholic suc
cession was assured. The English rebelled
and welcomed the Dutch King William of
Orange as William III, who overthrew the
Stuarts without having to fire a shot. Sud
denly, Penn's Stuart connections were a
terrible liability. He was arrested for trea
son. The government seized his estates.
Though he was cleared by November 1690,
he was marked as a traitor again. He became
a fugitive for four years, hiding amidst
London's squalid slums. His friend John
Locke helped restore his good name in time
to see his wife, Guli, die on February 23,
1694. She was 48.

Harsh experience had taken its toll on
Penn. As biographer Hans Fantel put it, "he
was getting sallow and paunchy. The years
of hiding, with their enforced inactivity, had
robbed him of his former physical strength
and grace. His stance was now slightly bent,
and his enduring grief over the death of Guli
had cast an air of listless abstraction over
his face. " His spirits revived two years later
when he married 30-year-old Hannah Cal
lowhill, the plain and practical daughter of a
Bristol linen draper.

But he faced serious problems because of
his sloppy business practices. Apparently,
he couldn't be bothered with administrative
details, and his business manager, fellow
Quaker Philip Ford, embezzled substantial
sums from Penn's estates. Worse, Penn
signed papers without reading them. One of
the papers turned out to be a deed transfer
ring Pennsylvania to Ford who demanded
rent exceeding Penn's ability to pay. After
Ford's death in 1702, his wife, Bridget, had
Penn thrown in debtor's prison, but her
cruelty backfired. It was unthinkable to
have such a person govern a major colony,
and in 1708 the Lord Chancellor ruled that
"the equity of redemption still remained in
William Penn and his heirs."

In October 1712, Penn suffered a stroke
while writing a letter about the future of
Pennsylvania. Four months later, he suf
fered a second stroke.

While he had difficulty speaking and writ
ing, he spent time catching up with his
children whom he had missed during his
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missionary travels. He died on July 30, 1718.
He was buried at Jordans, next to GulL

Long before his death, Pennsylvania
ceased to be a spiritual place dominated
by Quakers. Penn's policy of religious tol
eration and peace-no military conscrip
tion-attracted all kinds of war-weary Eu
ropean immigrants. There were English,
Irish, and Germans, Catholics, Jews, and an
assortment of Protestant sects including
Dunkers, Huguenots, Lutherans, Menno
nites, Moravians, Pietists, and Schwen
kfelders. Liberty brought so many immi
grants that by the American Revolution
Pennsylvania had grown to some 300,000
people and became one of the largest colo
nies. Pennsylvania was America's first great
melting pot.

Philadelphia was America's largest city
with almost 18,000 people. It was a major
commercial center-sometimes more than a
hundred trading ships anchored there during
a single day. People in Philadelphia could
enjoy any of the goods available in England.
Merchant companies, shipyards, and banks
flourished. Philadelphia thrived as an en-

trepot between Europe and the American
frontier.

With an atmosphere of liberty, Philadel
phia emerged as an intellectual center. Be
tween 1740 and 1776, Philadelphia presses
issued an estimated 11,000 works including
pamphlets, almanacs, and books. In 1776,
there were seven newspapers reflecting a
wide range of opinions. No wonder Penn's
"city of brotherly love" became the most
sacred site for American liberty, where
Thomas JefIerson wrote the Declaration of
Independence, and delegates drafted the
Constitution.

By creating Pennsylvania, Penn set an
enormously important example for liberty.
He showed that people who are courageous
enough, persistent enough, and resourceful
enough can live free. He went beyond the
natural right theories of his friend John
Locke and showed how a free society would
actually work. He showed how individuals
of different races and religions can live
together peacefully when they mind their
own business. He affirmed the resilient op
timism of free people. D

Henry Salvatori-A Man
of Integrity
by James L. Doti

Everyone seems to have strong beliefs
these days. No one seems to be reticent

about sharing those beliefs with anyone who
will listen. Whether it is a question about
government being bigger or smaller or taxes
being higher or lower or welfare spending
going up or down, most people have definite
views.
Dr. Doti is President of Chapman University in
Orange, California.

What is uncommon nowadays is not peo
ple with strongly held beliefs but people who
are willing to put their beliefs into action. I
have had the honor and privilege to come to
know personally a wise man who has the
guts and fortitude to act on his convictions.

Henry Salvatori's deep and abiding love
for the United States, which is based on the
opportunity that awaited him and his immi
grant family when they arrived from Italy in
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1906, drives his desire to see that our youth
acknowledge what made our country great.
This desire finds expression through the
Henry Salvatori Foundation-a foundation
established to help preserve and revitalize
America's founding principles and ensure
that we do not lose sight of what our
forefathers created.

In a society where academe is increas
ingly dominated by the multicultural view
that the United States has no shared culture
and nothing special to offer the rest of the
world, American values and traditions may
strike one as outdated. But before conclud
ing that promoting such values and tradi
tions is an anachronistic attempt to stimu
late a blind and jingoistic patriotism, one
should look at the visionary life's work of
Henry Salvatori.

After graduating from the University of
Pennsylvania in 1923, he received a master's
degree in physics from Columbia University
in 1926. Mr. Salvatori played a leading role
with the development of the seismic method
of oil exploration that is still an industry
standard. In 1933, he founded Western Geo
physical Company. Under his ownership
and leadership, it became a great success in
providing geophysical exploration services
to the oil industry in the United States and
world wide.

Long before the subject of computer
science became fashionable in higher edu
cation, Henry Salvatori's passion for scien
tific development led him to establish a
computer science center and chair in com
puter science at the University of Southern
California and a chair in computer and
cognitive sciences at the University ofPenn
sylvania.

Mr. Salvatori's forward thinking was also
evident in the area of political philosophy.
His financial assistance to William Buckley
Jr. in the 1950s helped start the National
Review. When the Great Society was in full
bloom in the late 1960s, The Henry Salvatori
Center for the Study of Individual Freedom
in the Modern World was established at
Claremont-McKenna College. He was an
early supporter of the Intercollegiate Stud
ies Institute, which among its many other

Henry Salvatori

activities oversees The Salvatori Center
for American Founding Studies at Boston
University.

After chairing Barry Goldwater's presi
dential campaign in California, Henry Sal
vatori was instrumental in convincing
Ronald Reagan to run for governor, thereby
launching a career that would lead to the
presidency and the Reagan revolution. Dur
ing those revolutionary years when the New
Deal coalition unraveled, Henry Salvatori
was part of Reagan's "Kitchen Cabinet."

Given Mr. Salvatori's penchant for back
ing trends long before they become popular,
it is not surprising that he has been a
long-time financial supporter of the Heritage
Foundation, a think tank in Washington,
D.C. committed to the Jeffersonian philos
ophy of limited government.

The establishment of the Henry Salvatori
Foundation is an earnest attempt to make
coming generations aware of the great truths
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that lie at the heart of our country's consti
tutional order. While it may strike one as
unfashionable to help young people now and
in the future better understand our nation's
traditions, heritage, and common culture, it
is probably more important than ever to be
enlightened by the ideas of federalism, the
separation of powers, free markets and free
speech, individual rights, the culture of
principled dissent, and the dangers of ma
joritarian rule. In a world slowly sliding into
intolerance and rigidity, a rigorous exami
nation of individual freedom and responsi
bility seems to take on heightened impor
tance.

Political Correctness
Takes Hold

A recent article by Evan Gahr in The Wall
Street Journal (January 27, 1995) points out
that most major foundations are bankrolling
political correctness on college campuses
across the nation. Gahr cites the work of a
project director for several Ford Foundation
grants, Johnella Butler, who wrote in a
recent essay: "We are only beginning to
undo the effects of the distortions set in
motion 500 years ago when Columbus
brought massacre and the most brutal form
of slavery known to these shores, all in the
interest of spreading Western civilization
with all its long lasting assumptions ofracial ,
cultural and male superiority."

Are those the assumptions of Western
civilization? What about the Greeks' reli
ance on reason and rational disputation in
advancing the search for truth or the Judeo
Christian tradition of independence from
the state? What about John Locke's view
of "natural law" or the English tradition of
freedom and limits on the tyrannical use of
power? What about Adam Smith and laissez
faire?

And what about our Constitution-a work
of creative genius with its separation of
powers, checks and balances, and Bill of
Rights that seeks to limit the power of
government and provide personal freedom
and equality under the law? Certainly, few
would deny the significance of the Consti-

tution-perhaps the finest document ever
written for the establishment of self-govern
ment. Yet, the Constitution was not among
the 31 "standards" included by the authors
of the soon-to-be-released list of "National
Standards for United States History" that
these authors believe are critical for student
understanding.

Herman Cubillos, a former foreign min-
ister of Chile, recently stated:

The countries of Latin America have
always looked for example to the world's
great melting pot, the U.S. Now we see
that the U.S. is exacerbating its inter
group differences by making group mem
bership the basis for government favors
and handicaps, as well as by treating the
culture of George Washington and Abra
ham Lincoln as an embarrassing anach
ronism. If the U.S. doesn't want to sink
into the Third World out of which we are
rising, it must treasure its culture.

Establishing a foundation committed to
supporting efforts that lead to an enlightened
love of our country and the justice and
nobility of its heritage is not passe. These
are values and traditions that should not be
shunted aside but rather examined carefully
in order to understand the challenges to our
society posed by the ideas of freedom and
reason. Henry Salvatori has again been a
visionary in identifying a need before the
rest of the pack-namely the need to en
courage scholarship and teaching that foster
the articulation of those great truths that
lie at the heart of freedom.

I recently asked Henry Salvatori what
he believes is the secret for success. He
replied briefly but succinctly, "There
should be complete and absolute integrity
in everything one does."

It is Henry Salvatori's integrity that not
only gives him the courage of his convic
tions but also the qualities ofheart and mind
that lead him to act on those strongly held
convictions. To those ofus concerned about
preserving American values and traditions,
it is reassuring to know that one person
can still make a significant difference in the
world. D



Economics of Trial

Econ 101: Do We
Really Need Another
Samuelson?

by Mark Skousen

"Every economics editor in the business
has been looking for the new Samuelson
since the 1970s."

-The New York Times, March 14, 1995

T he economics profession is all abuzz
with the news, recently announced in

The New York Times, that N. Gregory
Mankiw, a 37-year-old economics professor
at Harvard, was paid an incredible $1.4
million advance by Harcourt Brace to write
the next "Samuelson" textbook.

What Harcourt Brace is hoping for is a
blockbuster textbook that will shape the
thinking of the 1.5 million college students
who take Economics 101 each year. Paul
Samuelson, the Nobel Prize-winning MIT
economist, set the standard when his new
Keynesian-style textbook took colleges by
storm following World War II. Since its first
edition in 1948, Samuelson's Economics has
sold over 4 million copies and been trans
lated into an estimated 41 languages. But
Samuelson is 80 years old and his textbook,
now in its 15th edition, is no longer consid
ered avant garde.

Can the youthful Professor Mankiw fill his
shoes? Frankly, I doubt it. Anyone who
named his dog Keynes is not likely to write
a breakthrough textbook reflecting the new
realities ofa market-driven global economy.
The next breakthrough textbook must be

Dr. Skousen is an economist at Rollins College
and editor of Forecasts & Strategies, an invest
ment newsletter.

post-Keynesian, if not anti-Keynesian, In
tone.

A Short Review of
Samuelson's Textbook

But do we really want another Samuelson
textbook? I think not. His textbook may
have been a bestseller, but it fails miserably
on a number of counts to teach sound
economics. As part of an independent study
at Rollins College, one of my students and
I systematically reviewed all 15 editions of
Economics and found numerous errors of
commission and omission.

Among the sins of commission, Samuel
son stressed time and again that the key to
economic stability and growth was to en
courage big government and a high propen
sity to consume. Saving, he said, was only
beneficial at times of full employment. But
full employment was historically excep
tional, which meant that most of time saving
was "perverse" because it caused money
to "leak" out of the system. According to
Samuelson's "paradox of thrift," higher
savings means lower economic growth, a
conclusion that flies in the face of all his
torical evidence. 1

In introducing the Keynesian' 'balanced
budget multiplier," Samuelson argued that
federal spending was more stimulative than
a tax cut of equal size (because part of a tax
cut would be saved).

He accepted at face value Soviet growth
statistics, declaring in his 12th edition (1985)
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that the Soviet economy since 1928 "has
outpaced the long-term growth of the major
market economies," including the U.S. ,
the U.K., GermanY,and Japan. In his 13th
edition, written a year before the collapse
of the Berlin Wall, he boldly declared, "The
Soviet economy is proof that, contrary to
what many skeptics had earlier believed, the
socialist command economy can function
and even thrive." Not surprisingly, the word
"thrive" was dropped from the next edition.

In my reading of his textbooks, I found
that Samuelson failed repeatedly to antici
pate the major economic problems and is
sues of the future: he failed to foresee the
inflationary recessions of the 1970s, the
banking crisis of the 1980s, and the collapse
of socialist central planning in the 1990s. In
addition, he has been an unwavering apol
ogist for the Welfare State, the Federal
Reserve and the current Social Security
system, a grossly expensive and inefficient
way to finance old-age retirement.

Sins of Omission
One of the great tragedies of Samuelson's

textbook is his failure to include adequate
references to the free-market schools of
economics. In his Family Tree of Econom
ics, no mention is made of the Chicago
school of Friedman, Stigler, Knight, or
Simons until 1985. In earlier editions, Sam
uelson discusses the Quantity Theory of
Money but omits any references to Irving
Fisher, the father of the Quantity Theory,
or to Milton Friedman. One of his first
citations of Friedman is a misquote ("We
are all Keynesians now"). The Austrian
school of Mises, Hayek, and Rothbard is
never mentioned at all in the Family Tree of
Economics. Schumpeter, his own teacher at
Harvard, is given only a cursory reference.

Samuelson devotes one paragraph to the
post-war German economic recovery. He
says virtually nothing about the Japanese
economic miracle, or the incredible growth
of Hong Kong, Singapore, Korea, and Tai
wan (the four tigers). No mention is made
of the Chile Model, which more and more
Latin American nations are emulating.
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There's no discussion of the exciting new
worldwide trend of privatization (or Chile's
successful privatization of its Social Secu
rity system). Meanwhile, Samuelson has
always devoted numerous pages to the
failed socialist economics of the Soviet
Union and China.

I could go on and on, but you get the point.
The economics profession desperately needs
a new textbook in economics, but not one that
simply imitates and emulates Samuelson.

Desperately Seeking a
New Textbook

Slowly but surely, free market econo
mists are making headway in the textbook
field. College textbooks with a free-market
bent have been written by Gwartney and
Stroup, Dolan and Lindsey, and Roger
Leroy Miller, among others. Unfortunately,
they all suffer from unsound macro sections.
For example, these authors don't believe in
aggregate supply and demand (AS-AD), but
they are forced to include them. Paul Heyne's
Economic Way ofThinking (Macmillan, 1994)
omits AS-AD diagrams in its 7th edition, but
it is considered primarily a micro text.

In short, there is no real sensible college
textbook on the market today offering a
sound theory of macroeconomics. I am
attempting to fill this gap with my forthcom
ing textbook, Economic Logic. This is a
revolutionary new approach to teaching
economics, integrating the concepts ofbusi
ness, finance, and economics in both micro
and macro. So far I've written six chapters,
and hope to finish the first draft this year.
Several major publishers are interested, but
they need evidence that other professors
will adopt it. I will send a copy of the manu
script to any college professor who would be
willing to make comments to improve the
contents. Send your inquiry to me at P.O.
Box 2488, Winter Park, Florida 32790. D

1. For a critique of Samuelson's infamous "paradox of
thrift," see my work, The Structure ofProduction (New York
University Press, 1990), pp. 244-59, and Economics on Trial
(Irwin, 1991), pp. 47-62. Also, James C. W. Ahiakpor, "A
Paradox of Thrift or Keynes's Misrepresentation of Saving in
the Classical Theory of Growth?", Southern Economic Jour
nal, July, 1995.
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Introduction by Hans F. Sennholz
The Foundation for Economic Education, Inc.
• 1995 • 156 pages. $14.95 paperback (special
price until October 31: $11.95)

Reviewed by William H. Peterson

Where else in America but in law-passing,
tax-imposing, and regulation-issuing

Washington, D.C., is private success so roundly
condemned? And where else is it so punished,
especially when it involves entrepreneurship and
"the rich"?

(A measure of U.S. "capital" punishment is
seen in the climb of the top income tax rate from
28 percent in 1987 to 39.6 percent today. Said
President Clinton in his 1994 State of the Union
Address: "Only the top I-yes, listen-only the
top 1.2 percent of Americans, as I said all along,
will face higher income tax rates.")

I ask: Where? But perhaps the sharper ques
tion is: Why?

Back in 1966 German sociologist Helmut
Schoeck gave one answer to why in his pathfind
ing book, Envy. Envy is a major force shaping
really distorting-man and society, history and
politics, says Schoeck. He finds it rearing its
ugly head from Greek democracy 2,500 years ago
to Western democracy today.

How good then to get this FEE collection of
essays from The Freeman glorifying future
oriented entrepreneurship, justifying the rich,
and excoriating the politics of envy.

Such politics can be seen in the progressive
income tax-a tax called for, by the way, in
Marx's 1848 Communist Manifesto as a means of
undermining capitalism. It can be seen again in
the current opposition to a flat tax or a cut in the
entrepreneur-strapping capital gains tax-a cut
which opponents unjustly and counterproduc
tively brand a "handout" to the rich. (A handout
to the nonrich, including the poor, is closer to the
mark.)

Indeed, entrepreneurship along with capital
investment is the secret of American prosperity.
More often than not, the rich gain their wealth
through entrepreneurship. In a brief but pungent

.essay here, Ludwig von Mises portrays the
entrepreneur as indispensable· to a free society,
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as one who enriches that society, as the driving
force behind the whole market system, as a kind
of an unsung hero who in a sense shares his
wealth with society through what Mises called
"social liability," his recognition that invest
ments have to be monitored scrupulously, that
they can and do fail.

In his introduction to this volume, FEE's Hans
Sennholz hails futurists and visionaries like John
D. Rockefeller, J. P. Morgan, and Henry Ford.
These giants bequeathed capital investment, in
dustrial might, and labor productivity to succeed
ing generations of Americans.

The rub is that Americans are largely ignorant
of this bequest, are apt to snap at "robber
barons," and vote anticapitalists into office. A
deadly business. Cautions Dr. Sennholz in
punchy terms: "The future is purchased today.
We have a number of choices. But all sales are
final. "

In a refreshing essay, contributor Jane Shaw of
the PERC research center in Bozeman, Montana
thanks the entrepreneurship behind Bozeman
eateries for gastronomic delights. She calls at
tention to George Gilder's idea that entrepre
neurs are "givers"-altruistic people who give
first and get rewards later, if profits kick in.

Contributor Israel Kirzner of New York Uni
versity says the glory of free enterprise lies in its
ability to attract vigorous and imaginative indi
viduals who establish long-run capital-conserv
ing profitable firms-profitable to themselves
and, of at least equal importance, profitable to
their customers, Le., to the American consumer.

Wal-Mart is such a firm and its founder Sam
Walton was such an entrepreneur, notes David
Laband of Auburn University's economics de
partment in his contribution. Dr. Laband sees
Wal-Mart giving significant benefits to its cus
tomers and a hard time to its big competitors such
as Sears and K-Mart and to its local, small
competitors such as independent drug and hard
ware stores.

But that competition is anything but' 'unfair,"
as charged by many of Wal-Mart's rivals. As he
writes: "It is true that Wal-Mart's competitors
lost business. However, let's get the cause and
the effect straight: Wal-Mart never put anybody
out of business, American consumers (his em
phasis) did."

Chinese consumers in Beijing's big 500-seat,
fast-food Kentucky Fried Chicken restaurant
also exercise quite a degree of sovereignty,
observes contributor Lawrence Reed of Michi
gan's Mackinac Center. But that sovereignty and
Kentucky Fried Chicken's entrepreneurship are
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still held back in post-Mao, ongoing socialist
China.

The Chinese government, for example, insists
on majority ownership. Kentucky Fried Chick
en's share is held to 40 percent. Too, its man
agement has to put up with state-set wages and a
state-owned utility refusing to provide any heat
before November 15th or after March 15th,
regardless of any intervening but not uncommon
freezing weather.

In his contribution, the Reverend John K.
Williams of Australia tells of Ralph Nader on a
speaking tour Down Under, with the so-called
consumer advocate suggesting to Aussies that
"big business" executives should be sent to
prison for defrauding the public. The suggestion
received rapturous applause. Reverend Williams
attributes that applause to what he calls "the
business bogey."

No doubt about the bogey. Throughout the
West the highly constructive role of business in
society is not only very often unappreciated at
the university lectern, church pulpit, editorial
office, and so on but, ironically, all too frequently
by businessmen themselves.

Mr. Businessman, in other words, often inad
vertently supports anticapitalist causes by mind
lessly sending a check to his left-wing alma
mater. Or he lets the battle ofideas go by default.
Comments John Williams: "That is his failing,
and possibly his fatal failing." He might have
added a line from FEE writer Admiral Ben
Moreell back in the 1950s: to communism via
majority vote.

This reviewer, on the firing line of defending
the rich for more years than he cares to remem
ber, suggests: Let those critics attacking "greed"
and "fat cats" redirect their frustration into a
new outlet: Don't get mad, get even-get rich.
Remember, critics, you's free to try. But watch
out: You may become the butt of your own
diatribes. 0
Dr. Peterson, an adjunct scholar at the Heritage
Foundation, is the Distinguished Lundy Profes
sor Emeritus ofBusiness Philosophy at Campbell
University in North Carolina.

The Tyranny of Numbers

by Nicholas Eberstadt
AEI Press, Washington, D.C.• 1995 • 305
pages • $24.95 cloth

Reviewed by Julian L. Simon

I n this book about political systems, economic
development, and demography, Nicholas

Eberstadt displays a firm grasp on the right end
of the stick. His data well demonstrate his
unifying theme, which is that to understand social
phenomena, we must look at experience over a
long stretch of time, across a varied group of
countries, and with as large a sample ofcountries
as possible. It is because they do exactly the
opposite that the doomsters arrive at precisely
the wrong conclusions about the way that things
are going in society.

Among the specific issues that Eberstadt deals
with are poverty, health, life expectancy, infant
mortality, population growth, and economic de
velopment. These issues are discussed in the
comparative context of capitalistic United States
and socialistic Eastern Europe and Asia. Eber
stadt is well-skilled to tackle these topics. He is
a fine demographer, and his 1976 article in The
New York Review ofBooks on world food pro
duction-written at age 19-was as good an
attack on prevailing false common beliefs as was
written in that decade.

The basic idea in the book is that wealth leads
to health and long life, political freedom leads to
wealth, and therefore in the long run political
freedom leads to health and the other good things
of life.

The Communist bloc-of which Eberstadt is
a very competent scholar-will long remain the
classic proof of this truth. For example, life
expectancy in eastern Europe has been declining
during the past decades, whereas everywhere
else in the world it has been rising. Part of the
explanation may be the enormous pollution of air
and water that is inevitable under Communism,
and perhaps it is related to the fascinating pat
terns of smoking and drinking about which Eber
stadt presents data. But the most important
reason almost surely is the decline in the overall
standard of living in those countries.

To illustrate Eberstadt's position that not
consulting the long view of history leads to
unsound conclusions, consider the public's be
liefs about black infant mortality. Almost every
one's reaction is that black infant mortality is a



bad situation. But look at the decreases in black
and white infant mortality in the United States
since 1915. In 1915 white infant mortality was
almost 100 deaths per 1,000 births, and black
infant mortality was fully 180 deaths per 1,000
births. Both are horrifying. And the rates were
even more horrifying in earlier years in some
countries-up to 300 or 400 deaths per thousand
births.

Nowadays white infant mortality is about eight
per thousand, and black infant mortality about 16
per thousand. Of course it is regrettable that
mortality is higher for blacks than for whites. But
should we not be impressed by the tremendous
improvement for both races-both falling to
about ten percent of what they were-with the
black rate coming ever closer to the white rate?
Is not this extraordinary improvement for the
entire population the most important story-and
a most happy story? Yet the press gives us the
impression that we should be mainly distressed
about the state of black infant mortality. This
is the error of thought that Eberstadt warns us
against.

Someone once said to Voltaire: "Life is hard."
Voltaire replied: "Compared to what?" Every
evaluation requires that we make some sort of
comparison. And the comparisons one chooses
to make are decisive in the judgments one makes
about whether things are getting better or worse.

Though the ideas in The Tyranny ofNumbers
are sound and important, and should be part of
the mental contents of every policymaker in our
society, the book is not a great success as a
monograph. It cannot claim novelty because its
ideas are not new; they are the staples of classic
liberal thought about economic development, as
exemplified by Lord Peter Bauer, Margaret
Thatcher's first economic guru. And the main
conclusions are only implicit rather than explicit
because the volume lacks integration. It reads
more like a set of essays than like a book with
a basic unifying theme. Additionally, the art of
making a book from separate essays was scanted
by both author and editor. Similar material pops
up in several parts of the book.

But leave those cavils aside. The content ofthe
book is sound and important. The more policy
makers who read it, the better. And there are lots
of interesting data, even for the scholar. D
Dr. Simon is the author ofThe State ofHumanity
and The Ultimate Resource (2nd edition forth
coming).
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The Death of Common Sense:
How Law is Suffocating America

by Philip K. Howard
Random House. 1994. 202 pages. $18.00

Reviewed by James L. Payne

I t is rare that a book should carry in its title a
double entendre so embarrassing to the au

thor. Howard intends to say that common sense
has died in the morass of modern law and legal
regulation, which he finds wasteful, counterpro
ductive, and laughably ineffective. "Modern law
has not protected us from stupidity and caprice,"
he says, "but has made stupidity and caprice
dominant features ofour society. " The book lays
bare regulation's ugly underbelly, with case after
case of silly governmental action angrily re
counted by the author.

So what should we do about it? Here the reader
is treated to a second death of common sense:
Mr. Howard's. Hejust can't bring himself to see
that the solution to the abuses of government is
less government.

The opening case nicely illustrates his hangup.
Mother Teresa's Missionaries of Charity wanted
to reconstruct a burned-out building in New York
City to make it into a homeless shelter. They
didn't want, and would refuse to use, an elevator,
but city regulations insisted they spend the extra
$100,000 to put one in anyway. As a result of the
impasse, the nuns gave up on the project.
Howard is appalled by this outcome. "There are
probably 1million buildings in New York without
elevators. Homeless people would love to live in
almost anyone of these."

What's the way to prevent this kind of regu
latory absurdity? The common sense reply is: get
government out of deciding things like who must
have an elevator. How could a government
agency ever have the wisdom and sensitivity to
know, for scores of thousands of different build
ings every year, when an elevator was appropri
ate and when not? Let owners, architects, build
ers, and tenants figure it out.

This answer never occurs to Howard, not in
this case and not in connection with the dozens
of other regulation horror stories he presents.
He's a man of the left, it appears, with the old
New Dealer's deep, unexamined faith in govern
ment. He believes it should manage everything:
schools, medicine, businesses, environment,
safety, housing, zoning. Anyone who suggests
government is overextended, he says in an im-
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patient aside, is guilty of "dreaming of an agrar
ian republic." Howard is the first to agree that all
this massive regulation has gone painfully wrong,
but that doesn't mean that the idea of big gov
ernment is flawed; it's just been carried out
incorrectly.

What's the right way to do it, then? How do we
avoid dehumanizing red tape, bureaucracy, and
litigation, and still give government the power to
regulate everything in sight? Howard doesn't
stress his answer, but it clearly lurks in his pages:
we give government officials arbitrary power to
regulate as they see fit. "When we demand that
the welfare state address difficult human prob
lems like poverty and homelessness, and ordi
nary ones like education, we must allow the
humans doing the job to operate appropriately. "

To Howard's way of thinking, bureaucrats
should be free to use their own judgment in
deciding who has to have an elevator, let us say.
When Mother Teresa comes by, he assumes they
would let her off the hook. But Howard doesn't
seem to worry about the negative side of this
arbitrary power. What happens when someone
rubs an official the wrong way and is ordered to
put an elevator in his dog's house? He can't be
permitted to complain to anyone. If the courts
hear the case, that would restart the litigation
engine Howard so deplores. Appealing to a
councilman or congressman would lead to the
massive legislation he has spent his book criti
cizing. So taxation with representation must go
by the board. Obviously, Howard hasn't thought
through his idea' 'to let bureaucrats loose without
precise instructions."

Judging from this book's great popularity,
there are lots of people these days in the same
boat with Howard: they hate how government
works but they still believe in it. It hasn't yet
dawned on them that government is based on
force, and that no matter how you slice it, force
is a defective foundation for social reform. D
Dr. Payne, a contributing editor ofThe Freeman,
is director ofLytton Research and Analysis and
the author ofCostly Returns: The Burdens of the
U.S. Tax System.

The Careless Society: Community and
Its Counterfeits

by John McKnight
Basic Books. 1995 • 185 pages. $21.00

Reviewed by Doug Bandow

There is little doubt that the sinews of Amer
ican society have weakened over the last 40

years. One need not treat the 1950s as a long-lost
utopia to recognize that families are now more
likely to break up and, indeed, not to form at all;
that communities are crumbling as they fill with
fractured families; and that even prosperous
middle America seems ever-less cohesive.

What is the cause of this phenomenon, which
has created a social catastrophe in many inner
cities? Much ofit results from misguided and per
verse government policies, as John McKnight,
now at Northwestern University, details. But
he identifies a broader villain: professionalism.
As he explains, "our problem is not ineffective
service-providing institutions. In fact, our in
stitutions are too powerful, authoritative, and
strong. Our problem is weak communities, made
ever more impotent by our strong service sys
tems."

His is a provocative, if somewhat misguided,
thesis. In virtually every aspect of life-medi
cine, poverty, crime-McKnight contends that
professionals are taking over. The result has been
to "destroy the sense of community competence
by capturing and commodifying the citizens'
capacity to solve problems and to care." We
have become a nation of clients.

McKnight directs much of his fire at the
medical profession. He is mightily irritated with
physicians for reasons that are not entirely clear.
For instance, he seems to blame doctors for the
fact that Americans like to engage in unhealthy
activities and then want to be healed. In such
cases doctors are merely responding to our
irresponsibility.

Still, this desire that someone else counteract
the effects of our own foolishness suggests a
serious moral problem. The fault lies not with
the servers, but with us, for believing that re
sponsibility for solving our problems lies outside
of ourselves.

This tendency to yield control is perhaps most
evident in the field of social services, where The
Careless Society is at its most persuasive. Here
we see coercion at work, with the government
using taxpayers' money to foist "services" upon



the most vulnerable members of our society. As
McKnight reports, the resulting picture is not
pretty:

When the services grow dense enough
around people's lives, a circular process de
velops. A different environment is created for
these individuals. The result of a noncommu
nity environment is that those who experience
it necessarily act in unusual and deviant ways.
These new ways, called inappropriate behav
ior, are then cited by service professionals
as proof of the need for separation in a forest
of services and for more services.

The disabling effect of this circular process
is devastating to the client and to our commu
nities.

Not surprisingly, the rangers in this forest of
services develop into a potent political lobby. As
a result, complains McKnight, the bulk of "anti
poverty" spending goes to the largely middle
class servers, whose incentive is to create yet
more programs. This tends to push out genuine
citizen activists, who offer the intimate personal
relationships which are what community is all
about.

The loss caused by this sort of social service
imperialism is enormous, but intangible. Even
the poorest communities, when convinced that
they control their own destinies, can achieve
much. McKnight details the case of one Chicago
neighborhood where local activists assessed the
most common reasons for treatment at the local
hospital, and then began addressing problems
like dog bites. Rather than marching on city hall,
they used local block clubs to create a system of
bounties for stray dogs. The number ofbites went
down and, reports McKnight, "the people began
to learn that their action, rather than the hospi
tal's, determines their health."

How to encourage more of such activism?
McKnight emphasizes deregulation. People and
communities must be free to act, he writes, yet
"in thinking about extending spheres of free
action, one is constantly impressed by the bar
riers imposed by various forms of state regula
tion." Although these restrictions are always
defended as protecting the public, McKnight
warns that "they are usually means to ensure
professional monopolies, central authority, and
preferred technologies."

Eliminating barriers is not enough. The author
also worries about jobs and economic growth,
though his more interventionist economic pro
posals contradict the lessons that he advances
about the failure of government central social
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planning. Moreover, he emphasizes the role of
associations, which are "the result of people
acting through consent." Officials have to rec
ognize the power of this voluntary sector, for it,
observes McKnight: "provides a social tool in
which consent is the primary motivation, inter
dependence creates wholistic environments,
people of all capacities and fallibilities are incor
porated, quick responses are possible, creativity
is multiplied rather than channeled, individual
ized responses are characteristic, care is able to
replace service, and citizenship is possible." In
short, community is the most important antidote
for what ails us.

McKnight closes with an interesting reflection
on Christianity, which has provided such an
impulse for service. Would Christ approve of
today's institutionalization of service, asks
McKnight? Not if Christ saw "help becoming
control, care becoming commercialized, and cure
becoming immobilizing." Rather, McKnight ar
gues, the highest expression of service is people
helping people. Ultimately, he argues, we should
seek not to be servants, but friends, which Christ
proclaimed his disciples to be during the Last
Supper. As McKnight so nicely concludes a
powerful, though at times flawed, book: "In our
time, professionalized servants are people who
are limited by the unknowing friendlessness of
their help. Friends, on the other hand, are people
liberated by the possibilities of knowing how to
help each other. " 0
Doug Bandow is a Senior Fellow at the Cato
Institute and the author ofThe Politics of Envy:
Statism as Theology (Transaction).

Economic Thought Before
Adam Smith-An Austrian Perspective
on the History of Economic Thought,
Volume 1
by Murray N. Rothbard
Edward Elgar. 1995 • 556 pages. $99.95

Reviewed by Gregory P. Pavlik

L ibertarian theory did not emerge from a
vacuum. Yet, often it seems that the deepest

antecedents that movement libertarians would
bequeath to us lie in the Enlightenment. Indeed,
some would not proceed backward past Ayn
Rand. The truth is, libertarian thought has an
ancestry extending down through the ages to
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antiquity. To be specific, those roots are both
Western and Christian. There can be no clearer
exposition of this fact than the last major work of
Murray Rothbard.

Economic Thought Before Adam Smith is a
deceptively titled volume. It is actually a full
blown history of ideas from a natural rights
natural law perspective in philosophy as well as
a critique of economic doctrine and theory from
within the Misesian paradigm of mainstream
Austrian economics. Professor Rothbard's treat
ment is a thorough overview of the roots of the
libertarian system that informed his life's work.

This book is all the more valuable for Roth
bard's general approach to historiography.
Working through the Austrian paradigm, Roth
bard delivers a devastating blow to the standard
chronology of economic theory as a linear and
correct development from Adam Smith to mod
ern neo-classical economics.

As the title implies, there was a wealth of
analysis developed before the time of Adam
Smith. Although most was imbedded in moral
theology or appeared in fragments, a body of
sound economic thought existed, much emerging
from Thomistic Scholasticism. One of the most
impressive examples of advanced theoretical
contributions was the fourteenth-century French
philosopher Jean Buridan de Bethune, who was
responsible for' 'the virtual creation of the mod
ern [Austrian] theory of money. " As Rothbard
explains:

Foreshadowing the Austrians Menger and von
Mises, Buridan insisted that an effectively
functioning money be composed of a material
possessing a value independent of its role as
money. . . . Buridan went on to catalogue
those qualities that lead the market to choose
a commodity as a medium of exchange ...
portability, high value per unit weight, divis
ibility, and durability.

In short, a sophisticated commodity theory of
money. This served the additional function of
beginning to sever monetary theory from the
Aristotelian notion ofmoney as a unique creation
ofthe state, barren ofintrinsic value, that plagued
early economic considerations, and formed the
basis of the early Christian prohibitions on inter
est.

It is most informative to note that there were
in fact modern general treatises on economics
that preceded Adam Smith, the most important
being Essai Sur La Nature Du Commerce En
General, by the "gallicized Irish merchant"
Richard Cantillon. Cantillon was sound on his

analysis of market pricing, providing a sophisti
cated discussion of consumer demand coupled
with supply. He was "the first to stress and
analyze the entrepreneur." Cantillon's work pi
oneered "spatial economics ... the analysis of
economic activity in relation to geographic
space." Most importantly, all of this was done
some 70 years before Adam Smith, the alleged
father of economics.

The subject ofAdam Smith is where Rothbard
will perhaps raise the most eyebrows. He is
almost without exception hostile, deeming Smith
a proto-Marxist, and, following Schumpeter, an
obstacle for the development of sound economic
theory. For Rothbard, Smith interjected the labor
theory of value into economics and pioneered an
extreme variant ofthe egalitarianism that plagues
political dialogue to this day. Contrary to con
ventional wisdom, Rothbard holds that even
Smith's famous "invisible hand" was not origi
nal, and that Smith's emphasis on the division of
labor neglected the importance of specialization
in the economy as a whole. In the wake of
Rothbard's dissection, laissez-faire promoters of
Adam Smith have a lot of explaining to do.

Rothbard's book also serves as a history of the
development of natural law theory, a discussion
which moves from Aristotle through to moder
nity. Notable again is the emphasis on the pos
itive role played by Christianity, and Catholicism
in particular, on the emergence of a coherent
natural rights-based libertarian doctrine. As the
author points out, the Catholic professor at
Bologna, Huguccio, in his Summa of 1188, es
tablished the doctrine that' 'private property was
to be considered a sacrosanct right derived from
the natural law." In theory, private property was
to be immune from the aggressions of the state.

This analysis leads to an interesting reinter
pretation of more well known proto-libertarian
natural rights theorists like John Locke. In the
case of Locke, Rothbard regards his theory as
"neo-Scholastic Protestantism," a resurrection
of previously held Christian doctrine regarding
the natural law. Of course, there were radical
innovations within the Lockean system, most
importantly with regard to social contract theory.
But the author's point is extremely important,
and must lead to a reconsideration ofthe religious
roots of the doctrines of political freedom.

Further, Professor Rothbard takes the reader
through an in-depth analysis of the social rami
fications of the Protestant Reformation, and of
the great theological divides in Europe. There is
an extensive survey of Mercantilism in theory
and practice. The Enlightenment comes under



scrutiny for its mysticism and perversion of
libertarian doctrine. No essential subject in eco
nomic or political theory is left untouched.

This is an immensely important work, a judg
ment that must be reserved for a select number
of titles. As a fresh history of economic theory it
is invaluable. As a learned analysis of the roots
of libertarian thought, it is revolutionary. This is
a book that deserves to be read carefully and
repeatedly. 0
Mr. Pavlik is director of The Freeman Op-Ed
Program at The Foundation for Economic Edu
cation.

Tax Free 2000: The Rebirth of
American Liberty

by Murray Sabrin
Prescott Press, Inc., Lafayette, Louisiana.
1995 • 240 pages. $12.99 paperback

Reviewed by Robert W. McGee

I f you hate taxes, then you'll love Murray
Sabrin's Tax Free 2000. Dr. Sabrin traces the

history and evolution of taxes from ancient times
through the Middle Ages and up until the ratifi
cation of the 16th Amendment, which gave the
federal government the legal authority to impose
an income tax. He also analyzes the impact of
taxation on the economy and concludes that
taxes distort production by transferring re
sources from the peaceful and productive sec
tor-the free market-to the "coercive" sector
of society-the government.

If after reading chapters one through four you
are not convinced the government is not your
friend, then Sabrin's discussion of the govern
ment's monetary policies should convince you
that the U.S. dollar could be headed for the trash
can if sound money is not restored.

So how do we get out of this statist mess?
Sabrin demonstrates how a taxless society would
function. He systematically analyzes all levels of
government spending and concludes that they do
not pass the test of either efficiency or justice.

Without a foundation of freedom to guide
social relations, the hallmark of a laissez-faire
economy, government spending by definition
creates conflict among the citizenry by creating a
perpetual civil war for the spoils of taxation.
Sabrin thus takes the Jeffersonian doctrine of
limited government to its logical conclusion
extreme noninterference.
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At the federal level, government must pro
vide a national defense to protect the territorial
integrity of the United States, but not the "de
mocracy" of Haiti, the safety of South Korea,
or the stability of the Balkans. States, counties,
and municipalities also must downsize because
they too deliver services by using massive coer
cion.

According to Sabrin, we can phase out all
taxes by the year 2000 and eliminate virtually all
government spending by the early years of the
next century. By the next millennium Social
Security, Medicare, Medicaid, foreign aid, farm
subsidies, welfare, education, and all the other
spending programs that have become the com
ponents of the American welfare state or mixed
economy should be abolished. Sabrin asserts that
both the profit and non-profit sectors would
deliver the services the American people desire,
not what the special interests want. This would
be in keeping with the principles of 1776 that, he
claims, were overturned in the quiet revolution of
1913, the year the income tax amendment was
added to the Constitution and the Federal Re
serve Act was signed into law by President
Wilson.

You don't have to be a radical rightist or a
libertarian to appreciate Tax Free 2000. If Amer
ica is going to once again become a truly free
country, then the income tax, sales tax, property
tax, estate tax, inheritance tax, and the myriad of
government depredations ofthe people must end.
And the sooner the better.

Sabrin has offered a bold prescription for
America's future. If we want to achieve both
freedom and sustainable prosperity, then Tax
Free 2000 is the book we need. D
Dr. McGee teaches at Seton Hall University.

The American Revolution Resurgent

by Raphael G. Kazmann
Scott-Townsend Publishers: Washington, D.C.
• 1994 • 186 pages. $15.00 paperback

Reviewed by Robert Batemarco

T ake a heavy dose ofprinciple, add some solid
economic reasoning and a scattering of his

torical examples, leaven it with some unconven
tional definitions, and you have The American
Revolution Resurgent. This book clearly lays out
the consequences of America's jettisoning the
constitutional republic the Founding Fathers
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bequeathed us in favor of majoritarianism. Its
cogent suggestions as to how to return are
unfortunately well ahead of their time.

Democracy has by and large degenerated into
majorities voting themselves a share of the prop
erty of the minority. Raphael Kazmann redefines
democracy as what a polity should be: one in
which majority rule, constrained by morality and
justice, is applied to solve those problems com
mon to all members of society. Kazmann's
natural law approach to morality and justice
draws from such diverse sources as Ayn Rand
and the Bible. Government actions that we take
for granted permit him to provide us with many
examples ofthe consequences offailing to adhere
to the natural law. Public schooling, progressive
taxation, protectionism, Social Security, and
foreign aid all come in for a drubbing. On
progressive taxation, for instance, Kazmann ob
serves: "The idea that taxation should be based
on the 'ability to pay' can be paraphrased as 'let's
have a gradation in robbery, those who are the
richest shall be robbed the most, those who are
less rich shall be robbed less, but no one who
earns anything shall escape.'"

Nowhere does Kazmann go further against the
grain of what currently passes for democracy
than in questioning the desirability of the univer
sal franchise. He illustrates, through the example
of investment clubs, that where electoral major
ities have no power to transgress the rights of
minorities, those less qualified to make decisions
are only too glad to leave that task to those better
qualified. The key here is the pursuit ofa common
goal, rather than some factions seeking to gain at
the expense of others which characterizes our
actual political system.

He fleshes out this notion with a plan to restrict
the franchise to that 60 percent of the population
with the greatest Adjusted Gross Incomes. His
presumption is that those who are running their
own lives successfully, at least in this single
dimension, are more likely to make correct
decisions in the public arena. Those who would
argue that this standard may be somewhat arbi
trary would have a tough time convincing anyone
that the current qualification for voting, i.e., to
have been breathing for the last eighteen years,
is not arbitrary.

He concludes the book with five general policy
proposals: stabilizing the currency, abolishing all
transfer payments, maintaining order, converting
our current progressive income tax to a flat
consumption tax, and permitting all voluntary
exchanges.

Kazmann does not skimp on specifics to back

up his general points. His discussion of the harm
done by government water resource programs
draws on his professional training as a hydrolo
gist. His discussions of the German hyperinfla
tion, Social Security, and the minimum wage are
filled with relevant facts soundly interpreted.

All too many free market thinkers revere
democratic capitalism in a manner which empha
sizes the democratic part over the capitalism.
The main contribution of this work is to place the
mechanism of voting in its proper place as a
means rather than an end. As Kazmann con
cludes, "It is not the organizational structure that
determines whether or not a society will survive.
It is the extent to which the organizational
structure conforms to the natural laws that gov
ern human societies." D
In addition to editing the book review section of
The Freeman, Dr. Batemarco is a marketing
research project manager in New York City and
teaches economics at Marymount College in
Tarrytown, New York.

Government Nannies: The Cradle to
Grave Agenda of Goals 2000 and
Outcome Based Education
by Cathy Duffy
Noble Publishing Associates. 1995 • 263 pages
• $13.00 paperback

Reviewed by Kenneth Lloyd Billingsley

Few forces in American life have postured as
more messianic than public education,

whose prophets predicted a golden age of cre
ativity, equality, and prosperity if only the gov
ernment could run the schools and children be
forced to attend. They got their wish, and billions
of dollars in the people's money, but the result
was quite different.

Instead of imparting a body of knowledge and
transmitting the time-honored cultural and moral
values to students, American public education
really government education-serves mainly to
reinforce ignorance, enhance credulity, and put
its inmates at the mercy of society's eager brain
washers, with recording studios and TV cameras
at their disposal. Home-education expert and
curriculum consultant Cathy Duffy knows this all
too well.

In the early 18oos, before we had compulsory
schooling, she points out, the literacy rate sur
passed that oftoday, when students who can read



advertisements are considered literate. In eco
nomic education the situation is even more
dismal. America's educational establishment
also knows its own failures and has embarked on
a grandiose program it claims will fix the prob
lems. In this tough, well-documented book,
Cathy Duffy gives them a report card.

Duffy goes to the heart of the problem with her
diagnosis that American educational problems
are iatrogenic, induced by the system itself,
particularly in its attempts at reform. As Richard
Mitchell and other educational critics have
shown, even calls for reform only feed the
bureaucratic brontosaurus by providing it with a
pretext for yet more studies, more support per
sonnel, and of course increased taxes. The latest
of these are "Goals 2000" and "Outcome Based
Education," subjects of this helpful volume.

The author shows a keen ability to translate
from the language of bureaucrats, which some
call "educanto." This is the pretentious dialect
that calls grades "outcomes," tests "assess
ments," and libraries "learning resource cen
ters." But there is no mistaking the author's
purpose: to "stimulate more people to value their
freedom and autonomy enough to stand against
the encroachment of benevolent government
nanny programs that would keep us all perpetual
children. "

Goals 2000, Duffy says, includes some reforms
but in reality" goes out of the classroom, into the
home, beyond instruction and into indoctrina
tion. In reality it provides the framework for a
cradle-to-grave takeover of America's families."
For example, the author shows how the screen
ing processes of ostensibly benevolent "parent
educators" (PEs) are based on a massive mistrust
of parents. The plan's call for "partnership,"
Duffy says, "is shaping up to be an invasion."
The official pretext is the desire that "all children
shall start school ready to learn."

The intrusive PE's, Duffy shows, can easily
manipulate parents into uncritical acceptance of
programs under the Goals 2000 umbrella. These
include the declaration of certain children ' 'at
risk. " But the standards are so broad that some
schools declare all students "at risk." And Duffy
documents the disturbing liaisons between
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schools and social service agencies which, when
in doubt, tend to break up families first and ask
questions later.

Duffy casts doubt upon every high-minded
plank in the Goals 2000 program, whose cost she
estimates at up to $1 billion a year. She notes that
the Elementary and Secondary Education Act is
an $11 billion per year' 'investment" in education
that even dwarfs Goals 2000.

The much-promoted Outcome Based Educa
tion (OBE) while promising improved results,
turns out to rely more on the feelings of students
than their thinking powers and mastery ofknowl
edge. As the California CLAS tests confirm, it
also allows schools to become yet more intrusive
with students and parents.

The one certainty of such reforms is that they
will be expensive. Another is that they will serve
bureaucratic interests. Based on those realities
the prospects for success may well be doubted.
Duffy makes a convincing case that these goals
could well make things worse but at the same
time raises key questions for those dealing with
the system.

Do children belong to the state, as in the
Prussian system on which ours is based? Are
citizens rapidly become slaves to the govern
ment? As C.S. Lewis put it, there is a funda
mental difference between the methods of an
eagle which teaches her young to fly and fend for
themselves, and the poultry farmer who raises
birds for the slaughter. American education is
very much in the second camp. "We are faced
with two choices," the author concludes, "We
can choose the security of the government womb
and pay the price of freedom. Or, we can choose
a challenging future that holds both risks and
responsibilities. "

Cathy Duffy provides solid analysis to push the
reader toward that more difficult second path,
ringing defenses of freedom to challenge the
reader, and resources to help them proceed.
Government Nannies will prove a most useful
tool for parents and educators alike in the closing
years of this century. 0

Mr. Billingsley is a media fellow of the Pacific
Research Institute in San Francisco.
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PERSPECTIVE

School Choice, 1886 Style

Zach Montgomery, nominated in 1886
for Assistant Attorney General, was falsely ac
cused of having advocated the teaching of Ro
man Catholicism in the public schools. To be
confirmed, he had to defend his position in the
U.S. Senate. He was critical, he said, not ofthe
public schools' teachings but of their anti-
parental control by the political State.

[T]he chief vice of the [public school] system
lies in its usurpation of parental authority, and in
its attempting to do for each child, through
political agencies, that which can be properly
done by nobody else in the world, except by its
own father and mother. . . . The question which
we are discussing . . . is not whether the Bible
ought or ought not to be read in school;
nor whether" Johnson's Cyclopedia" is a proper
book for school libraries; nor whether a partic
ular class of teachers are or are not the best
adapted to school work; . . . nor whether the
teaching of religion and the physical sciences
ought or ought not to go hand in hand, nor
whether good children, who have been carefully
and morally trained at horne, ought or ought not
to be sent to the same school with the vicious and
depraved, with the view of reforming the latter.
That there is a wide and an honest difference of
opinion amongst the American people as to these
questions no candid and intelligent citizen will
deny. And accepting this honest difference of
opinion as an existing fact, the question which we
now propose to discuss is this: Does it rightfully
belong to the political state to determine these
questions for parents and children, and to compel
them to submit to its decision? . . .

If the political State has the legitimate power
and the rightful jurisdiction to make a binding
decisioIr the question-whether it be in favor of
or against the use of the Bible in the school-its
decision must be equally binding . . . [I]f the
State may rightfully, and without trenching upon
the doctrine of religious liberty, forbid the teach
ing of the Bible in the schools, to the children of
parents whose judgments and consciences de
mand such teaching,. or may enforce the teaching
of the Bible to the children of those whose
judgments and consciences are opposed thereto,
it then follows as a matter ofcourse, that the State
must have jurisdiction to decide as to which one
of all the various versions and translations of the
Bible is the correct one.... Not only that, but
if the State can . . . enforce the teaching of such
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Bible in the schools, against the judgments and
consciences of the parents of the children who
are so taught, it must also have jurisdiction to
decide, as between conflicting interpretations,
which is the meaning of the various texts of the
Bible....

