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John Chamberlain AT a recent Berlin conference of the Mont Pelerin Society-that unique collection of libertarian economists and political conservatives-it was my good fortune to·meet up with my friend John Chamberlain. Charac teristically, he had made up his mind to come to the meeting at the last minute and, with Yankee parsi mony, had chosen a roundabout route: Icelandic Airlines to Luxem bourg, then a punishing bus ride to Frankfort, and finally a late Sunday afternoon flight to Berlin on Pan American (since under present in sane regulations German domestic airlines are prohibited from overfly ing the Eastern zone). Yet at the opening reception of the conference that evening, there was John un fazed by jet lag, mixing among acaA former editor of Barron's and Fortune, Mr. Daven port is author of The U.S. Economy and a frequent lecturer on political economy. John A. Davenport Pilgrimage Amongthe Scribblers demics till well after midnight and exercising his art of effortlessly picking up nuggets of information from whomever he meets-nuggets which will later be transmuted into equally effortless loping prose.

This art of absorption of detail combined with unifying intellection is much in evidence in Chamber lain's new autobiography (A Life with the Printed Word, Regnery/Gate way, $12.95). Superficially, it is the story of how Chamberlain made his way up from cub reporter in the New York Times city room in the late Twenties to book reviewer and how thereafter he met the deadlines for Fortune, Life and many another publication. More fundamentally it is the story of how one man moved steadily from Left to Right-right politically and in the moral sense amidst the clashing and false ideo logies of our times. For anyone pon3 4 THE FREEMAN January dering the tragic significance of the Berlin Wall where the simple crosses mark the deaths of those seeking es cape to freedom, this book is neces sary and I was about to say required reading except that the latter word might offend John's sensibilities. For after all, he has emerged as one of our foremost advocates of the vol untary and cooperative society.

Such voluntarism was in full flower when Chamberlain, born in the same year in which the Wright Brothers took off at Kitty Hawk, grew up in New Haven and its environs, where he keeps a farm at Cheshire, Con necticut. In the turbulent Sixties, he recalls lending his barn to an itin erant youth seeking release from in ner city pavements, only to find his acres invaded by aimless hippies and smogged, one may guess, by mists of marijuana. The incident serves as a deeper recall of the very different motivations of John's youth, when sailing in Morris Cove or expedi tions to East Rock were the order of the day, leaving one too tired at night for endless and aimless palaver. At school in New Haven John mixed freely with blacks before race became a fetish, and with immi grants of all nations-Swedes, Irish, Poles, with only the Italians still re sisting the melting pot. Then on to Loomis Academy where more seri ous study was combined with ice skating on the Connecticut as far as Windsor Locks and canoe trips down John Chamberlain's book re views have been a regular fea ture of The Freeman since 1950.

We are doubly grateful to John and to Henry Regnery for now making available John's autobi ography, A Life with the Printed Word. Copies of this remark able account of a man and his times-our times-are avail able at $12.95 from The Foun dation for Economic Education, Irvington-on-Hudson, New York 10533. river to Long Island Sound. Finally an extraordinary Wanderjahr where John and a companion first shipped to New Orleans on the steamer Mo mus and then hitchhiked across Texas and proceeded by rail to the orange groves of California in the days when there were no minimum wage laws or powerful unions to prevent motivated boys from work ing in the packing sheds. It was an era when, to borrow from one of Chamberlain's later books, "men were free to walk over the horizon." His recall of his college education (Yale 1925) and of the Twenties generally exhibits the same artistry and follows the same methodology.

Yale was indeed a magic place with its careless freedom, its occasional gin and orange juice parties and above all the marvelous lectures of 1983 PILGRIMAGE AMONG THE SCRIBBLERS 5 Billy Phelps (Tennyson and Brown ing), Bob French (Chaucer) and Chauncey Brewster Tinker (The Age of Johnson) . Yet one thing was lack ing: a grounding in the great works of political economy and the nature of governmenta lacuna for which as John wisely notes, many a grad including himself were to pay dearly in future. years. In casing the Twenties, Chamber lain attacks the myth that they con stituted a crass materialistic era. They were, in fact an intensely cre ative period as evidenced by the flowering of poetry and literature and John pays loving tribute to Edna St. Vincent Millay, Stephen Vincent Benet, F. Scott Fitzgerald, Ernest Hemingway and many another. Yet this was a time when intellectuals paid scant attention to and even de spised-the enterprise system which sent them to college and sustained them in Greenwich Village and Paris. When the roof fell in in '29, political thinking was already mov ing leftward and the literateurs fell easy prey to Marxian ideologies.

From Left to Right Chamberlain himself was vulner able to this Leftward swing. His first book, Farewell to Reform, published in 1932 when his father, a New Ha ven merchant, was in financial trou ble and when the economy was at sixes and sevens, was a radical doc ument, arguing not only that capitalism was non-reformable but that sooner or later the "syndicates" and collecti vists would march to power. Predictably this left him open to so licitations not just from Socialists but from Communist cells even then boring from within American soci ety. Yet bit by bit, John's Yankee shrewdness pulled him back to more solid ground, influenced, too, by dis cerning Trotskyites who had al ready taken the measure of Stalin, and later by reports of such men as William Henry Chamberlin who de tailed the mass murders of the Com munist Utopia. Switching from the Times daily book column to Fortune magazine, he came to see that businessmen had something to be said for them. He was profoundly influenced by and wrote a ringing foreword to F. A.

Hayek's Road to Serfdom. His clinching conversion to the market economy came, he writes, when on postwar assignment to Britain he discovered that while governments were very good at putting on the economic brakes, they never sup plied the gasoline or leaned on the accelerator pedal for economic ad vance. This negative perception turns into positive affirmation in Chamber lain's mature works: The Roots of Capitalism (1959) and The Enter prising Americans originally de signed for a series in Fortune and later published in book form (1963), 6 THE FREEMAN January still the best history of American business on the market. Here Chamberlain, strongly influenced by the American economist Francis Amasa Walker, breaks new ground. The true hero of the economic pro cess is the entrepreneur, large or small, who sets investment in mo tion and without whom Americans might still be stalled on the Great Plains. In stressing this thought, Chamberlain anticipated by a good many years modern supply siders who place primary emphasis on mo tivation. The business of govern ment is not the impossible one of planning the economic future, but rather setting the framework for creative endeavor by maintaining law and order at home and adequate defense abroad.

War and Peace As to that, Chamberlain's reflec tions on foreign policy are far more diffuse and difficult to interpret than his domestic philosophy. As a child of the disillusioned interwar gener ation he tells with refreshing candor how he at first favored a policy of strict neutrality at the time war broke out in Europe, and only bit by bit came to see how much would have been forfeited had Britain gone down in the terrible summer of 1940 with loss of the British fleet and control of the Atlantic. With Pearl Harbor these doubts and hesitations van ished only to be replaced by arguments as to the conduct of the war and the shaping of the peace. In a chapter close to the end of his book Chamberlain, fascinated by strat egy, pries into some of them: Mac Arthur's application of the theory of double envelopment in the Pacific, and more pertinently for anyone pondering the truncation of Europe today, General Al Wedemeyer's the sis that if only the Allies had launched their cross-Channel inva sion in 1943 instead of 1944 they might have swept the Continent while Hitler and Stalin were bogged down along the Volga.

Here Chamberlain following Wedemeyer attributes the delay to Churchill's "love of empire." It seems more reasonable to suppose that in 1943 the West simply lacked the "gear and tackle" to make the Nor mandy landings possible. Moreover the whole thrust of Chamberlain's book suggests that ideas, no less than logistics, influenced the partition of Europe. The confusion of American intellectuals-what Julien Benda called La Trahison des Clercs played a part in Roosevelt's extraor dinary concessions at Teheran and Yalta. Had American public opinion taken the full measure of the Bear that Walks like a Man, Eisenhower even as late as 1944-45 might have been under firm orders to outpace the Russians to Berlin while Patton captured and held Prague. The guardian of public opinion is, 1983 PILGRIMAGE AMONG THE SCRIBBLERS 7 of course, the free press and when it comes to the press, Chamberlain is fully in stride. His severest shafts are aimed at his first home, the New York Times, which while still an es sential journal of record has fallen far from the standards of Adolph Ochs. John laments how Lester Markel finally took over the Times Book Review from the fairer-minded J. Donald Adams, and he faults managing editor Turner Catledge for his harboring Tom Wicker and Her bert Matthews who represented Fi del Castro as simply an agrarian re former out of the Sierra Maestra.

With his second important em ployer, Henry R. Luce, John is more lenient. He himself squirmed under Luce's'sudden shifts in tactics and dictates when he was writing Life editorials and he criticizes Luce se verely for harboring so many woolly headed Liberals in his entourage. But he concedes that Luce was truly a man of stature, and if he sometimes played with Liberals, he also har bored many a conservative-nota bly Whittaker Chambers who domi nated Time's foreign news when the going was toughest, Charles J. V. Murphy who exposed the disaster of the Bay of Pigs against all the blan dishments of President Kennedy, and for that matter John Chamberlain himself. John learned to his cost just how hard it is for an editor or publisher to hold any group of journalists to gether-prima donnas all-when he joined with Henry Hazlitt and Suz anne LaFollette in launching the fortnightly Freeman in the early Fifties. The venture broke up in squabbling among friends though the name and the tradition are still car ried on today by the journal for which this review is written. Nor was John's venture in editorship all lost. For from the ashes of the old Freeman also came Bill Buckley's National Review and it turned out that Buck ley had the resources and the skill to give the U. S. what it most lacked: namely, a fighting weekly of opinion that melded together libertarian economics with the higher conser vative values as enunciated by Rus sell Kirk. That synthesis in turn has not been lost on Ronald Reagan.

With Reagan's election, the auto biography ends; John Chamberlain is not one to cast the future. But in recalling the past his book surely prepares us for the days ahead and in this sense we are all in Chamber lain's debt. Meeting him again close to the Berlin Wall made me wonder how this man of so many books and columns does it. But that is of course his secret and alchemy and I some times doubt whether he himself could explain it. Facility, yes. But like wise integrity, humility and com passion. These are rare virtues and this is a rare and significant book. ® Hans F: Sennholz JUSTICE is a cardinal virtue that renders to another what rightfully belongs to him. It is the ideal of man, the rule of conduct given to man kind. By necessity of nature man has certain rights, or claims in justice, which are moral and lawful to pos sess or obtain. These rights are an tecedent to and independent of the state, rights which the state must not violate. In fact, the state, or civil society, is instituted to preserve these rights to its subjects, to adjudge rights as between individuals-to render justice. The idea of right and justice is the general basis of the le gal and governmental institutions of what is known as Western Civiliza tion.

The Declaration of Independence acknow ledged the existence of natDr. Sennholz heads the Department of Economics at Grove City College in Pennsylvania. He's a noted wri ter and lecturer on economic, political and monetary affairs. 8 ural rights in man and the duty of government to protect them: "We hold these truths to be self-evident, that all men ... are endowed by their Creator with certain inalienable rights. . .. That to secure these rights, governments are instituted among men .... That whenever any form of government becomes de structive of these ends, it is the right of the people to alter or abolish it." That declaration, while heard around the world, did not uproot those forms of government that make the state the sole and only source of rights. Throughout most parts of the world the source of all rights, laws and justice continued to be the king or sovereign, who derived his au thority from God. The rights of the individual were dependent upon royal decree.

Various forms of modern govern ment are built on this very philo sophical concept. In totalitarian LAW AND JUSTICE 9 countries the supreme state denies the value of the individual and his rights except insofar as they may aid or assist the state. To be just is an attribute of the state; to obey to the utmost of his ability is the duty of man. The representative governments of Western countries have been moving in the same old direction. Many now are defining justice as the freedom of each individual to exer cise and enjoy all his rights as long as such exercise does not violate su perior or equal rights ofothers or the common good. No longer is the in dividual in the possession of inalien able rights to enjoy "as long as he does not attempt to deprive others of theirs, or impede their efforts to ob tain them." The state creates "equal" or even "superior" rights or defines "the common good" that takes pri ority over the rights of the individ ual.

New Rights for Old The state creates new rights be cause the old rights of property are deemed to be deficient in morality and justice. Property rights are said to lead to large accumulations of wealth and "unearned incomes" while many workers are kept from keeping enough of what they produce to meet their basic needs. Property rights, therefore, must give way to the right of all members of society to subsistence, that is, to the goods and services needed to support life. The reasoning that rejects the property rights and creates superior .rights is taken from the intellectual armory of modern socialism. It is based on the exploitation theory, the concentration theory, the class-con flict theory, and other fallacious and oft-refuted notions and doctrines. And yet, their wide acceptance and great popularity have given rise to a new code of morals that bring forth the superior rights. Men continuously recast their laws, as their notions of justice change. In the long run, laws are af fected by changes in moral outlook, and laws in turn have a great influ ence in shaping or perverting men's sense of justice. Law and justice thus reaffirm each other in the denial of natural rights that are inalienable.

The massive redistribution sys tem that characterizes all contem porary governments is solidly founded on modern notions of jus tice, which in turn are reaffirmed by the reality of law. Millions of Amer icans who have accepted the social istic reasoning plead for redistribu tion by force because it is ')ust." And many more millions of Americans are accepting the system as ')ust" be cause it is the law. Altogether they comprise a vast majority eager to use the system to their own benefit. In fiscal year 1983 the federal government, in the name of justice, is subsidizing approximately 95 mil10 THE FREEMAN January lion meals per day, or 14 per cent of all meals served in the United States. Through Medicaid and Medicare, it is paying for the medical care of approximately ,47 million aged, disabled, and needy Americans. Through Old Age Survivors and Disabili ty Insurance it is providing steady cash payments of up to $868 per month to 24.5 mIllion people who are 62 or older. Federal support for the elderly will average $7850 per individual. Through the Food Stamp program it is providing assistance to 18.6 million participants. Through student assistance programs it is making available 6.9 million post secondary awards and loans to stu dents or their parents. (Executive Office of the President, March 12, 1982, Press Release).

All these beneficiaries are enjoy ing state-given rights that are su perior to the inalienable rights to property. In fact, the former are resting on a denial of the latter, being financed by forced exactions from income and property producers. Most Americans are embracing the new morality of income redistribu tion. But many Americans are yet aware in their working code of mor als that there are contradictions and discrepancies between the new jus tice and the old. They usually seek to resolve the conflict of principles by adopting a double yardstick of morality: "Whatever I am receiving from the apparatus of redistribution is 'social justice'; whatever is paid to others may be unjust." Plundering One Another In the name of "social justice" al most one-half of the American pop ulation now are taking income and wealth from the other half. A few may still base their claims on the right to subsistence; the vast major ity advance other claims based on law. The elderly who comprise some 11 per cent to 12 per cent of the U.S.

population and receive 28 per cent of federal budget outlays, are enti tled to the benefits by law. The law is ''just'' and, therefore, the individ ual benefits are ''just.'' Mter all, they paid taxes in the past which created the legal right to benefits in the present. Young people claim the right to federal and state assistance be cause they are "needy" in the present and will pay taxes in the future. Both groups, and many others, fully con cur on the justice of their claims be cause the funds are "legal" and "available." The temptations of the law have a great influence on perverting man's sense of justice. Many individuals who are clearly aware of the double yardstick of morality readily suc cumb to it as soon as they are tempted by redistribution benefits. The champion of justice in freedom and free enterprise may quietly ac cept the superior justice of the state as soon as he is legally entitled to 1983 LAW AND JUSTICE 11 Social Security and Medicare bene fits. The industrialist who through out his successful career scorned and scoffed at the new morality may em brace it as soon as he is falling on hard times. They all have been cor rupted by the new justice of income redistribution.

There are few men who choose the right with invincible resolution, who resist the greatest temptations from within and without. They do not choose to live after the world's opin ion, but, in the midst of the world, cling to·the principles of moral law. What Would You Give? The world cannot do without them, but they are very odd and often troublesome to the world. The new justice proclaimed by the state and anchored in law elevates the state and its political process to the position of omnipotent power and supreme judge. In the end, it denies and seeks to eradicate all inalien able rights while building a totali tarian order. But the justice that surpasses man's political designs can never be crushed; it springs forth again and again from the evil con sequences of injustice. , IDEAS ON LIBERTY ASSUMING that you should own what you earn, then the question arises: Would you voluntarily give to government any amount of your income that it wanted, even though you knew it was going to be used for the sole purpose of subsidizing others? This is not a question of charity how charitable you want to be-but a question of whether you would voluntarily give up the right to determine how your income, above and beyond your immediate basic needs, is going to be spent. It is a question of whether you think you should relinquish that right to certain other persons called hgovernment," or whether you should determine the spending of your own earnings-how much for your family, how much for various benevolent purposes, and so on.

I am not asking whether you would be willing to pay for a basic protective service which government renders for you at your request. I am talking about an additional tax, on top of that, which is not for you at all, but for somebody else. We might call one part of our present tax the basic tax; the additional part, a subsidy tax-a tax we pay in order to subsidize others. CHARLES HULL WOLFE, "Forgotten Commandment"

ClarenceB. Carson THE MEANING OF FEDERALISM Dr. Carson has written and taught extensively, spe cializing in American intellectual history. He is the author of several books and is working at present on A Basic History of the United States to be published by Western Goals, Inc. SEVERAL developments have con- ' rectly alluded to as "federal" gov tributed to making the meaning of ernments. federalism obscure. Some are old, When Felix Morley called atten some recent. Some may be more or tion some years ago "to the illogical less innocent; others are destructive practice of referring to the central of federalism itself. One of these that government as the 'federal govern may be more or less innocent is the ment' ," he declared that the confu habit ofreferring to the United States sion was "due to historical acci government as the "federal govern-dent." What he had in mind was that ment." Whether it is innocent or not, the supporters of the Constitution, it does tend to confuse the unwary. when it was being considered for These United States have a federal ratification, called themselves "fed system of government. The system eralists," and the government under embraces both the general govern-examination "federal." From that ment and those of the states. Thus, beginning, he thinks, the idea of the both the United States government general or central government being and the state government are cor-the federal government began to take hold.!

That much is correct, but there is an additional reason: the Founders devised what was essentially a new system of government. It has come 12 THE MEANING OF FEDERALISM 13 PeopleAre Governed The distinctive feature of the fed eral system of government is that the general government acts di rectly upon the people. For example, the government is financed by taxes on persons, not by levies upon states. The government in question can be described with sufficient precision by calling it the United States, general, central, or national government. However, my purpose is not so much to reform the use of the language as to remove the confusion engendered by referring to it as the federal gov ernment. More on this point later. - Another source of confusion about to be called federalism. But they were federalism is the doctrine of states' so intent upon promoting or pre-rights, as it is commonly called. In venting its ratification and accep-the first place, states have powers tance that they neglected to devise (as do all governments), not rights.

logical appellations for it in general In the second place, what is being discourse. Before the devising of a disputed within the federal system federal structure, leagues or unions of government when so-called states' of more or less independent states rights are asserted is the jurisdic were usually referred to as confed-tion of the national government to erations. The organizations over act in some field. It is important that these leagues could be referred to as states act to restrain the national confederation governments. There is government to the exercise of its a comparable word- "federation" - powers within its allotted jurisdic in use. But it would be inaccurate tion. They are most apt to do so in and misleading to refer to the United defense oftheir jurisdiction. But what States government as the federation is ultimately important in this is the government. Such terminology would rights of persons and the liberties of imply that the central government the people. It is easy to lose sight of is over the states rather than over this when the dispute is conducted the people. Whereas, it has a juris-in the name of "states' rights."

diction over the people primarily. Rights belong to individuals in the American constitutional system. Any government (whether state or na tional) may misuse its powers so as to violate the rights of persons. It is exceedingly important, then, that the rights of persons not become identi fied with the powers of government, either national or state. That can easily become the means for the en largement of the powers of govern ment (one or the other, or both) at the expense of the rights of persons. That can result from confusing ei ther states' powers with rights or treating jurisdictions as if any power that can be conceived falls in one or the other. These are confusions of the federal system that have become 14 THE FREEMAN January implicit in the states' rights doc trine. A Mistaken Use of the States' Rights Arguments How easy it is to fall into this trap is illustrated in the opinion accom panying a Supreme Court decision announced in 1936. The case was The United States vs. Butler in which the main provisions of the Agricultural Adjustment Act were nullified. The majority opinion was written by Justice Owen Roberts. (It should be noted that Justice Roberts did not linguistically confuse jurisdiction with rights, but he did rely on the states' rights argument in such a way as to ascribe powers to the states which they neither claimed nor pos sessed.) Justice Roberts based his decision upon the fact that the act provided for taxing food processors in order to purchase the compliance of farmers with the programs it outlined. His main conclusion was stated in these words: "Congress has no power to enforce its commands on the farmer to the ends sought by the Agricul tural Adjustment Act. It must follow that it may not indirectly accom plish these ends by taxing and spending to purchase compliance.

The Constitution and the entire plan of government negative any such use of the power to tax and to spend as the act undertakes to authorize .... " Then, as if it were an afterthought, he appended this dictum: "A possi ble result of sustaining the claimed federal power would be that every business group which thought itself under-privileged might demand that a tax be laid on its vendors or vend ees the proceeds to be appropriated to the redress of its deficiency of in come.... "2 This last is about as close as he came to dealing with the vio lation of the rights of individuals in volved. Even so, he was within shouting distance of the issue in the points he made that are quoted above. But then he dragged in the dubious issue of the alleged intrusion of the provi sions of the act upon the jurisdiction of the states. He went on at length about the dangers to the states of such action. At one point, Justice Roberts concluded that the "Con gress cannot invade state jurisdic tion to compel individual action; no more can it purchase such action."

At another point, he declared that if the princi pIe of the act were ac cepted, Congress could invade the reserved jurisdiction of the states and accomplish the "total subversion of the governmental powers reserved to the individual states." The propo nents of the act, Justice Roberts said, were trying to claim that the Con stitution "gave power to the Con gress to tear down the barriers, to invade the states' jurisdiction, and to become a parliament of the whole people .... "3 This claim flew in the 1983 THE MEANING OF FEDERALISM 15 SUbordinating the States But the greatest confusion about federalism and threat to its survival has come from the concerted effort for more than half a century to turn the states and their dependent or ganizations into administrative units of the national government. The way was eased for this by the habit of referring to the national govern ment as the "federal government."

Off-the-mark talk about states' rights has had little more impact than dogs have upon the moon by barking at it. State organizations have been most effectively turned into admin istrative units in connection with the development of the welfare state. More precisely, as the national government became more and more involved with redistributing wealth, state organizations, particularly counties, became instruments of much of the distribution. For exam ple, state welfare agencies (called by a multiplicity of names nowadays) administer a great variety of pro grams funded by the national gov ernment. Over the past three decades, too, the courts of the United States have asserted increasing and widespread authority over agencies funded primarily by the states, such as schools, prisons, mental institu tions, colleges, and what have you. face of the 10th Amendment, he federalism inherent in the states' charged. 4 rights doctrine and some of its corIn short, Justice Roberts did his ollaries.

best to bring the whole weight of federalism to bear on his position with what were spurious arguments about the jurisdiction of the states. If the act was not authorized by the Constitution, it was irrelevant whether or not it violated the juris diction of the states. That any or all states had power to pass any such act is nowhere proved. The 10th Amendment does not disclose a single power possessed by the states. Rather, it disposes of the question as to whether the general government has some reservoir of powers not otherwise enumerated. (It doesn't.) And, if a state does not have the power to· pass such an act, it would be no trespass upon its juris diction for the general government to pass one. He does not even ex plore the possibility that the states might be prohibited from passing such acts by the United States Con stitution, for which an excellent case could be made. The most that can be said for the argument is that Justice Roberts grabbed the states' rights ball when it came floating by and ran with it with all his might.

None of this is said in derogation ofjurisdictional claims of the states, of the decision the Supreme Court reached, nor of the powers of reason ing of the court. Rather, it is to illus trate the results of the confusion of 16 THE FREEMAN January There should be no doubt that there have been large scale intrusions upon the jurisdictions of the states. The confusion has been further compounded in recent years by what has been called the "New Federal ism." Currently, the phrase is being used by the Reagan Administration to designate the plan to turn over some welfare programs to the states, to disentangle some state-national joint efforts by having the national government take over the funding of them entirely, and to reduce na tional controls over grants made to states by the government. But the idea of aNew Federalism had been around for several years before Rea gan became President.

The late Nelson Rockefeller pro posed doing something to revive fed eralism in a book published in 1962, entitled The Future of Federalism. At the beginning of his second term; President Richard Nixon advanced the idea of having the national gov ernment aid in the recovery of fed eralism. About all that came out of that was the practice of providing large grants from the central gov ernment under the rubric of revenue sharing. What these various propos als and plans have in common is the notion that federalism can be re stored to its full vitality by action of the national government. That may well be the problem rather than the solution. At any rate, it has suc ceeded thus far more in confusing than in clarifying the meaning and function of federalism. The main point I wish to make about the function of federalism is that it is a system for the protection of the liberties of people and the rights of individuals. The freedom of a people consists in the voluntary use oftheir property and faculties to their chosen ends. The Founders of the United States generally understood well something that is universally the case: ,that government is ever the greatest potential threat to freedom of action. The liberties that prevail consist of those acts not prohibited by law and those rights of individu als that governments are forbidden to violate and are enjoined to protect from all intruders. In short, the pre condition of extensive liberty for a people is limited government. It is, then, as a device for limiting gov ernment that a federal system of government performs its most valu able function. But to grasp the full implications of this, the meaning of federalism needs to be clearly stated as free of confusion and complica tions as possible.

Two Governments in Power A federal system of government is one in which two governments have jurisdiction over the inhabitants. In this country, the two governments are those of the states and of the United States. Both governments have sanctions, that is, may use force 1983 THE MEANING OF FEDERALISM 17 upon the inhabitants. Both have en forcement officers and courts. This system is sometimes referred to as one of dual sovereignty. The phrase is, however, misleading, and when carried very far leads to conflicts for which there is no resolution short of the destruction of such indepen dence as one or the other govern ments may have. The term. sovereignty came into currency in the modern world in the 16th century. Monarchs came to be referred to as sovereigns. The con cept was used to buttress absolute monarchy. It means the supreme, or ultimate authority, over a land, state, or country. The United States does not have a monarch, or king; liter ally, it does not have a sovereign. It goes deeper than that, however.

Neither the Constitution of the United States nor the constitutions of the states vest supreme authority in any man, any group of men, or the people as a whole. It is the genius of American fed eralism that government is limited, not supreme. Sovereignty is a mis chievous notion, an improper ana lytical .tool for describing govern ment in this country. It sends people in quest for an authority which can only exist in defiance of the consti tutions of the states and of the Con stitution of the United States. Federalism is best understood, not as a political concept, but as a legal concept, which is what it is. Sovereignty is a political concept (an ab solutist authoritarian one, at that); jurisdiction is a legal concept. Thus, the conclusion that in the United States the states have a jurisdiction, and the United States has a jurisdic tion. Definingthe Jurisdiction The Constitution of the United States, aside from describing the method of selection of its officers and the inner workings of the govern ment, is mainly concerned with de fining the jurisdiction of the govern ment that it authorizes. Also, it den ies jurisdiction to the states in cer tain areas, prohibits states to act in certain ways, and reserves powers to the states, and rights to the people.

Before offering some proof for this and delineating the jurisdictions, however, there are two basic points that need to be nailed down. The first is to show why state gov ernments are federal governments as well as the United States. These United States have a federal system of divided jurisdiction in govern ment. Severally, the states exercise authority over persons in one ofthese jurisdictions. The United States government exercises authority in the other. Both, therefore, are fed eral·governments. To acclaim one as the federal government to the exclu sion of the other is to deny, implic itly, that we have a federal system of government.

18 THE FREEMAN January The other point has to do with the independence of the state govern ments of the central government and the powers of action independent of state governments by the United States government. That is not to say that each does not rely on the other in important ways-they do-but to affirm that their operations as gov ernments are independent. Indeed, the independence of the states stands on more solid historical ground than does that of the national govern ment. James Madison noted that in this and several other matters, "The State governments will have the advan tage of the federal government." As proof, he pointed out that "The State governments may be regarded as constituent and essential parts of the federal government; whilst the lat ter is nowise essential to the opera tion or organization of the former." His meaning was that elections oc cur within states, and that the gen eral government depends upon the states to come into being. "On the other side," he continued, "the com ponent parts of the State govern ments will in no instance be in debted for their appointment to the direct agency of the federal govern ment .... "5 Moreover, some of the states existed before the United States. True, after the adoption of the Constitution, states are admit ted to the union by act of Congress.

But they come into being at their own instance, draw up their own constitutions, and select their own officers. Their independence of the general government, then, is ante cedent to it. The important point, however, is that both the government of the union and the states are distinct and separate entities. They are govern ments in their own right, neither being the creation of the other. Dev otees of the states have sometimes argued that the United States was created by the states. 6 Not so, how ever. The states did send delegates to the Constitutional Convention, and they did hold elections for the consideration of ratification of the Constitution. But the latter dele gates were chosen by the electorate, and the preamble to the Constitu tion refers to "We the people" as the origin ofthe government. In any case, both governments possess the essen tials of separateness, distinctness, powers, and independence to be con sidered governments in their own rights.

Local Governments By contrast, local governments are not independent governments. Ex cept for the District of Columbia, all local governments are creatures of the states. They come into being by authority of the states, and derive such powers of governments as they exercise from the states. They are not, then, a part of the federal sys1983 THE MEANING OF FEDERALISM 19 tern of government, but rather a part of state government. Or, to be abso lutely precise, they are linked to federalism only by their ties to state governments. If the independence ofthe state and United States governments were all that could be said about federalism, however, it would be a fearful and monstrous system of government. To have one independent government over the inhabitants is bad enough, but to have two would be intolera ble, if each or either could exercise its power without restraint. That is not the case, however. Both govern ments are restrained, restrained by each other by the delineation of their separate jurisdictions, the denial of powers to one or the other or both, and by the specified manner in which they are to exercise their powers.

Their independence of each other is important, because it provides a safeguard against intrusion by ei ther into the jurisdiction of the other. But it is of even greater importance that in the assignment of jurisdic tions both governments are limited and restrained. It is these restraints that protect the liberties of the peo ple. The bulk of these restraints are found in the United States Consti tution. In the first place, the United States government was never granted all the powers that it might be claimed are inherent in govern ment itself. It was granted only a limited jurisdiction to deal with cer tain objects of government. These powers were described in general terms in the following ways at the time of the debate over the ratifica tion of the Constitution. John Jay, speaking in the New York state con vention, maintained that the powers were largely restricted to the follow ing objects: "They comprehend the interests of the states in relation to each other, and in relation to foreign powers."7 James Madison observed that "the powers of the general gov ernment relate to external objects and are but few."8 Again, he empha sized that "The powers delegated by the proposed Constitution to the fed eral government are but few and de fined."9 In the Virginia convention, Edmund Pendleton argued that the general government was to act "in great national concerns, in which we are interested in common with other members of the Union .... " At an other point, and more heatedly, he insisted that the government autho rized was not clothed with all pow ers of government. "It only extends,"

he said, "to the general purposes of the Union. It does not intermeddle with the local, particular affairs of the states."lO Specified Limited Powers It is not necessary, however, to rely solely upon the comments and de scriptions ofcontents by the Founders to learn that the Constitution 20 THE FREEMAN January granted only limited powers to the general government. The document speaks for itself in this regard. The powers of the government were enu merated in several places in the Constitution, above all, in Article I, Section 8. For example, such powers as these are granted: To define and punish Piracies and Fe lonies committed on the high Seas and Offences against the Law of Nations. To declare War, grant Letters of Mar que and Reprisal, and make Rules con cerning Captures on Land and Water. To raise and support Armies .... To provide and maintain a Navy. To establish an uniform Rule of Natu ralization, and uniform Laws on the sub ject of Bankruptcies throughout the United States.

In the most general terms, then, the Constitution provided for a general government to conduct foreign rela tions' to settle disputes among the states, and to facilitate trade and in tercourse among the peoples of the states. Further, the United States gov ernment is prohibited to do some things. For example, "NoBill of At tainder or ex post facto Law shall be passed." "No Tax or Duty shall be laid on Articles exported from any State." "No Title of Nobility shall be granted by the United States ... ," and so on. The government is fur ther restricted by amendments, such as the Fourth, which reads: "The right of the people to be secure in their persons, houses, papers, and effects, against unreasonable searches and seizures, shall not be violated, and no Warrants shall is sue, but upon probable cause, sup ported by Oath or affirmation, and particularly describing the place to be searched and the persons or things to be seized." Beyond all these, there is a blanket limitation contained in the 10th Amendment: "The powers not delegated to the United States by the Constitution, nor prohibited by it to the States, are reserved to the States respectively, or to the people."

Limits to State Powers The jurisdiction of the states was conceived as being much more com prehensive than that of the United States at the time of the drawing of the Constitution. The Constitution does prohibit certain powers to the states. For example, "No State shall enter into any Treaty, Alliance, or Confederation; grant Letters of Marque and Reprisal; coin money, emit Bills of Credit; make any Thing but gold and silver Coin a Tender in Payment of Debts; pass any Bill of Attainder, ex post facto Law, or Law impairing the Obligation of Con tracts, or grant any Title of Nobil ity." There are further prohibitions on the states in amendments, the most general of which are to be found in the Fourteenth, and the central ones 1983 THE MEANING OF FEDERALISM 21 are embodied in these words: "No State shall make or enforce any law which shall abridge the privileges or immunities of citizens of the United States; nor shall any State deprive any person of life, liberty, or prop erty, without due process of law; nor deny to any person within its juris diction the equal protection of the laws." Beyond such prohibitions, however, the main powers of gov ernment over the lives of persons were reserved to the states.

James Madison stated the case for the residual powers of the states this way. "Those which are to remain in the State governments are numer ous and indefinite .... The powers reserved to the several States will extend to all the objects which, in the ordinary course of affairs, con cern the lives, liberties, and proper ties of the people, and the internal order, improvement, and prosperity of the State."ll State Constitutions Also Limit It should be noted, however, that the states are further restrained by their own constitutions, and most of these have much more extensive re strictions than are contained in the United States Constitution. More over, as already noted, since the time of Madison, further extensive. pro hibitions on the states have been added to the Constitution. Thus, it is correct to say that both the United States and state governments are limited and that neither possesses all those powers which may be con ceived as inherent in government it self.

The object of this limitation, in deed, the highest object of federal ism itself, was the rights of individ uals and the liberties of the people. Alexander Hamilton put it this way: "This balance between the nation and state governments ought to be dwelt on with peculiar attention, as it is of the utmost importance. It forms a double security to the people. If one encroaches on their rights, they will find a powerful protection in the other. Indeed, they will both be pre vented from overpassing their con stitutionallimits, by a certain rival ship, which will ever subsist between them."12 From our perspective, it is easy to conclude that Hamilton was wrong, at least in part, in his prediction. He was right, of course, in holding that the national government would de fend its jurisdiction from intrusion by the states. He was right, too, in maintaining that this would provide security against states' encroaching upon the rights of the individual. It has worked that way historically, and it is still working that way. But what of that "rivalship" of the states over their jurisdiction and the security that was supposed to afford against concentration of power in the cen tral government and its violation of the rights of the people?

22 THE FREEMAN January Aside from clamors about "states' rights" and· an occasional suit by some state in the courts ofthe United States, the states appear to be paper tigers. They are largely unable ei ther to protect their own jurisdiction or the rights oftheir inhabitants from the central government. Either Hamilton was wrong or something has happened in the interval. An Important Balance It will be my position that Hamil ton was right about the Constitution as it then stood. To understand why, it is necessary to look at the struc ture of the government and how it has been changed so as to effect the power of the states to defend their jurisdiction. The answers to two questions should lay open to view the crucial structure of the government. First, what branch or organization in the central government was cru cial to the defense of the jurisdiction of the United States? While all the branches play a role in it, the ulti mate power for the defense lies in the Supreme Court. By its power of review of legislation, both national and state, where a constitutional question is raised, it can vigorously and effectively assert and defend the jurisdiction of the United States.

Second, in what branch of what government is there an organization with the power and under the con trol of the states to defend the juris diction of the states? There is no such organization today. There has not been one in the United States since 1913. Until 1913, the United States Senate had power to do it (and it still does), and state legislatures had crucial leverage over the Senate. That leverage was removed in that year by the 17th Amendment. The amendment provided for the direct election of Senators. In the original Constitution, Sen ators were elected by the legisla tures of the states. In effect, the state governments had representatives in Congress; they were the members of the Senate. The Senate is well placed in the government to defend the ju risdiction of the states, if it will and must. It can refuse to pass any bill which intrudes upon the jurisdiction of the states. Moreover, Supreme Court, indeed, all court, appointees of the United States government, have to be approved by the Senate.

Presidents, too, have large incen tives to get along well with the Sen ate, for all their major appointees and all treaties must be approved by the Senate. Further, trials of impeach ment, including judges, are con ducted before the Senate. Since 1913, state legislatures have had little or no effective control over Senators. No longer do they have to please the state legislatures to be re elected. State governments are no longer represented in the central government. It is not surprising, then, that the great growth and ex1983 THE MEANING OF FEDERALISM 23 pansion of power of the national government have occurred since 1913. The main balance wheel for the states in the Senate no longer operates to restrain it. The courts have ever more vigorously asserted and expanded the jurisdiction of the United States, and the presidents and Congress have not been far behind. That is not to say that federalism is meaningless today. It is still used to restrain the states. Moreover, the states still retain much jurisdiction, or portions of it, thanks largely, I suspect, to the voters. But the cen tral government is no longer re strained significantly by federalism.

It has become the government, in deed, the federal government, as we acknowledge in our references to it. If the above analysis is correct, federalism can hardly be restored by redistributing welfare programs. It will hardly be revitalized, in any case, by federal aid or revenue shar ing. It will only be able to perform American Federalism its salutary function of protecting its jurisdiction so as to defend the rights of its inhabitants when it has a means for doing so within the gen eral government itself. Looked at that way, the election of Senators by state legislatures was a good idea. I -FOOTNOTESIFelix Morley, Freedom and Federalism (Chi cago: Henry Regnery, a Gateway edition, 1959), p.21. 2Henry S. Commager, Documents of Ameri can History, vol. II (New York: Appleton-Cen tury-Crofts, 1963), p. 25l. 3Ibid., pp. 251-52. 4Ibid., p. 249. 5TheFederalistPapers, Willmoore Kendall and George W. Carey, intro. (New Rochelle, N. Y.: Arlington House, n. d.), pp. 290-9l.

6See, for example, James J. Kilpatrick, The Sovereign States (Chicago: Henry Regnery, 1957), p. 4. 7Elliot's Debates, Bk. I, vol. 2, p. 283. 8Ibid., vol. 3, p. 259. 9The Federalist Papers, p. 292. lOElliot's Debates, Bk. I, vol. 3, pp. 40, 30l. llThe Federalist Papers, pp. 292-93. 12Elliot's Debates, Bk. I, vol. 2, pp. 257-58. IDEAS ON LIBERTY IN its narrower sense, federalism refers to the division of authority and function between and among the national government and the various state governments. But it has come to possess a wider meaning in Amer ican political history. The idea of constitutional limitations of power, of both horizontal and vertical divisions of power, of the representative nature of republican institutions, and of a national government strong enough to perform certain necessary tasks and yet not so strong as to become a threat to liberty, is perhaps better epitomized in its unique American historical setting by the word federalism than by any other single term.

GEORGE C. ROCHE III Elgin Groseclose MANNING THE SEAWALLS THE rising tide of foreign govern ment defaults on their overseas, dol lar-denominated debt threatens to break and overflow the sea walls of international banking and inundate the capitalistic world. The recent Toronto convocation of international bankers for the an nual meeting of the World Bank and International Monetary Fund con sidered the approaching flood, but their efforts were like those of a pla toon of Dutch school boys recruited to stick their fingers in the leaking dykes. In desperation they shouted for more bags of the sand that was being washed away; that is, more Dr. Elgin Groseclose, a financial consultant in Wash ington, D.C., is the author of Money and Man (1934, 4th edition 1976) and America's Money Machine (1966, 1980). He serves also as executive director of the Institute for Monetary Research. 24 international credit, more fiat money of the sort that was already being diluted into muddy liquid.

For the United States, with busi ness bankruptcies soaring and the banking system tottering, confi dence has begun to ebb in the power of the omnipotent Federal Reserve to control the flood.Although it mans the sluice gates of a mighty reser voir of credit, some see cracks in the great dam below which the economy sits like a present-day Johnstown. One journalistic commentator de clares that the country faces its greatest economic crisis in fifty years. The Great Debate A popular cry is to denounce Re aganomics with its devotion to free market economics; more radical theorists accuse the capitalistic sysMANNING THE SEA WALLS 25 tern and argue for authoritarian communist and socialist forms of government. Advocates of more governmen.t in tervention, however, face the di lemma that the crisis is severest in the Third World, most of which is governed by Marxist or socialistic principles under authoritarian re gimes. Indeed, it is the collapse of Third World economies, despite a thirty-five year drain of Western re sources under various foreign aid programs, that has complicated the problems of the West; it is the de faults of Third World countries on loans from Western banks that now threaten the international banking structure.

Advocates of more government subsidies and intervention, how ever, ignore the fact that if Reagan omics has not borne the expected fruit, it is because of its failure to extend free market principles into the most important area of enter prise-the money system. Despite dismantling of many gov ernment barriers to trade, money which is the lifeblood of enter prise-remains under authoritarian controls by a bureaucracy as aloof, as unrestrained, as a Soviet Polit bureau. This is the Open Market Committee of the Federal Reserve which congeals the wisdom of twelve mortal beings enjoying long tenure into directives as to the amount and direction of money flow; each Friday the markets of the world await with bated breath the effect of their de liberations. Historical Review of System The development of this auto cratic power was gradual and often unperceived. For twenty-seven cen turies, mankind regarded as axiom atic that the only valid means of payment is intrinsic money, that is, coinage. Rulers throughout history, however, have wherever possible circumvented this principle by de grading or counterfeiting the coin age. The most pervasive effort was in 13th-century China, when the Mongol emperors substituted paper notes for metallic coinage in circu lation. The Venetian traveler Marco Polo admired the device which, he noted, gave the emperor enormous profits. Despite the inflation that followed, with the notes at a dis count, the practice spread to Europe; but in the Middle East, efforts to in troduce paper notes were resisted by sedition, and in India, silver re mained the standard money of ac count until the British introduced paper in 1893. The British paid the price; within 20 years they nearly lost their colony but for a U.S. res cue operation. Iran had only metal lic money until the 1930s when Reza Shah introduced central banking, a La the Federal Reserve; this mon arch lost· his throne before a decade had passed.

26 THE FREEMAN January Rise of "Scientific" Economics The framers of the United States Constitution rejected paper cur rency, but despite Constitutional doubts, paper currency was intro duced as a war measure during the Civil War; specie payments were re sumed in 1879. Meantime, there had been grow ing up in the 19th century a school of thinkers employing the concepts of mathematics and physics; they obtained respect for their novel the ories by designating them as "sci entific." Karl Marx called his theory "scientific socialism." Their view was that man was a creature of physical wants and demands that could be measured statistically and pro gramed mathematically. The profession acquired status after World War II by the formation of an official Council of Economic Advis ers, enjoying access to the head of state and more influential than the Secretary of the Treasury or the Secretary of State. Added prestige came in 1969 when a Nobel Prize in "economic science" was set up along with those in medicine and physics.

From this new profession came the philosophical framework for frac tional reserve currency which came into being in 1913 with the Federal Reserve System. With fractional re serve currency, the Reserve banks were authorized to convert into cash the debt of member banks. In ex change for the member bank's paper the Reserve banks could issue legal tender notes up to 21/2 times the amount of gold money held by the bank. The process was called dis counting. At first only short term commer cial debt was generally convertible to cash, but such was the leverage given by this new mechanism, such was its power to create purchasing power by the stroke of a pen, that pressure for its expansion became irresistible. Government bonds be came acceptable collateral-this helped finance World War I-the kinds of debt expanded; if not enough debt were offered for discount the Reserve, through the Open Market Committee, could go into the mar ket and buy up debt either on the excuse of stabilizing the price level or of promoting employment. Even tually the requirement of a gold re serve was abandoned.

The Inflationary Flood and the Economic Consequences The commercial banks, with this ever-ready fountain of liquidity, ex panded their lending to the limits of their capital reserves. These dropped from around 25 percent of assets to currently less than 10 percent, with the 15 largest banks presently op erating on margins of less than 5 percent. Not finding productive use for this financial power, they have financed a rank and unhealthy growth of cor1983 MANNING THE SEA WALLS 27 porate conglom.erates with an eco nomic justification no one has yet been able to define. The system of fractional reserve currency became a world fashion like the current rage for blue jeans and .lettered T-shirts that may be found on the Ginza and in Red Square. Countries, from Ital ian principalities governing only a mountain top to continental empires like China, engaged in the issue of currency through central bank emissions.

Despite the collapse of the system in 1933, when every bank in the country closed its doors, such is the fascination with fiat currency that ever-wider powers were conferred on the System. In 1980 Reserve banks were authorized to convert to cash practically any collateral they pleased. Under this authority, the Reserve has acquired some $2 bil lion of foreign government debt, and it is now being pressed to liquidate large chunks of the debt owed to United States banks by Poland, Mexico and others. Only John Law, in his effort in 1729 to turn the soil of France into money, showed such effrontery. Despite the evidence that the main cause of the current worldwide eco nomic debauch is fractional reserve currency adopted everywhere, the Secretary of the Treasury continues to voice confidencein the System. The President tentatively suggests that it should be brought under Treasury supervision. This would be disas trous.

The correct course is to dismantle the Federal Reserve System. True Functionof Money The function of a monetary sys tem is not to manipulate the flow of credit and banking transactions to maintain a given, or even stable, price level; nor is the function to cre ate employment. The money system should be managed neither in the interest of creditors nor of debtors; neither in the interest of producers nor consumers; neither in the inter est of government nor of taxpayers. The function of government is to maintain the integrity of the stan dard; its function toward money is the same as toward the measure of length or of weight or of quantity. It is as corrupt to vary the standard of value and deferred payments as to change the length of the yard in the interest of cloth merchants, or the content of a bushel in the interest of wheat farmers. The means of maintaining the standard is the definition of the dol lar in terms of a given weight of sil ver or gold; since 1900, the sole metal of the standard has been gold; the dollar is still by law and statute de fined in terms of gold. The regime under which the money system has been corrupted came to a climax in 1934 when the mint was closed to the free coinage of gold. The mecha28 THE FREEMAN nism by which the circulation is al ways adequate to the needs of trade is that of free coinage. Under free coinage anyone can bring gold to the mint and have it coined only for the cost of mintage. Under this system the free market, rather than a bu reaucracy, determines the amount of circulating media.

Restorationof Free Coinage The system of free coinage was es tablished in England in 1666; for the first time in history the government monopoly of money ceased; during the succeeding centuries, gold flowed to England, the circulation was alMonetary Manipulation ways adequate, and England rose to be the principal· commercial power of the world. The same system was adopted by the newly formed United States, and under this system the United States became the only rival of Great Britain as a commercial and industrial power. This is the system that should be reestablished to re store stability in the United States. It is no more necessary for an inter national agreement to this end, as some argue, than for every country to agree on the length of a meter or the weight of a kilogram; the natu ral effect of integrity will compel them to do so. i IDEAS ON LIBERTY IF the nineteenth century was an era of the gold standard, free trade, and monetary stability, the twentieth century has been an era of man aged currency, protection, and monetary instability. This instability Le., violent inflation-has boded ill for international trade, which wholly depends on international payments. Inflation-the expansion of money and credit-distorts "official" exchange rates. Domestically, it tends to set in motion a flight from currency into goods. Externally, it tends to cause another flight: a flight of "hot money" fleeing to foreign sanctu aries where inflation is relatively quiescent. Inflation ultimately causes domestic prices to rise with the result that foreign importers are strongly inclined to shop harder for better bargains elsewhere ....

The past generation has been one of fantastic inflation the world over. Governments spend and spend, pumping out ever more money. One Keynesian admitted in the London Economist a few years ago: "Inflation is nine-tenths of any practical full employment policy." Inflation, in short, is the handmaiden of exchange control and protec tion. It generally spells death for free trade. WILLIAM H. PETERSON, "Barriers to World Commerce"

Bill Anderson 800M and BUST IN THE COURSE of discussion about the pros and cons of free enterprise, the subject inevitably seems to turn to the business cycle. Capitalism's critics-and there are many-waste no time in decrying the alleged "in stability" of the free economy, a sys tem that they claim allows a few to garner great fortunes while leaving the masses to lurch from semi-pov erty in good times to squalor in depressions. Notes a business columnist of a major U.S. newspaper: Unbridled supply-and-demand ideas led to great wealth, but also great poverty, in the late 1800s and early 1900s. There Mr. Anderson Is a teacher of social studies at Ross ville, Georgia, Junior High School. He Is the 1982win ner of the Olive w. Garvey essay contest on "The Virtues of the Free Economy" involving a fellowship to the general meeting of The Mont Pelerln Society. were also periods of great economic boom and bust, of which the Great Depression is the best example. The Western na tions grew tired of waiting for supply and demand to work everything out, and along came Mr. Keynes· and his ideas for them to grasp.!

At this writing, the United States is suffering from its eighth recession since World War II, an economic phenomenon that is again leading persons to question the qualities of capitalism. Politicians, believing the nation can be taxed into prosperity, claim it is once again time for the government to "take over" the reins ofthe economy. As an influential U.S. economist has written: We need an increased degree of gov ernment selection of priorities, channel ing of funds in the direction of those pri 0rities and a recognition of a need for 30 THE FREEMAN January some kind of planning by the federal government. Even some members of the corporate community now say that free markets, such as they are in the United States, are not doing the job.2 Economists, journalists, intellec tuals and politicians seem to agree that the free economy is indeed the source of boom and bust, of recession and depression. If the economy is left without the guiding hand of state direction, they believe, the forces of supply and demand will eventually self-destruct, leaving a wreckage of vanished fortunes and massive un employment. And should the econ omy go into recession, they say, the central government should immedi ately launch programs of transfer payments, public works and busi ness bailouts to stem the tide of the slump.

Liberals are not the only persons to advocate such centralized mea sures for dealing with economic downturns. Conservative econo mists all too often accept the busi ness cycle as an inevitable price of capitalism's success and look to the state as a source for minimizing the trauma caused by recession. The public understanding seems to be that the business cycle, in a capital istic economy, is simply a fact of life that cannot be any more avoided than winter in New Hampshire. Discus sion of the business cycle, then, cen ters not on preventing it, but, rather, as Keynes suggested, on using government monetary and fiscal policy to allow for a smooth transition from one end of the cycle to the· other. The Great Depression When the causes of business cycles are discussed, the subject is usually the Great Depression from 1929 to 1941 (although diehard believers in Franklin D. Roosevelt insist the depression ended in 1933 with FDR's ascension to the Presidency). Yet, the Great Depression had similar char acteristics to the so-called panics or crises that had occurred in the United States and abroad in the previous century: a period of boom-accom panied by inflation-then a sudden and violent bust with prices and wages dropping quickly and banks and other businesses going belly-up.

Because the boom-and-bust peri ods in American history have had such similar features, it would seem best to study the general causes of those economic phenomena rather than to concentrate on only the Great Depression. However, since it took far longer for the U.S. economy to work its way out of the slump in the 1930s than it had in previous bad times, this essay will also look at what set the Great Depression apart from its predecessors, along with ex amining the business cycle since World War II. In examining the stated causes of the business cycle, one finds two ex planations that stand out. The first 1983 BOOM AND BUST 31 is the traditional one-which in cludes socialist and Marxist varia tions-and the second is the Aus trian Malinvestment Theory. There is also a third explanation, one that deals with the so-called "instability" of capitalism, that will also be ex amined. American history textbooks are rife with explanations of 19th-Cen tury recessions that center on "overexpansion" of the railroads or troubles on the farm. The idea, of course, is that a recession begins within a certain sector of the econ 0my and snowballs into other areas, pulling them down as well.

In the industrial society, because of the unusual acceleration which takes place in durable goods, the results of individ ual freedom are more complicated and far reaching (italics mine). Assume that each year twenty million men's coats are sold, produced by 210,000 machines, each of which can make only 100 coats a year ... with a ten percent increase in the sale of coats, there is a one hundred percent in crease that year in the machines needed ... When the demand for a product drops, however, the snowballing effect begins ... he lays off his workers, whose own buying power is now greatly reduced, thus affecting other businesses . .. and the downward cycle is accelerated. 3 While the above explanation of the business cycle may seem viable to publishers of history books, it, in reality, is wracked by fallacies, the first being the informal fallacy of converse accident or hasty general ization. The author assumes that because one particular industry goes bust, all the other industries will topple as well, a sort of business domino theory. However, the demise of one industry may only be signal ing the rise of another. For example, to use the coats again, should there be a lessening of demand for a cer tain brand of coats, the change in consumer taste may be only because another brand of coats is less expen sive or more attractive. Or, perhaps, the entire coat industry in an area has lost its market because the sur rounding temperatures have per manently risen 30 degrees, which might mean a subsequent boom in the sun dress and bathing suit in dustries.

The Fallacy of Composition Whatever the reason for the de mise of one industry, there is noth ing in economics that suggests that the general economy will collapse because one sector loses its appeal to consumers. As economist Law rence Reed has pointed out, to hold that what might be true for one in dividual is also true for all others is to commit the fallacy of composi tion. 4 For example, lobbyists in the home building industry recently persuaded Congress to approve a $3 billion housing bailout bill to prop up that recession-torn sector for an other year (fortunately, President 32 THE FREEMAN January Reagan vetoed the bill). Construc tion lobbyists and their supporters argued that the general economy was sick because the housing market was slow, and, therefore, a general re covery could only be precipitated by giving an artificial boost, via infla tion' to housing. Again, we were presented with the fallacies of con verse accident and composition, this time in reverse.

The traditional explanations to the business cycle are more endemic in economic circles, with socialist and Marxist theories, it seems, being drawn from this area of thought. These arguments center around the idea that downturns in the business cycle result from a shortage of money. In precapitalist times, as Henry Hazlitt writes, "Whenever business was bad, the average merchant had two explanations at hand: the evil was caused by a scarcity of money' and by general overproduction."5 This argument has since been re fined by socialist and liberal critics of the marketplace, and, indeed, has become the standard fare when ex planations for the business cycle are sought. In examining this argu ment, it is necessary to study not only the ideas of theorists in precapital ist times (and the disastrous results of their "solutions"), but also the so cialist and Marxist notions and why they are fallacious.

Economic historians are all too aware of the problems of the French economy during the early years of the French Revolution. In 1789, business was slow. Merchants and politicians in the National Assem bly demanded that the government solve the nation's fiscal problems (which were due to a top-heavy gov ernment debt). In seeking a solution that fit with the economic thought of the times, the French Govern ment floated massive amounts ofpa per money to give its citizens "pur chasing power." What resulted from this action, of course, was a wild hy perinflation that destroyed the French economy, helped bring about the famous "Reign of Terror" and ul timately led to the dictatorship of Napoleon. The French leaders in 1789-as well as most government officials since then-assumed the fallacy that money is wealth, a no tion that was exploded by Adam Smith in The Wealth ofNations when he pointed out that wealth comes not from money but rather from the in crease of desirable goods and ser vices.6 The Labor Theory Socialists, beginning with Karl Rodbertus and Karl Marx in the mid Nineteenth Century, have built many of their anticapitalist argu ments upon the fallacy of money being wealth. For example, in his famous Overproduction and Crisis, Rodbertus declared that production was solely for profit and that all pro1983 BOOM AND BUST 33 duction was simply a result of the efforts of labor or the workers.

This standard socialist doctrine, when joined with his beliefs on diminishing wage share, 7 led him to a theory of crises. All wealth being a product of labor, the laborer with his declining wage share was unable to buy' back the products he produced. Markets would be flooded with goods which would bring falling prices and unemployment and, finally, precipi tate an economic crisis. To relieve the situation, Rodbertus proposed that the state take over.8 This general crisis that Rodbertus predicted was the same sort of crisis Marx predicted for the advanced capitalistic West; he emphatically believed that, as production of goods and services increased, the profits of the "capitalists" would increase, wages would fall and the laborer would be unable to purchase those products that he had created with his own labor. Such would be the crisis that would ultimately lead to the workers revolting against their "masters" and leading the western world to communism.

The influence of Rodbertus and Marx is still felt strongly today, es· pecially when leading writers and intellectuals explain their pet causes for the Great Depression. Declares Michael Harrington, who heads the Democratic Socialist Organizing Committee: The Great Depression discredited .Say's Law (which, in short, declares that supply creates its own demand). During much of the 1930s, there was a glut of con sumer goods because workers lacked the purchasing power [i.e.,money] to buy back what they produced. That was why government began to play a role in the economy on behalf of middle-and-Iow in come people during the period of Frank lin Delano Roosevelt's New Dea1.9 Says Time magazine: Economists debate to this day about what caused the Great Depression. A prevailing view, persuasively argued by John Kenneth Galbraith, is that the technological increases in productivity throughout the 1920s (up 43% per fac tory manhour) were not matched by in creases in wages and thus in the public's capacity to consume (factory pay rose less than 20%). The collapse of the overin flated stock market therefore started a downward spiral in both demand and ability to pay. Conservative economists like Milton Friedman, on the other hand, blame the Federal Reserve System for failing to expand the money supply suf ficiently in the wake of the stock market crash. 10 Friedman Ys. Galbraith Although Milton Friedman and John Kenneth Galbraith lead f;lchools of economic opinion that vastly dif fer with each other, one cannot help but note at least some similarity be tween the two men's reasons for the coming of the Great Depression.

Galbraith believes-as do most modern historians and intellec tuals-that Ricardo and especially 34 THE FREEMAN January Rodbertus were correct: production growth outstripped wages, which meant the laborers' wealth dimin ished while the capitalists' or own ers' profits increased. Or, to put it in more familiar terms, the rich got richer and the poor got poorer. To rephrase Harrington, the workers were drained of purchasing power, which was siphoned off by their bosses. While Friedman certainly is no advocate of the above theories, his explanation of the Great Depression ultimately implies that the Federal Reserve System did not inflate enough (Le., put "purchasing power" into the economy) from 1929 to 1933. So, viewing the causes of the Great Depression from the angle of the major schools of economic history, it can be said that the economic down turn happened because the printing presses of the federal government did not turn fast enough to enable peo ple to hold enough "money" in their hands to "buy back" enough of the products that they had created.

Of course, Galbraith and Harring ton-unlike Friedman-have ar gued that in addition to inflating, it is the duty of government also to heavily tax those in upper income brackets and give the revenues to those in lower brackets to insure that people "on the bottom" would have enough "purchasing power" to con sume, thus avoiding "a glut of con sumer goods." Implied in the traditional and so cialist interpretations of the busi ness cycle, of course, are the notions of overproduction and undercon sumption, fallacies that have re mained with us to the present time. l1 But whatever the line of interpreta tion, be it lack of "purchasing power," overproduction or underconsump tion, the theories still abound with fallacies and false assumptions of the economic system. "Money Is WeaJth" The first fallacy, as I have already stated, is that money is wealth. When Galbraith and Harrington dolefully observe the rate of production out stripping the growth of money wages, they have immediately jumped to the conclusion that buying power has diminished. Nothing cQuld be far ther from the truth. Such a view suggests that wealth causes pov erty, or, in other words, a society be comes poorer as it produces more wealth.

The vast increase in production in the 1920s-and, indeed, through most of the industrial age in our na tion's history-served to bring down prices as goods and services became more abundant and thereby more accessible to the masses. For exam ple, the automobile, once a play thing available only to wealthy Americans, became a staple in households with the advent of mass production. In the past decade, we 1983 BOOM AND BUST 35 have seen electronic marvels such as the pocket calculator evolve from extremely expensive but inefficient solvers of mathematics problems to the $10 models that are far superior to their predecessors (and this im provement in quality and decrease in price has come in the face of the galloping inflation of the past 10 years). The socialist viewpoint fails to recognize that wealth is a variable of production of goods and services, not of production of money. Any government on the earth can quickly crank out a vast increase in the sup ply of its designated means of ex change (provided that means is pa per money or base-metal coins, not valuable commodities) and many governments, including our own, have done just that. But the sad les son is, though few politicians and intellectuals have realized it, that inflation does not bring increased wealth, but rather chaos and, in the end, more poverty.

Burdening the Poor Another important criticism of the socialist notion that the increase in production "makes the rich richer and the poor poorer" is that history has shown this view to be utterly false. Even one historian whose text is laced with anti-free market rhet oric concedes that standards of liv ing for ordinary workers rose during the 19th Century, the time when Rodbertus was claiming that the op posite was true. 12 In order for the socialist argument to be true, the lot of the average per son today would have to be far worse than the lot of the average worker before the Industrial Revolution when most people spent about 90 per cent of their income on food. Even the claims of Galbraith and Har rington of the deterioration of pur chasing power during the 1920s are based on the false assumption that the lot of the average person wors ened during that decade. Yet, as historians admit, the lot of the common worker rose dramati cally during the 1920s. When Presi dent Herbert Hoover in his innau guration speech of 1929 trumpeted to the world that the "eradication of poverty" in the United States was in sight, few persons saw fit to disagree with him. In fact, the other pre-1929 depressions in the United States usually followed periods of increases in the standard of living for most people. There is simply no historical evidence that shows that Americans have become gradually poorer since the beginning of the Industrial Rev olution. The socialist claim that cap italism enriches the few at the ex pense of the many simply has no logical base.

There is, however, some truth to the idea of overproduction and UD derconsumption in times of reces sion. After all, many businesses in 36 THE FREEMAN January the late 1920s did expand greatly, only to find no markets for their goods. There was an abundance of farm products in the early years of the Great Depression that, for some reason, could not be sold. As one po litical cartoonist noted in a sketch, there was "too much oil, too much wheat and too much poverty." It does no good, however, to only state the conditions. One must in vestigate the causes of such a calam ity. There was a reason why wheat in America's heartland was in abun dance but families went hungry. There was a reason that factory in ventories were choked with goods that no one seemed able to buy. To simply claim that farmers grew too much wheat or factories produced too many widgets and those actions brought about the Great Depression or any other depression is to commit the fallacy of false cause. Most eco nomic historians, however, have done just that. They have seen the results of the problem and have concluded the results were in reality the cause.