[W]e are not discussing the question as to what
kind or whether any religion ought or ought not
to be taught to children; but we are only consid
ering the question as· to whether or not it right
fully belongs to the' 'political State" to determine
that question, and in doing so, to override the
judgments and consciences of the fathers and
mothers of children. . . .

[I]n our humble opinion, the true and proper
course to be pursued by the friends ofeducational
reform is to keep prominently before the people
as the fundamental, the vital issue, this question,
namely: Shall the parent or the political State
determine for a child who shall be its teacher, its
companions, and what books it shall or shall not
study?

-ZACH MONTGOMERY

The School Question

When Is Price Too High?
On the first day of my college Principles of

Economics class I often ask students to bring a
list ofat least five things which they think cost too
much. Since I allow them to do this anonymously
a few wise guys will start off with such things as
cigarettes and beer. But most students approach
the assignment seriously.

I quickly dispense with the more frivolous
items by suggesting they learn to roll their own
cigarettes-something many of them have never
heard of-and brew their own beer. After think
ing it over they usually decide it is worth the price
to have their cigarettes rolled and their beer
brewed commercially.

This lays the groundwork for a more serious
discussion of how much they estimate it would
actually cost for them to produce the "over
priced" items themselves. In most cases they
would have to obtain raw materials, arrange for
their transport, hire workers, build factories, and
so on. The students soon come to realize that
they couldn't produce the things they want at any
price. They begin to understand the specializa
tion of labor, the complementary function of
capital investment, and the role of entrepreneurs
in bringing together the factors of production,
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capital, as well as skilled and specialized work
ers. Then they begin to look at prices in a different
light.

-ROGER CLITES

Professor Clites teaches at Tusculum College
in Tennessee.

How to Get from
Here· to There

It is not difficult to criticize current govern
ment programs. With some understanding of
basic free market principles, it is also possible to
describe the ideal free market society of private
enterprise and open competition. But it is not so
easy to outline steps to take us from here to there,
from our present hampered market economy, to,
or at least toward, a free market.

Granted, it wouldn't be easy for everyone to
adjust if their subsidies and protective regula
tions were removed. Producers and consumers of
many goods and services, who have become
accustomed to government subsidies and/or gov
ernment-guaranteed "protection," would have
to learn to be self-reliant. They would have to rely
for support, not on the taxpayers, but on those
who actually used their goods or services. But
such adjustments are possible.

At times when government interventions be
come intolerable, people begin to ignore them
even while the subsidies and regulations are still
in place. Innovative and ingenious individuals
conceive of new solutions to old problems that
fall outside the purview of government controls
and regulations. For instance, government postal
systems throughout the world are already being
superseded by private express delivery services,
telephones, fax machines, and e-mail. The public
schools are being increasingly bypassed by par
ents who homeschool or send their children to
private schools. And when government money
systems have been inflated until commercial
transactions become impossible, people turn to
barter and alternate moneys. Under present
conditions, only the gold standard can rescue us
from the ever-present threat of inflation. Yet few
economists have given much thought to "privat
izing" money and reviving gold as money. In this
issue, several articles discuss this problem and
review the proposals that have been made for
restoring the gold standard.

-BETTINA BIEN GREAVES

November Guest Editor
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Should We Cancel
the National Debt?

by Daniel J. Pilla

This question is popping up more and
more. The idea of canceling the debt

seems to gain support in direct proportion to
the increase in the debt itself. Should we or
shouldn't we? At present levels, the national
debt is about $5 trillion. It grows by hun
dreds of billions each year. Current levels
of federal spending will add about $1 trillion
more in debt over the next four to five years.

As the debt grows, government's interest
burden grows with it. The more of our tax
dollars consumed by interest, the fewer
dollars available for discretionary spending.
What's worse, more pressure is then ex
erted to use tax increases to fund mandatory
spending programs, such as Social Security,
Medicare, and Medicaid. To illustrate how
the interest burden is growing, consider this:
in 1963, the federal government spent just
6.9 percent of its total budget on net interest.
By 1993, the total interest outlay was 14.1
percent of total spending. But judging inter
est as a percentage of spending is not the
real story. We all know government spends
more than it collects. The federal interest
burden exists simply because government,
like you and me, must actually service its

Mr. Pilla is a tax litigation consultant and author
ofeight books on successful methods ofdealing
with IRS abuse . He is editor of the Pilla Talks
Taxes newsletter and has appeared on over 2,500
radio and TV talk shows discussing taxpayers'
rights issues.

debt. Interest, ofcourse, represents the cost
of debt service.

To see a true measure of the problem,
we should examine interest payments as a
percentage of revenue collected, not as a
percentage of total spending. Congress only
spent a total of $92.642 billion in 1963.
What's more, the federal government ran a
very small deficit. As a result, the amount
of interest paid as a percentage of revenue
collected was still around 6 percent. By
1993, however, Congress collected $1.153
trillion, and spent $292.502 billion on net
interest. That puts the interest component
of total federal revenue at 25.3 percent of
revenue collected. As you can see, that is
nearly double the less telling number of 14.1
percent.

This problem is exacerbated when we add
to the mix the question of entitlements.
Entitlements include those programs which
guarantee a payment to citizens. Chief
among them are Social Security, Medicare,
and Medicaid, but entitlements also include
federal pensions. of every description. As
these mandatory spending demands in
crease along with interest payments, the
government's latitude to spend elsewhere,
including for defense, is greatly inhibited.
Consider this observation from the opening
remarks of the Final Report of the Biparti
san Commission on Entitlement and Tax
Reform. At page 4, we are handed this most
sobering bulletin: "The gap between federal
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spending and revenues is growing rapidly.
Absent policy changes, entitlement spend
ing and interest on the national debt will
consume almost all Federal revenues in
2010. In 2030, Federal revenues will not
even cover entitlement spending." (empha
sis added)

Even if Congress resolved to balance the
budget tomorrow (which we know it will not
do, since it turned away the Balanced Bud
get Amendment), it will continue to face and
be forced to handle interest on the $5 trillion
debt it has already amassed. Market condi
tions, not the government, will dictate what
interest rates will be paid. As a result, the
question of its interest burden is largely
uncontrollable.

The next question then is, why not begin
paying off the debt? That of course is what
a reasonable person would do, and that is
what every American family would have to
do under similar circumstances. But before
it would make sense for you to start paying
off your debt, before it would do any good
for you to do that, you must first stop going
further into debt. And this the federal gov
ernment has steadfastly refused to do.

In his Wall Street Journal article of Feb
ruary 9, 1995, Stephen Moore, director of
fiscal policy studies at the Cato Institute,
discussed some problems inherent in paying
off the existing national debt. The following
is a portion of Mr. Moore's observations:

Here's an experiment. What if we were to try
to payoff the $4-plus trillion national debt by
having Congress put one dollar every second
into a special debt buy-down account? How
many years would it take to payoff the debt?
One million seconds is about 12 days. One
billion is roughly 32 years. But one trillion
seconds is almost 32,000 years. So to payoff
the debt, Congress would have to put dollar
bills into this account for about the next
130,000 years-roughly the amount of time
that has passed since the Ice Age. Even if we
were to require Congress to put $100 a second
into this debt-buy-down account, it would
still take well over 1,000 years to pay the debt
down. (emphasis added)

Neither Moore nor Cato has specifically
called for repudiating the national debt.
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However, others have. And the call is not
new, but facts as sobering as those Steve
Moore presented provide fuel for the fire.
The day Moore's article appeared in the
Journal, Rush Limbaugh began talking
about repudiating the debt. Like Moore, he
did not specifically say the debt should be
repudiated. However, he misunderstood the
clear message of the article.

The underlying premise of the article was
not to suggest or argue for repudiation of the
debt. Rather, it was to emphasize the mag
nitude of the problem and to create a sense
ofurgency for the idea ofa balanced budget.
As I said earlier, the debt cannot even begin
to be addressed until we begin to live as a
nation under a balanced budget. That is the
mandatory first step. Without taking that
step, nothing else matters. Instead of real
izing that point from the article, Rush Lim
baugh used the facts presented to jump to
the conclusion the debt could "never be
paid." He did not specifically state it should
be repudiated, but he did say economists
should begin to address the ramifications of
doing so. In response to a caller who phoned
with his position on the matter, Rush con
tended he did not understand the full rami
fications of repudiating the debt, and thus
stopped just short of making the claim.

To Repudiate or Not
So, my question to you is, based upon the

above facts, should we repudiate the debt
or not?

Before we answer the question, let us
understand exactly what constitutes the
"national debt." We hear the term over and
over, but we also hear much misinformation
about it. For example, we should begin by
learning to whom this debt is owed. Many
times, politicians will say, "We owe it to
ourselves. " In fact, one of the callers to the
Rush Limbaugh program that day said, "If
we owe it to ourselves, why not just repu
diate it?" If you owed your home mortgage
to "yourself," you might be inclined to
cancel the debt. And if you did, what dif
ference would it make? Who, if anybody,
would be hurt by that act? If you truly
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"owed it to yourself," perhaps nobody
would be hurt.

Let us understand, however, that the
United States does not owe the money "to
itself." Just as you owe your home mortgage
to the organization that loaned you the
money to allow you to purchase it in the first
place, the federal debt is owed to specific
creditors. How does one become a creditor
of the United States? To finance its deficit
spending, the federal government must do
exactly what you and I do before we can
spend money we do not have. It must first
borrow that money. When the United States
borrows money, it must enter into a promise
to repay the debt. It is no different than your
home mortgage. If you borrowed $100,000
to buy or refinance a home, you must
guarantee the bank you will pay back the
principal, with interest at a stated rate,
within a stated period of time.

Bonds and Bondholders
When the United States borrows money,

it does much the same thing. Instead of
signing a mortgage note, however, govern
ment issues debt instruments. The debt
instruments assume three forms. Long-term
debts take the form of bonds, medium-term
debts take the form of notes, and short term
debts take the form of bills. When the
United States overspends by, say, 300 bil
lion in a given year, it raises the money to
pay the difference by issuing these debt
instruments. The Treasury first decides how
much of the debt is to be financed through
long, medium, or short term obligations. It
then offers these obligations to the public
through an auction. For simplicity's sake, I
will refer to all government debt instruments
as bonds.

The government debt instruments
bonds-are purchased at auction at a dis
count to their face value. The deeper the
discount, the higher the rate of interest the
government will pay to the bondholder. The
smaller the discount, the lower the rate of
interest the Treasury will pay. The bond
discount rate, and hence the interest rate, is
largely determined by Federal Reserve in-

terest rate settings and the market place.
The point is, government does not set the
rate. Bonds are sold', like anything else at
auction, to the highest bidder, assuring the
lowest rate for that particular issue.

The bond is an obligation not unlike your
own mortgage note. The United States
agrees to pay the bondholder a specific
principal, at a stated interest rate over a
fixed period of time. The entirety of the
federal debt, some $4.8 trillion, is financed
in this manner. Thus, the United States does
not owe the money to "itself," it owes the
money to bondholders. They are the parties
who lent their cash to the government to
finance its operations.

But who are these bondholders? When
the Treasury offers bonds for auction, the
largest segment of the bonds are purchased
by major brokerage houses. Institutions
such as Salomon Brothers and Merrill
Lynch purchase major blocks of these debt
instruments. They in turn resell them to
'individual investors. Of course, they sell
them at a rate which allows the brokers to
make money on the transaction. However,
the brokerage fee can easily be avoided by
purchasing bonds' 'Treasury direct, " which
in effect, bypasses all broker middlemen.

The ultimate purchasers of government
bonds fall under three categories: (1) foreign
governments, (2) institutional investors,
such as banks, insurance companies, mutual
funds and pension funds, and (3) individual
citizens. This answers the question "To
whom do we owe the money?"

In the February 1995 Treasury auction of
two- and five-year notes, we find that more
than $25 billion was raised through "com
petitive tenders from the public." In addi
tion, another $1.5 billion was awarded to
"Federal Reserve Banks as agents for for
eign and international monetary authori
ties." (See Public Debt News, U.S. Trea
sury Department, February 22, 1995.)

Repudiation Fallout
Now that we understand to whom we

owe the debt, let us explore the likely con
sequences of repudiating the debt. I have
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classified the fallout into three types of
problems: small scale, medium scale, and
large scale. Let us take them in ascending
order.

Small-Scale Problem. From the govern
ment's point of view, a small-scale problem
is created for the individual holders of gov
ernment bonds. If the federal government
defaults on payments, those owners-a per
son here, a person there-lose part of their
savings. To the extent that that person
invested to save for his retirement, to build
a college fund, or to buy a home, that money
is lost. Is that the end of the world? Ask the
guy who loses his savings. If he's young
enough to recover over time, maybe not.
Maybe he can swallow the fact that his
money was stolen from him by a dishonest
government. Maybe he can work extra hard
in the remaining productive years he has left
to make up the difference. Maybe.

What about those millions of older or
retired citizens who have invested heavily
in government bonds because of the "guar
anteed" safety and return on investment?
Suppose such a person is 65 years old.
Suppose his entire life savings is invested
in bonds, and he is dependent on the interest
every month to keep him out of soup lines.
How will that person recover from having
his money stolen from him by a dishonest
government?

Medium-Scale Problem. If you're not an
owner of government bonds, what do you
care? If those people were shortsighted
enough to put all their eggs in one basket,
maybe they deserve what they get. Maybe
you don't have to worry because your
money is invested with your insurance com
pany, or mutual fund, or even better, in your
company's pension fund. But maybe you
should worry.

The largest investors in government
bonds are institutional investors such as
these firms and banks. With nearly $3.5
trillion in pension cash alone invested
throughout the world, a huge share of that
money is in "guaranteed" government
bonds. There are hundreds of billions more
invested through insurance companies. Add
to that the billions in mutual fund invest-

ments and you start to appreciate the prob
lem is quite a bit broader than just a few old
people losing some spare change.

I submit to you that if you have any kind
of life insurance policy, pension fund, or
mutual fund investment of any kind, you are
the proud owner of federal government
bonds at some level. If the government
defaulted on these obligations, it would send
shock waves through the entire financial
market. It would destabilize much of the
insurance and pension sector, and could
spell the outright destruction of countless
mutual funds. Even if you do not own an
insurance policy or pension fund of any
kind, I would be surprised if you did not
have a bank account. Banks also invest
heavily in government bonds.

I suspect that if the federal government
were to default on bond debts owed just to
the banking industry, the fallout would
make the S&L crisis look like a mere bank
overdraft. In fact, by defaulting on govern
ment bonds owed to banks, my guess is the
entire commercial banking industry would
be destabilized, risking the money of every
depositor, large and small.

Large-Scale Problem. But even if the fi
nancial markets were rocked, pension and
insurance funds were lost, and millions upon
millions of American citizens lost money to
a dishonest government through bank clo
sures, that is not even the worst of it. The
worst is the effect it could have on our world
trading partners and military allies. Hun
dreds of billions more in federal debt are
owned by foreign governments, foreign in
surance companies, and foreign mutual
funds. Japan alone has helped finance Amer
ican deficit spending for decades, to the tune
of billions. If the federal government de
faulted on debts owed to these foreign
investors, our government would likely face
financial retaliation of immeasurable pro
portion.

For example, I could well imagine all
assets of U. S. investors in foreign nations
being frozen by that government. You don't
think that can happen? The United States
does it all the time. Remember the Gulf
War? After Iraq invaded Kuwait, some $2
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billion in Iraqi assets held in U.S. banks
were frozen by executive order of President
Bush. If we can do it to foreign investors
in the United States, why can't foreign
governments do it to u.S. investors?

And that may not even be so bad. What
could be worse is the prospect that a foreign
government may nationalize the assets of
U.S. companies located in that country. By
the way, the term "nationalize" is how
governments refer to the act of stealing what
does not belong to them. Is it all that hard to
imagine, for example, the government of
France or Germany nationalizing the assets
ofFord Europe in an effort to recoup its own
losses? During the 1950s, U.S. businesses
lost billions when Castro's government took
over Cuba and nationalized all u.S. assets
held in that nation.

Even if the affected foreign governments
did not openly retaliate against U.S. assets
held in their country, what effect do you
suppose repudiation of debt will have on

our military alliances? Do you suppose the
governments ofthe Western world will be so
quick to jump to the aid ofany United States
interest after they have had billions stolen
from them by a dishonest government?
Don't bet on it.

The bottom line is, repudiation of the
federal debt would be fundamentally im
moral. It would constitute a dishonest act of
the highest order. The ramifications would
be felt in every home in the country, and
every capital in the world. The United
States could be ruined politically, finan
cially, and perhaps militarily. After all, how
many of our government's military actions
are financed through borrowing?

But, as the saying goes, every cloud has
a silver lining. If the government of the
United States repudiated its debt to inves
tors, you can be sure we would have a
balanced budget, whether Congress liked it
or not. That is because nobody would ever
lend the United States another dime! D

How to Destroy Wealth

by Richard w. Stevens

A nyone can demonstrate the fundamen
tal flaw in the welfare state by engag

ing in a simple experiment which illustrates
that the coercive "redistribution" of wealth
destroys wealth. Legislators who take funds
from taxpayers coercively to create' 'wealth"
by building a dam in Colorado or a library
in Pittsburgh, for instance, actually destroy
wealth. This simple experiment with my two
sons shows how.

Mr. Stevens is a lawyer and teaches Legal Re
search & Writing at George Washington Univer
sity National Law Center.

Andrew, age eight, enjoys books about
magic and riddles. Jason, age six, loves
construction toys like dump trucks and
cranes. One Saturday afternoon, I took from
Andrew his books of riddles and magic and
gave them to Jason. I took from Jason his
construction toys and gave them to Andrew.

Rebellion erupted. Both boys complained
that my naked exercise of power was not
fair. I explained that I had not damaged their
toys in any way; the total money price of the
things they had received was the same as
what they had given up; they should both be
just as happy as before the swap.



The boys screamed and yelled. In the first
place I had forcibly interrupted their play.
They might soon get over this, they said, if
I would only return their original toys. They
even admitted that if I gave them some
thing extra, "something really neat," they
might be willing to forgive the interruption.
However, I had forcibly taken away their
favorite toys and this was unjust on its face.
How would I feel, they asked, if someone
came and took my chess computer away
from me? I told them they hadn't really lost
anything- it was as if I had taken a five
dollar bill from each of them and given them
each another five dollar bill. The money
value of the toys each had received was the
same. They had both gotten something of
equal money value. But they weren't mol
lified.

The boys had a difficult time explaining
another reason for their resentment, but it
was no less real. By taking away the toys
they valued most, and giving them toys they
valued less, I had stolen something of value
from them-their fun, their satisfaction.
Although the toys had not lost money value,
the real value of their toys had decreased
through the redistribution. The market price
of Andrew's books and that of Jason's
construction toys were about the same. But
in Andrew's hands the books were more
valuable than the trucks and cranes. And
to Jason the trucks and cranes were more
valuable than the books on magic and rid
dles. By the redistribution both had lost
value. The fact that they cost about the same
in dollars was immaterial. Their values in
the eyes of Andrew and Jason were neither
objective nor measurable; they were sub
jective "psychical and personal," as Lud
wig von Mises wrote. 1

When I left the boys alone and told them
they could trade back again, they promptly
did so, grumbling as they did about why
Daddy had bothered them in the first place.

This simple experiment demonstrates
several economic truths. First, economic
values are subjective. The fact that the
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books and trucks cost the same was imma
terial.

Second, no outsider, no parent or gov
ernment official can forcibly redistribute
goods from one person to another without
decreasing the satisfaction of at least one of
the parties. Andrew and Jason had already
arranged their toys to satisfy their personal
wants and interests. By forcibly interfering,
I had reduced the satisfaction of both boys,
as they told me in no uncertain terms.

Third, exchanges of goods of equal mon
etary value are not equal exchanges. The
objective "market value," i.e., the price of
a good is not the same as the subjective
value in the minds of the particular persons
involved. Individuals trade goods voluntar
ily with one another only if each expects to
receive in return something that will be more
valuable to him or her than what he or she
is giving up.

Fourth, there is no way to compare the
unhappiness of two different people. From
their yells I could tell that neither Andrew
nor Jason liked the new order of things. Yet
there was no way to judge whether one child
was harmed more or less than the other. We
cannot measure the harm that forced trans
fers cause to people, but we know the harm
exists. 2

This little experiment with Andrew and
Jason shows that transferring wealth forc
ibly from some individuals to others inter
feres with the voluntary arrangements peo
ple make among themselves, destroys
personal subjective values, and actually re
duces the amount of wealth in society.3

Thus social programs that aim to improve
the lives of some persons by taking funds
forcibly from others are bound to destroy
wealth in society-although there is no way
to measure how much. D

1. Ludwig von Mises, Human Action, 3rd rev. ed. (Chica
go: Henry Regnery Co., 1966), p. 97.

2. Human Action, pp. 204-205; cf. Henry Hazlitt, Eco
nomics in One Lesson (Norwalk, Conn.: Arlington House,
1970), pp. 31-34.

3. Murray Rothbard, Power & Market: Government & the
Economy, 2nd ed. 1977, Kansas City, Kan: (Sheed Andrews
and McMeel, Inc.).
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Education vs. Democracy

by Sheldon Richman

Part of the allure of public, or, more
precisely, government-run, education is

its supposed democratic nature. Most citi
zens see a virtue in having the schools set
in the arena of majority rule, where "the
people" are said to be the ultimate decision
makers. It is taken .as self-evident that the
greatest accountability is to be found in that
arena and to even suggest removing the
schools from the democratic process would
deal a mortal blow to education.

But is democracy really good for educa
tion? The implicit bylief in its goodness
has gone too long unexamined. Democracy
is sacred in American culture, and so to
suggest that it is detrimental to anything is a
secular heresy. Nevertheless, I'll argue that
democracy is inimical to education, if by
"education" we mean the family-based as
sisting of children to become moral, com
petent, and well-rounded human beings.

The Essence of Democracy
A critique of democracy in the context of

education can't help but begin with a look
at democracy per se. The sacred mantle
draped over the democratic process ob
scures something rather profane. What is
thought to be the rule of the majority turns
out in actuality to be the rule of well
organized minorities, or special-interest
groups. 1 A chief reason for that fact is the
phenomenon, discussed at length in the

Mr. Richman is the author o!Separating School
and State: How to Liberate America's Families,
published by the Future ofFreedom Foundation
in Fairfax, Virginia.

Public Choice literature, of dispersed costs
and concentrated benefits. Most govern
ment programs entail a small cost to any
individual (although the aggregate cost may
be immense). Thus, most people will have
little incentive to actively oppose a given
program; it just isn't worth the time and
effort. In contrast, the benefits are great to
a smaller, well-organized group of citizens.
It will pay them, or the trade group they
support, to lobby energetically for "their
program. " That essentially is why the
United States has programs to benefit farm
ers and steel manufacturers, for instance,
though consumers of farm products and
steel far outnumber producers of farm prod
ucts and steel.

That unromantic fact about democracy
that well-organized' minorities not unorga
nized majorities rule-is well established
in the literature of political economy. 2 As
important as it is, however, it's not crucial
to the present purpose. After all, it is a
secondary issue whether majorities impose
on minorities or minorities impose on ma
jorities. Ofprimary importance is that some
one imposes something on someone else. I
find it peculiar indeed that freedom and
democracy should so often be coupled when
by its nature, democracy requires that some
people be forced to abide by the will of
others. What leads so many to embrace this
dubious idea is the belief that democracy is
the only peaceful alternative to autocracy,
in which one person's will is imposed on
everyone. Let someone get wind of your
aversion to democracy and sooner or later
you'll be accused of favoring authoritari-
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anism. (America's greatest antidemocrat,
H. L. Mencken, was so accused repeated
ly.)

It seems not to have occurred to the
enthusiasts of democracy that there is a
third alternative: individual liberty. Or if
they thought of that alternative, they re
jected it as a comprehensive solution on
the ground that public-goods and free-rider
problems make some form of collective
decision-making necessary at least for some
purposes. Some things, it is said, cannot be
left to the voluntary sphere, in particular, .
things that when provided to some are
simultaneously provided to all and that
are consumed nonrivalrously.3 These twin
traits are said to rob entrepreneurs of the
incentive to produce any such good or
service or, at least, to grossly underproduce
them. In either case, the will of the people
is thwarted. Governmental production, that
is, coercive, tax-financed provision, is pro
posed as a remedy for such "market fail
ure." That theory, for all its elegance, has
taken a beating in the last few decades from
a variety of economists, political scientists,
and game theorists. It seems that there is
less to the public-goods problem than meets
the eye.4

The Free-Rider Argument
Theorists have made an equally important

counterargument with respect to the pur
ported solution to the alleged problem,
namely, government. Several authors have
exposed the free-rider objection to the mar
ket as a boomerang: when hurled at the
advocates ofthe market, it circles back to hit
the thrower square in the back of the neck.
In other words, the same objections made to
voluntarism are applicable to the state. Any
generally beneficial government services
are provided to all and are consumed non
rivalrously. Taxation is supposed to over
come that problem, but the problem runs
deeper than that. Why should any individual
citizen participate in a campaign for gener
ally beneficial legislation or decent candi
dates when he can free-ride on the efforts of
others? Why should anyone vote? One vote
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makes little difference. If the free-rider
problem is insurmountable, legislation and
candidates that would truly benefit all citi
zens will be "underproduced" by the polit
ical system. That leads to the preponder
ance of special-interest government action
referred to earlier. Such action bestows
great benefits on a relatively small group,
while spreading the costs across the whole
of society. Moreover, unlike in the market,
when a "public good" is obtained through
government, the beneficiary group pays
only a small portion of the costs, since
government shifts most ofthe expense to the
taxpayers. "This makes it possible for or
ganized groups to get the state to provide
bogus public goods, goods and services
which in fact cost much more than the
beneficiaries would be willing to pay even if
exclusion were possible and they could not
free-ride. In this manner, the state generates
externalities, and ones that are negative.
Rather than overcoming the free-rider prob
lem, the state benefits free-loaders.... ,,5

The advocates of democracy believe that
the free-rider problem can be overcome;
after all, many people vote. But if that's so,
why then can't it also be overcome in the
marketplace? Could it be the case that the
free-rider phenomenon is not necessarily
insurmountable?6

Those problems aside, it is far from clear
that the public-goods problem even applies
to education. Nonpayers can be excluded
from the schoolhouse. Moreover the re
sources used in education are scarce and
thus are consumed rivalrously. 7 The only
sense in which there is a free-rider phenom
enon-everyone benefits from a well-edu
cated society even if we don't pay for
others' education-applies equally well to
myriad features of society. Indeed, the very
notion of society includes spillover benefits
from people's self-interested activities.
Spontaneous orders, such as custom, the
market, money, and language, by definition
include what economists call positive exter
nalities. But that is no reason for govern
ment to take over those institutions. As a
matter of fact, most of the benefits would
disappear if government did so.
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Democracy

The essence ofdemocracy, as I've said, is
that one group imposes its will on another.
Let's see how that's so. In a representative
democracy, such as the United States, cit
izens typically vote not on particular issues
but for members of legislatures and school
boards. The "representatives" then vote
on legislation and policies to govern their
particularjurisdictions. Obviously, all those
votes entail losers. Citizens who voted for
the losing candidates are bound nonethe
less by the winners' decisions, and citizens
whose representatives are on the losing side
oflegislative votes are likewise bound by the
decisions of the representatives who pre
vail. (We'll skip the added complication that
representatives often break campaign prom
ises.)

A classic defense of the system was made
in an essay by Anthony Downs, who wrote:

The basic arguments in favor of simple major
ity rule rest upon the premise that every voter
should have equal weight with every other
voter. Hence, if disagreement occurs but ac
tion cannot be postponed until unanimity is
reached, it is better for more voters to tell
fewer what to do than vice versa. The only
practical arrangement to accomplish this is
simple majority rule. Any rule requiring more
than a simple majority for a passage of an act
allows a minority to prevent action by the
majority thus giving the vote of each member
of the minority more weight than the vote of
each member of the majority.8

The late liberal Italian jurist and political
scientist Bruno Leoni, however, demol
ished Downs' argument that majority rule
assumes that "every voter should have
equal weight with every other voter." He
pointed out that in fact' 'we give much more
'weight' to each voter ranking on the [win
ning] side.. . . than to each ranking on the
[losing] side. . . . The fact that we cannot
possibly foresee who will belong to the
majority does not change the picture
much.,,9 In other words, Leoni argued,
when a bare majority prevails in an elector
ate of 100, 51 have the weight of 100 and
49 the weight of zero. to

The problem, of course, is that the legis
lative process is a winner-take-all matter.
That fact refutes the various attempts of
political scientists to liken the process to the
marketplace. As Leoni noted:

Only voters ranking in winning majorities (if
for instance the voting rule is by majority) are
comparable to people who operate on the
market. Those people ranking in losing minor
ities are not comparable with even the weakest
operators on the market, who at least underthe
divisibility of goods (which is the most fre
quent case) can always find something to
choose and to get, provided they pay· the
price.!!

In the legislative process, Leoni argued,
you either get what you asked for or you get
nothing. "Even worse, you get something
that you do not want and you have to pay for
it just as ifyou had wanted it. ,,12 That makes
the legislative process, he added, more like
the battlefield than the marketplace. In an
imaginative application of the Ludwig von
Mises' criticism of socialism, Leoni also
compared the legislative representative to
the central economic planner; by the very
nature of their systems, both are cut offfrom
information that is critical to the jobs they
are theoretically doing because the sponta
neous processes that produce that informa
tion are squelched. As he put it:

No solemn titles, no pompous ceremonies, no
enthusiasm on the part of applauding masses
can conceal the crude fact that both the
legislators and directors of a centralized econ
omy are only particular individuals like you
and me, ignorant of 99 percent ofwhat is going
on around them as far as the real transactions,
agreements, attitudes, feelings, and convic
tions of people are concerned. 13

Demo.cracy and the Schools
We see the truth of those insights in the

controversies over education. In school dis
tricts throughout the nation, communities
are torn over such issues as whether con
doms should be distributed, whether young
children should be exposed to the issue of
homosexuality, whether books offensive to
parents should be required reading, whether



reading should be taught by the "whole
language" method instead of phonics,
whether and what values shall be taught,
and so on. Since a majority vote of school
board members decides those contro
versies, parents represented by members
voting in the minority are effectively dis
franchised. They must abide by the majority
decision. Even if they take their children
out of the schools, they must go on paying
for a system they abhor.

An additional problem with democratic
rule over schools is that nonparents have the
same voting rights as parents, despite the
greater stake of the latter. The public-goods
theory of education (see above) is invoked
to tax everyone in a community, including
nonparents and people with grown children,
to support the government schools. But if
those people are taxed, they must also be
permitted to vote or else they become vic
tims of taxation without representation.
Thus the votes of parents are diluted by
people who, at best, have only a small stake
in the schools. As John Chubb and Terry
Moe have written:

The fundamental point to be made about
parents and students is not that they are
politically weak, but that, even in a perfectly
functioning democratic system, the public
schools are not meant to be theirs to control
and are literally not supposed to provide them
with the kind of education they might want.
The schools are agencies ofsociety as a whole,
and everyone has a right to participate in their
governance. Parents and students have a right
to participate too. But they have no right to
win. In the end, they have to take what society
gives them. 14

Government schools, in other words, are
not the agents of parents and their children.
Others besides them pay and therefore help
call the tune. That inevitably turns the
schools into laboratories for social engineer
ing. No parent would want children's shoe
stores run that way. It is hard to believe
that's the education system parents would
choose, given a free choice.

Democratic control of schools, then, nec
essarily usurps parents' child-raising au
thority. The big decisions-such as the se-
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lection of schools and curricula-are made
by others. Whatever the intentions, govern
ment schools rob families of essential free
dom and responsibility. 15 From any stand
point, it cannot be good for parents to bring
children into the world expecting someone
else to educate them. Considering that the
most critical factor in the success or failure
of children's education is the family, a
school system that devitalizes families
would seem a particularly self-defeating in
stitution.

Democracy also bureaucratizes schools.
Since government schools procure their
revenue and students by compulsion, and do
not face a profit-and-Ioss test, the normal
accountability of a firm to its customers is
absent. Simply put, patents cannot take
their business elsewhere. If they wish to
change school policy, they must undertake
a costly campaign to elect a new school
board. But that strategy is plagued by the
free-rider problem discussed above. The
contrast, in this regard, between a demo
cratic institution and a market institution
could not be more stark. Lord Beveridge put
the problem in general terms:

In a totalitarian State or in a field already made
into a State monopoly, those dissatisfied with
the institutions that they find can seek a
remedy only by seeking to change the Gov
ernment of the country. In a free society and
a free field they have a different remedy;
discontented individuals with new ideas can
make a new institution to meet their needs.
The field is open to experiment and success or
failure; secession is the midwife ofinvention. 16

Bureaucratic schools display all the fea-
tures of classic bureaucracies: poor service,
inefficiency, bloated budgets, empire-build
ing, turf-protection, capture by special in
terests such as teachers unions, and more.
In his great work Bureaucracy, Mises
showed that a bureaucracy's' 'main concern
is to comply with the rules and regulations,
no matter whether they are reasonable or
contrary to what was intended. ,,17 As
Chubb and Moe wrote:

Institutions of democratic control are inher
ently destructive of school autonomy and
inherently conducive to bureaucracy. This
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happens because of the way all the major
participants-politicians, interest groups, bu
reaucrats-are motivated and empowered by
their institutional setting to play the game of
structural politics.... Schools, we believe,
are the products of their institutional set
tings. . . . Our reasoning is that much of [the
bureaucratization of the schools] is an inevi
table and logical consequence of the direct
democratic control of schools. 18

In sum, then, democratic rule produces
schools that are unaccountable, detrimental
to families, bureaucratic, and incompatible
with individual freedom. What does anyone
see in them?19

Bruno Leoni may not have had schools in
mind when he lamented the "large area
occupied" by democratic rule, but his in
sight is fully applicable to them.

I am convinced that the more we manage to
reduce the large area occupied at present by
group decisions in politics and in the law, with
all their paraphernalia ofelections, legislation,
and so on, the more we shall succeed in
establishing a state of affairs similar to that
which prevails in the domain. of language, of
common law, of the free market, offashion , of
customs, etc., where all individual choices
adjust themselves to one another and no indi
vidual choice is ever overruled.20

The task of shrinking that large area now
under occupation by the political authorities
can begin at no better place than the gov
ernment schoolhouse. D
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Ideas and Consequences

Teachers as
Entrepreneurs
in the Classroom

W hen the socialist economies of the
Soviet bloc disintegrated in the 1980s,

the cause was evident to nearly everyone:
the stifling directives of central planning
had all but obliterated individual initiative
and accountability. The cure was just as
obvious: a healthy dose ofentrepreneurship
and private enterprise.

That lesson is relevant to today's debate
over education reform in America, though
it's a lesson still ignored by too many of the
"reformers. " The reform debate is cluttered
with proposals for top-down mandates and
directives that start from the implicit
premise that teachers must be lifetime gov
ernment employees and must be told what
to do. If the new leaders of the Soviet bloc
had simply replaced old central plans with
new ones, without creating markets or em
powering private citizens to be their own
bosses, we would hardly call the result
"reform" at all.

The most promising models for improving
education are those that would infuse the
virtues of the marketplace into the educa
tion system-and in a way that· inspires
teachers. One particular reform idea that
would help accomplish that is the subject
of a new report issued jointly in Michigan
by the Mackinac Center for Public Policy
and the Reason Foundation, titled Teacher,

Lawrence W. Reed, economist and author, is
President of The Mackinac Center for Public
Policy, a free market research and educational
organization headquartered in Midland, Michi
gan.

by Lawrence W. Reed

Inc.: A Private Practice Option for Educa
tors. The report's author, Janet Beales,
makes a powerful case for teachers as class
room entrepreneurs. In those places where
it has already taken root, it is showing the
potential to transform the way education is

, delivered and the careers of tens of thou
sands of teachers. Known as "private
practice. teaching," it requires a lot of cre
ativity and willingness to break with the
status quo on the part of union leadership,
school administrators, teachers themselves,
legislators, and the general public.

Private-practice teachers are professional
educators who provide their services to
schools on a contract basis. Instead ofbeing
an employee of a school district-subject
to all its rules and suffocating bureaucra
cy-a teacher can be owner ofa professional
practice or employed by a private educa
tional service firm. It's not for every teach
er-and certainly not for the risk-averse
because a private-practice teacher
effectively gives up the safety net of district
employment, collective bargaining, and ten
ure. But for those teachers who yearn to
drive their own careers and have good ideas
to market, the entrepreneurial freedom this
option offers can be the liberating stimulus
they've been looking for.

Beales paints a picture of many different
forms of private-practice teaching. Imagine
English teachers forming English instruc
tion firms or science teachers offering inno
vative methods of science pedagogy under
the banner, "Science Teachers, Incorporat-
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ed." Teachers in private practice could
contract with schools or school districts to
provide specialized instruction in remedial
education or foreign languages. They could
tutor students with special needs one at a
time or teach entire classrooms. Some
teachers might want to run their own busi
ness, taking on the dual responsibilities of
teacher and business manager, while others
would want to focus strictly on teaching by
working for an established education com
pany-perhaps even a company started by
colleagues or local parents.

Still others might specialize in training
teachers to teach-with more incentive for
better results than we now get from the
education departments of state universities.
In any event, private-practice educators
who do a good job will find their services in
demand and their contracts renewed, while
those who perform poorly at least would not
be perpetual burdens on both children and
taxpayers.

For freedom advocates, it doesn't matter
where one stands on vouchers, tuition tax
credits, and other prickly issues of govern
ment's role or private versus public school
ing. Private-practice teaching can be an
improvement for any educational environ
ment. It can begin to create real markets for
teaching-and all the dynamics that real
markets promote on behalf of excellence
and customer service. Free markets for
teachers who compete and innovate and sell
their services to customers might make it
easier to achieve free markets for schools
too.

Teachers as entrepreneurs in a competi
tive education marketplace is a vision that
many accustomed to the status quo will find
difficult to accept. Pointing the way, how
ever, are successful examples from around
the country. Educator Robin Gross of Be
thesda, Maryland started Science Encoun
ters more than a decade ago and now em
ploys 20 full and part-time teachers who
provide hands-on learning programs to pri
vate and public elementary schools in and
around the nation's capital. Former tutor

Evelyn Peter-Lawshe started Reading and
Language Arts Centers in 1991 and now
serves over 800 clients in the Detroit area,
teaching students and training teachers who
earn continuing education credits in the
process. Sylvan Learning Systems provides
tutoring, testing, and test-preparation
courses to students through more than 500
franchised and company-owned centers in
the United States and Canada, according to
Beales. Other examples are appearing on
the educational scene now with regularity.

If you think teacher unions will never buy
into the concept of allowing schools to
contract out to private companies, it might
be useful to consider a lesson from my state
of Michigan. The Michigan Education As
sociation (MEA) represents most public
school teachers and many school janitors
and food service workers in the state. It
publicly opposes any kind of privatization,
but in its own headquarters in East Lansing,
the MEA contracts out for such services as
food, custodial, mailing, and security-and
usually with non-union private companies!

When the most powerful state teacher
union organization in America practices
"privatization," a new awakening may be
taking place. Reformers have a powerful
rhetorical opportunity here-either we can
persuade the MEA and its like-minded sister
unions in other states of their hypocrisy
when they oppose privatization, or we can
drive home the point to teachers and parents
that the unions don't really have their inter
ests foremost in mind after all. Trimming
the privileged sails of coercive teacher
unions, in any event, may be inescapably
necessary on the path to liberating teachers
themselves.

One size doesn't fit all teachers. A lifetime
of public employment in the conventional
setting of bureaucracy and politics need not
be the only option. For those teachers who
want new professional opportunities and for
children who would benefit from educators
animated with new incentives, private
practice teaching is a reform idea whose
time has come. D



THEFREHvlAN
IDEAS ON LIBERTY

The Solution

by Murray N. Rothbard

T o save our economy from destruction
and from the eventual holocaust of run

away inflation, we the people must take the
money-supply function back from the gov
ernment. Money is far too important to be
left in the hands of bankers and of Estab
lishment economists and financiers. To ac
complish this goal, money must be returned
to the market economy, with all monetary
functions performed within the structure of
the rights of private property and of the
free-market economy.

It might be thought that the mix of gov
ernment and money is too far gone, too
pervasive in the economic system, too in
extricably bound up in the economy, to be
eliminated without economic destruction.
Conservatives are accustomed to denounc
ing the "terrible simplifiers" who wreck
everything by imposing simplistic and un
workable schemes. Our major problem,
however, is precisely the opposite: mystifi
cation by the ruling elite of technocrats and
intellectuals, who, whenever some public
spokesman arises to call for large-scale tax
cuts or deregulation, intone sarcastically
about the dimwit masses who "seek simple
solutions for complex problems." Well, in
most cases, the solutions are indeed clear
cut and simple, but are deliberately obfus-

Murray N. Rothbard (1926-1995) was the S. J.
Hall Distinguished Professor of Economics at
the University ofNevada, Las Vegas, and Aca
demic Vice President of the Ludwig von Mises
Institute. This is the third and./inal article in Pro
fessor Rothbard's series of articles on fnoney.

cated by people whom we might call "ter
rible complicators." In truth, taking back
our money would be relatively simple and
straightforward, much less difficult than the
daunting task of denationalizing and decom
munizing the Communist countries of East
ern Europe and the former Soviet Union.

Our goal may be summed up simply as the
privatization of our monetary system, the
separation of government from money and
banking. The central means to accomplish
this task is also straightforward: the aboli
tion, the liquidation of the Federal Reserve
System-the abolition of central banking.
How could the Federal Reserve System
possibly be abolished? Elementary: simply
repeal its federal charter, the Federal Re
serve Act of 1913. Moreover, Federal Re
serve obligations (its notes and deposits)
were originally redeemable in gold on de
mand. Since Franklin Roosevelt's mon
strous actions in 1933, "dollars" issued by
the Federal Reserve, and deposits by the
Fed and its member banks, have no longer
been redeemable in gold. Bank deposits are
redeemable in Federal Reserve Notes, while
Federal Reserve Notes are redeemable in
nothing, or alternatively in other Federal
Reserve Notes. Yet, these Notes are our
money, our monetary "standard," and all
creditors are obliged to accept payment in
these fiat notes, no matter how depreciated
they might be.

In addition to cancelling the redemption
of dollars into gold, Roosevelt in 1933 com
mitted another criminal act: literally confis-
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cating all gold and bullion held by Ameri
cans, exchanging them for arbitrarily valued
"dollars." It is curious that, even though
the Fed and the government establishment
continually proclaim the obsolescence and
worthlessness of gold as a monetary metal,
the Fed (as well as all other central banks)
clings to its gold for dear life. Our confis
cated gold is still owned by the Federal
Reserve, which keeps it on deposit with the
Treasury at Fort Knox and other gold de
positaries. Indeed, from 1933 until the
1970s, it continued to be illegal for any
Americans to own monetary gold of any
kind, whether coin or bullion or even in safe
deposit boxes at home or abroad. All these
measures, supposedly drafted for the De
pression emergency, have continued as part
of the great heritage of the New Deal ever
since. For four decades, any gold flowing
into private American hands had to be
deposited in the banks, which in turn had to
deposit it at the Fed. Gold for "legitimate"
non-monetary purposes, such as dental fill
ings, industrial drills, or jewelry, was care
fully rationed for such purposes by the
Treasury Department.

Fortunately, due to the heroic efforts of
Congressman Ron Paul it is now legal for
Americans to own gold, whether coin or
bullion. But the ill-gotten gold confiscated
and sequestered by the Fed remains in
Federal Reserve hands. How to get the gold
out from the Fed? How privatize the Fed's
stock of gold?

Privatizing Federal Gold
The answer is revealed by the fact that

the Fed, which had promised to redeem its
liabilities in gold, has been in default of that
promise since Roosevelt's repudiation of
the gold standard in 1933. The Federal
Reserve System, being in default, should
be liquidated, and the way to liquidate it
is the way any insolvent business firm is
liquidated: its assets are parceled out, pro
rata, to its creditors. The Federal Reserve's
gold assets are listed, as ofOctober 30, 1991,
at $11.1 billion. The Federal Reserve's lia
bilities as of that date consist of $295.5

billion in Federal Reserve Notes in circula
tion, and $24.4 billion in deposits owed to
member banks of the Federal Reserve Sys
tern, for a total of $319.9 billion. Of the
assets of the Fed, other than gold, the bulk
are securities of the U. S. government,
which amounted to $262.5 billion. These
should be written off posthaste, since they
are worse than an accounting fiction: the
taxpayers are forced to pay interest and
principle on debt which the Federal Gov
ernment owes to its own creature, the Fed
eral Reserve. The largest remaining asset
is Treasury Currency, $21.0 billion, which
should also be written off, plus $10 billion
in SDRs, which are mere paper creatures
of international central banks, and which
should be abolished as well. We are left
(apart from various buildings and fixtures
and other assets owned by the Fed, and
amounting to some $35 billion) with $11.1
billion of assets needed to payoff liabilities
totalling $319.9 billion.

Fortunately, the situation is not as dire
as it seems, for the $11.1 billion of Fed
gold is a purely phoney evaluation; indeed
it is one of the most bizarre aspects of our
fraudulent monetary system. The Fed's
gold stock consists of 262.9 million ounces
of gold; the dollar valuation of $11.1 bil
lion is the result of the government's artifi
cially evaluating its own stock of gold at
$42.22 an ounce. Since the market price of
gold is now about $350 an ounce, this
already presents a glaring anomaly in the
system.

Definitions and Debasement
Where did the $42.22 come from?
The essence of a gold standard is that the

monetary unit (the "dollar," "franc,"
"mark," etc.) is defined as a certain weight
of gold. Under the gold standard, the dollar
or franc is not a thing-in-itself, a mere name
or the name of a paper ticket issued by the
State or a central bank; it is the name of a
unit ofweight ofgold. It is every bit as much
a unit of weight as the more general
"ounce," "grain," or "gram." For a cen
tury before 1933, the "dollar" was defined



as being equal to 23.22 grains of gold; since
there are 480 grains to the ounce, this meant
that the dollar was also defined as .048 gold
ounce. Put another way, the gold ounce was
defined as equal to $20.67.

In addition to taking us off the gold
standard domestically, Franklin Roose
velt's New Deal "debased" the dollar by
redefining it, or "lightening its weight," as
equal to 13.714 grains of gold, which also
defined the gold ounce as equal to $35. The
dollar was still redeemable in gold to foreign
central banks and governments at the lighter
$35 weight; so that the United States stayed
on a hybrid form of international gold stan
dard until August 1971, when President
Nixon completed the job of scuttling the
gold standard altogether. Since 1971, the
United States has been on a totally fiat paper
standard; not coincidentally, it has suffered
an unprecedented degree of peace-time in
flation since that date. Since 1971, the dollar
has no longer been tied to gold at a fixed
weight, and so it has become a commodity
separate from gold, free to fluctuate on
world markets. '

When the dollar and gold were set loose
from each other, we saw the closest thing
to a laboratory experiment we can get in
human affairs. All Establishment econo
mists-from Keynesians to Chicagoite mon
etarists-insisted that gold had long lost its
value as a money, that gold had only reached
its exalted value of $35 an ounce because
its value was "fixed" at that amount by
the government. The dollar allegedly con
ferred value upon gold rather than the other
way round, and if gold and the dollar were
ever cut loose, we would see the price of
gold sink rapidly to its estimated non
monetary value (for jewelry, dental fillings,
etc.) of approximately $6 an ounce. In
contrast to this unanimous Establishment
prediction, the followers of Ludwig von
Mises and other "gold bugs" insisted that
gold was undervalued at 35 debased dollars,
and claimed that the price ofgold would rise
far higher, perhaps as high as $70.

Suffice it to say that the gold price never
fell below $35, and in fact vaulted upward,
at one point reaching $850 an ounce, in
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recent years settling at somewhere around
$350 an ounce. And yet since 1973, the
Treasury and Fed have persistently evalu
ated their .gold stock, not at the old and
obsolete $35, to be sure, but only slightly
higher, at $42.22 an ounce. In other words,
if the U.S. government only made the simple
adjustment that accounting requires of ev
eryone-evaluating one's assets at their
market price-the value of the Fed's gold
stock would immediately rise from $11.1 to
$92.0 billion.

From 1933 to 1971, the once very large but
later dwindling number ofeconomists cham
pioning a return to the gold standard mainly
urged a return to $35 an ounce. Mises and his
followers advocated a higher gold' 'price,"
inasmuch as the $35 rate no longer applied
to Americans. But the majority did have a
point: that any measure or definition, once
adopted, should be adhered to from then on.
But since 1971, with the death of the once
sacred $35 an ounce, all bets are off. While
definitions once adopted should be main
tained permanently, there is nothing sacred
about any initiaL definition, which should be
selected at its most useful point. If we wish
to restore the gold standard, we are free to
select whatever definition of the dollar is
most useful; there are no longer any obli
gations to the obsolete definitions of $20.67
or $35 an ounce.

Abolishing the Fed
In particular, if we wish to liquidate the

Federal Reserve System, we can select a
new definition of the "dollar" sufficient to
payoff all Federal Reserve liabilities at 100
cents to the dollar. In the case of our
example above, we can now redefine "the
dollar" as equivalent to 0.394 grains ofgold,
or as 1 ounce of gold equalling $1,217. With
such redefinition, the entire Federal Re
serve stock of gold could be minted by the
Treasury into gold coins that would replace
the Federal Reserve Notes in circulation,
and also constitute gold coin reserves of
$24.4 billion at the various commercial
banks. The Federal Reserve System would
be abolished, gold coins would now be in
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circulation replacing Federal Reserve
Notes, gold would be the circulating me
dium, and gold dollars the unit of account
and reckoning, at the new rate of $1,217
per ounce. Two great desiderata-the return
of the gold standard, and the abolition of
the Federal Reserve-would both be ac
complished at one stroke.

A corollary step, of course, would be the
abolition of the already bankrupt Federal
Deposit Insurance Corporation. The very
concept of "deposit insurance" is fraudu
lent; how can you "insure" an entire indus
try that is inherently insolvent? It would be
like insuring the Titanic after it hit the
iceberg. Some free-market economists ad
vocate "privatizing" deposit insurance by
encouraging private firms, or the banks
themselves, to "insure" each others' de
posits. But that would return us to the
unsavory days of Florentine bank cartels,
in which every bank tried to shore up each
other's liabilities. It won't work; let us not
forget that the first S&Ls to collapse in the
1980s were those in Ohio and in Maryland,
which enjoyed the dubious benefits of "pri
vate" deposit insurance.

This issue points up an important error
often made by libertarians and free-market
economists who believe that all government
activities should be privatized; or as a cor
ollary, hold that any actions, so long as they
are private, are legitimate. But, on the
contrary, activities such as fraud, embez
zlement, or counterfeiting should not be
"privatized"; they should be abolished.

This would leave the commercial banks
still in a state of fractional reserve, and, in
the past, I have advocated going straight
to 100 percent, nonfraudulent banking by
raising the gold price enough to constitute
100 percent ofbank demand liabilities. After
that, of course, 100 percent banking would
be legally required. At current estimates,
establishing 100 percent to all commercial
bank demand deposit accounts would re
quire going back to gold at $2,000 an ounce;
to include all checkable deposits would
require establishing gold at $3,350 an ounce,
and to establish 100 percent banking for
all checking and savings deposits (which

are treated by everyone as redeemable on
demand) would require a gold standard at
$7,500 an ounce.

But there are problems with such a solu
tion. A minor problem is that the higher the
newly established gold value over the cur
rent market price, the greater the conse
quent increase in gold production. This
increase would cause an admittedly modest .
and one-shot price inflation. A more impor
tant problem is the moral one: do banks
deserve what amounts to a free gift, in which
the Fed, before liquidating, would bring
every bank's gold assets high enough to be
100 percent of its liabilities? Clearly, the
banks scarcely deserve such benign treat
ment, even in the name of smoothing the
transition to sound money; bankers should
consider themselves lucky they are not tried
for embezzlement. Furthermore, it would
be difficult to enforce and police 100 percent
banking on an administrative basis. It would
be easier, and more libertarian, to go
through the courts. Before the Civil War,
the notes of unsound fractional reserve
banks in the United States, ifgeographically
far from home base, were bought up at a
discount by professional "money brokers,"
who would then travel to the banks' home
base and demand massive redemption of
these notes in gold.

The same could be done today, and more
efficiently, using advanced electronic tech
nology, as professional money brokers try
to make profits by detecting unsound banks
and bringing them to heel. A particular
favorite ofmine is the concept of ideological
Anti-Bank Vigilante Leagues, who would
keep tabs on banks, spot the errant ones,
and go on television to proclaim that banks
are unsound, and urge note and deposit
holders to call upon them for redemption
without delay. If the Vigilante Leagues
could whip up hysteria and consequent bank
runs, in which noteholders and depositors
scramble to get their money out before the
bank goes under, then so much the better:
for then, the people themselves, and not
simply the government, would ride herd on
fractional reserve banks. The important
point, it must be emphasized, is that at the



very first sign of a bank's failing to redeem
its notes or deposits on demand, the police
and courts must put them out of business.
Instant justice, period, with no mercy and
no bailouts.

Under such a regime, it should not take
long for the banks to go under, or else to
contract their notes and deposits until they
are down to 100 percent banking. Such
monetary deflation, while leading to various
adjustments, would be clearly one-shot, and
would obviously have to stop permanently
when the total of bank liabilities contracted
down to 100 percent of gold assets. One
crucial difference between inflation and de
flation, is that inflation can escalate up to
an infinity of money supply and prices,
whereas the money supply can only deflate
as far as the total amount of standard
money, under the gold standard the supply
of gold money. Gold constitutes an absolute
floor against further deflation.

If this proposal seems harsh on the banks,
we have to realize that the banking system
is headed for a mighty crash in any case. As
a result of the S&L collapse, the terribly
shaky nature ofour banking system is at last
being realized. People are openly talking of
the FDIC being insolvent, and of the entire
banking structure crashing to the ground.
And if the people ever get to realize this in
their bones, they will precipitate a mighty
"bank run" by trying to get their money out
ofthe banks and into their own pockets. And
the banks would then come tumbling down,
because the people's money isn't there. The
only thing that could save the banks in such
a mighty bank run is if the Federal Reserve
prints the $1.6 trillion in cash and gives it to
the banks-igniting an immediate and dev
astating runaway inflation and destruction
of the dollar.

Liberals are fond of blaming our eco
nomic crisis on the "greed of the 1980s."
And yet" greed" was no more intense in the
1980s than it was in the 1970s or previous
decades or than it will be in the future. What
happened in the 1980s was a virulent episode
of government deficits and of Federal Re
serve-inspired credit expansion by the
banks. As the Fed purchased assets and
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pumped in reserves to the banking system,
the banks happily multiplied bank credit
and created new money on top of those
reserves.

There has been a lot of focus on poor
quality bank loans: on loans to bankrupt
Third World countries or to bloated and, in
retrospect, unsound real estate schemes and
shopping malls in the middle of nowhere.
But poor quality loans and investments are
always the consequence of central bank and
bank-credit expansion. The all-too-familiar
cycle ofboom and bust, euphoria and crash,
prosperity and depression, did not begin in
the 1980s. Nor is it a creature of civilization
or the market economy. The boom-bust
cycle began in the eighteenth century with
the beginnings of central banking, and has
spread and intensified ever since, as central
banking spread and took control of the
economic systems of the Western world.
Only the abolition of the Federal Reserve
System and a return to the gold standard can
put an end to cyclical booms and busts, and
finally eliminate chronic and accelerating
inflation.

Inflation, credit expansion, business cy
cles, heavy government debt, and high taxes
are not, as Establishment historians claim,
inevitable attributes of capitalism or of
"modernization. " On the contrary, these
are profoundly anti-capitalist and parasitic
excrescences grafted onto the system by
the interventionist State, which rewards its
banker and insider clients with hidden spe
cial privileges at the expense of everyone
else.

Crucial to free enterprise and capitalism is
a system of firm rights of private property,
with everyone secure in the property that he
earns. Also crucial to capitalism is an ethic
that encourages and rewards savings, thrift,
hard work, and productive enterprise, and
that discourages profligacy and cracks down
sternly on any invasion of property rights.
And yet, as we have seen, cheap money and
credit expansion gnaw away at those rights
and at those virtues. Inflation overturns and
transvalues values by rewarding the spend
thrift and the inside fixer and by making a
mockery of the older "Victorian" virtues.
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Restoring the Old Republic

The restoration of American liberty and
of the Old Republic is a multi-faceted task.
It requires excising the cancer of the Levi
athan State from our midst. It requires
removing Washington, D.C., as the power
center of the country. It requires restoring
the ethics and virtues of the nineteenth
century, the taking back of our culture from
nihilism and victimology, and restoring that
culture to health and sanity. In the long run,
politics, culture, and the economy are indi
visible. The restoration of the Old Republic
requires an economic system built solidly
on the inviolable rights of private property,
on the right of every person to keep what
he earns, and to exchange the products of
his labor. To accomplish that task, we must
once again have money that is produced on

the market, that is gold rather than paper,
with the monetary unit a weight of gold
rather than the name of a paper ticket issued
ad lib by the government. We must have
investment determined by voluntary sav
ings on the market, and not by counterfeit
money and credit issued by ~ knavish and
State-privileged banking system. In short,
we must abolish central banking, and force
the banks to meet their obligations as
promptly as anyone else. Money and bank
ing have been made to appear as mysterious
and arcane processes that must be guided
and operated by a technocratic elite. They
are nothing of the sort. In money, even more
than the rest of our affairs, we have been
tricked by a malignant Wizard of Oz. In
money, as in other areas of our lives, re
storing common sense and the Old Republic
go hand in hand. D
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How to Return
to the Gold
Standard

by Bettina Bien Greaves

There is no reason, technically or eco
nomically, why the world today, even

with its countless wide-ranging and complex
commercial transactions, could not return
to the gold standard and operate with gold
money. The major obstacle is ideological.

Many people believe that it would be
impossible to return to the gold standard
ever! There are just too many people in the
world, they say, and the economy is too
complex. Many others look on a return to
the gold standard as an almost magical
solution to today's major problems-big
government, the welfare state, and inflation.
What is the truth of the matter?

Certainly if the United States went on a
gold standard, it would have to carry out
many reforms. The federal government
would really have to stop inflating, balance
its budget, and abandon welfare state pro
grams. Most voters are not ready for such
reforms. And politicians, pressured by vot
ers and special interest groups for favors,
hesitate to pass them. Thus the major stum
bling block to monetary reform is ideologi
cal. If this basic obstacle could be over
come, however, a return to gold money
would become a realistic possibility.

Mrs. Greaves, FEE's resident scholar, bases this
proposal on the understanding and recommen
dations presented in the writings of Hans F.
Sennholz, Henry Hazlitt, Percy L. Greaves, Jr.,
and Ludwig von Mises.

Let's consider possible ways for trans
forming our present paper and credit mon
etary system, based on fractional reserve
banking, into a gold standard. There may be
better ways and worse ways. Unfortunately
the science of economics cannot prescribe
a correct, scientific or "right" way. It can
only help us choose among alternatives by
analyzing their various consequences. A re
view of monetary history will also be helpful.

Several methods have been suggested for
returning to a gold standard. All gold stan
dard advocates agree that the goal must be
to re-introduce gold as money, while making
it possible to continue honoring outstanding
contracts. The principal point on which they
differ is with respect to the price that should
be set for gold and how any existing paper
currency should be defined.

The question of re-adopting gold as
money always arises because inflation has
persisted for some time, prices of almost
everything, including gold, have risen, and
the savings of the people have been eroded.
Some gold standard proponents want to
return to the pre-inflation gold/money ratio.
Others want to raise the gold price to some
arbitrary figure and allow the monetary
expansion to play "catch-up." Still others
say that the least disruptive way would be to
discover the current market gold/money
ratio and redefine the dollar on that basis.

Returning to Gold at an
Artificially High Rate

Great Britain suspended specie payments
in 1797 and inflated during the Napoleonic
Wars. She finally returned to the gold stan
dard in 1821, 24 years later. On the theory
that it was only honorable to recognize debts
made in British gold pounds at the old ratio,
she re-established the 1797 gold/pound ra
tio. However, not all the debts outstanding
in 1821 dated from before 1797. Many loans
had been made in the interim. Persons who
had borrowed relatively cheap inflated Brit
ish pounds, then had to pay back their loans
in higher-valued gold pounds. This worked
a special hardship on tenants, farmers, mer
chants and others.
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Britain abandoned the gold standard again
in World War I. Before 1914, London had
been the world's financial center. When the
war started in August, shipments to England
of gold, silver, and goods from all over
the world were immediately disrupted. The
shortage of funds put London's banks and
stock exchange in crisis and they closed
down for a few days. When they reopened,
a debt moratorium was declared and the
Bank Charter Act of 1844, fixing the gold/
pound ratio and tying the quantity of paper
pounds issued to the gold bullion reserves,
was suspended. As the war continued and
the government's costs increased, the gov
ernment inflated more and more. By 1920,
after the war was over, inflation had pro
ceeded to such an extent that prices had
tripled and the gold value of the British
pound had fallen 10 percent on world mar
kets, from US$4.86 to US$4.40.

Faced with a devalued pound that was
worth less on the market than it had been,
the British again chose, as they had after
the Napoleonic wars, to try to return to gold
at the pre-war, pre-inflation rate. On April
28, 1925, England went back on the gold
standard at the artificially high rate for the
pound of US$4.86. The immediate effect
was to price British goods out of the world
market. For instance, U.S. importers who
had been paying US$4.40 to buy a British
pound's worth of British wool or coal, now
had to pay about 10 percent more. England
was heavily dependent on exports, espe
cially of coal, to pay for imported food and
raw materials for her factories. As the cost
ofher goods to foreign buyers went up, they
could buy less and British exports declined.
Her factories and mines were hard hit. To
keep the factories and mines open and men
working, money wages would have had to
be adjusted downward. This drop in money
wages would not necessarily have affected
real wages for, with the return to gold, the
pound was worth more. But the unionized
workers resisted and refused to work for
less. Many went on the dole. And many
went out on strike. Prices and production
were seriously disrupted. Finally, on Sep
tember 20, 1931, England announced that

she would again suspend gold payments and
go off the gold standard. The consequences
were disastrous. The British monetary ex
periment played an important role in bring
ing about and prolonging the world depres
sion of the 1930s.

Returning to Gold at an
Artificially Low Rate

To consider returning to the gold standard
in the United States at the long-since out
grown ratios of $20.67, $35.00, or even
$42.42 per ounce· of gold is obviously com
pletely unrealistic. The U. S. dollar is now
selling (mid-1995) at about $385 so that the
value of the dollar has declined to approx
imately 1/385th of an ounce of gold. To
re-value it at 1/20th, 1/35th or even 1/42nd of
an ounce of gold would constitute an artifi
cially high revaluation of the dollar and
would undoubtedly lead to even more di
sastrous consequences than those resulting
from the return to gold in Britain in 1925.

Realizing the problems England encoun
tered in trying to establish an artificially high
dollar/gold ratio, some gold standard advo-

. cates go to the opposite extreme and suggest
an artificially low ratio. We are free, they
maintain, to select any definition of the
dollar we want. They then suggest dividing
the quantity of gold mathematically by the
total number of dollars in circulation, in
commercial bank deposits, in checking
accounts, and even in cashable savings
accounts. By this method they arrive at
several possible prices for the dollar, re
spectively $1,217/ounce, $2,000/ounce,
$3,350/ounce, or even $7,500/ounce. Given
the fact that an ounce of gold has been
trading on the world market at about
US$385, offering to pay any of these higher
prices for a single ounce of gold would have
an extremely inflationary influence. Prices
would start to climb until they reflected the
new dollar/gold ratio. For instance, any
thing that cost the equivalent of one gold
ounce in today' s market would soon rise to
$1,217, $2,000 or whatever.

An announcement that the U.S. planned
to start paying something between $1,217
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and $7,500 for an ounce of gold would
immediately lead to the import of gold into
this country at an unprecedented rate. It
would spark a tremendous increase in gold
mining, gold processing, and all related
activities, to the detriment of all other pro
duction. To attempt to return to a gold
standard at any such rate would be ex
tremely disruptive of all prices and produc
tion. It would also destroy completely the
value of all dollar savings and all outstand
ing contracts or commitments expressed in
U.S. dollars. As practically all international
production and trade depend on the dollar,
this would bring business transactions to a
halt worldwide.

Returning to Gold at the
Market Rate

The goal of returning to a gold standard
must be (1) to reintroduce gold and gold
coins as money, without producing deflation
and without causing the economy to go into
shock, while permitting the fulfillment of
outstanding contracts, including those of
the U.S. government to its bondholders, and
(2) to arrange for the transfer of gold from
the government's holdings into private
hands, so that gold coins would be in cir
culation daily. As pointed out above, before
this can happen, there must be a major
ideological shift in the climate of opinion.
The voters must be willing to be more self
reliant and accept personal responsibility
for their actions. And the politicians must
refrain from asking for more government
spending at every turn. If this ideological
stumbling block to establishing a gold stan
dard could be overcome, if the people were
willing to forgo welfare state spending and
were determined to reform their monetary
standard and introduce gold money once
more in the United States, and ifpoliticians
would cooperate, then a shift from our
paper and credit monetary system could be
accomplished without radically disrupting
the market, prices, and production.

Advocates of the gold standard should not
be deterred by the three reasons given by
critics who believe a gold standard could not

work: that there isn't enough gold to serve
the needs of the world, with its increasing
population and its expanding production
and trade; that gold would be an unstable
money; and that a gold standard would be
expensive.

In the first place, there is no shortage of
gold. The size of the world's population, and
the extent of production and trade are im
material; any amount of money will always
serve all society's needs.! Actually, people
don't care about the number of dollars,
francs, marks, pesos, or yen, they have in
their wallets or bank accounts; what is
important to them is purchasing power. And
if prices are free and flexible, the available
quantity of money, whatever that may be,
will be spread around among would-be buy
ers and sellers who bid and compete with
one another until all the goods and services
being offered at anyone time find buyers. In
this way, the available quantity of money
would adjust to provide the purchasing
power needed to purchase all available
goods and services at the prevailing com
petitive market prices.

In the second place, gold would be a much
more stable money than most paper curren
cies. The purchasing power of government
or bank-issued paper currency may fluctu
ate wildly, as the quantity is expanded or
contracted in response to the "needs" of
business and/or political pressures, causing
prices to rise or fall sharply. Under a gold
standard, there would be some slight cash
induced price increases when the quantity of
gold used as money rose, as more gold was
mined, refined, and processed; and there
would be some slight cash-induced price
declines as the quantity of gold used as
money fell, when gold was withdrawn from
the market to be devoted to industry, den
tistry, or jewelry. However, under a gold
standard, price changes due to such shifts in
the quantity of money would be relatively
minor and easy to anticipate, and the pur
chasing power per unit of gold would be
more stable than under an unpredictable
paper currency standard.

In the third place, although it would cost
more to introduce gold into circulation than
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a paper currency that requires no backing,
in the long run a gold standard is not at all
expensive as compared to paper. Again and
again throughout history, paper moneys
have proven to be extremely wasteful and
expensive; they have distorted economic
calculation, destroyed people's savings, and
wiped out their investments. Yale econo
mist William Graham Sumner (1840-1910),
writing long before the world had experi
enced the disastrous inflations of this cen
tury, estimated that "our attempts to win
[cheap money] have all failed, and they have
cost us, in each generation, more than a
purely specie currency would have cost, if
each generation had had to buy it anew.,,2

Once it is agreed that the introduction of
a market gold money standard is the goal,
here are the steps to take:

First: All inflation must be stopped as of
a certain date. That means calling a halt also
to all expansion of credit through the Fed
eral Reserve and the commercial banks.

Second: Permit gold to be actively bought,
sold, traded, imported, exported. To pre
vent the U.S. government from exerting
undue influence, it should stay out of the
market for the time being.

Third: Oscillations in the price of gold
would diminish in time and the "price' ,
would tend to stabilize. At that point a new
dollar-to-gold ratio could be established and
a new legal parity decreed. No one can know
what the new dollar-to-gold ratio would be.
However, it is likely that it would stabilize
a little above the then-current world price of
gold, whatever that might be.3

Fourth: Once a new legal ratio is estab
lished and the dollar is newly defined in
terms of gold, the U.S. government and the
U.S. Mints may enter the market, buying
and selling gold and dollars at the new
parity, and minting and selling gold coins
of specified weights and fineness. Gold
might well circulate side by side with other
moneys, as it did during the fiat money
inflation time of the French Revolution, so
that parallel moneys would develop,. easing
the transition to gold.4

Fifth: The U.S. Mint should mint gold
coins of certain agreed-upon fineness and of

various weights-say one-tenth ofan ounce,
one-quarter, one-half, and one ounce, etc.
and stand ready to sell these gold coins for
dollars at the established parity and to buy
any gold offered for minting. 5 As old legal
tender dollars were turned in for gold, they
should be retired, so that gold coins would
gradually begin to appear in circulation.

Sixth: The financing of the U. S. govern
ment must be divorced completely from
the monetary system. Government must
be prevented from spending any more than
it collects in taxes or borrows from private
lenders. Under no condition may the gov
ernment sell any more bonds to the Federal
Reserve to be turned into money and credit;
monetization of the U.S. government's debt
must cease! A 100 percent reserve must be
held in the banks for all future deposits, i.e.,
for all deposits not already in existence on
the first day of the reform.

Seventh: Outstanding U.S. government
bonds held by non-U.S. government enti
ties, must be fulfilled as promised.6

Eighth: To avoid deflation, there should
not be any contraction of the quantity of
money currently in existence. Thus prices
and outstanding debts would not be ad
versely affected. U.S. government bonds
held by the Federal Reserve as "backing"
for Federal Reserve notes may be retained,
but should not be used as the basis for
further issues of notes and/or credit. No
bank may be permitted to expand the total
amount of its deposits subject to check or
the balance of such deposits of any individ
ual customers, whether private citizen or
the U.S. Treasury, otherwise than by re
ceiving cash deposits in gold, legal tender
banknotes from the public or by receiving a
check payable by another bank subject to
the same limitations.?

Ninth: The funds collected over the years
from employees and employers, ostensibly
for Social Security, were spent as collected
for the government's general purposes.
Thus ·the U.S. government bonds held as
a bookkeeping ploy in the so-called Social
Security Trust Fund are mere window
dressing. These U.S. bonds may be can
celed. To keep its "promises" to those who
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have been led to expect "Social Security"
benefits in their old age, arrangements could
be made to phase out the program by a
number of devices, including payments
from the general tax fund to current retirees,
to the soon-to-be-retired and, on a gradually
declining basis, to others in the system
down to, say, ages 40-45 years. The pro
gram could then be closed down. No more
Social Security "benefits" would be paid
out and no more taxes would be collected for
"Social Security." People would have to
become personally responsible for planning
for their own old age and retirement. With
out "Social Security" taxes to pay, they
would be better able to save. Moreover,
given a sound gold standard, they would be
confident that their savings would not be
wiped out by inflation.

After the Reform
For U.S. monetary reform to be carried

out it is essential that the U.S. government
balance its budget and refrain from spending
more than it collects from taxes and borrows
from willing lenders. The prerequisite for
this, as noted above, is a change in ideology.
Once the public and the politicians were
determined to cut government spending,
reform would become a realistic possibility.

When the United States is again on a gold
standard, the old legal-tender paper money
could continue to circulate until worn out
when it would be returned and replaced by
gold coins. New issues ofpaper notes would
not be designated "legal tender." But they
should be strictly limited, always fully con
vertible into gold, and issued only against
100 percent gold. Gold coins would also be
in daily circulation; should they start to
disappear from the market, this would serve
as a warning that the government was vio
lating its strictures and starting once more to
inflate.

Those who think that a gold standard
would place such rigid limits on the market
that money lending would no longer be
possible should be reminded that what fully
convertible money precludes is not money
lending per se. Individuals and banks

would, ofcourse, still be able to lend, but no
more than the sums savers had accumulated
and were willing to make available. What
the gold standard prevents is the involuntary
lending by savers, who are deprived in the
process ofsome ofthe value oftheir savings,
without having any choice in the matter.
Fully convertible money under the gold
standard prevents more than one claim to
the same money from being created; while
the borrower spends the money borrowed,
the savers forgo spending until the borrower
pays it back.

Under the gold standard, banks would
have to return to their original two func
tions: serving as money warehouses and as
money lenders, or intermediaries between
savers and would-be borrowers. These two
functions-money-warehousing and money
lending-should be kept entirely separate.
But that will not preclude a great deal of
flexibility in the field of banking. With to
day's modern developments, computerized
record-keeping, electronic money transfers,
creative ideas about arranging credit trans
actions, credit cards, ATM machines, and
so forth, lending and borrowing, the trans
fer of funds and money clearings could
continue to take place rapidly and smoothly
under the gold standard and free banking,
even as they do now. However, under a
market gold standard people need no longer
fear the ever-impending threat of inflation,
price distortions, economic miscalcula
tions, and serious malinvestments. 0
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Central Banks, Gold, and the
Decline of the Dollar

by Robert Batemarco

A re inflation, currency depreciation, and
business cycles inevitable facts of life?

Are they part of the very laws of nature? Or
do their origins stem from the actions of
man? If so, are they discoverable by eco
nomic science? And, if economics can teach
us their origins, can it also teach us how to
avoid them?

The particular need which all money,
even fiat money which we now use, serves
is to facilitate exchange. People accept
money, even if it is not backed by a single
grain of precious metal, because they know
other people will accept it in exchange for
goods and services.

But people accept the U.S. dollar today
in exchange for much less than they used
to. Since 1933, the U.S. dollar has lost 92
percent of its domestic purchasing power. 1

Even at its "moderate" 1994 inflation rate of
2.7 percent, the dollar will lose another half
of its purchasing power by 2022. In inter
national markets, the dollar has, since 1969,
depreciated 65 percent against the Deutsche
Mark, 74 percent against the Swiss franc,
and 76 percent against the yen. 2 Many

In addition to editing the book review section of
The Freeman, Dr. Batemarco is a marketing
research manager in New York City and teaches
economics at Marymount College in Tarrytown,
New York.

This article is adapted from a presentation
given before a Freeman Society gathering in
suburban Philadelphia in May 1995.

economists claim that this is the price we
pay for "full employment." If so, I'd like to
ask who among you thinks we've gotten our
money's worth. We've experienced 11 re
cessions3 since the advent of inflation as the
normal state of affairs in 1933, with the
unemployment rate reaching 10.8 percent as
recently as 1982. Clearly, the demise of the
business cycle-a forecast made during ev
ery boom since the 1920s-is but a mirage.

Other things being equal, if the quantity
of anything is increased, the value per unit
in the eyes of its users will go down. The
quantity of U.S. money has increased year
in and year out every year since 1933. The
narrow Ml measure of the quantity of U.S.
money (basically currency in circulation and
balances in checking accounts) stood at
$19.9 billion in 1933. By 1940, it had doubled
to $39.7 billion. It surpassed $100 billion in
1946, $200 billion in 1969 (and 1946-1969
was considered a non-inflationary period),
$400 billion in 1980, $800 billion in 1990, and
today it stands at almost $1.2 trillion. That
is over 60 times what it was in 1933.

For all practical purposes, the quantity of
money is determined by the Federal Re
serve System, our central bank. Its increase
should come as no surprise. The Federal
Reserve was created to make the quantity of
money "flexible." The theory was that the
quantity of money should be able to go up
and down with the "needs of business."

Under the Fed, "the demands of govern-
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ment funding and refunding . . . unequivo
cally have set the pattern for American
money management. ,,4 Right from the start,
the Fed's supposed "independence" was
compromised whenever the Treasury as
serted its need for funds. In World War I,
this was done indirectly as the Fed loaned
reserves to banks at a lower discount rate
to buy war bonds. In 1933, President
Roosevelt ordered the Fed to buy up to $1
billion of Treasury bills and to maintain
them in its portfolio in order to keep bond
prices from falling. From 1936 to 1951, the
Fed was required to maintain the yields on
Treasury bills at 3/8 percent and bonds at
2.5 percent. Thereafter, the Fed was re
quired to maintain "an orderly market" for
Treasury issues. 5 Today, the Federal Re
serve System owns nearly 8 percent of all
U.S. Treasury debt outstanding.6

The Fed granted access to unprecedented
resources to the federal government by
creating money to finance (i.e., to monetize)
its debt. It also served as a cartellization
device, making it unnecessary for banks to
compete with each other by restricting their
expansion of credit. Before the emergence
of the Fed upon the scene, a bank which
expanded credit more rapidly than other
banks would soon find those other banks
presenting their notes or deposits for re
demption. It would have to redeem these
liabilities from its reserves. To safeguard
their reserve holdings was one of the fore
most problems which occupied the mind of
bankers. The Fed, by serving as the member
banks' banker, a central source of reserves
and lender of last resort, made this task
much easier. When the Fed created new
reserves, all banks could expand together.

And expand they did. Before the Fed
opened its doors in November 1914, the
average reserve requirement of banks was
21.1 percent. 7 This meant that at a maxi
mum, the private banking system could
create $3.74 of new money through making
loans for every $1 of gold reserves it held.
Under the Fed, banks could count deposits
with the Fed as reserves. The Fed, in turn,
needed 35 percent gold backing against
those deposits. This increased the available
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reserve base almost three-fold. In addition,
the Fed reduced member bank reserve re
quirements to 11.6 percent in 1914 and to 9.8
percent in 1917.8 At that point, $1 in gold
reserves had the potential of supporting an
additional $28 of loans.

Note that at thisjuncture in time, gold still
played a role in our monetary system. Gold
coins circulated, albeit rarely, and bank
notes (now almost all issued by the Federal
Reserve) and deposits were redeemable in
gold. Gold set a limit on the extent of credit
expansion, and once that limit was reached,
further expansion had to cease, at least in
theory. But then limits were never what
central banking was about. In practice,
whenever gold threatened to limit credit ex
pansion' the government changed the rules.

Cutting off the last vestige of gold con
vertibility in 1971 rendered the dollar a pure
fiat currency. The fate of the new paper
money was determined by the whim of the
people running the Fed.

The average person looks to central banks
to maintain full employment and the value of
the dollar. The historical record makes clear
that a sound dollar was never the Fed's
intention. Nor has the goal of full employ
ment done more than provide them with a
plausible excuse to inflate the currency. The
Fed has certainly not covered itself with
glory in achieving either goal. Should this
leave us in despair? Only if there is no
alternative to central banking with fiat
money and fractional reserves. History,
however, does provide us with an alterna
tive which has worked in the past and can
work in the future. That alternative is gold.

There is nothing about money that makes
it so unique that the market could not
provide it just as it provides other goods.
Historically, the market did provide money.
An economy without money, a barter econ
omy, is grossly inefficient because of the
difficulty of finding a trading partner who
will accept what you have and who also has
exactly what you want. There must be what
economists call a "double coincidence
of wants." The difficulty of finding suitable
partners led traders to seek out commodities
for which they could trade which were more
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marketable in the sense that more people
were willing to accept them. Clearly, per
ishable, bulky items of uneven quality
would never do. Precious metals, however,
combined durability, homogeneity, and high
value in small quantity. These qualities led
to wide acceptance. Once people became
aware of the extreme marketability of the
precious metals, they could take care of the
rest without any government help. Gold and
silver went from being highly marketable to
being universally accepted in exchange, Le.,
they became "money."

If we desire a money that will maintain
its value, we must have a money that cannot
be created at will. This is the real key to the
suitability of gold as money. Since 1492
there has never been a year in which the
growth of the world gold stock increased by
more than 5 percent in a single year. In this
century, the average has been about 2 per
cent.9 Thus with gold money, the kind of
inflations that have plagued us in the twen
tieth century would not have occurred.
Under the classic gold standard, even when
only a fractional reserve was held by the
banks, prices in the United States were as
low in 1933 as they had been 100 years
earlier. In Great Britain, which remained on
the gold standard until the outbreak of
World War I, prices in 1914 on the average
were less than half of what they were a
century earlier. 10

Traditionally, the gold standard was not
limited to one or two countries; it was an
international system. With gold as money,
one need not constantly be concerned with
exchange rate fluctuations. Indeed, the very
notion ofan exchange rate is different under
a gold standard than under a fiat money
regime. Under fiat money, exchange rates
are prices of the different national curren
cies in terms of one another. Under a gold
standard, exchange rates are not prices at
all. They are more akin to conversion units,
like 12 inches per foot, since under an
international gold standard, every national
currency unit would represent a specific
weight of the same substance, Le., gold. As
such, their relationships would be immuta
ble. This constancy of exchange rates elim-

inates exchange rate risk and the need to
employ real resources to hedge such risk.
Under such a system, trade between people
in different countries should be no more
difficult than trade among people of the
several states of the United States today. It
is no accident that the closest the world has
come to the ideal of free international trade
occurred during the heyday of the interna
tional gold standard.

It is common to speak of the "collapse"
of the gold standard, with the implication
that it did not work. In fact, governments
abandoned the gold standard because it
worked precisely as it was supposed to: it
prevented governments and their central
banks from surreptitiously diverting wealth
from its rightful owners to themselves. The
commitment to maintain gold convertibility
restrains credit creation, which leads to gold
outflows and threatens convertibility. If
government were not able to resort to the
issue of fiat money created by their central
banks, they would not have had the means
to embark on the welfare state, and it is
possible that the citizens of the United
States and Europe might have been spared
the horrors of the first world war. If those
same governments and central banks had
stood by their promises to maintain convert
ibility of their currencies into gold, the
catastrophic post-World War I inflations
would not have ensued.

In recent years, some countries have
suffered so much from central banks run
amok, that they have decided to dispense
with those legalized counterfeiters. Yet they
have not returned to the gold standard. The
expedient they are using is the currency
board. Argentina, Estonia, and Lithuania
have all recently instituted currency boards
after suffering hyperinflations. A currency
board issues notes and coins backed 100
percent by some foreign currency. The
board guarantees full convertibility between
its currency and the foreign currency it uses
as its reserves. Unlike central banks, cur
rency boards cannot act as lenders of last
resort nor can they create inflation, although
they can import the inflation of the currency
they hold in reserve. Typically, this is well
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below the level of inflation which caused
countries to resort to a currency board in the
first place. In over 150 years of experience
with currency boards in over 70 countries,
not a single currency board has failed to
maintain full convertibility. 11

While currency boards may be a step in
the right direction for countries in the throes
of central-bank-induced monetary chaos,
what keeps such countries from returning to
gold? For one thing, they have been taught
by at least two generations of economists
that the gold standard is impractical. Let's
examine three of the most common objec
tions in turn:

1. Gold is too costly. Those who allude
to the high cost of gold have in mind the
resource costs of mining it. They are cer
tainly correct in saying that more resources
are expended to produce a dollar's worth of
gold than to produce a fiat dollar. The cost
of the former at the margin is very close
to a dollar, while the cost of the latter is
under a cent. The flaw in this argument is
that the concept of cost they employ is too
narrow. The correct concept economically
speaking is that of opportunity cost, defined
as the value of one's best sacrificed alter
native. Viewed from this perspective, the
cost of fiat money is actually much greater
than that of gold. The cost of fiat money
is not merely the expense of printing new
dollar bills. It also includes the cost of
resources people use to protect themselves
from the consequences of the inevitable
inflation which fiat money makes possible,
as well as the wasted capital entailed by
the erroneous signals emitted under infla
tionary circumstances. The cost of digging
gold out of the ground is minuscule by
comparison. 12

2. Gold supplies will not increase at the rate
necessary to meet the needs of an expanding
economy. With flexible prices and wages,
any given amount of money is enough to
accomplish money's task of facilitating ex
change. Having the gold standard in place in
the United States did not prevent industrial
production from rising 534 percent from
1878 to 1913. 13 Thus it is a mistake to think
that an increase in the quantity of money

must be increased to assure economic de
velopment. Moreover, an increase in the
quantity of money is not tantamount to an
increase in wealth. For instance, if new
paper or fiat money is introduced into the
economy, prices will be affected as the new
money reaches individuals who use it to
outbid others for the existing stocks of sport
jackets, groceries,· houses, computers, au
tomobiles, or whatever. But the monetary
increase itself does not bring more goods
and services into existence.

3. A gold standard would be too deflation
ary to maintain full employment. As for the
relationship of a gold standard to full em
ployment, the partisans of gold have both
theory and history on their side. The abso
lute "level" of prices does not drive pro
duction and employment decisions. Rather
the differences between prices of specific
inputs and outputs, better known as profit
margins, are keys to these decisions. It is
central bank creation of fiat money which
alters these margins in ways that ultimately
send workers to the unemployment line.
Historically, the gradual price declines
which characterized the nineteenth century
made way for the biggest boom in job
creation the world has ever seen.

The practical issues involved in actually
returning to a gold standard are complex.
But one of the most common objections,
determining the proper valuation of gold, is
fairly minor. After all, the market values
gold every day. Any gold price other than
that set by the market is by definition
arbitrary. If we were to repeal legal tender
laws, laws which today require the public to
accept paper Federal Reserve Notes in pay
ment ofall debts, and permit banks to accept
deposits denominated in ounces of gold, a
parallel gold-based monetary system would
soon arise and operate side-by-side with the
Federal Reserve's fiat money. 14

A more difficult problem than that would
be how to get the gold the government
seized in 1934 back into the hands of the
public. But even that surely can't be more
difficult than returning the businesses seized
by the Communists in Eastern Europe to
their rightful owners. If the Czech Republic
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can do that, we should be able to get
government-held gold back into circulation.

In all likelihood, the biggest problem gold
proponents face is that people simply aren't
.ready to go back to gold. Most people aren't
aware ofthe extent ofour monetary disarray
and many of those who are don't understand
its source. Two generations of Americans
have known nothing but unbacked paper
as money; few realize that there is an
alternative. In contrast, when the United
States restored gold convertibility in 1879
and when Britain did so in 1821 and· 1926,
gold money was still seen as the norm. That
is no longer the case.

It might take a hyperinflationary disaster
to shake people's faith in fiat money. Let's
hope not. In addition to the horrendous
costs of such a "learning experience," it's
not even a sure thing that it would lead us
back to gold. Recent hyperinflations in
places as disparate as Russia and Bolivia
have not done so.

The desire to get something for nothing
dies hard. Governments use central banks
with the unlimited power to issue fiat money
as their way to get something for nothing. By
"sharing" some of that loot with us, those
governments have convinced us that we too
are getting something for nothing. Until we

either wise up to the fact that governments
can't give us something for nothing or,
better yet, when we realize the moral folly
of taking government handouts when of
fered, we will continue to get money as base
as our desires. D
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A Solution to the Incentives War?
by Andrew Cline

I n 1936, the Mississippi state legislature
attempted to minimize the effects of the

Great Depression by enacting the "Balance
Agriculture With Industry" act, the nation's

Mr. Cline is research fellow at the John Locke
Foundation in Raleigh, N.C., and managing
editor of Carolina Journal Weekly Report, a
newsletter ofpolitics and policy delivered by fax
and e-mail.

first state-sponsored economic develop
ment plan.

Fifty-nine years later, each ofthe 50 states
runs its own economic development pro
gram, a government-controlled effort to ac
tively recruit business. As was the case with
the federal government, the role of the state
governments was redefined in the 1930s. No
longer were they relegated to providing
infrastructure and education. Legislators of
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Counting OUf Blessings

Criticism is said to be a basic amuse
ment in which we like to indulge.
We are quick to point out the faults

of others, denounce their views, and decry
their blunders. We enjoy lamenting the
state of affairs, bewailing public policies,
raising our voices against legislators and
regulators, and deploring their motives
and misunderstandings. We rarely are
mindful that it is easier to destroy than to
build up.

There is much to pull down when we
view our society in the light of our ideals.
We are guided by a set of ideals which are
innate or acquired, and measure all things
by them. We judge our society and its
institutions by our ideal concepts of wis
dom/ righteousness, justice, and liberty.
When seen in the bright light of the ideal,
we are saddened by the wide gulf that sep
arates the ideal from the real, particularly,
by how the ways and injunctions of the
Founding Fathers differ from the machina
tions of the Hoover and Roosevelt Deals
and all others since. We lament the rise of
the omnipresent, omnipotent polity and
the politicization of many aspects of our
lives. As political command and coercion
encompass our lives, individual freedom is
diminished.

If we compare our conditions with
those of all other nations around the
globe, we are tempted to sing about
America, the beautiful. A brief look at our
next-door neighbors and NAFTA partners
as well as our trade partners in Europe and
Asia makes us appreciate our lot.

In Canada, the Liberal Party of Jean
Chretien, with a comfortable majority in
the House of Commons, is pursuing its
stale tax-and-spend objectives. It is forg
ing ahead with social assistance, unem
ployment insurance, and other transfer
programs. As it labors under a heavy bur
den of federal, provincial, and local taxa
tion and regulation, economic life stag
nates and real wages fall. Unemployment
is hovering about the 10 percent mark, fed
eral deficits are running at 5.5 percent of
GDP, and the Canadian dollar is changing
hands at 74 U.S. cents. Nationalized
healthcare is deteriorating, with thousands
of doctors leaving for the U.S. Only two
economic sectors continue to prosper: gov
ernment and the underground economy.
In Quebec, Ontario, and the three
Maritime Provinces, merchandise worth
many billions of dollars moves from the
United States to Canada through the
Akwesasne Indian reserve straddling the
border. The smuggling is bringing new life
to the St. Lawrence River valley. The
migration of Canadian business to U.S.
border states is bringing jobs and activity
to the U.S.

In Mexico, the political difficulties usu
ally permeate all aspects of life. Foreign
observers raise concerns about Mexico's
one-party dominance, corruption, and
human rights abuses. The vast majority of
its population of 93 million make ends
meet on labor income of less than one-fifth
of U.S. incomes. The rate of inflation often
exceeds 10 percent per year. In 1994 the



peso fell.by some 45 percent against the
U.S. dollar, causing the financial markets
to plunge precipitously, interest rates to
soar, and economic activity to sink into
deep depression. Millions of workers man
aged to escape their wretched conditions
in Mexico by seeking survival as illegal
aliens in the U.S.

If we compare our plight with that of
our British friends, we cannot help count
ing our blessings. Although the U.K.'s eco
nomic statistics tell a story of some
progress, they reveal an unemployment
rate of 9 percent. The chronic economic
problems that plague the country are reces
sion, high inflation, a rising tax burden,
and record levels of government borrow
ing, exceeding 5 percent of GDP. Wage
rates are some 25 percent lower than in the
United States, with interest rates generally
higher by one or two percentage points.
The pound sterling which used to be the
world's most trusted currency is one of the
weakest now, losing exchange value even
against the shrinking U.S. dollar.

Social and economic conditions in
Germany are said to be among the best in
Europe, even better than in the U.S.
Productivity and income per capita are
about the same. The crime rate is substan
tially lower, but the unemployment rate
much higher since the reunification of East
and West Germany in 1989. Yet, the ideo
logical and political forces of socialism are
very much alive, clouding the future of
Germany.

The reunification created a double-bar
relled welfare state which is paving the
way for a new command system. One bar
rel was crafted by the advocates of the
"social market economy" or "middle of the
road" after the pure market economy ala
Erhard had transformed the country dev
astated by war into a wonderland of
miraculous recovery. The other barrel was
added after the reunification when the leg
islators and labor leaders turned East
Germany into a huge social asylum. They
decreed a currency union on an exchange
rate of 1:1, which made prodigious gifts to
all East Germans, and ordered a rapid
wage parity in East and West, which con-

demned many Easterners to chronic unem
ployment. A massive transfer of West
German wealth sustains the asylum but
does not invigorate and elate its inhabi
tants. Many are yearning for an early
return of the command system.

Japan reports a per capita production of
$31,450, which compares with only $24,700
in the U.S.A. But if we bear in mind that
these statistics are based on the yen/dollar
exchange rate, which undervalues the dol
lar in Japan by more than one third in
terms of purchasing power, we realize that
Japanese real wages and standards of liv
ing are still lower than those in the U.S.
Yet, Japanese society is one of the most
harmonious and peaceful in the world.
The crime rate per 100,000 population is a
small fraction of the U.S. rate: homicide 1
rather than 9.3, rape 1.3 rather than 42.8,
robbery 1.5 rather than 263.6. The Japanese
are a naturally orderly people who obey
the rules, which may contribute to the
popUlarity of the Socialist Party, the sec
ond largest party in the House of
Representatives. The Socialist Tomiichi
Murayama is the prime minister who
heads the government formed by thr"ee
allied parties.

Looking abroad to the political, social,
and economic conditions of neighbors and
friends, Americans are counting their
blessings. Away from home, there is no
happiness for them. At home the warm
winds of change are blowing. There are
real indications that we are reversing the
anti-business climate which has depressed
economic life throughout the Democratic
and Republican Deals. The sixty-year-old
death grip of government is loosening. We
are witnessing the reduction of govern
ment on all levels; even labor unions
which build on the Marxian exploitation
doctrine are in retreat. There is new hope
that tomorrow will be better yet.

Hans F. Sennholz
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The Foundation for Economic Education is conducting a special
three-credit course taught by FEE professors and staff in

Micro-Economics
at

Mercy College
Dobbs Ferry, NY 10522

(one mile south of FEE headquarters)
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Decetnber Round-Table at FEE

D on't miss the last chance to join us for our final Round Table of the Fall
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Doug Bandow of the Cato Institute in Washington, D.C., will entertain us with his
discussion of foreign aid in "Foreign Aid: New Bottles, Old Wines.
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the time re-interpreted. government's role
from a passive one to an active one.

One of the results has been the creation of
50 different activist state governments, each
trying to lure businesses into its boundaries
with packages oftax cuts, outright bribes, or
both. Even local governments have gotten
into the act.

Most medium-sized or large American
cities have some sort of economic develop
ment program with the intention of attract
ing businesses. The cities throw out public
incentives packages, and the perception is
that the city with the most attractive pack
age gets the most attractive company. But
incentives don't always work that way on
the state or local level.

In 1993, Illinois gave Sears a $178 million
package in exchange for locating an office
complex in the state, New York City gave
$362 million in incentives packages to nu
merous companies injust eight months, and
Alabama gave Mercedes-Benz more than
$300 million to locate its first U.S. manu
facturing plant within the state boundaries.
Now, just two years later, government lead
ers are beginning to realize that those cozy
deals were not a wise investment of public
money. In Alabama, the entire practice of
luring companies with incentives is being
rethought. But in North Carolina, the threat
to such programs has come from two sur
prising sources: the state constitution and
an aware lawyer.

How the Game Works
North Carolina Governor Jim Hunt has

spent $12 million in public money to lure
12,000jobs into the state since his Industrial
Recruitment Competitive Fund was created
in 1992. That's about $l,OOOperjob. And the
legislature has given him $2 million more
for the next fiscal year.

While the governor is trying to draw
businesses away from other states, North
Carolina's cities are trying to draw busi
nesses away from one another and from
neighboring states. For the past few years,
tiny towns such as Sparta have been joining
forces with counties to draw companies

from Virginia, South Carolina, and Tennes
see. Large cities such as Charlotte and
Winston-Salem have been trying to draw the
larger corporations that the smaller towns
cannot get.

The theory set forth by government offi
cials to justify their spending is this: public
incentives attract large companies which
hire large numbers ofworkers, thus creating
jobs for large numbers of state residents.
Because jobs are created, such incentives
are in the public interest, and hence the use
of public money is justified. But in practice,
these incentives don't live up to their prom
ise of serving the.public.

For example, North Carolina gave
Quaker Oats Co. $98,000 to build a new
98-worker plant in Asheville, fulfilling the
state's $1,OOO-per-job rule. Apparently un
noticed in the transaction was that closing
the old plant, also located in North Carolina,
would eliminate 70 jobs. So the state paid
$98,000 to create only 28 new jobs-a total
of $3 ,500 per job. In other cases, companies
have promised the state certain numbers of
jobs, but after taking the state money have
failed to deliver.

For some companies, subsidized incen
tives have literally no bearing on location
decisions, but they grab for some of the
free cash anyway. Hoping for a payoff, a
mill told North Carolina officials that the
company's expansion project would be val
ued at $100,000. But when the company
finally moved to Virginia-because North
Carolina utility rates were too high-it re
vealed the value of the expansion was only
$80,000. Officials of a furniture company
made state economic developers aware of
the generous offers they received from other
states and hinted that the company would
not locate in North Carolina unless the
state topped the other offers. The state did
not, but the company's new distribution
center sits in North Carolina anyway, in
Rocky Mount. There is also academic evi
dence to support these anecdotes. A 1994
study by two professors at University of
North Carolina at Charlotte found that,
among North Carolina manufacturers, the
first three factors in making location deci-
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sions were local public schools, local work
attitudes, and labor availability. Govern
ment-subsidized incentives ranked 22nd.

Not only are incentive packages some
what ineffective and open to rife abuses, but
they are terribly unjust. A city taxes busi
nesses. It then uses some of that tax money
to lure outside companies. Every business
in the city thus contributes to its own
potential harm by subsidizing its competi
tion. Incentives-crazed politicians don't
seem to realize that businesses compete for
more than customers. They compete for a
limited pool of qualified employees, land,
shopping mall space, and so on.

Government incentives also discriminate
against small businesses and recent start
ups by offering money only to companies
that can create large numbers ofjobs. Small
and newly created companies are automat
ically left out of the running for the funds.
How can a mom-and-pop hardware store
be said to benefit when part of its tax money
subsidizes the relocation next door of an
aircraft carrier-sized home improvement
megastore that was given $50,000 in state
money for bringing 50 jobs into mom and
pop's neighborhood?

Another important issue no one seems to
have noticed is this: North Carolina has a
serious labor shortage. There simply are not
enough qualified workers in the state to fill
all of the good jobs. How then is it in the
public interest to bring in more unfilledjobs?

Unfortunately, the government rhetoric
has been effective; it has convinced many
citizens that "more jobs are good, fewer
jobs are bad." Furthermore, most citizens
don't even consider the problems inherent
in taxing the eastern Carolina residents of
Wilmington to pay for new jobs in Asheville
eight hours west by Interstate.

The most effective and just way for gov
ernment to promote economic development is
to maintain a pro-growth business climate by
keeping taxes low and treating entrepreneurs

as valued rather than despised citizens. Giv
ing tax money to individual companies creates
a tilted playing field that benefits large corpo
rations at the expense of smaller entrepre
neurs, who create most of America's jobs.

Stopping the Game
One North Carolinian has seen through

the ruse. The issue of locally subsidized
competition caught the eye of Winston
Salem lawyer William Maready. He met
several times with the leaders of Winston
Salem and Forsyth County in an attempt to
understand how taxing local businesses to
pay for the relocation of other businesses
could be construed as in the public interest.
The officials failed to convince him.

Maready filed suit as a Winston-Salem
taxpayer. He charged that the city's and
county's use of economic incentives vio
lated both the equal protection and public
purpose clauses of the North Carolina con
stitution. He argued that "the use of tax
money collected from the citizens of this
county to subsidize corporations for moving
here or expanding here is unconstitutional,
illegal, unfair, unwise-and plain bad gov
ernment." Superior Court Judge Julius
Rousseau agreed and ruled in Maready's
favor. Government "incentives" given to
big business to entice them to locate within
a political entity's borders, he said, do not
constitute a legitimate public use of tax
payer money. "It's an arbitrary way of
spending public money." Lawyers for the
city and county decried the judge's decision
and indicated the state Supreme Court
would vindicate their clients on appeal.

According to North Carolina's Governor,
the decision was "a mistake" and "bad
public policy. " But Maready stands on firm
ground. To date, not one incentives propo
nent has been able to demonstrate that
government incentives create a net benefit
for the general public. D



A Matter of Principle

Conspiracy or
Consensus?

I n my more pessimistic moments, I can
begin to understand the appeal of the

so-called "conspiracy theory of history. "
Sometimes there seems to be a kind of

powerful force dragging modern society
down. Surveying the bleak headlines, one
wonders if the endless evils chronicled
could be mere chance-or if they might
have some conscious, common source and
deliberate direction? After all, if it were only
a series of "accidents," it seems that good
things would happen at least half the time.

Over the years, I have met many decent,
concerned Americans who deduce that the
world is in the grip of a powerful, malevo
lently directed conspiracy. Logic seems to
suggest that such plotters must be few (or
else there would be defectors), at the pin
nacles of power (or else they couldn't con
trol things), malevolent (how else to explain
the horrors in the headlines?), and super
competent (for all the preceding reasons).

Many thus infer that a handful of the
"high and mighty" spend their days behind
closed doors around conference tables,
carving up maps of the world.

Is this a valid explanation of current
events? And even if it isn't, what's the harm
in holding such a view?

The second question is the easier to an-

Mr. Bidinotto is a long-time contributor to Read
er's Digest and The Freeman, and a lecturer at
FEE seminars. Criminal Justice? The Legal Sys
tem versus Individual Responsibility, edited by
Mr. Bidinotto and published by FEE is available
in a new hardcover edition at $24.95.

by Robert James Bidinotto

swer. Successfully remedying the ills of the
world depends upon their accurate diagno
sis. It makes a great deal of difference if we
believe that social evils are caused by wide
spread economic ignorance-or false philo
sophical ideas-or personal immorality-or
the American two-party system-or a band
of conspirators. Each theory logically im
plies a different response: economic educa
tion, a new philosophy, moral indoctrina
tion, a third political party, or investigative
exposes. Accepting the wrong theory guar
antees that our remedial efforts will fail and
that evils will persist.

And the "conspiracy theory" is wrong:
1. False logic. All conspiracy theories de

pend heavily on inferences about the mo
tives of certain prominent people, based
upon the outcomes of events with which
they have been associated. The assumption,
invariably, is that if the outcomes are bad,
those responsible must have intended the
harm.

This does not follow. Economists from
Frederic Bastiat to Henry Hazlitt have dem
onstrated that many popular political pro
grams lead to unintended consequences
results opposite those desired by their
proponents. Minimum wage laws, meant to
raise workers' incomes, lead instead to
unemployment. Protective tariffs, meant
to foster domestic industries, lead instead
to reduced living standards. And so forth.

This isn't because advocates of such policies
seek mass unemployment and poverty. It's due
to their ignorance of basic economics. Which
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explanation is more credible: a deliberate con
spiracy of a handful ofworld leaders to reduce
their own people to poverty-or the appalling
education they received in public schools?