Periods of Boom and Bust Preceded by Inflation If we are to solve the riddle of the business cycle, it is necessary to first look for common characteristics of the periods of boom and bust. And, as pointed out earlier in this paper, inflation seems to have been present in most of the boom periods. For ex ample, in the years after Andrew Jackson killed the Bank of the United States and before he issued his famous Specie Circular in 1836, irresponsible state-chartered banks created vast amounts ofpaper money, much of which went to speculation on public lands, finding its way ul timately into the Federal treasury. As the supply of partially-backed money increased, Jackson became alarmed and ordered that public lands be paid for in silver and gold rather than paper. As noteholders rushed to convert their paper into specie, many banks, unable to meet any sort ofreserve requirement, went under. In 1837, a panic began which brought hardships to many Ameri cans and guaranteed President Martin Van Buren only one term of office.

In the violent but short-lived Panic of 1893, one finds the roots in the Sherman Silver Purchase Act of 1890 which required the U.S. Treasury to purchase overvalued silver with gold certificates, thus creating a run on the treasury's gold reserves. The re sulting monetary crisis forced Pres ident Grover Cleveland to call a spe cial session of Congress in 1893 to repeal the Sherman Act, thus halt ing the silver inflation. A deep recession began that year, an event that led to Coxey's Army (which wanted the federal government to print money to pay for public works programs, a plan Cleveland wisely refused) and the 1896 free-silver 1983 BOOM AND BUST 37 Presidential candidate William Jen nings Bryan. During depression periods, busi nesses held goods they could not sell, farmers had crops, that despite low prices, no one could seem to afford. ?eople lost their jobs; wage earners could not support their families; businesses could not expand despite the availability of cheap materials and cheap labor.

At this point one might ask: Was there any correlation between the monetary problems in the boom-bust periods and the business down turns? Were these phenomena re lated or was taeir simultaneous ap pearance just coincidence? There are other questions to be answered as well. The overexpan sion of one business or even a few businesses· has an easy explanation: investors and entrepreneurs do mis interpret the market at times. For example, when the World's Fair re cently was held in nearby Knox ville, many entrepreneurs invested in campsites, mobile homes and quickly-built motels, hoping to cash in on the expected horde of tourists. However, the flow of fair visitors, though heavy, did not fall into the preconceived patterns of some investors, which means, in the ver nacular, they took a bath. There were other investors, however, who accu rately read the coming markets and, indeed, did strike their fortunes.

But to take the specific, that is, the probability that some investors will misread the market, and place it in the general, or that most inves tors will misread the market at the same time-under normal business conditions-is to commit fallacies of converse accident and composition. What is true for one person may not be true for everyone; to assume oth erwise is fallacious, but that is pre cisely what most economic histori ans have done. Why the Cluster of Errors? Yet, as one can tell by the unsold bumper crops, the glut of goods and the dashed plans of expansion that have characterized the downside of the business cycle, those who look upon overproduction or undercon sumption as the prime causes seem to be right. But, we must ask,why the· cluster of errors? Why did so many investors and producers com mit the same general errors at the same time, especially during the late 1920s? Few economists have sought to answer that question. Liberal his torians blame the disastrous stock market speculation and subsequent crash on the Coolidge-Mellon tax cuts, which slashed the top rates from 63 per cent to 24 per cent, claiming that the rich had too much money with which to speculate (which im plies, of course, that government of ficials spend other peoples' money more wisely than the people spend their own funds).

38 THE FREEMAN January But tax cuts or low tax rates had never been responsible for faulty speculation or malinvestment be fore 1929, which makes it difficult to believe that investors, from the very wealthy to lower-class savers, had suddenly in concert thrown much of their hard-earned money into a bottomless pit. All of which leads back to the original question: Why the cluster of errors? The answer can be given in one word: inflation. But to understand why inflation has been responsible for misleading large numbers of investors and producers at the same time, one must first comprehend the role of saving and spending in the economy. Concerning the Role of SaVing and Investment As classical economists since Adam Smith have pointed out, the creation of wealth originates with capital, which is a product of entrepreneu rial perception and action financed by savings. The basis for the produc tive economy-despite what politi cians, journalists and liberal econo mists tell us-is not spending but rather saving. Consumer spending acting in concert with a free, un hampered price system serves as a guide or a rudder to the economic process. Consumers, by voting with their dollars, decide which investors are to be winners and which will lose.

Spending does not create wealth; it only decides what, in the final anal ysis, will be considered to be wealth and what will not. It seems logical, then, that the greater a community's or nation's pool of savings, the more opportuni ties to create wealth exist. But what happens when government, by in jecting credit into the market via the purchase of government debt and a blip on a computer, expands the available pool of money beyond what has been saved by individuals? Free market economist Hans F. Sennholz clearly spells out the results: The creation of credit by monetary au thorities causes interest rates in the loan market to fall below the natural rate of interest. This natural rate, or unham pered market rate, reflects the people's choices as to spending and saving, and is responsible for the relative proportions , of production for the present and the fu ture, that is, consumers' goods and pro ducers' goods. A rising rate of saving, for instance, causes producers' goods indus tries to expand as more economic re sources become available for expansion and modernization. If, without such new savings, monetary authorities arbi trarily expand credit, interest rates tend to fall, which then misleads business men to invest more funds in the capital goods industries (italics mine). Thus misled by artificially lower interest rates, they em bark upon countless expansion projects that are unsupported by genuine sav ings. They engage in business activity that causes maladjustments and distor tions. 13 1983 BOOM AND BUST 39 In other words, inflation misleads investors who mistake fiat rates of interest as being real or genuine rates. However, as numerous adher ents to the "New Economics" have held, why can't the Federal mone tary authorities continue their cre ation of new credit indefinitely, thus giving the economy a permanent boost?

The answer lies in the nature of inflation itself. Inflation is, as aptly said by Friedrich von Hayek, a "ti ger by the tail." Continued doses of inflation to stimulate an economy soon take on a life of their own. As the amounts of fiat money are in jected into the economic main stream, prices rise-despite efforts of government officials to control them with price controls-profit margins diminish, lending authori ties are forced to raise real levels of interest, thus forcing a slowdown of business activity, and the market processes continually become· more and more distorted. And, as the in flation continues to drive prices be yond the reach of more and more cit izens, a public outcry grows from a frightened people who demand an immediate end to the calamity. The Rate of SaVing Declines During the inflationary' period, another sinister development be sides rising prices and business slowdowns occurs: the diminishing of savings rates. While inflation rages, the continuing debasing of the currency causes savings to lose their value, thus changing the engine of the economy from savings and in vestment to accumulation of debt.

And once authorities stop the infla tion, the reversal of debt-accumula tion trends brings severe contrac tions to the economy. Without an adequate savings pool to keep inter est rates at former low levels, debt ors who prospered during inflation now face financial hardships. As for the producers' goods indus tries that expanded during the infla tion, Sennholz writes: The credit expansion misleads busi nessmen into costly errors of expansion and modernization for which there is no consumer demand. The fiscal deficits that are to stimulate economic recovery and full employment bolster some industries while depressing others. 14 The end result, which occurs no matter if governments halt the in flation or not, is recession and un employment. Victims of inflation may have more money in their hands, but their real purchasing power, because the troubled econ omy is producing less, has shrunk.

That phenomenon is clearly seen at this present time with many Euro pean nations, including Ireland and England, along with our neighbor Canada, suffering from both high inflation and high unemployment. The United States, on the other hand, having brought its recent double40 THE FREEMAN January digit inflation rates to near five per cent, now is paying for its previous fiscal foolishness with unemploy ment. A Depressed Housing Industry A clear example of the course of inflation can be seen in our nation's housing construction industry. In the 1970s, while the federal government subsidized the industry with below market interest rates, housing boomed, along with the related in dustries such as carpet-making, lumber and large home appliances. However, once inflation had finally driven the low rates far beyond the reach of the average buyer, along with pushing construction costs to record levels, the industry, along with companion producers, slipped into depression. And without a large savings pool to help finance new construction (government spending presently takes nearly 80 per cent of savings), the outlook for the housing industry, at least in the near future, is bleak.

As mentioned earlier, however, home building lobbyists have con vinced the Congress to push through an ill-advised inflationary bailout bill. But such action-which could only aggravate inflation-is to seek a cure by taking in another dose of the disease. But, with business bankruptcies increasing and unemployment rates reaching near 10 per cent, what should government do to alleviate the problem? The answer, which may seem heartless to liberal historians, economists and intellectuals (not to mention the millions of persons out of work) is to do nothing that would add to the burden of government. As we have shown, government is the cause of boom and bust, the infla tionary boom coming first when the original doses of credit spur ill-ad vised economic expansion, and the bust coming when the forces of sup ply and demand take their natural course. Politicians cannot repeal the law of supply and demand. There fore, it is best for government offi cials to admit their inflationary mis takes and then step back as the economy goes through the painful but-usually -brief period of readjust ing itself in line with market prices and wages and real consumer de mand.

In fact, before the Great Depres sion, the policy of the federal gov ernment' once its ill-advised actions had led to boom and bust, was lais sez-faire. The depressions, though often turbulent, were mercifully brief. However, when the stock market crashed in the fall of 1929, following nearly a decade of an inflationary boom engineered by the Federal Re serve System, the federal govern ment, first under the leadership of Herbert Hoover and then Franklin Delano Roosevelt, intervened at al1983 BOOM AND BUST 41 WHEN there is relative stagnation in business, and unemployment, it is usually because an unbalanced and unworkable relationship has devel oped between prices at which goods can be sold and their costs of production. The main difficulty, usually, is that wage-rates are too high in relation to prices. This could be cured by a readjustment of specific wage rates, by more flexible wages and prices, by permitting competition to work. The first effect of a new injection of bank credit or paper money into the system is, indeed, an apparent increase of that "purchasing power"

which is so much wanted. It enables "surplus" goods to be sold at their existing prices. It enables prices of other goods to be raised to levels at which existing wage-rates can be paid and a full complement of workers hired. So it tends to restore that "full employment" so cherished, at any cost, by the modern reformer. This goal is achieved under inflation by raising prices enough to validate the existing level of wages. But what is forgotten is that the adjustment could have been made not only just as well, but much better, by a realignment of the particular wages that had got out of line. -from Henry Hazlitt's Introduction to Andrew D. White's Fiat Money Inflation in France most every level. The Hoover ad-more soundness. During the FDR ministration, for example, doubled years, the federal government as the income tax rate, pushed tariff saulted property rights, inflated, rates to ruinous levels, attempted to stymied agricultural production, cartel both industries and the agri-raised taxes and took ever-increas cultural sector and sought to keep ing bites from the nation's produc both prices and wages far above tion of wealth. By acting in concert market levels. Anyone of those ac-with labor union leaders in attempt tions following the stock market ing to unionize much of the U.S. la crash would have seriously im-bor force, the government helped paired a business recovery; togetl1er "drive wage rates above market lev they acted in concert to bring the els, thus touching off the ruinous economy to its knees, and, in the depression of 1937-38. It is clear that process, throw nearly a quarter of the ''humanitarian'' attempts by both the American work force offthe job.15 the Hoover and Roosevelt adminisNor can it be said that the Roose-trations to slow the forces of supply velt Administration acted with any and demand as the nation lurched 42 THE FREEMAN into depression in the long run only served to increase the human suffer ing so starkly depicted in the grim, austere photographs that record the anxious years of the 1930s.

The governments of the so-called capitalist West have learned little since the disasters of the 1920s, '30s and '40s. Politicians still see infla tion as the best weapon to fight un employment even while the record shows their actions to be foolish. The business cycle is still seen by many as the natural result of "unbridled" laissez-faire. But there is much we can learn by examining the business cycles. By carefully studying historical eco nomic developments, we can easily see that inflation is not the cure but rather the culprit. Inflation may, in its early days, give people an illu sion of wealth; when it has run its course, however, it has borne not riches but rather poverty. How does a nation avoid the roller coaster of the business cycle? The words of Ludwig von Mises seem to be wise counsel: If the policies of nonintervention pre vailed-free trade, freely fluctuating wage rates, no form of social insurance, etc. there would be no acute unemployment.

Private charity would suffice to prevent the absolute destitution of the very re stricted hard core of unemployables. 16 ® -FOOTNOTESIGene Tharpe, "Fitting Economics to Eco nomic Reality," The Atlanta Constitution (March 18, 1982), 5-A. 2Robert Lekachman, "Reverse Most of Rea gan's Policies," U.S. News & WorldReport (April 5, 1982), p. 38. 3Marvin Miller, The American Dream: Shadow and Substance (Covina, California, 1976), pp. 278-279. 4Lawrence W. Reed, "Seven Fallacies of Eco nomics," Freeman (April, 1981), p. 212. 5Henry Hazlitt, The Failure of the "New Eco nomics" (Princeton, New Jersey, 1959), p. 33. 6Reed, pp. 212-213.· 7Rodbertus accepted Ricardo's "Iron Law of Wages" that claimed that laborers would al ways make no more than subsistence wages be cause any real increase in pay would only serve to make the laborers' families larger. Ricardo's so-called "Iron Law" has historically been shown to be made of paper.

8John Fred Bell, A History of Economic Thought (New York, 1953), p. 373. 9Michael Harrington, '~nd the Poor Get Poorer," Today's Education (September-Octo ber, 1981), p. 31. lOTime,February 1,1982, p. 22. llFor an excellent critique oflong-held causes of the business cycle, read America's Great Depression by Murray N. Rothbard. 12JohnA. Garraty, The American Nation (New York, 1971), p. 608. 13Hans F. Sennholz, Age of Inflation (Bel mont, Massachusetts, 1979), p. 130. 14Ibid.,p. 131. 15Rothbard spells out in detail the effects of Hoover's interventionism in America's Great Depression. 16Paraphrased from the William E. Rappard contribution "On Reading von Mises," in Mary Sennholz, ed., On Freedom and Free Enterprise (Princeton, N.J.: Van Nostrand, 1956), pp. 18 19.

Brian Summers Economic Recovery AMERICANSare once again hoping for an economic recovery. If recovery comes, can it be sustained? Or will it soon collapse, as have all recent upturns? The answer depends on how the recovery is financed. If economic re covery is financed from the real sav ings of the American people, a sus tained period of economic growth may occur. But if the recovery is in duced by an artificial expansion of banking credit, any upturn will .quickly abort. To see this, we need to understand the difference between saving and credit expansion. Perhaps a simple example will make the distinction clear. A businessman has been thinking about building a new factory. But every time he adds up the costsMr. Summers is a member of the staff of The Foun dation for Economic Education. construction, equipment, wages, in terest on the needed loan-he de cides that the factory is too expen sive.

Suppose, however, more savings become available for investment. The rise in real savings may result from a tax reduction which removes some of the penalties placed on savers. Or more savings may become available due to reduced borrowing by the various levels of government. In ei ther case, interest rates decline, not because more money is added to the economy, but because existing funds are shifted from consumption to sav ing. This shift, in the long run, bene fits all Americans. The businessman benefits because lower interest rates mean he can now afford to build his factory. The con struction company and suppliers benefit because they receive new or43 44 THE FREEMAN ders. And workers benefit because the factory creates new jobs. But the real beneficiary is the buying public. The businessman builds his factory because he thinks he can produce goods that con sumers will prefer to those being of fered on the market. He takes a fi nancial risk because he thinks it will enable him to satisfy consumers bet ter than his competitors. If he fails, the loss is his. If he succeeds, con sumers get more of what they want and thus enjoy a higher standard of living. The consumer-each and ev ery one of us-is the final judge and ultimate winner.

The key to real growth, therefore, is to increase the amount of savings available for productive investment. If the savings pool is allowed to grow-without being choked by tax increases, government borrowing, or other hindrances-a sustained eco nomic recovery can get under way. Unfortunately, in previous reces sions the savings pool hasn't been permitted to grow. Taxes haven't been cut and government borrowing hasn't been' reduced. Instead, the Federal Reserve System has re sorted to credit expansion. It has tried to induce artificial recoveries by in jecting new paper money into the banking system. To the casual observer, these new funds seem no different from money that has been saved. Businessmen borrow these dollars, use them to expand their operations, and hire more workers. For a while, the econ omy appears to recover. But there is a fatal difference. The Federal Reserve action does not shift funds from consumption to saving.

Instead, new money has been cre ated. As the new money works its way through the economy, prices are bid to higher levels. Rising prices cause longterm interest rates to climb, as lenders come to anticipate a depreciating dollar. With inflation heating up and in terest rates on the rise, the Federal Reserve finds itself in a vicious spi ral. Credit expansion causes prices to rise, and the only way to stay ahead ofrising prices is to pump more and more credit into the banking system. Before long, prices are rising at double-digit levels, interest rates are soaring, and the banking system is overextended. The Federal Reserve has little choice now but to tighten credit, break the "inflationary psy chology," and plunge the economy into another recession. This, then, is the decision we face. Do we reduce taxes and cut govern ment borrowing, thereby expanding the savings pool and permitting a sustained economic recovery? Or do we try to induce yet another artifi cial recovery through credit expan sion, and reap· the whirlwind when it collapses? @ RussellShannon Constitutional Restraints, the MarketEconomy, and Indiv'idualFreedom He sat at a table, and the light of his lamp fell on the copy of an ancient document. He had marked and crossed out the contradictions in its statements that had once been the cause of its destruction. He was now adding a new clause to its pages: "Congress shall make no law abridging the freedom of production and trade. ... " -Atlas Shrugged!

IN his new book Bound to Be Free2 economist Richard B. McKenzie echoes this constitutional proposal from Ayn Rand's epic novel. He urges us also to impose limitations on fed eral tax revenues and monetary growth. Through this approach, he believes we can restore the personal freedom which promotes both our individual growth and economic de velopment. Professor Shannon teaches in the Economics De partment, Clemson University. His is, of course, not a solo voice merely one in a growing chorus which includes Nobel economists Friedrich Hayek and Milton Fried man as well as tax reformer Howard Jarvis. Together they seek to con strain not only liberal idealists with their social schemes but also conser vative businessmen who seize gov ernment powers for their selfish ends. Of course, government policies are not the only source of current dis content; disappointment with the enterprise system and distrust of business are also widespread. 3 But much of such distress flows from fail ure to analyze and understand market forces. A while back, for ex ample, I overheard a lady excoriate American automobile companies for failing to produce more fuel-efficient cars. She apparently believed that General Motors and Ford, not to mention Chrysler, are managed by 45 46 THE FREEMAN January idiots and incompetents. Yet the "failure" she perceives is quite read ily explained without resorting to such charges.

After all, the American auto com panies have for over two decades been producing such small cars as the Ca maro, the Falcon, and the Valiant. Even before that, American Motors devoted its main productive efforts to this end. But the American public treated these offerings with disdain. Small was not beautiful. And no wonder! Gas was so cheap that it made economizing unnecessary, even silly. And for those who worry about safety, there continues to be much evidence that bigger is better. 4 In fact, government regulation has frequently been the factor that frus trated moves toward fuel efficiency. Mandatory guidelines for safety equipment-some of it amazingly redundant, like seat belts and pad ded dash boards-not to mention stringent goals for improved auto emissions, have been hopelessly contrary to efforts to improve engine economy. Now in desperation GM has announced it will import greater numbers of Japanese cars for sale here under its own name. 5 Wasteful Use of Resources Indeed, there is much evidence that the free market, overall, does a far better job of allocating our scarce re sources to their socially optimal use than government bureaucrats can.

A vivid example showing that gov ernment management is not inher ently superior is the approach taken by the Forest Service in managing our timber resources. As explained recently by Thomas M. Lenard of the Office of Management and Budget, the Forest Service imposes a "non declining even flow" scheme for cut ting trees which, Lenard says, "ar bitrarily limits the timber harvest in anyone period and stretches it out for decades beyond the point of economic efficiency." In another pol icy the Service prevents trees from being cut "until they reach the age that maximizes average annual growth. It is based on biological cri teria and has no economic ratio nale," Lenard notes. 6 According to one estimate Lenard quotes, if these policies were elimi nated and timber production were concentrated in the most productive areas of our national forests, wood production might increase by as much as 74 percent-requiring 27 percent fewer acres! And the mar velous fact is that this process would not only allow more timber produc tion (with the associated benefits of reducing construction costs, which would give the housing industry a needed boost); it would also "triple the amount of forest land in the area on which timber harvesting is not permitted," thereby greatly increas ing the area available for recre ational purposes. Under such an im1983 CONSTITUTIONAL RESTRAINTS ... AND INDIVIDUAL FREEDOM 47 proved management system, both private and public uses of our valu able timber resources would flour ish.

Of course, a privately managed firm may similarly excel at ineffi ciency. In fact, it would be easy to offer a long list of examples. But if a business is poorly run, its profits will drop, its shareholders will dispose of their stock, and the company will quietly disappear. Like W. T. Grant, it may not even be remembered by a tomb. Or, as in the case of General Motors with its Frigidaire appli ances, if the parent company can no longer manage a subsidiary effec tively, it will sell it off. Free of Competition But how often can we anticipate that process with government? We are usually far less certain that pressure will come to bear to assure that, if a government agency is not using resources efficiently, it will be replaced by someone who can. In fact, private producers so envy the security which government management provides that they fre quently seek to take advantage of it. Chrysler and Lockheed are but two of the companies which in recent years have benefited from govern ment bailouts. A multitude of other producers have received assistance in substantial but far less obtrusive ways.

A striking case in point is the "filbert fracas" in Oregon. A couple of years ago that state tightened up quality standards for filberts to pre vent "decayed" nuts from appearing on the market. Consumers had not complained; it was producers who sought the rule. As reported in Reg ulation, this new rule automatically became part of the federal market ing standards and thereby was im posed on the entire nation. 7 Here is what followed: "imported filberts, most of which come from the Black Sea regions of Turkey, are air-dried in the traditional way and shipped at ambient temperatures, whereas the American nuts are uniformly machine dried, inspected as soon as they are shelled, and then shipped under refrigeration. According to Agriculture Department estimates, 46 percent of shelled filbert imports surveyed recently would fail the new and stricter test. Importers often would not know in advance whether a particular shipment would pass the test, however, .and a nutty cargo turned back at an American port would have to spend another eight weeks at sea for the return trip. The combination of uncertainty and ex pense would be enough, importers say, to keep out 80 percent of the foreign nuts." In effect, the ruling neatly disposed of much, if not all, foreign filbert competition, to the benefit of Oregon filbert farmers but to the detriment of consumers. In fact, some activist consumer groups 48 THE FREEMAN January have condemned the filbert ruling and urged its repeal.

Of course, this is but one example from a large array of cases where American producers have sought protection from foreign imports. Some attempts at stifling free mar kets, such as those by producers of cars and textiles, have received widespread publicity. Most, how ever, like the case of filberts, are un known and go unnoticed. A while back, the Washington Post noted that import restrictions have been sought on such diverse items as canned Bartlett pears, ice cream sandwich wafers, bicycle speedometers, plas tic mattress handles, water circulat ing pumps, and dried eggs.8 Why do economists object to such trade restrictions? Primarily be cause they raise costs and reduce choices for consumers. While pro ducers find their profits enhanced, consumers are impoverished. But as McKenzie stresses in his book, such policies designed to help producers and maintain employment in one industry also have the secondary impact of hurting producers and re ducing employment in other indus tries. 9 In effect, businessmen are us ing government to wage a wasteful war among themselves.

A notable example involves poli cies designed to inhibit "dumping" of foreign steel in our markets. Whatever the justice of helping our steel industry may be, one baleful effect is to raise the cost of steel for American automobile producers. They are now forced to pay more for steel, even if they don't actually buy from foreign sources. As a result, GM, Ford, and Chrysler find it more dif ficult to compete with their German and Japanese rivals, who can produce cars using less expensive foreign material. But that too is just one example among a vast multitude of others. Peter Paul Cadbury and Enten mann's have opposed the filbert rul ing because it would raise the prices of their candies and pastries, thereby discouraging sales and dampening profits. A more notable current case involves the quotas on sugar im ports imposed by the Reagan admin istration. Although designed to re lieve distressed domestic sugar growers, the quotas came as a cruel blow to some independent U.S. re finers of sugar imports. A few even foresaw the possibility of having to close down.10 Minorities vs. Majorities Too often, these secondary effects of selfish policies sought by produc ers are not foreseen. Moreover, those who benefit are commonly concen trated; those who are harmed are usually dispersed. Thus a minority may readily achieve its goal at the expense of the majority. In the end, the social costs outweigh the social benefits.

1983 CONSTITUTIONAL RESTRAINTS ... AND INDIVIDUAL FREEDOM 49 But along with selfishness is an other fault-simplicity. A crucial underlying failure of advocates of government regulation and control is that they almost always ignore the variety of individual talents and tastes. This profound fact provides a vital, underlying thrust in Mc Kenzie's work. 11 For emphasis and illustration, McKenzie refers to economist Frank Knight, who "used to puzzle his stu dents at the University of Chicago with the elementary question, 'What is an apple?' If called on, we can all identify an apple, but once we reflect seriously on the puzzle, we begin to understand that apples are different things to different people."12 For growers, they are a source of profits; for cooks, the basis of pies; for stu dents, a gift to teachers. Spelled with a capital A, they are now a vibrant force in the burgeoning computer industry!

The critical point which Knight and McKenzie stress is that all of us are essentially different. In fact, hu man beings are as unlike as snow flakes-or our fingerprints. One man who has dwelt at length on individ ual variety, Roger J. Williams, past president of the American Chemical Society, points out in a book called Free and Unequal: The Biological Basis ofIndividual Liberty that even our handwriting and breathing pat terns are distinctive. 13 What is particularly crucial here? however, is the variety in people's tastes. It has been revealed through tests with a substance called phen ylthiocarbamide. According to Wil liams, in one study involving over six thousand people, "65.4 percent said it was bitter, 21.3 percent pro nounced it tasteless, 5.4 percent said it was sour, 4.8 percent said salty, 2.1 percent said sweet, and the re maining 1.9 percent thought it tasted like miscellaneous fruits and vege tables-rhubarb, lemons, cranber ries, etc."14 Williams even notes a dramatic difference in our ability to smell. "I know of three individuals,"

he says, "who have ordinary sense of smell in most respects, but are unable to smell the odor of skunk, even when it is very strong. To most people the skunk odor is most un pleasant. I know of two individuals whose reaction is different. One likes the odor. The other likes it if it is not too strong."15 With such dispar ity of tastes, no wonder there are now so many kinds of cars, clothes, and even breakfast cereals! The WondrousBrain Carl Sagan gives further evidence of individual variety in his discus sion of the human brain, which, Sa gan says, functions through the use of connecting links called "syn apses." According to Sagan, "the hu man brain is characterized by some 1013 synapses. Thus the number of different states of a human brain is 50 THE FREEMAN January 2 raised to this power-i.e., multi plied by itself ten trillion times. This is an unimaginably large number, far greater, for example, than the total number of elementary parti cles (electrons and protons) in the entire universe."16 These amazing numbers boggle the mind. It cannot comprehend itself1 What are the implications? Sagan continues: "It is because of this im mense number of functionally dif ferent configurations-of the human brain that· no two humans, even identical twins raised together, can ever be really very much alike. These enormous numbers may also ex plain something of the unpredict ability of human behavior and those moments when we surprise even ourselves by what we do. Indeed, in the face of these numbers, the won der is that there are any regularities at all in human behavior."

Confronted by this astonishing variety, Sagan reaches a dramatic conclusion. "The answer must be that all possible brain states are by no means occupied; there must be an enormous number of mental config urations that have never been en tered or even glimpsed by any hu man being in the history of mankind. From this perspective, each human being is truly rare and different and the sanctity of individual human lives is a plausible ethical conse quence." How does an economist view this variety? At least one has spoken di rectly to the point. Friedrich Hayek notes that"the knowledge which any individual mind consciously manip ulates is only a small part of the knowledge which at anyone time contributes to the success of his ac tion. "17 No one knows fully the fac tors which enter into his motivation and his behavior. But, more impor tantly, no outsider can possibly dis cern all that dwells within another's brain. Furthermore, Hayek says, "the sum of the knowledge of all the in dividuals exists nowhere as an inte grated whole. The great problem is how we can all profit from this knowledge, which exists only.dis persed as the separate, partial, and sometimes conflicting beliefs of all men."18 No One Knows The futility of trying to plan and organize human activity centrally is admirably evoked in a recent state ment by Dennis O'Brien, a deputy assistant secretary of our Depart ment of Energy. "All forecasters, both in the government and in the pri vate sector," O'Brien states, "have been awful at figuring out where the energy markets were headed the past few years."19 No one possesses suffi cient information and insight to pre dict even the energy future accu rately.

Given the variety and essential mystery of human tastes and drives, 1983 CONSTITUTIONAL RESTRAINTS ... AND INDIVIDUAL FREEDOM 51 what are the implications for social organizations? How can we best tap these various skills and tastes? For Hayek as well as for McKenzie, Friedman, and others, the answer is simple and straightforward: free markets. This suggestion is, of course, not new. Two hundred years ago Adam Smith wrote in a famous passage which McKenzie quotes: "by direct ing that industry in such a manner as its produce may be of the greatest value, [an individual] intends only his own gain, and he is in this ... led by an invisible hand to promote an end which was no part of his in tentions. Nor is it always worse for the society that it was no part of it. By pursuing his own interest he fre quently promotes that ofsociety more effectually than when he really in tends to promote it."20 Almost a century later in his fa mous essay On Liberty John Stuart Mill echoed Smith: "it was once held to be the duty of governments, in all cases which were considered of im portance, to fix prices, and regulate the processes of manufacture. But,"

Mill continued, "it is now recog nized, though not till after a long struggle, that both the cheapness and the good quality of commodities are most effectively provided· for by leaving the producers and sellers perfectly free, under the sole check of equal freedom to the buyers for supplying themselves elsewhere."21 He further noted, in complete accor dance with the illustrations previ ously presented, that "restrictions on trade . . . do not really produce the results which it is desired to produce by them." Mill was so outspoken an advo cate of individual liberty that a few years ago the American economist Paul Samuelson commented in his presidential address to the Ameri can Economic Association: Mill's "views on liberty will, even in the post-Freud world, never go out ofdate and can perhaps best be summa rized in the words of Mrs. Patrick Campbell, Bernard Shaw's pen-mis tress: People should be allowed to do anything they like-provided only they don't scare the horses in the street."22 Can Consumers Be Trusted to Guide Economic Action?

But do the ideals of Smith and Mill still hold? After all, the scale of in dustry has vastly changed. Can we depend, in this complex and cosmo politan age, on the luxury of allow ing self-centered individuals to be the fundamental guiding mechanism for production? In fact, there .is evidence that we not only can but must. After all, even now, in order to make a profit, par ticularly over the long haul, produc ers must provide a good or service which consumers want. Somehow, if they are to survive, they must deter52 THE FREEMAN January mine what it is that millions of Americans truly desire. Indeed, as McKenzie points out, the invisible hand and free markets evoke the very essence of individu alism. "If we were all alike in pref erences and abilities-identical there would be no basis for so many of the markets we Qbservein the real world."23It is because, while some of us are gardeners or golfers, others are numismatists, philatelists, spe lunkers, and scuba divers that the multitude of markets exists.

There is another element besides individual tastes to consider and that is individual talents. Since they also differ, we need a system of social or ganization which encourages all people to develop their own individ ual skills. This certainly entails self ishness of sorts, but it has some ad mirable social advantages. Two modern writers have expressed the matter as follows: "Concern for oth ers implies concern for oneself in the following way: to be concerned for the well-being of another is to want to contribute to that well-being; but we can contribute nothing of worth to others unless we have taken the trouble to cultivate resources in our selves, and this implies self-con cern."24 As John Stuart Mill put it: "In proportion to the development of his individuality, each person be comes more valuable to himself, and is therefore capable of being more valuable to others."25 We cannot, in short, give to others unless we have something of our own to give.

The Virtue of Individualism Individualism thus construed is not the epitome of selfishness or self centeredness. It is not a social vice but rather a social virtue. It is in finding ourselves that we can best use our talents for the social good. In his work The Constitution of Lib erty, Friedrich A. Hayek quotes a passage from H. B. Phillips which underlines this point: "In an ad vancing society, any restriction on liberty reduces the number of things tried and so reduces the rate of progress. In such a society freedom of action is granted to the individ ual, not because it gives him greater satisfaction but because if allowed to go his own way he will serve the rest of us better than under any or ders we know how to give."26 In studies of American and Brit ish industrial development over the last two centuries, much is often made not only of the sordid state of working conditions but also of the "Robber Barons" whose greed seemed bound to destroy both our natural and our human resources. Too little has been said of inventors and en trepreneurs whose new ideas and initiative unlea~hed a plethora of revolutionary innovations.

In Britain two centuries ago there was, for example, the remarkable coterie including James Watt, Mat1983 CONSTITUTIONAL RESTRAINTS ... AND INDIVIDUAL FREEDOM 53 thew Boulton, Josiah Wedgwood, and others who comprised the Lunar So ciety of Birmingham. 27 In the U.S. during the late 1800s there was an· even greater host of innovative in dividuals, most conspicuously Thomas Edison but including also many others such as Borden, Swift, Armour, Walgreen, Eastman, and Birdseye. Their stories have been marvelously retold by Daniel Boor stin in his book The Americans: The Democratic Experience. 28 Nor have we any reason to believe that individual variety and initia tive are any less lacking today than in the past. Examples run the gamut from such medical advances as CAT scanners and interferon, to cable TV and video games, even to a report in the Wall Street Journal that, despite all the furor over nuclear weapons and waste, residents of one town in Colorado are actively seeking estab lishment ofa low-level nuclear-waste dump in their area for the jobs it would provide. (Their promotion of the project inel udes bumper stickers which read "Nuelear Power Plants are Built Better Than Jane Fonda!")29 To solve all our energy, environ mental, and economic problems, is it not essential that we allow all pos sible opportunities for the full devel opment of individual talents and di versity? In his book, McKenzie rightly deprecates many Keynesian economists for prescribing govern ment deficits which have unleashed an unwarranted (and often un wanted) expansion of government's role. However, it should be noted that the famous British economist is not always well read by his own disci pIes. If they paid close attention to his famous work, The General The ory of Employment, Interest and Money, they would discover toward its end what may well be one of the most eloquent passages ever written about the advantages of individual ism.

"Let us stop for a moment to re mind ourselves what these advan tages are," Keynes wrote. "They are partly advantages of efficiency-the advantages of decentralization and of the play of self-interest. The ad vantage to efficiency of the decen tralization of decisions and of indi vidual responsibility is even greater, perhaps, than the nineteenth cen tury supposed; and the reaction against the appeal to self-interest may have gone too far. But, above all, individualism, if it can be purged of its defects and its abuses, is the best safeguard of personal liberty in the sense that, compared with any other system, it greatly widens the field for the exercise of personal choice. It is also the best safeguard of the variety of life, which emerges precisely from this extended field of personal choice, and the loss of which is the greatest of all the losses of the homogenous or totalitarian state. For this variety preserves the traditions 54 THE FREEMAN January The Authoritarian Society THE authoritarian society is the natural and stable form of society because it is in solid conformity with the survival characteristics of the human being. It is dominant in history. Once established it tends to perpetuate itself because those wielding power seldom give it up short of bloodshed.

If an authoritative state is overthrown through organization and exercise of still greater physical power, then the wielders thereof won't let their power go after they have won. They just become the new set of rulers. Hence, much of human history is the story of a squirrel-cage succession of one authoritative regime after another from which the people almost never break out, as you may see in many countries of the world. George Washington was the exception. He refused to become our king; he gave up his wartime powers and insisted upon establishment of a representa tive·republic of limited power. He uniquely opened the door to the squirrel cage. We can, of course, crawl back into the cage, well-baited with prom ised security; and the door will then snap shut. -BRADFORD B. SMITH, "Our Unique Economic System" which embody the most secure and successful choices of former genera tions; it colours the present with the diversification of its fancy; and, being the handmaid of experiment as well as of tradition and of fancy, it is the most powerful instrument to better the future."3o In Keynes' view, both the individual and society reap a great harvest from planting the seeds of free choice and initiative.

Thus it is that McKenzie and oth ers advocate adoption of Constitu tional constraints on government. Surely, some flexibility will be sac rificed. Moreover, it remains true that government has important roles to play, providing for "public" goods such as defense· and dealing with "externalities" such as pollution. Some people would also reasonably require efforts to protect consumers from fraud. A Dangerous Course While it can be admitted that the distribution of income provided by a free market economy may not be ideal, it is still not clear that gov ernment intervention will improve on matters. In fact, the danger in our present course is that, without some effective constraints on both liberals' and conservative business men's redistributive schemes, both economic growth and the individual freedom that enable incomes to rise will be eroded to the point of extinc tion. That is a possibility no less awesome than a nuclear holocaust.
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Roger M. Clites WE are often reminded by the news media of the value placed on politi cal freedom by those who challenge overwhelming odds to escape from iron curtain nations, be they in east ern Europe, Asia, the Caribbean, Central America or elsewhere. Oc casionally slight mention is also made of a desire for economic free dom. However, the emphasis nearly always is on escape from political repression. (In fact, our federal gov ernment policies concerning refu gees allow that status only on the basis of political repression, not on the basis of economic repression.) My purpose here is to recount the im portance of the relative economic freedom of the United States to two citizens who spent their early years in other economies. Roger Clites is Associate Professor of Business at Clarke College, Dubuque, Iowa. 56 Herman was a university student I had in several classes between 1956 and 1959. A few years earlier he had won a competition among 1300 stu dents about to graduate from the gymnasium level of German educa tion. The prize was a year of college study in the United States. Based on his observations of the relatively greater amount of economic freedom in the United States, Herman re solved to return to America and to become a citizen. At that time the quickest way for Herman to secure United States citizenship was to en list for a period of servitude in the U.S. military; so he joined the navy.

I first met Herman when he was working in a camera store and at tending my night class in "Princi ples of Economics." Early in that course he taught all of us something I've cherished ever since. I had been THROUGH OTHERS' EYES 57 listing and discussing with the class various reasons why the U.S. econ omy out-performed that of other na tions. We discussed such matters as abundant natural resources, geo graphic removal from the destruc tion of most major wars, settlement of the country by ambitious and able immigrants and other factors. Her man then pointed out that we were overlooking the most important of all considerations. He called that matter, "non-policies of govern ment." He went on to explain what he meant by giving several exam ples, both of government policies and of traditions and attitudes that com plemented those policies, which fos tered and perpetuated economic waste in his homeland.

The AcademicRoute Herman rapidly took advantage of the relative economic freedom he found in the United States. A year following our first meeting he was still working to support himself but was' now attending the university full-time so as to ready himself to enter a higher level of the work force as soon as possible. When Herman graduated the next year, he had been voted two honors. The faculty se lected him as the student who had contributed the most to the school of business during his student years. Remember, he did this while work ing his way through the university. Meanwhile, his fellow students selected him as "most likely to suc ceed." Herman was a talented per son, pursuing an "intellectual" path to economic improvement. The other person I have in mind was more a "common man," though uncommon in many ways. He called himself "Pete," since most people in this country could not or would not learn his real name. He migrated to the United States from Greece in 1957 at age 18 with no knowledge of English and little more than a dream.

Pete started working at the commo nest of common labor while learning the language. After a time he be came manager of a soft ice cream store. When Pete was 23 years old he decided he wanted to marry Anne, one of his customers, who was about to graduate froln college. Anne's fa ther might well have objected to the marriage on religious grounds. She was Southern Baptist and Pete was of nominal Orthodox persuasion. However, her father took an eco nomic approach. He pointed out to Pete that his thriving automobile dealership had made it possible for him to provide well materially for Anne and questioned whether she would long be happy with Pete's earnings. As usual, Pete saw this as one more temporary obstacle to be overcome. He consulted with some of his friends in the local Greek community who happened to be in the restaurant 58 THE FREEMAN January business. They told him they had learned that they could cut their costs of produce more than half by buying directly from nearby farmers. So, Pete decided that he could buy di rectly from the farmers, who were in the Carolina Piedmont region, and successfully compete with the large wholesalers who sold to stores and restaurants in the mountain area 100 to 150 miles to the northwest. He challenged Anne's father to help him finance a used pickup truck with the claim that within six months he could be earning more than the father earned from his auto dealership. The truck purchase was arranged.

EntrepreneurialAchievement Pete made good his prophecy. The large wholesalers had the expense of storage warehouses, salescommis sions, management salaries, truck drivers' wages and, most of all, spoilage costs of up to one-third of their produce. Pete, however, was management, salesman and truck dri ver combined. His glove compart ment was· his office. Every day he worked until the large "dog house" he had built to protect and contain goods on the rear of his truck was sold out, so he had virtually no loss due to spoilage. He charged at least 20 per cent lower prices than the big wholesalers, so he had no trouble selling his merchandise. I met Pete in 1965 when he was 25 years old. He and Anne lived in an apartment house I managed and Anne was in two of my classes studying toward her MA degree. Pete normally worked three days a week for about 14 to 16 hours, each. He would make $200 to $300 per day.

(Remember, this was 1965 when prices were roughly one-third what they are today.) Pete once worked six consecutive days to see how much he could earn in a week. It came out about $2000, he claimed. Even if he exaggerated, he must have done quite well. I used to tell him he would either be a millionaire or dead by his 40th birthday. He claimed his primary goal was to make it possible for Anne to earn her PhD from Har vard. I was next in touch with Pete in 1969. He was in Boston collecting substantial royalties from a route of coffee vending machines he had es tablished. Anne was home with their little girl, but was planning to begin work on her doctorate before long. When our paths next crossed in 1980, Pete was almost 40 years old. Anne had her doctorate, not from Harvard, but from another univer sity in the Boston area. She was head of her department at a community college in Boston. Pete still collected royal ties on his ever-expanding cof fee machine routes and owned up wards of a dozen store buildings plus other real estate. He, Anne and their two children spend each Christmas vacation in either Florida or the Ca1983 THROUGH OTHERS' EYES 59 ribbean. Every other summer they visit his family in Greece for an ex tended period.

These two entirely different men came to the United States from greatly divergent backgrounds, saw the opportunities available in this land of relative economic freedom and put into action their apprecia tion of the opportunities available to them. Herman took the approach of education and, eventually, the cor porate world. Pete, who arrived without either skill or knowledge of the language, decided to learn the language and put to work whatever talents and abilities he could find within himself. He was able to see what was needed or wanted, wher ever he located, and set out to pro vide it at a price that would be com petitive and yield him a good income. Why is it that these men who were not accustomed to our relative eco nomic freedom could profit so much more from it than can most who have grown up surrounded by it? Perhaps it is because they appreciated it, whereas we take it for granted. ® IDEAS ON LIBERTY Freedom, Productivity, and Progress EMERSON once remarked that if a man made a better mousetrap the world would beat a path to his door, but he neglected to mention what some of the folks would do when they got there. It is to be expected that the Amalgamated Mice of America would mouse-cott the new arrange ment, nor can one help sympathizing with those who may be hurt in the short run by the march of progress. But more than likely, the Emerson Better Mousetrap Company would come in for a lot of opposition from others with less obvious reasons for objecting to the innovation. Unfor tunately, it seems that ever since our stone age grandparents thought of moving out of the cave, anyone who upset the status quo by trying to do things a bit more efficiently has been suspect. Doubtless that is why human history is largely the story of poverty and stagnation.

We often fail to realize how hard it was to get the machine age in motion and how hostile forces threatened to swallow the fresh new ideas which sparked this revolution before it got started .... The sudden burst of productivity, coming nearly two centuries ago to a world with a chronic and psychopathic fear of abundance, generated a bitterness against the machine which persists even today. EDWARD P. COLESON A REVIEWER'S NOTEBOOK THE COMING BOOM JOHN CHAMBERLAIN David Raboy, a Washington-based economist, has come up with an un conventional view of the inflation and subsequent depression of Andrew Jackson's day. Jackson's war on the Second Bank of the United States had nothing to do with the case. It was the British substitution of opium for silver in making payments to the Chinese for tea and silks that caused Jackson's troubles. The opium re leased silver: to flow into the United States. When Britain later encoun tered difficulties at home, the with drawal of silver caused the panic of 1837.

Thus events that are not compre hended by politicos control the course of history in ways that mock fiscal and monetary policies. Herman Kahn, in his The Coming Boom (New 60 York: Simon and Schuster, 237 pp., $14.95), though he approves of much that the Reagan Administration has been doing, thinks that America is about to experience a revitalization no matter who occupies the political seats of so-called power. Things are happening for cyclical reasons that control individual and group psy chologies, and the spill-over into economics will be of happy conse quence no matter what transpires on the Potomac. Kahn admits that the federal spending of the past thirty-five years has been unfortunate, but he doubts that it will prove fatal. For, while the spending has doubled in con stant dollars, the Gross National Product has tripled. Expenses at the local level may be a far more trouTHE COMING BOOM 61 blesome problem. Kahn counts on a sobering period in which people will rediscover the ideas of caution and discipline. Holding a job is now something to be prized. The work' ethic is no longer despised. The feel ing that there are no overwhelming material limits of growth (as con trasted with socially imposed limits) has induced a new optimism. Books such as the Club of Rome's Limits to Growth and the Global 2,000 report that was instigated by Jimmy Carter have been discounted.

Energy costs have figured in many a recent price increase, but the OPEC energy cartel has lost much of its menace. Kahn thinks its ability to set prices has peaked, and we can count on two decades during which a $40 top for a barrel of oil will be unobtainable. Meanwhile the aboli tion of price controls will insure sig nificant discoveries of new sources of oil and gas in non-OPEC countries. The "New Class" Kahn worries a bit about the so called New Class of "liberal" intel lectuals who encourage an unwise distortion of market forces for non market purposes. As children of their own parents' affluence, the members of the New Class command incomes ranging from $25,000 to $100,000 a year. Satisfied with their own sta tus, they work to impose laws and regulations that keep others from achieving the golden circle. In the name of ecology they fight the un covering of new sources of minerals, forest products and energy. But they have been losing ground lately. Blue collar workers who are interested in holding old jobs or getting new ones -no longer follow the dictates of the "liberal" elite in matters pertaining to environmental purity. Trade-otIs have become respectable, and cost benefit analyses are the new order of the day.

Kahn puts a lot of trust in the fact that the young grow older. The chil dren of the "baby boom" period are now reaching the "nesting age," which has conservative implica tions. Faced with the need to spend on durable goods, they have a sud den interest in fighting inflation. "High Tech" Kahn is quite aware that our old basic industries-steel, automo biles-are in trouble. But we are in the early stages of a change to "high tech," which will surely expand the economy in thousands of still un plumbed ways. Using the new short hand of the silicon chip age, Kahn speaks of C412 technologies. The "C4" stands for "command, control, com munications, computing"; the 12 for "information and intelligence." The new systems make remote library access available to everybody. The advent of C412 systems add new di mensions to the procurement, pro cessing and use of intelligence.

62 THE FREEMAN January Companies such as General Electric use computers and existing tele phone networks to achieve instan taneous and inexpensive communi cations with major cities around the world, drawing at the same time upon files stored in a single location. The new dynamics of high tech are destined to pound some new com mon sense into union leaders who have spent the past thirty years in devising new ways of milking the industrial cow without feeding it. Roger Smith, the chairman of Gen eral Motors, has said that "every time the cost of labor goes up $1 an hour, 1,000 more robots become economi cal." The use of robots will probably increase by 35 per cent a year through the 1980s. Thus high tech will come to the rescue of traditional industries that are fighting hard to live in the same world with the Jap anese, the West Germans and such newly emergent industrial nations as Taiwan, Singapore and South Korea.

In matters of military defense Kahn derives solace from situations that other people have deprecated. When four or five powers besides So viet Russia and the United States have nuclear missile capacity, the need to keep a wary eye on "swing" military establishments may help mitigate the confrontational zeal of the biggest powers. Russia and the United States might even have an interest in promoting a general "freeze" that would not only extend the peace but save everyone a lot of money. Commodity Bonds and Unconventional Finance Kahn doubts that a return to the gold standard is in the immediate offing, but he thinks the United States might experiment with bonds payable in gold. He also champions what he refers to as commodity bonds. An oil bond, payable in a cer tain amount of oil, might be issued to facilitate the build-up of an oil re serve, with the stored oil providing a guarantee that the bonds would be cashable on maturity. Since pay ment would be in a stipulated quan tity of oil, inflationary worries would disappear. Bonds could be issued with mineral backing other than gold.

Kahn hasn't gotten anywhere yet with his commodity bond idea, but he has his hopes. He thinks we are just beginning to explore the wide possibilities of what he calls "uncon ventional finance." Contracts don't necessarily have to be written in terms of money-or "lowe you noth ings," as John Exter would have it, referring to the world's fiat curren cies. By the year 2,000 A.D., says Kahn, we will be able to do things that would have seemed miracles or magic 200 years ago. It is an exciting world that waits for us if the presupposi tions of The Coming Boom stand up.

1983 OTHER BOOKS 63 THE SPIRITOF DEMOCRATIC CAPITALISM by Michael Novak (An American Enterprise Institute/Simon & Schuster Publication, 1230 Ave. of the Americas, New York, New York 10020, 1982) 434 pages - $17.50 cloth Reviewed by Tommy W Rogers IF this book does not become a clas sic catalytic agent on behalf of the natural system of liberty-as op posed to the command society of so cialism-as the desirable political economy on the basis of theological reason, it will not be due to any fault of Mr. Novak. The author must be credited with a major achievement. He set for himself the task of artic ulating a moral theory and a· theo logical base for the implicit ideals of democratic capitalism. His success is to have made a credible, compelling, intellectually solid and theoretically sound presentation of the political economy of the free society. He shows it to be the spiritually and morally commendable alternative to the col lective and compulsive ethic of so cialism.

If, as Novak asserts, social forms are constructs of the human spirit, the first of all moral obligations is to think clearly. This is an objective wherein the theological proponents of socialism, whether in the form of Catholic "liberation theology" or the collectivism of Protestant theolo gians, are neither totally honest nor innocent. Novak feels it a sad com mentary that ... few theologians or religious lead ers understand economics, industry, manufacturing, trade and finance. Many seem trapped in precapitalist modes of thought ... Many swiftly reduce all mo rality to the morality of distribution .. They demandjobs without comprehending how jobs are created. They demand the distri bution of the world's goods without in sight into how the store of the world's goods may be expanded ... They claim to be leaders without having mastered the techniques of human progress. Novak first inquires into the structural dynamics which are req uisite for and, in turn, give nurture to the economic order which ex presses itself in a noncoercive soci ety, a social order within which in dividuals and peoples may realize, through the vocations to which they believe they have been called, the greatest degree of personal dignity, human freedom and personhood. The free economy requires in practice a moral-cultural ethos, and it is a fail ure of democratic capitalism not to have made a moral presentation of itself to the world. The result, as No vak sets it forth, is that capitalism ... discusses itself and allows itself to be discussed, in sheerly material and pro cedural terms. The intellectuals of those incredibly varied nations ideologically 64 THE FREEMAN tied together as the "Third World" heap upon it a burden of guilt they do not con sider attributing to themselves. There has grown up, as P. T. Bauer observes, a dis honorable international politics. It is morally wrong, not only intellectually dishonest, to cooperate with such ideas and values, and to deny before the world those moral-cultural qualities without which neither economic development nor democratic governance can be achieved.

Novak next examines the socialist idea and displays its hollowness against the backdrop of the realities and the promise of democratic capi talism. The genius of the free society is its recognition that the most pre cious of all common goods is the in dividuality of each person, and that the best way to increase the common good is to empower people through differentiated systems. Collectivism, by contrast, pits man against man. It narrows the circles of trust and goodwill as groups com peting for the same allocations run afoul of each other's interests. The end result is a zero-sum society which promotes the Hobbesian "war of all against all." Economic growth, lib erty, and opportunity for social mo bility on the other hand· promotes charity, trust, and cooperation. The third section of Novak's in quiry into the spiritual wealth of nations, and the practical import and manifestations of this wealth in quality-of-life, is devoted to an attempt to set forth a religious per spective on democratic capitalisn_ Not even a society free politically, economically and culturally holds out the promise of perfectionism or uto pia; it does not claim to represent the Kingdom realized. The finest so cial order conceivable has to be practiced by men as they are, with all the foibles and propensities for evil by which men, in reality, are characterized. Thus, constant as sessment, evaluation, modification, in the light of democratic capital ism's own ideals is desirable, possi ble, and necessary.

There has been, as Novak rec ognizes, a failure of the moral-cul tural leaders of democratic capital ism to sow widely a moral vision promotive of the system of natural liberty. While, under the capitalistic political economy bread is more abundant, more equitably distrib uted, and less scarce and dear, even here human beings do not live by bread alone. In no major sphere of life. have the traditions of theology fallen further behind. Many con· temporary theologians and other in tellectuals seek a return to the uni tary society from which democratic capitalism provided liberation. No vak has addressed attention to the life of the spirit of democratic capi talism with a solidity and insight which deserves to have a crucial and long-lasting impact. i the Freeman ·f' VOL. 33, NO.2 • FEBRUARY 1983 George Washington on Liberty and Order Clarence B. Carson 67 A review of the great truths set forth in Washington's Farewell Address.
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ClarenceB. Carson George Washington on Liberty and Order THERE are truths to which the pas sage of time and the gaining· of new experience add luster and vitality. So it has been, for me at least, with those contained in Washington's Farewell Address. With each new reading of it, I have been impressed anew with the relevance of so much that he had to say to our own time. Often, too, I discover some new theme or emphasis that I had not been aware ofearlier. Undoubtedly, these different impressions arise in part from the richness of the material but also may be conditioned by my par ticular interests at a given time. At any rate, the theme of liberty and order stood. out for me in my latest reading of the Farewell Address. It Dr. Carson has written and taught extensively, spe cializing in American intellectual history. He is the author of several books and is working at present on A Basic History of the United States to be published by Western Goals, Inc.

seemed to me that all the parts fit ted together into a whole within the framework of this theme. Before getting into that, however, it may be of some aid to place the address in a much broader historical frame. Some observations about lib erty and order more generally will help to set the stage for his remarks. Thoughtful men may differ about the desirability of liberty, but they rarely do about the necessity for or der. Also, nations, kingdoms, and empires have differed much more over the extent ofliberty within them than ofthe degree of order, over long periods of time anyway. They have ranged from the most compulsive tyrannies to ones in which consid erable liberty prevails. By contrast, all governments are to a greater or lesser extent devoted to maintain ing order. But there are great differ ences of belief, persuasion and prac67 68 THE FREEMAN February tice as to how order is to be maintained and the proper role of government in doing so. It is the dif ferences on this that largely deter mine the extent of liberty in a country.

There have been, and are, coun tries in which those in power believe that government must act to impose order in every nook and cranny of society. The active principle in this, if principle it be, is that if govern ment does not impose order then disorder and chaos will prevail. Thomas Hobbes, English philoso pher in the seventeenth century, ex pressed this view with clarity and force. He declared that if men were permitted to act according "to their particular judgments and particular appetites, they can expect thereby no defense, nor protection against a common enemy, nor against the in juries of one another." There must be a power over them, he said, and the way to get that power is "to con fer all their power and strength upon one man, or upon one assembly of men, that may reduce all their wills ... unto one will .... For by this au thority, given him by every particu lar man in the commonwealth, he hath the use of so much power and strength conferred on him, that by terror thereof, he is enabled to per form the wills of them all .... "

A view similar to this of what was necessary to order and how it could be achieved, as well as the role of government in it, was widespread in Europe in the seventeenth century. It was an age of royal absolutism, of claims about the Divine right of kings, and of the assertion of gov ernment power to direct the lives of peoples. England had an established church; no others were tolerated. All were required to attend its services, contribute to its support, and have most of the great events of life cele brated or recorded in it. The church officials censored publications, li censed schools, and kept watch over the doings of the people. Mercantilism Economic life was circumscribed and controlled by the government under a system most commonly known as mercantilism. The gov ernment controlled exports and im ports, gave subsidies, bounties, and grants to encourage certain under takings, prohibited others, gave pa tents, charters, and other forms of monopolies to individuals and com panies, enforced craft regulations, and maintained much power over the lands of the realm. Harsh penalties were imposed for every sort of of fense from blasphemy to treason.

Evidence abounded that govern ment was making massive efforts to impose order. As for liberties, they had most commonly to be asserted against the grain of the prevailing system. So, too, in the twentieth century, 1983 GEORGE WASHINGTON ON LIBERTY AND ORDER 69 the dominant view of those in power in many lands is that government must impose an all-encompassing order upon the peoples under its sway. At its farthest reaches, this view achieves its fruition in the to talitarian state, with its direct con trol over all the media of communi cation, every aspect of the economy, over education, over such religion as is permitted, over work and over play. In other lands, where this bent to ward state-compelled order has been moderated thus far-has been kept from going so far-it evinces itself in government intervention in the economy, the thrust of regulation into many realms, in redistribu tion of the wealth, in controls over education, medicine, charity, and hundreds of other areas. The ideol ogies supporting this pervasive government power differ in many particular respects from those that supported seventeenth-century government power, but the notion that government must impose an or der else chaos and disorder will pre vail is common to both. Extensive liberty can hardly be reconciled with such compulsive orders.

That George Washington held a view on how to maintain order and the proper role of government in sharp contrast to those described above is manifest in his life and works. Moreover, a seismic change in outlook, both in England and America and over much of Europe, had taken place between the time when Hobbes had penned his Levia than and the founding of the United States. A major aspect of that change was a shift from the emphasis upon a government order imposed on men toward individual liberty and re. sponsibility. The shift sparked in many Americans an awareness of the danger of government both to lib erty and to order. At the root of this shift was a different conception of the origin and nature of order. Beliefin a NaturalOrder George Washington and his con temporaries were imbued with a strong belief in a natural order. Or der, in their view, was not some thing that could be arbitrarily con trived and imposed by man. The foundations of order, they held, are in the frame of the universe, in the laws that govern it, in the nature of man and his faculty of reason, and in the principles of relationships by which constructive activities can take place. At best, men can only act in accord with and imitate the order that is given.

The belief in a natural law and natural order was not new to the eighteenth century, of course; it had been around since the ancient Greeks and Romans, at least. But it had come to the forefront in the century before the founding of the United States as a result both of vigorous efforts to 70 THE FREEMAN February revive it and of many scientific and philosophical formulations of it. Newton had persuasively set forth in mathematical terms the laws governing the course of the heav enly bodies. Thinkers were getting impressi ve results in their searches for the laws and principles govern ing all sorts of relationships. What struck so many in that age was the idea of proportion, balance, har mony, and order resident in the nat ural tendencies of the world about them. Most marvelous of all, at least to many, this order was consonant with human liberty. Rather than frustrating man in the.use of his fa culties for his benefit -(and for the commonweal as well), the natural order provided means for him to do so most effectively. The foundations of liberty in this belief in a natural order were in the natural rights doctrine.

In his Farewell Address, Wash ington did not expand upon or elab orate on the theme of liberty. Al though the word "liberty" occurs several times in -the document, it plays mainly a supportive role in what he has to say. The attachment to liberty is assumed, a given if you will, upon which to hinge his argu ments. Washington said as much himself: "Interwoven as is the love ofliberty with every ligament of your hearts, no recommendation of mine is necessary to fortify or confirm the attachment." But, he says, from first one angle then another, if you would have liberty you must support those things on which it depends. For example, in recommending a uni ted support for the general gov ernment' he declared: "This Govern ment, the off-spring of our own choice, . . . adopted upon full inves tigation and mature deliberation, completely free in its principles, in the distribution of its powers, unit ing security with energy, and con taining within itself a provision for its own amendment, has ajust claim to your confidence and support." To clinch the argument, he says that these "are duties enjoined by the fundamental maxims of true lib erty." In arguing against the in volvement of Americans in foreign intrigues, he says that by doing so "they will avoid the necessity ofthose overgrown military establishments which, under any form of govern ment, are inauspicious toJiberty .... "

A Sense of Order The word "liberty" occurs fre quently throughout the address, but by my fairly careful count the word "order" occurs only once. Even that instance is insignificant, however, for the word is used in a phrase, as "in order to" do something or other. It occurs at one other point as part of the word "disorders," which, while more significant, is hardly proof of a theme. Yet a sense of order pervades 1983 GEORGE WASHINGTON ON LIBERTY AND ORDER 71 the whole document. It is there in the cadences of the sentences, in the matching of phrase with phrase, in the balance of one tendency against another, in the thrust toward dis covering a common bond by piling up references to particular interests. It is clear, if one reads between the lines, that there is an order for men's lives, an order for nations, an order for relations among nations, an or der by which parts belong to a whole, and an order by which balance and harmony can be maintained. Gov ernment is not the origin of this or der, but it is necessary to the main tenance of it, even as it is ever a potential threat to it. Government is made necessary by the bent in man to disrupt order.

The two main sources of disorder to which Washington alludes are these. First, there are those passions in men which incline them to pursue their own particular and partisan designs at the expense of the well being of others. Washington called it the spirit of party, but we might understand it better as partisanship for causes. (He had in mind the dan gers of this to the stability of gov ernment, but it does no violence to his idea to apply it to individuals as well as groups.) "This spirit," he said, "unfortunately, is inseparable from our nature, having its roots in the strongest passions of the human mind." Among the dangers of these partisan passions, he declared, are these: "It serves always to distract the public councils and enfeeble the public administration. It agitates the community with ill-founded jealou sies and false alarms; kindles the animosity of one part against an other; foments occasionally riot and insurrection. It opens the door to foreign influence and corruption ....

Thus the policy and will of one coun try are subjected to the policy and will of another." The other source of disorder, to which Washington alludes, is "that love of power and proneness to abuse it which predominates in the human heart .... " It is this power hunger which makes government danger ous, for it prompts those who govern to overstep the bounds of their au thority. "The spirit of encroach ment'" Washington pointed out, "tends to consolidate the powers of all the departments in one, and thus to create, whatever the form of gov ernment, a real despotism." Advice and Counsel The body of the Farewell Address is devoted to advice and counsel about how to conduct the govern ment so as to maintain order and preserve liberty, and to warnings about holding in check those parti san tendencies and the bent toward consolidating power which endan ger them. The following were his main points: (ll Maintain the union; (2) Keep the principles of the Con72 THE FREEMAN February stitution intact; (3) Preserve na tional independence; (4) Buttress policy and behavior with religion and morality; (5) Cherish the public credit; and (6) Follow peaceful poli cies toward all nations. These gen eral principles are not nearly so re vealing, however, as his particular recommendations and the argu ments he used to support them.

The main device Washington em ployed to support his advice to maintain the union was to invoke those things the people had in com mon: the name American, their struggles for independence, their common beliefs, and their common interest. He surveyed the continent, from a mountaintop as it were, and ticked off how north and south, east and west, were bound together. "The North," he said, "in an un restrained intercourse with the South, protected by the equal laws of a common government, finds in the production of the latter great ... resources of maritime and commer cial enterprise and precious materi. als of manufacturing industry. The South, in the same intercourse ... sees its agriculture grow and com merce expand .... The East, in a like intercourse with the West, already finds ... a valuable vent for the commodities which it brings from abroad or manufactures at home. The West derives from the East supplies requisite to its growth and comfort."

This was an economic order which had its roots in the diversities of the regions. Washington warned against the rise of factions seeking to use political power for partisan ends that might disrupt the union and disturb the existing order. Preserve the Constitution Washington's concern for preserv ing the Constitution intact was mo tivated by the belief that a balance had been incorporated in it, a bal ance in which the national and state government checked one another, and the branches held one another in check. "The necessity of recipro cal checks in the exercise of political power," he declared, ''by dividing and distributing it ... has been evinced by experiments ancient and mod ern .... " "Liberty itself," he pointed out, "will find in such a government with powers properly distributed and adjusted, its surest guardian." He warned against two things in partic ular. One was the "spirit of innova tion upon its principles." The other was "change by usurpation" of power.

That was not to say that the Consti tution was perfect as it stood in 1796. But if something needed correction, it should be "by an amendment in the way which the Constitution des ignates." No man or body of men should assume the power to do so, "for though this in one instance may be the instrument of good, it is the customary weapon· by which free governments are destroyed."

1983 GEORGE WASHINGTON ON LIBERTY AND ORDER 73 Washington hoped that the United States would follow an independent course in world affairs, that it would lend its weight toward an order in which peace would be the norm, but that it would not become entangled with other nations in the quest for power and dominance. His distrust of government did not end at the water's edge, for he believed that foreign governments would, if they could, use the United States for their own ends. He warned "Against the insidious wiles of foreign influence", for "(I conjure you to believe me, fel low-citizens) the jealousy of a free people ought to be constantly awake, since history and experience prove that foreign influence is one of the most baneful foes of republican gov ernment." Underlying these fears was the belief that in the nature of things, in the natural order, each nation pursues its own interests.

Hence, "There can be no greater er, ror than to expect or calculate upon real favors from nation to nation." He cautioned against constant pref erence for one nation and opposition to others. "It is our true policy," Washington said, "to steer clear of permanent alliances with any por tion of the foreign world .... " Religion and Morality The first President had some other recommendations on foreign policy, but before discussing them, it would be best, as he did, to refer to the role of religion and morality. The belief in a natural order, the hope that the American political system had been shaped in accord with it, was not sufficient, in Washington's opinion, to assure the working or continua tion of order among men. Man is a creature of unruly passions, as al ready noted, and the necessary cor rective to these is religion and morality. "It is substantially true," Wash ington commented, "that virtue or morality is a necessary spring of popular government." And, "Of all the dispositions and habits which lead to political prosperity, religion and morality are indispensable sup ports. In vain would that man claim the tribute of patriotism who should labor to subvert these great pillars of human happiness .... A volume could not trace all their connections with private and public felicity."

Moreover, "let us with caution in dulge the supposition that moral ity can be maintained without religion." These remarks preceded both his advice on public credit and on peace ful relations with other nations. On cherishing the public credit, he said: "One method of preserving it is to use it as sparingly as possible ... " Washington expected that there would be occasions for extraordi nary expenses, making war came to mind, when it might be necessary for the government to borrow money.

74 THE FREEMAN February But he warned against. the "accu mulation of debt," declaring that the way to avoid this was "not only by shunning occasions of expense, but by vigorous exertions in time ofpeace to discharge the debts which un avoidable wars have occasioned." That way, it should be possible to avoid "ungenerously throwing upon posterity the burthen which we our selves ought to bear." Washington thought his countrymen might be the more inclined to follow these poli cies if they would keep in mind "that toward the payment of debts there must be revenue; that to have reve nue there must be taxes; that no taxes can be devised which are not more or less inconvenient and un pleasant .... " Not everyone may find the balanced formulations of eigh teenth-century sentences pleasant, but it must be admitted that the logic in the above is impressive. At any rate, the principles dis cussed in the above two paragraphs provided the framework for his rec ommendations for maintaining peaceful relations with other na tions. To that end, Washington ad vised this: "Observe good faith and justice toward all nations. Cultivate peace and harmony with all. Reli gion and morality enjoin this con duct. And can it be that good policy does not equally enjoin it." Above all, "The great rule of conduct for us in regard to foreign nations is, in ex tending our commercial relations to have with them as little political connection as possible."

Any extended political connec tions-permanent alliances, for ex ample-could only embroil the United States in the conflicts among other nations. Otherwise, "Har mony, liberal intercourse with all nations are recommended by policy, humanity, and interest. But even our commercial policy should hold an equal and impartial hand, neither seeking nor granting exclusive fa vors or preferences; consulting the natural course of things; diffusing and diversifying by gentle means the streams of commerce, but forcing nothing .... " That is surely the nat ural order for trade, and a plausible hope for peace to those who knew of, when they had not experienced, the devastating mercantile wars result ing from the use of force in national commerce. A Farewell Message of Timeless Truths on Liberty and Order George Washington reckoned that he had devoted the better part of forty-five years to the service of his country when he retired. He was an unabashed patriot, proud to be called an American, a sturdy friend of the union, and none knew better than he the struggles out of which the United States had been born. He was a man of his time, as are all mortal men, spoke in the phraseology of times past, yet in his Farewell Ad1983 GEORGE WASHINGTON ON LIBERTY AND ORDER 75 dress he touched upon and elabo rated some timeless truths. Further experience has served only to con firm the validity of many of his recommendations.

His thoughts on unity, on the love of power, on the impact of partisan strife, on the importance of focusing on our common interests, on avoid ing entanglements with other na tions, on religion and morality, on the public credit,· and on freedom of Cherish Public Credit trade have worn well when they have been observed, and have brought suffering by their neglect. The ter ror and tyranny of this century, the slave labor camps and barbed wired borders of nations with their fet tered peoples prove once again that liberty depends upon order, and that if order is not founded upon and in accord with an underlying order it will tend to be nothing more than the will of the tyrant. i IDEAS ON LIBERTY As a very important source of strength and security, cherish public credit. One method of preserving it is to use it as sparingly as possible, avoiding occasions of expense by cultivating peace, but remembering also that timely disbursements to prepare for danger frequently prevent much greater disbursements to repel it; avoiding likewise the accumu lation of debt, not only by shunning occasions of expense, but by vigor ous exertions in time of peace to discharge the debts which unavoidable wars have occasioned, not ungenerously throwing upon posterity the burthen which we ourselves ought to bear. The execution of these max ims belongs to your representatives; but it is necessary that public opin ion should cooperate. To facilitate to them the performance of their duty it is essential that you should practically bear in mind that toward the payment of debts there must be revenue; that to have revenue there must be taxes; that no taxes can be devised which are not more or less inconvenient and unpleasant; that the intrinsic embarrassment insep arable from the selection of the proper objects (which is always a choice of difficulties), ought to be a decisive motive for a candid construction of the conduct of the Government in making it, and for a spirit of acquies cence in the measures for obtaining revenue which the public exigencies may at any time dictate.

GEORGE WASHINGTON, Farewell Address Hans F: Sennholz THE WORLDDEBTCRISIS "A small debt creates a debtor, a large debt, an enemy." If this old proverb is applied to the interna tional situation, the United States and other industrial countries have made many new enemies in recent years. The external debt of third world countries and communist countries to creditors in the United States and Europe has soared from less than $100 billion in 1970 to some $850 billion in 1982. At least 26 countries are in default and many more may fail in the coming years. The bad debtors now are lashing at their creditors, the chief economic villains: the United States and Western Europe. "Much of Brazil's inflation is caused by chaos in the Dr. Sennholz heads the Department of Economics at Grove City College in Pennsylvania. He is a noted writer and lecturer on economic, political and mone tary affairs. 76 international economy," says Tan credo Neves of Brazil, "and that chaos is the fault of the rich countries who are our creditors." President L6pez Portillo of Mexico accuses the Mexi can banks in cooperation with for eign banks of ''heading, advising and supporting" a capital flight from Mexico. "They have looted us. They will not loot us again." His govern ment then seized all private banks, including $12 billion in dollar-de nominated accounts owned by Mex ican and U.S. citizens, and forcibly converted the dollar deposits into debased and depreciated pesos.

Many economists are fearful that the international debt crisis is more than the bankers can handle. They liken the global debt burden to a pyramid that is weak, getting weaker and heading for collapse. They draw ominous analogies with the finanTHE WORLD DEBT CRISIS 77 cial crisis of the early 1930s that greatly contributed to turning an economic slump into the Great Depression. Other economists, espe cially in government, reject such pessimism. They argue that the sys tem is strong enough to weather a default of several major debtors, that the creditor banks have adequate reserves to cover .any serious de fault, and that central banks would protect any individual bank from failing and thereby avoid a panic on the international markets. They also point to the International Monetary Fund-the lender of last resort which can be expected to bail out countries in payment difficulties. They speak of a "safety net" that is protecting the world financial struc ture from falling apart.

The Safety Net In fact, the safety net may be very comforting to overextended debtors and their lenders, but its very exis tence may have invited the overex tension in the first place by encour aging bankers to loan more money than their foreign customers were able to repay. No matter how much money the banks would lend to "developing" countries-sometimes recklessly and foolishly-there was always the IMF to pick up the pieces. Surely, IMF and government offi cials are convinced that the world financial system needs more such safety nets that would prevent it from plunging into a serious crisis. But all such devices constructed by gov ernments merely cushion the fall, they do not prevent it. The safety-net advocates like to point to the lack of safeguards in 1931 when, in the midst of financial disorder, Austria, then Germany, and finally Great Britain defaulted in their payment obligations. In many respects the situation then was sim ilar to that of today. Under the im pact of a great flood of bank credit generated by easy-money policies of the Federal Reserve System in 1924 and thereafter, bank credit was su perabundant in New York. High yield foreign bonds were in great de mand, which led many New York banks to extend loans to foreign bor rowers, especially German states and municipalities. The funds were of ten spent on current consumption, called social service, that permitted the people to live better today at the expense of tomorrow.

There was no safety net, no inter national cooperation or institution that would come to the rescue of a small Austrian bank, the Credit Anstalt, when foreign funds were suddenly withdrawn. The panic gai;ned strength and spread from Austria to Germany, to London, and finally New York. Surely, prompt banking cooperation might have avoided the debtor collapse, but it could not possibly correct the great harm inflicted by the credit expan78 THE FREEMAN February sion. Billion-dollar loan funds had been squandered, the capital mar kets had been disarranged, prices and production disorganized. The seeds had been sown for a worldwide depression. The Current Situation What of the situation today? The credit expansion of the 1970s dwarfs that of the 1920s. It had its begin ning in the United States and then spread like wildfire to all capital markets in Western Europe and Ja pan. It flooded the world with easy credit that amounted to hundreds of billions of dollars rather than a few as during the 1920s. It led to the de fault of dozens of sovereign coun tries, which wasted the funds on grandiose political schemes de signed to glorify government and make socialism work.

But the present situation differs from the 1931 crisis in one impor tant respect. In the 1920s and early 1930s the world money consisted of gold. The world was on a gold stan dard and all international payments were made in gold. Today, the world is on a U.S. dollar standard and most international payments and debts are settled in dollars. While it may be very difficult to construct a safety net of gold, it is rather simple for the U.S. government in cooperation with other governments to weave safety nets of paper money. Governments cannot manufacture gold; they can print ever larger quantities of paper money. But how safe are such paper nets? The International Monetary Fund Most international bankers and government economists look upon the IMF as the primary net that was woven at Bretton Woods, New Hampshire, in 1944. Its stated ob jectives are to promote international monetary cooperation and currency stabilization, which means the pro motion of international government cooperation in matters of money management. The amount any gov ernment can borrow from IMF is in proportion to the amount it has de posited, which in turn is determined by the country's world trade, output, and the like. Debtor governments usually favor a large "quota," which they may establish by contributing primarily their own weak curren cies and then draw hard currencies, such as U.S. dollars, German marks and Japanese yen. They are press ing for significant increases of their quotas so that they can borrow more and spend more. Many want their quotas trebled; some industrial countries (e.g., West Germany and Great Britain) merely favor a 50 per cent rise. The Reagan Administra tion is considering a $25 billion emergency fund, administered by the IMF, to help countries with cash crises.

For the most part, newly created 1983 THE WORLD DEBT CRISIS 79 central bank funds are used in IMF transactions, which makes the Fund an exchange for self-created and de teriorating currency and an inter national engine of worldwide infla tion and currency depreciation.· It is forever pursuing the spurious no tion that the policy of inflation can be made to last indefinitely through cooperation of all member govern ments. It acts like a governmental cooperative with 146 members that tries to coordinate the inflationary policies of its members. Governments that inflate and de preciate their own currencies at reckless rates and, therefore, face international payment difficulties, such as Mexico in recent months, are rescued immediately with billion dollar loans. At the same time IMF imposes "conditionalities" that are supposed to correct the causes of the payment difficulties. But the condi tionalities are usually taken from the armory of government control over the people. They include such de vices as restrictions of imports, pro motions of exports, tax increases, and so on. Rarely, if ever, does IMF rec ommend a reduction in the scope and function of government.

The U.S. Dollar Standard The U.S. dollar as the world stan dard currency occupies. the central IMF position to which all other cur rencies must adjust. But this central dollar position grants an ominous privilege to the U.S. government as the primary supplier of world cur rency. It permits the U.S. to inflate the dollar with a certain degree of immunity and to suffer painless bal ance-of-payment deficits because millions of people all over the world are eager to accept and hold U.S. dollars. The rising quantity of U.S. dollars gushing from Washington is met by a rising world demand, which keeps the dollar depreciation at a minimum. But even this pleasant privilege that permits the American people to enjoy foreign imports without pay ing for them with American goods, is subject to certain limits. When, despite the privilege, the U.S. gov ernment manages to inflate the dol lar at rates higher than the going world rate and thereby floods credi tor countries with dollars, the dollar exchange rate tends to fall in inter national money markets, inflicting serious losses on countless dollar holders. Finally, when these dollar losses become unbearable, they may trigger a worldwide flight from the dollar, which would signal the end of the world dollar standard and the beginning of hyper-inflation at home.

The dollar panics of 1978 and 1979, when President Carter had to raise $30 billion of hard foreign currency in support of the sinking dollar, re vealed the very limit to which the dollar inflation could be carried without upsetting the world mone80 THE FREEMAN February tary order. U.8. monetary policy has been more restrained and conform able to IMF standards ever since. The World Is Gasping for Liquidity Third World debt has more than quintupled in a decade, half of which is owed to private banks. Repay ments falling due in many cases ex ceed the debtor's foreign exchange earnings. In 1982 alone some $30 billion in payments falling due had to be rescheduled, which is three times the amount that were not paid on time in 1981. Cash-flow squeezes and debtor defaults may become worse in 1983 and 1984. The 1970s witnessed the greatest credit boom the world has ever seen. There had been some credit expan sion before August 15, 1971, when President Nixon unilaterally abol ished the last vestiges of the gold standard. Credit expansion acceler ated dramatically thereafter when the U.8. government flooded the world with U.S. dollars. Central bank reserves now consisting primarily of paper dollars expanded from $92 billion in 1970 to more than $800 billion in 1981. Commercial bank credit expanded two or three times faster than before. The Eurodollar market, which recycled the flood of petrodollar· deposits to debtors all over the globe, grew from some $100 billion in 1970 to nearly $2 trillion today. All these credits fueled an in flation the likes of which the world has never seen before. The abund ance of credit and bargain interest rates below inflation rates seduced many governments, companies and individuals to live beyond their means until they could borrow no more.

With the help of foreign loans and domestic credits many governments indulged in popular subsidy and transfer programs, consuming in come and wealth at unprecedented rates. The foreign credits raised the levels of living of the debtors, espe cially government officials and their political beneficiaries, while they lowered those of the people of credi tor countries. But the shock of de fault is signaling the end of the wealth transfer process from credi tors to debtors, from capitalistic countries to socialistic and commu nistic countries. The consumption of capitalist wealth is finally drawing to a close. Consequently the levels of living in debtor countries are tumbling, transfer programs are failing, and the political forces that depend on the economic transfer are falling into disrepute. Politicians are calling it a "liquidity crisis"; in real ity, it is a shock which spendthrifts usually suffer when called upon to make payment.

Seeking Security Abroad Many debtor countries received large amounts offoreign credits that could not be invested productively 1983 THE WORLD DEBT CRISIS 81 under the given conditions. Where governments control and regulate every phase of economic life there are few opportunities for individual investment. Where governments in flate and depreciate their currencies at horrendous rates, the people seek escape from destruction by hoarding foreign currencies that are likely to depreciate at lesser rates. They are hoarding U.S. dollars or investing them abroad. Millions of Mexicans, Argentin eans, Chileans, Uruguayans, and many others, found U.S. dollars and u.s. investments extremely advan tageous. They rushed to their banks loaded with dollar credits and bought U.S. dollars for depreciating pesos. The banks acted as turntables, bringing dollars in and lending them to people who would take them back to the U.S. Many a Florida condo is owned by citizens of bankrupt debtor countries. Their politicians call it a "liquidity crisis"; in reality it is a flight of private capital from govern ments that would consume and de stroy it.

The soaring inflation of the 1970s naturally raised interest rates which together with the rise in total in debtedness raised the interest bur den. In the debtor countries a large portion of income now goes to pay interest on foreign debt and to roll over old debt at rising interest rates. Interest payments have doubled in recent years, which without the injection of new loans are squeezing the life out of borrowers. To meet pressing payment obligations many resorted to short-term borrowing, which is squeezing the debtors harder still. Many countries are de facto bankrupt-Mexico, Argentina, Chile, Costa Rica, Bolivia, Poland, Ru mania, and several African states. Others may fail to make interest payment when it falls due-Peru, Venezuela, Yugoslavia and, most important, Brazil. They all blame the liquidity crisis; they should decry their own policies that would cir cumvent reason and inexorable eco nomic law.

The Call for "Reactivation" The international banking system is under great strain. There is little hope that many foreign debtors will ever repay their debt. Creditor wealth has been wasted in public works and social service, lost on countless schemes of government welfare and development, which were to create a better world through po litical action or outright socialism. The experiment, which is costing the capitalist countries hundreds of bil lions of dollars, is failing visibly as poverty and misery are descending on the debtor countries. But spendthrift politicians rarely learn from their own experience. One political party may replace another, one junta may overthrow another, but the economic policies may re82 THE FREEMAN February main unchanged because the no tions and doctrines that are breed ing the policies are not changing. The bad debtors of the world now are calling for "reactivation" which is more of the same. They want "rein flation" on a global scale, to bailout governments and companies wal lowing in bad debt. Even U.S. poli ticians are talking about "reactiva tion" through legislation that would lower interest rates, create more credit, or force the Federal Reserve System to stimulate the economy through more dollar injections.

The wide road ahead leads to "ac tivation," which in time will rekin dle the economic boom and save many debtors through monetary de preciation. It is protected by many safety nets designed to cushion the fall of the most reckless debtors. But it is also a downhill road on which inflation will accelerate, the U.S. dollar will suffer worse panics and crises than in 1978 and 1979, and the world economy will slowly dis integrate and sink into permanent despair. The road to peace and prosperity points in the opposite direction. In the words of an 18th century French philosopher, Charles de Montes quieu, "countries are well culti vated, not as they are fertile, but as they are free." On the road to free dom government powers and func tions must be reduced in every sphere of individual life, and politicians be separated from the economic activ ity of the people. Above all, the po litical apparatus must be completely segregated from money and fi nances; the power over money must be taken out of the hands of politi cians and returned to the people.

Any MajorNationMay Lead the Returnto Freedom Anyone of the principal countries can lead the way. It would immedi ately restore the individual freedom to choose any currency and medium of exchange, and remit the freedom of contract in all monetary matters. In a country racked by chronic infla tion, such as Mexico, Argentina, and other Latin American states, finan cial stability would soon return through the development of a par allel standard of pesos and world money, that is, U.S. dollars. If two or more currencies are freely usable and exchangeable in all transac tions, at free and unhampered rates, the people will prefer the most sta ble and reliable currency, which in many countries would be the U.S. dollar. Thus, the legal parallel stan dard would probably become a de facto dollar standard in many parts of the world. A dollar standard in Mexico, Ar gentina, Chile, and Bolivia, would bring immense improvements to economic life and well-being. But the dollar standard would merely be an interim step on the road of monetary 1983 THE WORLD DEBT CRISIS 83 freedom. In time the dollar stan dard, which, too, is a political stan dard managed by spendthrift politi cians in Washington, would be found wanting and, therefore, be replaced by the only natural standard, the gold standard. If people were free to choose they would prefer non-politi cal money, honest money, the money of the ages, which is gold.

Monetary Stability If the U.S. were the leader toward world peace and prosperity, it would point the way toward monetary sta bility through the gold standard. It would shun the temptations and privileges of a world dollar standard and lead the way by bringing its own house in order. It would restore in dividual freedom in money and banking by repealing the myriad of laws and regulations that engulf the financial institutions. Instead of purging gold from the financial sys tem it would encourage the use of gold in all exchanges and clear the way for a parallel standard of dol lars and gold. If the U.S. government were a fi nancialleader toward monetary sta bility and economic prosperity it would set an example to the rest of the world by balancing its budget this year and every year, and abstain from any further currency and credit expansion. And once the dollar ceases to lose any more purchasing power, not even 5 per cent, 3 per cent, or 1 per cent, it would be made redeem able in gold. In short, politicians and government officials would surren der their power over money and banking to the people who would be free to choose.

As a world leader the U.S. govern ment would withstand the tempta tion to rekindle the world paper boom through more inflation and credit expansion. It would refuse to join the Third-World search for more bank credits, to build more safety nets for reckless debtors and irresponsible lenders, grant more quotas or for eign aid to socialist and communist countries, and cooperate in any in ternational scheme that would deny monetary freedom to individuals. It would withdraw from the Interna tional Monetary Fund and the World Bank, and cease to cooperate with any government that seizes, blocks, or confiscates American property. As true leaders of the free world Americans would have no need to lead-they would be content to set an example and point the way. i New Revised Edition DEATH & TAXES by Hans F. Sennholz 109 pages $5.95 Order from: The Foundation for Economic Education Irvington-an-Hudson, N.Y. 10533 John K. Williams The Armor ONE of the most dramatic stories in the Bible is the story of David and Goliath. Goliath, almost ten feet tall, was truly a fearsome figure. Every morning and every evening he, the champion of the militant Philis tines, hurled his challenge at the Is raelite army: Send one man out to do battle against me! If the repre sentative of the Israelites won, the Philistines would become slaves of the Israelites. If he, Goliath, won the Israelites would become slaves of the Philistines.

David, a mere stripling of a lad, approached his king. He claimed ex perience in battle-had he not, when caring for his father's sheep, ac tually killed a lion and a bear? Was he not therefore qualified to take on the giant? Moved, perhaps, by the simplicity The Reverend Dr; John K. Williams explores and ex plains the principles of freedom from his base in North Melbourne, Victoria, Australia. 84 of the boy, King Saul agreed. David could fight Goliath. Indeed, David could do so wearing his, the king's armor. Yet, having put on the ar mor, the lad decided to remove it and return it to Saul. It 'was too heavy and impeded his movements. The armor of Saul would have hindered, not helped. David's courage was exceeded only by his wisdom. If he were to have a chance of victory, he could not afford to do battle weighed down by unnec essary armor. Taking on the giant was courageous; to do so encum bered by the armor of Saul would be folly.

Many defenders of the freedom philosophy lack the wisdom of the youthful David. They do battle weighed down by the equivalent of Saul's armor. They allow them selves to be burdened by that which hinders rather than helps their cause. They clutter their case by accepting THE ARMOR OF SAUL 85 propositions that have nothing to do with the free society or the free market. "We should go back to the free market" To defend the suggestion that we should go back to the free market is to assume a historical claim that in itself can alienate men and women. It suggests retreat. It conjures up a picture. The picture is that once upon a time economic liberty was the norm. Over the years humanity moved in new directions, initiating and bringing to birth a novel exper iment in economics. Central plan ners would coordinate and direct what hitherto had been uncoordi nated and directionless. While it may be true that a defective clock should have its "hands turned back" so they indicate the correct time, "turning the clock back" is an activity men and women do not warm to. They tend to side with those who val iantly push forward into new and uncharted territory. Those urging that we "go back" to the tried and the tested are perceived as cautious, indeed, perhaps somewhat nostalgic in disposition.

The truth is, of course, that those enthused by the arguing for the free market in a free society have sided with advance. The economy planned and directed by "experts" has, his torically, been the norm. Monarchs knew what was best for their subjects and told them what to do. Feu dal lords knew what was best for their serfs and directed their activi ties. Aristocrats knew what was best for the masses and dictated how these lesser mortals should spend their days. Consider the France of Louis XIV. Every person had his or her place in society and kept to that place. The economy was carefully planned. State officials decided what industries should be established and where in France or its colonies they should be located. Imports and exports were carefully regulated. Prices were set by political figures. Governmental committees prescribed what pat terns were to be woven in the State owned tapestry works at Aubusson; indeed four long years of negotiation preceded the giving of permission to introduce "backwarp" into fabrics.

Some two thousand pages were re quired to list the rules and regula tions which were passed between 1666 and 1730 controlling the tex tile industry. The contemporary so cialist would have been perfectly at home in such an environment! It is the socialist, not the advocate of liberty, who yearns for the past! The welfare State is fast regressing to Louis XIV's France. In February 1982 a special report was presented to the U.K. Parliament. Entitled Administrative Forms in Govern ment it documented the burgeoning of government forms and leaflets in 86 THE FREEMAN February Great Britain. The two thousand pages of rules and regulations gov erning but one industry in France three centuries ago are modest in comparison! Over 2,000 million gov ernment forms and leaflets are used by the U.K. public annually-that means thirty-six forms for every man, woman, and child in the coun try! The forms, as befits govern ment, are difficult to follow and fill out; "error rates of over 30%, either by [government officials] or the pub lic, are common." The report con cludes by listing ten further "reports on forms" which people with noth ing better to do can read.

Political Control the Norm Political control ofa nation's econ omy has been the usual state of af fairs. The eighteenth century lovers of liberty were the radicals. They at tacked the remnants of feudalism, fought for the abolition of caste and privilege; battled for an extension of property rights so the powerful could no longer plunder at whim; agitated against entrenched, State-granted monopolies and protective tariffs which benefited the few but impov erished the many; and dreamed of an economic order controlled not by the edicts of government but by the uncoerced endeavors of the multi tudes, freely producing and ex changing whatsoever goods they chose. And they won! A hitherto unknown phenomenon emerged: sus tained economic growth. In 1780 over 80% of French citizens spent 90% of their income on just sufficient bread to stay alive. In 1800 average life expectancy was, in France, twenty seven for females and twenty-four for males. The vast multitudes in Eu rope and North America labored long and hard to survive. Recurrent fam ines were taken for granted. But matters changed. The working pop ulace of England quadrupled be tween 1800 and 1900. Real per cap ita disposable income doubled between 1800 and 1850, and dou bled again between 1850 and 1900.

This 1,600% increase in available goods and services transformed the very nature of poverty, and what had once been luxuries enjoyed by the few became everyday realities pos sessed by nearly all. Yet there were those who yearned for the past. There were those who wanted to turn back the clock. There were those who wanted to use the guns of government to guarantee continued possession of their wealth rather than to have that continued possession contingent upon the use of that wealth in ways which best and most efficiently satisfied the needs and desires of others. Even though they sought to lead nations back to the seventeenth and eigh teenth centuries they had the im pertinence to call themselves "pro gressives." They spoke of a yearning 1983 THE ARMOR OF SAUL 87 of a "new" socialist society-yet in truth their yearning was but nostal gia for the past. The lover of liberty is not urging anyone to "go back" to ancient ways.

He rather urges men and women to go forward, knowing not where the creativity unleashed by the free market in the free society will take them. To speak of "going back" to the free market is to weigh oneself down with the armor of Saul. "While less moral than socialism, capitalismis more productive" How frequently lovers of liberty concede that their opponents are idealists. "Yes, I admire your ideals. Yet they are impractical. The mar ket works. We must be realists!" What is so moral or idealistic about socialism? Even in purely material terms, what is moral about the in ability of the 30% of the workforce of the U.S.S.R. involved in agricul ture to feed a nation which once ex ported grain, whereas the mere 4% of the workforce of the U.S.A. in volved in agriculture feed an entire people and a great deal of the rest of the world as well? What is so moral about the fact that the real wages of Soviet industrial workers attained the level of 1913 only in 1963?1What is so moral about the fact that many African States such as Tanzania which once boasted thriving agri cultural bases listened to the advice of western intellectuals consumed by a pathological hatred of the very system that had delivered them from penury, collectivized (in the name of "agrarian reform") agriculture, and now are dependent upon foreign aid for the most basic of food stuffs? Is not the "new French" philosopher Jean Fran~ois Revel correct when he suggests that these "western ex perts" should "contemplate the stare of dying children looking . . . out of those pictures [from the Third World]"2 and commune with their consciences?

Yet the moral issues run deeper. The market economy ultimately re duces to a very simple reality. Per son A is skilled at catching fish. Per son B is skilled at growing bananas. Person A would prefer to surrender some of his fish and secure several bananas, and person B would prefer to surrender some of his bananas and secure several fish. So they swap! Each person surrenders what he values less and acquires what he values more. Each gains. Neither loses. Yet suppose a third person, C, en ters the picture. He uses or threat ens to use force and makes A give some fish to B and to himself. Band C have gained, but poor old A has lost. The coerced exchange does not and can not benefit all. When the State forgets that its task is simply to prevent people us ing actual or threatened force, theft, or fraud to acquire material goods, 88 THE FREEMAN February and starts deciding who "deserves"

what and uses force to impose this . "deserved distribution," there are losers. In spite of socialists' fanta sies, the "winners" are not usually the poor. (Even if the poor were the "winners" the use of violence to take goods from those who produced them would still be immoral, but maybe the socialist could quiet his con science by seeking refuge in the principle grasped by most evil-doers: "The end justifies the means.") Yet in truth most "transfers" of wealth, direct and indirect, tend to favor the powerful, not the poor. Tariffs, agri cultural price support schemes, sub sidies to health (most of which go to the medical profession), housing subsidies, subsidies to higher edu cation-these do not benefit the poor. They hurt the poor and benefit the powerful! Then, of course, there re mains the massive army of admin istrators, bureaucrats, and welfare workers presiding over the system: they most certainly benefit but can hardly be called "poor."

The Welfare State Most socialists, of course, concede that the "bureaucracy has got out of hand." Their new and untried ver sion of socialism will guard against this happening: Yet Ludwig von Mises saw, nearly four decades ago, that a burgeoning bureaucracy in evitably emerges in a welfare State. 3 The reason is simple. In the market, individuals engaging in voluntary exchanges can only promote their own interests by furthering the in terests of others. In the world of pol itics, however, this is not true. How can the politician further his own in terests? The answer is clear: by transferring wealth to organized special interest groups! He can con centrate benefits, but disperse costs. Ordinary citizens simply cannot af ford the time to dig out information as to where their taxes go. Hence powerful groups "win" and power less individuals "lose." And to ad minister the transfers more bureau crats are required. The class of net tax recipients keeps growing; the class of net tax payers keeps shrinking.

The "law of the jungle" emerges. The voluntary, peaceful exchanges of the market are supplanted by the struggle to get to the government trough. One special interest group turns in anger on another which re ceived "better treatment." Just how "moral" is this divisive exercise of power to grab a share of what was stolen in the first place? "Ah! But we socialists dislike selfishness. The free market enshrines it!" The word "selfishness" is a slip pery word. "Self-interest" is maybe better. Best of all, perhaps, is refer ence to an individual's vision of the "good life" and his attempts to real1983 THE ARMOR OF SAUL 89 ize it. In a free society all are at lib erty to formulate their own such vi sions and strive, noncoercively, to realize them. One man may desire a modest-indeed frugal-way of life with plenty of leisure to bask in the sun, gaze in delight at the beauties of the physical world, and think.

Another may dream of amassing great wealth. Each is at liberty to pursue what he desires. Yet the al legedly "selfish" man-the one who seeks great wealth-can only do so by providing other people with what they desire at least cost to these people. Adam Smith, in 1776, spoke of the "mean rapacity" of some "merchants and manufacturers" and, perhaps unkindly, claimed that such people "seldom meet together, even for merriment and diversion, but the conversation ends in conspiracy against the public."4 That was pre cisely why he yearned for the free market in a free society. Limited by the rule of law, "mean" and "rapa cious" people would have to serve the public if they were to improve their own situations. Indeed if one asks what political and economic struc tures are so designed that thor oughly despicable human beings, enjoying political or economic suc cess, are least able to hurt their fel lows, the answer can only be "the free society and the free market."

Accepting the view that socialists are moral idealists, whereas those holding to the freedom philosophy are pragmatic realists, is to go into bat tle weighed down by the armor of Saul. "Really,profitsare very low. Successfulbusinessesand corporationsare not too greedy!" A major company recently ran an advertisement showing the "break down" of the "corporation dollar." Of the total, 95¢ went in salaries, wages, the costs of raw materials, and so on. Only 5¢ represented "profits"! Of that amount, 3¢ were plowed back into the corporation to purchase the ma chinery and equipment to provide one new job (the cost of which was in excess of $30,000) and 2¢ went to shareholders. Now I sympathize with this ad vertisement. A recent survey re vealed that most Australians be lieve corporations earn an after-tax profit of "about 40%." A 1975 poll conducted by the U.S. Opinion Re search Corporation revealed that most Americans estimate that man ufacturers enjoy an after-tax profit of 33%. Indeed, Australian newspa pers-and I would guess most U.S.

and U.K. newspapers-rarely use the word "profits" without an adjective preceding it: "obscene profits," "huge profits," "record profits," and so on. Yet, while sympathetic, I reject the advertisement and what it repre sents. What does it "represent"? An apology! An acceptance of the view 90 THE FREEMAN February that "profits" are somehow unpleas ant or evil! Such an apology, and such an acceptance, are but part of the cumbersome armor of Saul. Profits are good. They are "good" for shareholders, but also "good" for countless other people. How the sup porter of the freedom philosophy is to explain this to his neighbors who think otherwise is difficult to deter mine, but the way is most certainly not to reinforce widespread error. Perhaps the first point to notice is the sheer silliness of a slogan which, in Australia, adorns many a bumper bar: "People before profits!" This slo gan is but a "catchy" variant of an older slogan: "Production for use, not production for profit."

The humble reality is that the person who produces goods or pro vides services people do not value is not going to make any profits at all! Really, that's all there is to say on this matter. After all, having pointed out that 1 + 1 = 2, there is little point in discussing the matter fur ther. Unless, of course, like A. N. Whitehead and Bertrand Russell who, in their Principia Mathema tica,s, went to great lengths to ex plore the hidden logical subtleties of what, to the ordinary man, is self evident, one wishes to do the same in economics. Indeed, Ludwig von Mises did just that in his master piece, Human Action. 6 Yet, for ordi nary purposes, it is sufficient to point out that a company producing a commodity which people, in their fickleness or even good taste, do not wish to possess is not going to record massive profits! I have no doubt that the Packard was a fine car. The American people, however, did not like it. Other com panies made cars which the public preferred. Quite apart from any other consideration, the Packard was dearer than alternatives which per formed just as well. So the people said "No thank you" to the manufac turers of the Packard and acquired what they wanted elsewhere. The manufacturers of the Packard did not record massive profits! The most useful products from the point ofview of consumers turn out to be the most profitable. Were I to turn my clumsy hands to the making of clay models of Miss Piggy, I fear few admirers of that gracious lady would purchase my product. They want a model which looks like Miss Piggy! The needs of people dictate who does, and who does not, make a "profit."

The Customer's Choice Yet the matter is more significant than that. Once upon a time people, getting rid of their garbage, either threw it into a garbage can or wrapped it in newspaper and put the resulting parcel into the garbage can. Then someone, somewhere, thought of plastic bags which, lining a gar bage can, would make life easier and garbage cans less smelly! What was 1983 THE ARMOR OF SAUL 91 the first question that person had to ask? He had to ask what people would be prepared to pay for such bags! Would they pay $10? No-peo ple would prefer either to keep that $10 or procure two paperback novels than to surrender that $10 or forego two paperback novels and own a plastic bag for the disposal of gar bage. Would they pay $1? Maybe but most people would prefer to forego the possession of the bag and procure, say, a pack ofcigarettes than to forego the pack of cigarettes and obtain the bag. Would they pay 30¢?

That sounds reasonable. Now what does the maker of plastic garbage disposable bags have to do? (He could, of course, reject the free market and try to charm a politician into mak ing the purchase and use of such bags compulsory, but that is to reject both the free society and the market. Let us, however, ignore this cheat!) What he must do is find a way of manufac turing such bags below the "price" set by consumers. If he works out a way to make such bags for 1¢ he stands to make a "high" profit. Sadly-at least for the manufac turer-such a high profit would sig nal to others that they should get into the act and reduce the price of such bags-and make more modest, yet tolerable, profits! The critical point, however, is that profits dem onstrate that producers have found ways whereby they use resources to produce a product at costs below the value people place upon the product. Profits are residuals. They represent not something wickedly "added" to a price, but the difference between a people-determined price and the costs of manufacturing some commodity.

Yet again, that is but part of the story. The time, physical labor, and resources which go into the making of plastic garbage bags could have been used to create some other com modity. How does one work out whether to use these resources to produce garbage bags, or some other product? The answer lies in the magic word "profit."For profits simply show that people want disposable plastic garbage bags more than they want, say, plastic slippers! The company making large profits-in a genu inely free marketis using ma terial resources, time, labor, and in telligence in a way satisfying what people want and need rather than using the same "ingredients" in ways which do not satisfy what people want and need. Limited resources are being allocated in a people-serving, responsible way. No Apology Needed To "apologize" for profits is to put on the heavy armor of Saul. Defend ers of the philosophy of liberty do have a Goliath of prejudice and error to fight when it comes to "profits," but they must not weigh themselves down by carrying an un necessary load. Carefully, cogently, 92 THE FREEMAN and non-aggressively, they must ex plain what profits are and why they are not "evil." There is no other way.

David won. The mighty Goliath, sheathed in his bronze armor, was defeated by a youth bearing five stones, a shepherd's bag, and a con viction that he came to do battle in the name of the "Lord of hosts." Truth is mighty, and it will pre vail. The battle is not easy, but in truth the socialists have already lost. Their many experiments have failed. Yet their voice, like that of Goliath, resonates like thunder and brings terror to the hearts of many. There is a fight to be fought, and the de fender of liberty faces difficult tasks. Hence such a defender must say "No!" to the armor of Saul. He must not wear what weighs him down. He must not carry burdens that in truth are not his to carry. His advisers, like King Saul, "mean well." But like the lithesome youth, he must be careful. Winners All "Saul made David put on his own armor and put a bronze helmet on his head and gave him his own breast plate to wear, and over David's ar mor he buckled his own sword; but ... David found he could not walk.

'I cannot walk with these,' he said to Saul ... So they took them off."7 , -FOOTNOTESIJ. Pavlevski, Economies et Societes (Journal of the Institute of Applied Sciences, Geneva; February, 1969). 2J. 14: Revel, "The View from Paris", Encoun ter (December, 1980). 3L. von Mises, Bureaucracy (reprinted, Ar lington House, New York, 1969). 4A. Smith, An Inquiry Into the Nature and Causes of the Wealth ofNations (Random House, Modern Library Edition, New York), p. 250. 5A. N. Whitehead et al., Principia Mathema tica, three volumes (Cambridge University Press, Cambridge, 1910-1913). 6L. von Mises, Human Action (third revised edition, Henry Regnery Company, Chicago, 1968). 71 Samuel, chapter 17, verses 38, 39. IDEAS ON LIBERTY THE nature of free enterprise is such that everybody concerned with it wins. Material suppliers, equipment dealers, money lenders, workmen, and customers, contribute what they value less and receive what they value more. There is a net gain for each person. Also, where there are several competing enterprises, each person is free to deal with the or ganization that returns the most for what he contributes. Thus there is a natural selection of those firms who are capable of operating so that each person, whether he be a material supplier, equipment dealer, a workman, a banker, professional man, or customer, receives the most for his contributions. Any firm that cannot compete under these condi tions fails.

H.G. THUESEN, "Everybody Wins in Free Enterprise"

Henry Hazlitt Market Prices VS. Communist Commands A CORRESPONDENT recently asked me why it was that Soviet Russia seemed to be suffering in recent years from chronic "crop failures," and found it self forced to import increased quan tities of foodstuffs from the United States and other capitalistic coun tries. She understood, she wrote, that the most frequent explanation of fered for this was that Russia oper ated under "communism" and that the countries exporting food to her were "capitalistic." But she wanted to know more in detail just why these different results came about. I started to answer on the asHenry Hazlitt, a frequent contributor to The Freeman, has a long and distinguished career as an economist, journalist, editor, and literary critic. Best known of his numerous books is Economics in One Lesson, originally pUblished in 1946 and since translated into eight languages with sales of more than 700,000cop ies. The recently revised edition is once more avail able in inexpensive paperback.

sumption that my explanation would be simple and brief, but soon found myself getting into complications. In its simplest form, of course, the explanation can be brief. Under "capitalism" (Karl Marx's vocabu lary)-that is to say, under a free market system-the individual farmer is rewarded by earning a profit if he grows the right things in the right amounts, and is penalized by a loss if he grows the wrong things. He is daily guided in his plans and operations by the prices of farm commodities in the "market." (Sometimes this may mean the na tional speculative markets on the commodity exchanges, where prices change from minute to minute, and sometimes it may mean merely the local market in his own district.) The average farmer, of course, has little conception of how many prices 93 94 THE FREEMAN February of how many commodities, and grades of commodities, this in volves. We could begin by citing such leading U.S. crops as corn, oats, bar ley, sorghum, wheat, rye, flaxseed, cotton, cottonseed, tobacco, hay, beans, peas, peanuts, soybeans, po tatoes, seed crops, sugar cane, sugar beets, pecans, almonds, walnuts, fil berts, oranges, tangerines, grape fruits-but the list goes on and on.

We can get an inkling of the num ber of commodities from the daily newspapers. The Wall Street Jour nal, for example, daily lists "Cash Prices" of more than 90 commodi ties, of which the majority are farm commodities. In that paper's long list of "Futures Prices" on the commod ity exchanges, there are some 350 prices listed of a single grade of about 45 different commodities with six to ten different delivery dates. If we add to these "national" prices the prices in local markets, we get a total that can run into the millions. How Many Prices? How many prices of all different commodities and services are there, in fact, at any given moment in an economy like the United States? No body knows. But in 1943 Chester Bowles, then head of the Office of Price Administration (OPA), was asked this question by a Congressio nal committee. He came up with an estimate of 8 million. A few days later this answer was withdrawn as much too low. It depended on how you defined a "commodity" and how you defined a "price." No definite answer was ever substituted.

But if, for the sake of argument, the figure were only 8 million prices, how could any bureaucracy, without previous actual market prices to guide it, go about safely fixing even one of them? For such prices, and their interrelationships-which would reach 8 million times 8 mil lion, or 64 trillion-would reflect the past production and demand, abso lute and proportional, for the 8 mil lion commodities and services; they would embody everybody's expecta tions at the moment based on indi vidual scraps of knowledge; and would largely determine the future absolute and relative supply and de mand. No computer could solve this problem. Without a set of previous real and recent market prices, with out informed expectations, the bu reaucracy would have to make 64 trillion blind guesses. Each farmer in planning his next year's acreage of each of the crops he plans to raise, is guided by the current or expected market price of each commodity. So thousands of different commodities and grades of commodities are planted in the pro portions decided upon by each farmer on his assumptions regarding which will bring him the maximum profit (or, it may be, the minimum loss). In each case, to repeat, he is rewarded 1983 MARKET PRICES VS. COMMUNIST COMMANDS 95 by the success of his estimates or pe nalized for his mistakes. He can change his plans any day, up to the actual day of plowing or planting.

We have been talking about the workings of an ideal free market system ..This unfortunately does not exist in the United States. For many years, for example, the federal gov ernment has been subsidizing the production of milk by guaranteeing minimum prices, and thereby bring ing about huge wasteful surpluses paid for by the taxpayers ... But that is another story. Working in the Dark Let us turn now to the problem confronting a communist nation. Such a nation, in the present world, is not totally without price guides. It is parasitic on capitalism, because it knows the prices being quoted for various commodities in capitalist countries. It can make plausible guesses (by figuring presumpti ve transportation costs in the same way) concerning how to convert these into equivalent prices in its own country. (Much depends on whether it allows a free exchange rate for its currency in the foreign exchange market.) Apart from this, a communist bu reaucracy is working in the dark. It must make blind guesses concern ing the size and proportions it wants of the thousands of commodities to which it assigns production quotas for individual farmers. If by oversight or intention it omits some commodities from its production schedules, those commodities will not be produced at all.

The situation is slightly alle viated when the bureaucracy allows individual farmers 'to devote a cer tain proportion of their acreage to raising crops for their own consump tion. But from the bureaucracy's standpoint, this has a disadvantage. It allows cheating on the part of in dividual farmers who try to get as much "free" acreage as they can in the hope of having some surplus foodstuffs to sell off on a black mar ket. These farmers, of course, are forced to guess how much they can successfully cheat, and just what surplus production of each commod ity would pay the maximum return. But as the farmers under commu nism, by and large, do not individu ally profit from raising the "right" amount of a given crop, and are not proportionately penalized for rais ing the "wrong" amount, both bu reaucrats and farmers are working in the dark. The individual farmers are deprived of the incentives and deterrents that would guide them in a market economy. The bureaucrats' overall plan must chronically go wrong. They do not know the abso lute amount of each commodity that it would be most productive to raise nor the relative size of each crop. Any relative surplus in the size of one crop must-with a given working 96 THE FREEMAN February force, acreage and capital-force a corresponding shortage in the pro duction of another.

The communists, in short, cannot engage in what the late Ludwig von Mises labeled "economic calcula tion." Their production plans, there fore, must be unbalanced, haphaz ard, and wasteful. If they put their emphasis on producing "enough" of commodit~es A, B, and C, for exam ple, they will almost certainly do so only at the expense of a correspond ing shortage of commodities D, E, F, andG. The InevitableErrors The inevitable errors in the com munists' overall plans of production must occur as well in their methods of production. In a country operat ing with a free-market system, of course, indi vidually mistaken and costly methods of production can also be pursued, but through the play of individual profit or loss the more ef ficient producers will be constantly increasing their share in production and the inefficient will be forced out of the field. Every year something new will be learned. In a non-infla tionary free economy there will be a tendency for production methods to be constantly improved and costs to be cut.

So when we examine closely how the two systems, communism and free market economy, work in de tail-the one controlled by bureaucrats imposing by fiat a single over all production plan from the top, the other operating through the free and flexible production and consumption choices of millions of individuals, with their individual decisions con stantly modified and coordinated by a system of free market prices-we can see why the capitalistic system is so enormously productive, and why the overall production plans of the communist bureaucrats must go wrong chronically and necessarily, and not merely because of bad luck or bad weather. It remains to ask why the com munist bureaucracies have not rec ognized this, or even, apparently, acknowledged it to themselves. The most obvious answer is that they have a vested interest in not ack nowledging it: they would be over thrown. But· a full answer goes much deeper. They did not originally adopt their doctrines through mere analy sis and reason, but through an ap peal to hatred, envy, vindictiveness, and cupidity: To quote the conclu sion of the Communist Manifesto, (1848): "The workers have nothing to lose but their chains. They have a world to win. Workers of the world, unite!"


Wrong Theories by Marx Das Kapital, which purports to give the economic reasoning which led to the Manifesto's conclusion, did not begin to appear until a quarter cen1983 MARKET PRICES VS. COMMUNIST COMMANDS 97 tury later-1873 for the first vol ume, 1885 for the second, and 1894 (eleven years after Marx's death) for the third and final volume. Kapital is obscurely written and nearly unreadable. It is built on a distortion of the errors of Ricardo. It ascribes the creation of all economic goods solely to "labor," overlooking or explaining away the contribution of nature, land, capital, human in telligence, or any other factor. It tries to ignore, also, the thousands of dif ferent degrees of specialized labor skills by reducing them all to a sin gle homogenized goo called "the [av erage?] socially necessary working time" required to produce different commodities and services. It is only, Marx tells us, the num ber of hours of this "socially necessary working time" that has gone into a commodity that determines its comparative value in the market.

Any profit that goes to an employer above his payroll is in effect stolen from his "exploited" workers. I shall not go on to explain or ex pose all the fallacies and contradic tions embodied in Marx's theories. That was magnificently done by Eu gen von Bohm-Bawerk in his book Karl Marx and the Close of His Sys tem, originally published in 1896. Only the emergence of "Austrian economics" (beginning about 1870) made such a conclusive refutation of Marx possible. If my reader has not yet read Bohm-Bawerk's book, I rec ommend that he make up his loss without socially or personally un necessary delay. @ IDEAS ON UBERTY IN the last analysis, the value of all goods is bound up with man and his purposes. Now the position which man takes toward a given purpose determines whether or not in ordinary parlance he ascribes value to a particular good. And that position may be either of two kinds and on its kind is based the familiar distinction between value in its subjective sense and value in the objective sense. In its subjective sense value denotes the significance which a good or a quantity of goods possesses for the well-being of a certain subject. The word "well-being" is here to be understood in a very broad sense. It is in such a sense that I should say that a good has value for me, if I recognize that my well-being is bound up with it. By this I mean that possession of the good satisfies some want, provides some gratification, affords some pleasure or spares me some pain, which I should be forced to forgo (or suffer, in the case of pain) if I did not possess the good. In that case the presence of the good means a gain for my well-being, the loss of the good means a correspond ing loss. The good has importance to me, it has value for me.

EUGEN VON BOHM-BAWERK, Value and Price Morgan O. Reynolds UNIONS and VIOLENCE THERE is a long and violent history of labor disputes in this country. The facts really are not in serious dis pute, only their interpretation. Facts always are interpreted within the context of a general theory of hu man action. One view, popular among Europeans and our indus trial relations community to some extent, is that labor violence is sim ply part of a wider tendency toward violence in the American character. A more influential view promoted by unionists and their academic de fenders is that American employers were especially brutal and defiant toward their workers and toward unions, and, therefore, were at least as guilty as unionists in causing la bor violence. Moreover, goes this theory, the vi 0lence which sometimes accompanMorgan O. Reynolds is Associate Professor of Eco nomics at Texas A & M University.

98 ies labor disputes is incidental, and surely is a small price to pay for the benefits produced by unionism. The well-known rationale is that labor must be allowed to combine for its own protection and use "labor's weapons" to offset its inherent bar gaining disadvantage relative to capital. Unionism allegedly offsets the excesses of capitalism, a system supposedly stacked against labor and in favor of propertied capitalists who control the means of production. In sum, unionists argue that the bene fits of unionism outweigh its modest costs in threats and actual use of violence. In any analysis of unionism, there are two general issues to confront. The first is to discover the actual ef fects of unions on economic vari ables like the level of national out put, unemployment, real wages, the rate of inflation, government spendUNIONS AND VIOLENCE 99 ing, and so on. The second general issue is to analyze the means unions use to pursue their economic and po litical ends.

Union men basically argue that their objectives and their effects on the general public justify or excuse the threats and violence which often flare up in union disputes. This ar gument is familiar among collectiv ists, who usually argue that it is re sults that count, not the process. "You must break some eggs to get an omelette," is their contention. Coer cion supposedly is all right when ex ercised on behalf of the good causes that unions seek to promote, or to put it in economic terms, expected benefits supposedly exceed expected costs. Many people would argue, however, that the end does not jus tify the means, that, indeed, use of the proper means is the real end that we seek in human affairs. Most economists would also object that unions do not, on balance, produce economic benefits. Useful theories in the sciences and in studies of human behavior are compact yet explain and predict a rich variety of observed and yet-to be-noticed facts. The theory of mo nopoly or cartels in economics passes this test because its application to unions yields a tremendous payoff based on a handful of correct state ments about unions. The theory ex plains an impressive array of facts about what unions do. Moreover, there is no competing theory of unionism, no other general theory of unionism available. Even though imperfect, we cling to theories which help us to understand a wide range of behavior until a superior theory comes along. And there is no new theory of union behavior on the horizon.

My purpose here is to briefly re count the theory of unionism, show why threats and violence are an in tegral part of unionism, use the the ory to highlight the problem of unionism in the public sector, ana 1yze why the theory is ignored by most of the industrial relations com munity, and then discuss what to do in terms of public policy. The Basic Theory The economist's special insight into union violence rests on the theory of monopoly, more properly, cartel the ory, as well as the general notion that people respond to incentives. In economic terms, a trade union is a combination of sellers of labor ser vices who individually have little or no control over the labor market but who seek to control the market through collective action. Unionists have never concealed their ambi tions because they often have an nounced that their purpose was to "take competition out of wages" or to "take wages out of competition."

Unionists seek higher wages, shorter hours, and more comfortable work100 THE FREEMAN February ing conditions, assuming that the leaders operate in the interests of their members, which I am prepared to concede for present purposes. There is nothing different in prin ciple between labor unions and com binations of other producers who try to restrict supply and push up the prices of their goods or services. Unions are labor OPECs, concen trated interest groups with interests diametrically opposed to those of consumers. The term consumer is really another name for the general public. Consumers are other produc ers, so unions represent minority groups of workers who pursue their economic gains at the expense of the majority. In Hobbesian language, the economy would be a war of every body against everybody else if ev eryone were organized into union ized blocs. Labor services are the key input, among the many inputs, that busi nesses and government agencies use in the daily productive process.

Owners and managers of businesses naturally attempt to purchase the inputs they desire as cheaply as pos sible, given the quality they wish to use. They economize on costs in or der to show a profit, an essential condition for survival in the mar ketplace, or else stretch a given bud get further. Households seek low prices too, and therefore behave much like businesses in their buy ing behavior. CompetitionProtectsWorkers In a competitive labor market, without unions, what would protect workers from exploitation from "av aricious" buyers? Competition would. The presence of alternative buyers for labor services protects people in their capacity as suppliers of labor services. This protection is one of the paradoxes of a free market. Each person in markets composed of many buyers and sellers of similar ser vices is powerless in the special sense that the prices of services.are formed in an impersonal way, beyond the manipulation of any individual. Yet each person is all-powerful, too, be cause of the many alternatives available and the freedom to refuse or accept various options .

.The fictional Irish-American phi losopher, Mr. Dooley, said, "This country is ruled by courtesy-like the longshoremen's union." This comment gets at the heart of the continuing controversy over unions, which remain .the most controver sial private (or quasi-private) orga nizations in our society. Contro versy derives from the fact that unions are departures from a natu rally competitive labor market and their power to extract economic concessions ultimately rests on their ability and willingness to use force. Unionists promise to deliver monop oly advantages to their members and their power to deliver on their prom1983 UNIONS AND VIOLENCE 101 ises rests on the ability to deny busi nesses and government agencies ac cess to labor, the crucial input in the production process. Even when all members unani mously agree to withhold their labor services from an employer in order to enforce demands for more pay and better working conditions, a union controls very little of the available labor in the economy. Simple with drawal of labor by organized work ers is rarely sufficient to enforce their demands, and therefore, they resort to violence or threat of violence to prevent other workers from enter ing the labor market and "under mining labor standards." Unionized labor markets, to the extent that the unions are successful in their goals, are islands of monopoly wage rates in a competitive ·sea. These islands can be sustained only by sea walls which keep the rest of the ocean out oftheir markets, thus forestalling the tendency for prices for similar skills to equalize throughout the economy.

The Powerto Strike Ordinarily, only government can enforce protectionist privileges over the long run, but unions have been granted unparalleled rights of pri vate coercion by government. Unions are a form of restraint of trade be cause they deny the majority of workers an opportunity to offer their labor services at prices lower than the unionists demand. Successful unionists use intimidation to cut off the labor supply to employers until employers submit to union de mands. As Henry George, the 19th century economic writer, put it, "Those who tell you of trades-unions bent on raising wages by moral sua sion alone are like people who tell you of tigers that live on oranges." The presence of violence in labor disputes is not entirely undesirable, however, because it shows that unions do not have overwhelming power. It takes two or more parties for violence to break out. Many workers are willing to defy strikes, picket lines, threats, and suffer vio lence in order to stand up for their own freedom, and to work at wages that they find to be their best avail able alternative. This is preferable to the situation in England, for ex ample, where unions have such overwhelming coercive power, and more people are imbued with collec tivist ideology, so that few defy union rule in strike situations.

Violence also shows the incom plete power of unions because other organized producer groups like the American Medical Association, tree pruners, cosmeticians, and so on, do not have to rely on strikes and pri vate intimidation. Instead, they have licensing laws. In the event of en croachments on their market, they merely telephone the government for a policeman to restrain new en trants. If unions relied more directly 102 THE FREEMAN February on the public police force to restrain trade on behalf of worker cartels, the hoodlums and other specialists in violence would be less valuable to union officials. Unions then would look somewhat more respectable and less dependent on "undesirable" elements. Unionsin the PublicSector Unions have grown rapidly in public sector employment since 1960 and government employees now are more highly unionized than employ ees in the private sector. About one of every two employees in state, lo cal, and federal government is in a union compared to one of every six employees in the private sector. This creates special problems. Many ob servers have been inclined to say that unionism is permissible, even desir able in the private sector where it supposedly is a purely private mat ter, but not in the public sector. I do not share this sentiment, but there is a certain satisfying irony to our recent experience.

The National Labor Relations Act of 1935 specifically excluded govern ment employees from its coverage, no doubt based on the opinion that only capitalists abused their "help less employees," rather than gov ernment as an employer. But begin ning in 1962, under President John F. Kennedy's executive order 10988 to promote unionism in the federal bureaucracy, there has been a gush of legislation and regulation to pro mote unionism and collective bar gaining in the public sector. Propo nents of pro-union legislation claim that government employment is just another industry, and that employ ees should receive the same "protec tions" as those in the private sector. The irony is that the coercive privileges that politicians granted in 1935 to unions in the private sector have now come home to roost and confront politicians with the same defiant, coercive opponent in public employment. Government origi nally sanctioned union threats and force against private enterprises and nonunion workers in the private sector, and now faces unions which are prepared to do the same against government itself. Governments that submi t to coercive strikes necessar ily govern with the forbearance of union officials, an unhappy arrange ment which cannot last in the long run, especially in a democratic society.

A Questionof Sovereignty Special features appear to distin guish government from private in dustry and. the first is the issue of sovereignty. One definition of sov ereignty is the supreme and unchal lengeable right of compulsion. A genuine sovereign cannot be forced to do something by a private person or a private agency and still be called sovereign. Whoever can force gov1983 UNIONS AND VIOLENCE 103 ernment authorities to submit to his will is government. Government officials of every po litical persuasion from Ronald Rea gan back through ourpoli tical his tory have denounced the use of union force against government. Franklin Delano Roosevelt, for example, said in 1937, "A strike of public employ ees manifests nothing less than an intention on their part to obstruct the operation of the government un til their demands are satisfied. Such action looking toward the paralysis of government by those who have sworn to support it is unthinkable and intolerable." A public-sector union, on strike, announces its in tention to cut off the government's supply of labor and shut down its operations until its demands are met.

This can hardly meet with approval by government officials or by the general community. A second major difference be tween government and the private sector is that most government ser vices are paid for through general taxation. Taxpayers are forced to pay, whether they want the services or not. In the private sector, buyers have the option of refusing to pay for a good or service, or else buying it from someone else. No private enterprise, excepting unions, can legally ex tract revenues through the use of force; they must cater to buyers through voluntary exchange. Union power in the private sector also is constrained by management's in centive to hold down. costs and stay competitive in the marketplace. Governments do not face the same intense-pressure for efficiency. The issue can be termed taxation with out representation. Unionists, in ef fect, say that the government (ulti mately the taxpayers) is not paying them enough and that they intend to force government to pay them more. If there is not enough money, raise taxes. If the government at tempts to hire replacements to per form the services at lesser expense, organized workers use threats offorce or force itself to prevent the substitution.

The Market Cannot Serve if Competition Is Forbidden The third issue turns on the ne cessity of certain governmental ser vices. The marketplace cannot pro tect the public very well when there are no good, legal alternatives to government-supplied s~rvices. In some cases the inherent nature of the services, arguably, can limit competing suppliers, in accord with the concept of so-called natural mo nopoly or pure public goods. But usually government artificially pro hibits or severely handicaps private competitors. Examples are fire pro tection, garbage removal, schooling, hospitals, public utilities, and even prison-keeping. Private contractors can supply these services and are al104 THE FREEMAN February lowed to do so in some cases. Natu rally, they are more efficient than government bureaucracies, gener ally at 60 per cent or less of govern ment costs. The presence of multiple producers vastly reduces the vulner abili ty of citizens to extortion by public employees who operate in a centralized system of government monopolies.

Most observers argue that protec tive services by police and courts are unique services which can only be provided by government. In fact, law and order is the basic purpose for the existence of government and only anarchists argue otherwise. If we can get along without public protection from aggression, there is no reason to have government in the first place. No mayor or governor can stand idly by during a police strike while soci ety reverts to lawlessness. A police strike is very much like the after math of a natural disaster. Owners are not around to protect their prop erty after a natural disaster and even normally law-abiding citizens find irresistible the temptation to take something. Looting and stealing rise sharply unless something is done. Citizens form vigilante committees or, more often, the National Guard is called up. Collective bargaining by the po lice, or any other group of public em ployees, and strike threats are sim ply two sides of the same coin, as any realistic person must admit.