At the root of conspiracy theories is the
premise that whatever happens is either the
result of "accident," or the result of "in
tention." But this doesn't exhaust the log
ical possibilities. People often intend
things-for good or ill-contrary to their
eventual outcomes. Even would-be conspir
ators aren't omniscient or omnipotent.

2. Naivete. Many enamored ofconspiracy
theories are ordinary people with little oc
casion to rub elbows with the "high and
mighty. " They imagine such people to be
surpassingly devious and competent-just
the type to hatch diabolical plots.

If they were actually to encounter inter
national movers and shakers, they might be
shocked at their ineffectuality, uncertainty,
and ignorance. To believe that most world
events are the result ofdevious deliberation,
is to ascribe to so-called "world leaders"
levels of competence, courage, and cunning
that their own wives would find laughable.

Conspiracy theories make compelling
plots for novels and movies; sly schemers
make worthy adversaries for fictional he
roes . We like to fantasize about villains of
stature. Perhaps regrettably, villains in real
life are built to far smaller specifications.

3. Explanatory elasticity. There's an im
pressive malleability about conspiracy the
ories. Whenever something occurs contrary
to what the theory predicted, its proponents
offer some new, more complex conspirato
rial machination to explain the unruly facts.

In the 1950s, the puppeteers of world
events were supposedly the "international
Communist conspiracy." The conspiracy
was centrally directed from Moscow, from
which it extended globally like the arms
of an octopus. Iron discipline held the con
spirators together; highly publicized feuds
among various communist nations were
merely clever propaganda, meant to lull the
West into complacency.

But when the Soviet Empire disintegrated,
it was obvious that there had never been iron

discipline and unity within or among Commu
nist regimes-that the potent conspirators
were only gray geriatrics and blundering bu
reaucrats, who couldn't even hold their own
armed forces and secret police in line.

With the Soviet collapse, the alleged locus of
the conspiracy has moved to Washington and
New York. We are now to believe that our own
incompetent politicians and bankers-who
can't even govern their own private lives and
portfolios, or agree on what to do about Bosnia
or the deficit-are calculatingly, cooperatively
marching us toward a One-World Government.

Yes-there is a powerful force dragging
society down. But that undertow is not an
international conspiracy: it's an intellectual
consensus. What conspiratorialists fail to
appreciate is the power of ideas.

Virtually all of our cultural leaders accept
the premise of collectivism: that individual
rights should be subordinated to collective
might. This moral premise logically leads
them to similar conclusions on a wide array
of issues. But such agreement isn't the
consequence of conscious collusion; it's the
fruit of a philosophical consensus.

For decades, Communism thrived in the
world, despite all efforts to "expose" Com
munist activities. Why? Because millions
accepted the collectivist premise at the core
of Communism. They viewed Marxists not
as vicious thugs, but as extreme idealists.

Unless the moral premise of collectivism
is challenged and rejected, those millions
still will be drawn, as if by some inner
compass, toward collectivist ends; to coop
erate with like-minded people; and to fight,
as immoral, anyone who stands in their
path. To those of us who are in their path,
their concerted animosity might seem a
matter of design and plan. But it's actually
a tribute to the power of ideas.

It is ideas that dictate the actions of
men-and it is on the battlefield of ideas that
the fate of the world will be decided. Even
conspiracies depend upon agreement by the
conspirators over premises and ends.

To defeat them, we must not simply
expose their branches. We must expose
and pull up-their intellectual roots. D



THEFREEMAN
IDEAS ON LIBERTY

The "Wall of Separation"
Between Church and State
by Judd W. Patton

Most Americans have been conditioned
to believe and to assume that the First

Amendment to the U.S. Constitution re
quires a "wall of separation between
Church and State. " This concept is seldom
challenged today ... but it is not actually
a part of the Constitution or any of the
Amendments; it did not exist until well into
the twentieth century.

The establishment and free-exercise
clauses of the First Amendment state:
"Congress shall make no law respecting
an establishment of religion, or prohibiting
the free exercise thereof." The meaning
was crystal clear to Americans and Ameri
can jurisprudence for generations. Very
simply, the federal government was prohib
ited from establishing a single national de
nomination above all others (a state reli
gion-endowed with public funding, special
privileges, and penalties on other faiths that
reject its doctrines-as Great Britain had)
and secondly, the federal government could
not interfere with the individual's right to
freedom of worship.

The purpose of the First Amendment
was not to protect Americans from religion,
it was to protect religion from government
intrusion. This "understanding" is in full

Dr. Patton is Associate Professor ofEconomics
at Bellevue University, a liberal arts college
located at Bellevue, Nebraska. He is also editor
of The Bottom Line, a scholarly quarterly pub
lished by the Entrepreneurial Leadership Center
of the University.

and obvious accord with the raison d'etre of
the Bill of Rights to limit the federal gov
ernment's power and thereby secure the
freedom of individuals and the rights of the
states. The Bill of Rights was a declaration
of what the federal government could not do.

The intent of the First Amendment could
never have been to separate church and
state. Virtually all state constitutions of that
day required their elected officials to affirm
belief in the Christian faith. 1 Not one of the
states would have ratified the First Amend
ment in violation of their constitutions had
its purpose been to separate religious prin
ciples from public life.

Quotations from the framers of the Con
stitution and other leaders of early America
illustrate this great principle. George Wash
ington as our first President said, "Of all the
dispositions and habits which lead to polit
ical prosperity, Religion and Morality are
indispensable supports." And our second
President, John Adams, told us, "It is Re
ligion and Morality alone which can estab
lish the principles under which Freedom can
securely stand. " Benjamin Franklin echoed
Adams' sentiment: "Only a virtuous people
are capable of Freedom. As nations become
corrupt and vicious, they have more need of
masters."

On the same theme, Dr. Benjamin Rush,
a Signer of the Declaration and a leading
thinker of the period, said that, "The only
foundation for a Republic is to be laid in
Religion. Without this, there can be no
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virtue, and without virtue there can be no
liberty." And James Wilson, who signed the
Declaration and the Constitution for Penn
sylvania, pointed out that "Far from being
rivals or enemies, religion and law are twin
sisters, friends and mutual assistants. In
deed, these two sciences run into each
other. The divine law, as discovered by
reason and the moral sense, forms an es
sential part of both. "

No "Wall" Planned
Yes, it would have been impossible for

these God-fearing men to have deliberately
built a "Wall of Separation" between
church and state. Here is how the phrase
and eventually the concept of this "wall of
separation" originated.

In 1801, the Danbury Baptist Association
wrote a letter to President Thomas Jeffer
son. They were alarmed about a rumor. Was
a national denomination soon to be estab
lished? Jefferson responded by letter on
January 1, 1802, assuring them that there
was no basis to the rumor. He said, ' 'I
contemplate with solemn reverence that act
of the whole American people which de
clared that their legislature should 'make
no law respecting an establishment of reli
gion, or prohibiting the free exercise there
of,' thus building a wall of separation be
tween Church and State."

The Danbury Baptists were apparently
satisfied. They understood the "wall" to be
one-directional, protecting them and other
churches from possible discrimination and
harm by means of a "governmental-favored
denomination" status. Nevertheless, Jeffer
son's eight-word phrase, "a wall of separa
tion between Church and State," has be
come the defining metaphor for today's
misinterpretation of the First Amendment.

Obviously, Je1ferson' s letter and this
phrase are not part of the First Amendment
and it appears far-fetched legal "reasoning"
to give it the force of law or to infer intent
by the delegates to the Constitutional Con
vention of 1787.

Jefferson's letter remained in relative ob
scurity until 1878, when the Supreme Court,

in the case of Reynolds vs. United States,
cited the whole letter. According to the
Court, the "wall of separation between
Church and State" meant, "Congress was
deprived of all legislative power over mere
[religious] opinions, but was left free to
reach [only those religious] actions which
were in violation of social duties or subver
sive of good order." Thus, the Court ruled
against the Mormon practice of polygamy
and bigamy because the Justices considered
it to be subversive of good order. In other
words, the Court used the concept of "sep
aration of Church and State" to keep a
general religious principle, monogamy, in
tegral to our society.

Nearly 70 years later, in the 1947 Supreme
Court case of Everson vs. Board ofEduca
tion, a major conceptual change occurred.
Citing only Jefferson's eight words ("a wall
of separation between Church and State' ')
and not their context or previous Supreme
Court interpretations, it declared a new
meaning: a separation of basic religious
principles from public life. Indeed, Jeffer
son's eight words became the catch phrase
for this new concept.

Then, in 1962 the Supreme Court, in the
case of Engel vs. Vitale, redefined the word
"church" to mean "a religious activity in
public. " The revolt against the roots of
Americanism had begun in earnest. Separa
tion of Church and State now meant the
government (or state) and its institutions
must be "protected" from religion.

Since 1962 there have been over 6,000
court cases challenging religious expres
sions in public institutions and public life.
For example, numerous court cases ruled
that verbal prayers in public schools, even
if voluntary and denominationally neutral,
were un-Constitutional. In 1980, it was ruled
that it was un-Constitutional to hang the Ten
Commandments on the walls of public
school classrooms (ironically, the Ten Com
mandments are engraved on the chamber
walls of the Supreme Court). And in Vir
ginia, a federal court ruled a homosexual
newspaper may be distributed on a high
school campus, but religious newspapers
may not. Needless to say, a cultural war



of mammoth proportions was unleashed by
the Everson and Engel rulings.

The Tide Is Turning
Interestingly, and significantly, the 1990s

have seen more and more court decisions
based on the original intent of our Founding
Fathers. The Supreme Court ruled in 1990,
for instance, that it is permissible to have
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prayer and Bible clubs at public high
schools. Thejustices also decided in another
case that premarital sexual abstinence pro
grams, while religious in nature, can be
taught in public schools. The tide appears
to be turning back to our traditional, Godly
American heritage. D

1. David Barton, The Myth of Separation (Wallbuilder
Press, 1991), pp. 25-35.

The Right to Pray

by William Cage

The decisions of the Supreme Court on
prayer in public schools apply only to

religious practices in public institutions, of
course. In order to understand these deci
sions, it is first necessary to understand the
nature of a public institution under our
government.

In spite of the practical deficiencies in our
political system, our government operates
on a democratic basis: each person has one
vote to cast for the candidate of his choice.
The elected officials are then supposed to do
what they believe is their constituents'
wishes (insofar as they believe it is the right
thing to do). The political action thus taken
is kept in check by the court system, to
which every person has access. In this way,
minorities are protected from unrestrained
majority rule.

It should not be surprising that those
people who profess atheism should take the
matter of prayers in public schools to the
courts; for after all, it was an action for
which our system of government provides.
Praying certainly discriminates against the

The late Mr. Cage was an economist and entre
preneur in Joplin, Missouri. This article is re
printed from The Freeman, August 1964.

atheist. And according to our philosophy
and system ofgovernment, when this occurs
in a public institution, he has legal recourse
to the courts. This explains why the nature
of a public institution is central to the
discussion of the right to pray.

A public institution in the United States
is not only publicly accessible but is also
publicly supported. There is no hedging on
this support: everyone contributes taxes,
without regard to any specific characteristic
of the individual, such as race or religion.
Thus it follows that what is publicly pro
vided should not discriminate in favor of or
against people on any such basis as race or
religion. Those who pay for it (theoretically,
everyone) should also have the use of it.
And, as they pay without regard to their
race, religion, and so forth, so, too, should
they have access to the public facilities
without discrimination against them on such
grounds. This must be the real nature of a
public institution in the United States if we
adhere to our principles of government.

Thus it is that in no public institution can
those of us who believe in God rightfully
impose our beliefs and practices on those
who don't. Practically speaking, such im
position is not avoided by "voluntary"
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participation in the prayer. For whether the
praying is voluntary or not, all taxpayers
atheist and theist alike-are providing shel
ter, light, and warmth for the theists' prac
tices. Thus the atheist is compelled to
contribute to practices in which he does not
want to participate in any way; and further,
everyone is aware that such practices are
easily avoidable by the public institution,
and are not at all necessary to accomplish
the announced purpose of the institution.

A Duty to Educate?
The central issue here, hinging on the

nature of public institutions, is not whether
a government institution should assume
the responsibility for prayer; instead, it is
whether or not the government should as
sume the responsibility for educating the
people. Just as there are a multitude of
opinions on religion, there are also disagree
ments in virtually all areas ofeducation as to
what is right (or best). This shows up espe
cially in colleges, where various schools
have reputations for different viewpoints.

This means that in a public school where
specific opinions are taught, other view
points are necessarily neglected: to have a
certain opinion neglected is as much of an
affront to the artist, economist, or political
scientist who holds that opinion as it is to
the atheist. Unlike the situation existing at
the college level, where one can select the
college which teaches the viewpoint with
which the student (or parent) is most in
sympathy, the public school system assigns
students according to geographical location.
In fact, no public school official has ever
been so bold as to say that his school teaches
a particular viewpoint in, for example, eco
nomics, to the exclusion of all others. Thus,
no matter what method ofassigning students
is used, the education available to the stu
dent in any school is largely of arbitrary
content; it is necessarily opinionated.

This is not consistent with our philosoph
ical and legal concept of a public institution:
public facilities cannot rightfully discrimi-

nate against certain people's opinions, for
the whole of the populace pays for the
institutions, without regard to whether the
taxpayer agrees with the viewpoint being
taught. There is again no escape offered by
private schooling where public schooling
is compulsorily financed, just as "voluntary
praying" is no solution, for citizens pay
taxes in support of public schools even if
their children go to private schools.

Outside the Realm of
Government Competence

The answer to the "right to pray" in
public institutions is the same as the answer
to the "right" to teach any particular theory
or opinion on any other matter: there is no
"right" involved. It is outside the realm of
public institutions. Thus it is that general
education, as well as religious instruction
and practices, cannot be provided by public
institutions within the framework of our
original philosophy of government. Any
institutional changes (e.g., an amendment to
the Constitution) to permit prayers in public
schools can only serve to distort that frame
work which has not only proved to be
workable, but is internally consistent with
and logically deducible from the original
premise. The crucial question is not how we
can legally institute praying in public
schools, but rather can public schools right
fully provide any religious practices or teach
any subject on which there is disagreement.
The court decisions pointed up the difficulty
in regard to religious practices; there re
mains, however, the broader question of
whether public schools can rightfully ad
vance certain opinions in preference to oth
ers in areas outside of religion.

Further examination of the entire matter of
"rights" suggests that the education of free
people should come in schools which those
people choose to establish, support, and at
tend of their own volition. For it is only in
these and similar private institutions that the
individual has the right to pray, regardless of
what other people may believe. D



Potomac Principles

Setting an Example

by Doug Bandow

W ashington, D.C., is not just the home
of the national government. It also

contains a local government struggling with
the manifold problems that afflict so many
cities across America. As such, it has be
come a dramatic showcase of the failure of
statism.

The problem is really neither the city's
nonpareil mayor nor extraordinary bloat
and waste. Rather, the problem is that even
the approach of fiscal Armageddon has not
convinced the governing establishment that
liberty beats politics. Never mind that the
city is operating largely at the sufferance
of a congressionally-established financial
control board. Officials still hope to survive
by playing fiscal shell games, begging more
money from Congress, and tinkering around
the edges.

The city's pork politics is mundane, how
ever, compared to the chaos of Washing
ton's schools. The city's liberal white elite
send their kids to private institutions; most
middle-class white families live in the sub
urbs, where the schools are adequate. The
city's poor, largely black, population, how
ever, remains trapped in the city-and their
children are stuck in city schools. The re
sults are horrifying.

By and large, the public schools don't
teach. Inner-city students are warehoused
and given diplomas that some have trouble
reading. Many graduates have simply wasted

Mr. Bandow is a Senior Fellow at the Cato
Institute and the author ofThe Politics of Envy:
Statism as Theology (Transaction).

12 years of their lives. No wonder so many
kids view the streets, drug gangs, and unwed
parenthood as better alternatives.

But that's not all. Drug use and violence
are rampant in city schools. In fact, the
schools are not even able to guarantee the
physical safety of students. Earlier this year
a 14-year-old sophomore was gunned down
at Cardozo High School. The apparent mur
derers were 14 and 17. "I don't think we
could have avoided it," said school super
intendent Franklin Smith. "In the last few
years, we have installed metal detectors,
trained more security personnel and . . .
have secured police officers to patrol in and
around our schools." He sounded as if he
was talking about jails instead of schools.

Educational establishment lobbyists ad
mit that murder and mayhem at school is
bad, but seem to believe it is a result of
inadequate government spending, too few
federal programs, and the depredations of
budget-cutting visigoths. Yet, according to
the Department of Education, the District
spent an astounding $9,377 per student per
year in 1990-more than any state and the
40 largest school districts. This is three
times the average· tuition of private and
parochial schools. Even Gonzaga High
School, one of the city's elite institutions,
was charging only $7,100 annually.

Incredibly, these numbers understate the
government's outlays. D.C. apparently
twists its figures to suggest greater school
enrollment and attendance. According to
David Boaz of the Cato Institute, it appears
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that "District schools are spending $12,875
for every student who's actually in a class
room on any given day." For that amount
of money we could send five students to the
average private school!

What is this situation if not a crisis?
Children aren't learning, money is being
wasted, and kids are being murdered. Some
thing is drastically wrong. Dire measures
would seem to be called for.

The D.C. City Council, to its credit,
suggested a package of reforms, including
charter schools, but the school board said
no. Last year Superintendent Smith pro
posed privatizing the management of 15
schools. The school board refused to even
consider his proposal. A few desperate
board members have since rallied to his
side, but privatization opponents boycotted
meetings to prevent a vote.

A number ofcongressmen are also leading
a campaign to find private individuals and
firms to voluntarily fix up Washington's
schools by donating materials and labor.
Philanthropy is a good thing, of course, but
it doesn't make much sense to repaint class
rooms if drug deals and murders instead of
learning still occur in them. The District's
educational problems obviously run much
deeper than a new coat of paint.

The real solution is to abolish the govern
ment's educational monopoly. Limited
privatization and voluntary vouchers,
though distressingly modest, would at least
point the way for additional reform. Yet the
bureaucracy, supported by a surprising
number of citizens who apparently can't
imagine a better world, want to do nothing.
Thelmiah Lee, Jr. , for example, has founded
a group called D.C. Save Our Schools. Said
Lee: "We will not allow vouchers, will not
allow charter schools in the District of
Columbia. " What the heck-just do more of
the same, irrespective of the consequences.

This position is seemingly shared by some
intellectuals who should know better. Ar
gues Robert Wright of the New Republic:
"Even if it's true that mindless bureaucracy
ruined the public schools and that welfare-

state liberals created the underclass, the fact
remains that at this point neither problem
will be solved without lots of money, more
wisely spent." More wisely spent by whom?
The D.C. school board, which is already
pouring almost $13,000 per student into
failing institutions?

Such attitudes are also reflected in the
congressional debate over the Department
ofEducation. What could be more ludicrous
than a $33 billion Cabinet office for a local
function? In fact, federal money typically
accounts for no more than six percent of
school district spending. It would make more
sense to leave the money there to start with.

Of course, supporters explain that the
DOE is supposed to help localities do their
job. But has it? Test scores are lower and
schools are more violent than when Con
gress created the department in 1979; U.S.
students remain woefully behind their in
ternational counterparts. Concluded a task
force headed by Representative Joe Scar
borough: "There can be no doubt that the
Department of Education did not add value
to the educational performance in the 1980s.
In fact, there is significant evidence that
we are doing our job more poorly than ever
before. " Yet opposition to dismantling the
Department, Pre~ident Jimmy Carter's
present to the National Education Associa
tion, remains fierce. In addition to those
directly benefiting from its spending are
generic devotees of government. For in
stance, columnist Marianne Means com
plains that "the inescapable message" of
those who want to eliminate DOE "is that
they want to downgrade the importance of
education in America's future." But
wouldn't improving the schools be a better
means of emphasizing education than inflat
ing the bureaucracy?

Don't do what we do should be the motto
of Washington. The failure to understand
either the moral or practical benefits of
freedom infects local officials no less than
the federal establishment. As a result, the
nation's capital continues to exhibit govern
ment's dismal failure. D
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Steal These Free Papers?

by Eric Longley

"Due to its racist nature, the Diamond-
back will not be available today-read

a book!" Such was the advice on flyers left
at campus distribution centers for the stu
dent newspaper at the University of Mary
land at College Park. Someone had taken
10,000 copies of the paper. Two students
were later disciplined by the college, but
the local prosecutor did not bring charges. It
was November of 1993. In the same month,
2,500-3,000 copies of the student paper
were confiscated at The University ofMary
land-Baltimore County. The University
charged one of those responsible, but the
campus police did not take action-' 'you
can't steal free newspapers," they said. 1

Should taking free papers, in bulk, be a
crime? It should. Dealing with such theft
as a crime is consistent with limited
government philosophy.

The media has focused on high-profile
cases such as that of the University of
Pennsylvania, where minority students
seized copies of the Daily Pennsylvanian
that contained allegedly racist material. But
race is not the only motivating factor in the
seizure of free papers.2

I did an informal tally, based on campus
incident reports supplied by the Washing
ton-based Student Press Law Center, which
aims at protecting the interests of high
school and college newspapers. From fall
1993 to the end of April 1995, there were
63 confiscation cases reported to the SPLC.

Mr. Longley is a freelance writer living in
Durham, North Carolina.

Of these, there were 11 to 18 incidents in
which the people who confiscated copies of
a student newspaper were offended by
the paper's attitude, real or perceived, to
ward ethnic minorities. In contrast, there
were between 12 and 25 cases (with some
overlap with the racial cases) where the
motive was to suppress embarrassing news
or comment about an individual or group,
such as the arrest of a student or the
disciplining of a professor or fraternity. 3

Mike Hiestand, an attorney at the SPLC,
says that high rates of newspaper confisca
tions began in 1992, and persist to this day.4
Off campus as well as on, newspaper con
fiscation is an issue, an issue that "many
consider to be an ongoing problem," ac
cording to Helene Siesel, Administrative
Director of the Association of Alternative
Newsweeklies.5

There are differences among the states
as to how they deal with the confiscation of
free newspapers.

A prosecutor in Mercer County, New
Jersey, which includes Trenton, refused to
consider incidents of student newspaper
seizures at Trenton State College to be a
crime. Prosecutor Edward Bertucio said
that "[t]he newspapers were free. The pub
lic had [a] right to them. Once they are left
there, people can pick them up and do
anything they want to with them.,,6

A judge in Louisiana dismissed charges
against a Southeastern Louisiana Univer
sity student accused of taking papers, call
ing the affair a "college prank.,,7

Police did not respond to a confiscation

723



724 THE FREEMAN • NOVEMBER 1995

incident in Marshall University in Hunting
ton, West Virginia. City police sent editors
of the Statesman to the campus police, who
in turn did not make an investigation.8

The District Attorney responsible for the
University of Northem Colorado in Greeley
refused to make charges in a confiscation
incident on the grounds that no one can steal
a free paper.9

In a California case, campus police re
fused to act when 1,000 copies of a student
paper were taken at San Jose City College.
Since it was a free paper, the police felt
unable to do anything. 10

In 1992, San Francisco Police Chief Rich
ard Hongisto had over 2,000 copies of the
San Francisco Bay Times, a gay paper
which had run a critical article and cartoon
about him, seized by officers. No criminal
charges were filed-the District Attorney
said that the Bay Times had no "fair market
value," hence the seizure did not constitute
theft. However, Hongisto was fired and a
jury later awarded damages to the paper,
finding that Hongisto had violated the First
Amendment. 11

In Berkeley, California, Gene McKinney
was charged with taking massive amounts of
free papers and selling them to a recycling
company. The publisher ofone ofthe papers
victimized by McKinney sent prosecutors a
brief filed by the Bay Times in the Hongisto
case, making arguments for protecting free
papers. This may have helped persuade
authorities to bring charges against McKin
ney.12

There are states where authorities have
successfully treated the confiscation of free
papers as theft. Four students at the Uni
versity of Florida at Gainesville were con
victed of theft in 1988 for taking copies of the
free Florida Review. 13

There are more recent examples. In the
summer of 1993, two former journalism
students at Pennsylvania State University
pleaded guilty to criminal charges in con
nection with their confiscation of copies of
a conservative student paper, The Lion
hearted. 14 Two fraternity brothers at Mans
field University, also in Pennsylvania, were
convicted of disorderly conduct for carrying

off 1,200 copies of a student paper in March,
1995. 15

In May 1994 it became a misdemeanor in
Maryland for anyone to take copies of a
newspaper, free or not, with the intent of
stopping other people from reading them. A
New York law imposes fines on "unautho
rized person[s]" who "maliciously remove
or destroy" newspapers from someone
else's property, provided the newspapers
come out at least once a week. 16

So much for what the law is. The question
is what the law should be.

Of the arguments against criminalizing
the seizure offree papers, the most obvious is
that "you can't steal a free paper." Ifa person
has a right to take one copy of a free publi
cation, he must necessarily have the right to
take one hundred copies. This is not the only
argument that people have voiced.

There are those who think that seiz
ing free papers is itself a form of free
expression. In an editorial, the Washington
Post said that "[ilt can be argued" that this
is true. 17 Less equivocal, the official student
paper at Penn State, the Daily Collegian,
said it definitely was an exercise of free
expression to seize and burn copies of The
Lionhearted. 18

I consider the argument that people have
a First Amendment right to confiscate pa
pers "quite weak." The free expression
interests involved are those of the vandal
ized papers. If would-be vandals don't like
what a free newspaper says, they can ex
press their disagreement by writing or
speaking against the message they don't
like, or even by pursuing legal or adminis
trative action against the paper, which
would at least give the paper a chance to
defend itself in some form of hearing.

Free expression rights are not the only
liberties at stake here. Private property
rights, in their purest form, are involved as
well. A newspaper publisher, no less than a
distributor ofother goods, has the right to be
free of interference in getting a paper into
the hands of willing customers. Those who
advertise in a free newspaper have an inter
est in having the ads they paid for reach their
intended audience. 19



Moreover, some newspapers which I
have classified as free in this article are not,
in fact, free at all. Many college newspapers
are paid for in part by fees assessed from all
students. If a student has already paid for
a paper through her fees, she has in effect
taken out a subscription to that paper.
Vandals who seize so many copies that
students are denied access to the paper are
stealing directly from the students, and can
and should be prosecuted as thieves without
benefit of additional legislation.

One final case where the authorities need
not wait for further legislation before acting
is a case where the newspaper publisher
puts up a notice reading "first copy free:
additional copies $1.00," or whatever other
price is deemed appropriate (by saying
"only one copy per person," the publisher
would in effect be setting an infinite price).
In such a case, a person who takes more
than one copy of the paper without paying
is obviously a thief under pre-existing crim
inal statutes in all states. D
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Is the Unabomber an
Ecobomber?

by Alan Caruba

The assault-by-mail terrorist known as
the Unabomber is likely to kill again

despite the decision of the Washington Post
and the New York Times to publish his
manifesto. The decision, prompted by the
U.S. Department of Justice and the F.B.I.,
will only delay the inevitable.

Lost amidst the controversy surrounding
the decision to publish under the threat of
renewed killing, is the fact that the Una
bomber's views and actions reflect the true
agenda of those who, since the 1970s, have
been the driving force behind the environ
mental movement.

The Unabomber's crusade is the logical
end result ofa movement which holds a deep
distrust and contempt for humanity, tech
nology, and what is generally understood
to be progress in diverse areas that include
agriculture, the science of genetics, medi
cine, computer technology, and just about
anything that contributes to a thriving econ
omy.

In a letter to The New York Times, he said,
"Through our bombings we hope to pro
mote social instability in industrial society,
propagate anti-industrial ideas and give en
couragement to those who hate the indus
trial system.... The people who are push-

Mr. Caruba is the founder of the National
Anxiety Center, which monitors "scare cam
paigns" in the media. All rights reserved.

ing all this growth and progress garbage
deserve to be severely punished."

To any participant or observer of the
environmental movement, it's fairly aston
ishing that anyone could have failed to
notice that views comparable to the Una
bomber's have been appearing in print for
more than two decades, since the inception
of the environmental movement.

In a 1970 book, Ecotactics, which fea
tured an introduction by Ralph Nader, state
ments comparable to the Unabomber's can
be found on every page. An unidentified
writer for a group called EeOS rants against
"an aggressive technology and economic
system, which, in a rush to provide for and
to profit from the human population, de
stroys other forms of life and contaminates
our environment to a degree unprecedented
in human history." The writer rejects "a
world in which the individual is victimized
by the impersonal machinery of his technol
ogy. " While decrying violence, the writer
concludes that "The only natural resource
left on this planet that man seems unable to
reduce to the disaster level is the capacity
for discontent. Our organization, Environ
ment!, is designed to harvest this resource
and apply it to the complex problems of
survival. "

The ECOS writer was right at home with
Nader's introductory view that Americans
were living in a society of "oppression and
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suppression" by business and industrial
entities. Thus, Nader's first priority was "to
deprive the polluters of their unfounded
legitimacy. "

In a New York Times article on June 30,
reporter Robert D. McFadden hinted at the
contents of the Unabomber's 35,OOO-word
manifesto. It "sketches a nightmarish vision
of a deteriorating society and a future in
which the human race is at the mercy of
intelligent machines created by computer
scientists.... Out of the chaos, he ex
pressed the hope that a return to 'wild
nature' might prevail."

In contrast, writing in his book, No Turn
ing Back: Dismantling the Fantasies of
Environmental Thinking, Wallace Kaufman
says, "Our progress has been the result
largely of Western science and technology.
Unlike cultures that have only feared and
revered nature, industrialized cultures have
pursued dominion over nature and subdued
most of its dangerous tendencies, achieving
what no other culture has done. No other
tradition has developed a sophisticated
technology capable of feeding six billion
people and monitoring the condition of the
environment. " While the Unabomber was
selecting his victims, Kaufman wrote, "A
movement that rejects this tradition is dan
gerously out of touch with reality ..."

Fellow Travelers
Who shares the Unabomber's view of

industrialized society? Paul Erlich, the pop
ulation doomsayer; Lester Brown whose
Worldwatch Institute has been predicting
worldwide environmental disaster for de
cades; and even our Vice President, Albert
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Gore, Jr. In his book, Earth In the Balance,
Gore says, "The edifice of civilization has
become astonishing complex, but as it
grows ever more elaborate, we feel increas
ingly distant from our roots in the earth."

Since the 1970s the U.S. environmental
movement has imposed a huge matrix of
laws that have gone beyond setting reason
able standards for the environment. As a
result, whole sectors of the economy have
been impeded. Environmental laws cur
rently represent thirty percent of Washing
ton's entire regulatory budget. But the bur
den of the economy is only half the story.
Disaffected, though dedicated, environmen
talists have raised voices of alarm and warn
ing concerning the beliefs that drive the
Unabomber. Called "Deep Ecology," the
Unabomber' s philosophy fuels groups like
Earth First! and fanatical animal rights ad
vocates. In his book, Green Delusions: An
Environmentalist Critique ofRadical Envi
ronmentalism, Martin Lewis noted that
deep ecology is a philosophy best labeled
"antihumanist anarchism."

In fact, there are several "schools" of
deep ecology or environmentalism. They
include primitivism, antihumanist anar
chism, and eco-Marxism. Lewis notes that
"primitivists advocate not merely the return
to a small-scale social order proposed by
other deep ecologists, but rather the active
destruction of civilization. "

"Primitivist" may be a good description
of the Unabomber, but it really doesn't
matter what label is attached to him. His
actions represent the goals that ultimately
emerge from the core values shared by those
who seek to direct the environmental move
ment worldwide. D
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Maverick Mark Twain's
Exhilarating American
Individualism

by Jim Powell

Nobody expressed rugged American in
dividualism better than Samuel Lang

horne Clemens-Mark Twain.
This might seem surprising to those who

think of him only as the author of children's
classics like The Adventures of Tom Saw
yer, The Adventures of Huckleberry Finn,
The Prince and the Pauper, and A Connect
icut Yankee in King Arthur's Court. But
adults going back to the books are soon
reminded how they passionately affirm the
moral worth of individual human beings.

A mere author of children's books?
Throughout much of Mark Twain's life, his
opinions made news because he was the
most famous living American. He was a
friend of steel entrepreneur Andrew Carn
egie. Helen Keller, amazingly cultured de
spite being blind and deaf, relished his
company. Mark Twain introduced future
English statesman Winston S. Churchill to
an American audience. He published the
hugely popular autobiography of General
Ulysses S. Grant. English novelist Rudyard
Kipling came calling at his upstate New

Mr. Powell is editor ofLaissez-Faire Books and
Senior Fellow at the Cato Institute. He has
writtenforThe New York Times, The Wall Street
Journal, Barron's, American Heritage, and more
than three dozen other publications. Copyright
1995 by Jim Powell.

York home. Mark Twain met illustrious
people like oil entrepreneur John D. Rock
efeller, Sr., biologist Charles Darwin,
painter James McNeill Whistler, psychia
trist Dr. Sigmund Freud, Waltz King Johann
Strauss, violinist Fritz Kreisler, pianist Ar
tur Schnabel, sculptor Auguste Rodin, phi
losophers Ralph Waldo Emerson and Her
bert Spencer, playwright George Bernard
Shaw, poets Alfred Lord Tennyson and
Henry Wadsworth Longfellow, novelists
Henry James and Ivan Turgenev, inventors
Nikola Tesla and Thomas Edison (who re
corded the author's voice).

Although Mark Twain wasn't a system
atic thinker, he was steadfast in his defense
of liberty. He attacked slavery, supported
black self-help. He spoke out for immigrant
Chinese laborers who were exploited by
police and judges. He acknowledged the
miserable treatment of American Indians.
He denounced anti-Semitism. He was for
women's suffrage. Defying powerful politi
cians like Theodore Roosevelt, Mark Twain
spearheaded the opposition to militarism.
During his last decade, he served as vice
president of the Anti-Imperialist League. "I
am a moralist in disguise," he wrote, "it gets
me into heaps of trouble when I go thrashing
around in political questions."

He shared the capitalist dream. He spec-
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ulated in mining stocks. He started a pub
lishing company. He functioned as a venture
capitalist providing about $50,000 a year
to inventors-he thought invention was per
haps the highest calling. He failed at all these
and achieved financial success only as a
writer and lecturer.

Mark Twain set a personal example for
self-reliance. From the time he quit school
at age 12, he was on his own, working as
a printer's assistant, typesetter, steamboat
pilot, miner, editor, and publisher. He spent
four years paying off 100 percent of his
business debts rather than take advantage
of limited liability laws. As a writer, he
succeeded entirely on his wits, without the
security ofacademic tenure or a government
grant. He financed his extensive overseas
travels by freelance writing and lecturing.
During his lifetime, people bought more
than a million copies of his books.

Mark Twain liked what he called "rea
soned selfishness." As he put it, "A man's
first duty is to his own conscience and
honor-the party of the country come sec
ond to that, and never first. ... It is not
parties that make or save countries or that
build them to greatness-it is clean men,
clean ordinary citizens ...."

Mark Twain displayed a devilish wit.
Among his most memorable lines: "What
is the difference between a taxidermist and
a tax collector? The taxidermist takes only
your skin . . . Public servant: Persons cho
sen by the people to distribute the graft. . . .
There is no distinctly native American crim
inal class except Congress . . . . In the first
place, God made idiots. This was for prac
tice. Then He made School Boards . . . In
statesmanship, get the formalities right,
never mind about the moralities."

Mark Twain,
Popular Hero

Mark Twain was instantly recognizable.
One scholar noted that "The young man
from Missouri, with drooping moustache
and flaming red hair, was unusually garbed
in a starched, brown linen duster reaching
to his ankles, and he talked and gesticulated

so much that people who did not know him
thought he was always drunk."

Mark Twain was a popular hero because
people didn't just read his works. They saw
him on lecture platforms in Europe, Asia,
Africa and Australia. "Mark Twain steals
unobtrusively on to the platform," wrote
one reporter in April 1896, "dressed in the
regulation evening clothes, with the trouser
pockets cut high up, into which he occa
sionally dives both hands. He bows with a
quiet dignity to the roaring cheers.... He
speaks slowly, lazily, and wearily, as a man
dropping off to sleep, rarely raising his voice
above a conversational tone; but it has that
characteristic nasal sound which penetrates
to the back of the largest building.... To
have read Mark Twain is a delight, but to
have seen and heard him is ajoy not readily
to be forgotten."

Samuel Langhorne Clemens was born
November 30,1835 in Florida, Missouri. He
was the fifth child of Jane Lampton, a
plainspoken Kentucky woman from whom
Sam reportedly acquired his compassion
and sense of humor. His father John was a
lanky, somber Tennessee lawyer-turned
grocer. He got wiped out speculating in land
and other ventures. When Sam was four, the
hapless family moved about 30 miles away
to Hannibal, Missouri, a Mississippi River
town. They had to sell their spoons and rent
rooms above a drug store. Yet during the
14 years Sam lived in Hannibal, he gained
experiences which inspired his greatest
classics.

Clemens attended several schools until he
was about 13, but his education really came
from his mother. She taught him to learn on
his own and respect the humanity of other
people, including slaves.

Soon after John Clemens died in 1847,
Sam went to work as a printer's assistant.
During the next decade, he worked for
printers in St. Louis, New York, Philadel
phia, Keokuk (Iowa), and Cincinnati. Clem
ens, like Benjamin Franklin, educated him
self by reading through printers' libraries.
He especially loved history. The more he
read, the more he reacted against intoler
ance and tyranny.
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Back in Hannibal, he decided to master
the mysteries ofthe Mississippi. He got ajob
assisting steamboat pilot Horace Bixby
who, for $500 mostly deducted from wages,
taught him how to navigate the roughly
1,200 miles of the Mississippi River between
New Orleans and St. Louis. During the next
17 months, Clemens learned the shape of the
river, the way it looked at night and in fog.

The Civil War disrupted commerce on the
Mississippi, dashing his ambitions as a
steamboat pilot. Eager to help the South,
in 1861, he joined a company of Missouri
volunteers known as the Marion Rangers.
One night they shot an unarmed, innocent
horseman, and· the disgusted Clemens quit.

He headed for the Nevada Territory,
hoping to strike it rich by finding silver.
Since that didn't happen, he wrote amusing
articles about silver mining camps for
Nevada's major newspaper, the Territorial
Enterprise, which was published in Virginia
City. He landed a full-time job. Initially, his
articles were unsigned. Then he decided that
to become a literary success, he must begin
signing his articles. Pseudonyms were in
vogue, so he reached back to his days as a
Mississippi River pilot and thought of
"Mark Twain," a term meaning two fath
oms, or 12 feet-navigable water for a
steamboat. His first signed article appeared
February 2, 1863.

It was in Virginia City that Mark Twain
met the popular humorist Artemus Ward
who was on a lecture tour. His commercial
success inspired Mark Twain to think about
how he might make a career with his wit.
Ward urged him to break into the big New
York market.

He wrote his brother and sister, October
1865: "I never had but two powerful ambi
tions in my life. One was to be a pilot, & the
other a preacher of the gospel. 1 accom
plished the one & failed in the other, be
cause I could not supply myself with the
necessary stock in trade-i.e., religion ...
I have had a 'call' to literature, of a low
order-i.e., humorous. It is nothing to be
proud of, but it is my strongest suit."

After silver mining stocks he had acquired
became worthless, he resolved to make the

best of humorous writing. The following
year, his story, '-'The Celebrated Jumping
Frog of Calaveras County," was published
in The New York Saturday Press, and many
other publications reprinted it. Suddenly, he
had a national reputation as "the wild hu
morist of the Pacific Slope." The Sacra
mento Union asked him to report on news in
Hawaii, and he was offagain. He got the idea
of giving public lectures about his experi
ences there. He rented a San Francisco hall
starting October 2,-1866, and over the next
three weeks earned $1,500, which was far
more than he had earned from writing.

"The Fortune of My Life"
Aboard the Quaker City, he met fellow

passenger Charles Langdon, 18-year-old
son of an Elmira, New York coal industry
financier. Langdon showed Clemens a little
picture of his sister Olivia-friends called
her Livy. Clemens was taken by her, and
soon after the ship returned to New York,
Langdon introduced the two. On New
Y~ar's Eve 1867, Clemens joined Livy and
the family to see Charles Dickens read
selections from his novels. That evening,
Clemens remarked later, referring to Livy,
he had discovered "the fortune of my life."

Then Mark Twain worked on Innocents
Abroad, a book full of wry observations
about the people he had met and the things
he had seen. For example, writing about
Morocco: "There is no regular system of
taxation, but when the Emperor or the
Bashaw want money, they levy on some rich
man, and he has to furnish the cash or go to
prison. Therefore, few men in Morocco dare
to be rich."

Sam and Livy got married at Quarry
Farm, her parents' Elmira, New York es
tate, February 2, 1870. She was the only
woman he ever loved.

They were an unlikely pair, because she
was a strict Victorian. She disapproved of
alcohol, tobacco, and vulgar language, vices
he was well-known for. He promised only
that he wouldn't smoke more than one cigar
at a time. But she loved his tremendous
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enthusiasm and his refreshingly candid man
ner. She called him "Youth."

She became his most trusted editor. She
offered herjudgment on what kinds of topics
readers would be interested in. She read
nearly everyone of his drafts and suggested
changes. She provided advice about his
lecture material. "Mrs. Clemens," he re
marked, "has kept a lot of things from
getting into print that might have given me
a reputation I wouldn't care to have, and
that I wouldn't have known any better than
to have published."

Roughing It, a witty account of Mark
Twain's travels throughout Nevada and
Northern California, buoyed his reputation.
In it, among other things, he lavished praise
on much-abused Chinese immigrants: they
"are quiet, peaceable, tractable, free from
drunkedness, and they are as industrious as
the day is long .... So long as a Chinaman
has strength to use his hands he needs no
support from anybody . . . . All Chinamen
can read, write and cipher with easy facili
ty-pity but all our petted voters could."

In 1871, the family moved to Hartford, a
New England commercial and cultural cen
ter about halfway between New York and
Boston. They were in Hartford more than 17
years, the period when Mark Twain wrote
his most famous books. He collaborated
with a neighbor, Charles Dudley Warner, to
produce his first fictional work, The Gilded
Age. Among his contributions was this
shrewd passage about how political power
corrupts, which applies as much to the
modern welfare state as to government in his
own day: "Ifyou are a member ofCongress,
(no offense ,) and one of your constituents
who doesn't know anything, and does not
want to go into the bother of learning some
thing, and has no money, and no employ
ment, and can't earn a living, comes besieg
ing you for help.... You throw him on his
country. He is his country's child, let his
country support him. There is something
good and motherly about Washington, the
grand old benevolent Asylum for the Help
less. "

By 1874, Clemens had built an eclectic
three-story, 19-room red brick Hartford

house which reflected his success and indi
viduality. Part of it looked like the pilot
house of a Mississippi steamboat. Clemens
spent most of his time there playing billiards
and entertaining his daughters Susy, Clara,
and Jean (son Langdon had died as an
infant). "Father would start a story about
the pictures on the wall," Clara recalled.
"Passing from picture to picture, his power
of invention led us into countries and among
human figures that held us spellbound."

The family summered at Quarry Farm,
and he focused on his books. Apparently,
the success ofRoughing It suggested that he
might do well drawing on other personal
experiences, and he pondered his childhood
days in Hannibal. His practice was to begin
writing after breakfast and continue until
dinner-he seldom ate lunch. Evenings,
back in the main house, his family gathered
around him, and he read aloud what he had
written.

In 1875, when he was 40, he started his
second novel: The Adventures ofTom Saw
yer, the poor orphan boy who gets in trouble
and redeems himself by being resourceful,
honest, and sometimes courageous. There's
a murder, another death, and Tom and his
friend Huckleberry Finn fear for their lives,
but the book is best-remembered as a
charming story of youthful good summer
times.

Soon Mark Twain began writing his mas
terwork, The Adventures of Huckleberry
Finn. He found it hard going, and the book
wasn't published until 1885. Unlike Tom
Sawyer, this had the immediacy of a first
person story. In his distinctive colloquial
manner, a poor and nearly illiterate 14-year
old son of a town drunkard told how he ran
away, and encountered the escaped black
slave Jim. Together they floated down the
Mississippi River on a raft and got into
scrapes. Like many other Southerners,
Huck had considered black slaves as sub
human, and he wrote Jim's owner a .letter
exposing the runaway. Then he thought
about Jim's humanity. He finally decided he
would rather go to hell than betray Jim. He
tore up the letter.

Many people considered the book trashy,
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and it was banned in Concord, Massachu
setts. Today, many libraries ban it as rac
ist-the word "nigger" occurs 189 times.
But it became a classic for showing real
people grappling with the vital issues of
humanity and liberty. Huckleberry Finn
went on to sell some 20 million copies.

Mark Twain tried public readings of his
work, but initial results were a disappoint
ment. "I supposed it would be only neces
sary to do like Dickens," he recalled, "get
out on the platform and read from the book.
I did that and made a botch of it. Written
things are not for speech; their form is
literary; they are stiff, inflexible and will not
lend themselves to happy and effective de
livery with the tongue-where their purpose
is merely to entertain, not instruct; they
have to be limbered up, broken up, collo
quialized and turned into the common forms
ofunpremeditated talk-otherwise they will
bore the house, not entertain it. After a
week's experience with the book I laid it
aside and never carried it to the platform
again; but meantime I had memorized those
pieces, and in delivering them from the
platform they soon transformed themselves
into' flexible talk, with all their obstructing
preciseness and formalities gone out of them
for good." As a lecturer, he became an
international sensation.

Financial Failure
Clemens should have enjoyed financial

peace of mind, but he invested his earnings
as well as his wife's inheritance on inven
tions and other business ventures which
never panned out. His investment in a new
kind of typesetter turned into a $190,000
loss. Incredibly, he failed as the publisher
of his own immensely popular books. In
1894, his publishing firm went bankrupt with
$94,000 of debts owed to 96 creditors. Cle
mens was 59, and few people bounced back
at that age.

He assumed personal responsibility for
the mess instead of ducking behind limited
liability laws. He got invaluable help from
a fan, John D. Rockefeller partner Henry

Rogers, who managed the author's financial
affairs. Clemens resolved to repay his cred
itors by generating more lecture income.
He, his wife, Livy, and daughter Clara
boarded a train and began a grueling cross
country tour. Lecture halls were packed.
Then the family traveled to Australia, Tas
mania, New Zealand, India, South Africa,
and England, and everywhere he played to
cheering crowds. "We lectured and robbed
and raided for thirteen months," he re
called. By January 1898, he was debt-free.

Mark Twain hailed individual enterprise
and spoke out against injustice wherever he
found it. He persuaded Rogers to help
provide money so that Helen Keller could
get an education commensurate with her
extraordinary ability. At Carnegie Hall,
Mark Twain presided at a large gathering to
support Booker T. Washington and self-help
among blacks. While Mark Twain was living
in Vienna (1897-1900), he defied the virulent
anti-Semitic press and defended French
Captain Alfred Dreyfus whom French mil
itary courts had convicted of treason be
cause he was Jewish.
. Meanwhile, Clemens suffered family trag
edies. While he was lecturing in England, on
August 18, 1894, his daughter Susy died of
meningitis.· His wife Livy, partner for 34
years, succumbed to a heart condition June
5, 1904. "During those years after my wife's
death," he recalled, "I was washing about
on a forlorn sea' of banquets and speech
making in high and holy causes, and these
things furnished me intellectual cheer and
entertainment; but they got at my heart for
an evening only, then left it dry and dusty. "

Many critics have dismissed Mark
Twain's writings from the last decade of his
life as the work of a man embittered by too
many tragedies. In this period, he signifi
cantly increased his output of political com
mentary. He attacked fashionable collectiv
ist doctrines of' 'progressive" thinkers who
called for more laws, bureaucrats and mili
tary adventures.

Like Lord Acton, Mark Twain demanded
that the government class be held to the same
moral standard as private individuals. "Our
Congresses consist of Christians," he wrote
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in his little-known work Christian Science
(1907). "In their private life they are true to
every obligation ofhonor; yet in every session
they violate them all, and do it without shame;
because honor to party is above honor to
themselves. In private life those men would
bitterly resent-and justly-any insinuation
that it would not be safe to leave unwatched
money within their reach; yet you could not
wound their feelings by reminding them that
every time they vote ten dollars to the pension
appropriation nine of it is stolen money and
they the marauders."

Mark Twain made his anti-imperialist
views clear at Manhattan's Waldorf-Astoria
Hotel when he introduced Winston S.
Churchill, the future English statesman who
was about to regale Americans with his Boer
War exploits. "I think that England sinned
in getting into a war in South Mrica which
she could have avoided without loss of
credit or dignity," Mark Twain declared,
"just as I think we have sinned in crowding
ourselves into a war in the Philippines on the
same terms. " Mark Twain's satirical "War
Prayer" became an anthem for those who
wanted to keep America outofforeign wars.

After the death of his daughter Jean in
December 1909, the result of an epileptic
seizure, Clemens tried to revive his spirits in
Bermuda. But angina attacks, which had
occurred during the previous year, intensi
fied and became more frequent. Doctors
administered morphine to relieve the pain.
He boarded a ship for his final trip home.
Clemens died at Stormfield, his Redding,
Connecticut, house, on Thursday morning,
April 21, 1910. Thousands of mourners took
a last look at him, decked out in his white
suit, at Brick Presbyterian Church, New
York City. He was buried beside his wife in
Elmira, New York.

By then, he was quite out of tune with his
times. "Progressives" and Marxists cer
tainly didn't like his brand of individualism.
The public lost interest. Mark Twain's

daughter Clara and his authorized biogra
pher Albert Bigelow Paine blocked access to
the author's papers. Beside Mark Twain's
intimates, about the only defense came from
individualist literary critic H.L. Mencken:
,'I believe that he was the true father of our
national literature, the first genuinely Amer
ican artist of the blood royal. ~ ~

The situation gradually began to change.
In 1962 respected University of Chicago
English professor Walter Blair wrote Mark
Twain and Huck Finn, which treated the
author's Mississippi River epic as major
league literature. Before Blair's book, The
Adventures of Huckleberry Finn rarely ap
peared in a college curriculum-American
literature got little respect. Now Huck Finn
is taught almost everywhere.

Also in 1962, Clara Clemens Samossaud
died. Her Mark Twain papers-letters,
speeches, original manuscripts, and unpub
lished works-became the property of the
University of California (Berkeley). It en
couraged writers to work with the material,
and since then dozens of new books about
Mark Twain have appeared. Moreover,
Berkeley Mark Twain editors launched an
ambitious scholarly project to publish ev
erything he wrote, including papers held by
other institutions and private individuals.
Mark Twain Project head Robert Hirst es
timates the papers could eventually fill 75
robust volumes.