There are other differences in de gree between the private and public sectors which we might discuss, but they need not detain us here. The Industrial Relations Community Now let us turn to the industrial relations community. The industrial relations community consists of the thousands of personnel directors, la bor lawyers, and industrial rela tions scholars who write about unions and collective bargaining. Why does this community have so little to say about the economic theory of unions and the role of labor violence? The answer, I believe, is threefold: It consists of one part honest igno rance and confusion, one part class interest, and one part financial self interest. Most people in industrial rela tions are ignorant of the truths of economics, and economists are par tially to blame because they have failed to explain things clearly, sometimes because economists have lacked the courage to point out un fashionable truths. But a very im portant element in accounting for the ignorance of economics on the part of the industrial relations commu nity is willful. The intellectual com munity fails to look frankly at unionism and labor violence be cause of an emotional attachment to the view that employees are ex ploited under free market arrange1983 UNIONS AND VIOLENCE 105 ments, receIvIng too little of na tional income, while "fat investors"

receive too much. Union violence is exciting in and of itself for many intellectuals, who generally are bored by stability and gradual material progress. Labor vi olence also provides intellectuals with support for their view that workers are alienated from the eco nomic system. Workers are not al ienated. A minority of employees merely respond to the incentives that they face under a legal regime in which unions are tacitly allowed wide latitude to use coercion. Strikers convicted of vandalism, assault, and other crimes are routinely rein stated in their previous jobs with back pay. This is a formula for irre sponsibility. These incentives and immunities account for the com monplace threatening and violent behavior of organized workers, not alienation from their work or the economic system, as the academic and intellectual left typically assert. Even more important than ro mantic visions of social change and ferment in accounting for the failure of industrial relations analysts to adopt the correct theory of unionism is the fact that our system of me diating, conciliating, arbitrating, fact-finding, and the whole panoply of machinery often labeled our "sys tem of industrial jurisprudence,"

provides power and income to the academic community. Industrial relations types perform as expert wit nesses, directly shape a turbulent hodgepodge of labor law, and derive handsome fees in the process. A Vested Interest Consider arbitration, for example. An arbitrator must maintain his ac ceptability to unionists, as well as managers, to sustain this source of income; otherwise the parties will choose other arbitrators or settle their differences directly, saving the expense of arbitration. The situa tion is analogous to a court system in which each judge would derive his income directly from the disputants and would thus take their reactions into account in his decisions. Concepts like "past practice" and "common law of the shop" were in troduced so that arbitrators could decide more grievances for union ists. Employers now are saddled with a kind of arbitration which they probably never expected to pay for.

Although arbitrators deny that they are concerned about rendering at least 50 per cent of their decisions in favor of union grievances, it is well known that commercial organiza tions issue ratings on arbitrators and prospective arbitrators, basically in terms of "pro" or "anti" union. The incentives for arbitration and other consulting income help to explain the bland nature of the academic litera ture in industrial relations, where no scholars are known as "anti106 THE FREEMAN union." It simply pays to be con fused. Or, as Thomas Sowell has re marked, "The advantage of intellec tuals is that they are not perceived as interested parties." The hard truths of economics are inconve nient in such an environment. Conclusions Labor violence is an inevitable side-effect of government-supported worker cartels in an economy that has large numbers of managers and workers who refuse to cooperate with strikes and union coercion. So what can we do about this unsatisfactory state of affairs? There are a variety of competing proposals, many ofthem excellent, but I want to remind us of what our longrun objective ought to be. Our aim should be to restore the rule of law by repealing the entire muddle of labor laws and regula tions which have effectively ex empted unions from the rules which apply to everyone else. We should repeal all the laws, statutes, rul ings, and regulations which exempt unions from the peaceable behavior expected of everyone else. Unions essentially are immune from con tract and tort law and they should be brought back under it. Justice should no longer peek and ask whether or not a union man committed a violent act in pursuit of union purposes. A violent, illegiti mate attack is an act of aggression which ought to be punished regard less of its announced purpose.

We cannot declare that this is a free society until everyone is free to accept the best available offer for his or her labor, best in that person's own opinion, free from threat, re gardless of how much these deci sions supposedly harm the higher income-people represented by union officials. The benefits of unionism do not outweigh the costs of union vio lence. There are no benefits from unionism for the great mass of working people, only costs. Unions are not public servants that offset the excesses of capitalism, but sec tional interest groups with coercive privileges. Peter Wiles' indictment, written in 1955, says it well: It is truly amazing that anyone should suppose this crude, selfish, violent and piecemeal process to contribute to social justice. It is, when we come to think of it, incredible that the building up by some salary and wage earners of monopoly power, in greater degree here and lesser degree there, should improve the distri bution of income among them all; so in credible that the supposition has only to be directly given utterance to be dismissed. i Ernest G. Ross The Price of Education IF someone stopped you on the street and told you that the primary rea son for the poor quality of education in America is its low price, you'd probably laugh in his face.

You would consider his contention ludicrous. After all, everyone knows that ed ucation is more expensive than ever. Everyone knows that the costs of ed ucation go up with virtually each se mester. Everyone knows that costs for teachers, administrators, tu ition, books, supplies, and mainte nance are at all-time highs. Yet, with all the money thrown at education, from kindergarten to graduate schools, the quality is not Mr. Ross is an Oregon commentator and writer es pecially concerned with new developments in human freedom. He has been a teacher in both the public schools and in the private sector. up-but down. So it seems that if there were a statement to be made about the relationship of costs to quality, it would be that the higher price of education is somehow erod ing its quality. But that really doesn't make sense, either. After all, it is well-known in eco nomics that higher prices tend to re flect increased demand. The in creased demand brings more producers into the field who must work to improve the quality of their product in order to compete, in order to retain and attract new customers.

Producers also attempt to improve their efficiency, which can often lead to competitive price reductions. So it would seem that our increasingly high prices for education should have spurred more competition in the field 107 108 THE FREEMAN February and resulted in a raising of educa tional quality, and perhaps even to reduced costs. As we all know, that has not hap pened. Why not? And why would anyone want to suggest that the present price of education is too low? The clue to the answers lies in the fact that there is a great difference between governments' paying for ed ucation and private individuals' paying for it; there is a vast differ ence between prices in a free market for education and prices in our mod ern public educational system. Taxpayer's Cost Almost all education in the U.S. is publicly funded (there are only five million students in private schoolsl ). The taxpayers' cost of public educa tion is over $100 billion a year. 2 This government funding is a crucial in trusion into the market price of ed ucation. It is an intrusion which steadily raises the price to taxpay ers (now put at at least $2200 per student per year 3), but reduces the perceived price of education to the educational establishment.

There is no mystery about the first point: Every taxpayer in the nation understands that education has taken a bigger bite out of his pay check almost every year. It is rare when a state government or local school district cuts the taxes needed for education. Federal funding of ed ucation has a comparable record of escalated costs, especially since the Great Society days when Congress passed the Elementary and Second ary Education Act of 1965 and insti tuted massive student loan pro grams which eventually, because it was so easy not to repay loans, be came the equivalent of a billion-dol lar student welfare program. 4 As to the second point, the educa tors' lower perceived price of educa tion, that is not obvious. In fact, if you asked anyone in the educational system, he would undoubtedly be quite shocked at the idea. He would also be insulted that you would sug gest he was unaware of rising edu cational costs.

But the economic reality is that public educators do look at costs in the system very differently. Here's why. Friedrich A. Hayek, the great Austrian economist, pointed out that only under a free market will the price of a product or service function to "automatically record all the rel evant effects of individual actions" and thus serve as "the guide for all the individual decisions." Further, "The important point here is that the price system will fulfill this function only if competition prevails, that is, if the individual producer has to adapt himself to price changes and cannot control them."5 (Emphasis added.) But what if there is no truly free market in education? What if the 1983 THE PRICE OF EDUCATION 109 educational establishment has a way of circumventing prices and elimi nating any need to adapt to them? If that is true, then the price sys tem would not fulfill its function and would not automatically record the effects of the actions of the individ uals responsible for education.

Unfortunately, this is exactly the case. The educational establishment has a mechanism for evading prices: the power of taxation. Prices Distorted The power to tax (whether di rectly, as with local school districts, or indirectly through the state or other branches of government) guarantees public educators a ref uge from the market. The power to tax in order to support teachers, schools, and dozens of attendant costs, permits public educators to misperceive prices because prices are subsidized. In the minds of people subsidized, the subsidized prices are regarded as equivalent to lower prices. This is so because a subsidized price bears the same, light burden as a lower price. In other words, those subsidized must pay attention only to that portion of costs which are not subsidized. And in the case of most public education today, almost everything is subsi dized. Not teachers, not administra tors, not even students must directly shoulder what would be true market costs.

It is worth noting that there would be little economic difference to the educator between prices which he could artificially hold down by price controls, on the one hand, and, on the other hand, subsidized prices. He would see both as lower prices-lower than what he would experience di rectly in the free market. Interest ingly, this would be true even if in the.free market the total price of ed ucating a student were less than it is now. Because educators actually feel only a fraction of the effects of prices (since almost all education is subsidized), the free market price of education would have to be near zero for the educator to experience the same, ridiculously low price which he now does! The only other way educators could achieve this artificial price effect would be if they could dictate edu cational costs-say, for example, by having the power to require utility companies, textbook publishers, lab equipment manufacturers, and so on to give educators what they needed.

But then the question would arise, if we are not to drive those suppliers into bankruptcy, who would com pensate them? Probably it would be the taxpayers. So, in such a situa tion, we would come full circle. While there would be no apparent subsidy to the educators, at least not in terms of hard cash, it would exist, one step offstage. Under our present subsidy sys110 THE FREEMAN February tern, educators have opted for the "backdoor" method of controlling prices-controlling the effects of prices rather than prices them selves. But the result is exactly the same: to eliminate direct accounting to the market, which free prices re flect. In one sense, any coercive inter ference in the natural functioning of the price system can be regarded as a form of price control inasmuch as the essence of a price control is an effort to mask market prices. In the sense that subsidies achieve this masking, they are as much price controls as are prices by edict.

The subsidy-masked "low" price of education has remarkably negative effects. 1. There is little incentive to con trol costs. When costs are already perceived as low, it is natural not to worry about them. Why sweat and toil to reduce the costs of education when one feels he will not substan tially suffer by leaving things as they are? Even the threat of a taxpayer revolt is not all that frightening; af ter all, taxpayer revolts have a his tory of fleeting success; the attitude is to "wait out" the revolt and things will return to normality! Even where communities and school districts have made efforts to cut costs, it must be remembered that the efforts remain rooted in a basi cally noncompetitive, subsidized system. Only where pricing has been partially freed of the system, as with "performance contracting" (where some services are competitively con tracted out to private firms), have lasting savings been achieved. De spite these successes, they are nec essarily stunted; the partially free never grows as well as the fully free.

2. There is little incentive to pro mote innovations in education. Since educators do not have to bear the true price of education on their shoulders, they feel that innova tions are not worth the price. This is not exclusive to educators; it is a generally applicable economic fact. People innovate much more readily when they feel the necessity of giv ing people "their money's worth" the worth which higher prices de mand if the potential innovator is to keep his customers. If he does not innovate, in a free market the higher prices he's receiving will eventually go to someone else who will inno vate. 3. There is little incentive to pro vide quality in education, to match results (performance) with inten tions (educational goals). The prin ciple is the same as in point number two above. If educators do not expe rience the prod of true market prices, if they don't have to answer to the things prices say about how well they are doing their jobs, if they can coast on the feeling that they will get paid unless they are grossly incompetent rather than competitively compe1983 THE PRICE OF EDUCATION 111 tent, they will not feel impelled to give students their money's worth in quality.

4. There is little incentive to re spect the student. The student is the "customer" of education. In a free market, when educators must al ways perceive the full cost of educa tion, there is strong reason to treat the customer well. If educators do not treat a customer with respect, the customer is apt to shop else where for his education (or in the case of young students, the parents are apt to shop elsewhere). This im petus simply does not exist when the price of education is misperceived to be lower than it really is. The atti tude becomes, "Why should I respect this customer when he's paying so little anyway?" By analogy, a store keeper will put out much more effort to keep the purchaser of a television or other expensive items happy than he will to keep a nickel-and-dime customer happy. Greater effort to please and show respect for a cus tomer follows a perceived higher price from the customer; a perceived lower· price generates less effort in that direction.

This last point is particularly im portant because it is a psychological orientation which feeds back, strongly affecting the other three points. Lowered respect for the stu dent-customer means that at the outset of its relationship with stu dents (and their parents), the educational establishment has what one might call a bad attitude, an atti tude which says, "Don't worry too much what all this costs; don't worry too much about doing anything new; don't worry too much about qual ity-because the customer isn't really worth it!" In other words, a misper ception of lower prices paid by the student economically translates into a lower estimate of the worth of the student and consequently to a lower desire to cater to the student's needs. In a subsidized system, students and parents also tend to misperceive prices. When they do not have to di rectly bear education costs ("Educa tion? It's free!"),they will see the price as very low-even though they con sciously know that it all comes out of their pockets in taxes. This mis perception is a natural reaction and leads to lowered respect for the edu cational system. Human beings just never muster the same respect for things they perceive as cheap, i.e., very low priced-because a per ceived low price carries the implica tion that the good or service is easily replaced. We do not value easily re7 placed items as much as we do hard to replace items. Value is what prices in a free market accurately reflect.

Under our tax-subsidy system, the reflection is badly distorted. Do we hear teachers today com plaining that students and parents "don't care enough," don't respect the education system enough? Of course!

112 THE FREEMAN It's merely the other side of the coin from the complaints of students and parents that teachers "don't care enough" about doing a good job. The coin of this educational realm is: subsidies discourage anyone from giving proper care and respect! Market Principles Apply Let me emphasize that the prin ciples of pricing as applied to edu cation are principles of economics which apply to all fields of produc tion and services equally. There is a tendency, for various reasons, for educators to believe the market does not (or should not) provide their professions with price incentives. All one can say to that is that it is the same argument every monopoly in history has used (most recently heard from utility industries). But there is no special reason why education should be immune from the mar ket-unless, as Robert Ringer so aptly put it in his book, Restoring the American Dream, one believes the primary purpose of a government education is to make sure a child "will grow up learning ... from the government's point ofview."6 And let me emphasize also that, yes, there are many good, conscien tious people in our educational es tablishment. This paper has not been meant as an attack on them. But from an economic viewpoint, the re sult of a wrongly viewed estimate of the price of education will, in the long run, tend to result in all of the pro foundly negative effects mentioned.

And it is the conscientious educa tors, the most competent in the field, who suffer the most. It is they who must carry more and more students on their backs through the deepen ing swamp of a publicly-subsidized system. It is they who must increas ingly feel the weight of trying to provide a good education to students while surrounded by a tenured, bur eaucratized establishment which feels less and less incentive to im prove or maintain educational stan dards of excellence. It is for the ed ucators of ability who are not afraid to let their merits speak for them and for the students-that we must return educational pricing to the free market. It is for the best in educa tion, and the best that can be in ed ucation, that we must end the sub sidies which eventually encourage the worst in education. i) -FOOTNOTESIJohn Chamberlain, ''The Public School Mo nopoly," The Freeman, September 1982, p. 573.

2Samue l Blumenfeld, "The Victims of 'Dick and Jane,' " Reason, October 1982, p. 22. 3Roger Freeman, "Education Tax Credits," cited by Chamberlain, op. cit., p. 575. <!Thanks to President Reagan, thousands of student loan defaulters are finally being made to pay back their loans-though the adminis tration admits millions of dollars will never be recovered. 5Friedrich A. Hayek, The Road to Serfdom, University of Chicago Press, 1944, p. 49. 6Harper and Row, New York, 1979, p. 179.

Robert LeFevre THINKING ABOUT FREEDOM HUMAN BEINGS, in their present so cieties, are like groups of children, playing with their toys in the sand. They shout and scream a good deal about favorite notions and invari ably confer upon their playthings, such as dolls, tin soldiers and build ing blocks, certain human attributes. On occasion, some child manages to win the cooperation of a number of his playmates and for a brief sea son, his view of the desirable game plan is acted out by most. At such times, the childish uproar is muted to occasional shrill accusations and hoarse denials. Sooner or later, the arrogance or Mr. LeFevrefounded and for years presided over the Freedom School in Colorado and has lectured and writtenextensivelyin behalfof freedomand the market. dominance of the leader or just the plain boredom of doing as one is told, mars the apparent harmony. On these occasions there is often a com plete revolution; the game plan is thrown out; the dictates of the leader are rejected and the human attri butes assigned to the inanimate playthings are cancelled in favor of an entirely new set of rules and suppositions.

Sandbox organizations for those ranging from four to six years can hardly be viewed as dangerous or threatening. But it is sobering to note that adults have failed to progress much beyond the kindergarten stage in seeking to organize their own societies. Much the same kind of boisterous 113 114 THE FREEMAN February posturing and shoving takes place in the adult world. Leaders strive to attract support by ascribing to the electorate attributes of helplessness and poverty of such magnitude as to shatter hearts of stone. Then rules of behavior are marshaled, enacted and enforced by huge armies of reg ulators. The real nature of human beings is laid flat on the anvil of po litical ambition and hammered into a shape deemed compatible with the current leader's "grand design." In the adult world, tragically, these game plans do not vanish in the evening mist when supper-time ar rives. They endure into the next day, week or year and sometimes persist for centuries.

Social Needs Societies are essential. We must have them because no single human being has enough wisdom, strength or time at his disposal to do all that needs doing if he is going to survive even marginally. Our difficulty, as human beings, is that while we can readily admit to our own frailty, each of us seems to cherish a. plan, more or less secret and unique, by means of which (if only others would fol low).we could create a paradise for everyone else. We might even say that our diffi culty as human beings is that we are human. It is human to err. We grow up with a marvelous sense of uneasiness. We have made mistakes and are aware that we could make more of them. Curiously, we also appear to be endowed in a parallel manner with confidence. While we are un certain as to the best way to manage our own affairs, most of us are locked in concrete when it comes to how others should behave. It is astonish ing that so many who are willing to admit to uncertainty concerning themselves are so rigidly certain of how the affairs of others should proceed.

This inconsistency is both persis tent and profound. The questions raised come to the fore immediately, yet the most tenacious inquiries arch all that is generally understood, into a world not clearly seen or comprehended. What is a human being capable of doing? This obvious query, however answered, is followed by: What should a human being do? A hun dred thousand experiences and twice that number of attempted answers have done more to confuse than to resolve. Reduced to simplicity to the de gree possible it comes down to this: Each human being has been en dowed at birth with the ability to think his own thoughts and to act them out. Even though his birth en tailed obstacles too many to over come in what we like to think of as a "normal delivery," to the degree that the human individual lives, to 1983 THINKING ABOUT FREEDOM 115 that degree does he think his own thoughts and act them out.

His thinking apparatus, the brain, may be damaged or impaired one way or another, but the fact holds. No one but he who has it can make use of it. His ability to act may be ham pered by lack of limbs, distorted arms or legs, grotesqueries and malfor mations of any and every kind. The truth still holds. To the degree that his physical person can act at all, it acts under the impulses of his own purpose and intent. Self-Control However well or badly we may function, every human being indi vidually controls his own thinking and muscular energies from within himself. If he seeks to impose con trols on other human beings, he is compelled by his own nature to reach out beyond himself. Nature has en dowed each of us with self-control. Nature has not endowed us with control of others. It is reasonable to assert that man's inhumanity to man arises from this fact. Could I control others by a simple exercise of my own will I would have no reason to inflict control, punish ment or death upon another of my kind. Since my wishes would control others, each and every person would gladly do my bidding. Unhappily, for me, this isn't true.

Every other person has the same kind of control I have and is as eager for me to act as he wishes, as I am to have him act as I wish. The result is conflict. And from the days of Plato to Marx, stretching backward and forward from those polarities, the pages of the human record run red with blood and echo with the cries of anguish emitted by those who, at the moment, found themselves under the sway of some human being not content with self management; seeking always to manage others in a way nature has not bargained for. What can a human being do; what should he do? The questions beg consideration of an abstract idea called freedom. Freedom Is a Concept There is no such thing as freedom. Freedom is not an object, it is a con cept. Noone is compelled by nature to accept any other person's con cepts. Since the days of Lagash in Mesopotamia and the emergence of Urukagina, humans have been con ceptualizing about freedom and as yet have reached no general conclu sion as to what it means!

Franklin Roosevelt and Winston Churchill met at sea during the era containing World War II and pro nounced what they termed the Four Freedoms. Freedom from want and fear; freedom of speech and of reli gion. The proclamation apparently triggered some semantic games and 116 THE FREEMAN February savants became enraptured with the differences between freedom from and freedom to. To have neither want nor fear was freedom from. To speak and worship as one pleased was freedom to. With pedantry ablaze the hair splitters went to work to further fog an issue already cloaked in mist. If every human being on earth had a right to be free from want, did any human being have the countervail ing right of keeping what was his when another claimed he needed it to escape want? And if freedom from fear was to become worldwide in scope, what of the fear engendered by the decree that the claim of the needy had a higher priority than the claim of the owner? Was grand theft, on behalf of the poor, to become the order of the day?

As for the freedom to speak and to worship as one pleased, was there also freedom from speaking and from worshiping? Few assailed the prin ciple, the still unspoken issue: What is freedom in itself? What concept does the word invoke? Human Energy Motivated Rose Wilder Lane was one of the few who glimpsed the target. She recognized that the question had to relate to the employment of energy. Who, in fact, controlled how much of what? Who, assuming a free society, should control how much of what? She sought to divide energy into two broad categories: human energy and non-human energy. She saw that human energy always operates un der the control of each living indi vidual. In that sense, each human being is born free. He may not con trol his energy wisely. But he con trols it, even should he run amok. Thus, even the infant, almost wholly dependent upon the adult world for his survival is still free, to the de gree that he functions at all. His will is supreme over himself. If an infant decides to cry and you, his parent, decide that he will remain quiet, whose will controls what the infant does? You have the ability to gag the child, to scare the child, to pun ish the child and even .to kill the child. But unless you back up your wish for silence with force of some kind, the determined child will not be still. He rules himself.

This clearly establishes that each human being is free by his nature. To alter that basic, natural condi tion, you must reach out beyond yourself and physically cancel the control the child naturally has. It also establishes that humans are both frail and vulnerable to outside forces. Each of us has the ability to inflict cruelty, and even death upon others. These are things we can do. But, should they be done? Reason bids us be patient. The answer to should is much farther down the road than the answer to can. Seen in the light of energy control 1983 THINKING ABOUT FREEDOM 117 and management, the semantic dis pute as to freedom from and freedom to including freedom ofis swept aside. Whether one is free to speak or free from the necessity of speaking, the preposition becomes no more than a direction indicator and we may ask whose energy is involved? If I may speak or not as I please, then it is clear that I am as free as when I was born in respect to speech. The ques tion of my ability to speak does not arise. Nor does the wisdom of my thoughts once uttered.

A human societal condition in which each person is at liberty to express himself or to refrain from expressing himself is within the natural order. Why? Because that is his natural condition due to circum stances arranged by the forces of na ture (non-human energy) rather than by the forces of humanity (human energy). But what if I find myself within a societal framework in which I will be punished if I express myself as I might desire? Then it cannot be said that I have fr~edom of speech or freedom to speak ... or freedom from imposed controls on my speech. In stead, I have freedom to speak only in certain ways, at certain times, avoiding certain words and in sup port of certain ideas exclusively. This condition, in which I may speak only in specified ways and about specified subjects at specified times, is contrary to nature. Such a condition can only appear because human beings have reached out be yond themselves (physically) and proclaim that they will impose pain, distress and sometimes even worse punishment not excluding the death penalty, if anyone defies their dicta.

Freedomof Speech Freedom of speech is natural, the product of non-human reality. Re straints and controls imposed upon .any person's natural ability to ex press his ideas is the product of hu manly manufactured and supported human intervention. The difficulty in defining freedom now appears. Is it desirable for ev eryone to say whatever he pleases, in any manner that pleases him, at any time whatsoever? The time-worn example of someone shouting fire in a crowded theater which is not burning provides a classic example. Clearly, such an expletive at such a time is not desirable. Then, let us forthwith proclaim an edict and agree to punish those who may commit a trespass with what they say or how they say it! Very well. But, as we do so, freedom of speech is cancelled to some degree. This is the difficulty. Because freedom to speak is a natural condi tion, it appears to be desirable. Therefore, most persons proclaim their support. But at the same time, if we are to be at the mercy of those thoughtless, reckless or even stupid.

118 THE FREEMAN February members of society who may abuse their natural birthright, we also see restraint of speech as a desirable objective. This is scarcely definitive. In seeking to define the true nature of anything we must not let our wishes intrude. Whether free speech is de sirable or undesirable does not de fine it; it merely conveys our per sonal and subjective viewpoint concerning it. And our difficulty is that in this case, as in most other cases, we are ambivalent. We favor free speech, except in those cases where we don't. We end by defining free speech as freedom to speak within societally imposed limits. Even the Russian Constitution sets forth the identical proposition. Under it, citizens of the Soviet Union are free to speak in support of socialism and the govern ment will even furnish the paper if the statement is to be committed to writing. But we are not ready to take a po sition as to what people ought to do.

What we are prepared to see is that the questions of to, from or of are digressions which take us away from the real question; that of the expen diture of human energy. To discover whether or not a human being is free, we must ask whose energy is at work. If the individual is using his own mind and employing his own ener gies-singly or in concert with oth ers who likewise are doing the same-then he is free. If he is fol lowing the dictates of other human beings, not because he wishes to do so, but because he is restrained by threats and force capable of being applied, then he is not free. Free or Slave? It follows that if you think and act as you please and thus practice the self-control with which nature has endowed you, you are free. If, on the contrary, your thinking is directed by my edicts and you do as I com mand because anguish and travail will be your lot if you disobey, then you are not free.

While it could be true that you will benefit more by obedience to me than by following your own bent does not teach us the nature of freedom; it teaches us the nature of opting in one's own favor. Thus, freedom means self-control; a loss of freedom emerges because control is imposed on you by a person other than you. Freedom has nothing whatever to do with benefits to be gained. Free dom is a human condition that ex ists only in the abstract. Can a free person do anything he wishes? Obviously not.· If a person climbs a cliff, spreads his arms and leaps into space, will he fly like a bird? No. He will crash at the base of the cliff. Doesn't this prove that the abstraction of human freedom has little merit? If a person is really free, why can't he fly?

1983 THINKING ABOUT FREEDOM 119 Leaping from a cliff does not mean that a person isn't free; indeed, it demonstrates that he is free to leap or not to leap as he pleases. The fact that he can't fly proves that he is not a bird. The concept offreedom is valid only within the natural limits which have been imposed upon man by nature. Loss of freedom arises if and when additional limits are imposed by others of his own kind. Thus, many years ago, and well aware that leaping from a cliff could bring disaster even to Icarus, men began to "think the unthinkable," reasoning that if they created the appropriate device, they might yet fly. The result is aviation. Today, because men were free to leap from cliffs and to think what they pleased, they now fly farther and faster than any bird. They studied the natural order and learned that gravity could be harnessed. So, today, they climb up cliffs and gripping a hang-glider they soar like eagles. In a jet air craft, in a matter of moments they can fly higher than Mount Everest in air-conditioned comfort.

This means that freedom, al though an abstraction, is meaning ful. Because we had the example of many an Icarus, we were free enough to think and act, to run risks, and sometimes to fail. But, finally, we flew. In the end, we did it right. If a person walks into a forest and lightning strikes a tree which falls on him, pinning him to the ground, has he lost his freedom? No, he has lost his mobility. He is still free in the sense that his plight arises be tween himself and the laws of nature. If a man is cornered in the African bush by a hungry lion, has he lost his freedom? No. He is merely con fronting a hostile manifestation of nature. His battlefield is one or dained by nature, not by· intruding humans. If a man is felled by a virus and ends flat on his back in bed, has he lost his freedom? No, his health is imperiled, but he is still free. Again, the arena is a natural one. Working with Nature In this sense, survival on this planet is a struggle against the forces of na ture. There are many natural things that could injure, impair or kill us.

What experience and reason have taught us is that nature is neither kindly nor malevolent. It simply is. The more we can learn about the na ture of things as they are, the more we learn how to harness and work with nature, rather than simply op posing it. It is because we are natu rally free to think and act as we please that we are capable of learn ing these lessons. Imagine, if you will, a single hu man being living on a deserted is land. You will have to imagine it. Human beings are endowed with 120 THE FREEMAN February gender, either male or female. For a human being to arrive on this trou bled sphere, we can reasonably con clude that he had two parents. Fur ther, in view of the relative helplessness of the infant, we can conclude that his parents (or some other adults) did a great many things to and for the infant as he was grow ing to maturity. Lacking such atten tion, nature would probably have finished him off.

But let us imagine a mature Cru soe, shipwrecked on a fertile but deserted island. There are no other human beings present. And in this imaginary example, none will ever come. The concept of freedom, as I am seeking to define it, would probably never come to our Crusoe's mind. He might dream of escaping his island but there would be no likelihood of thought concerning escape from the presence of other humans. Indeed, he might view freedom as escape from his island so he could be in the company of others. He might view escape from rain, escape from wild animals, escape from famine and so on as a kind of freedom. Indeed, in this case, the question of freedom could be answered by from. A syn onym for this kind of freedom could be: rid of. By learning about and working with nature, our solitary inhabitant might rid himself of a number of un welcome effects nature might inflict on him. But his relationship with others of his kind is nonexistent and always will be.

A Societal Context This means that the particular context in which I use the word free dom, is a societal context. No single human being ever has need of it. No more than a single human being has need for the word theft, or murder, or war, or ownership, or profit. Lacking the presence of other hu mans there can be no theft nor mur der nor ownership nor profit nor freedom. Nothing can be stolen if there is no person from whom to steal. Nothing can be owned if there is no one else who might own the same item. No one can have his nat ural ability to think and to act im paired by other persons, if no other persons are or ever will be present. This is the crucial, critical area. By his nature, each individual has the natural ability to think and act as he pleases. But man's life span is short, his wants almost endless. To survive, not only in the cradle, but as an adult, depends upon the efforts others will make, as well as upon his own. Even the thief, who is totally nonproductive, cannot be a thief if others do not produce what he can steal.

Freedom is a natural condition; each individual controls himself. It is also a condition of total risk. Each individual has the ability to 1983 THINKING ABOUT FREEDOM 121 impose cruelty and even death upon his fellows. This ability conceals a two-way street. Each individual is vulnerable to the thoughts and ac tions of others of his own kind. A free society is a ·society in which anyone could do as he pleases with himself or with others. Given a "so ciety" of only one person, risk be tween all persons disappears. In such a society, the word freedom could not possibly have a social context. But now we imagine a society in which total freedom reigns yet there are many persons in it. Each indi vidual can think and act as he Government's Limited Role pleases; at the same time, any other person has the ability to impose upon him by a Iittle or a lot. Take one further step. Imagine a free society in which the capacity for man's inhumanity to man is not impeded by any human organiza tion ... but yet the violation of one's person or property does not occur.

Such would be a free society, and only such. A society in which free men interact, retaining all their natural capacity to be free, and yet do nothing to limit the freedom of their fellows, ah, that is the goal yet to be achieved. @ IDEAS ON LIBERTY TRUE liberty lies in recognizing that each man's vital force is his own, that it may not be impinged upon by any other man or any government. His volition, his awareness, his conscience are areas of personality where the individual must fight his own battles, where he becomes master through discipline or slave to primitive impulse. It follows that the whole chore of government is to protect the human personality, not to control it or to coerce it against its nature, to protect it from all sources of physical violence, to insure the execution of serious agreements, to adjudicate wrongs, and to provide a mechanism for its own limitation. Men may yet generate profound, hitherto unknown, enjoyments and satisfactions. If they do, they will do so in and of themselves, under the protection of government conceived and administered in harmony with biological and spiritual requirements.

The conservative desires to preserve the possibilities and the enjoy ments of life. Volition, choice, awareness, conscience-these are the sweetest, most promising attributes the conservative knows. If their promise is to be fulfilled, government must be protective and subser vient to them. Expansion of government beyond these limits literally renders the life stream noxious and unhealthy. HAROLD B. ELSOM, "FreedomA Biological Necessity"

A REVIEWER'S NOTEBOOK WALTER E. WILLIAMS, a good econo mist who happens to be black, is not one to call names or to impugn mo tives. So, when he entitles an excel lent book The State Against Blacks (New York: New Press, McGraw-Hill Book Company, 183 pp., $14.95), he does not mean to imply that con scious racial discrimination is being practiced. The big point that he makes, with specific chapter and verse, is that most of our govern ment economic policies hurt the poor in general by depriving them of the opportunity of hooking in to what Isabel Paterson called the "long cir cuit of energy." Insofar as blacks are more heavily represented than whites on the lower income brack ets, they suffer more proportion ately. 122 JOHN CHAMBERLAIN THE STATE AGAINST BLACKS Williams does not deny there is such a thing as racial discrimina tion. He merely thinks it plays very little part in most economic deci sions. Banks don't "red line" certain inner city residential areas because they are heavily populated by blacks and Hispanics. They do so because mortgage foreclosures are a big sta tistical threat. Merchants in ghetto areas charge their customers higher prices not as a way of acting out their prejudices. They have to charge more because losses from business-related crime are greater in ghetto environ ments. Insurance premiums for fire and theft are a heavy cost of doing business.

The very fact that there is "block busting" by blacks in neighborhoods once exclusively inhabited by whites THE STATE AGAINST BLACKS 123 has less relation to color than to eco nomics. What happens is that prop erty owners, regardless of their race, find that they can get more in total rental volume if they split their space into smaller units for disposal to poorer people who will put up with being crowded. The displaced whites move to suburbs where zoning, a po litical phenomenon, keeps poor peo ple from buying property no matter what percentage of melanin they may have in their skins. The Impact of Minimum Wages In a beautifully persuasive chap ter called "Minimum Wage, Maxi mum Folly," Williams demonstrates that minimum wage laws hit inevi tably at marginal workers who can not in the circumstances do enough work in a given hour to make a profit for their employers. The conse quence of the minimum wage is that nobody will hire people who haven't yet learned certain skills or ab sorbed certain disciplinary lessons.

It is purely accidental that the worst negative effects of the compulsory minimum wage are borne by non white teenagers, followed by non white males in their twenties. White youths do better than blacks because they happen to be more highly qualified for jobs for reasons that go deep in history. In coming north to unfamiliar surroundings in ghetto districts, black kids may lose two or three years of schooling. The taxes in inner cities are not suffi cient to build the best schools or hire good teachers capable of keeping kids off the streets. Busing doesn't help, for it creates strains that affect classroom discipline and attention. Good teachers won't put up with "blackboard jungle" conditions. Forced to the streets, black youths discover it is easier to steal or sell drugs than it is to crack the mini mum wage barrier. It is as simple as that, but our politicians can't see it. The state, in passing minimum wage legislation, has tried to be "compas sionate," but it has only succeeded in forcing the poor of whatever color to seek relief by way of "entitle ments" that drain the economic sys tem of savings that might otherwise have been productively employed.

Occupational and business licen sing, which raises the cost of entry into a business or profession, is color blind even where its hidden inten tion may be to exclude blacks from certain fields such as plumbing and work on the railroads. The justifica tion for government regulation is usually stated as a desire to protect the public safety or morals and to keep out unscrupulous practitio ners. But the effect of regulation, as something that is often distinct from its intention, is to limit job opportu nities. The poor, who can't raise the money to pass licensing exams or to fight their way into exclusive unions, 124 THE FREEMAN February are hurt no matter what their ethnic backgrounds may be. If more blacks are affected than whites, it is once again due to the fact that they are more numerous in a low income class category whose ethnic components have been changing ever since the Irish, the Jews and the Italians were complaining about discrimination.

Taxicab Medallions The taxicab industry gets special attention from Williams as some thing that, with bank finance, ought to be open to anybody, white or black, who can raise $5,000 to cover the operation of a single vehicle. Per sonal business skills needed to be come. a taxicab owner-operator are minimaL But in many communities the number of cabs that are allowed to operate is severely limited. In New York City a cab driver must have a medallion before he can legally take to the streets. There were 13,566 medallions issued in 1937, sold at $10 a throw to all drivers operating in the city at the time. During the war 1,794 medallions were returned to the city by owners going into the army or navy. These have never been reissued. So the licensed city cab fleet stands at 11,772. The number of officially permitted New York taxis may have been right for 1937, but for 1983 it is another story. A cab medallion in New York now commands a market price of $60,000. New York banks will lend John Chamberlain's book re views have been a regular fea ture of The Freeman since 1950.

We are doubly grateful to John and to Henry Regnery for now making available John's autobi ography, A Ute with the Printed Word. Copies of this remark able account of a man and his times-our times-are avail able at $12.95 from The Foun dation for Economic Education, Irvington-on-Hudson, New York 10533. up to $25,000 for a taxi medallion. With their monopoly position the le gitimate cab drivers can afford to turn down trips to ghetto areas. So a gypsy cab industry has grown up to service the poorer districts of Harlem, Bedford-Stuyvesant, Brownsville and the South Bronx. The gypsy cabs are tolerated, and they make money despite the men ace of crime in dark streets. But of ficially prescribed rates, despite the gypsy competition, remain uncons cionably high for most cab riders in the greater city. It follows from their economic cir cumstances that few blacks can af ford $60,000 for a New York medal lion. In Washington, D.C., it is different. There a poor black can set up in business with his own cab ifhe raises $25 for a license and $5,000 1983 OTHER BOOKS 125 CONCENTRATION,MERGERS, AND PUBLIC POLICY by Yale Brazen (Macmillan Publishing Co., Inc., 866 Third Avenue New York, N.V: 10022), 1982 456 pages - $29.95 cloth Reviewed by William H. Peterson "THE Darwinian jungle is not guar anteed to produce a happy ending.

Influencing and corrupting govern ments may be the only thing con glomerates are better at-as is sug gested by the IT&T scandals during the Allende Chile takeover and the Nixon Administration .... The Sherman and Clayton Acts, and most of the antitrust laws have contrib uted enormously toward improving the degree of competition in our sysfor the cab and insurance. Black tern. All who value social reliance ownership of cabs in the District of on decentralized markets and eco Columbia comes to some 70 per cent. nomic efficiency should applaud this This figure, though it is a rough es-kind of public intervention, which timate, is enough to make Wil-helps to lessen the imperfections of Iiams's point about the need for open competition." entry. Williams applies the same So writes Nobel Laureate Paul A. reasoning to his discussion of the Samuelson in his 10th edition of trucking industry and to his chap-Economics, a widely translated col ters on plumbers and electricians. lege textbook which since 1948 has Altogether this is a first-rate book molded the thinking of literally mil of sound e£onomics that transcends lions of students, many of them now the racial aspects, which are inci-in high places, around the globe.

dental. i The Samuelson evaluation of antitrust is, sadly, conventional wis dom. And with America much in need of guidance and fundamental public policy reform to lead us out of the morass of interventionism, it is refreshing to welcome Yale Brozen's Concentration, Mergers, and Public Policy, a carefully researched, even handed book which deals a body blow to antitrust theory and practice. One pet antitrust dogma, for ex ample, is concentration. Concentra tion, also known as oligopoly, re flects fewness of sellers. It also reflects bigness. Fewness and big ness, however, supposedly represent "restraint of trade" and "predatory power," against which government agencies, chiefly the Federal Trade Commission and the Antitrust Di vision of the Justice Department, have spent a lot of money and en ergy. And these antitrusters have much to show for it: They have won a host of major antitrust suits, club126 THE FREEMAN February bing down bigness again and again.

The question is: Who won what? Certainly not the American con sumer who's seen competition not thus enhanced but, rather, set back. The Brozen work raises more inter esting questions: Do large firms in a concentrated industry (frequently defined as four or fewer firms having 50% or more of the market share) really have the market power· at tributed to them? Are big corpora tions-the Fortune 500-less com petitive and productive than smaller firms? Is the long-held animus of American government toward Big Business compatible with the opti mum choices confronting the nation in the 1980's? In particular, does an titrust really aid the search for so lutions to the problems of growth, productivity, the efficient utilization of resources-of getting the country moving again? Answers, as clearly implied in this volume: No. Brozen's evidence is overwhelm ing. And notwithstanding scores if not hundreds of muckrakers like Ida Tarbell and Lincoln Steffens and in numerable economist-disciples of Joan Robinson (The Economics of Imperfect Competition) and Edward Chamberlain (The Theory of Mo nopolistic Competition), the evi dence goes all the way back to the time of the passage of the Sherman Antitrust Act in 1890.

For example, that evil trust, Stan dard Oil, had an 88% market share in 1899 but this share was whittled down by competition to 67% in 1909, two years before the Supreme Court dismembered John D. Rockefeller's giant. Again, American Sugar Re fining's 95% market share .. in 1892 was down to 49% in 1907 and to 28% in 1917. International Paper's 66% share in 1898 slipped to 30% in 1911 and 24% in 1928. And U. S. Steel's 66% share in 1901 fell to 33% in 1934 to 24% in 1968 and is down to around 19% today. The steel market-once consid ered the exclusi ve province. of steel giants-is itself a lesson in the un doing of antitrust mythology. Today the steel market, which is of course a far larger market than it was in 1901, is besieged by small stream lined "minimills" such as Nucor in Charlotte, North Carolina and Flor ida Steel in Tampa, by Japanese, Korean and European steel produc ers, and by, perhaps most interest ing of all, producers of substitute materials such as aluminum, cop per, magnesium, glass, plastics, con crete (reinforced and prestressed), plywood and even impregnated cardboard.

Fortunately the lessons of multi faceted competition are beginning to sink in here and there. In early 1982, for example, Assistant Attorney General for Antitrust William Bax ter withdrew the Justice Depart ment's case against IBM. The law suit, which had dragged through the 1983 OTHER BOOKS 127 courts for more than a decade, has cost the taxpayers millions of dol lars and untold headaches for IBM, whose only crime was, apparently, bigness. Concl udes Yale Brozen in this percepti ve work: "To attack any firm at any time for expanding capacity stands anti trust on its head. To attack proposed conglomerate mergers on the ground that the capacity of the acquisition will be expanded by the acquiring firm is to attack the essence of what makes some conglomerate mergers desirable. Such attacks restrain trade. They are, themselves, a vio lation of the spirit of the antitrust laws. It is entry that destroys unde tected collusion and polices entre preneurial or managerial sloth. En try barriers 'are the appropriate arena for antitrust action. The antitrust agencies are to be commended for beginning action in this arena in the last decade. Again, however, there is much confusion in the agencies and in the courts (and among econo mists) as to what constitutes a bar rier. The only significant barriers are those administered by regulatory agencies and licensing authorities.

Praise is due the antitrust agencies for beginning to move on these." i Dr. Peterson is the director of the Center for Economic Education and the Scott L. Probasco Jr. Professor ofFree Enterprise at the University of Tennessee at Chatta nooga. GOVERNMENT'S MONEY MONOPOLY Henry Mark Holzer,Editor (Books in Focus, P. O. Box 3481, Grand Central Station, New York, N.Y. 10163) 227 Pages - $19.95 Reviewed by John A. Sparks EDITOR HOLZER has assembled sev eral of the most interesting articles, cases and statements to be found on law and money and woven them to gether in a new book that should be in any library which has an econom ics or constitutional history collec tion. The book begins by including parts of a law journal article written by P. J. Eder on monetary debase ments in early times starting with Solon's devaluation of 594 B.C. Eder moves forward quickly to English medieval law where he emphasizes that the sovereign's prerogatives over money were limited to coinage, seig niorage (minting fee), and the fixing of denominations of English and for eign coin according to the value of the money metal contained in them.

Eder emphasizes that no general power of debasement existed in the sovereign, although one case, the Case of Mixed Moneys, seems to have allowed the sovereign to devalue the currency. However, Eder points out that the forced use of base coins 128 THE FREEMAN (mixed monies) referred to by this one case was a temporary war mea sure used against Ireland by Eliza beth. Government's Money Monopoly next turns to the thirteen colonies and provides a good introduction to commodity money, foreign (Spanish or Mexican) metallic coins, and pa per money. Then another short but insightful chapter appears on the subject of the intention of the Con stitutional Convention regarding the emission of bills of credit. The au thor concludes, from Madison's notes, that while there was grave fear of a paper money issuance with a legal tender requirement, nevertheless there was also a reluctance to com pletely prohibit the federal govern ment from issuing paper money.

Later, this ambiguity plus a broad interpretation of the coinage pow ers, and an expansive view of what was "necessary and proper" allowed Congress to take and keep nearly plenary monetary powers. It is to the matter of a central bank that editor Holzer now directs the' reader. He properly includes both Jefferson's opinion against the First Bank of the U.S. and Hamilton's de fense of it. Their views are well worth reading. Unfortunately, John Marshall and the Supreme Court later followed the reasoning of Hamilton in upholding the chartering of the Second Bank of the U.S. in Mc Culloch v. Maryland. The important cases of the Civil War era, the Legal Tender Cases are included and discussed. By repro ducing the text of these decisions, Holzer performs a valuable service. Most constitutional law students find that their law casebooks refer to these critical cases by a mere pass ing note. They are usually regarded as cases showing the laudable rush toward plenary governmental power over money. The first Legal Tender Case, Hepburn vs. Griswold, still contains some of the best constitu tional analysis and common sense about sound money ever found in a Supreme Court opinion. Ironically, the opinion repudiating the legal tender notes was written by Salmon P. Chase the very man, who as Sec retary of the Treasury, oversaw the issuance of the notes.
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Hans ~ Sennholz ILLEGAL ALIENS WITH unemployment at chronically high rates in nearly all countries, it is not surprising that the number of explanations and interpretations is on the rise. In less developed coun tries, we are told, the high birth rates and population growth rates exceed the ability of agriculture and indus try to absorb the new population, with the result of increasing unem ployment. In the industrial coun tries, where the rates of growth of population are much lower, the ex planations cover a wide spectrum from the Marxian exploitation doc trine to the Keynesian inadequate spending theory. In the United States, the oldest explanation ofthem Dr. Sennholz heads the Department of Economics at Grove City College In Pennsylvania. He is a noted writer and lecturer on economic, political and mone tary affairs. all is coming to the fore. Rooted in the fear and resentment of foreign ers, many of whom are illiterate and poor, more· and more Americans are pointing at the newcomers as the cause of their difficulties. Labor leaders, especially, are quick to vil ify "the illegal aliens" for the chronic unemployment that is plaguing or ganized labor.

Their explanation is almost 300 years old. The descendants· of· the original English settlers used it, viewing with alarm the influx of Germans and Scotch-Irish. And they in turn later protested the arrival of southern and eastern Europeans. Their intellectual descendants now are pointing at millions of "illegal aliens" from Latin America who are blamed for our high unemployment rates, for lowering our enviable wage 131 132 THE FREEMAN March rates, for corrupting our political and social institutions, and their reluc tance to conform and "Americanize." The estimate of some 8 million il legal aliens in the United States suggests a simple solution to our un employment problem. Let us expel the 8 million aliens after we have inflicted appropriate punishment for illegal entry, and our chronic un employment will cease to exist. Now every native American will cheer fully find his job. In reality, unemployment is a cost phenomenon. There is always em ployment for anyone whose produc tivity exceeds his employment costs.

And unemployment is awaiting anyone whose costs exceed his use fulness. This is true whether or not he is a citizen. Rendering Useful Service Noone can possibly know how many illegal aliens actually have entered the United States. But we do know that they are earning a liv ing through rendering services in agriculture, commerce and indus try. You may find them in the fruit orchards of California, Oregon and Washington, on the farms and ranches of Arizona, Texas, Louisi ana, and Mississippi, in the hotels and motels in our cities, and in other service industries from coast to coast. They are working because their ser vices are useful and economical. Eight million Americans are unemployed because their employment costs consisting of wages and social benefits exceed their usefulness. How would they become more productive and economical through expulsion of foreigners? Would a black teenager in New York City whose employ ment costs exceed $5 an hour (mini mum wage $3.35 plus fringe bene fits) and whose labor may be worth only $1, find employment more eas ily after a Latin chambermaid at the Park Hotel had been arrested and deported? The expulsion of eight million foreigners would not vacate eight million jobs for deserving Americans. In fact, it is likely to cre ate even more unemployment.

Productive alien employees can not forcibly be replaced by native la bor that inflicts losses on employers. They can be removed and deported, which would withdraw useful labor, restrict service and production, in flict losses on employers, and thus cause a contraction of economic ac tivity. The hotel and motel industry, for instance, would be severely ham pered in service and capacity. The fruit orchards would harvest less fruit, which would cause prices to rise and the industry to contract. And the American people would suffer a sig nificant reduction of living stan dards through the loss of wholesome fruit in their diets. Economists readily admit that in a stagnant economy the influx of new labor, native or foreign, tends to re1983 ILLEGAL ALIENS 133 duce wage rates. The given amount of capital is distributed over a greater number of workers, which reduces individual labor productivity and wage rates. But this admission does not apply to labor markets in which generous unemployment compensa tion, multiple benefits, and liberal foodstamps keep millions of workers from seeking employment. The in stitutional benefits that are creating the unemployment are not reduced when aliens illegally enter the United States.

Not Welfare Recipients In constant fear of detection and deportation, few illegal aliens, ifany, are seeking the social benefits that induce so many natives to prefer un employment. There are no jobless benefits, no foodstamps, not even public assistance for illegal aliens. They live, and in many respects are like those old-fashioned Americans before the dawn of the New Deal and its redistribution programs. While the fear of detection may prevent illegal aliens from collect ing transfer benefits, it is more dif ficult to escape the taxes that are levied on labor. Surely, there are many who by arrangement with their employers pay neither income nor social security taxes. But this makes employers accomplices to illegal em ployment and tax evasion, which is a risk no large employer can possi bly take. Therefore, it is likely that most illegal aliens suffer tax with holdings like anyone else. They are probably paying "their share" in the expenses of our social institutions.

And yet, illegal aliens stand ac cused of corrupting our political and social institutions, favoring political and social radicalism, agitating for more transfer programs, and so on. All of this may be true. But we won der about the political and ideologi cal dangers of a California fruit picker or an Atlanta chambermaid who, in constant fear of detection and deportation, timidly inquires about membership in a labor union. Surely, every native newspaper publisher, editor, commentator, writer, or pro fessor can be, and probably is, im measurably more effective in prop agating radical ideas than is an illiterate alien. The illegal alien stands accused of refusing to conform and "American ize." But he may be at a loss about the standard to which he is to con form and about the meaning of "Americanization." As there is no standard, and cannot be one in this nation of refugees from all corners of the world, he, the illegal alien from Latin America, must be acquitted of this charge. It must suffice that he conforms to the only standard of a civilized society, that he is a human being who was born with inalien able human rights.

The festering problem of illegal entry to the United States and the 134 THE FREEMAN social agitation that is besieging an estimated 8 million illegal aliens concern us all. We must therefore reject old fallacies and seek amiable solutions. But such resolutions may be beyond the bounds of possibility in the present institutional setting. It is futile to stem the human flood of immigrants with dikes of laws and regulations from the armory of the police state. If the causes that are generating the migration continue to be active, rio fine or imprisonment of "illegals" or their American em ployers, no government-issued iden tification card or work permit can arrest it. To confer citizenshi p to all illegal aliens may promptly add several million workers to the unemploy ment and public assistance rolls. To make the aliens legal is to subject them to the minimum wage law, the wage and hours legislation, and countless fringe regulations that boost labor costs and cause chronic unemployment. To make them le gal, therefore, is to sever their pro ductive employments and send them to their ethnic welfare centers, the metropolitan areas. Like many thousands of Puerto Ricans before them, many legal aliens would dis cover that, after all, there was no job for them in the country of opportu nity. A few who would survive the purge following the bestowal of citi zenship would be tempted by their newly acquired welfare. eligibility to join their idle brethren in the cities.

And once again, the farms and ranches, hotels and motels, and many other service industries would have to curtail their production because of lack of labor. Nothing but the right can ever be expedient. In the cause of individual freedom, we must defend the rights of all people, including illegal aliens. But if the political rights of Ameri can citizenship entail the denial of the human right to work diligently for one's economic existence, and if we are forced to choose between the two, we must opt for the latter. The right to sustain one's life through personal effort and industry is a ba sic human right that precedes and exceeds all political rights. It is an inalienable right of all people, in cluding illegal aliens. For millions of European immi grants who reached our shores, the Statue of Liberty signaled the prom ise of personal liberty. As long as its torch is still burning we have no choice but to live by its light. i New Revised Edition DEATH &TAXES by Hans E Sennholz 109 pages $5.95 Order from: The Foundation for Economic Education Irvington-on-Hudson, NY 10533 THE IDEA of a legal system for a free society might appear to be a contra diction of terms. The existence of a legal system implies that there are laws; there are rules of conduct; there is authority; there are penalties for disobedience. Law necessarily in volves the application of some kind of force to some fellow human beings.

That is the law's method of enforc ing its rules, and without enforce men t there is no law. On the other hand, a free society tends to suggest an atmosphere of freedom, a freedom to follow one's own inclinations, a freedom to pur sue one's own happiness without taking thought of the happiness of others, a freedom to act upon one's own desires regardless of what those desires might be, an absence of restraints. Bertel M. Sparks is Professor of Law at Duke Univer sity School of Law, Durham, North Carolina. Bertel M. Sparks A LEGAL SYSTEM FORA FREE SOCIETY The apparent contrast thus pre sented is a contrast between free dom and authority. And when pre sented in that form, not only do the two concepts appear to be mutually exclusive, but the free society ap pears more attractive than law. This even suggests the conclusion that the enhancement of freedom depends upon the curtailment of law, and that total freedom requires the total ab sence of law.

In spite of any apparent attrac tiveness the absence of law might have, it is doubtful if it offers a sat isfactory route to a free society. If individuals are to be free there must be a system of law with power to prevent the violation of that free dom. From this it follows that if ei ther freedom or law is absolute the other cannot exist. If the two are to be brought into harmony in order that both may survive, both must be 135 136 THE FREEMAN March clearly defined and the limitations on each must be clearly understood. There are almost as many defini tions of law as there are lawyers. But when all these definitions are dis tilled and reduced to their most ele mentary forms, they all involve the application of force to fellow human beings. The method of the law is to place the power to use force in the hands of certain human beings in order that it may be used to pro hibit, punish, or restrain certain kinds of action by other human beings. But a statement of that pro cess fails to explain how the appli cation of force by some human beings against other human beings can en hance the freedom of all, including even the persons being restrained.

But unless that is its result, there is something wrong with the assertion that law is a preserver of freedom. In Case of Conflict A free society is sometimes de fined as a society where individuals are free to act according to their own wishes. But that state of affairs can not exist unless there are no con flicting wishes. And it is highly un likely, as well as less than desirable, that the total absence of conflicting wishes could ever exist among hu mankind. If John wishes to kill Sam and Sam wishes to stay alive, it is impossible to carry out both of their wishes. In like manner, if both John and Sam wish to occupy exactly the same space as a home, either one or the other of them will be frustrated in his purpose. Neither John nor Sam can enjoy any freedom that is not available to the other. If Sam's life is to be pre served, John's desire to kill Sam must be restrained. If Sam is to have any absolute right that his life will not be molested by John, it is necessary that he submit himself to an abso lute guarantee that John's life will not be molested by Sam. If even minimum freedom is to be accorded to any individual, some system of restraint must be applied to those who are inclined to interfere with that freedom. Noone can be free un less there is law and a government with power to enforce that law.

It should come as no surprise that the most frequently offered justifi cation for the use of force by one hu man being against another is that it is necessary to the protection of free dom. It is a means of restraining one individual from interfering with the freedom of another. Probably the most frequently expressed fear of the use of force is that it might be used to enslave rather than to protect. And the experience of humankind is that it will be used to enslave unless the area for its permitted use is clearly understood and rigidly observed. Since the method of the law is to employ a kind of organized force to prohibit, punish, or restrain certain kinds of human action, the problem 1983 A LEGAL SYSTEM FOR A FREE SOCIETY 137 is one of developing a clear under standing of what human action must be prohibited, punished, or re strained and what human action must be protected. Just as the citi zen must not be permitted to mur der, steal, or perform other antiso cial acts under the pretext of ~xercising his freedom, so must a government be restrained from en slaving its citizens under the pre text of exercising some proper gov ernmental function. The solution of the problem lies in finding a work able concept of limited government.

Almost everyone is willing to de clare a belief in limited government, but very few are prepared to define limited government or to explain what limits should be employed. The Limits of Government Too often it is assumed that a gov ernment whose officials are chosen by the governed is a limited govern ment, and that one· whose officials are determined by heredity or other means where the citizens have less participation in the choice is not a limited government. Such a distinc tion is spurious at best and has very little, if anything, to do with the presence or absence of freedom. Sys tems of comparative freedom as well as systems of extreme tyranny have existed in monarchies, republics, de mocracies, and every other form of government the human mind has thus far been able to design. The form doesn't seem to control the rules that are enforced. The sig nificant limits that go into the mak ing of a "limited government" are limits upon what the rulers may do rather than upon how they get their jobs. Too much emphasis upon how the rulers are chosen might even have a tendency to mislead the citi zenry into a readiness to accept ab solute tyranny so long as they are permitted to vote for the tyrant.

. If the term "limited government" has any meaning at all, it must mean that there are limits upon the rules, restrictions, or restraints that may be enforced against individual hu man beings regardless of the form of the enforcing power. But that leaves open the question as to what those limits are. What standard should be applied to determine whether a par ticular restraint upon individual human action is within the limits permitted in a free society? Approval of a proposed -restraint by the ruling monarch, the elected officials, or even a majority of the citizens in a popular plebiscite is not necessarily sufficient justification for its application. There must be some external standard, some recogniz able guide",by which a particular re straint might conceivably be found unacceptable in a free society re gardless of the universality of its ap proval. Unless such a standard does exist, there is no freedom for the in dividual whose thoughts are not in 138 THE FREEMAN March harmony with the thoughts of the majority. Such a predicament can hardly be described as the hallmark of a free society.

Since law is a form of organized force applied by one individual to re strain or control the conduct of an other individual, its every action should be exposed to the most care ful scrutiny ofwhich the human mind is capable. There must be an answer to the question, "From whence comes the authority of one individual to use force to restrict or control the con duct of another and for what pur pose may that force be applied?" A SocietyWithoutLaws The inquiry might begin with an examination of the possibility of a society without a legal system, a so ciety where everyone is free to do his own thing. That would mean taking a look at what is sometimes por trayed as the romantic view that human life on earth· began with a population of autonomous individu als freely roaming the countryside with each one gathering his fruits and capturing his game wherever and whenever he could find them.

But on the doubtful assumption that such a period did in fact exist,· its romantic aspect tends to fade when it is remembered how little it must have offered. in the .way of either material well-being or personal freedom. There is little freedom for the individual when he is surrounded by other individuals who might take his life at any moment. Once primitive man had gathered his fruit or cap tured his game under these condi tions' .he had no assurance that he . could eat his newly acquired provi sions before they·were snatched from him by an intruder. Whatever free dom· he had, he was not free from attack. The defense of his person, like the defense of'the possessions which he claimed as .. his own by virtue of his having taken possession of them, required that he be constantly on the alert. His freedom was limited by the dangers that were always around him and always ready to close in upon him if he allowed his attention to drift.

In such a society there was little inclination to gather more food than could be consumed on the spot. But in light of the existing conditions, that might not have been a particu larly severe restriction. Primitive man was faced with more immedi ate problems. His primary concern was for survival, and his struggle for survi val· took most of his time .He was in a hostile world where almost everything. he needed was in short supply. The food was there but it was not often in a form to be taken and eaten without effort. He obtained his bread by the sweat of his brow. Ap propriate materials for clothing and housing were also present, but work was required to reduce them to pos1983 A LEGAL SYSTEM FOR A FREE SOCIETY 139 session and put them into usable form. Being without tools and com pelled to rely upon the cunning and skill of his own body for defending his own life, capturing his food, and defending his food after it was cap tured, he had difficulty finding time for gathering more than the necess ities ofthe·day. The division of labor had not been discovered; the friendly neighborhood policeman had not arrived.

The Practice of Self-Defense Even before primitive man had articulated any theory concerning his existence or his right to the earth's resources, his actions laid the foun dation for a theory that has not been improved upon to this day. Long be fore he was able to formulate any justification for his action, the ab original was ready to fight back when he was pushed to the wall. He was ready to defend his own existence, his life. Without offering any defin ition of self-defense, he practiced self defense. In like manner, once he had reduced the wild game, fruits, or other natural resources to posses sion, he didn't hesitate to defend his possession. He claimed the captured product as his own. Future philosophers might ex plain that he had a right to defend his life simply because he was alive; he had a right to defend his prey be cause it was the product of his own labor. But primitive man offered no explanation, at least none that could be passed on to future generations.

Whether it was a problem of defend ing his life or his property he didn't philosophize about his right to use force against his fellow creatures; he used force. He was in a harsh world and he acted accordingly. But there were limits. As soon as he extended his use of force beyond the defense of his per son and the defense of the goods he possessed as the fruit of his own la hor, he found himself encroaching upon the person or the goods of some fellow creature. He met resistance. He learned that his fellow creatures claimed the same right to self-de fense that he claimed for himself. And both he and they learned that if they were to improve their ma terial well-being, or even survive, they had to find some way of defend ing their lives and their property. The Division of Labor In such a world the day must have arrived when, instead of being con tent with either climbing a tree in pursui t of his fruit or taking only what he could reach from the ground, somebody somewhere picked up a long pole, made a sweeping strike at the branches, and brought down a whole shower of fruit. That strike was more than a significant techno logical step forward in the use of tools. It brought with it a complex economic problem and an even more 140 THE FREEMAN March complex legal problem. Here was a man with more food than he could possibly consume at one sitting.

What could he do with it? Maybe he could trade it to someone else for skins he could use for clothing. But then there was the problem of pro tecting the goods while the lucky entrepreneur looked for customers. He needed some rules that could be enforced against intruders. Could he signal to other members of the fam ily and begin the assignment of jobs? Maybe someone would guard the store while others continued to use the newly discovered club to gather more fruit with increased efficiency and still others would search for customers. The division of labor had been launched; the seeds of govern ment were being sown. As to whether a development ever took place in the precise manner just described, we can only guess. What we do know is that either it or some similar transaction did take place. There was a transition from an in dividualistic to a shared system for the acquisition of the necessities of life. A division of tasks and an ele mentary form of trade or barter did develop.

PrivatePropertyand Trade A serious problem remained. A surpl us of food in the hands of a pro ducer, any producer, was a fortunate development. But the thought of us ing that surplus in trade was both revolutionary and dangerous. A search for customers meant reveal ing the existence of the surplus to an uncertain number of prospects. It was just possible that anyone of these prospects might choose to get the merchandise by deception or force rather than by honest trade. A means of self-defense was still necessary. That defense had to extend to one's property as well as his person. As long as each individual was compelled to look out for his own de fense of both his person and his goods even while he continued his search for food, the time available for the search remained quite limited. And there was almost no time at all left for the development of improved methods of production, the design ing and making of tools, or the doing of other things essential to the ac cumulation of another surplus.