Mark Twain has been raked over by the
politically correct crowd, but he endures as
the most beloved champion of American
individualism. Unlike so many of his con
temporaries, he didn't believe America was
a European outpost. He cherished America
as a distinct civilization. He defended lib
erty and justice indivisible. He promoted
peace. He portrayed rugged, resourceful
free spirits who overcome daunting obsta
cles to fulfill their destiny. His personal
charm and wicked wit still make people
smile. D



Economics on Trial

Overworked and
Underpaid?
"Most blue-collar workers and midlevel
white-color managers are overworked and
overwhelmed. "

-Robert Reich, Secretary ofLabor
September 11, 1995

A ccording to Labor Secretary Robert
Reich, eight million Americans are

holding two or more jobs, the highest figure
since data were first collected 25 years ago.
Work time is on the rise, while leisure time
is on the decline.! Median wages have fallen
from $479 a week to $475 a week (factoring
in inflation). In fact, according to the Bureau
of Labor Statistics, average real wages have
been declining since the mid-1970s. "There
is something terribly wrong, terribly un
American, about the fact that the economy's
prosperity is bypassing so many working
people," Reich asserted.

Is the American dream falling on hard
times? Free-market economists dispute
Reich's claims. Ohio University professor
Richard Vedder points out that Reich's
real-wage data do not include fringe bene
fits, such as medical insurance, paid vaca
tions, and pension plans. When benefits are
added, total real compensation per hour has
been rising, albeit modestly since the mid
1970s. Moreover, by using another measure
of human economic welfare, consumer
spending rose a dramatic 40 percent per
person in real terms. As Professor Vedder
says, "How many Americans in 1975 had
VCRs, microwaves, CD players, and home
computers?' ,

In short, measuring the quantity, quality,
and variety of goods and services is often a

Dr. Skousen is an economist at Rollins College,
Winter Park, Florida 32789, and editor ofFore
cast & Strategies, one of the largest investment
newsletters in the country. For more information
about his newsletter and books, contact Phillips
Publishing, Inc., at (800) 777-5005.

Mark Skousen

better measure of economic progress than
average real wages.

The Dramatic Slowdown
in Productivity

Still, there is much to be concerned about.
Statistics from the U.S. Commerce Depart
ment clearly show that worker productivity
has slowed considerably since the mid
1970s. And productivity is the key to rising
or falling wages.

Many years ago, F. A. Harper, an econ
omist and staff member of FEE, wrote a
grand little book entitled Why Wages Rise.
He demonstrates that wages aren't high
because of unionization or government
imposed minimum.wages. Rather, "Higher
wages come from increased output per
hour ofwork. ,,2 Ludwig von Mises adds, "if
you increase capital, you increase the mar
ginal productivity of labor, and the effect
will be that real wages will rise. ,,3 Training,
new production methods, and updated ma
chinery and technology make workers more
efficient and valuable.

How does a nation increase its capital
invested per worker? A clue may be found
in another interesting statistic: Government
debt as a percentage of GDP started rising
in the mid-1970s, at the same time real wages
stopped growing significantly. Coinci
dence? I don't think so. Deficit spending
crowds out saving and private capital in
vestment and reduces the funds available for
training, new tools, and new technology.

Deficit spending isn't the only factor that
has slowed the rate of capital formation in
the United States. Other determinants are
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(a) heavy taxation and regulation of busi
ness, (b) Social Security and other employ
ment taxes, and (c) the tax burden on saving
and investment, specifically capital gains,
interest, and dividends. All of these factors
have kept the U.S. savings rate at a low
level, creating a serious capital shortage and
slowing productivity gains.

The Hong Kong Model
Hong Kong provides an interesting case

study of how the U.S. might increase pro
ductivity and thereby reignite the rise in
average real wages for Americans. Real
earnings in this small Asian colony have
been rising steadily and rapidly over the past
half-century. Immigration has been high
and union membership low in Hong Kong
over the years. Yet worker income keeps
rising. Why? There are several reasons: A
high rate of personal and business savings.
Heavy emphasis on education and training.
No perennial government deficits . No trade
barriers. And most importantly, a flat min
imum tax on personal income (15 percent)
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and corporate income (16.5 percent), a min
imal Social Security program, and no tax on
capital gains or dividends. In short, there
are virtually no limits on the ability of the
residents of Hong Kong to save and thus
increase the capital per worker. Conse
quently, wages keep rising.

Here in the U.S., many pundits (including
Secretary Reich) will continue to blame our
lackluster performance in real wages on
big corporations, foreigners, women in the
workforce, and lack of union power. But
the root cause is the anti-growth policies of
government.

Recently there has been a strong move
ment to overhaul the budget and tax system in
the U.S. One proposal favors a flat tax system
similar to Hong Kong'S. Such a policy change
would cause a sharp rise in saving, invest
ment, economic growth, and the standard of
living of the American wage-earner. D

1. Juliet B. Schor, The Overworked American: The Unex
pected Decline of Leisure (New York: Basic Books, 1991),
pp. 1-5.

2. F. A. Harper, Why Wages Rise (Irvington, N.Y.: Foun
dation for Economic Education, 1957), p. 19.

3. Ludwig von Mises, Economic Policy: Thoughts/or Today
and Tomorrow (Chicago: Regnery Gatewa~, 1979), p. 88.

"Liberty is the leading journal of the
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-Whole Earth Review

"Liberty is a delight! It's intelligent,
lively, and refreshingly free of dogma. I
look forward to every issue."

-Ed Crane, President,
Cato Institute

"Liberty is the most exciting and
enjoyable freedom magazine, always
interesting, always bold, and always
challenging. It's the first thing I read
when it arrives in the mail."

-Mark Skousen, economist
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Forgotten Lessons: Selected Essays of
John T. Flynn

edited by Gregory P. Pavlik
Foundation for Economic Education. 1995 •
208 pages + index. $14.95 paperback

Reviewed by Paul Gottfried

Greg Pavlik has done a true service by an
thologizing and commenting on the essays

of John T. Flynn (1882-1964). It is remarkable
that a journalist and legal scholar with Flynn's
views became a regular contributor to Collier's
and Harper's and a featured columnist of The
New Republic. Despite his unfashionable stands
as a critic of the New Deal and of American
military involvement, Flynn remained a cele
bratedjournalist into the post-World War II era.
Major commercial presses brought out his books,
and as a child, I recall hearing his feisty com
mentaries on the radio. Until a few years ago,
when I began writing my history of American
conservatism, I had not heard of Flynn since the
1960s. And then as a card-carrying adherent of
National Review, which turned down his submis
sions, I had thought of Flynn as either a Commu
nist or a Nazi. What else could this self-described
isolationist have been?

As someone also consigned by the respectable
conservative movement to the outer edges of
perdition, I believe that the condemnations
hurled at Flynn should be seen as a badge of
honor. He did not compromise his classical
liberal convictions; nor did he rise to the bait and
accept William Buckley's price for American
participation in the Cold War, "a totalitarian
state on our shores for the duration."

As a historian and political theorist, I must
disagree with some isolated points in his brief. I
do not believe that all acts of military mobiliza
tion by the major powers in this century, and
certainly not by the United States, have been
deliberate maneuvers to increase the power of
the welfare state or even attempts to stave off
economic depression. In some cases, American
and European governments have reacted to real
geopolitical threats, while arousing and yielding
to popular hysteria, as our own country did in the
forties and fifties. In other situations, as when the
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Wilson administration pushed us into the Great
War, cultural bias seems to have played as much
of a role as material interests: the Northeastern
elites were deeply pro-British and therefore anti
German.

The point that should be made is that the
welfare state has benefited from all crusades for
democracy. Such fits of frenzy allow public
administrators and thought police to run riot, to
erase any meaningful distinction between the
public and private, and to widen the scope of the
welfare-warfare state which Flynn described pri
marily in its economic dimension at mid-century.

Among his prescient observations, the most
impressive are those dealing with the role of the
military and technicians in the modern welfare
state. Again it is important to recognize that
Flynn was writing at a point in time when his
perceptions were not yet fully confirmed, but he
did intuit the political future from trends that
were present fifty years ago. Flynn has been
proven right in his view of the military in the
modern welfare state, as a microcosm of social
experimentation. Revenues raised for con
scripted armies have been used throughout the
century to support and render dependent on
government much of the young male population;
the military has also been a laboratory for cre
ating a population subservient to public admin
istration, which has made itself into a new voice
of authority.

Flynn rightly notes that military expansion in
Imperial Germany was favored not by the Prus
sian aristocracy, but by the advocates of a
powerful modernized German state, including
socialists. While the Junkers feared the loss of
their social and professional positions in a more
dynamic welfare-warfare state, the rising classes,
such as workers and various dependents of the
new regime, embraced a larger military budget
and Weltpolitik. In the United States today,
which has a much bigger public sector, the
military establishment survives even in the ab
sence ofany danger that would require its present
size. And like Scandinavia far more than Imperial
Germany, it is used to carry out programs of
social and cultural change put forth by feminists
and other governmentally designated victims.

UntH recently, journalists and academia per
sisted in presenting the welfare state as an
achievement in scientific planning. In the 1920s
Ludwig von Mises had already given the lie to
this pretension and showed how thoroughly
flawed were the scientific predictions made by
socialist planners. But the claim to scientific
accuracy among administrative technicians, as
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Flynn suggests, typically went beyond economic
analysis to the reconstruction of society itself. In
what might be described as an understatement
about an emerging political reality, Flynn pre
dicted that Americans may soon be restricted in
their electoral choices to candidates who are
certified public administrators. In point of fact,
we do not have even that much choice. Unelected
administrators and judicial social engineers ar
range our social and political life without having
to worry about electoral hurdles. Rotating parties
organize the elections while making only minimal
efforts to take charge of the government.

There are two strong impressions which the
anthology made on me, that did not come from
Flynn's own words. One is the account given by
his son in the preface about his father celebrating
the end of the First World War. Then an editor
of the New Haven Register (which I grew up
reading), the senior Flynn flew a'plane over New
Haven in November 1918 and marveled at the
happy relief of his countrymen below. At that
time he hoped that a victorious America would
turn its energies inward and presumably restore
the freedoms that President Wilson had tom from
his fellow-citizens in "making the world safe for
democracy. "

The second impression to be noted comes from
the understandably gloomy views expressed by
Greg Pavlik in his introduction to Flynn's essays.
Mr. Pavlik, who wrote the most comprehensive
and most illuminating review of my work on
American conservatism, evokes an American
regime that thrives on war and taxes. He depicts
Flynn as a voice in the wilderness crying out
against what may be irreversible evils. The young
John Flynn and the young Greg Pavlik both speak
for the foundational beliefs of the American
constitutional order: dual federalism, account
able administration, and the sanctity ofproperty.
Those are principles which would not have
divided even the two polar figures in the Amer
ican founding, Hamilton and Jefferson. It tells
volumes about our own age that the editor of
Flynn's essays has such deep and justified doubts
about the prospects for liberty in contemporary
America. Perhaps, as Flynn feared, we have
moved too far into that totalitarian future pro
duced by public administrators to entertain any
reasonable hope that the present mockery of the
old order can or will reverse itself. D

Paul Gottfried, is Professor of Humanities at
Elizabethtown College, Elizabethtown, Pennsyl
vania. He is author ofThe Conservative Move
ment.

Disaster in Red: The Failure and
Collapse of Socialism
edited by Richard M. Ebeling
The Foundation for Economic Education.
1995 • 379 pages. $24.95 paperback

Reviewed by Walter Block

What? Yet another book on the evils of
socialism! Give me a break. There are

already far too many of them; and they are
unnecessary especially since the breakup of the
Berlin Wall, and the move toward private enter
prise in Eastern Europe, China, and, seemingly,
everywhere else as well.

If this is your attitude, you are sadly mistaken.
True, the forces ofcollectivism have been reeling
of late, but there is still a need for this book, and
for any other that tells the socialist story of
broken promises, abject failure, economic disar
ray, and massive killings.

Purely on a practical level, this is a very
welcome compilation. While economic collectiv
ism has been renounced in many countries, there
are several remaining which still suffer under its
painful yoke: North Korea and Cuba come all
too readily to mind. If the only function of
Disaster in Red is to help relieve the misery ofthe
peoples in these lands, it will have been well
worth it. Further, while the nations of Eastern
Europe have undergone drastic changes, these
have not all been in the direction of the free
market, limited government system. They are
still wallowing almost directionless, and could do
with a crash course based on the readings of this
book.

Centralized economic planning is no monop
oly of present and formerly communist nations.
There is also our home-grown variety right here
in the United States of America, where leftist
messages emanate from the pulpits of many
mainstream religions, from the classrooms of
many highly respected universities, from the
editorial and even news pages of many main
stream publications, and from politicians. We,
too, need to be told again and again, in carefully
crafted prose, just why it is that free markets are
morally and pragmatically preferable to central
commands from economic dictators.

But there are more than pragmatic political
reasons for bringing out a book. There is also the
little matter of the search for the truth, and the
pleasure of intense study.

All this and more are afforded us by Disaster



in Red. It is a compilation of35 essays which have
previously appeared in the, flagship publication
of the Foundation for Economic Education, The
Freeman. It is a pleasure to have them accessible
within the covers of a single volume.

The author list includes several leaders who
have long been in the forefront of the intellectual
and moral fight against economic oppression
(Ludwig von Mises, Henry Hazlitt, Hans Senn
holz, Clarence Carson, Sven Rydenfelt), several
who are just making national reputations for
themselves (Tom DiLorenzo, Gary Anderson,
Morgan Reynolds, Yuri Maltsev, E.C. Pasour,
James Bovard) and several very promising new
comers (Peter Boettke, David Prychitko, Steven
Mosher): a very nice balance.

Section I is devoted to the basic economic
fallacies of socialism. Mises starts offby remind
ing us of the benefits of capitalism (mass produc
tion, consumer sovereignty, how in a few short
decades our living standards improved from
agrarian mercantilistic pre-industrialism to the
benefits of a modern economy). Along the way
we learn of how the market disrupts caste sys
tems, of the importance of prices, economic
calculation, and incentives. Sennholz bats in the
clean-up position, offering a blueprint for trans
forming an economy from command to peaceful
cooperation.

In Section II the relationship between social
ism and the arts, religion, labor unions, and
pollution is explored. Consider the last ofthe four
chapters in this section, the one by Thomas

, DiLorenzo. We hear so much in the news media
about how "capitalist greed" is the cause of
environmental degradation, it will come with
some surprise (not, of course, to readers of The
Freeman) to learn that things are worse, far
worse, in the countries behind the former Iron
Curtain.

The longest section in the book (III) offers a
careful consideration of the tragic Russian expe
rience with socialism. This is quite proper, as the
Communists held the longest sway in this coun
try, and, with the possible exception of China,
did the most damage to the human race. Hans
Sennholz provides great insight into the meaning
of "economic growth" in the Soviet Union. This
serves as an intellectual antidote to economists
such as Paul Samuelson, who for years, before
the facts became so clear that even they could no
longer ignore them, contended that the U.S.S.R.
was growing faster than the United States, and
would soon catch up. Yuri Maltsev provides an
insider's perspective on socialism as it was
practiced in Russia, Peter Boettke gives evidence
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showing that even the communists knew their
system didn't work, and Gary Anderson inter
prets the Soviet system along mercantilistic lines.

Finally, Section IV is given over to the Eastern
European, Chinese, and Third World experi
ences with the philosophy of the "Evil Empire."
From China to Cambodia, from Tanzania to
Hungary, from Poland to Vietnam to Yugoslavia,
the point is the same. A system which ignores
private property rights, human rights and eco
nomic incentives, which denigrates prices, mar
kets and profits, which prohibits individual ini
tiative, cannot work anywhere on the globe.

Last but not least, Richard Ebeling must be
singled out for the initiative in bringing us this
collection, and for his stirring introduction
showing how truly inhumane was this experiment
in utopianism. This alone is worth the price of
admission.

Throughout the twentieth century, Mises and
Hayek held a long-running intellectual battle with
Oskar Lange and F. M. Taylor and others over
the viability of central planning. At one point in
the hostilities it was widely believed that the
socialist side had "won." Whereupon the men
of the left promised to build a bust of Mises, and
exhibit it prominently in the main hall of the
socialist planning bureau, as a testimony to the
help that Mises had conferred on socialism, by
trying (albeit failing) to show them the error of
their ways.

It would be difficult at the time of this writing
(summer 1995) to find virtually anyone in the free
world who would now maintain such a position.
To a great degree, this was due, one, to the
internal contradictions of Communism itself,
and, two, to the publications of courageous
economists, many of whose writings can be
found in between the covers of this book.

Perhaps it would be a good idea to translate
Disaster in Red into the languages of those who
still suffer under the yoke of Communism, and
then to drop thousands of copies all throughout
their countrysides. A good reason for not doing
this is that the human race is so given to enthus
iasms of this sort that perhaps we need a real live
example of Communism in action for all to
see-so that we are never tempted down this path
again. But this would be cruel and unusual
punishment for those who still suffer. Say I,
translate and distribute! 0

Professor Block teaches economics at the Col
lege of the Holy Cross, Worcester, Massachu
setts.
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Henry Hazlitt: A Giant of Liberty

by Llewellyn H. Rockwell, Jr., Jeffrey
A. Tucker, and Murray N. Rothbard
Ludwig von Mises Institute. 1994 • 158 pages
• $14.95 paperback

Reviewed by William H. Peterson

L ast November 28th the occasion of Henry
Hazlitt's 100th birthday was celebrated at a

testimonial conference and dinner in New York
City. Among those presenting tributes to Hazlitt
were Lawrence Kudlow, Joseph Sobran,
LleweHyn Rockwell, Bettina Bien Greaves, and
yours truly.

Why all the ongoing applause?
For good reason: Hazlitt possessed rare cour

age and insight. And, as Llewellyn Rockwell
points out in this volume, through Hazlitt many
an American conservative learned free-market
economics at a time when statism was rampant in
the land.

In 1946, for example, Hazlitt's Economics in
One Lesson was published. Still available, it's
gone through many editions here and overseas,
selling around a million copies. In 1959 Hazlitt
came out with The Failure ofthe "New Econom
ics." In this book, hailed by the Wall Street
Journal as a landmark work, Hazlitt delivered a
devastating line-by-line refutation of the twenti
eth-century bible of liberal economics, John
Maynard Keynes' The General Theory of Em
ployment, Interest and Money (1936).

There are many other enduring Hazlitt contri
butions, as the bulk of this book, a lifetime
bibliography of more than 6,000 entries, makes
clear. The bibliography, compiled by Jeffrey
Tucker, includes citations of a novel, works on
literary criticism, treatises on economics and
moral philosophy, several edited volumes, some
16 other books and many chapters in books, plus
articles, commentaries, and reviews. The books
were annotated by Murray Rothbard. Hazlitt
himself estimated he had put out ten million
words and his collected works would run to 150
volumes.

What sparked this outpouring? Hazlitt said
he was initially inspired by the writing of British
economist Philip Wicksteed and later by the work
of philosopher Herbert Spencer. But his greatest
inspiration sprang from his close friendship with
Ludwig von Mises, a friendship starting with
his review of the English translation of Mises'
Socialism in the New York Times in 1938. Philo-

sophically Hazlitt and Mises were as one on
liberty and its implications for laissez-faire public
policy.

Hazlitt's 1944 review in the New York Times of
The Road to Serfdom by F. A. Hayek, a student
of Mises, apparently led the Reader's Digest to
publish a condensed version that helped catapult
the book to the bestseller list and later Hayek
himself to Nobel Laureate fame.

Hazlitt wrote for The Nation, the Wall Street
Journal, the New York Times, American Mer
cury, National Review, The Freeman, News
week, among others. Throughout he maintained
his editorial integrity and principled defense of a
free society. He also managed to write pungently
and clearly, winning an accolade from H. L.
Mencken that Hazlitt was 44 one of the few
economists in human history who could really
write. "

Hazlitt's classic "One Lesson" pinpoints the
free-lunch fallacy of governments which spend
and spend to create jobs and public support while
forgetting that this spending unavoidably denies
commensurate spending by taxpayers which
would also create jobs and private support-but
on a far sounder basis. That basis is seen in his
book attacking the Marshall Plan in 1947, Will
Dollars Save the World? Hazlitt saw the plan as a
big rathole, an international government-to
government welfare scheme. The subsequent
history of foreign aid by the U.S. World Bank,
International Monetary Fund and others shows
how right he was. "Aid" to Mrica, for example,
has helped stultify a whole continent and its
forlorn people for 40 years.

Similarly his books The Foundations of Mo
rality and Man vs. the Welfare State arrived
decades before Charles Murray's Losing
Ground. In them Hazlitt demonstrated that wel
fare defies human nature, that it is based on
squishy ethics, that it promotes disincentives,
that for its recipients it is a future-foreclosing
trap, that it deters biological fathers from sup
porting their own families-that, in sum, it winds
up promoting the very thing it seeks to discour
age.

So once again Henry Hazlitt proved right
thinking provides right answers. "A Giant of
Liberty" is an apt eulogy of Henry Hazlitt. As
Hamlet said of his father, we shall not look upon
his like again. D

Dr. Peterson is an adjunct scholar at the Heri
tage Foundation and the Distinguished Lundy
Professor of Business Philosophy Emeritus at
Campbell University in North Carolina.



The Bell Curve: Intelligence and Class
Structure in American Life
by Richard J. Hermstein and
Charles Murray
The Free Press. 1994.845 pages. $30.00

Reviewed by Raymond J. Keating

I t is difficult to think of a recent book that has
stirred as much controversy as The Bell Curve

by Richard Herrnstein and Charles Murray.
Indeed, the mere idea that one can measure
intelligence sends many academics into fits. The
notion that intellectual capacity may vary from
individual to individual leaves them feeling faint,
and the authors' examination of IQ measure
ments among ethnic and race groups has led to
near hysteria.

In fact, The Bell Curve is not the vicious, racist
book many have described it to be. Instead it is
for the most part a methodical look at the
statistical relationships between measures of in
telligence and various aspects oflife. The authors
issue an important qualifier to their analysis,
which is repeated often throughout the book, but
nonetheless ignored by many critics: "measures
of intelligence have reliable statistical relation
ships with important social phenomena, but they
are a limited tool for deciding what to make ofany
given individual. Repeat it we must, for one of the
problems of writing about intelligence is how to
remind readers often enough how little an IQ
score tells about whether the human being next
to you is someone whom you will admire or
cherish. This thing we know as IQ is important
but not a synonym for human excellence."

With this caveat in mind, Herrnstein and
Murray go on to explore a host of human en
deavors and outcomes, and their link to intelli
gence. They look at educational attainment,
occupations, economic success, poverty, unem
ployment, injuries, welfare dependency, families
and parenting, crime, citizenship, and more.
Their conclusion regarding most all ofthese areas
is not exactly controversial: on average, smarter
individuals perform better and go farther in life.

As noted, The Bell Curve ventures into much
more controversial territory when discussing
group differences in terms of intelligence mea
sures. They conclude after lengthy analysis that
"As far as anyone has been able to determine, IQ
scores on a properly administered test mean
about the same thing for all ethnic groups. A
substantial difference in cognitive ability distri-
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butions separates whites from blacks, and a
smaller one separates East Asians from whites."
The debate over this and related statements by
Herrnstein and Murray will rage for years to
come. Herrnstein and Murray make a key qual
ification most of their critics fail to comprehend,
namely that regardless of IQ a "person should
not be judged as a member of a group but as an
individual. "

Just as disturbing is the authors' vision of
where our society is headed. They see an "in
creasingly isolated cognitive elite," a "merging
of the cognitive elite with the affluent," and a
"deteriorating quality of life for people at the
bottom end of the cognitive ability distribution. "
Indeed, they go so far as to declare: "People in
the bottom quartile of intelligence are becoming
not just increasingly expendable in economic
terms; they will sometime in the not-too-distant
future become a net drag." They then describe
the coming of what they term the "custodial
state"-essentially an expanded welfare state
with enhanced police powers. This glum assess
ment sees a larger but more isolated underclass,
inner-city child rearing by the state, greater
federal powers over social budgets and controls,
and even re-emerged and virulent forms of rac
ism.

The problem with this scenario is the same one
that plagued past doom-and-gloom prophecies.
The authors seem to be saying that advancements
for one set of individuals-in this case those with
higher measures of intelligence as the market
place places greater value on intelligence
necessarily lead to a dismal life for others-those
less intelligent. Their argument verges on the
left's apocalyptic vision of capitalism allowing
the rich to get richer at the expense of the poor.

In contrast, capitalism always has improved
the living conditions of individuals of all abilities.
Herrnstein and Murray offer few convincing
arguments to the contrary. Free markets present
opportunities for all types of individuals
opportunities that most of us were never able to
previously envision. Herrnstein and Murray pro
vide no new insights to lead the reader to believe
that individuals with less intelligence will be
unable to make a good life for themselves in the
future.

However, the authors differ from the left's
apocalyptic views in their criticism of the welfare
state. They appropriately attack government's
increasing role in the daily lives of individuals.
They suggest that the responsibility for a "wide
range of social functions" be taken away from
centralizedgovernment and restored' 'to the neigh-
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borhood," that the criminaljustice system be made
"simpler," andthat the government "stop subsi
dizing births to anyone, rich or poor."

Herrnstein and Murray tread a thin line when
it comes to their custodial-state scenario. They
recognize the woes of the welfare state, but seem
to be saying that the marketplace will accentuate
such woes in the future by allowing the cream of
society to rise even further to the top than it has
in the past. The possibility that capitalism will
enhance opportunity for all segments of society
seems to be given little chance by the authors.

A more optimistic view of the future, to which
I subscribe, sees a growing recognition of the
evils of the welfare state and big, centralized
government, along with an enhanced apprecia
tion for the widespread benefits of individuals
interacting in a free marketplace. I think that
Mr. Murray and the late Mr. Herrnstein hope that
this more optimistic view prevails in the end, but
their doubts, as described in The Bell Curve run
deep. []

Mr. Keating is chief economist at the Small
Business Survival Foundation, and partner with
Northeast Economics and Consulting.

Race, Evolution, and Behavior

by J. Philippe Rushton
Transaction Publishers: New Brunswick, NJ •
1995 • 334 pages. $30.00

Reviewed by Patrick Groff

The common reactions to Richard Herrnstein
and Charles Murray's The Bell Curve doubt

less are familiar to most readers of The Freeman.
No informed person should feel fully versed on
the issues that The Bell Curve raises, however,
until first reading J. Philippe Rushton's Race,
Evolution, and Behavior. There are several rea
sons why Professor Rushton, who teaches at the
University of Western Ontario, is an even better
source of scientific data on the topic of race and
intelligence.

First, Rushton's studies precede those of
Herrnstein and Murray. He also has published
more extensively on the subject than they have.
As Rushton notes, he also began his studies of
race-related differences in humans at the time
that research of this nature still was welcomed.

Rushton's Ph.D. studies were a deliberate
amalgam of evolutional biology, behavioral ge
netics, psychometrics, neuroscience, and social
learning theory. He brings a broader field of

reference to the question of race and intelligence
than do Herrnstein/Murray.

Rushton also explains better the equation of
race and intelligence by stressing the concept of
"aggregation" of data. Simply put, this means
the more sources of information brought to bear
on this issue, the better. Rushton thus examines
comparative brain size, physiological maturation
rates, personality, family stability, law abiding
ness, sociopolitical attitudes and organizations,
reproductive anatomy and behavior, and health
and longevity of three racial groups: Orientals,
whites, and blacks.

Rushton proposes no public policy implica
tions for the differences in intelligence between
the races that he documents. His statement that
"there are no necessary policies that flow from
race research," thus contrasts sharply with The
Bell Curve, which argues otherwise.

As with The Bell Curve, however, Rushton's
book raises the question as to whether or not it
is necessary or vital to publicize the information
that black people on the average score a standard
deviation (15 points) below the average score of
whites (100) on the normal.distribution curve of
intelligence, and 21 points below the average
score of Orientals (106). Rushton implies that his
answer would be, "On what grounds is it proper
to suppress this evidence? If the science of
human characteristics is aimed at specifying the
precise differences among humans (there would
be no need for any such scientific investigation,
of course, if humans all were the same in this
regard), under what guise should we expurgate
the evidence of racial differences in intelli
gence?" As an experienced scholar, Rushton
does not shy away from this battle, however,
since for him it "is over nothing less than how to
conceptualize human nature."

Rushton, along with the authors of The Bell
Curve, found few social scientists today willing
to accept the legitimacy of the scientific evidence
on the relationship of race and intelligence,
rejecting it out of hand as reactionary, or worse
yet, as racist. In this regard, Rushton is accused,
he reveals, of working "to justify existing social
inequities. " He harbors a racist motive, it is said,
for selecting race and intelligence as a topic of
study.

Finally, the evidence that Rushton cites is not
viewed by his detractors as enhancing the main
goal most commonly given of modern social
science and education, Le., the promotion of
such things as cultural and ethnic pluralism,
feminism, relational ethics, affirmative action as
an end to meritocracy, pacifism, and democratic



socialism. Rushton would seem to sense this, but
adds that "an ideology that tacitly appeals to
biological equality as a condition for human
emancipation corrupts the idea of freedom."
Liberty and individual differences are not mutu
ally exclusive principles.

Decent men therefore must not tremble at the
prospect of inconvenient findings emerging from
scientific research-not even from studies of
racial differences. This is perhaps the best reason
one can find for defending the publication of
controversial books such as his. Free societies
have no option but to preserve science as a truly
unfettered source of information. The unre
stricted flow of facts is the lifeblood of their
existence. 0
Dr. Groff is Professor ofEducation Emeritus at
San Diego State University.

Gold and Liberty

by Richard M. Salsman
Great Barrington, Mass.: American Institute
for Economic Research. 1995 • 145 pages.
$8.00 paperback

Reviewed by Robert Batemarco

A bout five years ago, a young banker sat next
to me on the commuter train I take home

from work. Noticing that I was reading about
central bank policies, he engaged me in conver
sation on that topic. He enthused about the Fed
and the "great job" it was then doing fighting
inflation. "You know," I said to him, "fighting
inflation is the last thing the Fed, or any central
bank, for that matter, is about." Just as I was
getting started, the train arrived at my station.
While he seemed open to my line ofreasoning, I'll
never know if my words made any impact.

The discussion I was barely able to initiate on
that train is ably executed from start to finish by
Richard Salsman in Gold and Liberty. He iden
tifies gold as the only money consistent with the
free market. Central banking, on the other hand,
supported by the belief that free markets are
incapable of adequately serving our monetary
needs, is exposed by Salsman as "nothing but
central planning applied to money and banking. "
He uses history to illustrate that central banks
were established to put more resources in the
hands of spendthrift governments. This, and not
preventing inflation and business cycles, is the
one activity at which they have ever had any
modicum of success. Salsman lays low the old
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canard that the classical gold standard worked
only because of the tender ministrations of the
Bank of England, showing rather how its steril
ization policies actually broke the rules neces
sary for the gold standard's survival.

Gold money is more to Salsman than the key
to combatting inflation, however. He sees it as
indispensable to any truly free society. He quotes
Henry Hazlitt to the effect that, "the gold stan
dard is not an isolated gadget, but an integral part
of the system of free enterprise and limited
government, of good faith and law, of promise
keeping and the sanctity of contract. " This is a
far cry from the' 'unpredictability, politicization,
inflating, and cheating," that Salsman correctly
characterizes as the hallmarks ofcentral banking.

Salsman sees free banking as another element
of the integrated system of which gold is a part.
In his eagerness to defend that arrangement, he
sometimes overstates his case. To deny, as he
does early in the book, the existence ofany credit
expansion or panics under a free banking regime
is to ignore the nature of fractional reserves as
well as the relevant history. While fractional
reserves may well do less harm under free
banking than central, they cannot be as stable as
a system based on 100 percent reserves. A com
parison of these alternatives would have been
enlightening.

Despite this and some objectivist swipes at
religion, Gold and Liberty makes a solid case that
the road to liberty is paved with gold. It shows
central banking, on the other hand, to be not only
a gross infringement on our liberty in its own
right, but to open the door to many other forms
of mischief. I certainly hope my young banker
friend gets to read it. D
In addition to editing the book review section of
The Freeman, Robert Batemarco is a marketing
research manager in New York City and teaches
economics at Marymount College in Tarrytown,
New York.

The Case Against the Fed

by Murray N. Rothbard
Ludwig von Mises Institute. 1994 • 158 pages
• $9.95

Reviewed by Douglas E. French

After 80-plus years ofinflation and devastating
booms and busts, how do we get rid of the

cause of these economic cancers? "The only way
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to do that is to abolish legalized counterfeiting: that
is, to abolish the Federal Reserve System, and
return to the gold standard," answers Murray
Rothbard in his book The Case Against the Fed.

For students who did not have the opportunity
to take United States Economic History from the
late Dr. Rothbard, this slim volume will give you
an idea of what his classes were like.

Dr. Rothbard never bored his students with
sterile graphs or convoluted equations. Neither
does this book. This story of the Federal Reserve
is about good guys, bad guys, and self-serving
politicians helping their rich and famous friends.
Also interesting is Rothbard's discussion ofnine
teenth-century British case law that paved the
way for fractional reserve banking. Rothbard
points out that, with bailment law undeveloped in
the nineteenth century, bankers were able to win
three important court cases cuiminating with the
Foley v. Hill and Others case in 1848. In this case,
the House ofLords decided that bankers contract
for an amount of money, but not necessarily to
keep that particular money on hand.

Rothbard lays to rest the myth that the Panic of
1907 led to the creation of the Fed. Bankers began
scheming for a central bank after William McKin
ley defeated William Jennings Bryan in the 1896
presidential election. Long gone were the days of
the hard-money Jacksonian Democratic party, and
the populist Democrat Bryan pushed for monetiz
ing silver to increase the supply of money. Wall
Street's bankers supported McKinley, not wanting
inflation that they couldn't control.

The Panic of 1907 was used to whip up support
for a central bank. But, it was the meetings of the
Indianapolis Monetary Convention that started the
political wheels turning, culminating in the passage
of the Federal Reserve Act in December of 1913.

With the system in place, all that was needed

was the "right" man to control the money
machine. In 1914, that man was Benjamin Strong,
then president of J. P. Morgan-owned Bankers
Trust and best friend of Morgan partners Harry
P. Davison, Dwight Morrow, and Thomas W.
Lamont.

Strong ruled the Fed until his death in 1928.
During World War I, he engineered a doubling
of the supply of money, financing the U.S. war
effort.

The continuous Fed propaganda is that a zealous
public clamors for more inflation, and only the
Federal Reserve's cool heads are standing in the
way of a hyper-inflation armageddon. Of course,
just the opposite is true. As Rothbard points out,
"The culprit solely responsible for inflation, the
Federal Reserve, is continually engaged in raising
a hue-and-cry about 'inflation,' for which virtually
everyone else in society seems to be responsible.
What we are seeing is the old ploy by the robber
who starts shouting 'Stop, thief!' and runs down
the street pointing ahead at others."

Rothbard saves the fun part of dismantling the
Fed for last. Liberty lovers are always being told
that, "your ideas sound good, but how are you
going to get therefrom here?" Rothbard has given
us simple directions for the Fed's liquidation.

With the Fed abolished, banks would be on their
own; no more lender of last resort, or taxpayer
bailouts. The inflation dragon would be slain. The
boom-and-bust roller coaster ride leveled.

The Case Against the Fed is part history, part
polemic, and part policy paper, succeeding with all
three. Murray Rothbard has written another
classic. 0

Mr. French is a vice president in commercial real
estate lending for abank in Las Vegas, Nevada.
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PERSPECTIVE

Whose Economics,
Which Economic Liberalism?

Robert Lucas, a professor of economics at the
University of Chicago, was awarded the 1995
Nobel Prize in Economic Science in October.
The Swedish Royal Academy of Science de
clared that Lucas was "the economist who has
had the greatest influence on macroeconomic
research since 1970." To economists of my
generation, Lucas' approach to economic sci
ence has been treated as the methodological
gospel. But as pundits quickly pointed out,
Lucas' theories had a tremendous public-policy
influence by bursting the Keynesian hubris of
the profession that was dominant in the 1950s and
1960s.

Lucas' theoretical innovation was to insist that
the behavioral assumptions of so-called macro
economic theory had to be consistent with those
employed in microeconomic theory. Economic
actors cannot be assumed to be persistently
fooled by policy-makers. Rational actors will
come to know the model of the economy that
policy-makers are employing in designing policy.

At first blush, the policy implication of Lucas'
"rational expectations hypothesis" was that tra
ditional Keynesian policies of fine-tuning were
flawed because they failed to take into account
how economic actors would anticipate govern
ment policy. Ifunemployment, for example, rises
by a couple ofpercentage points, then traditional
Keynesian theory suggests that the Federal Re
serve should ease monetary policy to combat
this rise. But if union leaders watch Fed policy,
they will notice that loosening monetary policy
will lead to inflation and thus will adjust future
wage demands upwards. In doing so, they will
offset completely the intended effect of the fine
tuning policy. Unemployment will not be re
duced, but inflation will persist. Only unantici
pated policies will have an effect on the economy;
anticipated policies will be fully incorporated
in the decision-making of economic actors. Sta
ble and predictable rules in policy will outper
form the discretionary fine-tuning of Keynesian
economic policy in terms of combating inflation
and unemployment, and promoting economic
growth.

Subsequent developments in economic theory
have questioned this first-blush policy impli
cation, but the technique of "rational expec
tations" became part of the staple tool-kit of
modern economists. On a theoretical level,
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Lucas led a revolution intended to eliminate the
unnecessary split between microeconomic and
macroeconomic theory, and the loose theorizing
that resulted from that split. On a policy level,
Lucas dealt the old Keynesian system its final
blow. Mises and Hayek had challenged the
theory at its core (and were largely ignored).
Milton Friedman had shown its internal theoret
ical and empirical weaknesses, James Buchanan
had demonstrated the shortcomings of its polit
ical economy, but Lucas destroyed the logic of
the entire enterprise. In this sense, Lucas harked
back to the pre-Keynesian theories of monetary
economics and appeared to be offering a "neo
Austrian" theory. In fact, Lucas acknowledged
this influence in the early 1970s. With the failure
of the Keynesian system, it was time to reassess
the writings ofscholars such as Mises and Hayek,
especially Hayek's work on the business cycle.

Lucas' translation of Hayek's project into
modern technical economics, however, was chal
lenged quite quickly by such contemporary Aus
trian economists as Gerald O'Driscoll, Roger
Garrison, and William Butos. The model that
Lucas had built, which certainly possessed a
certain laissez-faire conclusion to it, was not
consistent with many of the core claims of
Austrian economics from Menger to Mises. Aus
trians no doubt rejected the split between micro
economics and macroeconomics, and they pos
tulated that economic actors learn and adjust
their behavior accordingly through time. But
Lucas treated choice as a mechanical procedure;
the choice environment was not one of uncer
tainty and ignorance, but rather one of risk and
rational search. Moreover, the theoretical and
policy implications of the logic of this situation
were unsettling to economists of Austrian sensi
bilities-e.g., money was assumed to be neutral
and simply a veil, not the essential link in
transactions.

No doubt the logic of Lucas' argument was
impeccable, and no doubt the implication of his
economic logic was largely a non-interventionist
position, so why aren't contemporary Austrian
economists rejoicing in the honor bestowed upon
Lucas by the Nobel committee?

Austrian economics is not just free-market
economics-it is something much more than that.
Not all arguments that favor the free market over
government intervention are equal. As economic
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scientists all we are entitled to ask is "How does
theoretical innovation improve our understand
ing ofhuman action and social cooperation?" On
the other hand, as intellectuals and enlightened
citizens it is incumbent on us to ask "Whose
economics, which economic liberalism?"

If we allow modeling techniques to crowd out
questions about human behavior which cannot
fit into the model, yet are essential for under
standing how the market functions to coordinate
our decisions, then the simplified model will
distort our view of the market. If this "weak"
view of the market economy is then employed as
a background to a defense of economic liberal
ism, then the case for economic liberalism will
also be weak and vulnerable to challenge.

Robert Lucas is a brilliant man. But his theory
of human behavior fails to account for the diver
sity ofindividual perception, his theory ofmarket
equilibrium mischaracterizes the economic or
der, and the policy implications that flow from his
theories render the laissez-faire position vulner
able on several fronts (something that has already
been exploited by New Keynesian economics
of the type championed by Joseph Stiglitz and
Gregory Mankiw).

Modern economic research, as influenced by
Lucas, has produced ever more refined tech
niques and models, but the cost of this increased
specialization has been a loss ofrelevance for the
broader human conversation. Economic science
has become increasingly narrow and inaccessible
to the layman. But as Ludwig von Mises argued:

It is a fateful error on the part of our most
valuable contemporaries to believe that eco
nomics can be left to specialists in the same
way in which various fields of technology can
be safely left to those who have chosen to
make anyone of them their vocation. The
issues of society's economic organization are
every citizen's business. To master them to the
best of one's ability is the duty of everyone.

Thus, we can agree that Lucas has greatly
influenced modern economics, yet-despite sub
stantial agreement in the policy arena-still ex
press concern that economics has been pushed to
become increasingly precise about less and less,
thus losing its relevance for the everyday life of
business and politics.

-PETER J. BOETTKE

Guest Editor
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THEFREEMAN
IDEAS ON LIBERTY

The Arts in a Free
Market Economy

by Tyler Cowen

Capitalism has proven to be the most
favorable system for the arts, letters,

and music. Most renowned Western cre
ators, from Michelangelo to Mozart to
Monet, succeeded in the marketplace.
Shakespeare wrote for profit and marketed
his plays to a wide public audience. Marcel
Proust did not write bestsellers but none
theless lived off the capitalist wealth of his
family to produce his innovative Remem
brance of Things Past. The essence of
capitalism-bringing producer and con
sumer together-is a prescription for pro
ducing and distributing great art.

Markets base artistic success on inspir
ing, entertaining, and educating other hu
man beings, rather than on force or on
political privilege. In a market economy,
support for creative endeavors can be ob
tained only by convincing other individu
als-whether customers or patrons-that
the project is worthwhile. Free markets
therefore provide the material analog of the
concepts of free speech and persuasion.

The market economy encourages artistic
production through diverse means. Growing
wealth, for instance, enables more individ
uals to pursue artistic vocations. Today the
world supports a greater number offull-time
artistic creators than ever before. The mar
ket economy also has freed mankind from

Dr. Cowen teaches economics at George Mason
University, Fairfax, Virginia.

tiresome physical labor and has given our
creative flights of fancy increasing room to
grow and flourish. Higher standards ofliving
give individuals more time to produce and
consume art. A wealthy and comfortable
society is also a beautiful society.

Money fertilizes the artistic spirit. Paul
Cezanne lived from family allowances and
inheritances. Poet Wallace Stevens worked
as an insurance claimsman and William
Carlos Williams worked as a doctor. T.S.
Eliot worked in a bank while he wrote
poetry. Paul Gauguin first accumulated his
savings while working as a stockbroker and
only later pursued a career in art.

Other artists have engaged in the pursuit
of money through their art itself. Mozart
once wrote to his father: "Believe me, my
sole purpose is to make as much money as
possible; for after good health it is the best
thing to have." Mozart was a keen bargainer
who reaped the maximum profit from each
concert or composition. Charlie Chaplin
once remarked: "I went into the business
for money and the art grew out of it. " These
great creators did not "sell out," but rather
turned their personal visions into material
profit by reaching large numbers of eager
customers.

Artistic Diversity
Wealthy economies will support a diverse

set of artistic visions. Financial security
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gives artists the scope to reject societal
values. Bohemian and avant-garde artists,
in spite of their frequent protests against
capitalism, owe their existence to that sys
tem. Artists who do not care much about
money are a luxury that can be afforded only
in wealthy societies.

The falling prices of artistic materials,
brought on by technical progress, allowed
the Impressionist and Post-Impressionist
painters to subsist on the margins of society,
outside the mainstream cultural establish
ment. Later, the Impressionists achieved
riches and fame by setting up independent
networks of commercial distribution for
their artworks.

We tend to take artistic materials for
granted, but the affordability of these ma
terials required entrepreneurial innovation
through markets. The artistic Renaissance
of the Italian city-states sprang out of the
growth of medieval commerce, which made
painting, marble sculpture, and bronze cast
ing affordable on a large scale. The literary
revolution came to England in the eigh
teenth century when the Industrial Revolu
tion lowered the cost ofpaper and increased
consumers' book-buying incomes. Blues,
rock and roll, and jazz required the medium
of electronic recording to spread and sup
port themselves. Digital technology may
well create new forms of art for our future.

The technologies of capitalism not only
spur the future but also preserve the past
through video cassettes, recordings, and
picture book reproductions. The modem
viewer has better access to Shakespeare
than the Elizabethans did, and the modern
listener has better access to any classical
composer than did the peers of that com
poser. More individuals watched Wagner's
Ring Cycle during one television showing
than have seen it during all the live perfor
mances that have ever been staged.

The increasing division of labor in a mar
ket economy also increases artistic diver
sity, as recognized by Adam Ferguson and
Adam Smith. Music, literature, and the
arts have all given birth to a growing num
ber of diverse genres and sub-genres. The
greater the size of the market, the greater
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the number of artistic forms that creators
can earn a living from. Whereas authors in
the eighteenth century could support them
selves only by writing bestsellers, today's
authors can earn good money in a variety of
genres, including science fiction, mysteries,
biographies, and travel books, to name but
a few examples of many.

Artists have enjoyed increasing creative
freedom over time. Unlike in previous eras,
today's artists are not dependent on a single
patron or customer. When artists do rely on
a single patron, the artist must produce to
meet the tastes of that patron or lose sup
port. A multiplicity of sources of financial
support allows artists to pick and choose
projects to suit their tastes. Michelangelo,
who faced strong market demand for his
services in Florence, was able to walk away
from his work on the Sistine Chapel when a
conflict arose. He returned only when Pope
Julius allowed him to finish the project to
suit his desires.

Cultural outsiders-such as African
Americans, Jews, and women-have their
best chance of artistic success in a market
economy. Blues music, kept off the radio
at first, moved into the jukeboxes, a decen
tralized means of product delivery attuned
to consumer tastes. Jewish immigrants
drawing on their retail capital and exper
tise-set up Hollywood studio empires to
distribute their cinematic product. Women
writers received little support from patrons
and governments but connected with a
wide readership once a market for novels
arose. Capitalist corporations, who seek
to market new ideas for profit, are more
effective supporters of true multicultur
alism than the "political correctness" ad
vocates are.

The modern split between high culture,
those creations receiving the most critical
recognition, and "low" culture, the most
popular creations, reflects the diversity and
sophistication of our culture, not its corrup
tion. Modern artists can target niche audi
ences and take more chances. The best
works need no longer fit the most popular
style. The massive amount of cultural
"trash" around today-while it distresses
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The 1878 loan exhibition of miscellaneous objets d'art at The NationalAcademy ofArt in New York reflected the
tremendous growth in the interest in decorative art during that era.

many observers -is actually a symptom of
the diverse artistic riches that we enjoy.

Enter, the NEA
Despite the historical successes of mar

kets in supporting culture, the American
government initiated the National Endow
ment for the Arts in 1965. Yet even well
before the creation of this agency, America
led the world in modern art, popular music,
and cinema, while also holding strong posi
tions in literature, poetry, and contempo
rary classical composition. America's pri
vate museums and symphony orchestras
have been the envy of the world. Supporters
of government arts funding seek a contra
dictory goal. They want to enjoy the benefits
of a wealthy political elite without suffering
the costs. We end up with the National
Endowment for the Arts-an institution
with an impossible mandate. It is supposed
to deliver the benefits of aristocratic arts
spending while remaining accountable to a

political system based on the rule of law. In
practice government funding has supported
a cult of mediocrity. The NEA funds either
bland, establishment efforts or more con
troversial exhibits (e.g., Robert Mapple
thorpe, Andres Serrano) that offend its tax
paying supporters and violate its democratic
mandate.

Advocates ofgovernment funding portray
themselves as progressives but they actually
support a historically reactionary position.
Music and the arts have been moving away
from government funding since the Middle
Ages. The Renaissance, the Enlightenment,
the nineteenth-century Romantic move
ment, and twentieth century modernism all
brought art further into the market nexus.
Most of the important work in film, music,
literature, painting, and sculpture-whether
from the present or from the past-is now
sold as a commodity. In the current debates
over government funding, we should not
forget that the history of art is a history of
the struggle to establish markets. D



THEFREEMAN
IDEAS ON L1BERlY

Ludwig van Beethoven's Joyous
Affirmation of Human Freedom

by Jim Powell

Ludwig van Beethoven inspired the
world with his titanic liberating spirit.

"His emotions at their highest level were
almost godlike," declared critic H.L.
Mencken, "he gave music a sort of Alpine
grandeur. "

A bold maverick, Beethoven broke free of
conventional forms, so music could plumb
the depths of despair, express heroic strug
gles and reach astonishing peaks of joy.
Beethoven scholar Robert Haven Schauf
fier: "Whenever the spirit moved him he
could squeeze blood out of bricks. And he
made rubies of the blood, and platinum out
of the residue of the bricks, and organized
these products into miracles of design. . . ."

Beethoven took orchestral music out of
aristocratic salons and into packed concert
halls. After 1815, he composed mostly for
publishers rather than patrons. He was
proud to have pioneered a commercial mar
ket where composers earned a livelihood
from the rights to their work. "What I am,"
he wrote, "I am through myself."

Beethoven was an outspoken republican
amidst a continent of kings. He was out
raged after Napoleon, who long claimed to
uphold republican principles of the French

Mr. Powell is editor ofLaissez-Faire Books and
Senior Fellow at the Cato Institute. He has
writtenforThe New York Times, The Wall Street
Journal, Barron's, American Heritage, and more
than three dozen otherpublications. Copyright ©
1995 by Jim Powell.

Revolution, had himself crowned emperor.
Beethoven admired England for its House of
Commons, and he liked to follow Parliamen
tary debates reported in the German lan
guage newspapers. "The sum ofhis message
was freedom," observed critic Paul Bekker,
"artistic freedom, political freedom, per
sonal freedom of will, of art, of faith, free
dom of the individual in all aspects of life. "

To be sure, Beethoven was tormented by
demons. He endured a rude upbringing and
chronic health problems, especially deaf
ness, and his personal life was a mess. He
neglected his appearance so badly that he
was once mistaken as a tramp and arrested.
His apartments-he moved dozens of
times-were strewn with old food and dirty
clothing. His handwriting was virtually il
legible. He couldn't keep track of money.
Longing for domestic happiness, he courted
a succession of women but was rejected by
everyone. He never married.

He was impossible for most people to deal
with. He was a suspicious person who often
accused friends of cheating him, and by the
end of his life there were few left. He had a
volatile temper. When a waiter brought him
the wrong dish and wasn't apologetic
enough, Beethoven threw it at his head. He
was so obnoxious to an orchestra during
rehearsal that the musicians wouldn't con
tinue unless he left the room. Lost in his
thoughts, he sometimes seemed like a wild
man. Once he waved his arms as he walked
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across a field, scaring a pair of oxen, and
they took off down a steep hill, pulling a
panicked peasant behind.

Yet these personal failings are dwarfed
by his music. He expressed a love of liberty
in ways millions could understand. He gave
the world the most glorious affirmations of
human life.

Contemporaries commented on the ex
traordinary intensity of the man. "Every
thing about his appearance," observed Dr.
W. Christian Muller in 1820, "is powerful,
much of it coarse, like the raw-boned struc
ture of his face, with a high, broad forehead,
a short, angular nose, with hair standing
up and divided into thick locks. But he is
blessed with a delicate mouth and with
beautiful, eloquent eyes which reflect at
every moment his quickly changing ideas
and feelings. ' ,

Early Genius
Ludwig van Beethoven was born Decem

ber 16, 1770, in Bonn. He had Dutch
Flemish, ancestors which is why it's "van"
rather than the German spelling "von." He
was the eldest surviving child of Maria
Magdalena, a maid. Four of his six siblings
died in infancy. His father, Johann Beetho
ven, was a tenor in the choir of Maximilian
Friedrich, Elector of Cologne.