Some advantage was gained when the head of the family assumed au thority over the entire family group and began the assignment of duties and responsibilities within that group. A rudimentary form of orga nized self-defense was being born. What had been each individual's right and responsibility to provide for his own self-defense became an or ganized self-defense under the di rection of the head of the family. But this was a family of farmers. Their specialty was raising fruits and vegetables. Their limited practice of the division of labor within the fam1983 A LEGAL SYSTEM FOR A FREE SOCIETY 141 ily group had taught them the ad vantages to be gained from such an arrangement. In order to develop their specialty more fully, they de sired and needed a broader base of op~rations. They began a search for trade with other families specializ ing in the hunting of game, the making of clothes, or the supplying of other goods and services the farm ers could use. But if such trade and such a division of labor was to suc ceed, each producer needed some as surance that his store of goods would be protected while he was waiting for buyers. He also needed some as surance that his contracts would be carried out and that both he and his family would be protected from vio lence. A need for someone who could be made responsible for the mainte nance of order throughout the whole community became apparent.

An Organized Defense Mechanism To meet that need, the social unit was extended beyond the family group to include the tribe or other intermediate organization and eventually the national state. Gov ernments evolved and systems of law were established. Even that devel opment occurred at such an early date that history is unable to record when or how it happened. Maybe it began with a group of individuals coming together to employ a guard, or a policeman if you like, for their mutual protection. Maybe it began when a particularly strong man with a unique skill for swinging a club offered to protect anyone who would submit himself to the strong man's control. The strong man provided protection while the person making the commitment gave services. The arrangement was beneficial to both parties. As the strong man became more powerful, it is quite likely that there were times when he used force to en large his dominion to include even those who were unwilling to come in voluntarily. These and other theo ries have ~een put forward on many occasions and need not be restated here. Whatever the process by which the transition took place, and whether it occurred by voluntary or involuntary means, the significant thing is that a time did arrive when individuals and families gave up their responsibilities for their own self-defense and depended upon the organized defense mechanism of the appropriate social unit.

The individual still fought back to defend himself when set upon by in truders at a time when no policeman was available. But this was only in case of emergencies. Otherwise the exclusive right to use force upon other human beings was placed in the hands of government; and therein were planted the seeds of conflict, tyranny, and deprivation, as well as the seeds of peace, prosperity, and freedom. It all depended upon 142 THE FREEMAN March whether the right to use force could be held within proper bounds. Clothed with the exclusive right to use force, governments had the power to prevent murder, stealing, and other forms of violence, as well as to restrain deceit, perjury, the breaking of contracts, and other forms of antisocial behavior. An or ganized self-defense was substituted for what had been an individual, or at most a family, self-defense. With the protection afforded by this ar rangement, the farmer, the hunter, the shoemaker, and other entrepre neurs were free to enter into trade with each other in comparative safety. Their contractual arrange ments would be carried out and their stocks of goods would be protected.

Specialties were developed, tools were improved, and the material well-being of all concerned was elevated. Government as Plunderer But what about the dangers? A government clothed with ·the exclu sive right to use force against its cit izens had power to use that force for the benefit of those in control of the government and to the detriment of those out of control. It could be used to enslave as well as to protect. And all this could arise from apparently good intentions. The advantages of organized self defense were so obvious that other temptations sQon presented themselves. Why not use· this organized force for humanitarian purposes? Whenfires,floods, droughts, and other fortuitous disasters struck one segment of the population, there was a tendency for those in power and possessing the exclusive right to use force for one purpose to use that force to seize the produce of the more for tunate citizens for the benefit of the less fortunate. It seemed the hu mane thing to do.

The apparent worthiness of pur pose tended to obscure the fact that organized force was being used to seize the fruit of one person's labor for the benefit of another. The per son whose goods were seized was having his substance plundered by the very· government that was orga nized for his protection. If that pro cess has the appearance of slavery, it should be remembered that slav ery usually begins as a humanitar ian enterprise. It is not often re vealed for what it is, even to its own perpetrators, until its chains are se curely fastened. Distributing the Wealth As the power of organized force began to be used as a means of redis tributing the fruits of human labor, acts which would have been thiev ery and robbery if performed by in dividuals appeared to be humani tarian when done by an organized group of individuals. As soon as the product was routed through the 1983 A LEGAL SYSTEM FOR A FREE SOCIETY 143 hands of government, all parties concerned began to lose sight of na ture's balance which from the begin ning dictated that any time anyone received a benefit he did not earn someone else was deprived of a ben efit he did earn. There could be no deviation from that principle; and when the transfer was effected by force, it made little difference to the victim whether the act of force was performed by an individual or by a group of individuals who were orga nized into a government. In either event the producer was deprived of the product of his labor without compensation.

What was even worse, when the crisis that produced the excuse for a government's engaging in such or ganized plunder had passed, there was little inclination on the part of those in control to relinquish their new-found power. Instead of surren dering the power to pIunder, they tended to search for new ways to use the plunder. The most common ap proach was to enter upon a scheme for seizing the products of some of the more efficient producers for the benefit of the less efficient. A program for the promotion of enforced equality was embarked upon without remembering that the only means of achieving that end was to use force to push everyone toward the standard of the most inefficient producer in the market place. That was always undertaken in the name of charity and good will. The fact was that such acts were the antitheses of both charity and good will. The bounty offered to the needy was being forcibly taken from persons who had earned it. For a time the citizenry, whether producers or nonproduc ers, tended to believe the falsehood that was being perpetrated upon them. Eventually the more efficient producers began to wonder why they should continue their efforts if the product they produced was going to be seized for the benefit of those who failed to produce.

From Whence the Authority? At that point there arose an in quiry into the source of the govern ment's power. The more thoughtful citizens began to ask where the gov ernment got its power to enact laws designed to take property from the . producer in order to reward the non producer. Any serious consideration of that question led to a deeper ques tion concerning the source of any power in any .government to do anything. When primitive man surrendered to his government the exclusive right to use force,what limits did he place upon the manner in which that force could be used? So far as anyone has yet discovered, there. were no ex press limits whatever. However that may be, the haunting, or even frightening, question remained: Was the power surrendered to govern144 THE FREEMAN March ment indeed without limits? If not, has it become so in practice? If there are limits, what are they? How can the limits be defined? What is lim ited government anyway? These are questions the advocates of freedom must answer. Furthermore, the an swers must be clear and unequivocal.

The limits defining the extent to which organized force may be used by a government against its citizens are to be found through an exami nation of the self-enforcing limits upon the individual's use of force in defending himself prior to the exis tence of government. Primitive man's practice of self-defense had become commonplace long before any thought of a "right" of self-defense had entered his vocabulary. For him it was enough to know that a self defense of some kind was essential to his survival. He had to defend both his person and his acquired posses sions against hostile attack whether that attack came from the forces of nature or from fellow human beings. But it was left to John Locke and several centuries later for humanity to be offered a well-articulated philosophical basis for what had long been true in practice. Locke was not the first to give expression to the idea nor was he the last. But it was his Two Treatises of Civil Government, published in 1690, that provided one of the clearest statements ofindivid ual human rights and the function of civil government in the protection of those rights that has ever been written.

Life, Liberty and Property Locke saw human life as a gift from the creator. From that he concluded that the giver of life gave a right to defend it. He also regarded the wealth of the world as being the bounty of all humankind in com mon. But since every individual had a right to the integrity of his own body, everyone had a right to the product of his body, the product of his own labor. Therefore, the indi vidual could by his own labor, by ex ercising his own liberty, remove a thing from its state of nature and place it within his private domain. Once that was accomplished, he had a right to defend his possession just as he had a right to defend his life and his liberty to use his life in a manner pleasing to him, that is to say, he had a right to be let alone. Although Locke stated his thesis in several different forms, it is often summarized as a declaration that every individual h~s a right to life, liberty, and property. The same doc trine is expressed in the American Declaration of Independence where it is expressly declared that all in dividuals have been endowed by their creator with the rights to "life, lib erty, and the pursuit of happiness,"

and that these rights are "unalien able" (sic). While expressed in different words, 1983 A LEGAL SYSTEM FOR A FREE SOCIETY 145 the statement from Locke and the one from the Declaration of Inde pendence appear to be identical in their meaning. Each of them means that every human being is entitled to life, a freedom to use that life as he wishes, and possession and enjoy ment of all things acquired through the legitimate use of that life in the performance of his own work and la bor. An analysis of these basic prin ciples provides an incontrovertible definition of limited government. Government Empowered to Defend Locke used the J udaeo-Christian religious tradition, which was his religious background, as the refer ence point.for his reasoning, but that tradition is not essential to the va lidity of his thesis. The thesis itself concerns the inherent right of every human being to defend his own life.

That concept is applicable to every religious tradition or even the ab sence of any tradition at all. Since the law is a form of orga nized force and since government is the instrumentality through which the law operates, the problem is one of defining the limits to the force that may rightfully be applied to individ ual human beings. It is a matter of identifying the boundaries within which organized force may be used to compel human action in a free so ciety. Government is a human insti tution and possesses only such pow ers as it has received from individual human beings. It has no other source of power; and it cannot receive from individuals any right or power which the individuals did not have. Primitive man used force against his fellow creatures when force was necessary to provide his own self-de fense. When he surrendered to gov ernment the right to use the force in his behalf, he surrendered to gov ernment the right to use that same force to provide an organized self defense. Organized self-defense was substituted for individual self-de fense. The individual did not confer upon government any right to use the force for any other purpose. He did not because he could not; he could not because he didn't have that right in the first place.

The Use and Abuse of Force As a human being the individual had a right to life. That included a right to defend that life, a right of self-defense. Such a right could not exist in anyone person unless it ex isted in all persons. If anyone indi vidual used force against another human being for any purpose other than self-defense, he would be in fringing upon that other person's right to life, liberty, or property. It would be an attempt to take from that other person an inalienable right. This is not to say that primitive man never used force and violence against his fellow creatures in a 146 THE FREEMAN March wrongful manner. So far as is known, a tendency toward excessive use of force for all kinds of purposes, both worthy and unworthy, were there from the beginning of human exis tence. At least the tendency was there from the time a certain crop farmer named Cain murdered a meat farmer named Abel as a means of settling a trade war between crop farmers and meat farmers. But any such excessive use of force was a wrongful act, not an act that could be exercised as a matter of right. And to characterize it as a wrongful act is far more than a value judgment arrived at by modern humanity. It was always wrong; and, in the na ture of things, it can be demon strated as being wrong.

Rights of Universal Applicability In order for anything to be right as a matter of principle it has to be capable of universal application. It has to work. If Cain had an unqual ified right to slay Abel without cause, it must be equally correct to say that Abel had an unqualified right to slay Cain without cause. To state such a proposition is to illustrate its self contradictory aspect. The sound con clusion has to be that neither Cain nor Abel had any arbitrary right to slay the other, but that each of them had a right to life which entitled each of them to defend his own existence. Abel's right to his own life enti tled him to fight back against Cain's unprovoked attack if he had chosen to do so. Abel had a right to defend himself. Why he did not exercise that right is not known. The circum stances seem to indicate the likeli hood that the attack came so quickly and with such finality that there was no opportunity for its exercise. In any event, the right itself was there; otherwise, there could be no right to life.

The individual's right to life in cluded a right to use that life as he saw fit. He could work or play; travel or remain at home; study, learn, and improve his intellect or loaf and re main dull. This right to use one's life in a manner most pleasing to him self was identified by Locke as a right to liberty. Since every individual had a right to liberty, no individual could have a right to interfere with the liberty of another. Such interference provoked in the individual whose liberty was being curtailed a right of self-defense. The aggrieved party could fight back in defense of his own liberty. He had a right to liberty as well as a right to life in its more narrow or restricted sense. The individual might use his lib erty, his right to use his life in a manner pleasing to him, to capture game, gather fruits and berries, or otherwise extend his dominion over the available goods of the earth.

When he did so, he removed the goods from the common storehouse and re duced them to his private owner1983 A LEGAL SYSTEM FOR A FREE SOCIETY 147 ship. It was his right to life, his own person, his own labor, that gave him a right to claim that particular por tion of the earth's bounty as his own. It was his because it was the product of his labor. No other person had a right to interfere with his owner ship. His right to life plus his right to liberty in the use of that life com bined to give him a right to the product of his own body. He had a right to defend that product of his life just as he had a right to defend life itself. He had a right to life, lib erty, and property, thus completing the trilogy made famous by Locke long after it came into operation as a fact of common experience. The in dividual's right to self-defense was a right to defend and protect his life, his liberty, and his property.

A Self-LimitingRight The exercise of the right of self defense is the only circumstance in which any individual is entitled to use force against another individ ual. The right itself is a negative right, a right to fight back when one's life, libertY,or property is being mo lested or threatened. It does not in clude any right to take affirmative action against one's fellow creatures except when the action taken is in defense of these basic rights. When Cain launched his physical attack upon Abel, he was in direct conflict with Abel's right to life. A similar right of self-defense would have been encountered if the attack had been upon Abel's liberty or his property. Thus it is that the right to use force in one's own defense is a self-limiting right. It is made self limiting by its universal quality. Since everyone has a right of self defense, no one can have a right to play the role of an aggressor. The very law that gives everyone a right to use force in his own defense pro hibits everyone from using force for any other purpose. Anyone who at tempts to do so infringes upon the right of self-defense in someone else.

The law of self-defense says thus far and no farther. And in making that assertion, it sets forth the bounda ries of limited government. Hiringa Policeman Ifgovernment exists for people, not people for government, then govern ment can have only those powers it receives from the people. And people cannot confer upon or surrender to government any power which they do not have. As a primitive, uncivi lized man, a fellow named Johnny might have stood alone in his strug gle to defend and protect his life, his liberty, and his property. In doing so, Johnny was fighting for his own protection, his own freedom. The task was a difficult one. It consumed a major portion of Johnny's time and attention. It restricted the amount of time. Johnny could devote to his search for food, clothing, shelter, or 148 THE FREEMAN March other comforts of life. What is worse, anything Johnny acquired in creased his burden of protecting and defending his possessions.

Under these circumstances, Johnny found it advantageous to join with all other Johnnys who were similarly situated in the organiza tion of a protective agency of some sort to provide for their common de fense. They were searching for ways to increase their freedom, their free dom to pursue their occupations rather than having to devote so much time to their defense. They estab lished a system of organized force, that is to say, they hired a police man. They surrendered to their newly created organization a right to use force for the protection of the whole community. Whether or not there were any express limitations upon the extent to which that orga nized force could be used against in dividual citizens is unimportant. The limits were set by the nature of the rights held by the individuals who surrendered them to the govern ment in the first place. The only rights the individuals had to use force upon their fellow creatures were rights of self-defense.

The Uses of Government The legal system appropriate for a free society would appear to be a system where the only laws are those designed to provide an organized self defense for all citizens within its jurisdiction. Since the only purpose for which the individual had a right to use force against his fellow crea tures was in the defense of his rights to life, liberty, and property, his government could not receive from him any right to use force for any wider purpose. Any attempt by government to use force against a citizen for any pur pose other than the defense of other citizens is a usurpation of power to perpetrate the very thing govern ment was established to prevent. It is an invasion of the citizen's in alienable right to be let alone. Fur thermore, it is incumbent upon any individual who claims any greater right for his government to set forth the source of the authority for the right claimed.

There might be situations where it is difficult to decide whether a particular law is in the interest of self-defense. A law denying carriers of communicable diseases access to public places might present such an example. So might a law prohibiting the building of houses in a manner to constitute fire hazards to neigh boring structures. No doubt many other such examples can be expected to arise from time to time. But if there is agreement upon the mean ing of limited government, ways can be found to solve these particular problems as they arise. That is the function of the courts. The important thing is to main1983 A LEGAL SYSTEM FOR A FREE SOCIETY 149 tain a known and workable stan dard. The law of organized self-de fense founded upon the inherent right of individuals to defend their lives, their liberties, and their prop erty provides that standard. It in cludes the right of society to restrain or prevent antisocial conduct, anti social conduct being defined as any conduct that infringes upon the life, liberty, or property of any other per son. These are defensi ve acts em ployed to prevent human behavior that is inconsistent with the free dom of others. They had their origin in the individual's right to self-de fense. They are designed to preserve freedom. They derive their validity from their having been surrendered to government by individuals who claimed them as part of their inher ent rights to life.

A More Efficient Procedure The economic advantages of orga nized self-defense over individual self-defense were readily apparent as soon as the organized type was put to use. A comparatively few people armed with the exclusive right to use force could maintain the peace throughout an entire city, county, state, or other geographic area. Other citizens could devote their full time to the production of goods and ser vices they could use in trading with each other to the mutual benefit of all concerned. A division of labor where everyone tended to devote his best efforts to his chosen specialty began to de velop. It did not arise from any plan ning committee, government agency, or any other group effort. It was the natural consequence of each indi vidual doing what was in his own best interest within the confines of his not interfering with the life, lib erty, or property of another. And the only thing that was in any individ ual's best interest within that re striction was to produce something or provide some service that some one else wanted at a price such other person was willing and able to pay.

So long as all trading was entirely voluntary, that is to say without government intervention by force, every trade was advantageous to both parties to the trade. Each party re ceived something he wanted more than he wanted the thing he gave up; otherwise, there would be no trade. The skilled shoemaker could devote his time to the making of shoes without worrying about the prospect of having his goods plun dered by an intruder before they were used. The neighbor next door might have been a farmer who was grow ing wheat. Surplus wheat could be traded for shoes to the mutual ad vantage of both parties. In such a society a skilled builder was likely to emerge who could offer to build houses for both the shoemaker and the farmer as a means of obtaining both his shoes and his bread. Other 150 THE FREEMAN specialties were developed and the division oflabor became a way of life. Progressthrough Freedom The more complex and the more diversified the economic affairs of the society became, the more destruc tive were any efforts toward control or central planning. The key to con tinued improvement in the individ ual citizen's economic well-being was always and at every stage of devel opment a freedom to make one's own choices. Where that freedom has been preserved, the standard of living for those at the lowest level of the eco nomic scale has tended to increase at an accelerating rate.

But even if the economic advan tages of organized self-defense did not exist, the continued importance ofthe doctrine could still be justified. It is the most effective instrument yet discovered for the protection of in dividual human rights. It recognizes law as being a system of organized force. In doing so it limits the use of that force to the protection of the in dividual's rights to life, liberty, and Economic Reasoning property. By prescribing these basic rights to be inviolate, it encompas ses all those other concepts popu larly referred to as "civil rights" but which tend to get lost when they are discussed without reference to the foundation upon which they all rest. The boundary placed upon the use of force not only supplies a concrete and clearly understood definition of limited government; it also defines the function of government, a con cept too often ignored! It prescribes that government exists for only one purpose. That purpose is to protect individuals in the exercise of their rights to life, liberty, and property.

It demands that otherwise all people be let alone; or as Jefferson put it in his first inaugural address in 1801, "... a wise and frugal Government, which shall restrain men from in juring one another, shall leave them otherwise free to regulate their own pursuits of industry and improve ment, and shall not take from the mouth of labor the bread it has earned. This is the sum of good government." i IDEAS ON LIBERTY PROGRESS in economic reasoning largely consists in picking our way through a mine field of possible errors. In economics, as Ludwig von Mises once said to me in conversation, the truth lies along a knife-edge. HENRY HAZLITT Robert Higgs WHERE FIGURESFAIL: Measuringthe Growth of Big Government EVERYONE knows that government has grown, but no one knows exactly how much. Government has many dimensions, some of which defy pre cise measurement. Unfortunately, the most readily quantified dimen sions are not necessarily the most important. One who restricted him self to an examination of the avail able quantitative measures, as most economists working in this area do, could easily reach spurious conclu sions. Nevertheless, some attention must be given to such measures.

Employed with caution, they can provide valuable information. How Much Has Government Grown? One widely used measure is gov ernment spending (federal, state, and local) for final goods and services relative to the gross national prod uct (GNP). In the early twentieth Robert Higgs is Professor of Economics at the Uni versity of Washington. He is popular as a lecturer on economic and monetary affairs. His writings include numerous articles as well as books on The Transfor mation of the American Economy, 1865-1914, and Competition and Coercion. century, this share stood at 6-7 per cent and fluctuated little from year to year. During World War I, the federal government's procurement and mobilization efforts drove up government's share to over 21 per cent of GNP. After the war it de scended as rapidly as it had as cended, stabilizing during the 1920s at a level only slightly higher than that of the prewar era.

With the onset of the Great Depression, government's share in creased from about 8 percent in the late twenties to a plateau of 14-15 percent during the New Deal era. Notably, the initial rise in 1930-32 occurred because GNP fell precipi tously while government spending for currently produced goods and services remained roughly the same. After 1933, government spending increased but GNP rose at about the same percentage rate; hence gov ernment's share stabilized again. The level of 1932-40 was roughly twice that of the pre-Depression era, which testifies both to the vitality of the New Deal spending programs and to the absence of complete economic 151 152 THE FREEMAN March recovery prior to the defense build up. The massive mobilization of the early forties produced by far the greatest government share ever at tained. At the peak, in 1943-44, government spending for currently produced goods and services com manded over 46 percent of GNP. Of this, defense-related purchases ac counted for nine-tenths. Rapid de mobilization dropped government's share during the period 1946-50 to the range of 11-15 percent, slightly below the prewar level.

The outbreak of the Korean War led to another steep increase of gov ernment's share, from about 13 per cent in 1950 to 22.5 percent in 1953. Although some retrenchment fol lowed cessation of the fighting in Korea, government's share has re mained at a high level, about one fifth of GNP, ever since. Notably, this postwar plateau of the past three decades holds government's share of GNP at approximately three times the level s~stained before World War I. By this measure, then, govern ment during the twentieth century has become three times as impor tant in relation to the economy. Looking at all government expen ditures, not just those for currently produced goods and services, rela tive to GNP reveals a different tem poral pattern. This broader mea sure, which includes the various governmental transfer payments, shows that government did occupy a somewhat higher level after World War I: 10-12 percent in the postwar period as opposed to 6-7 percent be fore the war. It shows also the famil iar leap in the early thirties and a plateau at about 18-21 percent in the late thirties; the huge increase during World War II followed by a complete reversal by 1948; a sharp rise between 1950 and 1953; and, unlike the index discussed above, an upward trend from the mid-1950s to the early 1980s that lifts the gov ernment's budget outlays from about 26 percent to 36 percent of GNP.

This upward tend'ency during the 1960s and 1970s occurred entirely because government transfer pay ments, mainly within the social se curity system, increased faster than GNP. By this measure, government has grown about five to six times larger relative to the economy dur ing the twentieth century. By in cluding government transfer pay ments as well as purchases of currently produced goods and ser vices, one obtains a measure better calculated to reveal the emergence of the modern welfare state. Not surprisingly, this emergence ap pears fairly sustained over the past seventy years, especially during the post-1956 era. Another commonly employed in dex of the size of government is its employment share. The temporal pattern revealed here differs from 1983 WHERE FIGURES FAIL 153 that shown by either of the expen diture indexes. Government em ployees increased slightly faster than the labor force even before World War I, reaching a share of almost 5 percent on the eve of the war. This share jumped to over 6 percent dur ing the war, fell back slightly in 1920-21, then drifted slowly up ward during the twenties, reaching 6.5 percent in 1930.

How MeasureEmployment? The history of government em ployment during the 1930s raises unusual, indeed unique, complica tions. To tell this tale, one must de cide what to do about the "emer gency workers." These people worked on programs administered by such "emergency" work-relief agencies as the Civilian Conservation Corps, the National Youth Administration, the Federal Emergency Relief Adminis tration (under which a state relief agency operated in each of the states), the Civil Works Administration, and the Works Progress Administration. At the time they were not consid ered "regular" government employ ees. Subsequently, economic statis ticians counted them as unemployed members of the labor force, a proce dure that has created confusion and controversy among economists in their description and analysis of the labor market during the Great Depression. If one follows the conventional practice, counting the emergency workers as unemployed, then the government's share of the civilian labor force appears to have re mained almost constant during the 1930s, falling slightly between 1931 and 1933 before rising slowly to 7.2 percent in 1939. This measure indi cates that government's share jumped much higher between 1939 and 1944, when it reached an un precedented 11.1 percent. Thus, World War II seems to have stimu lated a huge expansion of govern ment's direct importance in the ci vilian labor market.

If, however, one treats the emer gency workers as government em ployees-and it is hard to see why they should not be so treated-the course of history looks completely different. Now the jump in govern ment's employment share is seen to have occurred between 1930 and 1936, with especially large in creases in 1933 and 1934. At the peak in 1936, government workers of all kinds constituted 14 percent of the civilian labor force, more than twice their share in 1930. After 1938, as the ranks of the emergency workers thinned, government's share dimin ished; and by 1943, when only a handful of these peculiar workers remained, government employed only about 11 percent of all civilian workers, its share having dropped three full percentage points from the earlier peak. According to this more 154 THE FREEMAN March defensible index, government's en hanced role in the labor market grew out of the Great Depression. Not un til 1966, after two decades of steady postwar growth, did government's employment share exceed the level it had reached in 1936.

Immediately after World War II, government's employment share fell almost to 9 percent before starting a longterm march upward. Since the late 1960s it has stabilized in the neighborhood of 15 percent-only slightly above the peak attained in the 1930s. Notably, during this postwar period, the lion's share of the increased government employ ment has taken place at the state and local levels. Between 1947 and 1981, federal employment rose by less than a million workers, while state and local government employ ees added almost 10 million to their ranks. Comparing the most recent share to that at the turn of the cen tury, one finds that government's relative weight in the labor market has become almost four times greater. The Essence of Big Government We could continue to examine quantitative measures of the growth of government (e.g., tax revenue, funds borrowed, loans made) but lit tle would be gained by doing so.

Though each such index throws some light on the question at issue, each in a fundamental sense does not tell us what we really want to know. The basic difficulty arises because the quantitative measures of the size of government do not correspond closely-sometimes not at all-with the underlying essence of govern ment, which is coercive power. Government can grow bigger, much bigger in terms of its expen diture or employment share, and still not become Big Government. What distinguishes that capitalized levia than is the scope of its effective au thority over economic decision-mak ing. Under certain easily imagined circumstances, government could be very big yet rigidly limited. It might be necessary, for example, for gov ernment to spend and employ at high rates merely to deter external ag gression, maintain domestic order, and enforce private property rights. Such a government would severely confine the scope of its activities, yet its performance within its own lim ited sphere would require a large share of the economy's resources. In dividual citizens would remain free to decide for themselves all the basic economic questions about what and how to produce, determining in this ongoing market process the distri bution of income and wealth. Unde niably, government's command over resources by means of taxation and expenditure would diminish the ag gregate of options available to citi zens. But within the constraints set by their after-tax incomes, citizens 1983 WHERE FIGURES FAIL 155 would remain free to determine among themselves the allocation of the economy's resources. The heavy tax burden would indicate nothing more than the true cost of preserv ing an orderly and free society.

Differences Not Measured All quantitative indexes of the size of government share a common de fect: their changes may indicate ei ther changes in the scope of effective governmental authority or merely alterations in the level at which government operates within a con stant sphere of authority. On the one hand, for example, government may increase its expenditure and em ployment to extend its regulatory powers over previously unregulated dimensions of private economic de cision-making. On the other hand, it may increase its expenditure and employment to enlarge or improve the judicial system in order to pro vide quicker and more accurate en forcement of existing private prop erty rights. The two cases differ completely in their implications for the nature and workings of the po litical economy, yet the standard quantitative measures cannot dis tinguish them. Further, quantitative indexes may register little or no change even when the substance of governmental power changes enormously. For example, it takes the same resources to oper ate the Supreme Court no matter whether that high tribunal's deci sions give the owners of private property much or little protection from the intrusions of government and other citizens. Many regulatory agencies operate on tiny budgets, yet they exert far-reaching effects on the allocation of resources.

American government in the twentieth century has been loath to nationalize industry outright; regu lation of privately owned industry has been the preferred means of governmental control over resource use. In its most important economic effects, this continued toleration of nominal private ownership may matter little. But the accounts look different. When the owners of industrial properties spend billions of dollars at the behest of the Environmental Protection Agency or the Occupa tional Safety and Health Adminis tration, these expenditures are recorded as "private." The usual in terpretation, that private expendi ture signifies voluntary choice, is wholly unwarranted under such conditions. And the commonly cited quantitative indexes of the size of government completely fail to cap ture this critical feature of our mod ern Big Government. Governmental expenditure and employment are derivative manifes tations of the power of government.

Before it can spend or employ, gov ernment must obtain the authority 156 THE FREEMAN to promote a specified public pur pose. If such authority cannot be ob tained (a legislative question) and sustained (a judicial question), then the matter is settled: no authority, no program. If expanded authority is obtained and sustained, govern ment may exercise its newly ac quired power at various levels. Ex ercising this authority at higher levels of resource cost does not imply a wider scope of governmental authority. During the past three decades, for example, Social Security outlays for old-age pensions have mushroomed by billions upon billions of dollars. Yet the upward trend of these ex penditures does not signify any new accretions of Big Government dur ing that period. Government has possessed the authority to make these payments ever since the Social Securi ty Act was passed by the Con gress and upheld by the Supreme Court in the 1930s. The events of the thirties created new potential for governmental activity of this kind; subsequent events have determined only the degree to which that poten tial would be utilized. Like a limited government, Big Government may operate over a wide range of societal resource absorption.

In Sum Quantitative measures of the growth of government are certainly convenient; the newspapers report them daily, and everyday discus sions make constant reference to them. Used with caution, they can convey valuable information. Yet we must not forget that these indexes describe only derivative manifes tions and not the essence of Big Government. That essence is coercive power. Its extent cannot be accurately mea sured by indexes of government ex penditure, taxation, or employment. The coercive power of government has its source in the actions of leg islatures, regulatory agencies, and courts. These governmental bodies can, and often do, extend their sway without expending a single addi tional dollar or hiring a single addi tional employee. Of course, addi tional expenditure, taxation, and government employment frequently follow sooner or later. By the time they do, however, the citizen who opposes the growth of government discovers that the horse has long since escaped the barn: entrenched bureaucrats and program benefici aries make it virtually impossible to undo what has been done.

Limiting the scope of modern Big Government requires more than containing its expenditure, taxa tion, and employment. It is essential that the creation and extension of governmental authority be re strained at its sources. Here as else where, an ounce of prevention works more effectively than a pound of cure.

Gary McGath FreeEnterprise •In Space WILL the day come when the cost of sending rockets into space will be gin to provide profits to those who engage in the venture, rather than just being a sink into which millions of dollars are poured without hope of returning the investment? The answer to this question is no; the day has already come! Today satellite communication, which allows television, radio, and telephone messages to be sent from continent to continent without ex pensive cables, is a profitable, multi million-dollar business. Tomorrow, other industries will be making prof itable use of space. Certain alloys can only be made in space, because their components will stay mixed only in the absence of gravity. Zero gravity would also facilitate the manufacMr. McGath is a computer programmer and freelance writer in Hollis, New Hampshire. turing of the tiny semiconductor "chips" which are vital to the elec tronics industry; a zero-gravity pro cess would allow higher yields of us able chips while permitting larger and more complex chips to be produced.

These examples are not a matter of mere speculation; the space shut tles are already carrying equipment to test ideas such as these, and com panies are preparing to invest large amounts of money in their imple mentation. Certainly these invest ments involve more than the usual financial risk; if a satellite doesn't work after it's put into orbit, it isn't very practical (yet) to send out a re pairman. But insurance companies have been ready and willing to take on such risks; some insurance bro kers have even conducted major ad vertising campaigns specifically to 157 158 THE FREEMAN March attract customers for space-venture insurance. It is true that all private satellites to date (as of this writing) have been launched by government bodies; but private enterprise is beginning to get into the business of space rocketry as well. A German group, OTRAG, made two successful suborbi tal launches in the 1970s before losing the use of its African launching fa cility; in 1982, an American corpo ration, Space Services, Inc., made its first successful suborbital launch in preparation for establishing a satel lite launching capability.l New Uses as Costs Decline Further off into the future may be such ventures as solar power satel lites and asteroid mining opera tions. The cost for efforts such as these seem horrendous now; but technology always grows cheaper when it can be produced in quantity.

Could anyone have expected, when the Wright Brothers flew their first plane in 1903, that within a few decades regularly scheduled trans atlantic flights would be cost-effec tive? The cost of the initial develop ment of space industry will be high; but when spaceships become a proven industrial product, and when space stations are built to allow launching from low orbits to higher orbits or to outer space, the cost will certainly come down. There are, nonetheless, a number of obstacles to space development besides the initial cost barrier. One of these is the American public's im age of space programs as spectacu lar, costly wastes of money. The source of this image, more than any thing else, was our country's crash program to land a man on the moon. This program succeeded spectacu larly-but it was a dead end. As G. Harry Stine, one of the most vocal advocates of space development, put it: "We had to beat the Soviets to the Moon ... and we did. Once we'd done so, the whole space program was wound down because its function as an instrument of national pres tige-not of scientific exploration and not as the exploitation of a new fron tier-had been completed."2 The Moon program, seen in con trast with the profit-making space ventures which are beginning to day, points out the difference be tween governmental activity and private economic activity. Both types of activity must show a return on investment; but in governmental activity, the return on investment is measured in votes, not profits.

A politician must make the choices that will gain him the most votes, or he will be out of a job after the next election. Monetary cost matters to him to some extent, since anything that makes taxes go up will turn voters against him. But what is more important is that the result of his actions be something obvious to vot1983 FREE ENTERPRISE IN· SPACE 159 ers. Something more practical but less spectacular, such as a small manned space station, is not "cost effective" in the currency of politics. And anything whose results will not be visible until after the next elec tion is out of the question. Barriersto PrivateDevelopment The history of the United States' space program naturally suggests to many people that sending rockets into space is merely a very expen sive kind offireworks show. But there are tremendously practical uses for space; and if people are spending their own money and looking to gain more money in return from these uses, there is every reason to believe that at least some of them will find cost-effective ways to get above the atmosphere.

The idea that space development must be so large and expensive a task that only the government can ac complish it has even confused many. people who remain advocates of space industrialization. These people have, for the most part, spent their efforts lobbying for more funding for gov ernmental space programs, rather than looking for ways to direct pri vate capital toward the achievement of their goals. This lobbying will be self-defeating in the long run even if it achieves its immediate purpose; by keeping space development in the government's hands, it will perpet uate the inefficiencies, high costs, and unimaginative methodology that are inherent in any governmental operation. But the false impressions created by the government's space program are merely a psychological barrier, and one that should not take long to be overcome once the commercial successes begin. There are, on the other hand, more tangible difficul ties that the government has put in th~ way of the private exploitation of space.

One of the worst of these difficul ties is that America's antitrust laws make the amassing of capital and expertise for a huge project, such as space development, very difficult. One of the most effective ways for businesses to go into space industri alization in a major way would be to form a consortium in order to com bine technological know-how and to keep the level of financial risk for each company down to an acceptable level. But consortiums of this sort are illegal under antitrust law. Even a single company that suc ceeded in a space venture could eas ily run into trouble with antitrust law. Space is a new field for indus trialization; the first company to succeed in it would have a "monop oly" in space until the second com pany came along. While it is impos sible to say with certainty what may be considered legal or illegal under antitrust law, the history of anti trust shows that a corporation can 160 THE FREEMAN March be found in violation of the law, or at least forced to spend huge amounts of money defending itself in inter minable court cases, simply because it has been successful; Alcoa and IBM are notable examples. There is little reason why any company would want to risk a large amount of money on space industrialization, when an an titrust suit is the "reward" that awaits it for succeeding.

Such difficulties caused by anti trust law are by no means unique to space ventures. As Presidential ad viser Alan Greenspan has noted, an titrust law is "so vague that busi nessmen have no way of knowing whether specific actions will be de clared illegal until they hear the judge's verdict-after the fact."3 Antitrust is not, as many people suppose, a body of law forbidding specific "predatory" practices (what ever such practices might be); it is a collection of legislation without in telligible standards of legality and illegality, in which the mere fact of success in business puts one in dan ger of prosecution, and in which the only guideline to what business ac tivities are (probably) legal is pre cedents set by the courts. But while traditional businesses can look at precedents that may apply to their own situations to achieve a measure of safety, businesses entering new fields lack this recourse. There are few precedents for business in space, so the risk which antitrust law adds to the naturally occurring risks of investing in space is tremendous.

Yet another barrier to space de velopment is the result not so much of governmental action as of govern mental inaction: the lack of any de finition of property rights in space. This deficiency is not solely the fault of our government, since other spacegoing governments will also want to have their say. But what the United States has accepted as the "law of space" is quite inimical to property rights. The 1967 Space Treaty The principal document establish ing international law in space is the 1967 Space Treaty. Under this treaty, liability for damage done by private spacecraft belongs not to the craft's owner, but to the nation under whose jurisdiction it was launched. This might seem very convenient for the owner, but it also means that the government has an excuse (in fact, a need) to keep strict control over the company's activities. Whoever bears responsibility for the conse quences must decide on the actions.

The treaty specifically affirms this requirement, stating that private activity in space may only be initi ated with the express authorization and continuing supervision of the national government in question. Moreover, all vehicles and facilities in space are subject to inspection by any nation that can get to them, 1983 FREE ENTERPRISE IN SPACE 161 provided notice is first given. Pri vate property can hardly be consid ered "private" under such circum stances. What would the status be of a pri vately established settlement on the moon? The 1978 US Civil Space Pol icy does not allow any such settle ment. And under the 1979 Moon Treaty (which US negotiators at the UN approved, but which President Carter fortunately decided not to sign), property rights on the moon would be effectively abolished, and any installation there would be sub ject to entry by any nation's inspec tors, just as facilities in space are. 4 Going into space is a risky enough venture at best. But if space inves tors can't even be sure of establish ing their right to the bases and in stallations they build, and if any nation is legally entitled to spy upon their industrial operations, they can hardly be expected to be anxious to risk their money there. The situa tion would be similar to that which The Wrong Approach exists in international waters today, where there are no internationally recognized property rights, except that the investments to be lost would be greater.

If our government would remove the barriers it has created to private space development, and if it would take the lead in insisting that prop erty rights be recognized in space by all nations, there could soon be a tremendously exciting future for in dustry in space. Perhaps people will have the ingenuity to attain such a future even with all the legal obsta cles that have been thrown in their way; but it will be much harder. @ -FOOTNOTESIStewart Cobb, "Private Rocket Launched Successfully," Ergo, 9/15/82 2G. Harry Stine, Space Power, Ace, 1981. 3Alan Greenspan, "Antitrust," in Ayn Rand, Capitalism: the Unknown Ideal, Signet, 1967. 4H. Keith Henson and Arel Lucas, "Star Laws," Reason, August 1982; also see Stine, op. cit. IDEAS ON LIBERTY THE company striving to develop a new vaccine for the elimination of cancer surely would not assign the project to the plant security police. Nor should we assign the development of highways to political police men. We have too often hooked up coercive power to a creative field, and the results have ended inevitably in·failure. When the hand of govern ment is inserted in a problem requiring initiative, it becomes a dead hand-and the failure can be predicted.

JOHN C. SPARKS, "The Highway Dilemma"

John K. Williams A DistantVoice Speaks to Us Today ONE of the most frequently quoted utterances of Henry Ford is his as sertion, "History is bunk!" His sen timent was shared by the infamous Ambrose Bierce, who defined his tory as "an account, mostly false, of events, mostly unimportant, which are brought about by rulers, mostly knaves, and soldiers, mostly fools." In recent decades an examination of school curricula might suggest that educationalists agree with Ford and Bierce. The study of history has been edged to a less significant place in the school day than it once enjoyed. In many Australian schools it has become but part of a wider study known either as "social studies" or "general studies." The pupil might, in learning about the workings of present-day local government, note how different nations in the past en joyed forms of "local government," or in studying people's eating habits in contemporary Australia, compare these with those obtaining in Eliza bethan England.

The Reverend Doctor John K. Williams has been a teacher and currently does freelance writing and lec turing from his base in North Melbourne, Victoria, Australia. 162 When history is taught, the cry is that it be "relevant." Precisely to what it is to be relevant is rarely specified, although the presumption would seem to be that history should be "related-to-contemporary-issues making -the -headlines -and -consti tuting - the - feature - story - on - the  television-news." Since a vexed and vexing question as to the "land rights" of the aboriginal people of Australia has become a source of continuing controversy, the history of white settlement of Australia, the early settlers' treatment of ab origines, is, apparently, "relevant." What is supremely irrelevant is what used to be called "Graeco-Ro man" history. Few Australian schools would waste time which could be spent in "relevant" pursuits by "ir relevantly" informing students that, in the fifth century B.C., a pro tracted war occurred between the Greek city-States of Sparta and Athens. Certainly few, if any, young Australians would have read a speech delivered by the leading fig ure of Athens, Pericles, during the first year of that war, the year 431 B.C. Yet the sentiments expressed A DISTANT VOICE SPEAKS TO US TODAY 163 in that speech are supremely "rele vant" not simply to the world of the 1980s, a world within which liberty is threatened and the slogan "Free dom is Slavery!" of George Orwell's 1984 is echoed by the rhetoric of pol iticians who proffer a life of plenty provided by an ever more powerful, intrusive State, but to all lovers of liberty of all times.

Slaveryin Athens Athens of the fifth century B.C. was not, in truth, a citadel of liberty. Slavery was a reality. Women could not vote. Yet the spark of freedom glowed in that remarkable civiliza tion. It was to that spark Pericles appealed when, on a winter's day in 431 B.C. he delivered an oration at a solemn, annual festival during which the citizens of Athens hon ored those who had fallen defending their city-State. This year, given the war with Sparta, the number who had fallen was great indeed. Pericles did not speak of the valor of those who had died. He did not refer to the noble qualities of those whom an entire people sought to honor. He spoke rather of the reality they, the dead, had fought for and died for. That reality was not a place, a territory, or a city named "Ath ens." It was rather an entire way of life, a way of life embodying the spark of liberty. He began by reminding his audi ence that this way of life had been secured by the "blood and toil" of their ancestors. It had been born of struggle, of battle, of trial, of hard ship. Men and women of the distant past had dreamed a dream, and then, by great effort and sacrifice, had made that dream come true. That dream was, according to Pericles, embodied in the "constitution and way of life" that, in truth, made Athens the city-State it was.

"Our constitution is called a de mocracy because power is in the hands not of a minority, but of the whole people." Strictly speaking or...e might challenge that assertion: as noted, women could not vote and Athens numbered slaves among its populace. Yet what was true is that Athens was not ruled by a mon arch's whim or an aristocracy's fan cies. Indeed, Pericles immediately explained the critical factor in this form of rule: "When it is a question of settling private disputes, everyone is equal before the law; when it is a question of putting one person be fore another in positions of public authority, what counts is not mem bership of a particular class, but the actual ability which the man possesses. " It was not until some twenty-one centuries had passed that these words again captured the thinking and imagination of philosophers and ordinary men and women alike. In the seventeenth century feudalism was, in Europe, the norm. Monarchs 164 THE FREEMAN March and their favorites, and feudal lords and their families, ruled. What was legally permissible for them was forbidden for those of lesser breed.

The liberty of some to practice their religion was denied to others. In the eighteenth century this system be gan to change, but "equality before the law" did not obtain. Only a priv ileged few could import goods from other nations. Those who "ruled" de creed what goods the masses should purchase by controlling prices. Wages paid varied from industry to indus try, but were determined by govern ment. Children of the poorest were required, by law, to become skilled in specified occupations. A Societyof Contract,Not a Societyof Status Yet the vision of a "society of con tract" rather than a "society of sta tus" lured both great minds and simple people. Might not a person produce goods simply because of "the actual ability which the man pos sesses," not because of birth or spe cial privilege? Might not any person be at liberty to negotiate with an other and agree upon what wages were acceptable to both employer and employee? Thinkers such as John Locke began to write of individual "rights," common to all, which gov ernments must respect. That one system of laws should apply to all rulers and ruled alike-became a cause for which people fought. That rulers should be elected by and ac countable to the ruled became an idea warming the hearts as well as en gaging the minds of countless thousand&.

Indeed, in the eighteenth century three utterly remarkable documents were penned in a new nation to which numerous people seeking religious liberty for themselves (but not, un fortunately, always for others) had fled: The United States of America. On June 12, 1776, "representatives of the good people of Virginia" sol emnly affirmed a Declaration of Rights which asserted that "all men are by nature equally free and in dependent," enjoying "certain in herent rights" no government could flout: "the enjoyment of life and lib erty, with the means of acquiring and possessing property, and pursuing and obtaining happiness and safety." "N0 man, or set of men, are entitled to exclusive or separate emoluments or privileges from the community, but in consideration of public ser vices; which, not being descendible, neither ought the offices of magis trate, legislator, or judge to be heredi tary."

Better known, perhaps, is the unanimously accepted by the then thirteen United States of the Decla ration of Independence on July 4 of the same year. "We hold these truths to be self-evident, that all men are created equal, that they are en dowed by their Creator with certain 1983 A DISTANT VOICE SPEAKS TO US TODAY 165 unalienable Rights, that among these are Life, Liberty, and the pursuit of Happiness. That to secure these rights, Governments are instituted among Men, deriving their just pow ers from the consent of the gov erned." Then, in 1787 came the Con stitution of the United States (followed, in 1791, by the first ten amendments.) All three documents echoed the sentiments of Pericles: equality before the law; an absence of caste; the bestowing of positions of public authority on the basis of ability, not birth. Equality of Opportunity That disparities between rich and poor existed in Athens was not de nied by Pericles. "We regard wealth as something to be properly used, rather than as something to boast about. As for poverty, no one need be ashamed to admit it: the real shame is in not taking practical measures to escape from it." The "equality" he lauded as marking the Athenian way of life lay not in an alleged possession of "equal skills" indeed, in asserting that positions of public authority went to those best suited to those positions, he as sumed that different people enjoyed different skills and abilities. Simi larly, it lay not in "equality of pos sessions." It lay simply in the equal rights of people to behave as they chose in attempts to attain the goals they themselves set, and protection, by law, from individuals or minori ties denying the rights of others to Iive as they chose.

Law, for Pericles, mattered. Only rule by general principles of just conduct could "protect the op pressed"-that is, secure the liber ties of the weak and curb actual or threatened violence of the strong. Indeed, behind such formal laws lay another law: "those unwritten laws which it is an acknowledged shame to break." The precise content of these "unwritten laws" is not clear: clearly, however, reverence for the gods of others, and respect for the dead were included. In contempo rary language, Pericles perceived that the Athenian way of liberty in volved reverence for the reverences of others, and a respect for one's fel lows-a respect which expressed it self even when, being dead, people could no longer cooperate with or as sist one. Turning from political life and the rule of law, Pericles spoke of the "day to-day" life of Athenians. "We do not get into a state with our next-door neighbor if he enjoys himself in his own way, nor do we give him the kind of black looks which, though they do no real harm, still do hurt people's feelings. We are free and tolerant in our private lives; but in public affairs we keep to the law."

A clearer or simpler statement of the philosophy of liberty has, per haps, yet to be penned. There is Her166 THE FREEMAN March bert Spencer's "law of equal liberty": "Every man has freedom to do all he wills, provided he infringes not the equal freedom of any other man."! There is John Stuart Mill's "law of liberty": "The sole end for which_ mankind are warranted, individu ally or collectively, in interfering with the liberty of action of any of their number is self-protection ... The only purpose for which power can be rightfully exercised over any member of a civilized community, against his will, is to prevent harm to others. His own good, either phys ical or moral, is not a sufficient war rant."2 These and the three funda mental documents, referred to above, which encapsulate the "American way," are intellectually more rigor ous and more easily related to the tasks of governments and courts, but Pericles' words say all that has to be said. "We are free and tolerant in our private lives; but in public af fairs we keep to the law."

Pericles' oration goes on to note other aspects of the Athenian way of life. He notes that Athens is "open to the world," having no secrets to hide; that there is no conscription for war and preparation for war, mili tary danger being met "with natural rather than with State-in duced courage"; and that Athenians, even "those who are mostly occupied with their own business, are ex tremely well-informed on general politics." Describing an Ideal How accurate a description of the Athenian way of life Pericles paints is open to debate. Many scholars perceive it more as pointing to an ideal than documenting the real. Be that as it may, his words ring down through millennia and our children deserve to hear them. The spirit in forming his words is the same spirit that conquered, in some places on this planet, rule by tyranny and privilege, the imposition by the powerful of their beliefs and values on the weak, and economic systems dictated by the few rather than emerging from the choices and ac tions of the many.

Yet there is a further reason why lovers of liberty and the inheritors of liberty should know about Peri cles and hear his words. The record of his words came from the pen of a great historian, Thucydides, who courageously-perhaps presumptu ously-asserted that, in recording the events of the terrible war between Athens and Sparta, he was writing a work "not ... designed to meet the tastes of an immediate public, but . . . to last for ever."3 Athens lost the war. Thucydides hints why. He refers, of course, to particular military mistakes made and ill-advised strategies adopted. Yet the ultimate cause of Athens' fall lay in a disregard for "those unwrit ten laws which it is an acknowl edged shame to break."

1983 A DISTANT VOICE SPEAKS TO US TODAY 167 Unwritten Laws Essentially, as noted above, those "unwritten laws" involve a rever ence for what is "holy." The impor tance ofhonoring what human beings perceive as possessing supreme worth, even when one's own vision of "the gods" or of God is at variance with the visions of others, and a deep respect for one's neighbor in his or her uniqueness as a human being: this Athens forgot. Thucydides hints at a sequence. Manners decay: the simple code of rules, enforced by no court, which make harmonious life possible. Then morals break down. Finally, the "rule of law" is disregarded. Even language undergoes changes. Describing the breakdown of the rule of law in one Greek city-State, Cor cyra, Thucydides writes: "To fit in with the change of events, words, too, had to change their usual meanings. What used to be described as a thoughtless act of aggression was now regarded as the courage one would expect to find in a party member; to think of the future and wait was merely another way of say ing one was a coward; any idea of moderation was just an attempt to disguise one's unmanly character; ability to understand a question from all sides meant that one was totally unfitted for action. Fanatical enthu siasm was the mark of a real man ... [and] anyone who held violent opinions could always be trusted [whereas] anyone who objected to them became a suspect."

Loyalties collapse. "Family rela tions were a weaker tie than party memberships ... " "If pacts of mu tual security were made, they were entered into by the two parties only in order to meet some temporary dif ficulty, and remained in force only so long as there was no other weapon available ... In political leaders' struggles for ascendancy nothing was barred ... ; they were deterred nei ther by the claims of justice nor by the interests of other people: their one standard was the pleasure of their own party at that particular moment." Chaos reigns. And, in despera tion, the people welcome any person or group promising the restoration of order and some semblance of se curity. There is a price to be paid, but people, declares Thucydides, pay that price. It is liberty. The Price We Pay It is not alarmist to ponder whether, today, we are witnessing the same sequence: the forgetting of the "unwritten laws," and the con sequent decay of manners and mor als; defiance of written laws; the use of political power to further special interests rather than to protect the liberty of all; the shattering of those bonds of mutual respect which make for community, and the emergence of powerful pressure groups compet168 THE FREEMAN ing for power and gain through coer cion; then, finally, a collapse of or der, the rule of chaos, and the cry for someone, somewhere, to restore some form of control. The price the tyrant exacts-liberty-is paid.

Henry Ford and Ambrose Bierce spoke slightingly and amusingly of history. Yet the ancient Roman, Marcus Tullius Cicero, and the North American, Oliver Wendell Holmes, Jr., spoke otherwise. Wrote Cicero: "Not to know the events which hap pened before one was born, that is to always remain a boy."States Holmes: "When I want to understand what is happening today or try to decide what will happen tomorrow, I look back." Karl Marx was in error when he spoke of the immutable laws of his tory. Human beings are not the pas sive instruments of a mysterious process working its way to an inevi table destiny . Yet, just as human beings are subject to the laws of na ture but, in understanding them, can build ships and sail over vast oceans, create airplanes and fly in the air, and design rockets that soar into the once unexplored recesses of space, so human beings, in their attempts to live in harmony, liberty, and peace, must acknowledge the reality of, and seek to understand, some very sim ple but easily forgotten truths.

Thucydides never completed his history. He described a disease that brought an end to a way of life en shrining freedom but he prescribed no remedy-just as, very early in his narrative, he described the symp toms of a mysterious plague that no one seemed able to cure and from which many thousands of people perished. The UnfinishedTask It is the lovers of liberty who will finish Thucydides' history. Witness ing in their own day the symptoms Thucydides so painstakingly de scribed, and knowing that, ignored, such symptoms lead to destruction, those holding to the freedom philos ophy will, themselves, live as free people, honoring the law, and re specting their neighbor's worth. They will strive, by word and argument, to recommend to others what they so cherish themselves. And, what ever their specific creed, they will know that, in the last analysis, what they believe "should be" is rooted and grounded in "what is," and put their ultimate trust in the Source of those "unwritten laws" investing individ uals with dignity and a nation with greatness. @) -FOOTNOTESlH. Spencer, Social Statics (first published 1850, reprinted Schalkenbach Foundation, New York, 1970), p. 95.

2J. S. Mill, On Liberty (first published 1859, republished E. :P. Dutton, New York, Every man's Library, 1957), p. 73. 3All quotations from Thucydides' The Pelo ponnesian War, translated Rex Warner (Pen guin Books, London, 1954).

Jack D. Douglas DemocraticFreedoms vs. CollectivistNewspeak "The System of Liberty" which formed the fundamental ideas of the American constitution and govern ment was built on one idea above all others: Freedom works! Individual freedom does more than anything else can ever do to advance the in terests and happiness of all individ uals, including producing as much equality and security as is possible for human beings. Any abridgment of individual liberty intended to produce greater collective welfare (the "common welfare") inevitably winds up producing less. That is the one great message American liber tarians and others in Britain and Jack Douglas is Professor of Sociology at the Univer sity of California in San Diego. He has written and edited twenty-five books and numerous articles on various aspects of the social sciences. This article is excerpted by permission from a longer essay to be published by The Reason Foundation as part of a collection, Defending a Free Society.

Europe created and announced to the world. Individual liberty and constitu tional democracy, the institutional expression and guarantee of indi vidual liberty, are the most sacred social values and institution of the vast majority of people throughout the world today, both where they ex ist and where they are only dreams of the repressed peoples of the col lectivist societies. Individual liberty and democracy are the sacred founts of all political legitimacy today. The voice of the individual and of the people have now replaced the word of God and the sacred rights he sup posedly granted as the foundations for all rulers. So powerful is the ap peal of iiberty and constitutional de mocracy everywhere that no gov ernment leader anywhere dares to oppose them. 169 170 THE FREEMAN March In our free Western societies in which these hallowed and ancient ideals were given rebirth they have now been so completely dominant for so long that they are taken for granted by almost everyone and, thus, only rarely do we consciously consider what a treasure they are.

Just as a healthy young person takes the delights of life for granted, and focuses his attention on its inevita ble minor pains, so do we too easily take the delights of liberty and de mocracy for granted and focus our at tention on our inevitable failures to live up to their ideals completely. And in this way we blind ourselves both to the threats to our sacred ideals and to our greatest potential source of strength in defeating those threats. Sons of Liberty The Revolution of Liberty and De mocracy was launched by the Amer ican sons of liberty in 1776. The success of the great American ex periment in liberty inspired vast hope everywhere and ignited The Age of the Democratic Revolution, as R. R. Palmer has called it. In the succeed ing twenty-five years democratic revolutions erupted across Europe. Some succeeded; more were put down by aristocratic reactions. A few, most notably the vast explosion against the corrupt, repressive collectivism of the French monarchy, were quickly seduced by even more re pressive forms of collectivism. After his defeat, Napoleon revealed his own total cynicism about liberty and the Revolution when he said, "Vanity made the revolution, liberty was merely a pretext." But during his reign he used the powerful rhetoric of liberty to inspire democrats throughout Europe to embrace what they only later discovered to be a new tyranny complete with a new and generally more repressive monar chy and aristocracy.

But the seeds of hope for a new and better world of individual lib erty had been loosed upon the world. These hopes have since been in creasingly inflamed by the vast and totally unprecedented growth of sci ence, technology and wealth created by the individual enterprise and creativity unleashed by individual liberty. These values of liberty and democracy and the hopes they in spire have now spread to the entire world and become more powerful more sacred-than ever. The Age of the Democratic Revolution sweeps on, overturning one collectivist tyr anny after another in the sacred name of liberty. It is a terrible tragedy of our age that almost all of these revolutions inspired by the hope for liberty and its fruits are now either launched by cynical Bonapartists manipulating these sacred symbols to win totali tarian power or soon fall victims to totalitarians out of self-deception. All of the most terrible totalitarian col1983 DEMOCRATIC FREEDOMS VS. COLLECTIVIST NEWSPEAK 171 lectivists of our age are completely aware of the power of the sacred symbols of liberty and constitu tional democracy. Today, the more totalitarian a regime is, or intends to become, the more its leaders brandish the sacred symbols of lib erty and democracy. The totali tari ans use these sacred symbols as myths to mystify the people and thereby try to hide the brutal reali ties of their regimes. As Friedrich Hayek noted forty years ago, "...

wherever liberty as we understand it has been destroyed, this has al most always been done in· the name of some new freedom promised to the people." Totalitarian Tactics In the nations where the mass of people are ignorant of the ancient meanings of our Western ideas of liberty and democracy the totalitar ians merely superimpose the sacred symbols on their brand of collectiv ism and then use massi ve censor ship and propaganda to try to pre vent the people from ever learning the difference. But the more knowl edgeable the people are about our ancient ideals, the more mythical deceit the totalitarians must use in their desperate efforts to maintain some shreds of legitimacy to cover their use of police terror to build their power. They do this by using all the forms of Hitler's Big Lie and all the powers of statist mass education and the mass media. Above all, they must fabricate plausible rationalizations to present the foundations of their totalitarian collectivism-govern ment planning, regulation, and con trol of everything from money to lit erature and science-as the one and only true "new freedom."

As Peter Drucker has said, "... the less freedom there is, the more there is talk of the 'new freedom.' Yet this new freedom is a mere word which covers the exact contradiction of all that Europe ever understood by freedom ... " This New Think and New Talk about liberty and democ racy have obviously been most nec essary in the West itself, especially among our intellectuals, to seduce people into abandoning the very foundations of all they have held sa cred. But everywhere that educated people have been important these new forms of double-talk have been vital in legitimizing the new and ancient forms of totalitarianism. Since most totalitarians today have come to power where most of the people were largely ignorant of Western civilization, but where the educated people have known the ru diments of our liberty and democ racy and have been too important to neglect, the traditional names and outer forms of liberty and democ racy have been retained for the masses and have been combined with "new freedoms" rhetoric aimed es pecially at intellectuals.

172 THE FREEMAN March While our Western leaders today rarely even mention liberty or de mocracy, and almost as rarely name the new forms of totalitarian slav ery what they are, all totalitarians freely brandish these sacred sym bols as the shibboleths of their re gimes and never name themselves what they are. Every dictator is a self-proclaimed "President" or "Pre mier" of "The People's Republic"; every modern Genghis Khan flies the bright banners of "wars of libera tion" and denounces true liberators as "Imperialists"; every imperialis tic Russian totalitarian who has murdered soviets and other social ists proudly declares himself the humble servan~ of "The Union of So viet Socialist Republics." The Deceit of Tyrants The deceit of tyrants and totali tarians has always had great seduc tive powers. That is a basic reason why liberty and democracy have been so rare. But rarely have they been as successful as our modern totali tarians in carrying out their counter revolutions in the very name of lib erty and democracy. It is absolutely vital that all free people-and aspi rants of freedom-today understand how they have deceived people, why they have so often succeeded, what their moral weaknesses are and how this tide of reactionary rhetoric can be turned back on its propagators.

The first crucial thing that must be done about this drift into the ab surdities of collectivist Newspeak is for people everywhere to speak the truth in truthful language. The Russian rulers, the Chinese rulers, the Castros, and all totalitarian col lectivists are the tyrants of Terrorist Slave States. This is a precise, tech nical historical usage of the terms. The slaves of Russia, Cuba, China and many other nations have far fewer freedoms than the slaves of Ancient Rome or the ante-bellum South. Earlier slaves could gener ally be freed within the state and by law. Only desperately dangerous flight can free the slaves of Russia, China, Cuba and so on. Earlier slaves were normally encouraged to mate, but in China today the Party decides who can marry and who can have a child (rarely more than one). The Romans crucified thousands of slaves who revolted, but Russian commu nists have murdered tens of mil lions, routinely brutalize many thousands in the living-crucifixion of the Gulags, and systematically ter rorize the entire nation for merely saying-or potentially saying things against the regime.

Our leaders must speak the ob vious about these Terrorist Slave States. Even more importantly, in tellectuals, especially journalists, must end their Great Betrayal and proclaim the truth. Out of blindness and their own envious lust for power, the intellectuals of Russia, China, 1983 DEMOCRATIC FREEDOMS VS. COLLECTIVIST NEWSPEAK 173 Eastern Europe, Cuba and all the other tortured lands led their de ceived people into the death camps and torture chambers of the Terror ist Slave States. Afraid to SpeakOut The intellectuals and journalists are the Judases leading the people into slavery. Some do so knowingly. Far more do so because they refuse to look into the bright glare of truth streaming from every nation that has followed this Marxist path. many more "go along" with, or merely re main silent when their colleagues preach the Marxist faith from our campus pulpits, our church pulpits and our media pulpits. They know the lies, misinformation and agit prop when they see it, but prefer ease and repose rather than face the wrath of the activists. They are terrorized by the mere thought ofbeing branded "Right Wing Extremists" -or even "Conservative." It is almost unseen by those outside, but there is a con tinuing Marxist revolution going on in our humanities, social sciences, churches and journalism through out the Western world. The intellec tuals are building the "Road to Serfdom."

No freedom-loving person can ever invoke official controls or censorship against these lies and this far more ominous silence. We can only assert our own freedom of speech. But that is all we need. Freedom and truth work. They need only to be exer cised-strenuously, consistently, courageously. But this truth and freedom of speech against the Terrorist Slave States is needed even more in enter tainment and the daily news media than in our college classrooms and intellectual forums. One gripping movie like "Missing" can insinuate more doubts about American busi nessmen and political leaders than dozens of intellectual journals or hundreds of lectures can undo by the most meticulous analysis of facts. Our news media are awash with the best of intentions, but the most ex treme ignorance and prejudice about simple economic matters. This ig norant and prejudicial economic moralism of the journalists is a pow erful wedge which opens the way for the more openly Marxist phalanx.

The Need for PrivatelyFinanced EducationalInstitutions We do not need-and must sternly oppose-any forms of censorship or agitprop. Nor do we need any form of government interference in be half of truth and freedom. Our gov ernment obviously has enough prob lems trying to be truthful about itself and to get that truth across. What is needed is that these threats be rec ognized by our intellectuals and other influential people. Here I believe William Simon's proposals in A Time For Truth are the most effective.