Early on, Beethoven displayed musical
talent. Hoping to strike it rich, his father
pushed him hard. He took piano lessons from
the time he was four years old. He devoted
most of his waking hours to the piano. He
often practiced till midnight, improving his
techniques and trying new variations. At
eight, he gave an impressive public perfor
mance. Six years later, he was playing the
harpsichord, viola, and organ in the Elec
tor's orchestra. The Elector, an enlightened
prince who promoted intellectual freedom,
paid expenses to have him visit Vienna
which was Europe's musical capital.

There, probably in April 1787, 16-year-old
Beethoven met the 31-year-old reigning
musical genius Wolfgang Amadeus Mozart.
After hearing the young man's facility for
improvisation, Mozart declared: "Keep

your eyes on him; someday he will give the
world something to talk about. " Beethoven
seems to have taken a few lessons from
Mozart, but their visits were cut short when
both got bad news about their families.
Mozart's father, Leopold, died May 28,
1787. Beethoven's mother suffered from
tuberculosis, and he returned home to see
her die , July 17, 1787. "She was such a good
loving mother, my best friend!" he wrote.

Although Beethoven's formal education
ended at age 11, he attended some classes
at the University of Bonn. A highlight were
lectures on literature, ethics, and law by the
anti-clerical republican Eulogius Schneider.
Beethoven loved to hang out at the Zehr
garten, a tavern and bookshop where radi
cal intellectuals gathered. Like so many
German artists and thinkers of that period,
Beethoven believed passionately in individ
ual liberty.

Johann Beethoven spent much time in
taverns, and by 1789 Ludwig became the
head of household, responsible for support
ing his two younger brothers. He began
giving piano lessons for a wealthy family.
An aristocratic admirer, Count Ferdinand
von Waldstein, sometimes sent money.

The following year, the influential com
poser and performer Franz Joseph Haydn,
then 58, stopped in Bonn on his way back
to Vienna. Beethoven played him a cantata
he had composed, and Haydn offered
enough encouragement that Elector Maxi
milian Friedrich provided funds so Beetho
ven could study with Haydn in Vienna. He
arrived on November 10, 1792, and never
looked back. Music was mainly chamber
music offered in private performances for
aristocrats-leadingfamilies had staff musi
cians. While patrons provided some money,
fine clothing, and other amenities, they
expected fashionable tunes. Patrons paid
for performance rather than composition,
but Beethoven was determined to make it
as a composer.

He became restless with Haydn's musical
formulas and insisted on charting his own
course. He took violin lessons from Ignaz
Schuppanzigh. He went to Antonio Salieri,
director of the Vienna Opera, for lessons



on composing for the voice. He learned
counterpoint from Johann Georg Albrechts
berger, Vienna's most famous teacher of
composition and author ofan internationally
respected book on the subject.

Count Waldstein helped introduce Bee
thoven to Vienna's aristocratic music pa
trons, and by the mid-1790s he ranked as
the most popular pianist with a powerful
style. He excelled at improvisation. Ferdi
nand Ries, who studied with both Haydn
and Beethoven, recalled: "No artist that I
ever heard came at all near the height which
Beethoven attained in this branch of play
ing. The wealth of ideas which forced them
selves on him, the caprices to which he
surrendered himself, the variety of treat
ment, the difficulties, were inexhaustible."
Beethoven gave successful performances
in Prague and Berlin as well as Vienna.

The French Revolution-before the Ter
ror-had inspired musicians to turn away
from light entertainment and pursue more
serious themes. Beethoven began to imbue
his compositions with high moral purpose.
Among his most notable early efforts: the
First Symphony (1800), C minor Piano Con
certo no. 3 (1800) and C sharp ("Moon
light") piano sonata (1801).

What was it like for him to compose?
"From the focus of enthusiasm," he told
one lady friend, "I must discharge melody
in all directions; I pursue it, capture it again
passionately; I see it flying away and disap
pearing in the mass ofvaried agitations; now
I seize upon it again with renewed passion;
I cannot tear myself from it; I am impelled
with hurried modulations to multiply it, and,
at length I conquer it: behold, a symphony!"

He was extraordinarily resourceful. "It
would be hard to think of a composer, even
of the fourth rate," observed H.L.
Mencken, "who worked with thematic ma
terial of less intrinsic merit. He borrowed
tunes wherever he found them; he made
them up out of snatches of country jigs;
when he lacked one altogether he contented
himself with a simple phrase, a few banal
notes. All such things he viewed simply as
raw materials; his interest was concentrated
upon their use. To that use of them he
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brought the appalling powers of his unri
valed genius."

After about 1800, Beethoven was clearly
departing from Haydn and Mozart, and
some influential critics objected. A critic for
the Allgemeine Musikalische Zeitung wrote:
"Herr von Beethoven goes his own gait; but
what a bizarre and singular gait it is! . . .
a heaping up of difficulties on difficulties till
one loses all patience and enjoyment."

Meanwhile, Beethoven had exulted in the
republican ideals of the French Revolution
and was jolted both by the violent excesses
and the severity of the reaction against it.
The Austro-Hungarian Emperor jailed re
publican activists. "The soldiers are heavily
armed," Beethoven warned a friend. "You
must not speak too loud here or the Police
will give you lodgings for the night."

Beethoven's first great work, the Third
"Eroica" Symphony (1803), seems to have
been inspired by struggles against tyranny.
He used new combinations of instruments
and harmonies which hadn't been heard
before. Whether or not Beethoven originally
dedicated this symphony to Napoleon, as
legend has it, he was disgusted when Na
poleon brazenly betrayed republican prin
ciples and became an emperor.

In 1805, Beethoven experienced tyranny
firsthand as Napoleon unleashed the full
fury ofhis Grand Army across the European
continent. On November 13th, 15,000
French soldiers entered Vienna. They oc
cupied private homes, seized food and any
other valuables they could get away with.
Napoleon demanded that the Viennese pay
tribute of 2 million francs and cover the cost
of maintaining several thousand French sol
diers in the city. Beethoven suffered infla
tion, food shortages, and military rule like
everyone else.

Beethoven was further distracted by poor
health. Since 1799, he had suffered from
chronic stomach trouble and diarrhea. Then
came ominous signs ofhearing trouble. "My
ears hum and buzz all the time, day and
night," he wrote. "I can truly say my life
is miserable, for two years I have avoided
almost all social gatherings because I can't
possibly say to people 'I am deaf ... in the
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theater, if I am a little way off I don't hear
the high notes of the instruments or sing
ers...." By 1812, he could hear people
only when they shouted at him. Four years
later, he would endure silence.

The loss of hearing made clear that Bee
thoven's future would have to be as a
composer, not a performer. Between 1803
and 1812, he created one masterpiece after
another. Besides the "Eroica," Beethoven
composed the Fifth Symphony (1808),
which music critic Irving Kolodin noted is
the most frequently performed of all orches
tral works. During this period, Beethoven
also produced his Fifth Piano Concerto
(1809). Historians Will and Ariel Durant
commented: "Of all his works, this is the
most lovable, the most enduringly beautiful,
the one of which we never tire; however
often we have heard it, we are moved
beyond words by its sparkling vivacity, its
gay inventiveness, its inexhaustible foun
tains of feeling and delight." Beethoven
created so much more at this time, including
his G major Piano Concerto no. 4 (1806),
Violin Concerto (1806), F minor "Appas
sionata" Piano Sonata (1806), F major Sym
phony no. 6 (1808), A major Symphony no.
7 (1812), and F major Symphony no. 8 (1812).

Beethoven often worked and reworked
his ideas until he was satisfied. His most
arduous creation was the opera Fidelio. In
1803, he was commissioned to write an
opera which would be performed at Vien
na's Theater an der Wien. Rather than do
the fashionable light entertainment about
the sexual escapades of aristocrats, he
chose a serious subject-the liberty of or
dinary people. He turned to a libretto by
Josef Sonnleithner, based on Leonore, or
l'Amour conjugal, a story by J.N. Bouilly.
It was based on actual events during the
French Revolution's Reign of Terror. To
protect the living, the story was discreetly
set in Spain.

It involves Florestan, imprisoned for tell
ing the truth about corrupt tyrant Pizarro.
He decides that Florestan must be mur
dered, but Florestan's wife, Leonore, be
comes a prison assistant, stops the murder
attempt and helps expose Pizarro.

Beethoven lacked dramatic experience,
and although there was much inspiring mu
sic, the work was a mishmash. The first
performance, on November 20, 1805,
wasn't well received. Several months later,
Beethoven met with his principal patron
Prince Karl Lichnowsky who persuaded the
composer to make a number of cuts. Bee
thoven, in tum, rewrote the overture, pro
ducing Leonore Overture No.2, then the
more ambitious Leonore Overture No.3
which introduced the next performance on
March 29, 1806. It was still a long way from
satisfactory.

In 1814, three Viennese artists suggested
that they perform Fidelio as a benefit for
him. This stimulated him to again try resolv
ing problems with the work. He had more
experience and perspective on it. He en
listed a collaborator, Georg Friedrich
Treitschke, a Viennese playwright who sig
nificantly strengthened the story and dia
logue. Beethoven did a tremendous amount
of rewriting-a single aria of Florestan's
went through 18 revisions. The new Fidelio
opened on July 18, 1814, and this time it was
a hit.

French composer Hector Berlioz de
clared: "That music sets your insides on
fire. I feel as if I'd swallowed fifteen glasses
of brandy. " Music critic Kolodin attributed
some of the appeal to Beethoven's "en
kindling response to human distress, his
abhorrence of injustice, his compelling be
lief that rank is an accident of birth and
superiority a condition of the person who
demonstrates it."

Beethoven's most famous work, his D
minor Ninth Symphony, marked a return to
his heroic style after exploring more inti
mate themes. He drew on ideas going back
more than 30 years. Musical lines in the
chorale, for instance, originally appeared in
the Joseph cantata of 1790. He had wanted
to write music for Friedrich Schiller's poem
"An die Freude" ("Ode to Joy") ever since
he read it soon after publication in 1785. In
1812, he turned from writing the Seventh
and Eighth Symphonies to note some ideas
for the chorale movement of aD-minor
symphony.



In 1822, Beethoven was commissioned by
the Philharmonic Society ofLondon to write
a symphony. He began work in D minor.
At about the same time, he started sketching
a D minor "sinfonie allemande" with a
chorale finale, probably with Schiller's
"Ode to Joy." The projects merged some
where along the line. During the first half
of 1823, Beethoven struggled with the first
movement, based on a melody he had
sketched about six years before. Then he
tackled the second and third movements
simultaneously. By about August, he fin
ished the second movement. After many
revisions, the slow third movement was
done in mid-October.

Meanwhile, perhaps in July, he had
sketched a melody identified as "Finale
instromentale. " Scholars don't know when
he set it aside-he later adapted the melody
for the finale of his A minor Quartet, Ope
132-but he resolved that the fourth move
ment would reach a chorale climax with
Schiller's "Ode to Joy." He edited the
poem, cutting lines which made it sound a
bit like a drinking song. The result was a
simpler, more powerful affirmation of life.
Integrating the chorale into the symphony
proved to be Beethoven's toughest chal
lenge. When finally he figured out how, he
exclaimed to his assistant Anton Schindler,
"Let us sing the song of the Immortal
Schiller. " All the sketching was done by
year-end, and the score was written out in
February 1824.

The first performance was set for May 7,
1824, at the Karnthnerhor Theater, a dou
ble-billing with his new Missa Solemnis.
Around 12:30 p.m., Beethoven lifted his
baton. Violinist Joseph Bohm recalled that
the composer" stood in front of the conduc
tor's stand and threw himselfback and forth
like a madman. At one moment he stretched
to his full height, at the next he crouched
down to the floor, he flailed about with his
hands and feet as though he wanted to play
all the instruments and sing all the chorus
parts. " The performance was interrupted
by applause many times. Afterward, Bee
thoven was preoccupied with his score, and
mezzo soprano Caroline Unger tugged on
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his sleeve, indicating that he should turn
around to acknowledge the cheers.

"The Ninth Symphony," noted Irving
Kolodin, "possesses a cachet, an aura, an
identity not commanded by any other work
in the orchestral literature. It stands taller,
strides longer, reaches higher toward the In
finite than any work even remotely like it."

As historian Paul Johnson observed,
"There was a new faith, and Beethoven was
its prophet. It was no accident that, about
this time, new concert halls were being
given temple-type facades, thus exalting the
moral and cultural status of the symphony
and chamber music."

In December 1826, Beethoven began suf
fering from a severe cough. Soon pains shot
out from his liver and intestines. His feet
became tremendously swollen. On March
26, 1827, he went into a coma. There was a
violent thunderstorm, and for a moment
Beethoven opened his eyes, raised his right
hand and clenched his fist defiantly toward
the heavens, then collapsed forever.

Three days later, an estimated 20,000
people lined the streets as eight musicians
carried his coffin to Trinity Church of the
Minorities, and afterward four horses took
it to the cemetery at Wahring. Even the
mighty royal house of Hapsburg honored
this man who had created such inspiring
affirmations of human life. The grave was
marked by a pyramid inscribed with a single
explosive word: "Beethoven."

More than a century and a half later, after
restless Germans rebelled against Commu
nist tyranny and pulled down the Berlin
Wall, conductor Leonard Bernstein gath
ered musicians from East and West Ger
many for a performance of Beethoven's
Ninth Symphony. He changed the word
Freude ("joy") to Freiheit ("freedom")
throughout the chorale, because Beetho
ven's work resonated with the spirit of
freedom, and it was past time to make this
explicit. Declared Bernstein: "If not now,
when?" From Berlin, on Christmas Day
1989, the climactic "Ode to Freedom" was
heard round the world. Ajoyous celebration
of freedom goes on wherever people can
hear Beethoven. D



Ideas and Consequences

The Quackery of
Equality
"Free people are not equal, and equal
people are not free."

I wish I could remember who first said
that. It ought to rank as one of the great

truths ofall time, and one that is fraught with
profound meaning.

Equality before the law-that is, being
judged innocent or guilty based on whether
or not you committed the crime, not on
what color, sex, or creed you represent-is
a noble ideal and not at issue here. The
"equalness" to which the statement above
refers pertains to economic income or ma
terial wealth.

Put another way, then, the statement
might read, "Free people will earn different
incomes. Where people have the same in
come, they cannot be free."

Economic equality in a free society is a
mirage that redistributionists envision and
too often, are willing to shed both blood and
treasure to accomplish. But free people are
different people, so it should not come as a
surprise that they earn different incomes.
Our talents and abilities are not identical.
We don't all work as hard. And even if we
all were magically made equal in wealth
tonight, we'd be unequal in the morning
because some ofus would spend it and some
of us would save it.

Lawrence W. Reed, economist and author, is
President of The Mackinac Center for Public
Policy, a free market research and educational
organization headquartered in Midland, Michi
gan.

by Lawrence W. Reed

To produce even a rough measure of
economic equality, governments must issue
the following orders and back them up with
firing squads and prisons: "Don't excel or
work harder than the next guy, don't come
up with any new ideas, don't take any risks,
and don't do anything differently from what
you did yesterday." In other words, don't
be human.

The fact that free people are not equal
in economic terms is not to be lamented. It
is, rather, a cause for rejoicing. Economic
inequality, when it derives from the volun
tary interaction of creative individuals and
not from political power, testifies to the fact
that people are being themselves, each put
ting his uniqueness to work in ways that
are fulfilling to himself and of value to
others. As the French would say in a dif
ferent context, Vive La difference!

People obsessed with economic equali
ty-egalitarianism, to employ the more clin
ical term-do strange things. They become
envious of others. They covet. They divide
society into two piles: villains and victims.
They spend far more time dragging someone
else down than they do pulling themselves
up. They're not fun to be around.

And if they make it to a legislature, they
can do real harm. Then they not only call the
cops, they are the cops.

Examples of injurious laws motivated by
egalitarian sentiments are, ofcourse, legion.
They form the blueprint of the modern
welfare state's redistributive apparatus. A
particularly classic case was the 1990 hike in
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excise taxes on boats, aircraft, andjewelry.
The sponsors of the bill in Congress pre
sumed that only rich people buy boats,
aircraft, and jewelry. Taxing those objects
would teach the rich a lesson, help narrow
the gap between the proverbial "haves"
and "have-nots," and raise a projected
$31 million in new revenues for the federal
Treasury in 1991.

What really occurred was much different.
A subsequent study by economists for the
Joint Economic Committee of Congress
showed that the rich did not line up by the
flock to be sheared: total revenue from the
new taxes in 1991 was only $16.6 million.
Especially hard-hit was the boating indus
try, where a total of 7,600 jobs were wiped
out. In the aircraft industry, 1,470 people
were pink-slipped. And in jewelry manu
facturing, 330 joined the jobless ranks just
so congressmen could salve their egalitarian
consciences.

Those lost jobs, the study revealed,
prompted a $24.2 million outlay for unem
ployment benefits. That's right-$16.6 mil
lion came in, $24.2 million went out, for a net
loss to the deficit-ridden Treasury of $7.6
million. To advance the cause of economic
equality by a punitive measure, Congress
succeeded in nothing more than making
almost all of us a little bit poorer.

To the rabid egalitarian, however, inten
tions count for everything and conse
quences mean little. It's more important to
pontificate and assail than it is to produce
results that are constructive or that even live
up to the stated objective. Getting Congress
to undo the damage it does with quackery
like this is always a daunting challenge.

Last July, economic inequality made the
headlines again with the publication of a
study by New York University economist
Edward Wolff. The latest in a long line of
screeds that purport to show that free mar
kets are making the rich richer and the poor
poorer, Wolff's work was celebrated in the
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mainstream media. "The most telling find
ing," the author wrote, "is that the share of
marketable net worth held by the top 1
percent, which had fallen by 10 percentage
points between 1945 and 1976, rose to 39
percent in 1989, compared with 34 percent in
1983. " Those at the bottom end of the
income scale, meanwhile, saw their wealth
erode over the period-if the Wolff study is
to be believed.

Upon close and dispassionate inspection,
however, it turns out that the study didn't
tell the whole story, if indeed it told any of
it. Not only did Wolff employ a very narrow
measure that inherently exaggerates wealth
disparity, he also ignored the mobility of
individuals up and down the income scale.
An editorial in the August 28 Investor's
Business Daily laid it out straight:

. . . Different people make up "the
wealthy" from year to year. The latest data
from income-tax returns . . . show that most
of 1979's top-earning 20 percent had fallen to
a lower income bracket by 1988.

Ofthose who made up the bottom 20 percent
in 1979, just 14.2 percent were still there in
1988. Some 20.7 percent had moved up one
bracket, while 35 percent had moved up two,
25.3 percent had moved up three, and 14.7
percent had joined the top-earning 20 percent.

If economic inequality is an ailment, pun-
ishing effort and success is no cure in any
event. Coercive measures that aim to redis
tribute wealth prompt the smart or politi
cally well-connected "haves" to seek ref
uge in havens here or abroad, while the
hapless "have-nots" bear the full brunt of
economic decline. A more productive ex
penditure of time would be to work to erase
the mass of intrusive government that as
sures that the "have-nots" are also the
"can-nots."

This economic equality thing is not com
passion. When it's just an idea, it's bunk.
When it's public policy, it's quackery writ
large. D
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by Alastair Segerdal

On September 2, 1945, World War II
ended. Yet, on the economic front,

Britain had little cause for celebration. Six
years of war had left the country's produc
tive capacity in a state of near collapse. In
a general election earlier that year, the
majority of Britain's so-called working class
shattered the election hopes of Winston
Churchill and his Conservative Party and
produced a landslide victory for Britain's
Labour Party under its leader, Clement
Atlee. When the final results came in, voters
gave the Labour Party a majority of 145
seats over all other parties. Churchill, still
flourishing his famous cigar, drove to Buck
ingham Palace and offered the resignation of
his government to the King.

Why did the British people embrace so
cialism in such vast numbers? Why, for
almost the next 30 years did they continue
to vacillate between socialist and conserva
tive administrations, albeit lukewarm con
servatives who proved themselves incapa
ble ofbreaking the power ofthe trade unions
and the bureaucracy of Britain's cradle
to-grave welfare state? As one who worked
in three widely differing occupations during
this time period, two ofwhich-coal mining
and dentistry-became the targets of social-

Mr. Segerdal resides in Glendale, California,
where he is a writer.

ist doctrine by virtue of being nationalized,
I should like to offer some insight into these
questions.

The new socialist government faced many
critical tasks, and central to addressing
these tasks was the doctrine of public own
ership. Hence, the Labour Government's
program was nationalization on a massive
scale: hospitals, medical, and dental profes
sions, the Bank of England, gas and elec
tricity, iron and steel, road haulage, rail
roads, civil aviation, Cable & Wireless and,
at the top of the list, Britain's coal mining
industry. Coal production was the key to
economic and industrial recovery. There
fore, as an alternative to conscription in
the armed forces, young men had the choice
of serving their country for two years by
enlisting as coal miners. I decided to do just
that. We were known as "Bevin Boys,"
named after the Minister of Labor and
National Service, Ernest Bevin.

In the Mines
My personal tale of those shabby yet

stimulating years begins in early 1946, in my
hometown in Leicestershire, a county situ
ated in Britain's semi-rural, semi-industrial
Midlands. Despite its otherwise agricultural
background and only one colliery in the
town itself, the late Victorians gave it the
somewhat misleading name of Coalville.
There were, of course, other small collieries
nearby, and one of these, Whitwick Col
liery, was where I worked for two years. At
that time, the views of the coal miner,
though influenced by his own unique griev
ances, were those of most labor trade union
leaders and, to a lesser extent, those of
Labour voters in general.

Towards the end 'of the war, there was a
vigorous, though subdued, word-of-mouth
campaign directed at the millions of men
and women in the armed forces (many of
whom would be voting for the first time
at war's end) urging them to "Vote Labour
and keep out the Tories!" Furthermore,
there was the convincing influence of the
older population who had filled the minds
of their offspring with pre-war memories
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of deprivation, hardship, and hunger under
"the bosses" and "private enterprise."
Working-class resentment of the upper
class, overlooked during the war, reap
peared with the collapse of Hitler's Third
Reich in May 1945. To this day, many
workers tend to resent financial success.

In the 1930s, times were certainly very
bad for many (though not all) working peo
ple. For coal miners in particular, things
were really grim. Miners constantly re
minded me, the doctor's son, of their pitiful
pre-war existence, though oddly enough,
our Leicestershire coal industry was the one
industrial region that suffered least of all,
mainly due to its agricultural setting and the
cultivation of small land allotments by the
miners. Even so, my fellow workers were
quick to point out the deplorable conditions
of their "comrades" in the north of Eng
land, Scotland, and that dominant symbol
of stagnation and distress, the coalfields of
South Wales.

At my colliery, there was always some
miner with enough perception of history to
remind me of their lost hero-the "social
ist" Duke of Windsor who, before he abdi
cated and married "that woman from Bal
timore," visited the South Wales coal fields
and uttered those memorable words:
"Something must be done." This statement
from the uncrowned Edward VIII bolstered
the hopes ofevery coal miner in Britain. For
a future king to talk like this in the 1930s was
unheard of, not to mention a royal guarantee
that things would improve.

There is no question that Britain's coal
industry had been neglected over the years,
and miners had endured far greater hardship
than any other segment of society. Although
a good number of incoming Labour Party
parliamentarians held capitalism responsible
for this sort ofpre-war economic instability, it
never dawned on any oftheir more philosoph
ical brethren that maybe, just maybe, some
thing on the other side of the Atlantic called
the Smoot-Hawley tariffs might have had a
hand in decimating world trade.

Against this backdrop oflost promise, the
miners always cherished an enduring vi
sion-nationalization of their industry. The
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Coal Mines Act finally fulfilled the miners'
dream on January 1, 1948. The official trans
fer from private to public ownership was at
11 a.m. that day, and down below at
Whitwick Colliery, the anticipation was like
a countdown to a moon landing. Seconds
before the hour arrived, the coal-carrying
machinery and electric power stopped, and
started again on the dot of eleven 0'clock as
miners cheered and placed colored bunting
on the coal tubs on their journey on to the
surface. Prime Minister Atlee said, "The
day would be remembered as one of the
great days in the industrial history of our
country. " At one colliery in South Wales,
whole families were up before dawn as
miners and their pit lamps formed a caval
cade of light over the Welsh valley. A brass
band played the Last Post as the night shift
arrived at the surface, and when the blue flag
of the new National Coal Board was raised,
the whole valley cheered as someone
shouted into the microphone: "Private en
terprise has had it!"

Similar celebrations took place all over
Britain on that winter's day, and reveal, as
no economic treatise could reveal, the com
mitment, not only of miners but of millions
of other unionized workers to the socialist
agenda. They also give a clue as to why
Britain's coal industry was lifted out of the
doldrums and into high production during
the first few years of public ownership: it
wasn't socialism that was working, but the
miners' dedication to both their own success
and that of the Labour Government. In
striving to reach daily production targets,
they would say to me, "Come on lad, we're
doing this for Labour!"

Worker Shortages
In 1947, and for years afterwards, most

of British industry was undermanned. With
employment vacancies everywhere, one
could leave one job and walk right into
another, prompting The Economist to write
that socialism and the welfare state had
removed both "the stick and the carrot."
The three most powerful and devoted La
bour Party leaders of that time were Prime
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Minister Clement Atlee, Ernest Bevin, and
Sir Stafford Cripps. Ernest Bevin, who be
came the astute and perceptive Foreign
Secretary, was markedly anti-Communist,
and worked exceptionally hard, as did the
church-going Minister of Economic Affairs
and Chancellor of the Exchequer, Sir Staf
ford Cripps. Cripps, with his unbecoming
stern features, unjustly nicknamed "Britain's
Economic Dictator," was an extremely
compassionate man with high moral values.
In fact, looking once more at why so many
Britons embraced socialism, it is important
to realize that the post-war leaders of the
movement nursed a sincere though mis
guided desire to improve the lot of working
men and women in Britain. Unlike various
politicians in other lands, they never sought
self-aggrandizement or enrichment at the
expense of the population. With its back
ground of Nonconformist Methodism, cor
ruption and greed were not hallmarks of the
Labour Party.

The first post-war Labour government
held office from 1945 to 1951, but by the end
of this period people were starting to ques
tion socialist policies. I recall one little
episode which poignantly symbolized the
offensive and dreary nature of this doctrine.
A very successful local haulage company
had always proudly displayed the owner's
name on the front of its building. The day
after nationalization of all road haulage
companies in 1947, a cheap-looking sign
with the words "British Road Services"
was crudely nailed over the company's
elegant lettering, a melancholy message to
capitalism that, in the socialist maxim of the
period, "We are the masters now." Even
so, with the exception of the extreme left,
many in the Labour Party were concerned
about Communist influence in the trade
unions. Arthur Homer, for instance, as
General Secretary of the National Union of
Mineworkers was a prominent Communist
Party member. Although there were only a
handful of Communists in the Labour Party
itself, Labour Members of Parliament al
ways sang "The Red Flag" on official oc
casions! Due to funding of the Party by the
unions (an arrangement legalized by the

Trade Union Act of 1913), a unique institu
tional feature existed which, perhaps even
more than Labour's inherent socialistic
creed, was to inhibit Britain's economic
growth for the next. 30 years after 1945.

Health Care
Prior to the introduction of Britain's Na

tional Health Service on July 5, 1948, no
one went without health care. Patients paid
only a few pence per week for this benefit
and, as the eldest son of a busy medical
practitioner, I was able to observe decent
care firsthand. For example, my father made
house calls every day (as did other doctors)
and during my late teens I would often
accompany him on such visits. He would
also be called out in the middle of the night,
no matter what the weather, handling emer
gencies and delivering babies. Would face
less bureaucrats of a government-run
scheme be likewise capable of delivering
benefits superior to my father's service?
They would not. Medical practitioners were
dedicated, and often underpaid, but the
system worked.

The medical profession had always sup
ported the concept of health care for all, but
the majority of its members did not like the
restrictions outlined in the government-run
scheme (such as a ban on the sale and
purchase of practices). 1 They liked even
less the scheme's overlord, the Minister of
Health, Aneurin Bevan. In 1939, this former
Welsh coal miner was expelled from the
Labour Party for eight months for seeking a
Popular Front with the Communist Party,
and expelled from the Parliamentary Labour
Party in 1955 for breaches of party disci
pline. Though self-educated, intelligent, and
a very persuasive speaker, Bevan was so far
to the left that many Labour MPs wanted
him expelled from the Labour Party itself.
Such was the nature of the man the British
Medical Association had to reckon with,
and they arranged several meetings in order
to hear what he had to say. My father
attended one of these meetings, and told me
how members of his profession sat in silent
contempt as Bevan waved his hands over
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the panorama of fine furnishings and silver
tableware, boasting, "I'm going to do away
with all of this. ' ,

The fiery Welshman may not have done
away with fine furnishings, but he did pound
into reality what was probably the most
revolutionary social program ever under
taken in a modern democracy. With enor
mous public support for the health scheme,
resistance from the medical and dental pro
fessions dwindled. Finally, the British Med
ical Association reluctantly recommended
that its members deliver themselves into
socialist bondage, and by the time the day of
inception arrived, most doctors had signed
up into the service. On that warm July
Monday morning, Britain's top-selling Daily
Mirror proclaimed: "The Day is here!"
From this moment on, all adults had to pay
their weekly National Insurance contribu
tion which entitled them to free medical and
dental treatment, hospitalization and sur
gery, artificial limbs, wheelchairs, hearing
aids, and other medical appliances, eye
testing and spectacles, even free wigs! Doc
tors continued to work as they had always
worked, but now they were doing so by
permission of the government.

However, dentists in the National Health
Service did not continue to work as before.
There was an insatiable demand for both
"free teeth" and "free glasses," and the
rush for dental treatment was exceptionally
great. By the time I graduated from dental
school in 1955, and for many years after
wards, there was no let up in the demand
for dental treatment. "The British are well
known for their bad teeth," Hitler once said,
a regrettable truism made worse by an
ongoing shortage of dentists, a fact not
unnoticed by young Australian dental sur
geons who flocked to the mother country by
the hundreds. I, like the rest of the dental
profession, continued to be booked weeks
in advance, and late night appointments
were not uncommon. As servants of the
state, we were also kept busy with form
filling, but unlike the medical practitioners
who received a fixed salary for the maxi
mum-allowed 4,000 patients, whether seen
for treatment or not, dentists were paid per

item of treatment completed. In fact, the
government set no limit on the number of
patients a dentist could take on.

As a result, dental incomes started to rise
beyond the socialist acceptance level and by
1949, incomes over and above a certain sum
per year were cut in half, and further fee
cutting continued well into the 1950s. When
new dental innovations such as the revolu
tionary high-speed air-drill arrived, more
dental restorations done in less time became
grounds for cutting fees once again. In
creased production lowers prices in a free
market, but with the state ordering price
cuts for all dentists, this was no free market.

When a patient arrived for examination,
the dentist was required to fill out a chart
detailing all treatment required, and this
was then submitted to an official body, the
Dental Estimates Board, for their approval.
In other words, government-appointed of
ficials would decide if a gold inlay was
necessary or not. Unlike today, very few
people chose to pay privately for dental or
medical services. Administrated by regional
Executive Councils, dentists were required
to follow rules such as posting notices in
their office telling patients how to complain
about their dentist! Another factor which
dentists had to endure was that of random
inspections by a Regional Dental Officer. In
signing for treatment, patients automatically
agreed to possible inspection on completion
of that treatment. The officers were dental
surgeons themselves, of course, but if they
decided a dentist's work was unsatisfactory,
it had to be done again at the dentist's
expense. However, the dentist could re
quest a visit from the dental officer if he or
she didn't agree with some aspect of the
Dental Estimates Board's decision. Quality
control is desirable in any type of work, but
in the dental health service it was often used
to question the clinical diagnosis of the
dentist. In many cases, it forbade an oper
ative procedure in favor of some cheaper,
less expensive treatment which was not
necessarily clinically sound. I remember
one instance where a young girl was refused
a porcelain crown, and though clinically
required for this particular case, she was
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told she must make do with an acrylic
crown. The dentist in question had his
medical defense lawyer defend the case to a
successful conclusion. This and similar
cases were then presented to Parliament by
the Medical Protection Society, resulting in
favorable changes to the relevant regulations.

British hospitals and doctors' offices were
dreary places, but up to the early fifties,
most of British life was dreary anyway.
Throughout that time, we envied the affluence
on the other side of the Atlantic as socialism
continued to inhibit an expansive private sec
tor. Rationing of candy, clothing, and fuel
continued for a varying number of years, and
food didn't come offthe ration until 1954, nine
years after war's end. When complaints were
made about the standard grade of rationed
cheese, the Minister of Food, Dr. Edith Sum
merskill, retorted: "Cheese is cheese. What
do you want with variety. " I remember going
on a day trip to Belgium in 1953, and was
amazed at the unrationed availability of con
sumer goods. As for health care, it certainly
improved, but I did not see socialism as the
source of this betterment. Great strides were
made in diagnostic and laboratory facilities,
but this was the result ofmedical progress, not
Labour Party embellishments. The dramatic
fall in cases of diphtheria, pneumonia, and
tuberculosis my father had to treat was due to
the advance of science, not the advance of
socialism.

Although the Conservative Party was
elected to office in 1951, they only had a
17-vote majority, not enough to dismantle
the vast implementations of socialism, many
of which had become an integral part of
British life. In 1953, they did succeed in
denationalizing iron, steel, and road trans
port, and in 1955 the Conservatives won
again by a slightly larger margin. From here
on, alternating with Labour governments
undet Harold Wilson, the Conservative
Party tried to dismantle socialist programs,
but tended to assume that their legislation
might be dismantled by the next Labour
government. However, by the late sixties,
damage to Britain's economy was less to do
with the Labour Party, and everything to do
with the trade unions who were now initi-

ating strikes on the slightest pretext. Be
cause of the geographic nature of the British
Isles, a rail strike, a coal strike, a fuel strike,
a dock strike, anyone of these could, and
did, bring the country to a halt. The Con
servative administration of Edward Heath
from 1970 to 1974, had to call an election in
order to offer the Labour Party the chance
ofwinning and thus handling the devastating
"three-day week" which the unions had
brought about. One essential service after
another was shut down as employees in one
industry were intimidated by the unions to
strike in support of strikers in another in
dustry. If workers didn't oblige, noisy un
employed youths were recruited as "pickets"
and rushed to wherever they were needed.

Unemployed youth? Socialist doctrine
had established a new category in Britain's
class system, namely thousands of overwel
fared and under-educated youngsters from
which was spawned a subculture of untal
ented youth, personified at their worst by
beer-swilling soccer hooligans. And by the
early seventies, we had another fad to con
tend with, the so-called "New Left," a
strange amalgam of hippies, nihilistic intel
lect, political crackpots, and their cult-like
guru, Herbert Marcuse. Endless protest
marches for vague, undefined causes created
traffic chaos week after week in London.

By 1979, the British electorate had had
enough. Margaret Thatcher was elected on
a platform that promised privatization and
the reversal of most Labour's policies. The
lessons of socialism must have run deep in
the minds of the electorate, for they have
continued to elect Conservative administra
tions to this day. What of the Labour Party?
Under their new leader, Tony Blair, they
have decided to drop the party's constitu
tional commitment to nationalization, thus
affirming their claim that they have finally
broken away from their traditional socialist
past, a past now lost on the winds of
history. 0

1. Ed.: See the interesting discussion by David Green,
Reinventing Civil Society: The Rediscovery ofWelfare Without
Politics (London: lEA, 1993), pp. 88-120, on the crowding out
of private-sector medical institutions and medical aid because
of government policies in Britain.
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Economics of Russian Crime

by Yuri Maltsev

Introduction
The issue of crime is of the utmost im

portance for Russia and other formerly So
viet republics undergoing transition from a
centrally administered economy to a market
economy. Today the mafia is a prominent
feature ofa Russia in transition.! The shock
ing 1994 murders of Duma deputies Andrei
Aizderdsis and Valentin Martemyanov at
tracted public attention to the inability of
the State to cope with the crime. Gangland
slayings, daylight robberies, hostage-tak
ing, rape, and bribery of officials have all
become part of life in the new Russia.

Calling Russia a crime "superpower,"
President Yeltsin has declared that he will
make law and order his top priority. Leaders
of opposition from "democrat" Grigory
Yavlinsky to ultranationalist Vladimir Zhiri
novsky are calling for harsher measures and
more resources for law enforcement. While
many pundits point to the rise in crime as
evidence of the social cost wrought by the
transition to the market, it is more appro
priate to focus our attention on the institu
tional incentives that resulted in this rise of
criminal activity.

Dr. Yuri N. Maltsev, Associate Professor of
Economics at Carthage College, Wise., and a
Peace Fellow of the United States Institute of
Peace, held, over a 15-year period, various
teaching and research positions in Moscow,
Russia. Before coming to the U.S. in 1989, he
was a member of a senior team of Soviet econ
omists that worked on President Gorbachev's
reforms package and a Chief Consultant of the
USSR Bank for Foreign Trade.

With the collapse of the USSR in 1991
there was little, if any, change in the orga
nization of the criminal justice system in
Russia. 2 The Russian criminal code is so
oppressive and pervasive that "one must
virtually retire to hermitage in order to avoid
committing a crime.,,3 Russia's prisons,
probably the worst in the world, are still
filled with over 100,000 entrepreneurs, most
of whom were convicted for commercial
and business practices absolutely legal in
civilized countries. Private production and
exchange-the most natural of human ac
tivities-are still criminalized through a con
fiscatory tax system and monstrous regula
tory mechanism.

If businesses expect future profits to be
taxed away, they usually choose not to
become profitable in the legal economy. In
Russia today too few people understand that
property rights cannot exist without stabil
ity and legality in taxation. Onerous tax laws
and pervasive regulation contribute to over
600,000 convictions per year. 4

In a speech last year, Jeffrey Sachs, a
Harvard economist and a former adviser
to Yeltsin's government, dismissed the "ex
cess focus" on the supposed corruption in
Russia, arguing that "many of those who are
called mafia are simply traders. ,,5 Economic
crime in Russia is the result of the absence
of legal remedy and arbitrary bureaucratic
power.

Economic crime has been a way oflife and
survival for a large segment of the Soviet
population. With the collapse of the oppres
sive machinery of the State (and the failure
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of a liberal regime of property and contract
law to emerge) economic crime remains a
rational response to the incentives.

A recent survey of people in Tatarstan
who regularly travel abroad to purchase
goods-a group of people generically called
"shuttles"-found that half of them have
to payoff local officials and more than 40
percent are controlled by criminal gangs.
Most of those engaged in this activity are
highly educated (82 percent have at least a
secondary degree) and many are women (80
percent). Four out of five of those involved
said they engaged in such purchases to feed
their families. By criminalizing these activ
ities the Russian government is opening the
door for the organized crime.

The suppression of economic freedom
and individual initiative has led to wide
spread apathy and a complete lack of indi
vidual responsibility, as well as emergence
of black market entrepreneurship. Deci
sions concerning economy were of pure
political character. Assumed orientation of
these decisions and corresponding propa
ganda on "the Communist civilization of
tomorrow, " "world victory of socialism,"
"complete satisfaction of societal needs,"
"scientific and technological revolution,"
and other abstract goals undermined entre
preneurship and initiative, made people
helpless in dealing with the Leviathan state.

The widespread frustration with the fail
ure of perestroika and so-called "shock
therapy" reforms of Yeltsin's government
have led to the situation when every new
announcement of impending reform causes
perverse public responses, every new law
passed, ostensibly to increase freedom, only
increases opportunities for fines and bribes.
All economic and fiscal legislation in this
period has been absolutely inconsistent with
legality. Every law that has promised sta
bility in taxation and established rules of
economic conduct has been overtly revoked
to the preservation ofthe willful government
expropriations. As popular Russianjournal
ist Victor Kopin assesses the present stage
of the "Capitalist Revolution" in Russia:
"The White Guards' attack on socialism
failed. We have gotten the quasi-democratic

society with quasi-market, quasi-legality,
quasi-morality. The predominant conclu
sion out of it is that freedom leads to the
devastation of spirituality, crime, pauper
ization of masses, and emergence of a class
of fat cats. ,,6 But this reality of Russian life
is not new. Rather, it is a continuation of the
"bureaucratization" of life, and the corrup
tion endemic of such a system, that charac
terized Soviet rule.

Corruption
Corruption is usually defined "as behav

ior of public officials which deviates from
accepted norms in order to serve private
ends." It was assumed by the socialist
ideology that the Communist Party officials
being altruistic servants of the "public
good" were acting selflessly with the right
answers provided by the ' 'scientific ap
proach" ofMarxism-Leninism. They could
and would in the long run solve all social and
economic problems inherited by the social
ist society from capitalism. The reality was
different: party and government functionar
ies have come to believe that state property
belongs to them. The belief that factories
and plants belonged to their managers was
enforced after the collapse of the USSR and
by the proclaimed goal of privatization and
establishment of the market economy.

Unlike most East European countries
where Communism was viewed as an alien
ideology imposed by force by the occupying
power and local Communist officials as
collaborators with this power, in Russia
former Communists are occupying over 60
percent of senior positions in local govern
ments and close to 90 percent in the central
government. The number of these bureau
crats in 1994 in Russia alone was around 10
million. Given that such people "plan" and
manage state property and economic life in
general in their own interest, it is not sur
prising that bureaucrats became the most
powerful economic elite in Russia.

There are different types of bureaucratic
corruption:

1. Extortion, or the "black market bu
reaucracy, " which refers primarily to pre-



miums paid to get the bureaucracy to do, or
to do promptly, what it is supposed to do
anyway is ubiquitous in Russia.

2. Nepotism-being another typical pat
tern of bureaucratic behavior in Russia
is the appointment of relatives, friends, or
academic colleagues whom you trust in
order to assure control over subordinate
personnel. Nepotism is usually widespread
in the public sector everywhere due to the
absence of the profit motive. In Russia there
are "family dynasties" of plant managers,
government officials, and other types of
administrators.

3. Nepotism and bureaucratic extortion
start the hard core of corruption which
consists of "deliberate theft, bribery, and
tax evasion to divert public resources to
private benefit, or to avoid paying taxes
legally owed in the first place. It also in
cludes the use of influence to skew the
allocation of resources to programs, cities,
or projects in violation of regime goals as
represented in official plans.,,7

A new class ofRussian entrepreneur is on
its way to becoming a private bureaucracy.
The source of bureaucratization of private
enterprise in Russia is the same as every
where else-the destruction of the profit
motive by government regulation and taxa
tion.

This elite of government apparatchiks
and new "entrepreneurs" want to maintain
their economic and political power. Nobel
laureate James Buchanan has observed that
"rent seeking"-that is, competition for
government largess and protected profits
emerges as a significant social phenomenon
as institutions move away from ordered
markets toward the near chaos of direct
political allocation.8 According to a report,
presented by expert Vladimir. Ovchinsky,
in 1993 law enforcement agencies investi
gated 15,500 cases of corruption and abuse
of public office. Among corrupt personnel,
about 43 percent were federal and regional
officials; 25 percent law enforcement offic
ers, including members of the Federal Coun
terintelligence Service; 4 percent officials
from presidential and federal oversight bod
ies; and 2 percent members of federal and
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regional legislatures. (In contrast to the
practice in Western democracies, Russian
deputies are immune to prosecution for
criminal offenses.)9 "Corruption," ex
claimed Boris Yeltsin last year, "is devour
ing the state from top to bottom." 10

Corruption is widespread in the law en
forcement agencies. Interior Minister Vik
tor Erin told the State Duma that 500 law
enforcement officers had been arrested in
the first nine months of 1994 on corruption
charges. 11 Major-General Igor Shilov, Dep
uty Chief of Criminal Investigation Direc
torate of the Ministry for Interior of Russia
was arrested together with his son-a cadet
of the Russian Police Academy, and seven
other senior officials of the Ministry. They
are accused ofcorruption, hoarding ofarms,
and links with the mafia. 12

Inhibiting Foreign Investment
Widespread corruption resulting from an

overregulated economy is often cited as a
major obstacle for Western investors in
Russia. 13 Foreign investors complain that
bribes are being sought and taken on all
levels of Russian bureaucracy. Without
bribes, nothing can be done in banking,
construction, transportation, and other vital
businesses. In 1992 there were 7,820 cases
of crimes with foreign visitors as victims. 14

The crime situation is one of the most
discouraging aspects of Russian reality per
ceived by foreign investors. As Annelise
Anderson points out: "A full-fledged mafia
can . . . have serious consequences for the
economic growth of the legitimate econ
omy. The mafia may create monopolies in
local enterprises, control entry, and maxi
mize revenue by extracting monopoly prof
its as protection payments. New investment
may be discouraged and old investment
driven out. Risk-averse investors are likely
to seek localities less arbitrary and danger
ous. ,,15

Russia today has over 240,000 arbitrary
trade laws and regulations that are special
interest transfers through the corruption of
central and local governments. It has 111
different federal and local taxes with the tax
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codes that no one can understand except
those bureaucrats who drafted them. The
Russian tax police can violate every right
"guaranteed" by the new Russian Consti
tution to collect more revenue. So, it is no
surprise that Euromoney has rated Russia
138th in favorability for foreign invest
ment. 16 Widespread economic cheating in
volves such things as over-reporting and
double counting.

Economic decisions of the Russian gov
ernment are frequently based on deliber
ately falsified reports of state enterprises,
which are inclined to report economic indi
ces in a way which is beneficial to them.
Very often cheating is done by the Goskom
stat itself as it was recently proved by the
Russian economist V. Yuryev, who used as
an example the Goskomstat report on eco
nomic padding and stealing. 17 Moreover, it
has been argued that the falsification of
production figures has intensified since per
estroika and the subsequent collapse of
socialism-largely because of the poor dis
cipline and tax-evasion motives at the en
terprise level.

Russian government economic statistics
paint a bleak picture of the further decay of
the Russian economy in 1994: a 16 percent
decline of the GDP, a budget deficit of 9.8
percent of GDP, inflation of 209 percent, an
interest rate of 242 percent, and meager
average wages of $88 per month. 18 The
evolving crisis in the Russian economy can
be explained by the fact that, despite the
surfeit of laws and decrees, the Yeltsin
government has made little or no progress
in establishing economic legality, and no
effective market mechanism has replaced
the one based on the political allocation of
resources.

The recently adopted "radical economic
reforms" ofChernomyrdin's cabinet seek to
create favorable conditions for the bureau
cratic and technocratic elite to become the
new owners of the state property. "Spon
taneous privatization" takes the most ugly,
uncivilized forms. Moscow Kuryer reported
that the top officials of the former Council
ofMinisters of the USSR "privatized" their
state-owned dachas (out-of-town resi-

dences) for less than 10 percent of their
nominal and 3 percent of their market val
ue.t9 V. Davituliani, President Yeltsin's
former representative in the Tambov oblast
in Russia's European heartland, painted a
gloomy picture of "reforms" in Tambov.
The local government, he wrote, "consists
99.9 percent of former party and factory
nomenklatura, who continue to take bribes
and build houses for themselves just as they
did before. ,,20

Obviously, Yeltsin' s economic reforms
started from the wrong end. The new "free
market" sales tax amounts to 28 percent.
The absurdity of the' 'new economic think
ing" in Moscow led to the new Export Tax
which levies heavy duties on anything (not
much!) being exported from Russia. This
tax served as a cold shower for the Western
businesses who are closing their offices in
Russia. It is also explicitly serving the cor
rupt foreign trade officials in Moscow. Bu
reaucratic networks are so deeply rooted
that the ancien regime is still largely in
place, protecting a status quo that has been
bolstered in large part by geopolitical in
terests of the Western bureaucratic estab
lishment. The current Economic Minister
of Russia Yevgeni Yasin admitted that "the
influence ofpolitics on economy have reached
now its greatest possible dimension.' ,21

Yeltsin's government has chosen the least
daring, least radical of the reform options
available. Bureaucratic networks are so
deeply rooted that the old order is still
largely in place. The new political leaders
of Russia may alter policy priorities but
the widespread organized crime and bureau
cratic corruption will inevitably retard the
effectiveness and duration of their policies.
The economic consequence of this status
quo is to further the fundamental problem of
a fully bureaucratized society.

What Should Be Done
A comprehensive program to combat

crime in Russia should include legal reform,
the privatization of industrial and agricul
tural property, provisions of free trade in
shares at newly created stock exchanges;



denationalization· of land; creation of labor
markets through the elimination of existing
restrictions on the freedom of labor to con
tract; immediate demunicipalization of
housing; drastic cuts in military and other
government spending; monetary reform
aimed at achieving the convertibility of the
currency in international money markets;
and liberalization of foreign trade.

"One of the most basic insights of polit
ical economy is the need for rules to gov
ern economic activity,' ,22 states Peter J.
Boettke. A stable market economy cannot
function without a legal structure that is
consistent with its underlying institutions
ofprivate property and freedom ofcontract.
F.A. Hayek wrote 50 years ago that "It is
the Rule of Law, in the sense of the rule of
formal law, the absence of legal privileges
ofparticular people designated by authority,
which safeguards that equality before the
law which is the opposite of arbitrary gov
ernment. ' ,23 Any reform of the Russian
economy must be undertaken in concert
with the institutionalization of the tradi
tional understanding ofthe rule oflaw where
the legal code is primarily directed toward
defending person and property against in
vasion, either by the state or private parties.

The rule of law is central to any political
and economic reform in Russia and the other
republics. Governmental decisions must be
rooted in the consensus of the governed,
acting through structures designed to pre
vent individual oppression or political tyr
anny, and procedures are subject to ap
praisal by an independent judiciary
rendering judgments based on law. It stands
in contrast to decisions based on arbitrary
fiat of power, political rent-seeking or per
sonal gain. But most meaningfully the rule
of law encompass fundamental conditions
for creating a modem constitutional state:

• protection of the property rights and
provision for civil legal remedy and contract
enforcement;

• separation of powers and checks and
balances;

• representative democracy and consti
tutional limits on governmental action
against the individual and minorities;
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• federalism; and
• review by an independent judiciary for

constitutional enforcement.
Thus, government maintains a framework

of security and order within which liberty
can be secured. Individual rights of person
and property are treated as normatively
prior to government, as standards that take
precedence. Governments are instituted
among people so as to secure and protect
those rights. Yeltsin' s government is far
from having embarked on meaningful legal
reforms in this direction. Legal protection
of private property, including the ability to
assign, sell, and alienate, is still prohibited
unless the law allows exceptions. Pere
stroika did not change this. The August
Revolution of 1991 declared the necessity of
the rule of law but failed to deliver any
meaningful measures in this direction.