174 THE FREEMAN What we need is privately financed organizations for ferreting out and spreading the truth. CIA-type clan destine purveyors of the supposed truth will always be suspect-or worse-of political self-seeking even by us. Even openly government fi nanced institutions are not very ef fective or needed. American businesses, foundations and individuals committed to the system of liberty give billions every year to colleges and. groups which gladly, if generally unknowingly, disburse much of that money to col lectivist sympathizers. They would do much better for their own cause by financing gripping movies about the decent and loving heroes who fight against slavery in Siberian Gulags, broadcasts to Cuba from Miami's Cuban exiles, free market newspapers that compete effectively against The Washington Post and The New York Times, and magaLeo N. Tolstoy zines that expose the effects of mas sive government powers.

Detailed tactics are not my con cern here, but just consider what an impact war films from the peasants of Afghanistan could have in expos ing the Russian pose as the Land of the "New Freedom." Since our jour nalists find the task too daunting (and it certainly would not be like living at the Saigon Hilton and sal lying forth for a few rice paddy shots before cocktails), why not finance the training of a few dozen bright Af ghan correspondents and arm them with super-8 cameras? That is pre cisely the sort of thing the real prac titioners of freedom can do far more effectively than any government. Self-reliance- indi vidual ini tia tive-in truth seeking and truth broadcasting is the most effective weapon in all strategies for exposing and counterattacking Collectivist Newspeak. ~ IDEAS ON LIBERTY No feats of heroism are needed to achieve the greatest and most impor tant changes in the existence of humanity ... a change in public opinion.

And to accomplish this change no exertions of the mind are needed, nor the refutation of anything in existence, nor the invention of any extraordinary novelty; it is only needful that we should not succumb to the erroneous, already defunct, public opinion of the past, which govern ments have induced artificially; it is only needful that each individual should say what he really feels or thinks, or at least that he should not say what he does not think. From an essay on Patriotism and Christianity (1894) William R. Hawkins Capital, Deficits and Full Employment IN the Fall of 1982, as inflation rates continued to drop, the public shifted its concern from rising prices to ris ing unemployment. The concern was real, as unemployment reached lev els unequaled since the Great Depression of the 1930s. Of course the media overplayed the compari son with the 1930s. Nearly half of those unemployed were from house holds which had more than one in come earner prior to the recession and which still had at least one breadwinner working. The unem ployment figures were also over stated because ofthe sociological shift of more women who were listed as "looking for work." The increased labor force participation rate of women makes comparison of cur rent unemployment figures with past years suspect. The increased use of unemployment benefits also softWilliam R. Hawkins is Assistant Professor of Eco nomics, Radford University, Radford, Virginia.

ened the impact of job loss and may have contributed to the unemploy ment figures by allowing those out of work to pursue new job opportu nities with less vigor. In any event, the recession of 1980-82 did not see a return of breadlines and tent cities. Yet, unemployment is still a trag edy in both economic and human terms. In economic terms, unem ployment means lost production and a lower material standard of living. In human terms it means not just lost income but the severance of a social bond forged in the workplace community and the loss of self-es teem. Those who are forced to live on charity or see their dreams of ad vancement destroyed by lack of op portunity suffer a loss to the spirit. A worker who loses his job for no direct fault of his own is fundamen tally different from the idler who out of laziness or other defect becomes a permanent member of the welfare 175 176 THE FREEMAN March underclass. A society which values the work ethic needs to be concerned with unemployment.

There are two components of the high jobless rate. First is the cyclical unemployment resulting from the recession. When the unemployment rate reached 10.4 per cent in Octo ber 1982, about three per cent was due to the recession, amounting to approximately 3.4 million workers. The second cause is the secular de cline of key sectors of the American industrial base such as autos, steel, shipbuilding, and textiles. This con tributed about 2.5 per cent to the rate or about 2.7 million jobs. Thus, solv ing the unemployment problem will take more than just recovering from the recession.! KeynesianPhilosophy The dominant economic philoso phy for the last 45 years has been Keynesianism. It won its claim to the position of "orthodoxy" because it professed to have the answer to unemployment. It was born in 1936 when J.M. Keynes published The General Theory of Employment, In terest and Money. The United States was in the midst of the Great Depression and it was thought that older theories of the economy had failed. Keynes' timing was perfect to fill the perceived intellectual vacuum.

Keynesian theory has long held sway among liberals, however, not because of any inherent truth in the Keynesian model but because it ap peared to give objective "scientific" support to redistribution schemes originally favored for ideological reasons. One of the central tenets of Keynes was that depressions are caused by too much saving relative to planned investment. Though he felt that investment was the key to prosperity and growth, in the black mood of the 1930s he felt that in vestment opportunities in the pri vate sector were played out. There fore, saving no longer served a useful economic function. In fact, saving was now a detriment, a drag on the econ omy because it would not be con verted into investment spending. Saving should therefore be con verted into spending by the govern ment either by taxing it away from private hands or by borrowing it away to finance budget deficits.

Public works and welfare could be promoted on the grounds that the entire economy benefited, a cam paign that was calculated to entice far more support than a direct ap peal to redistribution or socialism. That there was a wider political con sequence to his theory than pure economics was not lost on Keynes. At the end of The General Theory he wrote: Thus our argument leads towards the conclusion that in contemporary condi tions the growth of wealth so far from being dependent on abstinence of the rich, 1983 CAPITAL, DEFICITS AND FULL EMPLOYMENT 177 as is commonly supposed, is more likely to be impeded by it. One of the chief so cial justifications of great inequality of wealth is, therefore, removed. 2 However, it became clear by the dawn of the 1970s that the Keyne sian description of the economy did not fit reality. The United States economy was not being dragged into stagnation because it was generat ing too much capital. Just the oppo site. Americans were saving a smaller percentage of their incomes than were the populations of any other industrial country and even a smaller share than many nations of the Third World. Capital shortages, rising interest rates and lagging productivity became major concerns.

Liberals quickly disparaged such concerns as "trickle-down" econom ics. Yet, the so-called "trickle-down" system is the very foundation of all modern economic systems. And the results have not been a trickle but a raging flood that has given even those at the very bottom of the eco nomic ladder access to luxuries de nied to even the most powerful aristocrats of the past. The IndustrialRevolution Perhaps when the leaders of the seven largest industrial democra cies met at Louis XIV's palace at Versailles last summer, it occurred to at least some of them that when the Sun King resided at Versailles, he had no electricity, central heating or air conditioning, no flush toi lets, telephones or television. And they might have contrasted their ar rival by airliner and limousine with Louis' long and painful trips by horse drawn carriage over dirt roads. The reign of Louis XIV occurred near the end of the pre-industrial era.

Only 61 years after Louis' death in 1715, Adam Smith published The Wealth ofNations. In fact, the death of the French Monarch and the birth of the Scottish philosopher were sep arated by only eight years. In the classical tradition which Smith be gan, capital played the central role: Wherever capital predominates, in dustry prevails.... Every increase or diminution of capital, therefore, natu rally tends to increase or diminish the real quantity of industry, the number of productive hands, and, consequently ... the real wealth and revenue of all its inhabitants. Capitals are increased by parsimony, and diminished by prodigality and misconduct. 3 Keynes may have temporarily van quished this idea in academic circles but he could not vanquish the chain of cause and effect which it stated. Smith was not forming abstract the ory, but observing human actions. It offends the egalitarian notions of many to accept that economies al ways advance from the top down, yet it defies logic to believe that growth can be based solely on poverty and consumption. A natural hierarchy 178 THE FREEMAN March develops, where it can, of those who can invent and apply new devices and those whose talents lie in business, efficiently allocating resources (wealth/capital) in ways which en rich society as well as themselves.

This hierarchy is not the static, class bound structure of the feudal aris tocracy, but one in which a broad spectrum of the population can take part. As Ludwig von Mises argued: One further observation must still be made about this matter of savings and capital formation. The improvement of well-being brought about by capitalism made it possible for the common man to save and thus to become a capitalist him self in a modest way. A considerable part of the capital working in American busi ness is the counterpart of the savings of the mass~s. 4 The development of capital markets, joint-stock companies and corpora tions, banks and other financial in termediaries provided the institu tional framework for mobilizing the savings of the masses for productive use. Prior to the wedding of capital and technology which spawned the In dustrial Revolution, even the rich were limited by the, fact that their wealth could only purchase the ser vices of human or animal labor. La bor is a vital factor of production, but for the thousands of years when labor was essentially all mankind had to work with, it was not enough to raise the general 'standard of living much above subsistence. It was only with the rise of capitalism, both in the sense of physical capital in machinery, factories and power plants and also in financial.capital to s"UPport the implementation of technology, that modern industry was possible and men were able to raise their sights so that no goal has seemed beyond reach.

Yetcapital, like all economic re sources, is finite. Though it may be increased over time, at any particu lar point in time it is scarce relative to all the possible uses for it. What makes Keynesianism so heretical to sound economics is its denial of cap ital as a scarce resource and its un concern for capital development and its productive allocation. And the principal offender in the Keynesian doctrine' is the budget deficit. When the government at any level runs a budget deficit, it must go into the capital market to finance it. This is the same capital market repre senting the same pool of savings that business and consumers depend on to finance their activities. The in crease in demand for fundsemanat ing from the government pushes up the price of capital, that is, interest rates. Some private borrowers find these higher rates a deterrent to borrowing. For business, some in vestment projects no longer yield· a return high enough to cover the in creased interest rates. These proj ects are canceled. For consumers, 1983 CAPITAL, DEFICITS AND FULL EMPLOYMENT 179 buying a new house or even an au tomobile is no longer feasible. Pri vate economic activity thus slows down, production declines and some workers lose their jobs.

Years of Malinvestment Over time, the diversion of capital from productive private use to non productive government programs results in deterioration of the very structure of the economy. The fed eral government has run a deficit every year since 1969, which means capital withdrawn from the private sector is never replaced by repay ment of the debt. In 1969, Federal debt held by private investors in the United States was $222.8 billion. At the end of the second quarter of 1982 this figure had grown to $736.9 bil lion, indicating that the government had absorbed $514.1 billion in capi tal during the intervening years. 5 The sum would have been even higher had not foreign investors purchased $129.5 billion in United States Federal debt during the same period. But since some of this for eign capital would have been in vested in industry in the United States had it not gone into govern ment debt, this is also a loss to the economy.

With future budget deficits ex pected to run over $100 billion per year, the fear is that the govern ment will divert between one-third and one-half of all the available capital to the national debt between 1982 and 1985 unless major changes in government expenditure policy are undertaken. However, as important as it is to balance the budget, it is also important that the deficit be eliminated in the right way. Raising taxes will do as much harm as good. Postponing the third installment of the tax cuts voted in 1981 and scheduled for 1983 will close off a potential increase in capital forma tion just as it is about to produce results. The first two installments of the tax cuts, with their reduction in taxation and their increased incen tives for saving, have produced real, though modest, results. In 1980, Americans were saving only 5.5 per cent of their incomes, but by the end of the third quarter of 1982 this had increased to 8.8 per cent. The com pletion of the program might just be enough to boost the United States savings rate into the lower end of the rates enjoyed by the rest of the industrial countries (which range from 10 per cent for Canada to 30 per cent for Japan on average.) Attempts to raise taxes in other areas will also be counterproduc tive. The impact of taxes on business earnings or returns from invest ment are obviously harmful. In creasing taxes to bail out the nearly insolvent Social Security system would also syphon funds out of the private sector. The Social Security system, unlike private pension plans, 180 THE FREEMAN March does not convert premiums into in vestments. Instead the system pays out its benefits from current reve nue. This simply makes Social Se curity another mechanism for con verting capital into consumption.

Cut Spending The only method of reducing the deficit which will yield the benefits of economic growth and job creation is to cut spending. How much should be cut? An estimated budget deficit of $115 billion for fiscal 1983 does not require a spending cut of that same magnitude. An economic re covery will close much of the deficit automatically by expanding the tax base. What is needed is a spending cut to reduce that part of the deficit in excess of this amount so that re covery can proceed in a timely fash ion. Cutting $30 billion from cur rently planned expenditures should be sufficient, though additional cuts in 1984 might be necessary if the deficit fails to close fast enough dur ing the recovery to prevent another spiral upward in interest rates. Interest rates will be an indicator during the recovery of the balance between private and public demand for borrowed funds. As the recovery progresses, private borrowing, par ticularly by business will increase.

If government borrowing does not decline at the same pace or faster, interest rates will move upward and could choke off the recovery. Balancing the budget during the economic recovery will eliminate that part of unemployment which is due to the recession. That part of unem ployment which is due to the decline ofAmerican industry will take longer to correct. American industry did not deteriorate overnight and it will not be rebuilt overnight. The economy is faced with a productivity crisis of the first magnitude. This is most appar ent in those sectors where foreign competition has advanced into formerly American markets displac ing not only American-made prod ucts but also the workers who man ufacture them. However, the decline of productivity is an economy-wide phenomenon. The consequence may not always show up in layoffs, it may work in ways which are "invisible" such as fewer new jobs created or lower real wages for those who hold jobs. Whichever way the results are felt, it is the workers who suffer.

We know from the research of growth specialists like Frederick W. Taylor and Simon Kuznets and from observing contemporary systems like that of Japan, that productivity can be multiplied, perhaps indefinitely. But the method for achieving this is not to make workers work "harder" as some would have it, but to enable workers to work "smarter" by pro viding them better tools and orga nization. As Peter F. Drucker has argued, it is not the individual worker who is productive in the 1983 CAPITAL, DEFICITS AND FULL EMPLOYMENT 181 modern economy, it is the industrial system which is productive. It is by combining labor and capital in har mony that productivity is found. When unemployment exists it means that this harmony has been dis rupted. Labor is available, but its partner capital is not. Capital is the future. It is the provi sion for the risks, the uncertainties, the changes and the jobs of tomorrow .... An economy that does not form enough cap ital to cover its future costs is an econ omy that condemns itself to decline and continuing crisis, the cris~s of stagflation. 6 If this longterm problem of pro ductivity and jobs is to be solved, there must be a longrun commit ment to limiting the adverse effects of government spending on the economy. Fiscal policy must not only encourage capital formation (pri marily by ceasing to place obstacles in its path) but must cease to divert the capital so formed into nonpro ductive programs. For if the capital is available and the tax and regula tory environments are conducive to entreprenuerial activity, then the process of reindustrialization will bear fruit. In fact, entire new indus tries based on computer and other high technology processes are in the offing provided that American busi ness is in a position to act. It would be a tragedy of the first order if these new opportunities are missed be cause reforms in government policy were not implemented.

A Time for Change The advent of massive deficits in the 1970s followed by economic stagnation and persistent high un employment have created the con ditions for both intellectual and pol icy changes. The advocates of fiscal responsibility, limited government and capital formation have made headway but have not yet fully seized the moment. As the November elections re vealed, the unemployed are still the prey of those who champion larger government expenditures and debt. This must change. As the chief be neficiaries of expanded capital in vestment, the unemployed should become the natural allies of the movement to balance the Federal budget. , -FOOTNOTES1Even when the economy is operating at what is considered to be full employment, the unem ployment rate is about five percent due to peo ple being temporarily, and voluntarily, between jobs. 2John Maynard Keynes, The General Theory ofEmployment, Interest and Money (Harcourt, Brace & Co., 1936) p. 373.

3Adam Smith, The Wealth of Nations (Mod ern Library, 1937) pp. 320-21. 4Ludwig von Mises, "Wages, Unemployment and Inflation," Planning for Freedom (Libertar ian Press, 1974) p. 160. 5Monetary Trends (Federal Reserve Bank of St. Louis) September 23, 1982, p. 13. 6Peter F. Drucker, "Towards the Next Eco nomics," The Crisis in Economic Theory, Daniel Bell and Irving Kristol, editors (Basic Books, 1981) p. 11.

MichaelB. Cohn MARITIMESUBSIDIES: e:t~ OVERREGULATION THREE TRUISMS characterize a free market. First, production for the profit motive is production that is best. Noone. works harder or more efficiently to produce a good or ser vice than one desiring to further his economic standing. Second, money spent by one who earns it is money spent best. Third, the free market allocates resources best. The most efficient way for buyers and sellers to meet for business is in a free mar ket. The negative consequences of overriding these truisms may be ev idenced in the history of the Ameri can Merchant Marine. In the United States, preoccupa tion with our Merchant Marine dates back to 1789 when the very first act of the first Congress imposed a pro tective tariff on imported goods and allowed a ten percent reduction on goods imported on U ~S. vessels. A heavier port tonnage tax was also Dr. Cohn is Assistant Professor of Economics at the United States Merchant Marine Academy, Kings Point, New York.

182 levied on foreign built and owned vessels. Further, only vessels built in the United States could be regis tered under the American flag and this stipulation was to have serious . consequences. In those early days the maritime industry prospered. The availability of craftsmen and abundance of wood supplies made American ships less expensi ve and some of the best in the world market. 'Prior to the Civil War, American shipping reached its golden age, providing capital and income for the young nation. How ever, when metal vessels replaced wooden ones and steam-powered vessels replaced sailing ones, Amer ican shipbuilders were faced with higher construction costs. l These ex penditures and the restrictive legis lation of 1789, which prohibited the registration of foreign ships under the American flag, contributed to the decline of American trade on Amer ican vessels. From 1846 to 1914 the share of American trade carried on MARITIME SUBSIDIES: OVERREGULATION 183 U.S. vessels by weight, dropped from more than 80 percent to about 10 percent.

A severe shortage of ships oc curred during World War I as a re sult of both the Act of 1789 and the conditions imposed by the war. President Woodrow Wilson had sought legislation for government ownership and operation of fifty merchant vessels. This led to the Shipping Act of 1916, which was a first attempt to impose economic regulations on the maritime indus try and also established the U.S. Shipping Board that was authorized to spend $50 million to buy or lease 50 vessels. The government's efforts at ship ownership· proved very wasteful, costing $3.3 billion, as opposed to the $50 million which was initially planned. Although a wartime project, the .Board continued the building of vessels even after the armistice, and was left with a huge fleet to dispose of. The Merchant Marine Act of 1920 set a national policy that the U.S. should have an American-owned merchant marine to carry the ma jority of its commerce and autho rized the disposal of the wartime fleet. But the collapse of the ship ping· boom in 1922 left the nation with a supply of vessels in excess of demand. Some of the ships costing the government $200-250 a ton were sold for as little as $8 a ton. 2 The disposal of the war-built fleet also caused a cessation in the con struction of ocean-going v~ssels from 1922-1928. The Merchant Marine Actof 1928 provided subsidies to the industry under the guise of ocean mail contracts and established a construction loan fund. Both' these projects failed. Scandals accom panied payment of the subsidies and the need for ocean -going vessels dropped dramatically when the depression came: another failure of government intervention.

Merchant Marine Act of 1936 To remedy this situation, the Merchant Marine Act of 1936 pro vided direct subsidies to the indus try and established The U.S. Mari time Commission, whose authority included distribution of these subsi dies. Due to the wartime conditions, the 1936 act was not tested until the end of the 1940s. In 1950 the Mari time Commission was abolished, but eventually its functions were passed on to the Maritime Administration. The rationale behind the subsi dies was that they would allow American builders and operators to reach parity with foreign competi tors offering lower prices because of lower wage payments and subsidies they received from their govern ments. Since it is felt that a Mer chant Marine is essential to the na tion in case of war or other emergency, American subsidies are given, in the form of construction 184 THE FREEMAN March differential subsidies and operating differential subsidies. The huge sum of $9,161,838,288 was paid out from 1936-1980. The percentage of sub sidies to total receipts of interna tional ocean transportation has been declining, from 17.3 percent in 1965, to 11.9 percent in 1975, then to 7.83 percent in 1980.3 But despite their relative decline, their success has been slight indeed. For the same years mentioned, the share of U.S.

oceanborne trade, by value, aboard U.S. flag ships, has fallen from 21 percent to 18 percent and then to 14 percent respectively.4 Further Subsidies? In the post World War II period there has been a constant decline in the U.S. share of oceanborne trade. To stem this decline, Congress passed the Merchant Marine Act of 1970. This new act set policy goals and dealt with the entire fleet, but it was merely an update of the act of 1936. The frustration of Congress can be seen in this latest legislation. The Merchant Marine Act of 1970 estab lished a seven-member commission, known as the Commission of Amer ican Shipbuilding, to study the American shipbuilding industry's productivity and cost-cutting mea sures and then to make recommen dations to the President and to Congress. 5 It is not necessary to seek artifi cial means to improve productivity. The dynamics of a free market al ways hold true. Remove subsidies and restrictions from the industry.

Allow shipping firms to pool their cargoes and share their profits as foreign companies do. In short, al low the American companies to compete with the same freedom that foreign governments allow their shipping companies. The American worker has been the highest paid and most productive historically, and will increase his productivity if his wages depend on it. Shipping companies will always spend their own money more eco nomically than government subsi dies. If American companies are given the liberty that foreign com panies enjoy, they would best utilize the resources at their disposal to compete in the international mar ket. It is not necessary for a commis sion to tell us how to be more pro ductive, we need only turn to basic economic principles. ® -FOOTNOTESlClinton Whitehurst, Jr., ''A Maritime Policy and Program for the Eighties and Beyond," De fense Transportation Journal (February, 1982) 76-82.

2Paul Zeis, American Shipping Policy (Princeton, N.J.: Princeton University Press, 1938), pp. 95-98, 125-141, 154-165. 3Maritime Administration, Annual Report, 1980. 4StatisticalAbstracts ofthe United States 1981, Section 23, Transportation-Air and Water. 5Vol. 84, Statutes at Large, Public Law 91 469.

A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN The Businessmanin AmericanLiterature WE do make some progress. Just when TV is being charged with per petuating the ancient stereotype of the businessman as Con Man and Scrooge, Emily Stipes Watts, a pro fessor of English at the University of Illinois, has discovered a new at titude toward business among American novelists. Her evidence, presented in considerable detail in her The Businessman in American Literature (Athens, GA, The Uni versity of Georgia Press, 183 pp., $16.00), depends on a corporal's guard of novelists-Stanley Elkin, James Dickey, Ken Kesey-who are hardly household names; and "cor porate capitalism," as something distinct from small business, gets few plus marks even from a new breed of writer that has turned against the socialists. But the air, in Emily Watts' pages, is cleared of a lot of cant as she moves toward her con clusion that "private capitalism pro vides the framework for a pluralistic society in which the individual and the civitas are suspended in a para doxical but healthy relationship."

To be sure, American writers for' long periods of time have not been concerned with business as such. Herman Melville's Moby Dick de scribes the whaling ship as a factory for killing and processing whales, and greed is undeniably a motive in fi nancing the whale-catching voyage ofthe Pequod. But Melville was only incidentally concerned with the utilitarian worries of whale ship proprietors. What really interested him was the metaphysical mono mania of his Captain Ahab. Mel ville, along with Thoreau and Emer son and the Transcendentalists of the pre-Civil War Golden Day, was troubled with larger questions of Good and Evil in a world in which Sam Slick, Johnson Hooper's ras cally character, could anticipate pragmatism with his "It's good to be shifty in a new country." Authorship, in pre-industrial times, had been bound up with aris tocratic patronage, and the writer in America was faced with a make-do situation -simply because there were no noble lords in a new society to 185 186 , THE FREEMAN March pay a scribbler's way. Mark Twain, Henry James and William Dean Howells, the Big Three of post-Civil War times, did the best they could in an insensitive world. Twain was a tramp printer; Howells got his wri ting start by producing a hack campaign biography for Abraham Lincoln, which led to a political ap pointment as consul. Twain had his fun with business {villains in The Gilded Age, but he was personally entranced with inventors and with the Yankee ingenuity of his Con necticut mechanic who visited the court of King Arthur.

Henry James, the novelist who wrote like a philosopher while his brother William, the philosopher, was writing like a novelist, did not hate business as such. He merely deplored the fact that in its native form it left Christopher Newman of The American (1877) very little time for culture. As for Howells, his ethical preoc cupation led to an early dalliance with Edward Bellamy-style social ism. What bothered Howells about his entrepreneurial Silas Laphams and Jacob Dryfooses, millionaires, was the atrophy of their generous instincts in pursuit of success. What escaped Howells was the fact that Silas Lapham's paint had both util itarian and esthetic uses that justi fied the business that produced it, and what escaped James was the circumstance that Christopher Newman had first to earn the money that enabled him to take his cul tural Wanderjahr in Europe. Signs of Envy The American fiction writer was anti-bourgeois before he was pro-so cialist. Writers belonged to Grub Street, and if they could not catch on in journalism their natural habi tat was the garret where idealism had to struggle to repress envy. Nat urally they saw business largely from the outside. Dreiser could be both fascinated and repelled by the amoral energies of Frank Cowperwood, his fictional traction magnate of The Titan, but he missed the point that it was a truly responsible man, Thomas Edison, who had brought electricity to the cities and made the five-cent fare possible even in spite of monopolistic financiers.

The anti-bourgeois writer easily went over to socialism. Upton Sin clair saw only a vicious spirit of competition in the Chicago packers who disassembled hogs without hearing "the hog-squeal of the uni verse." Sinclair changed the law as it affected sanitary conditions in Packingtown, but he was not satis fied with that. Frank Norris, in de picting the Southern Pacific Rail road as an "octopus," tried to take solace in the fact that the wheat of the San Joaquin valley got to mar ket despite the railroad robber bar ons. But he was troubled by the 1983 THE BUSINESSMAN IN AMERICAN LITERATURE 187 gambling element involved in mar keting the wheat once it was out of the grain elevators and off the trains. With Sinclair Lewis, who had gone to college in the muckrake era, the derogation of the businessman took on a Menckenian finesse. Babbitt believeq in go-getting, and he skirted the edge of sharp practice. But he had his pathetic side. He was not the heartless capitalist of the proletar ian novels, and he was aware of the shallowness of his life. He could re turn from his fishing trips in the Maine woods with new resolutions which he quickly forgot.

GertrudeStein'sInfluence Emily Watts, with an ear for nu ance, credits Gertrude Stein, Ernest Hemingway's mentor, with a most influential defense of private capi talism in the mid-Thirties. Writing in the Saturday Evening Post, Miss Stein asked a simple question, "Is Money Money or Isn't Money Money?" "When you earn money and spend money," she said, "anybody can know the difference between a mil lion and three. But when you vote money away there isn't any differ ence between a million and three." That put Gertrude Stein in the anti-Keynesian, anti-Marxian camp, and it seemed to pull other ex-radi cal writers (E. E. Cummings, John Dos Passos) with her. The fictional .businessman Merton was provided with some quite convincing lines by John Chamberlain's book re views have been a regular fea ture of The Freeman since 1950. We are doubly grateful to John and to Henry Regnery for now making available John's autobi ography, A Life with the Printed Word. Copies of this remarkable accountof a man and his times our times-are available at $12.95 from The Foundation for Economic Education, Irvington on-Hudson, New York 10533.

Edna St. Vincent Millay in her long poem, "Conversation at Midnight." With Gertrude Stein pointing the way, the "lost generation" managed by degrees to find themselves on the side of common sense. The business man in fiction became as other peo ple, a human being to be judged in terms of his own sensibilities, which might be those of any professional faced with the necessity of both making a living and discharging his duties as a citizen. Emily Watts is a deft researcher and excellent summarizer, but she has overlooked some points. She sets Willa Cather down as antibusiness on the basis of Cather short stories, but it was a businessman, Fred Ot tenburg, who pushed the operatic career of Thea Kronborg in Cather's The Song of the Lark. And one looks 188 THE FREEMAN March in vain in Emily Watts' book for the name of Garet Garrett, who, in ad dition to his purely economic writ ing, gave us some remarkable nov els about business. Garrett's The Driver, a novel based on the life of E. H. Harriman of the Union Pacific, was surely worth a glance. And ditto for Booth Tarkington's The Plutocrat.

THE CASE FOR GOLD: A MINORITY REPORT OF THE U.S. GOLD COMMISSION by Ron Paul and Lewis Lehrman (CATO Institute,224 Second Street, S.E., Washington,D.C. 20003), 1982 226 pages - $8.95 paper Reviewed by Tommy W Rogers The Case for Gold is more signifi cant in analysis and insight than its title might imply. It is a record of the political economy and banking of the United States as they have evolved in history. It is an impor tant reinterpretation of American history with respect to the uses of the public treasury by financial in terests, and of the accompanying struggles, manipulations, and polit ical developments. The book traces the recent economic decline, details the process by which the dollar has lost public trust and has suffered de creased purchasing power, and pro poses specific reforms predicated on a monetary standard. It is a specific defense of the political, economic, and moral desirability of an honest money standard.

This book is anything but a com pilation of esoteric statistical data; it is both original and restorative. It contains just about everything one would ask about the history, signif icance, and importance of the gold standard, past, present, and future, if one knew enough to ask the right questions. The implications of the topic dealt with are enormous; the penalty for public failure to come to grips with the truths presented here would be severe. This is not to say that The Case for Gold is a sensationalist work, for it is not. It is not written with excla mation marks! Honest money (re deemable specie measured by a known standard of value) versus the continuation of politically manipul able fiat paper money which is un defined by, is not redeemable in, and is not backed by specie of specific value, poses questions of such in tense reverberation that realism speaks in unfettered terms of the cataclysmic consequences of contin uing failure to respect and abide by fundamental economic law.

The question of fiat political money versus honest money poses some of the most dramatic and consequen tial political and economic issues of the day. The question of honest money, of necessity, goes to the es sence of freedom, liberty, limi ted 1983 OTHER BOOKS 189 government, the role of law, and prospects for economic growth and business predictably. The impor tance of public understanding and willingness to take appropriate cu rative steps can scarcely be overem phasized or exaggerated. Paul and Lehrman make an ex plicit case for the desirability of an honest money ,standard (a require ment gold suitably meets) with re spect to its political, moral and eco nomic parameters. It was not until August 15, 1971, that the United States severed the last link between the dollar and gold. This act ushered in a new era of inflationary psychol ogy and lack of trust. Gold has value of itself; paper does not. As Thomas Jefferson stated in debate over the money issue in 1784: "If we deter mine that a dollar shall be our unit, we must then say with precision what a dollar is." From 1792 until August 15, 1971, the dollar was defined as a precise weight of either gold or sil ver. For the last decade, the dollar has been undefined and unbacked. It is sustained only by popular faith, and that faith has declined steadily.


The dollar, in consequence, is worth only about one-third of what it was worth in 1971, as measured by its command over goods and services. The loss of definition of the mone tary unit is directly related to the financial and economic problems of today. The institutionalization of moneycreating powers in the Federal Re serve has not and cannot perform the economic miracle of turning stones into bread. Paul and Lehrman argue that the entire process-the crea tion of the Federal Reserve in 1913, President Roosevelt's confiscation of privately owned gold and devalua tion of the dollar in 1934, with drawal of silver certificates from cir culation and the debasement of coinage and its replacement by cop per sandwiches for coins in the 1960s, terminating with the ending of the international convertibility of the dollar into gold in 1971-"is a cata logue of broken promises and out right theft on the part of the federal government as it sought to substi tute a managed, irredeemable paper money for a gold standard."

Elimination of honest money, that is, of money as a commodity defined precisely by weight-is a threat to freedom itself. John Locke argued that the right of the individual to own gold was a civil liberty equal in importance to the liberty to speak, write, or practice one's own religion. When the Founding Fathers wrote the U.S. Constitution in the summer of 1787, the debacle of the paper money issued by the Continental Congress was fresh in their minds. The framers of the American Con stitution, men who were greatly in fluenced by both English Common Law and biblical law, regarded money as "a weight ofprecious metal, 190 THE FREEMAN March not a weightless piece of paper with green ink printed on it." The au thors contend that today's paper money system, issued by a coercive banking monopoly, has no basis in the Constitution. It is, they state, "a form of taxation without represen tation, and a denial of the hard fought and won principle of consent before payment of taxes," and is a blatant contradiction of the Consti tutional provision restricting legal tender to gold and silver.

Chapter one of The Case for Gold reviews the problem of persistent inflation and general economic havoc which have become accentuated by the last .decade of paper money. Chapters two and three review the history of money· and banking in the United States and the process by which we arrived at our present state of economic disorganization through paper currency. Chapter four sets forth arguments for monetary free dom based on historical experience with the free market and an absence of legal tender laws. Chapter five makes the case for the gold standard. The authors dispose of the common objections, and set forth the benefits derived from sound money. These include low interest rates (anticipated to stablize at three to four per cent), accelerated real economic growth, increased savings, renewal of longterm financing, checking of government spending, and a growing economy with increasing de mands for employment.

Chapter six outlines specific re forms that are needed to correct the blunders of the past. These include repeal of the legal tender laws, de finition of the dollar in terms of a specific metallic unit, gold coinage by government and private mints, removal of monopoly privileges over money by the Federal Reserve, con tinuing audits of America's gold re serves, and deregulation of banking. Paul and Lehrman point out that there is no free entry into the bank ing business, which is largely cen tralized by the Federal Reserve and other federal and state regulatory agencies. Deregulation of _banking, incl uding free entry by simply filing the legal documents with the appro priate government clerk, is a must for monetary freedom. The last chapter of The Case for Gold presents two contrasting sce narios for the next decade. One per spective, based on a gold standard and monetary freedom, moves to ward longterm stability of prices and business growth with prosperity made possible by maintenance of a sound currency. The alternative is to continue the present course with irredeemable paper accompanied by accelerating rates of inflation and unemployment, the punishment of thrift, and the eventual spectre of whirlwind inflation and social chaos.

Americans must choose. , 1983 OTHER BOOKS 191 INTRODUCTIONTO THE STUDY OF THE LAW OF THE CONSTITUTION by A. V. Dicey (Liberty Classics, 7440 North Shadeland, Indianapolis, Ind. 46250) 435 pages - $15.00 cloth; $7.00 paperback Reviewed by Tommy W Rogers DICEY (1835-1922) held a professor ship at Oxford for twenty-seven years. He was heir to the first aca demic post created specifically for the study of English law, the Vinerian Professorship at Oxford, established in 1758, and of which Sir William Blackstone was the first incumbent. The fruitfulness and productivity of Dicey's tenure in this chair was such as to make it known as the second founding. Dicey, said a subsequent incumbent, is entitled to a similar place in the legal literature of the nineteenth century as Blackstone holds in the history of legal litera ture in the eighteenth century. Law of the Constitution-pub lished in 1885, revised edition, 1915-was based on Dicey's profes soriallectures. The "rule of law" idea is one of the organizing principles of the book. While Dicey did not create the phrase, he did bring the concept into currency and was responsible for the elaboration of its principles. The rule of law means one law for all men alike. It means that "no man can be made to suffer punishment or to pay damages for any conduct not definitely forbidden by law; every man's legal rights or liabilities are almost invariably determined by the ordinary Courts of the realm, and each man's individual rights are far less the result of our constitution than the basis on which that consti tution is founded."

Dicey noted the emergence of ad ministrative law between 1885 and 1914 with a corresponding decline in the ancient veneration for the rule of law in England; there was, he said "a marked tendency towards the use of lawless methods for the attain ment of social or political ends." Di cey was referring to legislative acts which gave judicial or quasi-judicial authority to "officials who stand more or less in connection with, and therefore may be influenced by, the government of the day, and hence have in some cases excluded, and in others indirectly diminished, the authority of the law Courts." Dicey contrasts the rule of law with administrative law which, he writes, was "unknown to English judges and counsel ... In England, and in coun tries which, like the United States, derive their civilisation from En glish sources, the system of admin istrative law and the very principles on which it rests are in truth unknown."

Dicey, with his opposition to "law" propelled by administrative agen192 THE FREEMAN cies as a contravention of the rule of law, would be astonished by the amount of discretionary authority which has come to be vested in reg ulatory agencies and tribunals of administrative law judges in our country today, which makes this classic study more pertinent than ever. i THE PORTABLE CONSERVATIVE READER edited by Russell Kirk (Viking/Penguin, Inc., 299 Murray Hill Pkwy., E. Rutherford, NJ 07073), 1982 723 pages - $6.95 paperback HERE, in one handy sized volume, is a little library of distinguished writ ing-prose, poetry, fiction, fable and myth. The anthology opens with Burke, as is fitting; forty-five pages of selections from four of his works. Then there is Adams, Hamilton, Calhoun and Cooper; Tocqueville, Disraeli, Newman and Bagehot. From the modern period there is Santayana, More, Babbitt, C. S.

Lewis, T. S. Eliot, and a score of oth ers. It all adds up to hours of reading pleasure. Where else will you conveniently find Macaulay's letters to Randall, Hawthorne's fantasy called "Earth's Holocaust," Kipling's fable of "The Mother Hive," Conrad's "The In former," or "The Liberal Death Wish" by Muggeridge? The imagination kindles while the intellect gets a workout. These selections reflect Dr. Kirk's far ranging mind in the area of man as a social being seeking freedom and order in the company of his fellows. His Introduction sets forth the es sential features of the Conservative outlook and disposition, and the au thors he has chosen reveal the depth and several dimensions of this philosophy. Russell Kirk burst upon the world about twenty books ago with his Conservative Mind (1953). Four years later he launched a quarterly re view, Modern Age, which has just published its Silver Jubilee Issue 248 pages of the best articles which have appeared during its first twenty-five years. There are appre ciations of Mises, Hayek, Weaver, Strauss, Vivas and others. The Aus trian School is surveyed by Albert Zlabinger. Several scholars assay Conservative thought during the past generation, and others explore its principal fountainhead, the philoso phy of Edmund Burke.
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SamH.Husbands,J~ FREE TRADE AND FOREIGNWARS IT is my purpose to show that though the principles of free trade and no entangling alliances on which the nation was founded were unique and sublime, we find that economic fal lacy, misplaced patriotism, and po litical compromise have combined to undermine the legacy of those principles. In his first annual address to Con gress in 1790, George Washington said "Observe good faith and justice toward all nations. Cultivate peace and harmony with all ... The na tion which indulges toward another an habitual hatred or an habitual fondness is in some degree a slave. Mr. Husbands of San Francisco is a member of a national investment banking firm. He is a Trustee and past Chairman of the Board of The Foundation for Economic Education. This article is from his address at the Fall Meeting of the Board and guests at the Foundation, December 5,1982. It is a slave to its animosity or to its affection, either of which is suffi cient to lead it astray from its duty and its interest ... it is our true pol icy to steer clear of permanent alli ances with any portion of the foreign world."

In his first inaugural address in 1801 Thomas Jefferson stated that among his essential principles of governing would be a policy of "peace, commerce and honest friendship with all nations-entangling alliances with none." And so it was that the founding fathers understood that for free men to remain free they must remain strong in their defense but avoid meddling in other nations' affairs. The test of that resolution to re main free of foreign wars was to con front Washington and Jefferson in 195 196 THE FREEMAN April the first years of the Republic. A combination of events, including legislation passed as the Merchant Marine Act of July 4, 1789 and the acts of a quartet of Barbary powers were leading the nation to its first experience in foreign intervention, the results of which were as ambig uous as any of the dozen or so adven tures abroad that were to follow to this day. The Merchant Marine The 1789 Merchant Marine Act instituted tariffs for revenue pur poses, but with a tariff differential of 10% on any goods shipped in American holds. The effect in stim ulating the growth of a distinctly American Merchant Marine was startling, for in 1789 the United States was carrying 171/2% of her imports and 30% of her exports.

Within six years these numbers had become 92% and 88%, and yearly tonnage under the American flag had grown from 123,893 tons to 529,471 tons. To advocates of free trade, any re duction in tariffs is good, no tariffs better, but the outgrowth of this se lecti ve tariff dispari ty was the "American" merchant marine. The promotion and protection of its ships and men became a patriotic duty. Just one hundred years later, in 1881, William Graham Sumner con sidered the necessity of a national merchant marine, and wrote: If Americans owned no ships and sailed no ships, but hired the people of other countries to do their ocean transporta tion for them, it would simply prove that Americans had some better employment for their capital and labor. They would get transportation as cheaply as possi ble. That is all they care for, and it would be as foolish for any nation to insist on doing its own ocean transportation, de voting to this use capital and labor which might be otherwise more profitably em ployed, as it would be for a merchant to insist on doing his own carting, when some person engaged in carting offered him a contract on more advantageous terms than those on which he could do the work.

The seizure of American mer chant ships and sailors in the late 18th century by Barbary rulers, and to a lesser extent the harassment of American shipping by the picaroons of the West Indies, brought humili ation to the young nation. The re sulting pressure on its political leaders led the country to embark on a program of rapid construction of six imposing frigates, the 44-gun "United States," "Constitution," and "President" and the 33-gun "Con stellation," "Chesapeake," and "Congress. " The construction of these first ele ments of the U. S. Navy found sup port from Northern ship-owning families, but only disinterest or even animosity from most Southerners, who were not as concerned about what flag flew over the ship that took 1983 FREE TRADE AND FOREIGN WARS 197 their cotton to English and Conti nental mills. The legitimate defense of the ter ritory of the United States may have been a beneficiary of the emergence of the U. S. Navy, but the immediate stimulus to the construction of war ships seems to" have been the ur gency to protect American civil shipping in far off corners of the world. The early adoption of a far flung policing function for the U. S.

government was a precedent which allowed later interventions abroad to come about with less controversy. The Barbary Wars The Barbary· Wars were to last from 1800 to 1815, at a cost of hun dreds of lives and millions of dollars for, at first, tribute and ransom, fol lowed by the expense of construction of ships and naval operations in the Mediterranean. However, direct military intervention is only the most observable of the many ways in which we as a nation became "slaves to habitual hatred or fondness" for the people of other nations. Were man perfectible the concept of nationhood might be obsolete. In the absence of that perfectibility, the nation state is likely to survive though I should hope as only a shadow of its present size. Man's in stitutions, like man himself, are im perfect, and must be vigilantly watched lest they assume unin tended roles. When acts are made in the name of the state which are con temptuous of liberty and the good sense of market economics, and which may in fact lead toward war, they must be exposed for the menace they may present to the Republic.

Rhodes Boyson, Britain's Minister of Education, has likened man to a three-legged stool, one leg being moral or religious, one economic and one tribal. Dark deeds have been done in the name of each of these aspects of man's character, but in this century the tribal and economic ele ments have dominated man's ac tions, at least in the West. Economic fallacy teamed with rampant na tionalism and without moral bal ance has proved to be a terribly costly affair in lives lost, economic depri vation and cultural undermining. And so it is that military conflict stems not only from such obvious causes as pure territorial aggran dizement and gratification of monu mental egos, but often from a mili tary extension of economic fallacies. Economic nationalism is invariably a partner of military intervention. Some of the fallacies and inter ventions that always accompany them, include notions of the neces sity for: (1) A favorable balance of trade.

(2) The protection of domestic industry. A few of the interventions that logically proceed from these falla cies include protective tariffs, im198 THE FREEMAN April port quotas, domestic subsidies, an tidumping laws, and currency controls. Underlying all of these interven tions is the notion that government through fiat actions can cause bene ficial outcomes without offsetting costs. One does not have to be the complete cynic to suggest that what might be argued on the theoretical level in economic terms comes down in fact to a political formula: Can one group of voters be satisfied through a visible handout while another group of voters, affected ad versely, and often unknowingly, by interventionist legislation, be mol lified through dissembling and obfuscation? One of the textbook excuses for tariffs has been that they were nec essary to protect infant industry. Now that has been modified so that we are led to believe we must also protect mature, ailing industry. In fact, it is only with free trade that entrepreneurs are encouraged and noncompetitive enterprises are culled out, and these are two sides of a vig orous, productive and free economy.

There are then the laws which re inforce the notion that exports are better than imports, known as a "fa vorable" balance of trade. Bastiat, the 19th-century French economist, took the favorable balance of trade argument to its logical end, and sug gested that were such a thing so de sirable, the custom agents should record the export of French silks to Britain and hope the ships will founder, since the result would be a recording of, say, 1,000,000 francs as an export and no offsetting import, since the silk manufacturer has re ceived no payment with which to purchase British goods. The result would be a favorable balance of trade, but we needn't envy France for hav ing achieved that goal. Balance of Payments and Balance of Trade Balance of payments refers to the accounting between nations of all goods, services and financial trans fers. On a pure gold standard or pure flexible exchange rate basis, balance of payments tend to balance on a regular basis. Balance of trade is this figure less "invisibles" or cash transfers.

Jacques Rueff demonstrated in his book Balance of Payments that France had an "unfavorable" bal ance of trade with Germany for over 50 years from 1870-1933, with the exception of the four years after the Franco-Prussian War, when France was making reparation payments to Germany. Again, the act which causes the "favorable" balance of trade is obviously not in the interest of French citizens at large, but may only favor certain special interests. The reason for the long period of French-Prussian balance of pay ments situation was, of course, the 1983 FREE TRADE AND FOREIGN WARS 199 result of the dominant French in vestments in Germany. This necessitated a French "unfa vorable" balance of trade in order to offset intangibles such as dividends and interest accruing from French investments in Germany. Milton Friedman has made the observation that the most favorable situation that could visit a people would be that in which we send dol lar bills to Japan in exchange for automobiles, and the exchange ends there. If Japan were a willing part ner to that transaction we could all retire. The absurdity is obvious.

Extending the Logic What difference, in moral or eco nomic terms, is there between aNew Yorker buying an automobile built in California by a naturalized Japa nese-American or an automobile built in Yokohama by a Japanese national? Yes, one is American and the other Japanese, but if that ar gument has merit why not extend it backward and suggest that no New Yorker buy anything not made in New York, or extend it even further, and suggest that it would be in the interest of the denizens of Manhat tan to buy no item not made on the island. One thing, for sure, there wouldn't be much to eat, certainly no bananas. Unfortunately, the Constitutional prohibitions against tariffs did not extend to international trade. One often hears that free trade is fine, but not unfair trade, that being defined variously as everything from foreign government subsidy of ex ports to foreign workers receiving relatively lower wages. "Dumping,"

a useful pejorative, is generally con sidered the extreme variant of un fair trade. Dumping refers to goods being sold in this country at a price below which they are sold in the country of origin. I daresay the net work news commentators would look with favor on an announcement by the British government that it was going to give away 10,000 Rolls Royces to a random group of lucky American citizens, in gratitude for American help in World War II. lt is highly unlikely that even the American automobile industry could rally much of a boycott against such an act, though it would remove those 10,000 individuals as potential cus tomers for Detroit autos. There is no economic difference between such a daft proposal and that act of con structing and operating the Con corde supersonic aircraft, with losses made up each day by French and British taxpayers. Each traveler on the Concorde could consider the ad vantageous speed the aircraft offers as a partial gift by those taxpayers.

However, the United States should have a difficult time working up much of a lather over foreign gov ernment subsidies for their busi nesses when we have such institu200 THE FREEMAN April tions as the Export-Import Bank, agriculture subsidies and Federal insurance on foreign investment. Tariffs for Protection U. S. tariffs were primarily a rev enue-raising device prior to the Civil War. The first tariff passed in 1789 raised half ofthe nation's fiscal needs, and by 1808 duties were providing twice the federal government's ex penditures. By 1816 tariffs were be coming specifically protective and by the 1970s when revenues from du ties only totaled 10% or so of the budget, their nature had evolved al most purely into protectionist devices. Historically, Republicans have been defenders of high duties, Dem ocrats lower duties. At the moment, sympathy for protectionist tariffs seems to be a bi-partisan affair. As mentioned earlier, protectionist tar iffs have always been introduced on the ground that a particular indus try is threatened by foreign compe tition. For the sake of jobs and the longterm future of the country, im ports, under this persuasion, must be selectively restricted. What those advocates fail to point out is that for everyone who benefits from tariffs there are others, perhaps less ob servable, who are being economi cally punished.

The recently passed quotas on the importations of steel, at the behest of domestic steel management and labor leaders, have received nothing but plaudits by the favorably af fected industries and the media, though often couched in terms such as "the act is too little or too late." One would have to seek out journals of economic opinion, and selective ones at that, to find mention of those who suffer as a consequence of those import quotas. Currency restrictions and pegged exchange rates are put in place to cover up governmental overspend ing and inflation, and to exert con trol over citizens in their attempts to make voluntary transactions with others or to avoid government's con fiscation oftheir accumulated wealth. It is a delaying tactic; no matter how severe the penalty, if the free mar ket exchange ratio of two currencies is different from that dictated by government, the pegged price will be undermined by market forces re sulting in sudden and catastrophic devaluation. U. S. laws to make it a felony to move more than $5,000 in or out of the country without report ing it only reinforce those who see it their business to run others' lives.

However, the most melancholy of all these false economic persuasions is autarky or National Economic In dependence. What inevitably fol lows the embracing of this concept is the implied or real expansion of national borders with consequent recourse to military action. One of the major differences that divided 1983 FREE TRADE AND FOREIGN WARS 201 Hitler and his finance minister, Hjalmar Schacht, was over this con cept of economic independence. How unsettling when we have words from Wall Street to Washington that sound so familiarly like those of Hit ler when he suggested the necessity for economic mobilization "compa rable to the military and political mobilization." The Pattern of Controls Though the imposition of Wage and Price controls in 1971 was done in the name of controlling inflation, those controls remaining on oil and gas caused the government to begin to intervene in the classic manner of politicians anywhere who believe in the economic and political benefit of autarky.

The United States is widely re garded as the marginal factor in world production and consumption of oil. The steps that follow essen tially led this country to place a floor under the price of oil not a ceiling over the price of oil as the Depart ment of Energy bureaucracy would have led us to believe. Step 1. 1971-Wage and Price controls instituted. Step 2. Most controls removed in 1973 but kept on oil and gas. Step 3. OPEC raises prices drastically. Step 4. We counter, irrationally, with the "entitlements" scheme en couraging imports, and price controIs, discouraging domestic produc tion. Step 5. We don the national hair shirt of a contrived energy crisis and directly intervene in the auto indus try through mileage requirements and 55 m.p.h. speed limit. Step 6. This forced draft downsiz ing causes extraordinary capital ex penditures and dislocations in the American automobile industry.

Step 7. Japanese and German auto manufacturers find themselves in the fortui tous position of manufacturing automobiles that are now perfect for the American market, this having come about because of their own governments over the years impos ing three times the taxes on gaso line as in the U.S. Step 8. The U. S. government urg ing National Energy Independence through subsidy and tax break, re sulting in unnecessary and uneco nomic allocation of capital to "alter nate" fuel sources. Step 9. All of this resulting in a disabling of the domestic automo bile and steel industries and immea surable costs to all the Western world. One frequently hears that our presence in the Middle East is nec essary to protect "our" oil. The im plication is that in our absence, the oil would necessarily fall into un friendly hands and those parties would then embargo exports to the United States. Ironically, Business 202 THE FREEMAN April Week reports on November 8, 1982, that "Standard Oil of California and Texaco are reportedly trying to min imize their take of Saudi oil in favor of cheaper Russian and Mexican oil."

In fact, another "lubricant," ball bearings, owes its existence to the importation of chromium ore. Ninety per cent of what is used in this coun try comes from abroad, the Soviet Union being one of the largest sup pliers. Does our dependence on importa tion of chromium or other exotic minerals require government's in tervention to insure supplies? I would suggest quite the contrary, for it is the reliance on the market place and individual initiative which will in sure our supplies. As Hans Lands berg, Senior Fellow at Resources for the Future, says in a Forbes article of November 22, 1982: "We preach belief in market forces but we aban don reliance on them too easily." Intervention Policies at Home Lead to Conflict Abroad Each step we take to insure Na tiona 1 Economic Independence car ries us ever closer to military con flict. Our Middle Eastern com mitments have now grown to the point that troop strength assigned to the Rapid Deployment Force is 230,000 soldiers, sailors and ma rines, that number to double in com ing months. Its assigned area of op erations will cover 20 countries in the Middle East, excluding Israel.

The force, it is reported, will take on responsibility with the objective of strengthening friendly nations po litically and militarily. How far re moved that notion is from those ad monishments of George Washington at the founding of the Republic! A logical step that follows the no tion of economic independence is the use of sanctions and embargoes. It is with these acts that we skate close to the pitfall of war. The problem is that sanctions by definition inhibit the market and precipitate reac tions from perceived or real enemies which may have been unnecessary in their absence. Pinpointing the root cause of any war is precarious. A colleague no ticed some graffiti in San Francisco around Columbus Day which said: "World War III started when Co lumbus took away the land from the Indians." Of course, using that logic, the apple would be at the core of all our problems. One can, nonetheless, wonder whether the oil and steel embargo of Japan and the resulting fall of the Konoye government in October, 1941 did not in turn lead to the controversial exchange of the Greater East Asia Co-Prosperity Sphere for Communist hegemony throughout a major part of the Far East. The resultant loss of lives made the earlier Rape of Nanking appear an almost minor tragedy of this tragic century.

1983 FREE TRADE AND FOREIGN WARS 203 Steps for Survival But what steps should the United States take to insure its survival in what can be a most unfriendly world? It first must insure its priorities are right from the perspective of its uniqueness as a liberty loving, free market, limited government exam-: pIe to the world. Free trade is an inherent part of that profile. The maintenance of the military neces sary to defend the country from ag gressive acts can only be consistent with the American ideal of choice if it is maintained by voluntary enlist ment. One hears much about one's obligation to make a "fair share" contribution to causes. There is a rule of thumb that in voluntary associa tions, 20% of the members contrib ute 80% of the time and money nec essary to keep the effort going. Any notion that even with a draft there is an even sharing of responsibility for the defense of the country falls in the face of the evidence that few soldiers in any war are in line oper ations, and one study shows that fewer than 50% of those actually fire at the enemy.

Ronald Reagan said in a letter to Senator Mark Hatfield on May 5, 1980 that "draft registration may actually decrease our military pre paredness, by making people think we have solved our defense prob lems when we have not .... But per haps the most fundamental objec tion to draft registration is moral. Only in the most severe national emergency does the government have the claim to the mandatory service of its young people. In any other time, a draft or draft registration destroys the very values that our society is committed to defend." Milton Friedman in a debate with a U. S. general at Stanford Univer sity defended the pro-volunteer Army position. The General scoffed that he did not want to be defended by "an army of mercenaries." "Would you rather," Friedman replied, "be de fended by an army of slaves?" With the exception of President Reagan's implication that there might be emergencies in which the draft was desirable, I would other wise agree with both in abhorrence of the use of force to conscript people to defend the country.

Defensible Action The full-time job is the nourish ment of the precepts of liberty at home and noninterference with other nations' affairs abroad. There will always be good men and women who will come to the defense of such an arrangement. If foreign intervention tends to erode domestic liberty-as I would contend-there may still be in stances where American citizens wish to put in with others they per ceive to be suffering. The repeal of the legal inhibitions, including the Logan Act, preventing individuals 204 THE FREEMAN from aiding those in other nations would expand free choice with no perceived risk to a nation bent on limiting its government's role. Obviously, it is the understanding of and the willingness to stand by the principles of free choice which underlie the maintenance of a free society. What could be better than a rereading by veterans of free mar ket theory or a first reading by a novice of Bastiat's works, or Henry Hazlitt's Economics In One Lesson or Leonard Read's "Conscience on the Tariffs and Dumping Battlefield" to make certain the ar gument on behalf of freedom re mains articulate and principled?

Above all else it is vital that if the case for liberty is to prevail, the dangers of war posed by imposition of foolish economic theories be rec ognized and free exchange be ap plied to international as well as do mestic trade. The saying is as true today as it was a century ago, "If goods do not cross borders, soldiers will." , IDEA...') ON LIBERTY THE term dumping carries a fairly definite impression to most people, but to define it is not easy. When goods from one country are sold in another at prices below the cost of producing them, the process is com monly called dumping. Presumably it doesn't m~tter whether it is an individual or a firm or a government that does it; it is still called dumping. The argument against dumping is that domestic producers cannot meet "unfair" competition from abroad. The remedy often suggested is to raise a tariff wall against these products by an amount equal to the difference between what foreign producers are willing to sell for and their costs of production. Sometimes the comparison is even made with our costs of production.

Since when has the cost of production been the determining factor of the selling price? This idea is based on the labor theory of value, rather than on the market theory. Using this same argument, local tariffs should be levied against all domestic businesses which, for any reason, offer their products for sale at a price below the cost of production. Of course, the advocates of this argument demand that the government be given the power to determine the "true" cost of production. And don't laugh this off as ajoke because it has been seriously proposed more than once. The proposal may be in the form of a subsidy rather than a tariff, but the reasoning is the same. W.M. CURTISS, "The Tariff Idea"

"I hope you're enjoying your day off," a neighbor told me some years ago. "You wouldn't have this holiday ifit wasn't for the union. Maybe you ought to thank them for the free ride you office people get while the fac tory workers pay dues and do your fighting for you." As a salaried employee of a major corporation, I've been taunted by this argument a number of times. It's es sentially the "free rider" argument. The point of this argument is that a union obtains pay increases and benefit improvements for everybody in the organization, and not just those covered in the bargaining unit. In fairness, I would have to admit that this is true. The items covered in my employer's union contracts have routinely been distributed to Mr. Barger is a corporate public relations represen tative and writer in Toledo, Ohio. Melvin D. Barger FREE RIDERS FACE A ROCKY ROAD nonunion employees almost imme diately after the signing of union contracts. Over the years, we've re ceived cost-of-living adjustments, pension improvements, salary in creases, extra holidays, and even dental and eye care programs. These changes were obviously related to similar changes in union agree ments, so it would be ridiculous and false to insist that there was no tie in.

I sometimes worried about the way spiraling costs were hurting our business. And it bothered me in late 1974 when the union negotiated hefty wage and benefit increases even while hundreds of employees were laid off. Like other free riders, how ever, I went along with the process, and accepted the new benefits as an additional "right." As far as I know, not a single free rider protested be205 206 THE FREEMAN April cause of a system that enabled peo ple to demand and get wage in creases even when the market for their services was sliding. A Changed Climate Today the climate has changed dramatically-changed both for union members and for other em ployees who have gone along for the ride. Unemployment has been soar ing, from an 8 percent rate in Sep tember, 1981 to a 10.8 percent rate only 14 months later. Basic indus tries such as autos, steel and con struction are in deep trouble, and this is causing ripple effects of distress throughout the nation. White-collar workers, the so-called free riders, have been caught in this storm along with unionized employees. In the September 1981 to September 1982 period, unemployment among white collar workers rose from 4.1 percent to 4.8 percent, and the climb appar ently is continuing.

In this deteriorating economic cli mate, the unions have become a fa vorite target. They are blamed for shoddy work practices which have made American goods less competi tive in the market, they are blamed for refusing to make wage conces sions which would lower manufac turing costs, and they are blamed for supporting legislation which raises taxes or handcuffs business. The unions deserve this critical attention, and it's probably causing some members to question whether unions have served their best inter ests. But let's not believe that we can dispose of our problem simply by putting a union label on it. We free riders also deserve some ofthe blame, if only because we shrugged at ideas and practices which helped create the serious problems we now face. If we're traveling on a rocky road to day, it's because we once thought it was a smooth highway into the future. Both union members and free rid ers have made certain assumptions, or held certain beliefs, which are turning out to be liabilities for the nation as a whole. Here are three of these ideas which need re-examina tion and overhauling: 1) That compulsory union mem bership serves the interests of all workers; 2) That wage and other cost in creases can be "passed through" in definitely in the form ofhigher prices; 3) That companies, with their seemingly large resources, are the basic providers of jobs and security.

None of these ideas stands up very well when it is thoroughly explored and tested. Yet both union members and other company employees in the United States have acted as if these three beliefs were true. As a result of these false beliefs, there has been a tendency to ignore market signals which clearly were pointing to trou ble ahead.

1983 FREE RIDERS FACE A ROCKY ROAD 207 Here, in my opinion, are some of the things we free riders should have given more consideration to, in the years when we thought we were traveling on a smooth highway. Compulsory Union Membership For one thing, we should have worried about the longterm and general effects of compulsory union membership. The public has fretted about the "greed" of the large unions and, occasionally, the weakness of management in coping with union demands. In fact, however, the sys tem has been tilted politically to give unions unusual powers in the bar gaining process. It is useless to blame unions for abusing this power. It is pointless to insist that management should have shown more firmness in bargaining sessions. Given the real ities of compulsory union member ship, we have come out about where we should have expected to be. The public seems to be ambiva lent about unions. On the one hand, there is a belief that unions were once very necessary and performed a use ful service in bringing general im provements to working conditions and in raising pay levels. But now unions are seen as "having too much power" and there's a belief that they ought to be reined in or made to be have in a more responsible manner.

There is amazement at some current union actions, such as the strike by Chrysler's Canadian workers at a time when the company's future is very shaky. Why do unions, or their members, sometimes behave in ways that seem to go against the public interest and may also destroy their own jobs? (We free riders are espe cially alarmed when unions launch strikes which threaten our jobs as well as the jobs of striking workers!) But by authorizing compulsory union membership, the public (through its elected representatives) also authorized what it now deplores as abuses of power. Without compul sory membership, there are checks and balances which would serve as natural restraints or adjustments in relations between companies and their work forces. If there is no com pulsion, for example, some members could refuse to pay union dues or they could resign from the union if they disagreed with its actions. Other workers could be brought in to re place the workers who had struck.

And there could also be vigorous prosecution when the union uses vi olence to enforce its demands, as unions have done in hundreds of cases. Admittedly, most of these actions to restrain unions have been dis credited or held up to ridicule. But that's only because unions were so successful, in the past, in winning support for practices which would frighten us if everybody adopted them. The nonunion, salaried em ployees of a company do not have 208 THE FREEMAN April the same "right to strike" that is conferred on union organizations. Yet many of those salaried employees the free riders-think it is reason able and proper that unionized em ployees should have this privilege. I've also talked with many sala ried' nonunion employees who do not understand the implications of the unions' right to strike. They feel that a strike is just the normal use of one's right to quit a job. But if striking workers were merely quitting their jobs, most companies would respond simply by hiring new workers and starting up again. The real power of the strike is the unions' power to keep companies from exercising this al ternative. Unions do this by using either the law or violence to enforce their strikes.

Over the years, unions have used the strike weapon to bludgeon most of the major U.S. industries into compliance with union demands. We free riders, as well as unionized em ployees, have been included in the process. And many of us, while voic ing disapproval of high-handed union actions at the bargaining table, may have secretly enjoyed what was going on. "I hope they get what they're going after," one of my fellow em ployees told me, just after the union's demands became known. "The com pany will have to give us the same benefits!" But while this was going on, few people paused to ask what the cumulative effects of these periodic contract agreements might be. We can now look back and realize that excessive costs have destroyed one market after another for U.S. pro ducers. We now feel that unions should have shown more "social re sponsibility" or foresight. But most of us probably believed that in creases in wages and benefits could always be "passed through" in in creased costs.