The Need for Radical Reform
The transition to a legal state requires a

radical overhauling of the present system.
These reforms require a full consensus of
the population: "Constitutional change be
comes meaningless, however, unless it is
accomplished by constitutionalist proce
dure, which, in the practical sense, means
generalized assent on the part of most if not
all citizens.' ,24 Reform also requires some
means for individuals to redress grievances
against government officials; some means
for protecting the rights ofminorities against
the will of the majority; some means for
separating the powers of government of
fices; and some means of checks and bal
ances to prevent one unit of the government
from encroaching on the functions of an
other. Perhaps most importantly, the rule of
law requires some means for the peaceful
overthrow of unacceptable rulers. Without
these measures, all legal reforms, and eco
nomic reforms for that matter, are not likely
to succeed in the long run.

Due to the urgent need to create a stable,
orderly society based on an effective mar
ket, it is important to enact reforms as soon
as possible. Gradualism should be eschewed
in favor ofa radical and immediate overhaul.
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The Soviet situation teaches that "without
effectively signaling and establishing a bind
ing and credible commitment to liberaliza
tion, the behavior of the government simply
destabilizes the situation. ,,25 One of the
least desirable unintended consequences of
this destabilization is a rapid and abrupt rise
in economic crime in Russia. To prevent its
further spread in Russia and beyond, the
required legal and economic reforms should
be implemented as quickly as possible. D
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In Praise of Train Wrecks

by Doug Bandow

W hile most Americans were going about
their lives, denizens of the nation's

capital were scrambling to avert a "train
wreck" -a deadlock over the budget that
would force a government shutdown. In fact,
members of the administration and Congress
alike couldn't seem to think ofanything worse
than closing the federal bureaucracy.

One of the reigning principles in Wash
ington for the past half century has been that
government must play a pervasive role in
managing our complex society. Of course,
there have been disagreements on marginal
questions-should spending on a particular
program rise two or ten percent?-which
have regularly generated histrionics on Cap
itol Hill. But disputes about the basic role
of the state have been rare. Despite mass
public dissatisfaction in recent years, pres
idents and legislators of both parties have
kept alive hundreds of federal zombies,
agencies and programs that have long out
lived their purposes, assuming they ever
did fulfill a legitimate need. Even some
supposed conservative critics of Washing
ton long accepted the status quo with barely
a whimper of protest, choosing instead to
help raise taxes to fund an endless soup-line
for Washington's well-heeled interests. In
recent years proposals for old-style pork
barrel programs have been advanced in the
name of "investments," like an expensive
public employment program under the guise
of "national service."

The federal government currently con-

Mr. Bandow is a Senior Fellow at the Cato
Institute and the author o/The Politics of Envy:
Statism as Theology (Transaction).

sumes $1.6 trillion worth of national wealth,
which is far too much. Yet every major
proposed balanced budget plan will signifi
cantly increase that number. After decades
worth of similar initiatives, it should be
obvious that budget "reform' '-small, in
cremental changes and slight cuts in growth
rates of federal outlays-is no answer.

Rather, policymakers need to end pro
grams, lots of them. And the only way to do
that is to decide that some functions do not
belong with the government. The best way
to enforce serious cuts, in the face of con
tinued resistance by important members of
both parties, would be to welcome a "train
wreck. " Defenders of the status quo would
then face a choice: either accept the end of
at least a few programs, or shut down the
government, killing every federal agency.

Of course, members of the Washington
establishment quail at the thought ofdefund
ing Uncle Sam. Whatever would helpless
citizens do? Typical is the American Fed
eration ofGovernment Employees (AFGE),
which warns against "attempts to slash
important government programs" that
"threaten to diminish the scope of services
the American public demands and expects."
AFGE President John Sturdivant cites the
potential horrors: "The protection of the eld
erly and the environment, the disabled and
downtrodden, the safety of our food, prod
ucts, transportation and workers and count
less other responsibilities of the federal
government would be severely disrupted
under proposals to eliminate jobs and pro
grams. " His words echo along the Potomac.

There's no doubt all of these goals are
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important. But why the near-universal as
sumption that such goals can only be ac
complished by the federal government?
Consider protection of the elderly. Uncle
Sam does little to guarantee seniors' phys
ical safety-that is a responsibility of local
police. Washington does provide Social Se
curity and Medicare, but these programs are
hurtling towards insolvency, threatening to
drag the entire federal budget down with
them. Moreover, they discourage individual
saving for retirement and purchase of long
term health care insurance, creating mass
dependency by the aged. Genuine "protec
tion of the elderly" requires rethinking, not
reaffirming, government's role.

This failure to confront basic principles is
also captured by the comments ofcolumnist
Mike Causey, who covers the federal gov
ernment. He criticized one writer who asked
who would notice a shutdown: "He is
known to eat food (Agriculture Department)
and drink water (Environmental Protection
Agency), among other things. He also drives
(Department of Transportation) and some
times takes prescription drugs (Food and
Drug Administration). If there were a govern
ment shutdown, he would be among the first
to know-and to demand that those useless
bureaucrats resume taking care of him. "

But all of these examples prove the op
posite point. In none of these areas is the
government' 'taking care" ofpeople. Amer
icans ate food before the Department of
Agriculture; this agency simultaneously
wastes taxpayer funds and drives up prices.
Farmers paid to grow rice in the California
desert, not average citizens, would be upset
if the Department disappeared. Clean water
has also been available for years without
the EPA. Federal regulatory dictates in
this area have been unduly cumbersome
and expensive, exhibiting the usual flaws

, of national management of local problems.
Private companies, localities, and states all
constructed roads before the cr,eation of the
Department of Transportation in 1966. Why
should taxpayers send money to Washing
ton for Congress to parcel out, based on
political clout, to fund local projects? And

the FDA does not help provide drugs.
Rather, it works overtime to prevent people,
even those who are dying, from acquiring
needed pharmaceuticals. In fact, thousands
ofpeople have suffered and died from delays
caused by unnecessary federal rules when
the very same safe substances were avail
able in other industrialized nations.

None of this is to suggest that cutting
spending won't cause genuine hardship
among employees dedicated to fulfilling
their missions, however inappropriate. "I
don't feel as confident right now," admitted
a Labor Department employee who helps
manage the Department's Davis-Bacon pro
gram. "I've been in the government 24 years
and never lost a day of pay, but this year
seems to be different."

And it should be. Again, it is time to ask
basic questions about the role of govern
ment. The Davis-Bacon Act is Uncle Sam at
his worst, mandating union-scale wages in
construction projects receiving federal
money. That not only costs taxpayers more;
it also prevents lesser-skilled and often mi
nority labor from competing for govern
ment-funded projects. In fact, as a new
study from the Center for the Study of
American Business relates, the law was
originally passed earlier this century for the
explicit purpose ofbarring blacks from com
peting with whites for work. Congress
should eliminate the program and, yes, em
ployees running the program should have to
find work that doesn't harm the public.

Instead of fearing a budget train wreck,
people should welcome it. It is time to ask
the sort of question rarely considered in
Washington: do we wish to remain a free
society? Uncle Sam is too expansive and
expensive. Yet over the years would-be
revolutionaries in the nation's capital have
found out how hard it is to kill even the
smallest program, like federal tea-tasting.
So shut down Washington. Then people will
realize that they don't need the Department
of Agriculture for food, the EPA for water,
the DOT for roads, and the FDA for phar
maceuticals. Then people will better under
stand the value of freedom. D
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No Thanks, Uncle Sam

by Elizabeth Larson

T oday's businesswoman needs affirma
tive action like a fish needs a bicycle.

With two important developments in the
affirmative-action battle this past summer
the Supreme Court's decision in Adarand v.
Pena and the vote by the University of
California Board of Regents to discontinue
affirmative-action policies for student ad
missions-an optimist might assume this
last universal barrier to women's advance
ment in the workplace is finally about to
topple. Yet victories over policies that are
not just misguided but morally wrong must
be won at the intellectual level as well as the
practical.

UntiI now, the framework for discussing
women in the workplace has been set by
feminists-activists who will not be silent
until 51 percent of every job classification
is filled by women. These same radicals
are willing to wave aside the achievements
of the individual for the collectivist utopia
of group success. Hence the urgency of
the struggle over affirmative action at the
intellectual level. Though they profess to
and perhaps believe it as well-these ac
tivists do not voice the beliefs and interests
of most American women. It is time to
reclaim the debate, reminding ourselves
of the costs women have borne because of

Miss Larson, a writer in Los Angeles, has written
about women in the workplace for Investor's
Business Daily, Reason, Insight, and other pub
lications. A shorter version of this article was
presented at a teach-in on affirmative action
at the University of California-Los Angeles on
May 4,1995.

affirmative action as well as its danger to
liberty.

The American working woman pays a
high price for the position or promotion she
receives from affirmative action: the unspo
ken assumption that she was not the' 'best
man" for the job. At a recent teach-in on
affirmative action at the University of Cal
ifornia-Los Angeles, one of the participants
defending affirmative action provided the
best example of how the policy foments
these very questions about competence.

Ellen DuBois, a full professor ofhistory at
UCLA and the author of such books on
women's history as Feminism and Suffrage:
The Emergence of an Independent Wom
en's Movement in the U.S., 1848-1869, and
the co-author of Unequal Sisters: A Multi
cultural Reader in U.S. Women's History,
began her comments by describing herself
to the audience as "an affirmative-action
baby-and proud of it." She explained how
her first job after graduate school was at the
State University of New York, thanks to the
school's new affirmative-action policy, and
continued with: "When I was first listening
to the claims of the Civil Rights Initiative
people, my parents were with me, and I said
to them, 'You know, I was an affirmative
action appointment.' And they said, 'Dh!
But you deserved your job.' And I thought
that that sort of captured everything-the
assumption that I, the one they know, de
serve my job, but all the rest of these people
who have affirmative-action positions don't
deserve their jobs. It's just an accident that
their dear daughter did."
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Suspicions about the merits of those who
receive affirmative-action jobs are often un
deserved, and thus all the more insidious.
When the suspicions are held by one's
colleagues, rather than the general public, it
is particularly divisive. Resentment against
an individual case of hiring by quota fer
ments into resentment against all members
of the privileged group. Intended to reverse
discrimination, affirmative action eventu
ally breeds it. The supporters of such a per
verse system must answer the question of
how successful-and more importantly,
how moral-a system is that harms the very
individuals it purports to help.

Unfortunately, concrete concerns and
real-life reservations about affirmative ac
tion are commonly dismissed as anecdotal
and, indeed, it is difficult to quantify such
arguments with numbers. So let us turn to
the actual statistics used to "prove" the
need for affirmative-action programs.

The Wage Gap
It turns out that supporters of affirmative

action would have us level the playing field
in all areas except the reporting of statistics.
The infamous wage gap is so common a
refrain that it approaches cliche. On closer
inspection, however, the gap shown by all
the "data" is neither as wide nor as un
bridgeable as it is portrayed. Once you stop
lumping all women of all ages in all fields
together and using that resulting dollar fig
ure as representative of the average Amer
ican working woman, the gap narrows.

Comparing the wages of women and men
of the same age, with similar experience,
training, and years of uninterrupted time
in their field yields a much more optimistic
picture of how women fare today. Women
under age 20 earn 92 percent as much as
their male counterparts, women 21 to 24
earn 85 percent, and women 25 to 34 earn 78
percent. The younger the group, the slim
mer the difference, suggesting that the wage
gap will eventually disappear.

According to a report from the U.S. Civil
Rights Commission, the gaps that do still
exist are likely due to the fewer continuous

years women have been in the workforce.
Women who have never interrupted their
careers for any reason now earn at least 98
percent as much as their male counterparts.

In addition to painting a picture using
tendentious numbers, many feminists labor
under assumptions about the workplace and
the meaning of success that are both unrea
sonable and unrealistic. They seem to be
lieve that making an attempt at herjob in and
of itself guarantees a woman success. Yet
the free market that has given women op
portunities to work outside of the home that
are unparalleled in history is the same free
market that does not hand out "A's" for
effort. Just because a woman wants to be the
first female CEO of her company does not
mean she is entitled to the position, or that
if she fails to make it that far up the
corporate ladder it is someone else's fault.
Luck, drive, brains, connections, educa
tion, and, yes, looks, can all playa part in
the promotions any worker-male, or fe
male-receives.

A look at the role of physical attractive
ness in determining wages exemplifies just
how unrealistic feminists are when it comes
to success in the workplace. Using Ameri
can and Canadian subjects, economists
Daniel Hamermesh and Jeff Biddle found
that, even after adjusting for education and
other factors, very attractive men and
women earn about 5 percent more per hour
than their merely average-looking col
leagues. Plain women earn 5 percent less
than the average-looking workers, and plain
men 10 percent less. 1 It seems that when the
beauty myth becomes economic reality,
men have even more to complain about than
women.

Free-Market Success Stories
If feminists truly cared about women

succeeding rather than constructing a social
utopia, they would herald individual women
who have genuine, free-market success
stories to tell. These women are not running
to government for affirmative-action privi
lege because they are too busy running
companies.



Jane Hirsh is one such woman. Today
one of the country's wealthiest business
women, Hirsh founded Copley Pharmaceu
tical Inc. more than two decades ago be
cause she wanted to be able to bring her
children to work. After 21 years spent build
ing her company into a generic-drug pow
erhouse, Hirsh sold a 51 percent stake in
Copley to the German company Hoechst for
$546 million in cash two years ago, retaining
37 percent of the shares for her family.
Starting her own company "was the only
way I could have a crib in my office," Hirsh
recalled.2

Edith Gorter of Gorter Express Company
has her own hard-work success story to tell.
She was one of seven female entrepreneurs
that author and businesswoman Joline God
frey chose to highlight in her book on
businesswomen, Our Wildest Dreams.
Gorter took over the trucking company
when her brother-in-law who had been run
ning it died. (Her husband, who had no head
for business, had wanted to sell the family
company, founded by his father in 1910 with
a horse and wagon.) When Edith Gorter
took the company's reins in 1972, Gorter
Express had just one client, two trucks, and
little else. Today, the company has hun
dreds of clients and about $2 million in
rolling stock. Her daughter Lori seems the
likely candidate to take over the company
from her mother. 3

Little Caesar's pizza chain, Mrs. Field's
Cookies, and Ruth's Chris Steakhouses are
a few of the better-known companies
founded or run by women, but there are
literally thousands of great free-market suc
cess stories like these. In fact, more than 6.5
million American businesses are owned by
women. As a recent Associated Press story
reported: "From 1991 to 1994, woman
owned businesses in the transportation,
communications, wholesale trade, real es
tate and financial services grew nearly 20
percent, while construction firms grew 19
percent and manufacturing firms 13 percent,
according to the National Foundation for
Women Business Owners.,,4 Since women
start their own companies with half as much
capital as men do, these entrepreneurs do
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not have the luxury of free time to complain
about perceived workplace inequalities.

Some might argue that while entrepre
neurial women have the opportunity to pick
their field, most female workers are still
forced to do "women's work." Although
about two-thirds of working women still
enter traditionally female fields such as
nursing, teaching, and social work, a study
from the Population Reference Bureau
found "striking gains" for women in such
traditionally male fields as medicine and law
during the 1980s.5 The number of women
lawyers more than tripled, and the number
of female doctors doubled. Since the "de
cade of greed" was supposedly even worse
for women than for men, this is good news.

Group versus
Individual Rights

It is important to note that the debate
about affirmative action is not a debate
about the existence of individuals who dis
criminate on the basis of sex, nor should
it be. Like the poor, the misogynist will
always be with us. What differentiates the
sexist society from a free society in which
there is sexism is whether that prejudice
is sanctioned by legislation and govern
ment policies or whether it is forced to the
margins of society by general condemna
tion.

The affirmative-action debate is ulti
mately an argument about group versus
individual rights. Affirmative action's oppo
nents understand that it is wrong, and not
merely impractical, to restrain the individ
ual for the sake of the group. They know
from history that to ignore or denigrate the
achievements of the individual is to head
society down the road to chaos. The fac
tional fighting that ensues is not of the
beneficent type described by the Founders,
wherein special interests jostle amongst
themselves creating a balance from which
everyone's rights emerge intact. It is a
splintering ofcommunities born ofcontempt
and resentment. Liberty has no friends in a
world where success is seen as an entitle
ment, for the politically strong do what they
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Ruth Fertel, founder and chairman, Ruth's Chris Steak Houses.

can to obtain this "right" while the politi
cally weak suffer what they must.

Feminists ought to be particularly attuned
to the dangers of relying on a central force
or figure for support and protection. Women
struggled far too long to free themselves
from paternalism to hold the hand of Uncle
Sam now. An eagerness to rely on the
government is an affront to what feminism
should stand for. It betrays a lack of confi
dence in women's abilities to achieve finan
cial and personal independence, and it un
dermines the real gains women have made
in the workplace in recent decades.

As with any group that considers itself the
vanguard of a brave new world, feminists
want immediate change-and affirmative
action programs with the force of bureau
cratic edict promise it to them. Yet utopias
are malleable things. Just as the dream of a
color-blind society has become the reality
of a color-coded one since the passage of
the 1964 Civil Rights Act, the goal of equal

opportunity has become the mirage of equal
outcome. A system in which less than 5
percent of construction jobs are held by
women-even though women own almost
as many construction companies as men
is a system which, to many feminists, has
failed the fairer sex.

But try telling that to someone like Edith
Gorter-who hasn't just made it in a "man's
world"; she's made it in a man's field,
trucking. Where are the feminists to praise
strong, independent women when you need
them? Running after yet another gift from
the government sugar daddy. D

1. "Beauty and the Labor Market," NBER working paper
no. 4518.

2. Suzanne Alexander, "Jane Hirsh Saw The Future, and
It Was Generic," The Wall Street Journal, September 12,
19093, p. Bl.

3. Joline Godfrey, Our Wildest Dreams: Women Entrepre
neurs Making Money, Having Fun, Doing Good (New York:
HarperBusiness, 1992), pp. 187ff.

4. "Women work way into male bastions," Bridgewater
(N.J.) Courier News, September 25, 1995.

5. "Male Professions Are Much Less So," The Wall Street
Journal, November 15, 1993, p. Bl.
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Liberty and Immigration

by Thomas E. Woods, Jr.

T he extraordinarily high rate of immigra
tion, legal and illegal, into the United

States is an indication that our country is
doing something right. The United States,
while far from boasting a pure free market,
clearly offers enough economic liberty to
attract the migration ofpeoples from all over
the world. Currently, half the world's im
migrants come to the United States.

Libertarians have generally welcomed
immigration, and on very simple grounds.
According to the "non-aggression axiom,"
it is wrong to aggress against the person
or property of anyone who has not himself
committed such aggression. To restrict the
free movement of peoples across borders
is thus to engage in unjustified aggression,
and is therefore anathema.

Upon further reflection, however, it is
puzzling why so many libertarians have so
enthusiastically and uncritically accepted
the "open borders" position. It leads, in
fact, to an infringement on the property
rights of millions of homeowners, and a
tremendous increase in state power.

In a 1993 address before the Mont Pelerin
Society, the late Murray N. Rothbard sug
gested an alternative libertarian approach
to immigration. Imagine the pure private
property, or "anarcho-capitalist" model, in
which all property, from streets to parks, is
privately owned. There is no such thing

Mr. Woods, a doctoral candida.te in American
history at Columbia University, was a summer
fellow at the Ludwig von Mises Institute in
Auburn, Alabama.

as a "public space" under such an arrange
ment, and therefore no "immigration prob
lem. " Individual property owners or con
tractual communities would be able to set
their own immigration policy, and deter
mine for themselves who would or would
not be allowed to enter their private prop
erty.I

The situation becomes muddied when we
insert public property into the equation.
Cultural cohesion is a value cherished by
many, but it is gravely compromised by
distant levels of government which force
localities to allow "universal access" to
local public property. It is hopelessly mis
leading to describe this state-enforced pol
icy as "free immigration"; rather, as the
libertarian philosopher Hans-Hermann
Hoppe points out, it is a flagrant case of
"forced integration.,,2

Libertarians and
Public Property

The issue boils down to how libertarians
should think about public property. Some
libertarians hold that as long as a road or
any other property is public, no restrictions
can be placed on its use. If a nudist colony
decided to march, au naturel, down the
middle ofa well-traveled area ofManhattan,
such a libertarian would have no objection.
(That chastened New Yorkers would be
unlikely to notice is another matter.)

Clearly, no private road proprietor would
dream of subjecting his patrons to such an

775
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environment. But until all roads are pri
vate-a situation unlikely to obtain anytime
soon-on what grounds should the most
basic civilizational norms not be observed
on public property? There is no reason why
the mass of the public, already looted and
oppressed by the state, should also be
forced to endure offensive behavior or
dreadful squalor every time they set foot on
state-owned property.3

The same analysis can be applied to
immigration policy. Must people be forced
to surrender to the state-imposed multicul
turalism that is current immigration policy,
or can they at least attempt to approximate
the demographic patterns that would obtain
under private-property conditions?

It is hardly unwarranted to assume that
the vast majority of Americans, if control
over immigration were devolved to the most
local level possible, would freely choose to
sort themselves according to very different
demographic patterns from those which
the state, through its invasive immigration
policy, foists on them today. To allow our
present immigration policy to continue,
therefore, is to hand the state an enormous
victory over the private property owners
who must live with the forced integration of
which the present system consists.

Many advocates of "open borders" con
tend that the real culprit is the welfare state,
and not immigration per se. But this will
not do. We all would like to see an imme
diate end to the welfare state, but with
"welfare reform" another Beltway hoax
and the rest of the New Deal/Great Society
entitlement programs alive and well, this is
no answer at all to those who are concerned
about the unprecedentedly high infusion of
immigrants, legal and illegal, into the United
States.

A Unique Crisis
The current crisis is indeed unique in

American history. As Peter Brimelow
points out, previous waves of immigration
were followed by long pauses during which
the country was able to absorb and accul
turate its new citizens. Not so today. The

Immigration and Naturalization Service es
timates the arrival of 12 to 13 million legal
and illegal immigrants into the United States
over the course of the 1990s, the over
whelming majority of whom will hail from
radically different cultural environments
from what they will find here. And there is
no end in sight.

We must also ask ourselves seriously
whether we will be more or less free after
even two more generations of immigration
of the size and composition of recent de
cades. That immigrants and the American
bureaucracy that serves them will become
yet another pressure group, clamoring for
privileges and benefits in Washington, can
scarcely be doubted. The overwhelming
majority of current immigrants is eligible
for affirmative action and the myriad other
benefits that accrue, at others' expense, to
the protected classes.

Yet there is a more subtle reason to be
wary of the kind of radical heterogeneity
that a continuation of current policy prom
ises. In order to destroy the cultural and
ethnic cohesion that acts as a bulwark
against its expansion, the state has a history
of engaging in deliberate demographic
scrambling. When this forced integration
inevitably produces animosity, the state is
all too eager to impose order on a chaos of
its own creation.

Massive migration of ethnic Russians into
Estonia, for example, was deliberately en-
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Love and Envy

Love and envy probably are the most
bewitching of all emotions. Love
blinds all men alike, both the wise

and the foolish. Envy sharpens our eyes
although it is a timid and shameful pas
sion to which we dare not confess. Being
unequal in ability, industry, and the
rewards of our labors, we let the vice of
envy creep into our hearts and make us
miserable. If envy were a fever, many peo
ple would be ill.

Man is a social being who seeks protec
tion and comfQrt in society. He takes care
of his own with the help of others, work
ing together in what economists call"divi
sion of labor." It springs from individual
inequality in inborn ability and acquired
capability which permit individuals to per
form different tasks. Individual inequality
does not contradict the"self-evident truth"
that "all men are created equal, that they
are endowed by their Creator with certain
unalienable Rights." It is self-evident that
innate inequality calls for equal individual
esteem, regard, and respect, assuring
social peace among unequal men. Social
harmony and cooperation depend on the
equal treatment of all members of society
before the law.

Many reformers frown upon this politi
cal and legal equality as being inadequate;
they would extend the scope of equality to
economic life through political distribution
of income and wealth. They would forcibly
reduce economic inequality through taxa
tion and outright confiscation, seizing

income from productive members, giving
some to unproductive or less productive
individuals, and keeping some for the reg
ulators, tax collectors, and confiscators.
They would use force continually and
relentlessly because people continue to dif
fer in capacity, skill, strength, industry,
training, and experience. They love force
which breeds more force. They easily
enslave servile natures; freemen seek to
escape.

A policy designed to bring about econom
ic equality opens the door for demagogues.
It invites politicians to stir up the resentment
of the poor against the rich so that they may
elect those demagogues to positions of
power and largess. Demagogues are agita
tors who ask why anybody should be per- .
mitted to earn millions while honest people
linger in want and despair. Always ranting
against the greed, lust, and corruption of the
rich, they promise much but perform only
evil. In the end, they incite the envious mob
to plunder the rich.

The quest for economic equality breeds
a new race of politicians: hunters after
popularity, they are men of ambition who
seek the profits of office rather than honor
and service, orators who wax eloquent of
principle, having none themselves. They
do not pursue what is right but rather
what brings vulgar applause. While in the
possession of political power, they lead a
nation straight into despotism. Even if we
were to surrender all our freedoms to
them, there would be no equality of posi-



tion and income. The taskmasters would
take the place of the rich, and political
power would triumph over economic pro
ductivity.

In an economic order not guided by
resentment and envy, the people are pre
occupied with their own problems. Every
individual faces the challenge of earning
enough income to satisfy his needs and
wants. He may contribute to the process of
production and thus earn an income or be
supported by others who do participate.
Infants, the aged, and the handicapped
obviously must depend on their support
ers, while all others face the challenge of
earning an income and providing for
themselves and the persons who rely on
them. He who refuses to contribute to pro
duction does not earn his keep, but is free
to remain idle. In a command system, he
has no such choice; the government forces
him to participate in any way the officials
see fit. The police, judges, and jailers exact
everyone's contribution to the joint effort.

An envy-free society is clear of political
power and coercion. It imposes restraints
only on criminal acts that inflict harm on
persons and their property. There are no
economic commands, rather merely indi
rect pressures on individuals to cooperate
in the process of production. The market
order allocates income in accordance with
the services rendered and contributions
made to social well-being. It rewards indi
vidual effort according to the value of the
service rendered, which creates an incen
tive for everyone to apply his abilities to
the utmost. Free societies enjoy great pro
ductivity, high individual incomes, and
commensurate standards of living.

Welfare states pursue a relentless policy
of income equalization. Driven by the envy
of voters, they seek equality through con
fiscatory taxation of incomes and estates.
But a policy of confiscation is always
short-lived; it may succeed once only
when it is not expected. As a continuing
policy it is rather ineffective as the owners
prefer to consume their capital instead of
saving it for the tax collectors and expro-

priators or, if such capital is liquid, send it
abroad to invest in foreign enterprises.
Countries that lose capital suffer economic
stagnation and decline; countries that
attract capital enjoy rising labor productiv
ity and wage rates. After all, saving and
investing determine the productivity of
labor and provide the means for the
improvement of future conditions.

Confiscatory taxation is not the only
method of capital consumption; deficit
spending and banking regulation have the
same desolating effects. Legislators and
regulators like to channel the people's sav
ings to government, which promptly con
sumes them. All the funds of Social
Security and large funds of private trusts
and investment companies consist of gov
ernment IOUs, which are certificates of
capital consumption. While individual
savers and investors are providing goods
and services for the future, government is
committed almost exclusively to the enjoy
ments and pleasures of the moment. While
individual saving and investing make for
peaceful cooperation and social division of
labor, political spending invariably gener
ates bitter conflict not only between the
beneficiaries and victims but also the gen
erations. Deficit spending tends to con
sume both - capital accumulated by past
generations and the seed corn for future
generations. It is difficult to imagine a poli
cy more destructive than deficit spending.

Love makes all hearts gentle except
those touched by envy. Most of the eco
nomic and social misery which welfare
states bring upon the world is inflicted by
demagogues stirring up the resentment of
voters. Unable to attain the income of the
rich, they rail at it. All kinds of problems
are solvable except those which spring
from envy.

Hans F. Sennholz
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An Endless Series of Hobgoblins:
The Science and Politics of Environmental Health Scares

by Eric Hagen and James Worman

The American public is constantly warned about the d~nger of
man-made chemicals. Hackneyed admonitions regarding the risk of
cancer ring out when a new chemical product is introduced.

Unfortunately, the public normally only hears one side of the story. The
truth behind the scares rarely sees the light of day. In FEE's latest release,
Eric Hagen and James Worman examine the three major chemical scares of
our time-Alar, Asbestos, and Dioxin. The authors expose the uncertainties
of the risk assessments, the costly federal regulations that follow, and the dis
mal quality of the"science" behind the hysteria. The research presented pro
vides a genuinely eye- opening account of the dangers of pseudo-science
and environmental alarmism.
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Private Cures for Public Ills:
The Promise of Privatization
edited by Lawrence W. Reed

Prom garbage collection to policing, services once considered the
province of the public sector are moving to the private sector.
Americans are quickly learning the value of privatization in terms of

cost and efficiency. Unlike many public departments and agencies, private
firms respond to market forces and thus to the wishes of the people.
Services are delivered not begrudgingly, but promptly and economically.

The essays in this important new book from FEE examine the history of pri
vatization, its successes, and prospects for the future. The contributors-
prominent scholars, professors, and policy analysts--provide an in-depth
look at this wave of the future. Private Cures for Public Ills is the definitive
examination of the promise of privatization.

200 pages,indexed $14.95 paperback
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couraged for the purpose of destroying Es
tonian culture and nationalism. In Yugosla
via, Tito enforced a policy offorced mixture
and resettlement of Serbs,. Croats, and
Slovenes, exploiting the resulting animosi
ties to justify further e~pansion of state
power. A population thus divided against
itself at the local level can pose no threat
whatsoever to the central state. And this, of
course, is the point.

Barring the establishment of a pure pri
vate-property system, the only sound liber
tarian approach to immigration is thus a
radical devolution ofpower from the central
state to the local level, and to allow individ
uals and communities to decide the issue for
themselves.

A facile advocacy of "open borders"

gives the central state exactly what it wants:
the chance to supersede the preferences of
property owners, and to provide the pretext
for further encroachments on local and in
dividualliberty. Such a system, in short, will
make America less free. That's a good enough
reason for libertarians to rethink it. D

1. Murray N. Rothbard, "Nations by Consent: Decompos
ing the Nation-State," Journal ofLibertarian Studies 11 (Fall
1994), pp. 1-10.

2. Hans-Hermann Hoppe, "Free Immigration or Forced
Integration?" in Thomas Fleming, ed., Immigration and the
American Identity (Rockford, Ill.: The Rockford Institute,
1995), pp. 212-20.

3. See Murray N. Rothbard, "What To Do Until Privati
zation Comes," in Making Economic Sense (Auburn, Ala.: The
Ludwig von Mises Institute, forthcoming), pp. 144-47.

4. Peter Brimelow, Alien Nation: Common Sense About
America's Immigration Disaster (New York: Random House,
1995), p. 5.

Coming to America: The
Benefits of Open Immigration

by Thomas E. Lehman

For centuries, the American culture has
been a beacon of hope to the oppressed

peoples of collectivist economies and au
thoritarian or totalitarian governments
throughout the world. Why then do the
American people-descendants of immi
grants, beneficiaries of open and unregu
lated immigration, whose culture, economy,
government, and way of life are so deeply
tied to open borders-exude such a passion
against free immigration? Why do they wish
so desperately to deny late twentieth
century immigrants the benefits to which
their own eighteenth- and nineteenth-cen
tury ancestors were privileged? What do
Americans have against open borders?

Mr. Lehman is Adjunct Professor ofEconomics
and Western Civilization, Adult and Professional
Studies Division, Indiana Wesleyan University,
Marion, Indiana.

American immigration policy is a laby
rinth of regulations and barriers to free
travel and migration. One wishing to enter
this country must possess all the legal and
"proper" documentation in order to be
permitted entry. The poverty-stricken and
homeless foreigners who expect to benefit
most from immigrating into the American
economy rarely possess resources adequate
for legal entry. Hence, they are denied.
Such immigration policy is based upon a
xenophobic confusion regarding econom
ics, the mobility of labor, the American
welfare state, and cultural diversity.

Immigration and Labor
Many Americans argue that free immigra

tion would destroy "working class" Amer
icans' ability to earn a living. They claim



778 THE FREEMAN • DECEMBER 1995

that allowing free and open borders to any
and all immigrants would put decent, hard
working Americans out of work. Perhaps
what these Americans really fear, however,
is that someone will emerge from the "im
migrant class" who would be willing to work
for less than they while producing equal or
greater output.

The present immigration policy of the
United States amounts to nothing less than
a tariff or barrier to entry on the commodity
of labor, and harms American consumers in
the same manner as tariffs and trade barriers
on other capital or consumer goods.

A policy of open immigration would in
deed force unskilled American laborers to
compete for their jobs at lower wages.
However, far from being an evil, this is a
desirable outcome, one which should form
the basis for a new immigration policy. By
inviting competition into the American labor
markets, artificially inflated labor costs
could be eliminated and a greater level of
labor efficiency could be achieved.

As the cost of labor (itself a cost of
production) decreased, entrepreneurs and
producers could produce more efficiently,
enabling them to offer products and services
at lower prices as they compete for consum
ers' dollars. Lower prices in turn increase
the purchasing power of the American con
sumer, and thus enhance living standards
for everyone. This is happening even now as
some small business owners use "illegal"
immigrant labor to lower their operating
costs and thus lower consumer prices: " ...
small-business executives do agree that
some of their competitors who knowingly or
unknowingly hire illegal immigrants use the
cheap labor to undercut prices of business
owners who play by the rules." 1

This is good for both consumers and the
economy at large. As immigration makes the
American labor market more competitive,
costs of production are reduced and prices
decline. In the long ron, even the domestic
laborer who is forced to lower his wage
demands is not any worse off, since what he
loses in terms of lower nominal wages he
may well regain in terms of lower prices on
the goods and services he purchases as a

consumer. Meanwhile, everyone else ben
efits, and no one is privileged at the coerced
expense of anyone else.2

Immigration and Welfare
Another argument used in favor of immi

gration controls concerns the American wel
fare system and its potential abuse by im
migrants who migrate into America merely
to feed at the public trough of social ser
vices. The claim is made that the welfare
system, not potential economic freedom,
is the lure which draws immigrants into the
American economy. tmmigrants-unpro
ductive, slothful, and indigent-constitute a
dead-weight loss on the American economy,
and further increase the tax burden on
productive Americans. Therefore, we must
police our borders and keep out the unde
sirables.

This argument is statistically and theoret
ically flawed. Contrary to prevailing public
opinion, current immigrants do not" abuse"
the public welfare system, even in the areas
where immigration (legal or illegal) is most
concentrated. In fact, immigrants have little
effect on the current system of taxation and
wealth redistribution. As Julian Simon re
lates:

Study after study shows that small propor
tions of illegals use government services: free
medical, 5 percent; unemployment insurance
4; food stamps, 1; welfare payments, 1; child
schooling, 4. Illegals are afraid ofbeing caught
if they. apply for welfare. Practically none
receive social security, the costliest service of
all, but 77 percent pay social security taxes,
and 73 percent have federal taxes withheld.
. . . During the first five yearS in the United
States, the average immigrant family receives
$1404 (in 1975 dollars) in welfare compared to
$227~ received by a native family. 3

Some may disagree with these statistics.
Others would no doubt argue that if immi
gration controls were eliminated and bor
ders completely unpoliced, a massive num
ber of immigrants would enter the United
States and overload the welfare system,
causing taxes and the national debt to sky
rocket. Certainly this is a possibility. But,
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even if we grant this argument the benefit of
the doubt and concede that unrestricted
immigrants would indeed flood the welfare
system, the answer to the problem lies not
in closing off the borders or "beefing up"
border security. The answer lies in elimi
nating the American welfare state, and pro
hibiting anyone, native or immigrant, from
living at the coerced expense of another.

Immigration and Culture
A final argument against immigration

comes surprisingly from those generally
supportive of liberty and the philosophy of
the limited state. These critics are con
cerned for the preservation of what they
see as a distinct American culture and its
traditional heritage of European-style lim
ited government and market economies.4

Their fear is that this traditional culture is
being sabotaged by an influx of immigrants
who are unfamiliar with and perhaps even
hostile toward its institutional framework.
They contend that immigrants of the late
twentieth-century variety do not possess the
same ethnic characteristics of earlier immi
grants, and therefore do not have an appre
ciation for the" American way oflife. " Such
an argument suggests that recent immi
grants who hail from Third World nations
controlled by regimes of despotism have no
understanding of the traditional institutions
that have made America great. Allowing
these immigrants of vastly different culture
and ethnic heritage into the United States
will result in a grave polarization of our
society into racial enclaves that will run
roughshod over our most sacred political
and economic institutions.

To political conservatives, and even some
libertarians, this argument may appear com
pelling at first blush. However, it is flawed.
First, preserving' 'tradition" merely for the
sake of tradition is pointless. The idea of
tradition is meaningless unless we define
the essence of that tradition in terms of the
ideas that comprise it. Tradition alone is not
what has made America great. Rather, it has
been the reciprocal relationship between a
limited state and economic and social liberty

that has made the American way of life so
coveted-in other words, the philosophy of
liberty underlying the American tradition.

Expanding the power of government in
order to preserve tradition is a sure path to
the destruction of liberty. Americans ought
to be particularly aware of this fact since
the American tradition is bound together
so tightly with the philosophy of freedom
and limited government.

Yet, it is not the first time Americans have
been down this road. U.S. public education
began as a concerted effort to preserve the
Protestant "traditions" of the American
culture against the perceived threat of Ca
tholicism. By subject~ng the education es
tablishment to the decisions of. legislators
and bureaucrats in local, state, and eventu
ally national governments, Protestants
hoped to stem the tide of Catholicism flow
ing into America on a nineteenth-century
wave of immigration. As Samuel L. Blu
menfeld relates,

There was another reason why the Protestant
religionists decided to join the secularists [so
cialists] in promoting the public school move
ment. They shared a common concern with, if
not fear of, the massive Catholic immigration
to the United States during that period.... [It
was] argued that Protestants had to put aside
sectarian differences and unite to defend Prot
estant republican America against the "Rom
ish designs.,,5

By making schools public rather than
private, Protestants sought to use the power
of the state to exclude the teachings and
influence of Catholicism on their children,
thereby preserving. the Protestant "tradi
tion" in America by way ofmajority vote. In
retrospect, the bankruptcy of the American
public education system ought to serve as
a somber reminder that expanding state
power to preserve' 'tradition" is a sure path
to statism.

There is another flaw lurking in the argu
ment that open immigration leads to the
decline of a nation's cultural and institu
tional framework. Contrary to the anti
immigration position, the American tradi
tions of limited government and free market
economies are not based upon ethnic or
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racial origins. They are based upon ideas.
Western cultures cannot suppose them-

< selves to have a monopoly on the philoso
phy ofliberty, nor can Americans argue that
the political values of the limited state can
not be inculcated in non-American immi
grants. The ideas of freedom that have
created the American tradition can apply to
any ethnic or racial make-up.

But what happens if, over time, America
absorbs so many immigrants that, through
their influence, the ideas of limited gov
ernment and the free market economy be
come diluted? What happens when our po
litical system falls victim to immigrant
forces that seek to expand government
power? These are good questions. The fact
remains, however, that these fears are now
being realized, and the foes of liberty in
America are largely home-grown. Twenti
eth-century Americans have turned their
backs on the philosophy of the limited
state.6 They have generally refused to ac
knowledge the advantages of a laissez-faire
market economy. It is not the foreign ele
ment, but rather the domestic element that
we should fear. Before we begin to castigate
potential immigrants for the damage they
may do to our freedoms, we need to ac
knowledge the damage we have already
done on our own.

The answer is to return once again to a
government "of laws and not of men." In
other words, the state must be radically
limited in power and scope, with only min
imal duties which are explicitly defined.
This will put state power beyond the reach
of those individuals or voting blocs that
would seek to exploit it for personal gain.
We then would have no reason to fear
immigrants, regardless of their ideological
or political persuasion. Their ability to "sab
otage" our freedoms would be removed not
because we expand state power to keep
them out, but because we diminish state
power in all areas and allow them in.

Immigration and Freedom

Immigration policy should not be viewed
differently than trade policy: free, unregu
lated, unpoliced, open borders, devoid of
taxes, tariffs, or any other barrier to entry.
This is the policy of freedom to which
America owes her heritage. Unilateral free
trade, free immigration, and free emigra
tion, where individuals possess unob
structed and unregulated mobility and trade,
is a cornerstone ofa free society. In fact, the
free movement of peoples is no less impor
tant than the freedoms of speech, expres
sion, and association. Liberty is indivisible;
the laws of economics apply equally to all
peoples.

Americans must begin to accept the fact
that free trade and open borders are to their
utmost benefit. By embracing the philoso
phy of free immigration and free labor mo
bility, we benefit from the productivity,
ingenuity, and entrepreneurship not only of
those within are borders, but also of those
from without. Expanding the division of
labor into the international marketplace
makes available a vastly enlarged array of
resources, thus enhancing the living stan
dards of everyone. D

1. John S. DeMott, "Immigration Policy's Double Im
pact," Nation's Business, December 1994, p. 28.

2. See the compelling example offered by Jacob G. Horn
berger in ''The Case for Unilateral Free Trade and Open
Immigration," Freedom Daily, November 1994, p. 6.

3. Julian L. Simon, Population Matters: People, Re
sources, Environment, & Immigration (New Brunswick, N.J.:
Transaction Publishers, 1990), p. 265.

4. Perhaps the most developed argument from this position
can be found in Peter Brimelow, Alien Nation: Common Sense
About America's Immigration Disaster (New York: Random
House, 1995).

5. Samuel L. Blumenfeld, N.E.A.: Trojan Horse in American
Education (Phoenix, Ariz.: The Paradigm Company, 1984), p. 27.

6. For those who would argue that the decline in American
liberty during the twentieth century is related somehow to
immigration and open borders, the reality is otherwise. Twen
tieth-century America has never practiced open immigration
to the extent I am suggesting. Further, twentieth-century
Americans have become more nationalistic than their eigh
teenth- and nineteenth-century ancestors, thus reflecting, at
times, an extreme degree of suspicion or even hatred toward
foreign peoples.
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Thinking Carefully About
Macroeconomics

by Steven Horwitz

M ost people who believe in a free soci
ety have some knowledge of econom

ics. After all, the case for economic freedom
is usually the most difficult one to argue, and
if one is going to defend the idea offreedom,
one must be prepared to discuss economic
issues. However, this strategy can some
times face two differing problems.

The first is that economics is not a ho
mogeneous entity-there are different
schools ofthought with different approaches
to the subject matter and different policy
conclusions that emerge from these ap
proaches. Knowing some economics isn't
enough. One must be careful about what
it is one knows and what economics others
might know. This point by itself suggests
those who wish to make the case for the
market need to be as aware as they can be
about developments in economic theory and
policy.

Even beyond the issue ofpolicy, a second
complication comes into play. There are a
number of different theoretical arguments
for the free market. It would be easy to
simply dismiss these differences as irrele
vant, since all seem to wind up with the same
conclusion. However, some of those argu
ments may be better than others, and some
may be more convincing to particular audi
ences. Here, too, it pays for defenders ofthe

Dr. Horwitz is Eggleston Associate Professor of
Economics at St. Lawrence University in Can
ton, New York.

market to be as informed as possible about
these differences and the various arguments
each group presents.

What I would like to do in this essay is to
layout the Austrian school's approach to
some fundamental issues in macroeconom
ics, and, in so doing, address both of the
issues noted above: how does this approach
differ from more interventionist schools of
thought, and how does it differ from other
market-oriented approaches?

Macroeconomics and
Microeconomics

One of the issues that spans both of these
questions is the relationship between mac
roeconomics and microeconomics. Prior to
John Maynard Keynes in the 1930s, there
was not really a distinct system of analysis
known as "macroeconomics" which was
concerned with establishing direct causal
relationships among aggregates such as in
flation, unemployment, and gross domestic
product (GDP). Keynes was interested in
determining the "level of output as a
whole," and he argued that economists
before him had ignored this crucial question.
A great deal of Keynesian economics from
the 1930s to the 1960s was solely concerned
with these macroeconomic aggregates,
never asking what the relationship between
them and the choices made by individual
persons and firms in the economy might be.

781
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An important accomplishment of eco
nomics in the 1960s was to begin to ask
precisely this kind of· question. Milton
Friedman's work, in particular, sought to
explain inflation and unemployment more
in terms of the choices made by individuals
who were smart enough not to be fooled
consistently by government policy. Later
developments of those themes have ex
tended the assumption of individual ratio
nality to the point where individuals in many
recent models cannot ever be fooled by
systematic government policies. The work
of the so-called New Classical economists,
such as recent Nobel Prize winner Robert
Lucas, was important in reminding econo
mists that people do not behave the same
way no matter what policies governments
adopt. If governments inflate, for example,
individuals will have an incentive to recog
nize that inflation and take steps to neutral
ize its effects on themselves and their fam
ilies or firms.

As important as these contributions are,
they remained the victim ofone central flaw.
They were couched in terms of more and
more abstract models that assumed that
observed macroeconomic outcomes had to
be the result of perfect utility- and profit
maximizing behavior by individuals and
firms. The central assumption was that the

~ economy was in equilibrium and that ob
served macroeconomic outcomes had to be
compatible with microeconomic equilib
rium. The problem with this strategy is that
first, the conditions necessary for equilib
rium to hold never exist in the real world,
and second, it suggests that major macro
economic difficulties (such as 25 percent
unemployment during the Great Depres
sion) are just the result of optimal decisions
by individuals. Although it concluded from
this analysis that government policies will
be unable to improve on market outcomes,
this strategy does shift the analyst's focus
away from the role that government inter
vention might play in causing those out
comes.

Of course the Keynesians did not sit still
for these developments. They recognized
and accepted many ofthe counterarguments

made by Friedman and the New Classicals.
However, the general strategy of the so
called New Keynesians was to point out that
various informational limitations and rigid
ities inherent in real-world markets prevent
markets from achieving the equilibria that
the New Classical models were built upon.
As a result, argued the New Keynesians,
government intervention might improve
upon the free market by virtue of govern
ment's supposedly superior information and
ability to take advantage of those rigidities ,
and push the economy closer to that equi
librium. So New Keynesians share many
of the same underlying assumptions as the
New Classicals, they simply believe that in
some (if not many) cases markets alone are
unable to reach the equilibrium that the New
Classicals believe they can.

An Alternative Perspective
on Macroeconomics

It might surprise people who know a little
bit about Austrian economics to read an
essay about why macroeconomics matters.
Austrians are presumed to .reject the whole
concept of macroeconomics as being incon
sistent with the individualism that has long
defined their approach. To the extent that
macroeconomics is understood as only be
ing about the direct relationships among
economic aggregates, then it would be wise
to reject such an approach. However, all
economists are still interested in explaining
phenomena such as unemployment, infla
tion, and economic growth and their effects,
so we do need some way of analyzing those
issues. As noted earlier, a sound approach
to macroeconomics would insist that such
explanations (and the effects of changes in
aggregates) have to be understood in terms
of the microeconomic choices made by
individuals and firms.

One alternative way to explore these
issues is to reject the equilibrium orientation
of the major mainstream schools of thought
and see what difference that might make
in the analysis. Specifically, where these
schools see market prices as equilibrium
signals to perfectly rational actors (they
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simply differ on how well prices perform this
function), we might, by contrast, see market
prices as disequilibrium signals that guide
imperfectly informed individuals about
what to do and how well they do it. For
example, if you assume markets are always
in equilibrium, then any given price is fully
reflective of all of the knowledge and pref
erences of market actors. If so, then what
ever results is optimal. This is how an
equilibrium-oriented macroeconomics can
shrug its shoulders at 25 percent unemploy
ment. It's an equilibrium outcome, hence it
is optimal.

If, however, we argue that equilibrium
never actually exists, then the existing
prices of goods and services in the market
are not perfect reflections of people's pref
erences and correct knowledge, but rather
indicate the imperfect information con
veyed by individuals making choices in a
complex economy. Prices then have multi
ple roles in the market. First, prices help to
inform market actors about what choices
they might make next. Suppose I make
t-shirts. In deciding how to make my prod
uct I would want to know the prices of my
various options for raw materials and labor
in order to decide how much labor, what
kind of shirt material, and what kind of dye
or screening process I might use. Prices help
to inform these decisions. Second, after
having made my choices about inputs, I sell
(or can't sell) my t-shirts at some price in the
market. After the fact, the difference be
tween the price I receive for my output and
the combined prices of my inputs (including
time), tells me whether what I have already
done was the right thing to do.

These roles ofprices are perhaps obvious.
But when one assumes equilibrium, only the
first role is emphasized and even then prices
are assumed to be the right prices from the
start. If one starts by assuming markets are
always in disequilibrium, .a third role for
prices emerges. Our first two roles assumed
that we already knew that we wanted to
make t-shirtsand that therefore we had
some perception that a market for such .
t-shirts existed. But what makes such real
izationsoccur? As Israel Kirzner's work has

long emphasized, this recognition of previ
ously unseen opportunities is known as
entrepreneurship and it is essential to the
discovery process of the market. This third
role of prices is to alert us to such oppor
tunities that would otherwise be missed. I
might currently produce t-shirts, but in look
ing at various input prices and by imagining
what price I might get if I began to produce
shorts with cartoon characters or sports
logos on them, I might be .led to see an
opportunity I would not have without
prices. The disequilibrium prices of the
market are central to alerting people to
entrepreneurial opportunities.

InBation
How does all of this relate to macroeco

nomics? What an alternative approach to
macro might look for are the ways in which
government policies, which are designed to
affect broad aggregates like the price level
or rate of unemployment, affect these indi
vidual disequilibritIm prices and undermine
their ability to lead to market coordination.
Take inflation, for example. Mainstream
discussions of inflation generally emphasize
the problems created by variations in the
aggregate price level. Inflation is bad be
cause it is hard to, for example, write
contracts if the parties cannot be sure of
what the overall level of prices will be in the
future. Alternately, inflation is bad because
it means that sellers have to remark their
prices more frequently, and these ongoing
changes in prices require the use of re
sources that would otherwise go toward
production directly. Although both of these
are indeed problems caused by inflation,
they seem relatively minor when compared
with what a view that takes the market
process seriously suggests.

Rather than worry about the overall level
of prices, economists could instead look
at the way in which inflation affects the
individual prices in an economy. As excess
supplies of money work their way through
the market, they cause differential effects on
prices. Some go up by a lot, some only by
a little. These price effects divorce prices
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from the underlying preferences of produc
ers and consumers and in so doing under
mine all three informational roles ofprices
discussed above. When the informational
role of prices is damaged, economic coor
dination is more difficult and economic
growth suffers as a result. 1 The real effects
of a macroeconomic disturbance like infla
tion are the ways in which it undermines
the microeconomic coordination process by
disrupting price signals. If the analyst begins
by assuming this coordination has already
occurred, as do equilibrium models, then
these effects of macroeconomic distur
bances will be overlooked.

These price effects cause further effects
throughout the economy. Of special interest
is the way changes in the prices ofconsumer
goods lead to distortions in input markets
and the capital structure as they respond to
the constantly changing signals coming from
consumer goods. The changes in capital
equipment orjob training that result as firms
react to the temporary effects of inflation
are generally not completely reversible and
thus involve economic waste. Once again,
this perspective illuminates an aspect of
macroeconomics not captured by main
stream approaches, including those, like
Friedman's, which are sympathetic to eco
nomic freedom.