The Myth of "Passing Through" We free riders got into trouble be cause we believed, along with the union, that large industrial compa nies could always "pass through" in creased costs to the customer. This was widely believed about the U.S. automobile industry, and some crit ics even felt that bargaining negoti ations were simply pro forma ses sions which unions and management conducted at the customer's ex pense. This was believed possible because U.S. auto manufacturers had little strong competition in Ameri can markets until the 1960s, when both European and Japanese pro ducers began to move into the U.S. market in force. In fact, however:, there is almost no way increased costs can be "passed through" indefinitely, or even for the short term, without harming one's position in the market. Even when U.S. manufacturers dominated the market, increases in automobile 1983 FREE RIDERS FACE A ROCKY ROAD 209 production costs resulted in higher prices which forced some buyers to abandon or postpone their pur chases. Or, if they purchased auto mobiles at higher prices, they passed up the purchase of something else on their lists of preferences. In any case, higher costs and prices always led to reduced sales and production for somebody, although it happened so slowly and was spread over such a large market that few people no ticed it or could trace the process.

It's possible that economics pro fessors and antibusiness writers helped perpetuate belief in this myth. Major U.S. industries, they argued, were "oligopolies" which gave com panies the power to adjust prices markedly without paying any pen alty in reduced sales. Business lead ers and marketing executives who said this wasn't true were merely being "self-serving" in order to max imize their own profits and take a larger share of the pie. Meanwhile, by demanding a larger share of the pie for themselves, unions were per forming a useful social function. Free riders, also, believed that costs could be "passed through" in a painless manner, and few of us re alized what the cumulative effects of this false belief would be. U.S. man ufacturers held a dominant position in world markets until about 1965, and then a tremendous slippage started to occur because of price competition. In market after market, we had become the high-cost producers, and jobs were lost in steel, in autos, in textiles, in shoes-in virtually every manufacturing industry.

When plants were closed, free rid ers lost their jobs along with union members. There were rising com plaints in northern industrial states about losing jobs to "cheap labor in the South" or "cheap foreign labor" in Taiwan, Mexico or Japan. But the competition from low-cost producers elsewhere was not the real cause of our problem, although it did help dramatize the cost inefficiencies of many American industries. Even more dramatically, it proved that even the largest manufacturers and so-called "oligopolies"· do not have much power when it comes to "pass ing through" cost increases. Now, it is true that mature indus trial states like Ohio and Michigan have a tendency to become high-cost areas over long periods of time. It was inevitable that other areas in the United States and in foreign countries would someday challenge us in our markets. But we made it much easier for them to succeed in this challenge when we accepted the idea that major U.S. industries had the power to bypass price competition.

Who Provides the Job? A third false belief we free riders accepted is that companies, with their 210 THE FREEMAN April seemingly large resources, are the basic providers of jobs and security. This seemed to be true because many people, both union and nonunion, spend their lives with strong com panies which always offered good pay and benefits. In these arrange ments, the company is viewed as the employer and the jobs are a form of property. We are now learning that no com pany has a fixed number of jobs which it can offer to any group of employees, union or nonunion. Em ployees may like· to think that they have lifetime employment, but this is a false belief because the company itself is mortal and cannot really control the length of its own life span. Good management and bril liant planning may make one com pany more successful than another, but every company is subject to market changes and unpredictable events which can wipe it out almost overnight.

We have been getting a lesson in this reality. Who would have be lieved, some years ago, that great industrial firms like Chrysler Cor poration and International Har vester would move to the edge of bankruptcy, dislodging thousands of people who once thought they had lifetime employment with these companies? Who would have be lieved that General Motors Corpo ration would have more than 150,000 people on indefinite lay-off by 1982 or that more than 500,000 jobs in auto manufacturing and auto-re lated industries would be lost with little likelihood of restoration? All of this has happened, and the process has been repeated in most major industries. The CustomerIs in Charge What this should teach us is that no company is really the basic pro vider of jobs and security. Every company, no matter how vast its re sources, is really performing a bro kering service between customers and the resources needed to supply customers with products and ser vices. Jobs come into existence when there is a market need for them, and pass out of existence when the mar ket need for them disappears. Job levels also can be reduced when companies change the combination of resources needed; for example, when a highly automated plant re places a less efficient one that re quired a larger work force.

In the current recession, some business analysts are telling us that millions ofjobs have disappeared and might never come back again. What really happened is that customers who formerly provided the jobs have changed their preferences for var ious reasons. And just as companies do not have the power or willingness to provide lifetime employment, nei ther can customers continue to schedule their purchases so as not to EtiSfltpt 6wpersenalempl6yment ,lans. This may bring anguish, Rot only to employees of a C6mpany, but also to share~ldeFs, plant commu nities,s\tppHers and many others who depen.d Oft the cemPftny. It is a fact 6f life, h0Wever, th.at the cus tomer is the :real ,",vider e£the job, an~ we ignore that fact at Qur own peril. The,. .. tie Such Thing _ • F.... Ride Perhaps some of our friends who constantly tell us there is no "free lunch" should also say that there is no such thing as a "free ride." We do live in a very complex society in which many forces are delicately balanced and related to one another.

Almost everything we do or think is , bound to affect somebody in some way. More to the point, everything we do or think in our commercial activities will eventually affect our pocketbooks in some way. As a free rider, I now think it was wrong to pretend that I was a spec tator or innocent bystander during the years when our own 'basic indus tries were being sapped of the vital ity and cost-efficiency which once brought them leadership in world markets. I should have realized, more keenly than I did, that false beliefs and unsound practices would lead to trouble for all of us. And while I have been critical of unions in this article, I do not really blame them {>or the tre\lhles we are in, as some of my fellow free riders do. Industrial unions are simply f{)rms of the pressure groups we have throughout seeiety. Many of the people who critj(~iIe iRdustrial unions \)elong tG pressure greu,s .r their own which are seekh\g special leg islated advantage at the expense of the rest of us.

The ReatM.... What our troubles should be tell ing us is that we ought to look at ideas and practices in the early stages, and do something about them before they've run their course and produced so much damage. We should really be studying trends and ideas by asking where each is likely to lead. Take, for example, the time when my neighbor taunted me about re ceiving the extra holiday which came as a result of the new union contract. If I had been thinking with any clarity, I might have replied thusly: "Yes, it is always nice to have a day off. But the union did not really 'give' me this day off. It had to come out of our business in some way, and what it really means is that the company has been forced to pay me for not working. But the company is really only a broker between customers and resources, so the truth is that our customers had to pay me for not working. Today's vacation is really a small amount and it's not likely to 212 THE FREEMAN affect their decision to use our prod ucts in the future. But I am con cerned because we've been piling lots of things onto the customers. I hope the customers do not eventually rebel and put the union and free riders like myself out of our jobs."

But that would have been too much of a statement for a warm holiday morning when everything seemed to be going so well. And I'm also afraid my neighbor would have replied with a popular two-syllable expletive. In Let the Market Decide his view, I was a free rider, ap.d that was that. He was right-but he should have noted that almost everybody in the country has to go along with what ever ride is being offered. That's why we should all pay more attention than we do to the driving. We now know that the road can be come just as rocky for free riders as it does for the people behind the wheel. , IDEAS ON LIBERTY INSTEAD of making a union the exclusive bargaining representative for all employees in a firm when it has been selected by only some, the law should see that those who object to the union retain their basic right, as free men, to fend for themselves. When men are forced in the first place to join unions, forced in the second place to go along with all plans and programs conceived by their leaders, and forced in the third place to keep their peace if they wish to keep their jobs (and maybe their health) it is not at all surprising to find a good many trade-union leaders less than responsive to or honest with their membership ....

Power acquired by force and subject to no continuing functional check is bound to corrupt. Corporate managements are kept in line by the right of stockholders to move their equities when they are dissatisfied and by the right of consumers and other purchasers to take their patron age elsewhere without let or hindrance when price or quality are poor. If the house of labor is to be clean, the same general principles must be applied there, with the workingmen of the nation in the position of stockholders and consumers. It is as absurd to expect good clean union ism in conditions of extensive compulsory unionism, as it would be to expect good government in a society where the divine right of kings or the dictatorship of the proletariat was the central political principle. SYLVESTER PETRO, "Can Labor Clean Its Own House?" (1958) DISTRESSINGSYMPTOMS often induce people to go to a physician. Quite often, these symptoms indicate that a patient is afflicted with some in ternal disorder. The symptoms may range from headaches to dizziness to fever to a vast assortment of aches and pains. It is not unusual for a physician to prescribe something aimed at relieving the distressing symptoms, even when he may go be yond that. Indeed, many of us take home remedies to relieve symptom atic discomforts before or instead of seeing a physician. Despite the com plaints of some purists in the medi cal profession or among scientists that this is treating symptoms rather Dr. Carson has written and taught extensively, spe cializing in American intellectual history. He is the author of several books and is working at present on A Basic History of the United States to be published by Western Goals, Inc.

ClarenceB. Carson THE CRISIS OF THE WELFARE STATE than curing the disease, the pre scribing or taking of medicine which provides symptomatic relief is often sensible, adequate and economic. After all, an aspirin to give tempo rary relief from a headache or re duce a fever may be all that is required. Even so, symptoms are symptoms. They are not the ailment, though they may be important signals that something is awry. To put it another way, symptoms are effects, not causes. The effects may have a va riety of causes, and a given cause may have several effects. If the symptoms persist, and the cause can be discovered, it is the cause that must be dealt with if health is to be restored. At this level, the critics of the treatment of symptoms are correct. For a good many years now eco213 n8mic "doctors" -whether they be economists, politicians, journalists, or soothsayers-have heen. treating symptoms rather than the disorders.

They have been prescribing for the eifects, not the causes. Unemploy moent is a sympt0m, net the 4isorder. High interest rates are an effect, nat a cause. General price rises are ef fects of something else, not ailments to he treated. So it goes with all the indices which have been contrived in the effort to measure economic activity or inactivity. They are at best only symptoms which may signify some disorder. Medically, the worst aspect of treating symptoms is that it may si 1ence the signal, so to SPeak, with out getting at the source of the trou ble. Something analogous to this may happen in economic activity as well. For example, interest rates may be lowered, temporarily, at least, by in creasing the money supply; this not only silences the signal but also sets the stage for even higher interest rates later. Intervention Damages the Market The political treatment of eco nomic activity or inactivity has con sequences and causes damages for which there are few medical paral lels. Except for the possibility of taking political action to allay eco nomic symptoms and the tendency of treating symptoms to obscure the sources of the difficulty, there may n~ he any. An ec9R-8My is hardly analegotis to tme Ruman b04y. It is not naturally subject to ills for which there are specific pelitical remedies.

All eeenemy consists of those ar rangements by which ,roductien and trade are c6ndueted. It is eeollGmical in these ways and to the extent that those goods which are InOst wanted are produced and provided with the least expenditure of the scarce ele ments of fJraduction. Theory new demonstrates and experience tends to show that the constructive activ ities of production and the social re lations involved in exchanges are most effective economically when they are freely and voluntarily done. These last points can be stated more strongly in a different way. Force is anathema to economy. To put it in medical terms, an economy is allergic to coercion. There are all sorts of unwanted side effects when compulsion is intruded into the per sonal and social relationships by which production and trade are car ried on. It inhibits exchanges. It up sets the balance between supply and demand. It interferes with produc tion by arousing resentments among the producers and gets in the way of their full use of their faculties to productive ends. It interrupts the smooth functioning of the market in facilitating exchanges, in signaling what is most wanted, and in adjust ing to the continual changes occur ring within an economy. Coercion, 1983 THE CRISIS OF THE WELFARE STATE 215 whether it be compulsion, force, vi olence, intimidation, fraud, deceit, theft, confiscation, trespass, slavery, or involuntary servitude, is disrup tive of human efforts to carry on their constructi ve activities economically.

The Role of Government One of the basic functions of gov ernment is to prevent the use of coercion in constructive productive activities and in the distributive ac tivities of the market. It does so most broadly by maintaining the peace. More particularly, it may do so by defining property, settling disputes, enforcing voluntarily entered into agreements, prohibiting the use of force and fraud or compulsory labor, and restraining or punishing offend ers. To the end that they may effec tively perform these functions gov ernments are granted a monopoly of the use of force within their respec tive jurisdictions. (That states the principle, of course, to which there may well be exceptions, such as, the right of self-defense, the prerogative of parents to restrain and punish children, within limits, and the like.) The task of government in these matters is fundamentally defensive. The exclusion of force from pro duction and the market, then, is a political, not an economic, problem.

Ordinarily, it is a problem ofjustice , not of equity. That is, it is ordinarily a problem of protecting the rights of those who produce and exchange from trespass upon them. In the abs ence of force, those who produce may keep their production, or exchange such portion of it as they will. In their exchanges they receive such as oth ers are willing to offer them. That is the equity of the market. In these circumstances, too, an economy per forms as well or as ill as those who work and exchange within it. Any problems that might be described as economic are those of individuals and groups, not something attributable to "the economy." Market Signals An economy sends signals, so to speak; it does not have symptoms of disorder. If the price of some good rises, this signals the possibility of profit for producers. If interest rates rise, that is a signal to investors to become lenders in the market. If in terest rates fall, that may be a sig nal to shift into other areas. Ifwages fall in some field, that may be taken as a signal to learn a different skill.

Of course, interpreting the meaning of the signals of the market is not so simple as that, but the examples are meant to show the kinds of signals that the market sends. They are sig nals, as I say, not symptoms, and there is no political medicine which properly applies to them. But enough of signals, symptoms, and medicine. My purpose for dis cussing them was to lay the ground work for establishing that the wel216 THE FREEMAN April fare state is in crisis. To do that, I wanted to make clear the character of an economy and to distinguish it from government. It is important to understand that an economy, per se, cannot malfunction. It is equally important to grasp the fact that force disrupts the operation of an econ omy. For example, when signals from the market are interpreted as symp toms of disorder and government in tervenes so as to alter signals, this disrupts economic activity rather than effecting a cure from some imaginary economic disease.

The matter goes much deeper than government's tampering with the economy to provide symptomatic re lief from some economic signal, however. The longterm interven tion in the United States (and many other countries) has a much more thoroughgoing animus than that and is a much more powerful current running against the tide of econ omy. It is true that once the basic instruments of the welfare state were in place, politicians and their eco nomic advisers have often talked as if all that would be needed to keep the economy moving would be minor adjustments. But the thrust of the welfare state is against economy; it is animated by an anti-economic idea. It substitutes political goals for the rules of economy. By so doing it dis rupts economy progressively and tends to produce an endemic crisis. The impact of welfare state intervention can be most clearly seen in the market, though it extends out ward into every aspect of economy.

In essence, the market is the place where we exchange the excess of our produce for those amenities of life which either we do not own or produce at all or else not in suffi cient quantity. Or, to put it in pre cise humane terms, the market is the place where we adjust our produc tion to our wants. There are other ways to describe the function of the market, of course, such as, that it makes possible the division of labor by which we are enabled to produce and have more. But since adjust ment is the key to the disruptive im pact of intervention let us focus our attention on that. Each Party Gains in a Voluntary Exchange The principle of trade in the mar ket is quid pro quo. It is also the most basic equity in economics. It is the balance wheel in an economy. On the face of it, quid pro quo doesn't say anything much. The Latin phrase means, literally, "something for something," connotes "one thing in return for another," and it may be rendered as "tit for tat." Yet it is the essence of trade. Without something for something, no exchange has oc curred; with it, a trade has been consummated.

It is singularly easy to misunder stand the nature of the equity in1983 THE CRISIS OF THE WELFARE STATE 217 volved in trade. It is quite plausible to suppose that the equity consists in the equal value of the goods traded for one another. On reflection, how ever, it should be clear that if both parties to a trade valued the goods equally there would be no exchange. On the contrary, what makes for trade is that each party values what he receives more highly than what he gives up in the trade. The equity consists in the advantage which each party receives, not in some sort of equality supposed to be in the goods traded. Courts have long held that in private exchanges where both parties are competent to contract, are the rightful owners of the goods they offer, and there is no force or deceit involved, a sale can be made, re gardless of the amount of the consid eration received by either party. All that matters, in such circumstances, is that there was something for something. That is in accord with the principle.' of quid pro quo.

This principle enables the market to function effectively; it allows prices to adjust to supply and demand, wages to fluctuate as employment conditions change, and assists pro ducers with signals about what is most wanted. It leaves decisions of worth and value to individuals who are in the best situation to deter mine them. The market can be cleared of excess goods; employment can be as full as there are people willing to work for what others are willing to pay; production can be ad justed to wants. The WelfareStateIdea The welfare state is animated by a different idea; it is an attempt to substitute a different rule for quid pro quo in the economy. The moving idea of the welfare state is social justice. Undergirding the notion of social justice, or sustaining it, is the idea of distributive equality. But the equality of the welfare state is not individual equality. It is social jus tice, not individual justice, equity, or equality. More precisely, it is class or group equality, and within that framework, individuals may be sup posed to obtain some sort of equality with others of their class. Examples of this sort of equality can be most easily recognized in the pay scales of labor unions and government workers. Workers do not receive equal pay, of course, but within their particular classifications they tend to be paid at an equal rate. The "equal pay for equal work" slogan makes such sense as it does within this framework. It is really a call for equal pay for all in the same job class or classification, to which the appeal to "work" is largely a smokescreen.

The welfare state tends to substi tute something for everybody for the quid pro quo something for some thing of the market. More directly, the welfare state attempts to pro vide something (distributive equal218 THE FREEMAN April ity) for every class, order, grouping, and category of people. Quite often, it provides something for nothing. It is a political, not an economic, con cept. The welfare state continually upsets the tensioned balances within an economy: the balance between supply and demand, between pro duction and consumption, between work and reward, between buyer and seller, between the money supply and prices, and between foreign and do mestic markets. It does so by pro gressively introducing force into the economy for political ends. Coercion is disruptive to economy in any case, as already pointed out, but when it is pervasively applied for political ends, it has a corrosive effect ame liorated only by its regularity.

The Market Is Disrupted, Not Entirely Displaced The welfare state in the United States has not entirely displaced the market, nor the other major ele ments in the economy. Even quid pro quo is still in operation, though its workings have been progressively disrupted. The welfare state is more like a vast overlay of interventions on the market and economy than the displacement of it. They burden the economy, distort it, disrupt it, but they do not replace it. The interven tions produce episodic disorders as well as crises. Some of these have been called by such varied names as recessions, inflation, economic stagnation, even stagflation, in recent decades. They are usually popularly described as if they were economic in origin. Actually, they are the products of government interven tion. Each intervention, whether it be increasing of the money supply, raising of the minimum wage, price controls, production controls, redis tributionist programs of a more di rect kind, or what not, produces its own bitter fruit of price rises, un employment, surpluses, shortages, and so on.

On the surface, at least, the wel fare state appeared to be working fairly well for much of the 1950s and 1960s. It was generally conceded that prosperity was widespread, and some commentators even became publicly concerned about the dangers of· af fluence. The prosperity, however, was despite the welfare state interven tion, not because of it. There were special conditions which help to ex plain the prosperity. Mitigating Factors First and foremost, capital invest ment and technological innovation overcame much of the drag of the welfare state. Increased productiv ity kept prices from rising nearly as much as might have been expected from the increases in the money supply. That is not to say that capi tal investment and technological in novation could have done the job alone. While the federal govern1983 THE CRISIS OF THE WELFARE STATE 219 ment had deficits, they were not nearly so large then as they have become since. Interest rates gener ally were low during most of the period.

The United States had acquired vast holdings of gold in the 1930s, and this was being used, and nearly ug~d Up. in defending the dollar around the world. This was so effec tive in supporting the dollar that it was only in the late 1960s that the pressure shifted to silver, which was legal tender domestically, in the flight from the dollar. At that point, the issuance of silver certificates was discontinued, and silver coins ceased to be used as a medium of exchange. But the dollar had been reinforced by precious metals to that point. Nor should the role of human adaptation in overcoming the dis ruptions, distortions, and drag of the welfare state be discounted. Man is marvelously adaptive in finding ways to survive, and even prosper, in the face of otherwise debilitating gov ernment interventions. Americans were somewhat aided in making these adaptations from the late 1940s through the mid-1960s by the re moval. or reduction of some of the more burdensome restraints and in terventions of the New Deal and wartime years. For· example, pro duction and price controls were ei ther removed ar reduced inhoth ag riculture and industry. The drag of the welfare itate was there oorinfl these years, but much of it was ov erridden by favorable developments.

A Prolonged Crisis Since the early 1970s, at the lat est, the United States has been in a crisis. It is similar in many respects to those crises which used to be called depressions. It is as severe as most of the depressions in past American history and has lasted longer than the generality of them. But the word has gone out of style since the begin ning of the New Deal, out of defer ence, it may he, to the claims that the legislation of the early New Deal had banished depressions once and for all. (Of course, the Federal Re serve system, which was passed much earlier, was supposed to prevent depressions, but it didn't.) At any rate, we only have recessions nowa days, according to fashionable ter minology. But this is not a call for the revival of the word "depression" nor a brief for the use of such words as "recession." At best, they describe symptoms, not causes. To call the present condition a cri sis would be no better, if the word were left to stand alone. It becomes much more precise, however, when it is labeled the crisis of the welfare state. Moreover, the cause is identi fied and named. It is the welfare state. More specifically, the cause of the crisis is those government inter ventions by which the welfare state is estahlisbed #'\lld IT9-WS aHa ex220 THE FREEMAN April pands. The crisis is reached when the interventions so unbalance and dis rupt the economy that it is, in effect, at least extensively paralyzed. To put it another way, the crisis of the wel fare state occurs when the social jus tice modes of something-for-every class and something-for-nothing go so far in displacing the market's something-for-something principle that the market can no longer func tion effectively and the economy is debilitated.

Let me not suggest, however, even by implication, that a crisis of the welfare state occurs at some precise identifiable point which could be pinpointed and be expected to recur again and again at that point. The crisis of the welfare state is ulti mately qualitative, not quantita tive. The welfare state establishes a vast network of dependencies of the people upon it, assumes responsibil ity for their well-being, and arouses expectations that it will deliver. In consequence, many people are un ·accustomed to taking the initiative and making the adaptations which might enable them to survive and prosper. For example, they may not move to new locations to find work or enter new fields of endeavor when old ones promise little for the future. Also, interventions tend to mix up such signals as the market can send, and many people become frustrated with the continual fluctuations which accompany government interference. These are qualitative matters depending upon the wills of people, are not measurable, and hence are unpredictable. In any case, the symptomatic character of indices deduced from statistics makes them unreliable predictors of anything.

Cities in Crisis Probably, the most dramatic ex amples of the crisis of the welfare state have been the cities for the past decade or so. There is good reason why this should be so. In the first place, large cities are concentrations of people that are most dependent upon the market in a country. In the second place, the welfare state is more firmly and deeply established in what are called the inner cities than anywhere else. Trade is the life blood of cities. They have almost always arisen as trading centers. Their origins are still apparent in the fact that most large cities to this day are located on nav igable streams, on lakes, near the confluence of rivers, or are seaports. The first large cities in America were Boston, New York, Philadelphia, and Charleston, all port cities. In time, most cities have become manufac turing centers, transportation cen ters, and centers of wealth. They drew goods and workers from near and far, shipped goods to the sur rounding hinterland and often to the far corners of the world.

If the quid pro quo which under1983 THE CRISIS OF THE WELFARE STATE 221 girded the relationship between these cities and the trading areas they served be ignored or downgraded, it is easy enough to see how they may have provided the model in the minds of reformers for the welfare state. After all, what is the welfare· state but a great grid extending outward from a central city? Except, of course, force has been substituted for vol untary exchange; wealth is drawn inward by taxation, and it is distrib uted. on the basis of political favor rather than an economic quid pro quo. At any rate, welfarists have been drawn to the great central cities much as moths are attracted to a flame. Concentrated wealth is the prime ingredient of the welfare state, and the cities were the places where it was mainly concentrated. Cities would have been drastically harmed by the welfare state anyway, for their lifeblood is trade, and welfarism is an assault on the market. But they have borne the brunt of it in two other ways. In the first place, much of the wealth which financed the welfare state has been drawn from the cities. In the second place, many city governments became the most profligate distributors of welfare.

In the past several decades cen tral cities have drawn welfare recip ients much as they were once a mag net for workers. Many of the factories, commercial institutions, and service institutions have left the inner cities as they became welfare enclaves. Far from being the centers of wealth they once were, they have become political fiefdoms of mendi cant politicians seeking federal and state grants to stay afloat. Their crises are the crisis of the welfare state writ large. The CrisisSpreadsto Outlying Areas and Other Lands But the crisis of the welfare state is by no means restricted to the in ner cities; the whole country (and, for that matter, much of the rest of the world) has been in its grip for the past decade or longer. It is a cri sis which began to beset us around 1970. It has had some ups and downs since that time, but it persisted throughout the 1970s and is thus far a fixture of the 1980s. The signs symptoms, if you will-of the crisis are: the declining value of the dol lar, wildly fluctuating interest rates, unbalanced budgets, mounting defi cits, the bear market for stocks (in terrupted from time to time by mini crashes and mini-bulls), unemploy ment, rising prices, stagnation in productivity, imbalances in foreign trade, and many others. Economic analysis. can show that these symp toms are effects of welfare state in terventions and the inflexibilities they brought with them. Historical evidence points to their cause as the massive intrusions which immedi ately preceded their onset.

222 THE FREEMAN April The last great cycle of govern ment intervention before the onset of the crisis of the welfare state came in mid-1960s. It came during the Johnson Administration, and many ofthe crucial acts came in 1965, when President Lyndon Johnson was fresh from his landslide victory over Gold water. "A wide-open legislative road stretched before the Great Society programs," as one history has de scribed it. "Congress poured out a flood of legislation, comparable only to the output of the New Dealers in the Hundred Days Congress of 1933. Fiscal orthodoxy flew out the win dow and planned deficits came in the door.... The Office of Economic Op portunity ... had its appropriations doubled to nearly $2 billion. Con gress granted more than $1 billion to redevelop the gutted hills of Ap palachia, and voted a slightly greater amount for aid to elementary and secondary education. . . . A tireless Johnson also prodded the Congress into creating two new Cabinet of fices: The Department of Transpor tation and the Department of Hous ing and Urban Development (HUD)."

(Thomas A. Bailey and David M. Kennedy, The American Pageant [Lexington, Mass.: D. C. Heath, 1979, 6th ed.], pp. 885-86.) But the above only scratches the surface of the new programs inau gurated or old programs bolstered in 1005, some of them invelving long term commitments. The Medicare program was begun in 1965. A gen eral scholarship program for college students got underway. The govern ment got more involved in health services with enactments for Com munity Health Services, Mental Health Facilities, and a Heart, Can cer, Stroke Program. A variety of programs to aid in pollution control were authorized or funded. Ac tually, however, Johnson had not waited until his victory over Gold water to speed up welfare state ac tivity. In 1964, such acts as the fol lowing were passed: Federal Airport Aid, Farm Program, Pesticide Con trols, Civil Rights Act, Urban Mass Transit, Truth-in-Securities, Food Stamp, Housing· Act, Wilderness Areas, Nurse Training, and so on.

The thrust did not end in 1965, but it tapered off after that year, as the Johnson Administration became more and more involved in the Viet nam War. Interventions of the 19708 Some of the enactments of the first term of the Nixon Administration contributed substantially to the cri sis of the welfare state as well. The Occupational Safety and Health Ad ministration and the Environmen tal Protection Agency, both autho rized in 1970, were major thrusts. The Equal Employment Opportu nity Act of 1972 was yet another. Not all this legislation was class l~lislation. F81' eXD\J}le, Reither 1983 THE CRISIS OF THE WELFARE STATE 223 OSHA nor EPA fall clearly in that category. But it was all welfarist in character, and most of it has been class legislation. At any rate, the .spate of legislation between 1964 and 1972 was more than adequate to burden and restrain even the most resilient economy.

Actually, there are many crises, potential and actual, within the general crisis of the welfare state. Some come and go, occupy center stage for a bit and then are set aside to smoulder. For example, there is the monetary crisis which emerged even before the end of the Johnson Administration. The United States government could no longer support the ever-increasing number of dol lars issued to finance the welfare state with its dwindling supplies of precious metals. Therefore, between 1967 and 1971 the government abandoned official support of the dollar with precious metals, as qui etly as it could. That did not end the monetary crisis, of course. Thereaf ter, the dollar "floated," as it is still floating, floated in relation to other currencies, on the one hand, and against durables, among them pre cious metals, on the other. The flight from the dollar got un derway in earnest after 1970. The most dramatic of the crises resulting from the flight thus far has been the oil, or, more broadly, energy, crisis.

There were other factors in the oil crisis, such as OPEC and animosity toward the United States, but the enduring feature has been that oil exporting countries will no longer accept the dollar in exchange for oil at anything in the vicinity of its former valuation. When the United States ceased to support the dollar with gold in international exchange, it was more or less drastically deval ued, nowhere more than in the price of oil. There is not space here to attempt to trace out all the crisis-producing aspects of the manifold activities of the welfare state. Indeed, a good-sized volume would not provide the space. Suffice it to say that monetary ma nipulation results in booms and busts, general fluctuations in prices, higher or lower, and can only be off set by unpleasant adjustments. Reg ulations and controls increase the costs of producing and distributing goods by the cost of every activity of compliance.

Inflexibilities Introduced Which Hinder Adjustments to Change Administered prices and wages, whether it be minimum wage laws, union-prescribed wage scales, price controls on goods and services, or what not, produce inflexibilities that make changes to meet changing conditions exceedingly difficult, if not impossible. Deficit spending must be made up either by borrowing in the market or increasing the money supply. High taxes take money away 224 THE FREEMAN from productive purposes to be ap plied to nonproductive ones. Redis tribution disturbs and distorts the market mechanism for distribution. Long term commitments, such as Social Security, produce crises as they come due. Indeed, the United States government has a large as sortment of longterm commitments in its various "insurance" programs which could only be met, if at all, by so flooding the market with paper money that the dollar would be destroyed.

But let us not be drawn away from the main point by an elaboration of intermediate causes of the present crisis. To be aware of the economic consequences of political interven tion is no doubt desirable, but to fo cus on these is to leave the root cause untouched. The root cause is not to be found in anyone or combination of intermediate causes. Those who believe this way are still open to the view that by better conceived politi cal manipulations, based on better understandings of economics, the crisis can be averted and things set right. But so long as the root cause continues to produce its effects, the Charles Dickens IDEAS ON crisis will remain, either potentially or actually. The root cause is a premise. It is the premise of the welfare state. It is the belief that government can and should intervene in the economy so as to achieve social justice. It is this belief which prompts those in power to alter or supplant the quid pro quo of the· marketa system of equity for voluntary traders-with a class system of distribution. It is this that burdens the market and economy with every sort of exaction, extrac tion, regulation, control, distortion, and disruption.

The cause of the present crisis is political, not economic. That means that the cure is political. The cure is for government to confine itself to establishing justice and reducing force, leaving equity to the market in economic matters. That will not solve all problems. Nothing will. But it will restore the responsibility for wrestling with them to the individ uals and voluntary groups who are best qualified to deal with them. When that is done, the economy will function as well or as poorly as the people who operate within it. , LIBERTY EVERY man, however obscure, however removed from the general rec ognition, is one of a group of men impressible for good, and impressible for evil, and it is the nature of things that he cannot really improve himself without in some degree improving other men.

Bill Anderson The Virtues of the Free Economy IT IS FITTING,I believe, that this 1982 meeting of the Mont Pelerin Society be held in West Berlin, for it is in this place that the realities and ironies of the free economy and· col lecti vism stand as stark and clear as the Schandmauer, the oppressive Wall of Shame that surrounds this free city in a sea of totalitarianism. If we are to present the case of the superiority of capitalism over collec tivism, this is as good a place as any to begin. Were I a lawyer presenting the case of economic freedom, I would be tempted to use Berlin as my exam ple. After all, the good economic for tune of West Berliners is well-known, especially by East Berliners who have been kept from the western ~ector of their city by the imposing barrier of concrete, barbed wire, land mines and machine guns for longer than twenty years. In the free West Berlin, people move at liberty throughout the city; in communist East Berlin, the Bereitschaftspolizei, the civil police, harass and intimi date citizens at will. The West Ber liner's income is higher than that of his eastern counterpart, whose wages, while the highest in the com munist bloc nations, would place him below the poverty line in the West.

Mr. Anderson is a teacher of social studies at Ross ville, Georgia, Junior High School. This article is pub lished by permission from his prize-winning essay in the 1982 Olive W. Garvey Essay Competition in co operation with The Mont Pelerin Society. 225 226 THE FREEMAN April There is no question that West Ber liners are freer, wealthier and hap pier than their eastern counterparts. Western Intellectuals Persist in the Denigration of Capitalism But the minds of men are con fused and muddled on the subject of economic freedom. The western world in the last two centuries has been a showcase for the virtues of economic freedom, yet, as theologian Michael Novak points out, "Few themes are more common in Western intellec tual history than the denigration of capitalism."l George Gilder, in his perceptive Wealth and Poverty, notes with sadness that many who give intellectual support to free enter prise do so not because they agree with its ethos (which they see as morally bankrupt), but simply for utilitarian reasons: it creates more wealth than does collectivism.

2 Yet, if capitalism is to continue to be a vibrant part of the world order, it must be seen as having virtues beyond its immense productive ca pacities. Those who wish to enlist economic freedom in the quest for human progress, for justice, for an end to world hunger, for freedom it self, must see capitalism not only as an efficient dispensary for human greed, but basically as a conduit for moral actions. Capitalism is an eco nomic way of life that can help pro mote not only material well-being, but also spiritual well-being. At the present time, however, people-even many West Berlin ers-are abandoning the road to economic freedom and supporting, instead, the ethos of collectivism as they seek values they deem worth owning. But such a road, Walter Lippmann wrote, "leads down to the abyss of tyranny, impoverishment and general war."3 It is the purpose of this essay to examine this west ern abandonment of capitalism and to show that the alternative to col lectivism, the free economy, is, in deed, a worthy and moral choice by individuals and by nations.

The Paradox of Freedom The free economy is a study in paradox. Persons vote against it at the polls and vote for it with their dollars. Collectivist governments place it at the top of their enemies lists, yet turn to it to help cure their economic ills. 4 Clergymen denounce the capitalist spirit as immoral, yet the very foundation of the free mar ket is dependent upon what Novak calls "the exercise of moral charac ter of certain sorts."5 The free mar ket seems to have become a social prostitute: people of all income, ed ucation and cultural levels de nounce it publicly for its alleged sins while at the same time seeking it in times of economic need. Perhaps this is not surprising. Af ter all, the intellectual and legal ba sis of capitalism-that the individ1983 THE VIRTUES OF THE FREE ECONOMY 227 ual is free, has the ability (and responsibility) to make moral choices, and has certain rights that cannot be pre-empted by his government runs counter to the deeply-held te nets of pantheistic traditional thought that have ruled human minds since the beginnings of civi lization. At the heart of traditional thinking, whether or not it be artic ulated by a Plato, a Confucius, a Rousseau, a Castro or a Mao, is the contention that one's identity begins not with himself but rath.er with his community, his guild, his tribe, his predetermined social class, or,. in modern terms, his state. 6 While it is true that Christianity (and especially the legacy of Protes tantism) has undermined tradi tional thought-and gave spark to the rise of capitalism-the commu nal ideology of pantheism, with its emphasis on "aristocracy," social or der and varying rights and privi leges to be granted to persons of dif ferent castes, became officially mixed with the Christian religion in the Middle Ages. Nor did the Protestant Reformation and its resulting doc trines instantly change the long-held conception of "superiors" and "infe riors" in the social order. 7 The superiors included the clergy, the university professors, royalty, political figures and soldiers of high rank; the iRferiors were the serfs, the merchants (who were espeeially fiis trvsted) aDd:8ther t.w~ IJ8rn of less than nobility. As one can imagine, such a "moral" order was more than popular with the upper classes, for along with being the natural heirs to leadership over the masses, they were free to impose their "superior" values upon their subjects, and that meant sumptuary laws and thousands of rules govern ing business practices. 8 The free economy is a stUdy in paradox. Persons vote against it at the polls and vote for it with their doilars.

The historian Arthur M. Schles inger Jr. certainly showed an affin ity for the precapitalist structures when he wrote of mercantilist En gland, "Power was held to imply re sponsibility, and all classes were to be brought together in harmonious union by a sense of reciprocal obli gation."9 Yet, as demonstrated by the numerous peasant uprisings that periodically threatened the founda tion of the feudal order, it is clear that the masses did not share Schlesinger's enthusiasm for their plight. And well they did feel dis content; their lot was a most miser able one. The lower classes were as poverty-stricken then as the poorest villagers in _titllte Third WerW ..iefts~y.

228 THE FREEMAN April The vast number of regulations restricting price, supply, manufac turing procedures and-above all competition, served as effective bar riers to limiting economic growth. Only the nobility could be wealthy; after all, believed the superiors, weal th was fixed and could only be divided, not expanded. It was un thinkable for one of a lesser social order to gain wealth. So when it came to gaining riches in the old world, "the worldly order," wrote Lippmann, "was to be predatory."l0 Neighbor plundered neighbor, city plundered city and nations constantly plun dered nations. It is of little wonder, then, that the aristocratic upper classes in post mercantilist Europe neither appre ciated nor understood the new capi talist economic and social revolu tion. After all, as one grasps when reading The Wealth ofNations , Adam Smith developed the concept of Nat ural Liberty precisely for the benefit of the poor, not the rich. The aristo crats could not comprehend the fact, as Lippmann put it, "that the Golden Rule was economically sound."ll They could not envision the self-interest of the merchant being freely chan neled to serve others, nor could they accept the merchant's gaining not only wealth but social prestige as well. The Industrial Revolution, in reality, was a revolution of the com mon man, and those who had once set the public agenda were left behind in democratic capitalism'~ wake.

And despite the vast increase of wealth and power capitalism has brought to the western world, and despite the great steps that have been made in eliminating the once-com mon poverty in the industrial na tions, the free market is still an anathema to many of those outside the business realm-the New Class, as Kristol calls them-who seek to determine the "social agenda." These people are hostile to business, but the reason for their hatred, in my opinion, has little to do with social and economic inequalities that exist within our society. After all, the tra ditional societies for which many of capitalism's critics share an affinity are often wretchedly poor with ine quality the norm. As Kristol has noted, the reason for their contempt of the free market is the lack of so cial and political power the liberal, individualistic capitalistic order gives to them. 12 Within a society that per mits a free market, power lies within the market itself, and "is dispersed among so much of [the] population rather than concentrated solely in a governing elite. "13 Novak, commenting upon the hos tility many clergymen seem to hold toward capitalism, writes: In traditional societies, church leaders (whether in Rome or in Geneva) were able to impose their own values on the entire civil society. It is difficult for church leaders to play such a role within a dif1983 THE VIRTUES OF THE FREE ECONOMY 229 ferentiated society. Thus there is often a secret hankering, a lingering nostalgia, for a planned society that would once again permit church leaders to be in al liance with civil leaders in suffusing an entire society with their values. This new Constantinianism appears today as so cialism in totalitarian states, and as statism in mixed economies. 14 Democracyin the Market Critics of the capitalist system, especially those who might share the paternalistic biases of Kristol's "New Class," simply are not impressed with the democracy inherent within a market system. The aristocracy never had confidence in democratic institutions, especially during the precapitalist era; their descen dants-though they may espouse a .belief in democratic equality-have as little confidence in free choice as their forebears. For when they speak of equality, they talk not of a state of equality under law, but rather a state of equality brought about by the law. Their religion demands an equality of results to be adminis tered by a governing elite.

Such a concept of law-that it re strain some and unleash others-is rooted not in the spirit of equality manifest by the rise of 19th-century liberalism, but rather in the des potic mentality of ancient tribalism. Therefore, the modern results of a legal system of equality by coer cion-including progressive tax Where inequality before the law prevails,so prevailsthe specter of despotism,of tyranny,of pov erty, and loss of freedom. rates, transfer payments, housing subsidies, food stamps and other welfare programs, or the brutal re sults of collectivism seen in the past 50 years in the Soviet Union and Asia-reflect not some sort of ad vanced social compassion, but rather a mental leap backward into an age of monarchs who thought them selves to rule by divine fiat. I5 And such a mentality, it needs to be stressed, mutually excludes the lib eral view of equality before the law. For where inequality before the law prevails, so prevails the specter of despotism, oftyranny, ofpoverty, and loss of personal freedom.

Henry Hazlitt, Gilder, Kristol and others have intelligently argued that government poverty programs based on legal inequality actually retard potential economic gains poor per sons can make. What they have not pointed out, however, is the link be tween today's agenda of statism and the paternalistic ethos of ancient times. And it is here that nations can learn from the past, for it is the indisputable fact of history that le gal inequality, enforced economic isolation (called self-sufficiency) and 230 THE FREEMAN April the throttling of the free market leads not to the desired ends ofjustice and prosperity, but to the reverse. It has only been the practice of free divi sion of labor, free markets, and equality before the law that has led to freedom and economic growth. It has long been the contention of tra ditional man that he must choose between liberty and bread; the ex perience of freedom has demon strated the opposite. Liberty leads to more bread, and much else besides.

Ultimately, it is both the liberty and prosperity inherent in the dem ocratic capitalist order that brings those grounded in ancient ideals of society to distrust of the free mar ket. For the liberty of this order per mits those who once labored under the domination of despots to govern themselves, while the prosperity brought about by the free market system allows those who once were desperately poor to support them selves and not be dependent upon the paternalistic whims of the aristoc racy. Lippmann once commented about those who seek, in effect, the older order: ... the only instrument of progress in which they have faith is the coercive agency of government. They can imagine no alternative, nor can they remember how much of what they cherish as pro gressive has come by emancipation from political dominion, by the limitation ef power, by the release of personal energy from auihorityand collective coorcion.16 And it was Frederic Bastiat who so eloquently predicted the results in store for those who seek coercion under the guise of freedom: Capital, under the impact of such a doctrine, will hide, flee, be destroyed. And what will become, then, of the workers, those workers for whom you profess an affection so deep and sincere but so unenlightened? Will they be better fed when agricultural production is stopped?

Will they be better dressed when no one dares build a factory? Will they have more employment when capital will have disappeared?17 Giving and Receivinl One who gives is held in far greater esteem than one who receives, and it is widely believed by those em bracing traditional views that capi talism is simply the economy of re ceiving; that is, the poor labor and the -rich receive. Hence the view, ar ticulated by John C. Bennett, presi dent emeritus of Union Theological Seminary, that the free economy, if not altered by forces of government, is "morally intolerable."18 Economic freedom as demon strated by two centuries of unparal leled fiscal growth, has given those nations that practice it wealth that far exceeds even the richest monar chies of ancient times. And yet, the spirit of economic freedom is seen by critics as just "the unguided lust of the businessman for profit."19 Seh.lesiug-er, an EMltsp8&eftadvocate 1983 THE VIRTUES OF THE FREE ECONOMY 231 of the planned economy, describes the philosophy of free enterprise as an anarchic creed of "everyone for him self and the devil take the hind most."20And Ronald J. Sider, author of Rich Christians in an Age ofHun ger, dismisses capitalistic economic growth as simply the product of covetousness.

One cannot read the parable of the rich fool [in the New Testament] without thinking of our own society. We madly multiply more sophisticated gadgets, larger and taller buildings and faster means of transportation not because such things truly enrich our lives but because we are driven by an obsession for more and more. Covetousness-a striving for more and more material possessions-has become a cardinal vice of Western civilization. 21 Such charges-and they are le gion-bring one to ask obvious questions, and they are: Have the vast improvements in the material quality of life, life-saving drugs, mass education, the elimination of fam ine, the breaking down of structures that once enslaved persons of little means and the concept of individual liberty simply arisen from greed, from covetousness, from the desire to harm one's neighbor? Have the economic gains made in the past two hundred years by the descendants of those once legally bound as serfs simply been a moral blight on history?

I leave the reader of this essay to answer those questions for himself. But my point is this: Capitalism has brought vast economic improve ments to nations practicing it; that is not in dispute. However, if the free market order is seen by a majority of men-and especially those who have the power to set social agen das-as a license for greed, deca dence' and moral bankruptcy, then nations will continue their slide to ward collectivism and statism and what is left of the free market will disappear into the dishonesty, graft and bribery that is the black market. 22 In establishing moral criteria for judging capitalism, I believe the free market must pass two tests. First, it must be consistent with the princi ples of the ancient time-honored Golden Rule; second, the society that produces the capitalist system must be a moral one that measures up to certain moral principles. Living by the Golden Rule In a predatory economy, the Golden Rule, "Do unto others as you would have them do unto you," cannot be easily practiced. If wealth can be gained only by extraction, then it seems logical to assume that one cannot become rich and simulta neously live by the Golden Rule. Ei ther one steals (and no one likes to be called a thief) or one is poor (which demonstrates why poverty has been held in such esteem in traditional 232 THE FREEMAN April religious thought). Traditional thinking dictates that a society gov erned by the Golden Rule be poor; it is not difficult to understand, then, why a mind governed by such ideas would interpret the' capitalist soci ety as rapacious.

But, as Lippmann, Mises, Gilder and others have articulated, the prosperi ty of the free market order has developed not as the result of theft, but rather by the forces of mu tual cooperation and trust between individuals. Lippmann's thesis of The Good Society was that a moral, co operative society could come about only by the practice of free market principles. He wrote: All of this [western prosperity] did not happen by some sort of spontaneous en lightenment and upsurge of good will. The characters of men were not suddenly al tered .... For the first time in human history men had come upon a way of pro ducingwealth in which the good fortune of others multiplied their own. It was a great moment, for example, in the long history of conquest, rapine, and oppres sion when David Hume could say (1742) ... "I shall therefore venture to acknow ledge, that, not only as a man, but as a British subject, I pray for the flourishing commerce of Germany, Spain, Italy, and even France itself." It had not occurred to many men before that the Golden Rule was economically sound. 23 For one to gain wealth in the cap italistic system, notes Gilder, one must first give, not receive. "The gifts of advanced capitalism in a moneThe capitalist 19th Century-so condemned by its critics as a hundred years of exploitation was the most peaceful century in human history.

tary economy are called invest ments .... The gifts will succeed only to the extent that they are altruistic and spring from an understanding of the needs of others."24Wrote Mises: Wealth can be acquired only by serving the consumers. The capitalists lose their funds as soon as they fail to invest them in those lines in which they satisfy best the demands of the public. 25 Within such a system of freedom, one is rewarded only if his neighbor is also rewarded. "A" profits only when voluntary choice prevails-by giving "B" either a product or a ser vice which "B" feels will meet his needs or desires. 26 If this interaction were to cease, the intricate web of cooperation that supports the capi talist system would quickly break down. Retailers would not sell if they could not trust their producers; con sumers would not buy if they had no confidence in the products and ser vices available. Investment would not be possible if those with the means to save and invest had neither con fidence in nor concern for the future.

As demonstrated by Leonard Read in his 1958 article, "I, Pencil," even 1983 THE VIRTUES OF THE FREE ECONOMY 233 the basic products made within the capitalist system involve the coop eration of thousands of persons, even persons who by sight or creed might hate each other. Such is the power of the free market. It is no coinci dence, then, as Hans Sennholz points out" that the capitalist 19th Cen tury-so condemned by its critics as a hundred years of exploitation-was the most peaceful century in human history. 27 The Moral Foundations When Adam Smith in 1776 laid out his thesis in The Wealth of Na tions, he envisioned the free market order to arise not from a people con trolled by avarice, greed and ill-will, but rather from a society in which moral values were considered to be important, where creativity, sym pathy, thrift and the postponing of present gratification for future re ward were upheld as virtuous. Such an order had already arisen in Pu ritan New England, where the vir tues so vital to the establishment of a growing free market had become the basis of the region that gave birth to Yankee Ingenuity.

Puritanism gave the pursuit of such interests (work, thrift and enterprise) di vine sanction and showed that this work ing of divine will through an individual's daily work could be advantageous to so ciety at large .... It was because the Pu ritan .... was satisfied to postpone or delay his gratification, that capital accumulation was made possible and that investment leading to new kinds of pro ductivity emerged. 28 Conversely, one might add, the societies which are predatory and show little of the moral virtues as have been described, are also socie ties that show little or no economic promise. For as Novak has so elo quently stated, capitalism is not the end result of materialism. Rather, materialism-that is the insatiable desire for instant material gratifi cation-works against the free mar ket. He notes: Sustained economic growth does not consist solely in material abundance; it springs from and it continues to demand the exercise of moral character of certain 'sorts. Should such character disappear, so would sustained economic growth. A hedonistic, narcissistic culture is not likely to invest in its own future or to make the necessary sacrifices for its own posterity. 29 OutstandingEconomicGrowth a Consequenceof Freedom Despite the fact that breathtaking economic growth has occurred for more than 200 years, those two cen turies, when placed in the context of the millennia of human history, are but a blink of an eye. The rise in the Iiving standards of men once des tined to live in squalor and oppres sion has come, perhaps too quickly for most who have participated in or have been caught up in the capital234 THE FREEMAN April ist order. Men have profited greatly from the free economy, but few have ever understood why this sudden in crease in prosperity even occurred.

Thus, men, who are inclined to fol low the traditional philosophies so firmly etched in their minds, easily fall prey to those who would offer them coercion and collectivism as the road to an even better life. The free economy promotes co operation instead of conflict; it encourages peace instead of war. But the genie of freedom has been allowed to escape, and men, even while not understanding fully how freedom has given them economic opportunity, have still tasted of its fruits. Because of the phenomenon of individual freedom, the shackles that bound the serfs-and even their oppressive monarchs-in the pre capitalist era have, at least, been temporarily discarded. Therefore, men can dream ofa better life where their ancestors could only accept the poverty of their day. The experience of the free econ omy leaves one both optimistic and pessimistic at the same time. One is optimistic, because it has been dem onstrated for 200 years that freedom works, brings a better life to all, and is not a force to be feared. But one is also pessimistic, because so many have failed to understand the vir tues of the free economy and, there fore, turn to collectivism and stat ism in hopes that coercion will allow them to fulfill their dreams.

The free economy allows men to be virtuous, to practice trust and honesty and be rewarded for it, to bestow a good life for their fellows, to help rid the world of plagues, hunger and other blights that prey upon the weakest of those in our midst. It promotes cooperation in stead of conflict; it encourages peace instead of war. When Lippmann exhorted his peers to turn from the drive to stat ism in the 1930s, he was jeered and declared by many of his fellow "lib erals" to be a "reactionary." And, yet, many of his insights were correct, many of his predictions of coming wars accurate. They are true today as well. The message of Lippmann, and the message 200 years of liberty has proclaimed is this: the Good Society, one in which men can strive for jus tice, virtue and a better life for all can come about only by the practice which "preserves and strives to per fect the freedom of the market. "30 This is not a utopian dream, for those who believe in utopia believe also that man can be coerced into perfection. I cannot accept the idea that somehow man in the world as we know it will lose his willingness to sin. But while man is in his imperfect state, the free eCOflomy win help him to create a mere prosper ous, a more tolerant, a more just, and a more virtuous werld. , -FOOTNOTESIMichael Novak, "The Ecooomic System: The Evangelical :Basis ef a Becial Market Ecen omy," The ReviewofPolitics,Vel. 43 (July, 19tH), 1'.355.
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Hans ~ Sennholz Workers and ~'-"".. .-=~==-====---/ Robots WHEN, shortly after World War II, the first electronic computers were placed into service, they occupied large rooms, contained miles of wire and hundreds of vacuum tubes, and cost many thousands of dollars. To day, a computer with similar capa bilities fits on a desk top and, de spite rampant inflation, costs less than $1,000. The early computers consumed enough power to drive a locomotive; the modern computer uses less electricity than a televi sion set. Two technological inven tions gave rise to this spectacular computer revolution: the transistor and the integrated circuit. They ushered in what the National Aca demy of Sciences called "the second Dr. Sennholz heads the Department of Economics at Grove City College in Pennsylvania. He is a noted writer and lecturer on economic, political andmone taryaffairs. 236 industrial revolution." It is thor oughly affecting not only the way we communicate, store and use infor mation, but also the very nature of industrial production. It is trans forming millions of jobs and chang ing the skills needed in productive society.

Computer manufacturing is the fastest-growing industry in the United States. In 1980 its sales were estimated at $24 billion and its growth rate was averaging more than 20% per year. It gave us a growing array of computerized consumer goods, such as pocket calculators, digital watches, electronic games, computer toys, and microelectronic timing devices in washing machines and microwave ovens. It provided the automobile industry with comput erized engine controls regulating fuel and air intake and ignition timing.

WORKERS AND ROBOTS 237 Computer technology is applied to every operation of the engine and dri ve-train as well as to speedome ters, clocks, and other dashboard instruments. Other Uses for Computers Computers have begun to affect product structuring for many other industries as well, for apparel, food distribution, petroleum, energy, printing, publishing, retailing and transportation. They are invading the halls of government and the of fices of banking, insurance, account ing, and the securities industry. They are helping to provide health and welfare services and forcing educa tion to adapt to its new ways. Com puters are touching the lives and work habits of people in all trades and professions, of millions of hourly workers and professional engineers, managers, lawyers, doctors, den tists, scientists, writers, editors, his torians, economists, and others. Word processors, which are rela tively cheap computers equipped with the capacity to edit text stored electronically in the machine's memory, are finding their way into many offices. An estimated half a million were in operation by 1980, and sales are expected to exceed 200,000 a year by the mid-1980s. We are seeing a new generation of "in telligent" office equipment, such as facsimile machines, which can read printed text and transmit it over telephone lines to other facsimile machines that reproduce the printed text. It is converting more and more information from paper documents to electronic signals that are stored in electronic data banks and trans mitted to other banks. It is reshap ing the nature of white-collar work.

Computerized machinery is help ing engineers to design products and parts thereof on computer screens and then draw up the specifications for manufacturing them. In the pro duction process the computer that designs a part then generates the instructions for the machine that will manufacture it. A new generation of industrial robots, which are flexible computer-controlled arms holding tools, is performing a wide range of complex tasks. In 1980 some 3000 were performing heavy repetitive labor on American assembly lines. By the end of the decade a hundred thousand more versatile robots may be clanking away in shops and fac tories. Some experts are predicting that more than 50% of all jobs in the American economy may soon be af fected by computer-based automa tion. And the microelectronic "revo lution" has barely begun. 1 Antagonism to the New Many Americans are painfully afraid of the economic and social consequences of the revolution. They are convinced that the computer technology is responsible for the high rates of unempI-oymeni, and that it is boand to get worse with the addi tion of every new robot. The com puter-intensive industries are bur dening saciety wiih mass unemployment, they lament, which.

may greatly inteJilsifythe soeial ten sion and polari~ation between its productive members aDd milli0ns of people out of work. How terrifying!. Tools and ma chines are said to cause unempley ment. If it were true it would sug gest a simple solution: pass more laws and regulatiens that restrict or even bar the application of comput ers. Let's return to the simple ways of the past that made for hard labor and full employment! Popular hostility toward any type of innovation probably is as old as the first invention. Since the dawn of history it sought to block the way toward economic betterment. Early stonecutters probably objected to the discovery of metal and the casting and forging of a wide assortment of metal tools. The monastic scribes copying ancient manuscripts un doubtedly were alarmed about J0 hann Gutenberg's first printing press, built in the 1430s. Laborers re sented the harnessing of wind and water power, and when steam power appeared on the scene, the use of steam engines. Water carriers re gretted the introduction of water pipes, messengers deplored the in vention of the telegraph and telephone, and horse breeders an.

elacksmiths bemoaned the ctmling 8f th.e automobile. 2 Old ways and habits are always defended by antagonism to the n.ew. But new ideas are difficult to resist fer leng if they are heneficial to someone. In a free economy with private property in the means of production, eager entrepreneurs are aIways searching for new tools and machines that make human laBor more productive. New inventions may necessitate the development of new skills and proficieneies, and may require more learning and readjust ment. But they do not cause unem ployment. As they increase the pro ductivity of labor and thereby reduce its costs, the demand for labor in ef fect tends to rise, which creates more employment opportunities. "Automated"Water Delivery The great benefits of "automa tion" are clearly visible in many ex amples from the distant past. It is difficult to imagine life in a city of 500,000 people, like New York in 1850, before the days of "auto mated" water delivery. Several times a day many residents trudged to the nearest public well or cistern where they obtained a small quantity of polluted water which, when mixed with brandy or gin, was presumed to be safe to drink. Women and chil dren, in particular, were carrying barrels of water hundreds of yards 1983 WORKERS AND ROBOTS 239 to their crowded tenements. Those who could afford the extra expense relied on professional water carriers who, by cart or on foot, delivered water to more affluent homes. Surely, it is no exaggeration that a hundred thousand New Yorkers labored daily to secure a few gallons of water, and that thousands of fully-employed professionals carved out a meager living from the manual delivery of needed supplies. 3 During the middle of the 19th century, industry was developing cast-iron and steel pipes that came to the market at ever lower prices.

Gradually the water system began to change, new techniques and methods were introduced, and mod ern plumbing came into existence. By the end of the century, some 3.4 million New Yorkers enjoyed an au tomated delivery system. The water carriers, those toilers of the ages peddling their supplies like luxu ries, had disappeared, and the horse drawn tank wagons hustling through the streets were forgotten. But there were thousands of workers manu facturing plumbing supplies, count less stores and shops handling the supplies, movers and haulers deliv ering them, and tens of thousands of pIumbers fully employed in the task of installing and servicing them. The "automation" of water deliv ery not only created many more em ployment opportunities, but also im measurably improved the living conditions of millions of people. Surely, it must have been difficult for the water carriers to adjust to the new technology. But in the end, even they benefited from the plumb ing revolution.

Triple Benefitsfor Workers The American labor market today is in a significant transition that is as beneficial as the plumbing revo lution during the second half of the nineteenth century. There are la bels for this new era. Some call it the post-industrial society, the high technology economy, the service economy, the information economy. But no matter how you may call it, it is a new technology that is im proving the lives of millions of peo 'pIe as consumers and producers. It is basically and fundamentally transforming the work that needs to be done. In the course of two or three decades direct manufacturing as we know it today, is likely to be restruc tured completely. Old tasks are dis appearing and new opportunities are opening up in high technology. It is erroneous and misleading to blame the computer technology for the chronic unemployment. The ma jor patterns of joblessness in key manufacturing industries, such as autos, steel and construction, were visible long before the first com puter appeared on the scene. There has been unemployment whenever, for any reason, the costs of labor ex240 THE FREEMAN April ceeded its usefulness and value in production. Tools and equipment make human labor more productive, they do not cause "technological un employment." Surely, new tools ne cessitate the learning of new skills as they make old skills obsolete. They may necessitate the movement of la bor from old locations to new loca tions·as economic changes have done from the beginning of time.

To reduce manufacturing costs and make themselves more competitive, manufacturing industries are intro ducing ever more productive tech nology. General Motors, for in stance, has laid off some 100,000 workers because its cars are not selling. But in the depth of this se vere depression, GM has announced plans to purchase 20,000 robots in the next 10 years. It is resorting to a massive infusion of "labor-saving" technology that may affect many of its workers. They will have to learn new skills and fill new positions. Many will have to leave the centers of change for new jobs elsewhere; only skilled technicians and those unwilling or unable to adjust will stay behind. A Rise in Productivity To speak of "labor-saving" equip ment is to speak exclusively for those workers who need to learn new skills and pursue new opportunities for employment. When seen from the point of view of consumers and the whole society, modern computers raise the productivity of labor and improve working conditions. They increase the supply of goods and raise the levels of living by permi tting consumption of more goods. Con sumers may choose to buy those goods manufactured with computer assistance or any other items and services.

Wage earners reap triple benefits from the introduction of technologi cal improvements: 1. As the productivity of labor in creases wage rates tend to rise. Econo mists speak of a rise in the marginal utility of every kind of labor, which is the value added to or subtracted from the value of the output by the employment or withdrawal of a worker. 2. Rising labor productivity lifts some unemployed labor whose costs up to now exceeded its usefulness above the thresh old of employability, and thus creates new jobs. 3. As consumers, wage earners tend to benefit from the fall in goods prices which the rise in productivity and output tends to bring about. All workers benefit from the gen eral rise in the productivity of labor. But in the short run some may suf fer economic losses from the neces sity of retraining and relocating. They may have certain skills that are made obsolete by the technolog ical improvements. Despite the gen eral rise in wage rates they may earn less than before, or be unemployed if they refuse to adjust.

1983 WORKERS AND ROBOTS 241 Technological improvements do inflict painful losses on some inves tors and entrepreneurs. The in crease in the quantity of computer equipment tends to lower its mar ginal productivity, that is, the value added by the application of yet an other computer, which tends to lower computer prices. Moreover, old equipment may lose in productivity and value, which will hurt the inter ests of those investors who, for any reason, fail to keep up with the changes. Learning New Skills Technological innovations neces sitate adjustments not only by investors and entrepreneurs but also by workers. They all are subject to the dictates of the market where consumers, through their buying or abstention from buying, issue the orders. Consumers also determine the methods of production. In choos ing between new Detroit cars or for eign imports, or just a used car, or any other item, consumers implic itly decide the issue of equipment, in particular, the continuing use of old equipment or its replacement by computerized robots.

In a changing market economy all factors of production tend to move toward those uses and locations where they attain their greatest usefulness. They are guided by price which is the consumers' signal of concern and value. Labor is guided by wages and benefits, which are the prices paid for the factor of produc tion, human labor. In an unham pered labor market the adjustments and movements of labor tend to equalize the wages and benefits of the same quality labor throughout the market. Changes in the market structure always bring about new wage differ ences that bring forth new labor ad justments. The magnitude of the dif ference tends to affect directly the speed of adjustment which is a time consuming process. A wide differen tial tends to hasten the adjustment, a small difference may retard it. Retraining Costs Many personal and institutional factors also enter into the adjust ment process. The time and expense required for retraining play an im portant role. Schooling and training may have made a worker a special ist with special abilities for render ing valuable services. He may have invested effort, time, and money in his training, which the computer technology may have made obsolete.

He is facing new expenses for re training. His decision is likely to be difficult and painful-as all entre preneurial decisions usually are. The expenses incurred in retrain ing vary with the levels of skills that are sought. A professional person with many years of university train ing would face large expenditures if 242 THE FREEMAN April he were to seek expertise in an en tirely different field. An unskilled laborer who acquired his skills in a few hours of on-the-job training, may just need a few hours of instruction for a different job. The retraining expense made nec essary by the computer technology depends entirely on the level of spe cial skill that is sought in the com puter market. The professional per son would have to seek many years of graduate education, the unskilled laborer a few hours of instruction. If industrial robots actually displace unskilled workers with simple on the-job training, the retraining ex penses should be rather minimal.