In addition, this approach differs from the
New Keynesians because of this stress on
the role of prices in stimulating entrepre
neurial discoveries. The New Keynesian
argument that governments can overcome
information problems in markets is almost

always put in terms of the information
necessary for reaching equilibrium. Even
if governments were capable of doing so (a
dubious assumption at best), it still ignores
the discovery role of prices. As market
process economists have long stressed,
achieving equilibrium is not the standard by
which tojudge a capitalist economy. Rather,
the comparison is between what really
existing market competition can achieve in
comparison to really-existing (not what get
drawn up on a blackboard or computer)
government intervention that suppresses
the market.

Macroeconomics does indeed matter and
it is important to understand both the main
stream and non-mainstream approaches to
the subject. The differences between these
approaches are important for how we un
derstand macroeconomic phenomena, how
we assess their costs, and what we might do
to reduce those costs. Austrian-type argu
ments are not just one more weapon one can
pick up along with those of other econo
mists. They reflect a distinct perspective on
political economy which needs to be under
stood both on its own terms and in compar
ison to other such perspectives. It is impor
tant for those who value freedom to be
reasonably aware of these differences and
their implications. D

1. I have discussed these issues in much more depth in my,
"The Political Economy ofInflation: Public and Private Choic
es," Durell Journal of Money and Banking, 3 (4), November
1991; and also "Inflation" in Peter J. Boettke, ed., The Edward
Elgar Companion to Austrian Economics (Aldershot, UK:
Edward Elgar), 1994.
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Why Economists Need
to Speak the Language
of the Marketplace

James c. w. Ahiakpor

A sk a group of economists whether sav
ing is necessary to promote investment

and economic growth, and you will get a
variety ofresponses. Some would claim that
the answer depends on whether the econ
omy is operating at "full employment,"
since outside of full employment their an
swer is no. Others would simply say no, it is
rather investment which makes savings pos
sible. A minority however would say defi
nitely, without saving there can be nothing
to invest. Indeed, a debate last summer
among historians of economic thought on
the internet well illustrates this amazing
state of confusion among economists over
an issue so fundamental as the primacy of
saving to make investment possible. So how
did economists get into this state of affairs?

Trace it to the publication of Keynes'
General Theory (1936), in which he argues
what is now called' 'The Paradox ofThrift. "
Keynes' claim is that saving at the national
level is bad for an economy because when
people decide to save more rather than

Dr. Ahiakpor is Professor and Chairman of the
Department o/Economics, California State Uni
versity, Hayward. This article is based on his itA
Paradox ofThrift or Keynes's Misrepresentation
of Saving in the Classical Theory of Growth?,"
published in the Southern Economic Journal,
Vol. 62, July 1995, pp. 16-33.

consume, they deprive producers of market
demand. As a result, production contracts,
fewer people are hired, less income is gen
erated, and the community becomes poorer.
And with lower incomes, people will actu
ally save less than they initially intend
ed-so the argument goes. But a community
in which people decide to consume more
than save would create more demand for
producers who will hire more workers, and
thus create more income from which more
savings will flow. And interest rates are not
supposed to react to the changing desires of
the public to save. Through this reasoning,
Keynes believes he found "an explanation
of the paradox of poverty in the midst of
plenty," namely, the problem of wealthy
communities making themselves poorer by
their inclination to save.!

Keynes' argument defies sound logic, al
though many economics textbooks teach
it as if it were valid. Even some of the few
who cast doubt on the empirical validity of
Keynes' claim, nevertheless insist that the
proposition is theoretically sound.2 Modern
dissenters from Keynes' fallacy, especially
Henry Hazlitt, have had little luck dissuad
ing a majority of the academic economics
community from teaching the doctrine that
increased saving is a public vice.3

Some students who go on to fields such

785
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as development economics or finance are
taught that the public's. saving in the form
of purchasing (private) financial assets is
conducive to economic growth. But many
still get stuck in a state of ambivalence,
never being sure whether saving is logically
prior to investment. Such is the state of
economics education that Axel Leijonhuf
vud calls Keynes' paradox of thrift "one
of the most dangerous and harmful confu
sions ever taught as accepted economic
doctrine, " but this critique has had little
effect in eradicating its teaching.4

The key to this dilemma for economists is
their continued use of the term saving as
Keynes defines it in his General Theory
(e.g., pp. 81, 166-67) such that it could
mean the hoarding of cash, which is incon
sistent with language of the marketplace as
well as the teachings of economists before
him, including Adam Smith,David Ricardo,
and Alfred Marshall. Indeed, when people
think of saving, they do not plan to accu
mulate in cash portions of their monthly
paychecks under their mattresses or in their
stockings. Rather they think ofputting such
funds in a bank account, savings or credit
union to earn interest, or play the stock
market (for capital gains or dividends), or
buy bonds for interest income (or capital
gains, should they sell them before bond the
redemption date). Thus, as Marshall states
in his Money, Credit and Commerce, " ...
in 'western' countries even peasants, if well
to do, incline to invest the greater part of
their savings in Government, or other famil
iar stock exchange securities, or to commit
them to the charge of a bank. ,,5 This is why
the act of saving is not "the negative act of
refraining from spending the whole of
[one's] current income on consumption" as
Keynes claims it is in his Treatise. 6 But
rather, saving is spending on future income-
earning assets. .

Another way to clarify the active, rather
than passive, act that saving really is, is to
note that it is not the same thing as hoarding
one's income in cash. Henry Hazlitt's crit
icism of Keynes on the paradox of thrift
proposition focuses on the fact that hoarding
is occasioned by government's disturbance

of the people's confidence which leads to
their preference not to hold financial assets.
In The Failure of the "New Economics,"
Hazlitt also quotes David Ricardo's correct
criticisms of Malthus for the latter's con
cerns over excessive saving which could
(in Malthus' mistaken mind) be injurious to
effective demand.7 But Malthus' firm state
ment of the meaning of saving, in which he
declares that "No political economist of the
present day can by saving mean mere hoard
ing, " better helps to illustrate the error of
Keynes 'association of hoarding or non
spending with saving.8 Similarly, John Stu
art Mill's clarification of the meaning of
saving in his Principles helps a great deal.
He says:

The word saving does not imply that what
is saved is not consumed, nor even nec
essarily that its consumption is deferred,
but only that, if consumed immediately, it
is not consumed by the person who saves
it. Ifmerely laid by for future use, it is said
to be hoarded; and while hoarded, is not
consumed at all. But if employed as cap
ital, it is all consumed [spent]; though not
by the capitalist.9

Understood as the classical economists
taught, and the general public means in
common usage in the marketplace, in
creased saving does not depress total spend
ing, but only shifts the composition of
spending more towards investment or pro
ducers' goods and less towards immediate
satisfaction of consumption demand. Such
understanding helps easily to set aside the
analytical fable called the paradox of thrift,
promoted to a great extent by Paul Samuel
son's best-selling textbook, Economics, by
which increased saving depresses aggregate
demand or total _spending and causes a fall
in subsequent level of income.

The great teachers of economics sought
to communicate ideas in the language of the
marketplace. Indeed, Alfred Marshall urges
economists to do the same, arguing in regard
to the term "capital" that "economists have
no choice but to follow well-established cus
toms as regards the use of the term capital in
ordinary business, i.e. trade-capital.,,10
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Keynes is known to have made up his own
meaning for terms in ordinary usage, much
to the confusion of his audience. And many
of Keynes' modern-day followers continue
with his distortion oflanguage, as in the case
of associating saving with the hoarding of
cash, and hence a refusal to spend or "a
withdrawal from the spending stream. " Ac
cordingly, modern Keynesians derive some
surprising conclusions, e.g., Samuelson
and Nordhaus' warning against "President
Reagan's tax cuts put forth as a means of
promoting [private sector] saving" in the
United States, and that governments should
promote consumption, not saving. 11

But saving is not hoarding. It is what most
people understand it to be: buying or invest
ing in financial assets issued by banks and
other borrowers or investors. This is why
savings promote economic growth, as the
classical economists taught before Keynes
changed the language of modern economics
so drastically to the detriment ofmeaningful
dialogue or communication between econ
omists and the rest of the public. D

1. John Maynard Keynes, The General Theory of Em
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Basingstoke: Macmillan, 1974 [1937]), p. 30.
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Heath, 1991), pp. 279-81, and Michael Parkin, Macroeco
nomics, 2nd ed. (New York: Harper and Row, 1993), pp.
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3. See Henry Hazlitt, The Failure of the "New Econom
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4. Axel Leijonhufvud, Information and Coordination
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vol. 1, p. 172, emphasis in original. Keynes makes a similar
claim in his General Theory (p. 210).

7. Hazlitt (1959, p. 218) makes the point that "people in a
modem economic community do not simply hoard money in a
sock or under the mattress," but does not focus on Keynes'
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8. Quoted in Mark Blaug, Economic Theory in Retrospect,
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Economics on Trial

The Stagnation Thesis
is Back!
". . . the economy cannot on its own
generate enough steam to provide our full
potential of growth."

-Alvin H. Hansen,
"The Stagnation Thesis" (1954)1

by Mark Skousen

" ... we no longer have a fertile frontier
to exploit or a monopoly on the fast
growing mass-production and distribution
industries that spearheaded growth."

-Jeffrey Madrick,
The End ofAffluence (1995)

Remember Alvin Hansen's "stagnation
thesis"? The Harvard economist first

proposed this quasi-Keynesian proposition
in the late 1930s when the U.S. economy
was "stuck" in a never-ending depression.
Unless the government engaged in massive
federal spending, he asserted, the economy
was doomed to lackluster performance due
to declining population growth, the disap
pearance of labor-saving technology, and
the closing of new frontiers.

Fortunately, Hansen's stagnation thesis
was repudiated both in theory and practice.2

A booming population, advanced technol
ogy, and new frontiers (computers, elec
tronics, telecommunications, etc.) pro
pelled the U.S. economy to a period ofrapid
economic growth following World War II.

Now, a generation later, a prominent
economic journalist has declared that the
U.S. is going through another round of
stagnating growth. According to Jeffrey
Madrick in his new book, The End ofAfflu
ence, the nation's economic growth has
slowed to 2.3 percent a year on average
since 1973. Before that, it grew at an average

Dr. Skousen is an economist at Rollins College
and editor ofForecasts & Strategies, an invest
ment newsletter.

annual rate of3.4 percent. The decline of 1.1
percentage points represents $12 trillion in
lost wealth since 1973. "Twelve trillion
dollars is more than enough to have bought
each of America's homeowners a new
house, or paid off all our government, mort
gage, and credit-card debt, or replace all of
our nation's factories, including capital
equipment, with new ones.,,3

Not only does Madrick paint a bleak
picture of falling real wages, eroding mar
kets, closed factories, and rising poverty,
but, worse, he contends that there is virtu
ally no way for America's economy to
regain its old ways of high performance.

Madrick blames a new form of global
capitalism, not government, for this disas
trous "slow growth" development. "The
main reasons for this decline are not infla
tion, government budget deficits, low levels
of investment, faltering education, the irre
sponsibility of Democrats or Republicans,
excessive spending on the military, the
aged, or the poor..." (p. 3). Rather, the
cause is the permanent loss of America's
capacity for mass production, which has
been replaced by "flexible" production by
the Asians, Europeans, and other foreign
competitors. No longer do companies pro
duce a single mass product, but a wide
variety of products in a single factory. This
new intensive form of international compe
tition has made economies of scale and big
business obsolete. The result is a sharp
curtailment in productivity growth, which is
both permanent and worldwide. According

788



to Madrick, even higher education and train
ing don't pay like they used to. In short, we
are doomed to slower growth, both here and
abroad.

Of course, Madrick's fatalistic argument
is as fallacious as Hansen's old stagnation
thesis. There is no reason why the United
States can't grow 3 percent or 4 percent or
even 5 percent a year over the next de
cade-if the right actions are taken. To
suggest that fiscal and monetary policy has
little to do with economic performance is
preposterous. And to assert that increasing
competition and innovation reduce produc
tivity is absurd. But that's the kind of
thinking that comes from a former NBC
economics reporter and graduate of Har
vard Business School.

Recent evidence contradicts Madrick. In
fact, the day I bought his book, Business
Week (Oct. 9, 1995) came out with a cover
story on U.S. productivity. Due to restruc
turing and innovative production methods,
U.S. productivity posted a remarkable 3.5
percent gain over the past year, higher than
all other industrial nations. "Technology is
transforming the American economy into
the most productive in the world," the
magazine reported. "The result: higher liv
ing standards seem inevitable."

Moreover, American business could do
even better if the government adopted the
right kind of macroeconomic policies. What
Joseph Schumpeter said about the stagna
tion thesis could well apply to Madrick's
theory: "Though there is nothing to fear
from people's propensity to save, there is
plenty to fear from other factors. Labor
unrest, price regulation, vexatious adminis
tration and irrational taxation are quite ad
equate to produce results from income and
employment that will look exactly like a
verification of the stagnationist theory. ,'4

Imagine the favorable effects the follow
ing policy recommendations would have on
American industry and wage growth:

-reducing or eliminating the capital gains tax;
-adopting a fiat tax with generous exemptions

for low-income workers;
-replacing Social Security with a genuine

private pension system;
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-curtailing wasteful spending, selling off fed
eral assets, and privatizing government services,
resulting in a budget surplus.

Despite Madrick's claims to the contrary,
such macroeconomic policy changes would
cause a sharp drop in real interest rates and
a dramatic increase in economic growth and
productivity.

Skeptics who question the benefits of a
"supply side" revolution should take a look
at the recent success story of Peru. For
decades, Peru experienced a form of secular
stagnation, suffering from high taxes, hy
perinflation, bureaucracy, and corruption.
Then unexpectedly an outsider, Alberto
Fujimori, was elected president. His admin
istration transformed the economy. Infla
tion was cut from 7,650 percent in 1990 to 13
percent this year. Peru imitated Chile by
creating its own alternative private Social
Security pension plan. It engaged in exten
sive privatization, including Telefonicas del
Peru. Even better than Chile, it abolished
taxes on capital gains, dividends and inher
itance. The maximum tax rate on income
was cut to 30 percent. And there are no
foreign exchange controls.

Not surprisingly, stagnating Peru became
the fastest growing economy in the world,
with a real economic growth rate exceeding
13 percent this past year. President Fujimori
was re-elected recently with 64 percent of
the vote.

The United S'tates could see a dramatic
rise in its fortunes if it followed a similar
path. Its growth rate may not reach 13
percent, but it could easily double to 5
percent or more. To paraphrase Adam
Smith, there is much potential in a nation.
Don't sell America short. D

1. Alvin H. Hansen, "The Stagnation Thesis," Readings in
Fiscal Policy, ed. by Arthur Smithies and J. Keith Butters
(Irwin, 1955). Hansen first raised the specter of secular
stagnation in Full Recovery or Stagnation? (Norton, 1938).

2. Hansen's theory was dealt a deathblow by George
Terborgh's The Bogey of Economic Maturity (1954). Econo
mists as diverse as Paul Samuelson and Mark Blaug agree that
Hansen was proven wrong.

3. Jeffrey Madrick, The End ofAffluence (Random House,
1995), p. 6.

4. Joseph Schumpeter, Capitalism, Socialism and Democ
racy (Harper & Row, 1950), p. 398.
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BOOKS
The Foundations of American
Constitutional Government

Compiled by Robert D. Gorgoglione
Introduction by Clarence B. Carson
The Foundation for Economic Education.
1995 • 294 pages + index. $14.95 paperback

Reviewed by Daniel F. Walker

We've all heard the abominations which pass
for popular political discourse throughout

America today.
"The American way is the way of democracy;

the majority rules."
"Human rights obviously are more important

than property rights."
"Rights are given to us by the government."
"The 'general welfare' clause of the Consti

tution justifies our welfare state and the redistri
bution of wealth. "

Admittedly, current times offer some hope for
a re-birth of appreciation of fundamental consti
tutional values. At the Clarence Thomas hear
ings, Richard Epstein's Takings was waved
around by a Joseph Biden terrified at the prospect
of the national government being required to
compensate citizens when federal regulations
diminish individuals' rights to property. The U.S.
Supreme Court has, albeit meagerly, begun to
recognize constitutional protection of property
rights. This year the Tenth Amendment, too, was
rediscovered by the Supreme Court, the federal .
legislative branch has been informed that there
are limits beyond which statutes cannot go. State
legislatures are passing "10th Amendment Res
olutions" as shots across the bow of the Beltway
leviathan.

Still, the rediscovery of the Constitutional
design has a long way to go. Several years ago,
Robert Bork referred to the Ninth Amendment as
an "inkblot." Few conservatives expressed any
dismay at Bork's commentary. Even in the midst.
ofa so-called Congressional "revolution," block
grants from Washington to the states, with fewer
Federal conditions, are considered an indication
of "federalism," as if under that concept the
states are only quasi-administrative units of the
national government-but with more' 'freedom"
to craft programs, freedom "allowed" by Con
gress.
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When an overwhelming majority of legislative
"revolutionaries" and movement "leaders" fail
to exhibit a sound, complete grasp of our pri
mary, foundational document of governance, it
is all the more important for the citizenry itself
to grasp the essence of that document-to under
stand its principles, its historical context, the
guiding presuppositions and beliefs of those who
drafted the Constitution and those who ratified it.

FEE's most recent collection of essays, Foun
dations ofAmerican Constitutional Government,
is just the publication for anyone who wants a
thorough grounding for understanding our Con
stitution and applying it to our political life. This
collection of previously published Freeman es
says spans 30 years; including contributions from
historian Clarence Carson; the late M. E. Brad
ford, the noted "Southern agrarian" conserva
tive; philosopher John Hospers; historian Robert
Higgs; and economist Dwight Lee, among oth
ers. The book is marketed as a primer, but be
assured that the person who absorbs this book's
lessons will gain a sober grasp of the intellectual
ground from· which the Constitution grew, its
historical context, what the Founders intended
it to accomplish, the permissible reach of gov
ernment powers, and how profoundly "undem
ocratic" our government was structured to be
and why that's so. (The primary drawback of this
book is the appendix;· while it contains for ref
erence the original Constitution and the first ten
amendments, the other 17 amendments are not
included. Also, the absence of the Articles of
Confederation, predecessor to the Constitution,
is regrettable.)

Several essays stand out. George W. Nilsson's
essay, "Not in the Constitution," carefully ex
amines the context and meaning of the "general
welfare" clause, oft-cited and terribly misunder
stood. This essay should be read by every
political science undergraduate student, every
first-year law student, and every public official in
America. The gist of the es'say? There is no grant
of plenary power to the national government; as
Nilsson wrote, "Knowing what led up to the war,
and reading the charges in the Declaration of
Independence; can anyone for a minute think that
the colonists generally, and the members of the
convention specifically, would have adopted a
constitution which granted general welfare pow
ers to the federal government?" Clarence Car
son's essay on "The General Welfare" nicely
complements the Nilsson essay.

Robert Higgs' essay regarding individual
rights and the nature of government is a reality
based summary which should be widely read.
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Higgs destroys the false dichotomy between
"human rights" and "property rights," but not
before reminding us that "[e]very government,
ultimately if not immediately, relies on physical
violence to enforce its rule."

Professor Dwight Lee's piece on "The Polit
ical Economy of the U.S. Constitution" offers a
particularly good review of the U.S. Supreme
Court's economic jurisprudence through 1986.
Lee's likening the government to the role of a
referee in a football game is just the sort of
illustration appropriate for those who seldom or
never have thought through the implications of
Constitution-related discussions they've heard
before.

M. E. Bradford's contribution, "Not So Dem
ocratic," is an outstanding essay regarding the
profoundly "undemocratic" beliefs of the fram
ers of the Constitution and the numerous anti
majoritarian mechanisms within the document.
The Constitution is no mere blueprint for popu
list, majoritarian government; the super-majority
votes required for amending the Constitution
obviously are structured and required to prevent
tinkering by bare majorities. Consider the Sen
ate, where the least populous and most populous
states are represented by the same number of
Senators: two. A simple majority is not sufficient
to override a Presidential veto; two-thirds of the
House and two-thirds of the Senate must vote
accordingly. Other examples of anti-majoritarian
mechanisms abound. One cannot read Brad
ford's essay without a deeper appreciation for
the "anti-democratic" measures in our Consti
tution which passionate, fleeting majorities on
given issues cannot ignore, measures which safe
guard us from the tyranny of the majority.

Clarence Carson's essay on "The Meaning of
Federalism" is an excellent survey of the topic,
highly recommended. A point particularly appre
ciated by this reviewer is Carson's attention to
the phrase of states' rights: "states have powers
(as do all governments), not rights.... Rights
belong to individuals in the American constitu
tional system. " Amen. The less semantic confu
sion over rights and powers, the better.

Finally, John Hospers' essay concerning
"Freedom and Democracy" cleanly picks apart
the mythology of democracy as "self-govern
ment." "[W]hen people speak of democracy as
self-government, they are not speaking about
each person governing himself; they are speaking
of a process in which a majority of voters, or a
majority of members of a legislature, make de
cisions which have the force of law for every
one, including those who are opposed to what is

enacted." Participating in decision-making is
one thing; living with the consequences of col
lectivelymade decisions is entirely another.
Hospers' piece is a solid companion to Brad
ford's essay; together, they force the worship
pers of "democracy'" and "the will of the peo
pie" to reconsider the ramifications of their
beliefs.

Overall, The Foundations of American Con
stitutional Government is a refreshing and pro
vocative review of historical context, the sub
stance, and the political theory infused within the
Constitution. Students and non-students alike
would do well to arm themselves with this book
before confronting those' 'modern interpreters"
who twist the Constitution to justify the intru
sive, belligerent "Nanny State" we know as the
federal government. 0
Mr. Walker is an attorney in private practice in
Tallahassee, Florida.

Leviathan at War

edited by Edmund A. Opitz
The Foundation for Economic Education.
1995 • 191 pages. $14.95 paperback

Reviewed by. Robert Higgs

Perhaps the most valid justification of govern
ment is its defense of citizens against foreign

aggressors. But when governments wage war, a
thin line separates defense and offense. And even
in a defensive war, governments typically de
prive their own citizens of many liberties. His
torically, war has done more than anything else
to enhance the power of governments and to
diminish the liberties of the people. Classical
liberals have always recognized the dangers of
war and supported policies, such as free inter
national trade, that reduce the likelihood of war.

The Foundation for Economic Education has
stood squarely in this classical liberal tradition,
and over the years its monthly publication, The
Freeman, has presented many articles alerting
readers to the domestic dangers of war and
espousing policies that promote peaceful inter
national relations. Leviathan at War, edited by
Edmund A. Opitz, reproduces many of those
articles as well as several other commentaries.
The longest essay in the collection, Wesley Allen
Riddle's "War and Individual Liberty in Amer
ican History," is a previously unpublished con
tribution.



In a chapter on "The Roots of War," Ayn
Rand succinctly states a major theme ofthe book:
"If men want to oppose war, it is statism that
they must oppose. So long as they hold the tribal
notion that the individual is sacrificial fodder for
the collective, that some men have the right to
rule others by force, and that some (any) alleged
'good' can justify it-there can be no peace
within a nation and no peace among nations."

In an excerpt from Human Action, Ludwig
von Mises expresses similar ideas. "Aggressive
nationalism is the necessary derivation of the
policies ofinterventionism and national planning.
While laissez faire eliminates the causes of in
ternational conflict, government interference
with business and socialism create conflicts for
which no peaceful solution can be found. " Mises
describes how the engagement of governments
in "total" war led them inexorably to extend
their controls over economic life.

Perhaps the starkest wartime deprivation of
liberty is the conscription of men to serve as
soldiers. The United States first conscripted men
during the Civil War. In World War I nearly 3
million were drafted, in World War II some 10
million, and the draft persisted until 1973. In
"The Conscription Idea," written in 1953, Dean
Russell lamented that "the principle of conscrip
tion is now fearfully close to becoming a perma
nent American institution." Russell, who had
served in the Air Corps for five years during
World War II, rejected the standard defense of
the draft, which maintains that the end justifies
the means. Said Russell, "Those who advocate
the 'temporary loss' of our freedom in order to
preserve it permanently are advocating only one
thing: the abolition of liberty. " He believed that
if the United States were genuinely menaced
from abroad, volunteers would come forward in
sufficient numbers to defend the country.

The book reprints Daniel Webster's stirring
speech opposing conscription when it was pro
posed in 1814. "An attempt to maintain this
doctrine upon the provisions of the Constitu
tion," declared Webster, "is an exercise of
perverse ingenuity to extract slavery from the
substance ofa free Constitution. " Anyone would
be struck by reading Webster's speech alongside
the unanimous decision of the U.S. Supreme
Court upholding the constitutionality of the draft
in 1918. Then, ChiefJustice Edward White found
himself' 'unable to conceive" how anyone could
regard conscription as involuntary servitude
obviously, America's effective constitution had
changed enormously since 1814. In an excerpt
from a 1944 book, the British military historian
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B. H. Liddell Hart criticizes conscription, calling
it "a decisive step towards totalitarianism."

In "How to Finance a War," Willard M. Fox
exposes the fallacy that the costs of war can be
shifted to future generations by debt financing.
He observes that "the real cost of waging war is
borne by the living who are deprived of things
that in the absence of war could be produced and
consumed in ordinary peacetime life. No amount
offiscal hocus pocus can change that reality. " He
also shows how the U.S. government has re
sorted to inflation to help finance its wars, and he
explodes the myth of wartime prosperity. He
concludes that' 'by a combination of persuasion,
appeals to patriotism, veiled threats of coercion,
and bidding a high enough price, government can
get what it wants in the market" for most wartime
purposes.

Nothing displaces sound morality quicker than
warfare~ Soldiers are lionized for indiscrimi
nately killing people and destroying property
actions that would ordinarily bring moral cen
sure. Government propaganda encourages citizens
to dehumanize.enemy populations, so that mass
murder can go forward without moral restraint.
Leonard E. Read's contribution, "Conscience
on the Battlefield," challenges the herd mentality
underlying the savagery that attends the waging
of war. Mark Twain's classic "War Prayer" hits
the same target.

James Madison spoke wisely when he warned
that "of all the enemies to public liberty war is,
perhaps, the most to be dreaded." It is incon
ceivable that, absent the wars ofthe past century,
the government of the United States-and prob
ably many others as well-could have grown
nearly so powerful. From its participation in
wars, the U.S. government gained, for example,
high income-tax rates and income-tax withhold
ing, the system used to finance the voracious
modem welfare/warfare state. Even more impor
tantly, victory in the world wars convinced
Americans that the federal government has the
ability to achieve great social objectives in the
public interest and can be trusted to do so. A clear
progression leads from wartime economic plan
ning to the massive contemporary government
meddling in economic affairs.

Edmund Opitz deserves much credit for com
piling an excellent collection ofcommentaries on
a subject of the greatest importance. No matter
how much Americans may wish to throw off the
shackles of the welfare state, recover their lost
liberties and live in peace, they stand little chance
so long as the government can divert them by
engaging in war. As Opitz wisely observes,
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"while many people say they want peace, few
know or want the things that make for peace. . . .
When men rely on political privilege to acquire
economic goods, they have already embraced
the near end of a principle whose far end is
war." D
Robert Higgs is Research Director for the Inde
pendent Institute.

Alien Nation

by Peter Brimelow
Random House. 1995 • 327 pages. $24.00

Reviewed by Gregory P. Pavlik

Peter Brimelow, a journalist and senior editor
at Forbes and National Review, has written

a stimulating and illuminating discussion of the
morass that passes for U.S. immigration policy.
Brimelow argues, correctly, that current immi
gration regulations are part of a wider trend that
seeks to change the face of America: that is, the
official policy of the federal government is part
and parcel of the domestic social engineering
efforts that aim at a radical transformation of
American society from its European mores, folk
ways, and culture. Hence, along with the eleva
tion of Third World lifestyles under the leftist
rubric of "multiculturalism," current supporters
of U.S. immigration laws and so-called open
borders, are buttressing anti-Western trends by
importing masses of largely unassimilable minor
ities.

Contemporary libertarian critics of open bor
ders contend that immigration serves to bolster
the cost and size of the welfare state, a point that
Mr. Brimelow demonstrates conclusively. It is
also important to note that the current shape of
immigration is politically determined: it actively
limits the immigration of skilled Europeans who
are more likely to assimilate-as well as add to
the economy.

In his book, Mr. Brimelow addresses the
economics of immigration directly. He shows
that the economic benefits from recent immigra
tion have been almost unnoticeable. In fact, there
would have been virtually no loss of economic
growth if the current massive immigration wave
had never occurred. Brimelow also shows that
the quality, in terms of economic potential, of
current immigrants is much lower than that of
the current American work force, the long-range
effects of which have yet to be felt.

Mr. Brimelow also provides a provocative
demonstration that free trade can replace immi
gration in public policy, allowing us to enjoy the
benefits of the international division of labor
without the social dislocations and destructive
ness of mass immigration. As an example, "[t]he
Japanese have factories in the Philippines rather
than Filipinos in lapan." A similar situation
existed in Victorian England. In Britain, the
period of "splendid isolation" was characterized
by almost unlimited free trade and virtually no
immigration. In other words, the interp.ational
division of labor and the mobility of capital ten~s
to eliminate the need for large-scale immigration.

Alien Nation is a hard-hitting rebuttal of the
positions embraced by advocates ofopen borders
in other ways. Supporters of mass immigration
obscure the dangers that continued immigration
from the Third World presents to America's
European civilization. The basis of this obfusca
tion rests in part on what has been called the
Myth of Economic Man-the fallacious world
view that boils all of human society and interac
tion down to economics and materialism. There
are values, ways of life, and aspects of civiliza
tion that are extrinsic to economics, and moti
vations for human behavior that are determined
by longstanding cultural practice-and even bi
ological urges-that a purely economic world
view is unable to address, understand, or explain.
It's worth noting that the Myth of Economic Man
also underlies classical Marxism, whereas it is
decidedly not a part ofthe free market view ofthe
Austrian School which teaches that human ac
tions are motivated by human values which may
be entirely unrelated to material concerns.

Mr. Brimelow also makes an important corol
lary point: freedom and free markets do not-in
fact, cannot-emerge from a vacuum. Freedom
is a political category that emerges from a par
ticular history that lends itself to a particular
political disposition. If this were not the case,
free political institutions would be the hallmark of
world politics. Mr. Brimelow's contention is that
the supporters of our current policy, and their
apologists in the open borders corner, are in the
process of overhauling the character ofAmerica.
No honest person can believe that this will be
without political ramifications. D
Mr. Pavlik is Assistant Editor of The Freeman
and Director ofFEE's Op-Ed program.



The Case for Free Trade and
Open Immigration
edited by Richard M. Ebeling and
Jacob G. Hornberger
The Future of Freedom Foundation. 1995 •
143 pages. $17.95 cloth; $9.95 paperback

Reviewed by Robert Batemarco

Should a free country's freedom stop at its
borders? Libertarians have long answered

this question with a resounding "No!" Yet in
recent years, some staunch friends of a free and
open economy have come to see open borders
as a threat to domestic freedom rather than a
complement to it. Peter Brimelow, whose pro
vocative Alien Nation is reviewed in this issue, is
a case in point.

The contributors to The Case for Free Trade
and Open Immigration, however, see freedom as
indivisible. They are of one voice in blaming any
adverse consequences ofour most recent wave of
immigration on our domestic welfare state. They
view calls to restrict immigration as confirmation
ofMises' claim that any hampering of the market
economy creates problems which are used to
"justify" further intervention. Co-editor Richard
Ebeling blames, "licensing restrictions, .
heavy tax burdens, ... welfare programs, .
government schools with their mandatory bilin
gual programs," as opposed to immigration per
se, for any threat immigration poses to our
economy and our culture.

Ultimately, their advocacy offree immigration
rests on the sanctity of property rights. As Shel
don Richman points out in his piece, "There is
nothing inherently coercive about a foreigner's
move to the United States. He pays for trans
portation. He rents or buys living quarters. He
works for a consenting employer or starts his
own business." If he does not, he is an invader
rather than an immigrant and should indeed be
repelled. Those anti-immigrationists who, in the
heat of argument, treat all immigrants as an
invading army, however, seem to have lost sight
of this distinction.

One important libertarian pro-immigration
argument this book fails to include is the nature
and magnitude of the new powers we must
hand over to our government if we are really
serious about sealing our borders. The power
already granted to disrupt operations and levy
fines on employers of illegal immigrants seems
to have had minimal effect. Can seizing those
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employers' assets or putting them in prison be far
behind?

While the immigration issue is currently stir
ring up controversy among free-marketeers, it
only constitutes half of this book. The rest deals
with free trade, where among libertarians con
sensus still reigns. As in the chapters on immi
gration, the contributors exhibit a knack for
getting down to first principles. James Bovard,
for instance, succinctly captures the essence of
what distinguishes fair trade from free trade by
posing the query: "Is coercion ever fairer than
voluntary agreement?" Discussions of managed
trade, U.S. protectionist policies, and Friedrich
List's role in promoting protectionism round out
this section of the book.

The contributors to this volume should be
quite familiar to readers of The Freeman, most
having served as FEE staff members, lecturers,
or writers for The Freeman. In addition to editors
Hornberger and Ebeling, contributors include
Leonard E. Read, Ludwig von Mises, Bettina
Bien Greaves, W. M. Curtiss, Lawrence W.
Reed, and Gregory F. Rehmke. For those inter
ested in understanding the classical liberal view
that both people and goods should be permitted
to cross borders freely, this book is an excellent
place to start. D
In addition to editing the book review section of
The Freeman, Dr. Batemarco is a marketing
research manager in New York City and teaches
economics at Marymount College in Tarrytown,
New York.

Simple Rules for a Complex World
by Richard A. Epstein
Harvard University Press. 1995 • 375 pages.
$35.00

Reviewed by William H. Peterson

A
m~rica broods over laws and lawyers, as
wItness:

Q. Why didn't the shark eat the lawyer?
A. Professional courtesy.
Q. What are 500 lawyers at the bottom of the

ocean?
A. A good start.
Q. How can a single lawyer in town without

enough to do succeed?
A. Get another lawyer to move into town, and

both will thrive.
Witness more. In 1936, at the height of the

New Deal, the Federal Register had 2,411 pages
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of myriad rules and regulations; in 1991 it came
to 67,716 turgid fine-print pages, a 28-fold in
crease, a sort of Full Employment Act for At
torneys. The United States, with a population of
260 million, has some 800,000 lawyers; Japan,
with half that population, has 15,000. In the
15-year-span between 1972 and 1987 the number
of Washington lawyers increased fourfold, from
11,000 to 45,000.

What gives in this lawyerization of America
with its ten million laws trying to emulate the Ten
Commandments? Richard A. Epstein, the James
Parker Hall Distinguished Service Professor of
Law at the University of Chicago and the author
of the 1985 classic, Takings: Private Power and
the Power of Eminent Domain, rejects the con
ventional wisdom that so many laws and so many
lawyers are but a natural outgrowth of an in
creasingly complex society. Like a fresh breeze,
he harks back to Jefferson-Thoreau: That gov
ernment is best which governs least.

To Professor Epstein, government works best
when it sets the rules of the road, not when it
tries to determine the composition of the traffic.
He likens the breakdown of numerous forms of
U.S. regulation to the breakdown of socialism in
Eastern Europe-in both cases public officials
can't overcome disincentives and critical infor
mational gaps. Moreover, many regulators avoid
or evade legal rules to "constrain their [own]
self-interested behavior," engaging in "rent
seeking," catering to special interests. Such
becomes a vast shadowy, shoddy business of the
modern regulatory state.

Like Henry Thoreau, the Epstein solution is
simplify, simplify. His rules include individual
autonomy, private property rights, freedom of
contract, and protection from aggression or in
advertent harm against person or property. That
protection supposedly covers, per the Fifth and
Fourteenth Amendments, just compensation for
public takings of private property. Supposedly,
for that protection has waned since the New
Deal.

Waned until recently, as Professor Epstein
illustrates in reviewing the seminal case of Lucas
v. South Carolina Coastal Council. Developer
David Lucas bought two beachfront properties
only to find state authorities charging him ex post
facto with harming tourism and unobstructed
ocean views. They then took away his right to
develop his two properties with no compensation
whatsoever. In 1992 the U.S. Supreme Court in
effect ordered South Carolina to fork over
$1 ,500,000 to Mr. Lucas-and his lawyers. South
Carolina thereby took title to the lots, and

promptly, and most ironically, resold them for
development of single-family beachfront homes.

Professor Epstein hails the resurrected take
but-pay idea. He sees it as a blow for liberty since
government demands less when it has to pay
more.

Similarly the author applauds the flat tax. He
sees a progressive tax allowing the government
too much political leeway on the level of taxes
and their incidence, especially on "the rich."
Also, rent-seeking special interests pressure law
makers for concessions on deductions and in
come exclusions, all adding to complexity and
administrative costs. So the 10,Ooo-page Internal
Revenue Code hardly stands as a monument to
simplicity. Too, progressive rates spur income
redistribution and warp incentives to work, save
and invest, thus setting back economic growth.

Richard Epstein, like Thomas Jefferson, rec
ognizes that a legal system should be anything
but a complete social system. He sees that the
private sector under the rule of law can better
advance the interests of society without the
social engineering in interventionist statutes like
the Fair Labor Standards Act of 1938, the En
dangered Species Act of 1973, and the Americans
with Disabilities Act of 1990. He comments:
"Complex rules for a complex world are an
invitation for disaster."

Postscript. Unlike so many attorneys hiding
behind circumlocution and legal gobbledygook,
this law professor has the added virtue of writing
directly and-what else?-simply. D
Dr. Peterson, Heritage Foundation adjunct
scholar, is Distinguished Lundy Professor Emer
itus of Business Philosophy, Campbell Univer
sity in North Carolina.

Liberty and the Great Libertarians

edited and compiled, with Preface,
Introduction, and Index by Charles T.
Sprading. With a new Foreword by
Carl Watner
Fox & Wilkes. 1995 • 362 + xiv pages.
$24.95 cloth; $14.95 paperback

Reviewed by Daniel Klein

I was at Powell's bookstore in Portland and
saw the aged print on the binder-edge of the

yellowed dust-jacket: Liberty and the Great



Libertarians-Sprading-$l.50. Very curious, I
thought. The Preface began with a definition from
Webster's: "Libertarian: One who upholds the
principle of liberty, especially individual liberty
of thought and action." This "Anthology of
Liberty" collected the most libertarian passages
from the writings of Burke, Paine, Jefferson,
Godwin, von Humboldt, Mill, Emerson, the
abolitionists, Josiah Warren, Thoreau, Spencer,
Spooner, Ingersoll, George, Tucker, Auberon
Herbert, and many others. In all it was 540 pages,
"published for the author," in Los Angeles. I
marvelled at the publication date: 1913.

When I arrived back home the new catalogue
from Laissez-Faire Books was waiting, with a
re-edition, newly typeset, of this remarkable
volume featured on the cover.

The new dust-jacket contains information pro
vided by Carl Watner about Charles Sprading
(1871-1959). As a convert to Benjamin Tucker's
individualist anarchism, Sprading moved to Los
Angeles soon after the turn ofthe century. In that
city he spoke frequently for the Liberal Club. He
was active in the Libertarian League and served
as contributing editor of its journal: The Liber
tarian (1922-1924). During the 1920s Sprading
wrote several tracts and short books which were
published by The Libertarian Publishing Com
pany. The Libertarian League in Los Angeles
"petered out during the 1930s, as its main par
ticipants passed from the scene."

It is apparent from the care and judgment that
went into the selection, as well as from Sprad
ing's Introduction, that the libertarian spirit was
alive and well in Los Angeles in 1913.

Sprading shows a delight in aphorisms and
short pithy passages. There are ample pages of
selected "Laconics of Liberty," representing
scores of thinkers, famous and obscure. The
volume serves as a libertarian sampler permitting
easy acquaintance with insightful and passionate
lovers of liberty.

To me the special significance of the book is
Sprading's resolute usage of the term "libertar
ian. " There is no reason to think that Sprading
fancied the thought of having a definitive char
acterization of The Good in all political matters.
The wide-ranging material might suggest that
Sprading was aware of ambiguities and incom
pleteness ofthe idea ofindividual liberty, even in
its specifically libertarian sense. It is a growing
awareness today· of limitations of the paradig
matic libertarianism of the late, great Murray
Rothbard, I believe, that has prompted leaders
of the movement to promote alternative names
for the party of liberty-"neoliberalism,' , "mar-
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ket liberalism," "classical liberalism," "postlib
ertarianism. " These are efforts to project a less
brittle philosophy which nonetheless affirms the
worthiness of radical anti-state reform. I've been
gathering a file of material that shows that long
before Rothbard, diverse writers saw the trouble
of the term "liberal" and employed "libertari
an." Sprading's book is a landmark that assists
one in maintaining that the family name is
libertarianism. 0
Dr. Klein is Assistant Professor ofEconomics at
the University of California, Irvine.

Public Policy and the Quality of Life:
Market Incentives versus
Government Planning
by Randall G. Holcombe
Greenwood Publishing Group. 1995 • 190
pages. $55.00

Reviewed by Jane M. Orient

T his book asks a lot of the right questions. On
general issues, it is a primer on free-market

solutions. It considers how private regulatory
mechanisms might work. It shows how market
incentives could be harnessed to protect the
environment and reduce pollution. It highlights
important political insights: "political victories
are never permanent . . . with government own
ership, there is no way to prevent those with
political power from using it to gain access to
publicly owned resources."

When it gets to specifics, however, the book is
a real disappointment, and in fact could be
detrimental to the cause. The author is appar
ently not very well informed about either medical
or environmental issues and thus discredits the
very solutions that he favors.

The American Medical Association is not the
answer to regulation of the medical profession.
The AMA is allied with the government in
preserving a medical cartel. Because of the
AMA's help, destructive governmental interfer
ence, such as the price controls called the "Re
source-Based Relative Value Scale," gain a cred
ibility they otherwise could never earn. The
AMA would indeed like to be involved in "po
licing" the profession by coercive governmental
means. It would like to have absolute immunity
for establishment "peer reviewers." In fact,
California does grant absolute immunity, even
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for actions taken in bad faith for anti-competitive
motives. When "private" regulators can tell ma
licious lies with impunity, the resulting House
of Peers can become at least as corrupt as the
government.

This is not to say that private regulation could
not work. It already does, to some extent. The
bulwark against bad doctors is informed patients.
And patients should inform themselves not by
asking the AMA but by asking a nurse, another
doctor, a malpractice lawyer, orfamily and friends.

The author gets even further off track when
he states that Health Maintenance Organizations
offer "improved" incentives. Actually, HMOs
put physicians and patients in an automatic
conflict of interest. Furthermore, the author
confuses "traditional fee for service" (in which
the patient paid most bills directly) with prepay
ment for consumption (most bills paid by third
parties), erroneously called "insurance."

On environmental issues, the book gets the
principles right but the technical details wrong.
For example: "the elimination of lead and as
bestos from the environment is a legitimate
public health goal because those substances have
been linked to noncommunicable health prob
lems." First, it is impossible to eliminate these
natural substances from the environment. Sec
ond, efforts to reduce the amounts to lower and
lower levels have led to absurdities that actually
increase risk, if by no other mechanism than
wasting money that might·have been spent in a
productive way.

This book may help to balance an academic
reading list. But its dry professorial prose is
unlikely to inspire the layman. The majority
of Freeman readers could better invest both
their time and their money in reading the
classics. D
Dr. Orient is an internist in solo private practice.
She serves as the Executive Director of the
Association of American Physicians and Sur
geons. She wrote Your Doctor Is Not In, Healthy
Skepticism about National Health Care (Crown,
1994).

A Trade Policy for Free Societies:
The Case Against Protectionism

by Robert W. McGee
Quorum Books, Westport, Conn.• 1995 • 197
pages. $55.00

Reviewed by Joseph T. Salerno

For over two centuries, economists have ar
gued that protectionism is a policy designed

to "protect" not consumers and workers at large
but special interests, namely, inefficient domestic
firms and their often highly paid and unionized
labor forces. "Protecting the American econo
my" from cheap foreign imports of agricultural
products, apparel, and pharmaceuticals, for in
stance, means creating a greater scarcity and
increasing the prices of food, clothing, and med
icine in the United States.

Robert McGee's book clearly and concisely
drives home the point that protectionism is a
species of monopoly privilege that benefits spe
cial interest groups at the expense of the average
American. The first section, the "Philosophy of
Protectionism," ruthlessly exposes and refutes
the web ofmisconceptions and fallacies that lie at
the heart of the protectionist case. McGee not
only sets forth and then demolishes, one by one,
17 of the most common arguments in favor of
protection, but also presents the positive argu
ments for free trade. Unlike most economists
writing on the subject, McGee does not limit
himself to expounding the "utilitarian" or effi
ciency aspects ofthe free trade case, as important
as this task obviously still remains. He also
emphasizes its ethical dimension, in particular
the fact that "The moral basis of free trade is
property rights."

In Part II of the book, McGee undertakes an
assessment of the crushing' 'Cost of Protection
ism" borne by American consumers and work
ers. He provides a useful summary of recent
studies that have attempted to estimate the
monetary costs of protectionist policies, in the
form ofhigher prices and misallocated resources,
both for the economy as a whole and for indi
vidual industries. For example one study esti
mated that, in 1986 alone, protectionist policies
cost U.S. consumers about $65 billion in higher
prices. Another study reckoned that Reagan's
"voluntary export restraints" on Japanese auto
manufacturers cost American car buyers $14
billion in· 1984 alone. Various analyses have also
indicated that protectionism raises the price of



clothing to American consumers by between 39
and 76 percent for imported items, which in tum
facilitates a 19 to 46 percent increase in the price
of domestic apparel. Perhaps the most egregious
example is sugar. Protection of this industry has
forced Americans at times to pay up to four times
the world price for sugar. Nor does the author
overlook the nonmonetary costs ofprotectionism
in terms of lost jobs, the social conflict and
squandered resources involved in lobbying for or
against various protectionist measures, the re
duction of consumer choice, and the attenuating
of individual rights of property and contract.

The third and final part of the book is devoted
to an analysis of "Antidumping Policy." Espe
cially enlightening is McGee's expose of the
shocking arbitrariness inherent in the adminis
tration of the antidumping laws.

Concluding a blistering and well-deserved cri
tique of the intellectually bankrupt philosophy of
antidumping policy in chapter 10, McGee writes:

Antidumping laws cannot be justified by any
theory of liberal democracy. They are not
utilitarian because they do not result in the
greatest good for the greatest number. Indeed
they provide good for the minority (producers)
at the expense of the greatest number (con
sumers). They reduce rather than enhance
social cooperation and harmony. They violate
rights. Even redistributionists would argue
against them because they redistribute income
in the wrong direction-from the poor and the
middle classes to the rich. There is no rational
reason why antidumping laws should exist.

There are a few minor flaws in the book. For
example, McGee's novel accounting analysis of
the trade deficit, presented in chapter 2, is not
well grounded in economic theory: it attempts to
quantify and interpersonally aggregate the gains
from trade and conceives these gains as depen
dent on the gross profit rates of the participating
firms, which are arbitrarily assumed to be equal.
Without this unrealistic assumption, similar hy
pothetical arithmetic examples could easily be
constructed that purport to prove that "trade
deficits are bad" for the United States. Overall,
however, this book is well worth a read by
anyone, including the professional economist,
seriously interested in understanding and possi
bly contributing to the intensifying debate over
what constitutes an economically optimal-and
ethical-trade policy for the United States. D
Dr. Salerno is Professor of Economics at the
Lubin School ofBusiness, Pace University, New
York City.
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Discovering a Good Society Through
Evolution and Design

by Martti Vihanto
Turku School of Economics and Business
Administration, Turku, Finland. 1994 • 262
pages. $47.00 paperback

Reviewed by Kyle S. Swan

M artti Vihanto'sDiscovering a Good Society
Through Evolution and Design, is an in

teresting and new approach to Austrian welfare
economics and social philosophy. Vihanto' s
treatment consists of first, an extended essay
explaining the main tenets ofAustrian economics
and their historical development. He reviews
the Austrians. on methodology, how theorists
in the Austrian school have historically ap
proached economics, and introduces the con
cepts of human ignorance and entrepreneurial
discovery.

The six remaining previously published essays
elaborate on the various elements introduced in
the first by bringing into the picture contributions
from different disciplines. For example, Vihanto
borrows from public choice theory for his cri
tique of contemporary welfare economists who
develop fancy social welfare functions to justify
the unlimited government action they recom
mend. These economists' models assume benev
olence in government officials when James
Buchanan, among others, has demonstrated that
people in government are self-interested like
everybody else and tend to misuse public power
for personal gain. Abandoning the assumption
of benevolence paints a more realistic picture of
political phenomena and strengthens Vihanto's
criticism of the use of unrestrained government
action to enhance welfare.

Discovering a Good Society's strongest area is
the discussion of the spontaneous order. The
pursuit of one's own interests results in an
unplanned harmony of interest;. As spelled out
by the Physiocrats of eighteenth-century France
and echoed by Classical economists such as
Adam Smith, the spontaneous order always re
ferred to a state of affairs where individuals
utilized given information to coordinate their
ends, clearly a static concept. The subtle refine
ments made by Austrian economists Ludwig von
Mises and F. A. Hayek implied a spontaneous
ordering and evolution of the market highlighting
the inevitable possibility that competitive forces
would push individuals to discover as yet unfore-
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seen possibilities with unknown results. Such are
the workings of a truly spontaneous order.

Vihanto broadens this analysis to apply to
social theory in general. He explains that delib
erate search for unforeseeable discoveries is
impossible. The best social, political, and legal
institutions for the maintenance of society must
be discovered. Says Vihanto, in a liberal order
"we should create favorable conditions for such
discoveries rather than be content with .the in
stitutions we currently happen to know."

These institutions affect all members ofsociety
and thus must in the minds of all members be
agreeable not to just a few privileged members of
society, a majority ofelected officials, or a bureau
of planners. Unanimity is a necessity. Austrian
economists have shown that you can only know
individual subjective preferences through a per
son's actions. As Mises said, preferences cannot
even be said to exist outside individual acts of
choice. By rational reconstruction of their ac
tions we interpret their goals, desires, prefer
ences, etc. Vihanto argues that there are only two
ways for individuals to reveal their preferences
for or against institutions. First, by popular
referendum. However, the unanimity criterion

makes this option unlikely. Second, by moving to
or remaining in a society where the institution
exists. Vihanto calls this group competition and
argues that good institutions will be discovered as
an unintended consequence of this process.
Moreover, as individuals move from societies
with· "bad" institutions to those with "good"
ones, these latter societies will have survived the
natural selection process and potentially prosper.
The process may also lead societies with "bad"
institutions to adopt the institutions that have
proved successful for more prosperous societies.

Vihanto's discussion is really teaching us the
importance and benefits of decentralization, by
echoing the classical liberal stance on toleration
and experiments in living. His seems an excellent
argument for states' rights advocates or even
secessionist movements. The impetus for change
lies in these decentralized units. The United
States potentially has 50 different models to
discover the best ways of doing things. Further
investigation into the implications of Vihanto's
study may yet bear fruit. D

Mr. Swan is a member of FEE's staff and a
graduate student at New York University.
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