Employers can be expected to pro vide the training as they did in the past. Many companies, in fact, are of fering inexpensi ve retraining pro grams that provide a possible career path from computer operator up ward through programmer, systems designer, and analyst. Some are conducting evening classes for peo ple from all types of background, from 18 to 50 years of age. After some 40 hours of instruction many be come computer programmers. 4 But such training may already exceed the demands of readjustment. Factory workers and clerical per sonnel may not need to know how the computer works. They must know what the computer can do as it re lates to their jobs. This type of training can be imparted anywhere, in school or on the job, to young and old alike. It is commonly known as the fundamentals of data processing, such as files and coding concepts, re trieval and accuracy, which is pre paring the individual to manage data bases and building his confidence in the other end of the terminal. Young children and many disadvantaged are learning it,5 and factory hands, too, can learn it. They merely need to interface and interact with the computer.

Moving to Another Location Labor adjustment may require more than simple retraining. It may impose the additional expenses of pulling up the family stakes and moving to another location. The worker may have to explore the la bor market in other places, perhaps in other states. He may need to seek information provided by the news media, or avail himself of the assis tance of private employment agen cies serving the desired market. He may have to bear the expenses of this service, which may amount to a few percentage points of his initial wage. And after he has found his desired place of employment he may need to relocate his family at an additional expense. If he is the proud owner of real property he will have to sell it, prob ably at depressed prices in a de pressed community, and then, in the 1983 WORKERS AND ROBOTS 243 new location, acquire other prop erty, probably at premium prices in a growing community. Indeed, the economic cost of relocation may be very high. Other costs may make it even more painful. He will have to sever his social bonds with friends and colleagues, with schools, clubs and churches, and turn away from his little world he grew to love. There is always the fear of the unknown which tends to exaggerate the diffi culties and aggravate the anxieties.

Therefore, he may not choose to ad just and seek relocation. He may de cide to resist the market pressures for change and suffer the financial consequences. In an unhampered labor market the situation is very clear and sim ple. The technological changes that make certain skills obsolete tend to depress the corresponding wage rates, and thus create a visible dif ference between the generally rising rates and the specifically depressed .rates. This difference then gener ates the pressures for retraining and relocating. In a severely hampered labor market, where minimum wage rates prohibit the adjustment and power ful labor unions greatly distort the market, the situation is quite differ ent. The technological changes meet with institutional barriers that pre vent wage rate adjustments, and therefore lead to to mass unemploy ment. The worker with obsolete skills is not free to offer his services at lower rates. He is condemned to be unemployed and cast out of produc tive society. But when, in despera tion, he seeks employment else where he faces wage rates that may be substantially lower than those to which he is accustomed.

The unemployed automobile worker from Detroit who seeks re location in Texas may be shocked to find the going rate for his level of skills to be one-half of his UAW rate. For him, to seek employment is to submit to lower rates, which do not appear very desirable. Only pro longed unemployment with all its woes and pains may force him to consent to relocation. The same may be true in the case of retraining. The unemployed au tomobile worker who becomes a computer programmer outside his union fold, may have to acquiesce to a rate of pay that amounts to much less than his union scale. His new training apparently reduces his pay, which may not nourish his zeal for retraining. Institutional Barriers Labor migration from places with lower labor productivity to places with higher productivity may be impeded further by institutional barriers which interventionist gov ernments like to erect. Many states have license and permit require ments that make it painfully diffi244 THE FREEMAN April cult for newcomers to enter a given market. There may be lengthy resi dence requirements or difficult en trance examinations that aim at discouraging out-of-staters. Labor unions endowed with legal pri vi leges and immunities may deny membership to workers from other states and other vocations. And if membership is actually extended, a union invariably discriminates against its "junior" members, that is, newcomers from out of state.

Institutional barriers that render migration most difficult are rein forced by institutional incentives for remaining immobile. Generous un employment compensation for lengthy periods of time may induce an idle worker to wait for his "re call," rather than search for employ ment elsewhere. The compensation may be supplemented by other ben efits, such as federal foodstamps and tax refunds, various employer exac tions, and union aid. And in case some benefits should run out, there is always public assistance to which unskilled workers may get accus tomed. It offers a very valuable ben efit, "medicaid," that is, free medical services for all family members. With so many powerful disincentives, it is surprising that some workers ac tually do muster the courage and strength to move to other places with more employment opportunities. It is said that older people object too much, consult too long, and adventure too little. If this is true, it cannot be expected that many older workers will want to learn new com puter skills or relocate in other places. It may be left to the coming generation now playing with com puterized toys to achieve the neces sary adjustment. In time young peo ple may seize the opportunities rejected by their parents.

EconomicSuperiorityor TechnicalEfficiency Technological changes take time. On every level of production, from the manufacturers of the new equip ment to its users and their workers, certain difficulties retard the read justment process. The new process may be shrouded in secrecy or pro tected by patents. It may face the ignorance or indolence of entrepre neurs, or the lack of skilled labor that can work with the new equipment. New computers are not applied everywhere as soon as they become available. People do not always trade, in their old cars as soon as new mod els become available, or buy the lat est computers when they first ap pear on the market. They are guided by considerations of scarcity and cost. Old equipment is not scrapped in the instant new equipment becomes available. Economic calculation pro vides the data that permits selection of the most appropriate procedure. It searches for economic superiority by comparing the economic profitabil1983 WORKERS AND ROBOTS 245 ity of the old, less efficient, and still usable equipment with the profit ability of the new, more efficient computer equipment. Technological efficiency and economic superiority are two entirely different things.

The factors that enter such a cal culation would include the price of the new computer, the price of "scrap value" that can be realized from the sale of the old equipment, the cost of production per unit of output by the computer, the cost of production by the old equipment, the anticipated future price of the product, the ex pected .useful life of the computer, and the return from competing op portunities for investment. Replace ment of old equipment by a new computer would be advantageous only if the savings in production cost by the computer during its expected useful life exceed its own purchase price minus the scrap value of the old equipment, and if this excess is greater than the return from other competing opportunities for invest ment. A computer costing $100,000 net, that during its useful life lowers production costs by $100,000, is not economically superior to the old less efficient equipment. It would have to reduce production costs by an ad ditional amount that exceeds the re turn from competing opportunities for investment.

In periods of rapidly changing computer technology, the useful life of a computer may be very short. Economic calculation may once again ascertain that there is superior equipment that necessitates the scrapping of the old. And again investors and entrepreneurs may be forced to choose between economic superiority and technological effi ciency. The choice may be further complicated by changes in market conditions that may result from the changes in the methods of produc tion. Declining costs ofproduction per unit of output, for instance, may lead to lower goods prices, which in turn tend to reduce the value of the equipment that helps to produce the goods. In short, the computer-robot may decline in usefulness and value, which may materially alter the su periority calculation. Technological Maladjustments The development and employ ment of high technology require the outlay of large amounts of capital, which must first be accumulated through corporate profits or individ ual savings. If, some hundred years ago, new capital had not been avail able for the automated water deliv ery in New York City, it simply would have remained a "pipe dream"

as it did in many other cities of the world. New capital must be avail able at a rate that promises a saving in total costs. This condition also points at the harmful effects of confiscatory taxa246 THE FREEMAN April tion and union practices that con sume capital rather than create it. In particular, it refutes the popular notion that union pressures for ever higher labor costs bring forth a trend toward more and more industrial automation. Squeezed by new union demands, employers are said to seek refuge in high technology in order to raise productivity and reduce costs. Higher productivity then encour ages the unions to demand still higher wages that propel the indus trial surge toward unforeseeable producti vity. Oh lucky land of labor unions! It is the fabled land of Aladdin's lamp. Its owner merely rubs the lamp to invoke the friendly genie. Labor unions merely rub employers for higher pay and costlier benefits, and affluent businessmen realize the dream of ever higher levels of living.

The fact is that labor unions usually view all labor-saving equipment with great suspicion and seek to prevent its employment through prohibitive labor contracts. Hidden Costs Expensive severance pay and gen erous pensions for "early retire ment," or supplementary unemploy ment benefits paid by employers, greatly discourage the introduction of labor-saving tools and machines. If, nevertheless, an employer chooses to install new equipment, its tech nological efficiency must be imNew Revised Edition DEATH & TAXES by Hans F. Sennholz 109 pages $5.95 Order from: The Foundation for Economic Education Irvington-on-Hudson, N.V. 10533 mense in order to justify the accom panying labor expenses. But in many cases the technological efficiency does not suffice for economic superiority, which causes unionized industries to cling to antiquated equipment. American industries with powerful unions, such as· steel, automobiles, and construction, are not known for their prompt introduction of the lat est high-technology equipment.

It is also conceivable that an em ployer may resort to some techno logical changes that in the absence of union coercion would not have been advisable. But this is by no means a laudable union accomplish ment. The capital needed for the costly retooling must be withdrawn from other more productive uses. Other industries that were about to acquire more productive equipment are pushed back in the waiting line. They have to be content with old in ferior tools and are forced to wait until more capital is accumulated. In the meantime, consumers must 1983 WORKERS AND ROBOTS 247 pay higher prices than they would have paid in an unhampered mar ket. In other words, the technologi cal improvement necessitated by union coercion constitutes a "mal adjustment" of technology, that is, a diversion of funds from more pro ductive to less productive uses. On balance it depresses labor produc tivity and lowers wage rates.

A Brighter Tomorrow Despite such obstacles to greater productivity and higher levels of Iiv ing, the computer revolution affords hope for a brighter economic future for all people. We may at times de spair about our political institutions that are feasting on and squander ing our economic substance. Gov ernments may be laboring dili gently to maintain the status quo by erecting obnoxious barriers to change at every turn. And politicians who are aware that children have no votes may want to burden them with our How to Raise Wages debts. But the computer revolution, this incredible achievement of American inventors and entrepre neurs, is nourishing an imperturb able faith in a brighter tomorrow. i -FOOTNOTESlRW. Berner, ed., Computers and Crisis, As sociation for Computing Machinery, 1973; also Steve Jobs, "When We Invented the Personal Computer," Computers and People, July-Au gust 1981; Clarence C. Walton, "Computers Fast Instruments and Slow Minds," Computers and People, July-August, 1982, p. 7 et seq., Sep tember-October, 1982, p. 10 et seq.

2Sigvard Strandh, A History of the Machine (New York: A & W Publisher, Inc., 1979). 3Cf. John Duffy, A History ofPublic Health in New York City, 1625-1866 (Russell Sage Foun dation, 1968), pp. 209, 391; also J. Kennard, "Sanitary Engineering: Water Supply" in A History ofTechnology (Oxford, at the Clarendon Press, 1958), pp. 989 et seq.; Robert Ernst, Im migrant Life in New York City, 1825-1863 (New York: King's Crown Press, Columbia Univer sity, 1949), p. 51 et seq.; Sigvard Strandh, ibid., p.214. 4R. W. Berner, ibid., pp. 23-25. 5Ibid., pp. 8-15, 59-70. IDEAS ON UBERTY THERE is no other method to make wage rates rise than by investing more capital per worker. More investment of capital means: to give to the laborer more efficient tools. With the aid of better tools and ma chines, the quantity of the products increases and their quality im proves. As the employer consequently will be in a position to obtain from the consumers more for what the employee has produced in one hour of work, he is able-and, by the competition of other employers, forced-to pay a higher price for the man's work.

LUDWIG VON MISES, "The Economic Role of Saving and Capital Goods"

Ernest G.Ross ROBOT PROTECTIONISM ROBOTS are nothing special. Oh, they are wonderful machines and the world has never seen their likes be fore. But in an economic sense, that's all they are-machines. Conse quently, the almost frenetic fears we are witnessing-the fear that robots will have a devastating effect on employment, that they are "taking over" the job market-are ridicu lously misplaced. Worse, these fears ignore the economic principles which apply to the introduction of any kinds of machines. Fear of machines is probably as old as the wheel. I can imagine a brief prehistoric conversation which went like this: "Gee, Ugar," said the first cave man to his friend, "that thing you call a 'wheel' is really amazing, but Mr. Ross is an Oregon commentator and writer es pecially concerned with new developments in human freedom. 248 I'm not sure the tribal council is going to allow it."

"Why in the world not, Grug?" asked the other caveman. "Can't they see that it's helped the tribe im mensely? The women can use carts to haul the water, the men to bring back heavier game, we can even carry in big rocks to build walls to fortify our caves against those pesky Neanderthals who keep stealing our flint spears! How can that be bad?" "Yes, I know you mean well, Ugar. But I doubt that you've noticed all the ramifications. Some of us think that the wheel is making for idle hands. After all, since the wheel makes certain kinds of work easier, some of the people who used to haul things on their backs don't have anything to do now. It's causing un employment in the tribe! I'm not sure that should be allowed." "But for goodness sake, Grug, that ROBOT PROTECTIONISM 249 just means those people are free to do other things!" "Well, it seems they don't really want to,Ugar. After all, the only thing most of these people know is hauling; they've grown up with it."

"But the wheel has made us a wealthier tribe!" "Yes, Ugar, it has. But wealth isn't everything. Job security is pretty important. The displaced haulers have demanded protection from your invention!" At this point we leave the frus trated Ugar sputtering with rage over man's first encounter with gov ernment fiat against a machine. The same argument circulated through history whenever any new machine was introduced: calligra phers objected to the printing press; blacksmiths to automobiles; hand weavers to weaving machines; newspapermen to radio and televi sion. You name it, wherever a new machine was introduced, there was one standard argument: this ma chine is going to throw people out of work! In the short run, it is often true. And it can be quite tragic. As F. A. Hayek wrote nearly forty years ago, "That anyone should suffer a great diminution of his income and bitter disappointment of all his hopes through no fault of his own, and de spite hard work and exceptional skill, undoubtedly offends our sense of justice. [But fulfilling the] demands of those who suffer in this way, for state interference on their behalf to safeguard their legitimate expecta tions ... becomes a privilege at the expense of others whose security is thereby necessarily diminished. "1 We can easily see what Hayek meant. Often the very reason pro ducers buy machinery, such as ro bots, is to lower their labor costs.

Labor makes up the bulk of ex penses in most businesses. If a ma chine can produce more than a worker, then the businessman is smart to get it in order to maximize profits. And this is precisely what manufacturers the world over are doing with robots. The Other Side While some workers are losing their jobs to these mechanical mar vels, there is another side to the story-a side which the labor-pro tectionist lobbyists and policymak ers are conveniently ignoring: Any increase in productivity ultimately results in higher profits which are then reinvested. The reinvestment in turn ends up creating more jobs although frequently of an entirely new type. However, when policymakers pass legislation outlawing or restricting the use of robot labor-saving de vices, they are granting the "privi lege" Hayek was addressing-a privilege which diminishes the se curity of others who would have had 250 THE FREEMAN April the new and often better jobs that the increased productivity would have eventually created.

Introducing robots and other new machinery is a crucial use of capital in a free economy. Efforts to prevent its introduction constitute what Brian Summers aptly called "capital held hostage," a condition which has stultifying economic effects. "New businesses, new products, and new jobs," Summers writes, "won't ap pear because the needed resources are tied up in inefficient production processes rwhich lead to1 greater costs, higher prices, and lower real incomes."2 Despite these effects, more and more unions and industries are de manding "protection" either from the new robots themselves, or from the competition of other producers who have already installed the ma chines, or from those in less devel oped nations with lower labor costs. These demands reflect an inabilit y3 and unwillingness to see or act far enough ahead. The protectionist cries are coming mainly "from industries in developed countries which have not modernized their production processes and find themselves un able to compete with more efficient and low-cost plants in developing countries."4 In addition, developing nations (or new, young industries in developed nations!) may have signif icantly lower wage rates enabling them to produce the same goods for lower costs with the same, outmoded equipment that the older industries use-a clear demonstration that higher labor costs underlie much of the industrial spur to automate and robotize.

Even on "Robot Island" (Japan) where up to 80,000 robots (depend ing on whether one includes nonpro grammable devices) are produc tively cranking away, helping to keep unemployment under three percent, the workers' fears of robots are gain ing foothold as "trade unions began [in 19811 raising the issue of job protection in the wake of robot automation as a clause for new contracts."5 RestrictingRobot Use and SUbsidizingDisplacedWorkers If Japanese or American workers actually begin to get such job protec tion, aside from protection from competitors, it is likely to take two forms: (1) Restrictions on the use or introduction of robots-which could include banning robots entirely from some industries, restricting robot numbers for a particular type of job, or slowing down the pace at which they can be introduced. (2) Man dated monetary compensation which could include lump-sum pay ments to displaced workers, "tie-over"

funds for a specified period of months in order to allow workers time to find other work, schooling/retraining grants to allow workers to more eas1983 ROBOT PROTECTIONISM 251 By obtain other jobs, or any combi nation of these. Whichever of the two categories is accepted, Hayek's warning will still assert itself. Either restrictions on robot use or mandated compensa tion will inhibit profits of the com panies involved, thereby slowing capital accumulation and eroding the reinvestment which would eventu ally result in a total increase in the number of jobs available to others (or, for that matter, to those whom the robots might have otherwise displaced!) . Interestingly, protection from competition produces the same ef fects. Governments must subsidize protectionist measures through taxes, inflation, or by borrowing. These subsidies crowd out capital, making it more difficul t on many other businesses. When a govern ment takes more in taxes or infla tion, or drives up interest rates by increased borrowing, there is less left in the private sector for businesses which are not favored by govern ment protectionism. They find it harder to save enough money out of their reduced profits for reinvest ment, research, retooling, or any thing else, thereby lowering their competitive vitality in the market.

It is one more illustration of the fact that efforts to coercively "cre ate" or "preserve" jobs (two sides of the same coin) for any reason will in the long run wind up destroying more jobs by eroding the capital base nec essary for efficient (market-gener ated) job creation. The motive is quite irrelevant: Whether government's aim is to make new jobs or to protect existing jobs from foreign competi tion or from robot displacement, the result is to degrade overall employ ment opportunities. Salvaging Valuable Workers Please note that mandated protec tion of workers has a result very dif ferent from worker protection or aid programs which businesses them selves voluntarily undertake. The latter type of protection tends to be successful because the companies which decide to retrain, relocate, or otherwise help workers do so, not based on altruistic concerns for the workers' welfare, but rather for a more powerful reason. That reason is the self-interest of the firms them selves. If the firms find a way to make worker retraining and other "pro tection" profitable, they will do it.

For instance, it is well known that the giant telecommunications firm, AT&T, all through the recession, its current divestiture, and for many years before, has made Herculean efforts to protect its workers. Why? Because the company has placed a high value on the expertise and knowledge of its employees. AT&T does not wish to lose the workers whom it has spent so much time training and is confident that it can 252 THE FREEMAN April retrain workers for new jobs. AT&T has in fact been a consistent world leader in this kind of job protec tion-despite all the talk about how big American companies do not un derstand the value of investment in employees the way that the Japa nese or Swedes or Germans do! But it is not just the reinvestment factor which robot restrictions and mandated compensations would in hibit. Robots are having the effect of "rapidly transforming business in all economically advanced societies, and most rapidly in the United States.

Computers wed to robots are rapidly making it possible for mini-factories to efficiently manufacture products with far greater flexibility than has been possible, thus allowing a far greater variety in the end products."6 To state it another way, robots are now a major part of a basic restruc turing of modern business-a re structuring which affects not merely the marginal efficiency of busi nesses' but their very way of doing business. Consider: If this change is allowed to continue, it will renovate whole areas of efficiencies, lowering building site rental and construc tion costs (smaller businesses need less land and floorspace), energy bills (smaller businesses consume less electrical power and require less heating), warehouse and other stor age costs (the ability to efficiently produce smaller quantities will al low the maintenance of smaller inventories), and lower business taxes (smaller inventories, less energy, and more compact buildings mean a business will pay fewer taxes on these items). All of these gains-and numerous others-will be stunted, however, along with normal effi ciency gains if protective labor leg islation thwarts the introduction of robots. All of these magnificent gains will become the victims of the short term "security" afforded to the "vic tims" of robot machinery.

Unpredictable Ways to Succeed While it is seldom stated so openly, one major objection to the claim that robots end up creating more jobs than they displace is the following: "The claim is unscientific because no one has ever been able to point to a spe cific, single, exact process by which the job gain occurs. Science de mands specifics. Where are they?" It is true that in free markets there is no single, specific process, no magic avenue by which the economy can be assured of creating more jobs than new machines replace. But that is not how the market works. To de mand that one identify such an un realistic, specific job-creation path is equivalent to demanding that one be shown "the" way to make money, "the" way to design a refrigerator, "the" way to rise to the top in a profession. Part of the very nature of the market is its diversity, its many and often unexpected, unpre1983 ROBOT PROTECTIONISM 253 dictable ways of solving problems.

What we do know about how free markets create jobs is of a substan tially higher order-the principle that liberty encourages profit-seek ing, technological (machine) inno vation, which results in greater pro ductivity, and that from these qualities inevitably emerges more employment. The scientific evidence for this theory-indeed the proof lies in the record of every free mar ket in history and its comparison with controlled markets. There is specific evidence involved, but it is not of the strawman variety which the antagonists of robots and other new machinery demand. The un scientific taint of their argument lies in its denial of the nature of the market itself. It is not science, but fantasy, to demand a "proof' which lies outside the nature of a thing. In essence, then, the fear that ro bots are anti-employment is an ex tremely short-range, irrational fear, a descent into Ludditism. Robots are a part of a man's technological na ture and his future. One cannot ra tionally object to their entrance into the marketplace without simultaJ ames Madison neously demanding that man deny the kind of being that he is. As Jake Page concluded so eloquently in a recent issue of Science 82, "To moan about new technologies disrupting the social order ... is to look at your hand and wish it were a paw."7 The hand and mind of man have, through the use of ingenious ma chines, created all the opportunities, the prosperity, and employment of our species. Let us not reject the lat est of those machines, but embrace them-for the delightfully en hanced tomorrows they can bring. i -FOOTNOTESIThe Road to Serfdom, University of Chicago Press, 1944,p. 123.

2"Industrial Hostages," The Freeman, De cember 1982, pp. 748-9. 3The inability includes government hin drances on capital gains, a situation which is fortunately being corrected in America. 48. Dhanabalan, "The Protectionist Threat to the Third World," The Wall Street Journal, November 22, 1982, p. 25. 5"Robots: Japan's answer to Guest Workers," Science News, November 6, 1982, p. 299. 6Jack D. Douglas, "The De-Bureaucratization of American Business," The Freeman, Novem ber 1982, p. 670. 7''A Case of Technocide," November 1982, p. 94. IDEAS ON UBERfY THAT is not a just government, nor is property secure under it, where the property which a man has in his personal safety and personal lib erty, is violated by arbitrary seizures of one class of citizens for the service of the rest.

A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN Progressand Privilege IT was Earl Dunckel, now a Wash ington publicist but then with the General Electric Company, who first called attention to the fact that the environmentalist movement was being exploited to keep less pri vi leged classes from rising in the world. The environmentalists, with their talk about the "population bomb," had linked themselves to the "zero population" drive. They resented new people. And, in their animus against "smokestack industry," they fre quently gave the impression that they would like to repeal the whole industrial revolution. Oddly, they found their most fer vent supporters in the wealthy, who could afford to drive their Porsches and Mercedes Benzes to the edge of wilderness areas and take off on backpack vacations that were be yond the reach of the blue collars among us. The blue collars, forced by circumstances to remain close to industry in states like Michigan and Pennsylvania, were limited to rab bit shooting or deer hunting in local non-wilderness woodlands if they 254 wished to gratify their love for the wild.

The alliance between the Sierra Club and the wealthy demanded consecration as "liberalism." Earl Dunckel called it "reactionary." The blacks and the poor, deserting their accustomed places in the old "Roo sevelt coalition," surprised the "lib erals" by agreeing with Dunckel. As I found out by writing columns about Dunckel's contentions, they wanted jobs even at the risk of some pollu tion. Not that they were against clean water and clean air; they sim ply asked for trade-offs that would permit them to work and to raise and educa te children in an expanding world. The trade-off movement had no intellectual sanction until Harper's Magazine began printing essays by William Tucker, himself an ex-"lib eral" who had made the discovery that environmentalism had been subverted by practitioners of the "politics of aristocracy." Tucker has now adapted his essays to a remark ably sensible book, Progress and PROGRESS AND PRIVILEGE 255 Privilege: America in the Age of En vironmentalism (New York: Anchor Press-Doubleday, 314 pp., $17.95).

The "have-nots" began to register their objections to environmental ism as a "no-more-growth" phenom enon at the very outset. When, on Earth Day, 1970, a group of Califor nia students buried an automobile to symbolize their renunciation of "materialism," the event was pick eted by black students, who thought the car might better have been used to help improve the condition of the poor. Bayard Rustin, the veteran civil rights leader, called the environ mentalists "self-righteous, elitist, neo-Malthusians who call for slow growth or no growth ... and who would condemn the black under class, the slum proletariat, and rural blacks, to permanent poverty." And Thomas Sowell, the black econo mist, remarked that "you don't see many black faces in the Sierra Club." Preservationists As William Tucker explains in the portions of his book that are devoted to back history, the modern environ mentalists have done violence to the whole memory of Theodore Roose velt, Gifford Pinchot and the other early-century. pioneers of the con servation movement. The modern environmentalists, says Tucker, are preservationists, not conservation ists. There is a world of difference between the two approaches to wilJohn Chamberlain's book re views have been a regular fea ture of The Freeman since 1950.

We are doubly grateful to John and to Henry Regnery for now making available John's autobi ography, A ute with the Printed Word. Copies of this remarkable account of a man and his times our times-are available at $12.95 from The Foundation for Economic Education, Irvington on-Hudson, New York 10533. derness. Preservationists think of the woods as temples (see John Muir), but they want to exclude people from the temples by denying them access roads or even the right to chop fire wood for camping trip cook-outs. They want no change whatsoever in the pristine environment. The conservationists, on the other hand, are for multiple use of the na tional reserves. What they insist upon is orderly exploitation that is compatible with sound restoration practices. They would allow timber cutting of "ripe" trees, but with the proviso that a new tree be planted for everyone that is sent to the lum ber mill. "Sustained yield" is the conservationist watchwor<:l-and our big forest products companies have quite honestly complied with the philosophy of renewed growth as it 256 THE FREEMAN was set forth by the followers of Teddy Roosevelt.

In the case of leased coal lands, the trade-off between commercial use and longterm conservation would be to make landscape contouring and soil restoration part of the contract. And proper clean-up practices would be demanded of oil companies and any miners lucky enough to find co balt in Idaho or molybdenum in Colorado. The Sagebrush Rebellion The modern preservationists lobby against a restoration of the Home stead Act and are for cancelling one hundred-year-old leases on federal grazing land. So the old conserva tionist compromises of the Teddy Roosevelt era are in danger of being eroded. Tucker notices, however, that it is an East Coast and West Coast Alliance of the rich that insists on backtracking from multiple use. The people who live in the mountain and intermountain areas and in the dry regions of Arizona and New Mexico are, he says, "still looking for growth and economic advancement." They feel they are being "excluded from their land." Hence the rise of the Sagebrush Rebellion.

Tucker doesn't want to see the Sagebrush Rebellion succeed in pulling "the government out of its monitoring rule entirely." He thinks this would resul t in burying the original Conservation ethic. The difference between the Conservation Era and the present, he says, is that the Conservation leaders-Roose velt, Pinchot, Powell, and the oth ers- "were able to grasp the ele ments of the situation and offer effective leadership that produced a reasonable compromise. Today, most political officials and opinion lead ers don't even know what they are talking about. They think conser vation is preservation, and spend most of their time floundering in their own rhetoric." Tucker is not impressed with "population bomb" fears. He notes that birthrates always tend to sta bilize as industrialization proceeds. The "revolt against science" is an old story, as Tucker emphasizes in his recapitulation of the attempts to outlaw the steam locomotive and the use of alternating electric current.

The environmentalists have tried in recent years to stop genetic engi neering. They are afraid that fooling with the genes might result in cre ating monsters. Tucker, citing re cent experiments, surmises that the Frankenstein phobia expressed in books such as Who Should Play God? is utterly misplaced. Tucker thinks of the Age of Envi ronmentalism as an interlude. "We are the wiser for it," he says. But "history is calling us" and there is still much to be done for progress. "It is time," he concludes, "to begin again." , the Freeman VOL. 33, NO.5 • MAY 1983 Criminal' Liberty and Civil Liability: Can Free Enterprise Survive? Jane M. Orient 259 The sad consequences when our court system fails to control crime, but attempts to control everything else. Hong Kong's Future Uncertain Henry W. Vanderleest 266 The prospects if control of the Crown Colony reverts to the People's Republic of China.
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Jane M. Orient Criminal Liberty and Civil Liability: Can Free Enterprise Survive? A lame, gray-haired contractor com plains that a lumber company em ployee is dilatory in serving him. The burly young man thereupon shoves his customer down the stairs. The public prosecutor doesn't think it worthwhile to press assault charges, so the culprit remains unpunished. A domestic employee decides on her own to go down to the cellar, and falls on the stairs. She claims she was not warned of some hazardous condition, and the court awards her a hefty sum, with a generous share for her lawyer. A "sting" operation by the Tucson Police Department, costing $60,000, led to the solution of hundreds of Jane M. Orient, M.D., is in the private practice of med icine in Tucson, Arizona. She also is adjunct assis tant professor of internal medicine at the University of Arizona College of Medicine. burglaries and the conviction of 34 offenders. Fifteen were sentenced to prison; a few got short jail terms; thirteen received only probation, possibly with orders to pay restitu tion ranging from $20 to $1871, to talling $5129. 1 A 22-year-old woman suffered and recovered completely from toxic shock syndrome in 1980, the first year in which this disease was widely recognized. A jury awarded her a $10.5 million judgment against Johnson & Johnson, manufacturers of OB tampons, although the only brand implicated in causing a higher risk of this condition was Rely, which was voluntarily withdrawn from the market by Procter & Gamble. The message was supposed to be that companies should "please test their products before marketing them."2 259 260 THE FREEMAN May The exact meaning of this admoni tion was not specified; since the in cidence of the disease is approxi matelyone in 100,000 population per year,3 no economically feasible test would have detected it. The justifi cation for the size of the award was "to slap Johnson & Johnson's hands real good (siC.)."4 Nonproductive Versus Profitable Risks In 1912, Isaac Adler published a treatise on lung cancer, a previously rare disease, in which he speculated that tobacco smoke might be one of the causes. A controlled study in which cigarette smoking was shown to be associated with lung cancer was published in 1939. In 1964, the Sur geon General's report cautioned that cigarette smoking appeared to out weigh all other factors in the causa tion of lung cancer, increasing the risk by a factor of about ten, as well as contributing to other serious health problems. 5 No health benefits have ever been described. No suits are pending against the tobacco growers, but cigarette packages must now carry a warning on the label.

In 1907, the first report to suggest asbestos toxicity appeared, but the magnitude of the problem was not fully appreciated until the 1960s, due to the long latency period before dis eases manifest themselves. Heavy asbestos exposure increases the risk of lung cancer in nonsmokers by a factor of five.6 The material is widely used in construction and shipbuild ing for its insulating and fireproof ing properties. No completely satis factory substitute is available. Synthetic mineral fibers proposed to replace this natural product may not be safe; they have been found to in duce tumors in animals. 7 Lawsuits against companies in volved in any aspect of asbestos use (even just the paperwork) threaten many with bankruptcy. One small firm, which up until 1970 used as bestos in a few of its many insula tion products, faces 13,000 suits. 8 If continued at the present rate, asbes tos litigation will amount to $38 bil lion over the next 15 years, and may force large insurance companies to default, leaving their policyholders without coverage. 9 On the other hand, school districts, which compel children to attend school in build ings in which the decay of sprayed decorative and insulative materials exposes them to the carcinogenic fi bers, are not similarly imperiled. Nor is the U.S. government, which or dered substantial quantities of the material for warships.

Identifying the Agent In a criminal case, the prosecution must demonstrate beyond a reason able doubt that the accused inten tionally committed the act. Motive, means, and opportunity must be shown. So scrupulously are the rights 1983 CRIMINAL LIBERTY AND CIVIL LIABILITY 261 of the defendant protected that if a police officer or the court makes a procedural error, even an obviously guilty prisoner may be released. In a civil court, the defendant lacks the same advantages, and the stan dard of proof is far different. A prop erty owner need have no motive for injuring a guest or employee, nor prospect of benefiting from the mis fortune. Failure to prevent a calam ity caused by the law of gravity and a lapse of attention on the part of the victim may be punished more severely than breaking and enter ing. Entrepreneurs are assumed to have a motive, the seeking of profit. An intention to do harm need not be present. That workers and cus tomers also share in the compensa tory benefits of a product appears to be irrelevant.

To prove that a certain product caused an injury may be straightfor ward in a few cases, such as septic shock resulting from bacterial con tamination of intravenous fluids. However, guilt by association is more usual. Tampons do not directly cause toxic shock, nor do they carry the bacteria that are implicated. Proba bly, they facilitate in some way the growth of a strain of Staphylococcus, which became more prevalent in isolates from surgical wounds and burns around 1960. In 1979 or 1980, this strain underwent a genetic change, increasing its virulence. Men, children, and women who never use tampons can also be afflicted, but tampons were associated in about 85 per cent of the reported cases. The extensive publicity accompanying the discovery (partly sponsored by Proc ter & Gamble), alerted potential vic tims, but also biased researchers. In a criminal case, if a hypnotist suggests to a witness that he might have seen a blue car, subsequent testimony about a blue car must not be admitted. A similar fallacy per vades the epidemiological studies, which rely heavily on human mem ory. A prominent statistician con siders the case against tampons to be still the Scottish one: not proved.10 Evidence linking occupational ex posures to disease is also statistical and largely circumstantial. For ob vious reasons, one cannot do a con trolled experiment, in which some human beings are deliberately ex posed to a suspected toxin, and oth ers not. One must look back on sit uations in which this has already occurred in a "natural" experiment.

Many pitfalls await investigators. Important issues are the selection of an appropriate comparison group, elimination of bias, and proper han dling of confounding factors (such as exposure to other carcinogens, no tably cigarettes). Establishing Responsibility Even if an individual is known to have committed a criminal act, he cannot necessarily be held respons.i262 THE FREEMAN May ble for it. If psychiatrists testify per suasively that the accused was un able to exercise free will, due to mental disease, he must be acquit ted. The criminal is often portrayed as the victim of society, perhaps through having unloving parents, or experiencing poverty or social dis cord. Compelled by his early influ ences, he is not really free to choose. In civil law, it is not necessary to identify an act that directly caused injury. Omissions (negligence) rather than commissions are generally at issue. Presumably, a manufacturer is free to choose what he will make.

One might argue that a worker is free to decline employment, but ap parently his freedom is to be consid ered impaired if he is not fully in formed of all the risks (even if they are not fully known). A court must inevitably try to evaluate risks in retrospect. A worker afflicted with asbestosis would probably say he wouldn't have taken the job if he could have fore seen his present condition. Yet, at the outset, he might have made the same decision if he weighed the risk of lung disease 25 to 30 years in the future against the drawbacks of un employment or the chance of early violent death faced by taxi drivers. Similarly, a woman who complains after her episode of toxic shock might still have elected to use tampons at the point when illness was a slight risk rather than a reality, just as 70 to 75 per cent of women in the most susceptible age group continue to do, despi te the warning message in the box.11 Abilityto Pay Allocating responsibility is a treacherous task, but several prin ciples seem discernible in court de cisions. Ability to pay is a key qual ification for assuming liability.

Although hesitant to demand that lawbreakers take the consequences of actions which they perform, courts readily blame prosperous, well-in sured individuals or corporations for forces over which they have little control. While the adjective "ob scene" may be applied to profits re sulting from useful production, it is not used in the context of profits from being a victim or representing those perceived to be unfortunate. That the producer bears greater responsibility than the consumer, and the owner than the worker, is justified to some extent by the greater knowledge and capability of the former. However, the disproportion is increasing to the point that the producer is supposed to be omni scient, and the "little guy" feeble and stupid. For example, the desiccant in pill bottles is stamped "Do Not Eat," lest someone try to swallow it despite its large size and cylindrical shape. Although owners may be held liable for not warning workers of hazards of which even they were un1983 CRIMINAL LIBERTY AND CIVIL LIABILITY 263 aware, workers and union represen tatives are not imagined to be capa ble of asking a reference librarian or a competent physician for informa tion about the dangers of the workplace.

Who Pays? The costs of crime are borne al most entirely by the victims. The law-abiding citizens may lose their property or even their lives, and yet must also support criminals in prison and pay for the safeguards to their rights. Less obvious is the fact that the penalties for the alleged mis deeds of corporations are also borne by society. Bankruptcy may be most painful for the stockholders who lose their investment (including retired people dependent on pensions), but also means fewer employment op portunities. The costs of litigation and of increased premiums for lia bility insurance must ultimately be paid by customers. An incalculable cost is funds lost to research and de velopment. How much of the legal expenses of Johnson & Johnson will be diverted from its investigations of the Staphylococcus, a widespread and lethal bacterium? Besides the financial impact, a more serious consequence of unlim ited liability for corporations is the prospect of unlimi ted jurisdiction for government. Added to consumers' clamoring for protection is the cor poration's plea for regulation. Compliance with a legislative standard neatly shifts the responsibility for disasters to the government. This dishonorable escape route may pos sibly be justified as self-defense. For who would voluntarily sign such a contract as is implicit in many court decisions: The employee agrees to work for a predetermined sum; but if some misfortune befalls him dur ing his lifetime that might be re lated to the workplace, the corpora tion must pay whatever com pensation pleases the court up to the limit of its assets.

Regulation naturally diminishes choice. The price paid for avoiding responsibility is forfeiting the right to choose. (The converse of this prop osition applies in criminal law: the criminal who cannot choose is not responsible.) Does DiminishedFreedomBuy Security? Loss of liberty might arguably be acceptable if traded for improve ments in safety. Thus far, the inten tions of government agencies have often had the opposite result. Her bert Spencer gives many examples: despite the exertions of the British Shipwreck Committee, the loss of lives and of ships worsened, as ad ministrative expenses multiplied. 12 Since the legal system is designed to attribute blame, its ineptitude in analyzing the cause of problems should· not be surprising. Though oc264 THE FREEMAN May cupational hazards are in the lime light, "lifestyle" factors are of much greater importance. While the federal government pays billions in compensation to coal workers whose minimal x-ray changes of black lung disease do not cause any impairment in lung func tion, the same government pays millions in subsidies to the tobacco industry, whose product does cause 30 per cent of the nation's cancer 13 and most of the disabling chronic lung disease. While the Nuclear Regulatory Commission keeps a rel atively safe nuclear reactor shut down in order to investigate its psy chological impact, power plants which are a hundred times more dangerous substitute for its output.

While being protected by the testing requirements of the Food and Drug Administration, victims of asthma and coronary artery disease have waited a decade for excellent drugs widely used in Europe. Criminal Acts Though regulation and litigation have not been shown to save lives, they do assign taxpaying companies the status of criminals. One small business in Tucson was cited by the Occupational Safety and Health Ad ministration (OSHA) for lacking a covered wastebasket in the restroom used by a single employee. However, OSHA has no jurisdiction over the most common causes of fatal occupational injuries, motor vehicles and firearms. In Maryland, 11 per cent of the work-related deaths were caused by shootings, mostly in hold ups of small businesses and taxi drivers. 14 Our society has frequently been characterized as risk-averse, but the label is not quite precise. Few of the people killed while driving vehicles on the job were wearing seatbelts. 15 People continue to use products known to be hazardous, if they be lieve that pleasure or convenience outweighs the risk. Many proposed remedies have the longterm effect of actually reducing safety, both di rectly and indirectly in discouraging innovation. Are they favored simply through shortsightedness, or do they appeal to a deeper motive?

Courts are reluctant to hold mis creants individually responsible for their deeds. Consumers and workers deny their responsibility for prod ucts or employment they select. If misfortune strikes, whether through carelessness or chance, the primary concern is right to compensation. Those able to pay are presumed to be guilty, in striking contrast to the criminal's presumption of inno cence. Individuals in our society are best described as responsibility averse, rather than risk-averse. In the inevitable difficulties and dangers of life, people have often lost confidence and courage, and turned to authority. Today, they make their 1983 CRIMIN AL LIBERTY AND CIVIL LIABILITY 265 plea to the legislatures and the courts, despite the clearly visible consequences of surrendering their self-reliance, because not just secu rity, but relief from responsibility, is the real goal. In the past, they re ferred their problems to the church, for the same reason. As the Grand Inquisitor understood: "They will be glad to believe our answer, for it will save them from the great anxiety and terrible agony they endure at present in making a free decision for themselves."16 , -FOOTNOTESIMark Turner, "Burglary 'Sting' Yields over 35 Convictions, Praise from Law,"Arizona Daily Star, Dec. 25, 1982, p. 1C.

2Carrie Dolan and Paul Ingrassia, "Toxic Shock Victim Awarded $10.5 Million Injury Verdict Against Johnson & Johnson," Wall Street Journal, Dec. 24, 1982, p. 24. 3Arthur L. Reingold, Nancy T. Hargrett, Kathryn N. Shands, et. al., "Toxic Shock Syn drome Surveillance in the United States, 1980 to 1981," Annals of Internal Medicine, vol. 96, 1982, pp. 875-880. 4Dolan, op. cit. 5Robert S. Fontana, Lung Cancer and Asbes tos Related Pulmonary Disease (Park Ridge, 11linois: American College of Chest Physicians, 1981), pp. 2-5. 6Ibid., pp. 23-27. 7Helen A. Dickie, '~sbestos and Silica: Their Multiple Effects on the Lung," Disease-a-Month, vol. XXVIII, Sept., 1982. 8Laurel Sorenson, ''A Small Firm's Answer to Suits Over Asbestos," Wall Street Journal, Sept. 24, 1982,p. 27. 9W. Keith C. Morgan, "The Adversary Sys tem: Cui Bono?" Annals of Internal Medicine, vol. 97, 1982, pp. 919-921. lOMaryHarvey, Ralph 1. Horwitz, and Alvan R. Feinstein, "Toxic Shock and Tampons: Eval uation of the Epidemiologic Evidence," Journal of the American Medical Association, vol. 248, 1982, pp. 840-846.

11Michael T. Osterholm, Jeffrey P. Davis, Robert W. Gibson, et. al., "Toxic Shock Syn drome: Relation to Catamenial Products, Per sonal Health and Hygiene, and Sexual Prac tices," Annals ofInternal Medicine, vol. 96, 1982, pp. 954-958. 12Herbert Spencer, The Man Versus the State (Indianapolis: Liberty Classics, 1981), p. 95. 130ffice on Smoking and Health, "Smoking and Cancer," Morbidity and Mortality Weekly Report, vol. 31, 1982, pp. 76-80. 14Susan 'Po Baker, Judith S. Samkoff, Russell S. Fisher, et. al., "Fatal Occupational Injuries," Journal of the American Medical Association, vol. 248, 1982, pp. 692-697. 15Ibid. 16Fyodor Dostoyevsky, The Brothers Kara mazov (New York: Modern Library, n.d.), p. 269. IDEAS ON LIBERTY The Abandonment of Responsibility IN proportion as each individual relies upon the helpful vigilance of the State, he learns to abandon to its responsibility the fate and well-being of his fellow-citizens. But the inevitable tendency of such abandonment is to deaden the living force of sympathy, and to render the natural impulse to mutual assistance inactive.

WILHELM VON HUMBOLDT Henry W. Vanderleest Hong Kong's Future Uncertain View of buildings in Central District (foreground) and the Kowloon peninsula from Victoria Peak. THERE is presently much concern among those involved in interna tional trade that the People's Re public of China will decide against renewing Great Britain's lease over Hong Kong when it expires in 1997. A decision by the PRC to reclaim a major portion of Hong Kong will un doubtedly lessen the Crown colony's premier status as a free port and world trading center. Uncertainty surrounding the up coming decision has already shaken the confidence of many Hong Kong business executives and govern mental officials. Economic indica tors, for example, as well as prices Dr. Henry W. Vanderleest is Professor of International Marketing at Ball State University, Muncie, Indiana, and a general partner in a firm of international mar keting consultants.

266 on the Hong Kong stock exchange have dropped markedly during the past year. In addition, property val ues in Hong Kong have declined on an average of nearly 30 per cent in the last twelve months. Another indicator of Hong Kong's uncertain future is that private investors and government officials recently decided not to spend $8 bil lion on a badly needed new airport. Both corporate and public investors feel a sense of urgency for a final decision because most loans are ar ranged for fifteen years and would be jeopardized if signed after July 1, 1983. As the result of Hong Kong's uncertain financial climate, many local and international firms are channeling their investment capital to the United States as well as to HONG KONG'S FUTURE UNCERTAIN 267 other developing Asian trade cen ters such as Singapore. Great Britain obtained Hong Kong, an area consisting of approximately 400 square miles and a population of about 5.5 million, from China af ter Opium Wars between the two nations in the early 1840s. Hong Kong Island and the tip of the Kow loon Peninsula on the mainland of China were ceded in perpetuity by China to Britain by the Treaty of Nanking in 1842. By 1895, the Brit ish had also obtained control over addi tional land on the Kowloon Peninsula, referred to as the New Territories, which also became part of the Crown Colony. It is only the New Territories section of Hong Kong which is scheduled to revert to the PRC under terms of a 99-year lease signed in Peking in 1898.

ComplexPolitical Issues Of critical concern to Hong Kong's current Governor who is appointed by Britain's Parliament is that the New Territories accounts for nearly 90 per cent of Hong Kong's land area and contains the commercial life blood of the colony. The area which would be left to Britain contains no airport, no agricultural land and virtually no industries. A related problem is that if the New Territo ries is reclaimed, the remaining part of Hong Kong would be largely de pendent upon China for food and water. Chinese Vice Chairman Deng Xiaoping has repeatedly told busi ness leaders throughout the world that China would prefer to retain the status quo for the near future and deal with the Hong Kong problem when the "time is ripe," that is, when she is ready. The time is not yet ripe for two reasons. In the first place, China regards Taiwan as the "prob lem" which she wishes to settle before deciding on the Hong Kong situation. Secondly, and more im portant, is that the economic bene fits generated by the existence of Hong Kong in its present form are immense. The British colony, for ex ample, accounts for approximately 35 per cent of China's annual foreign exchange earnings. China also ben efits from Hong Kong's financial services, port facilities, interna tional contacts, and skills in mar keting Chinese-made products.

The situation is made more bi zarre by the fact that many of Hong Kong's leading businessmen, own ers of ships, banks and department stores, for example, are Commu nists. What currently exists in a large sector of the Hong Kong business community is a massive paradox; administered capitalism in the ser vice of the People's Republic ofChina. China would have everything to lose and little to gain by absorbing Hong Kong. PRC leaders particularly rec ognize the potential difficulty of having to govern and feed Hong 268 THE FREEMAN May Kong's westernized Chinese resi dents who are long accustomed to British influences. From a political standpoint, some Chinese leaders do not agree with Deng's status quo position. They be lieve that it is imperative that Hong Kong revert to the PRC in 1997 so it does not appear that modern China has "sold" out to foreigners as the Ching Dynasty did when the origi nallease was signed. It is feared that other Asian and African nations would look down upon any type of compromise, causing the Chinese to lose face. Many Chinese have never acknowledged China's relinquish ment of Hong Kong and have al ways considered the colony to be a part of China. Others believe that the British are in Hong Kong to simply administer a part of China, with no more than a very technical sovereignty. There are also those who maintain that the treaties signed in the 19th century between China and Britain were "unequal" because the terms were dictated to a weakened China by an aggressive imperialist power.

Despite the fact that Hong Kong is spiri tually and emotionally Chinese, the vast majority of its res idents also support the status quo. Although most do not philosophi cally support their colonial status, they recognize the economics of the situation. Hong Kong residents have grown to appreciate that the fastpaced laissez-faire business environ ment that exists in the colony has allowed them to enjoy one of the highest standards of living in Asia. Alternative Solutions Likely to Be Considered Although it is expected that many formulas will be considered before Hong Kong's international future is determined on or before July 1,1997, several alternatives short of a status quo merit attention: 1. London could acknowledge Chinese sovereignty over all of Hong Kong. It could do so by accepting the position that the original treaties were invalid. In return, China would agree to allow Great Britain to con tinue administering the territory.

This alternative appears to be espe cially workable because it would save the political face of both Britain and China but still allow both nations to have a stake in Hong Kong's super charged economy. 2. Short of reclaiming Hong Kong, China could declare the New Terri tories to be a special economic zone with British administrators hired to run it. Although this alternative is met with some enthusiasm by most Chinese leaders, the plan is unac ceptable to Parliament because Britain does not want to be involved in mercenary operations. It is be lieved that Britain will not allow it1983 HONG KONG'S FUTURE UNCERTAIN 269 self to be politically humiliated and experiment in capitalism that has would probably sever all ties to Hong proven to be phenomenally success Kong before agreeing to such an ful since beginning two years ago. arrangement. 3. Perhaps the most radical alter native would be for China to include a clause in its new constitution that would allow for special administra tive regions outside of the current boundaries of the PRC. Hong Kong, Taiwan, and the nearby Portuguese colony of Macau whose population is also predominately Chinese could fall into this category. This could be a politically expedient, although eco nomically damaging, move since China would be able to incorpo rate all its "problem areas"

simultaneously. 4. Possibly the most logical move would be for China to expand its newly created Western oriented Shenzhen economic zone across the border to absorb Hong Kong. This would be a logical extension of an Rule of Succession Hong Kong is presently a political pawn in the game of Chinese power politics. In fairness to both parties of the original lease agreement, however, it was extremely difficult to imagine what the situation might be a century later. For those who ne gotiated the lease in 1898 with a terminal date in 1997, future events were so far away as to be of rela tively little concern. It is certain that there will be changes in Hong Kong's relationship with China after 1997. Although the specifics are not clear at this time, it is suspected that they will not be so drastic as to undercut Hong Kong's usefulness to China. Unless the colony's long term future is quickly settled, however, the con fidence and trust that has made Hong Kong one of the most aggressive and successful trading centers in the world will disappear. , IDEAS ON LIBERTY AN economic "rule of succession" prevails in states where competition is free. Imaginative and efficient managers are constantly rising to the top, and being elected by customers to larger constituencies, while less imaginative and efficient managers are voted out. But the management of a nation's economy by civil servants discourages imagination, and has no "built-in" mechanism for selecting the most efficient. The besto wal of honors, it is sometimes argued, takes the place of the money incentive of private gain. But there is a vast difference. Honors are bestowed from above, by the "ins." They favor the conformist "Organi zational man." HAROLD FLEMING, States, Contracts and Progress Hans ~ Sennholz Minimum Wages IN simple language, a mInImum wage law is nothing more than a government order that workers must not work lJ.nless they find jobs pay ing at least the stated minimum. It is an order to employers that they must pay workers the minimum, or not employ them at all. It is a direct order that is enforced by the coer cive powers of the state.

The minimum wage movement came into existence, in concert with the union movement, as a conse quence of severe criticism of "sweat shops" in the homework system, which permitted employees to per form manufacturing services at home Dr. Sennholz heads the Department of Economics at Grove City College in Pennsylvania. He is a noted writer and lecturer on economic, political and mone taryaffairs. 270 rather than in a factory. The sys tem, which enabled women and chil dren to participate in simple produc tion, constituted a major threat to the union movement. To eradicate this threat and all other competition from low-cost labor, labor unions, since their very beginning, have called for government intervention. Minimum wage legislation origi nated in New Zealand in 1894 and came to England in 1909, when Par liament established trade boards with the power to fix minimum rates. In the United States, the movement at first was confined to state legis lation applicable to women and chil dren only. The federal government entered the field during the 1930s when it passed labor laws with lim ited application, such as the BaconMINIMUM WAGES 271 Davis Act of 1931, the Walsh-Healey Public Contracts Act of 1936, cer tain provisions of the U.S. Housing Act of 1937, the Sugar Act of 1937, and the Civil Aeronautics Act of 1938. In the same year, the Fair La bor Standards Act provided much broader coverage and established a minimum wage level of 25¢ per hour, covering employees of all businesses engaged in interstate commerce or in the production of goods for such commerce. Later amendments to the F.L.S.A. raised the minimum wage to the present level. 1 There is an infinity of political er rors which, once adopted and en acted, become principles of states manship. Labor legislation summarily disposed of the home work system and then set out to raise wage rates and improve working conditions by political force. To most political parties this is supreme statesmanship that takes prece dence over all other considerations.

But unfortunately, it is also the root cause ofm~.ss unemployment that is inflicting immeasurable harm on millions of innocent victims. An unhampered labor market of fers opportunities to anyone seeking employment. The pressures of com petition by both workers and em ployers establish a wage rate at which everyone eager to work can find a job, and every employer eager to hire more help can find more workers. But when government sets out forcibly to lift wage rates above those set by competition, chronic unemployment emerges. It causes countless economic distortions, re duces economic output, lowers per sonal incomes, and aggravates the plight of the poor. A wage rate set above a person's own productive contribution causes his unemployment, pricing him right out of the labor market. Surely, minimum wage legislation does not directly affect a worker whose train ing and skills earn him a wage in excess of the minimum. But it seri ously jeopardizes the employment of all those unskilled workers who produce and consequently earn less than the minimum. In the United States, minimum wage legislation does grievous harm to millions of unskilled laborers, especially among the racial and ethnic minorities Blacks, Puerto Ricans, Chicanos, Mexicans, and American Indians.

The Victims Most critics of mInImum wage legislation do not concern them selves with the propriety and moral ity of political intervention with the production process. They accept the rationale of political supremacy and government power, but lament the evil effects of unemployment on some highly visible groups of victims, such as young people, especially black teenagers. Therefore, they are de signing special programs for teen272 THE FREEMAN May agers and other groups, calling for massive government expenditures on their behalf. Unfortunately they are overlooking most of the affected population. Recent research confirms that only about one-third of low-wage earners are teenagers, almost one-half are twenty-five to sixty-four years of age. Two-thirds of the low-wage popula tion are believed to be female, and some ten per cent are individuals sixty-five years old or older. Alto gether they comprise some ten per cent of American labor. Other esti mates are even higher. Of course, these workers who are earning the minimum or near-minimum wages are the very workers who tend to be, or are in danger of being, displaced by wage legislation. 2 It is an unfortunate fact that many minority youngsters with lower lev els of education, training, and expe rience than white youngsters, are often less productive. In an unham pered labor market they would not be able to earn as high a wage as their more productive competitors, but would find employment at lower rates. When the minimum is raised above their productive ability, they are likely to be dismissed, or not to be hired. This explains why the un employment rate of black youth in recent years has ranged between 40 to 50 per cent, which is double the rate of white teenagers. If we add those individuals who in frustration and desperation have given up their search for employment, the unem ployment rate among black youth may, in our estimate, exceed 70 per cent.

Submarginal Workers Other workers with similar limi tations find it equally difficult to find employment at the minimum rate. Unskilled women, students seeking summer employment, and espe cially unskilled service workers in hotels, restaurants, hospitals, laun dries, automotive service stations, are living continuously with the dangers of unemployment due to minimum wage increases. It is true, not every minimum wage worker loses his employment when the min imum rate is raised. Employers may seek to offset the boost with econo mies in other labor expenses or through exaction of greater effort and performance by the covered work ers. Wherever such adjustments are impractical the submarginal work ers are laid off, that is, all those workers whose costs exceed the an ticipated price of the incremental goods produced or services rendered. Obviously unemployment is more severe in industries employing a great many unskilled workers than in other industries relying mainly on professional and highly skilled labor. And it is more keenly felt in cities with concentrations of un skilled labor than in prosperous 1983 MINIMUM WAGES 273 suburbs. For the South with its mil lions of unskilled black workers every minimum wage boost is a ca lamity. In Puerto Rico it is an un mitigated disaster.

But no matter how tragic the eco nomic effects may be on certain groups of victims, we must not over look the psychological harm and the moral wrong that are inflicted on them. Condemned to idleness and uselessness in a highly productive society and barred from making their own contributions, many in desper ation are turning to vice and crime. The inordinate national crime rate attests to a moral decay that is working evil in the centers of un employment and public assistance. And let us not forget the productive members of American society who not only must forgo the valuable services which the disemployed workers could render, but also are forced to support them through tax ation and other exactions. In return, they are compelled to live in con stant fear of crimes against their persons and property. Benefits for a Few It is true a few minimum-wage earners actually benefit from a mandated increase. The law that raises the minimum renders sub marginal all those workers who produce and earn less than the new minimum. It withdraws them from productive employment and deprives economic production of their services, which affects the labor market just like the conscription of millions of young men into military service. Their withdrawal from productive employment raises the marginal productivity of the re maining workers and, therefore, in creases their wages. It also lifts some submarginal labor above the threshhold of employability. If the minimum is raised from $5 to $5.50, the most productive among the ex cluded workers will be lifted to the new minimum in a declining order of productivity, that is, first workers who were earning $5.49, then others earning $5.48, $5.47, and so forth.

But consumer reluctance to bear the higher labor costs usually sets a narrow limit to the lifting process, which consigns most subminimum workers to the new army of the unemployed. Political force may disrupt eco nomic activity and forcibly benefit some workers at the expense of oth ers. It cannot stimulate production and promote universal well-being by withdrawing millions of able work ers from economic production. If by law or decree a government actually could raise the wages and improve the working conditions of all work ers, it would be cowardly and irre sponsible to be content with $2, or $3, or $4 minimums. Let us make it $10 per hour, or better yet, $100 an hour.

274 THE FREEMAN May If a minimum wage law actually could improve the working and liv ing conditions of all people, let us urge the governments of undevel oped countries to imitate our exam ple. Surely, it would alleviate the poverty and suffering of the masses of India, China, and many African and Latin American countries. Ac tually, it would create horrendous unemployment and jeopardize the very survival of the poor. Neither the U.S. government nor foreign gov ernments can improve general working conditions by law or decree; only rising production can bring it about. Fringe Benefits Nor can a government grant so cial benefits that do not reduce the workers' take-home pay. The inci dence of any and all benefits falls on the wage earner. For an employer the worker's take-home wage is just another component of the total price he must pay for the services of a worker. He would not be an em ployer for long if he were to ignore all other employment costs, such as retirement and pension costs, paid holidays and vacations, healthcare insurance, profit-sharing plans, wel fare funds, or any other fringe ben efits. And it does not matter to him whether he may deduct the fringe benefit costs from the worker's pay or must make direct payment to third parties. In both cases the burden falls on the employee. The employer is concerned only with the total price he must pay for the services of a worker.

The minimum wage as set by gov ernment must not be confused with the total employment costs of a worker, which in every case greatly exceed the former. Corporations that offer equal benefits to all their em ployees may grant fringe benefits that amount to 35 per cent of exec utive pay and to 100 per cent or more of a minimum-wage-earner's pay. But even without any such contrac tual privileges, the benefits man dated by government do add consid erably to total costs. There are Social Security exactions and heavy levies for unemployment and workmen's compensations. The .$3 minimum wage may actually amount to $5 minimum cost, and the $5 minimum wage to $10 minimum cost. It is, therefore, misleading to speak of a "small" boost of the minimum wage rate as if the mandated and contrac tual benefits would remain un changed. The small minimum boost may actually amount to a sizable in crease in total labor cost.

For an employer it is irrelevant whether he allocates 5 per cent of employee wages to fringe benefits or 95 per cent. His only concern is the total price he must pay to secure the services of a worker. If government forces him to pay more than the worker is expected to contribute to 1983 MINIMUM WAGES 275 production he can be expected to dis miss the worker. And again it does not matter whether government mandates an increase of take-home payor of fringe costs. A $1 boost in the rate of minimum wages has the same ill effect on employment as a $1 rise in the levies for Social Secu rity and workmen's compensation. Through their labor, workers pay for all of the fringe benefits they are recei ving. They also make good for their on-the-job training by receiv ing low wages that allow for the ex penses of their training. When the minimum wage is raised employers may react to the boost in labor cost by reducing their expenditures on benefits. In particular, they may re spond by reducing the amounts spent for on-the-job training.

The Opportunityto AcquireSkills and Knowledge For young people the most impor tant fringe benefit is the opportu nity to acquire new skills and knowledge, which enhances their productivity in the future. Most jobs offer an opportunity to learn through formal training programs or infor mal learning by experience. On-the job training not only imparts basic skills, but also stimulates motiva tion, nurtures a sense ofresponsibil ity, and generally prepares young people for rewarding roles in pro ductive society. If they fail to ac quire the experience, training, competencies and credentials in their formative years, they will have dif ficulty holding regular jobs in their adult years. Any barrier to on-the job training inflicts serious harm on them. Millions of young workers who are disemployed by the minimum wage may never acquire the general training and specific skills that make them useful members of society. They may never learn the basic discipline and ethos of labor that are so essen tial in our society. Instead, pro longed unemployment so early in life may prepare them for a precarious and bitter existence on public wel fare. More millions may remain em ployed at or near the minimum, but their on-the-job training may be re duced or eliminated as a result of mandated minimum increases, which may keep them marginally produc tive throughout life. And their more creative fellowmen not only must forgo their valuable cooperation, but may even be called upon to assist them and their dependents. 3 Extensionof Coverage Federal minimum wage legisla tion had its beginning more than forty-five years ago as part of the 1938 Fair Labor Standards Act. From its very inception it erected insur mountable barriers to the employ ment of unskilled workers, espe cially in the South and in Puerto Rico. Since then it has grown into 276 THE FREEMAN May the most calamitous instrument of government intervention that den ies productive employment to mil lions of willing and able Americans.

No other policy conducted by the U.S. government has more tragic effects on the daily lives of so many people than does this legislation. Several amendments to the Act not only pushed the rate to ever more restrictive levels, but also extended the coverage to include ever more employees. At the beginning the ba sic minimum as a percentage of av erage manufacturing wage was es timated at 41.7 per cent; for 1981 it amounted to 51.9 per cent. In 1938 the percentage of covered workers stood at 43.4 per cent; in 1981 it was estimated at 83.8 per cent. 4 If the coverage provided by various state laws is added to the federal cover age, the combined rate may exceed ninety per cent of all non-supervi sory workers. 5 It is rather natural for govern ment to expand its sphere of control and power. If it is called upon to se cure minimum wages for some workers it may want to extend the benefits to all workers. If govern ment can serve the public good by setting the wage rates for some workers it may serve it better yet by setting the wage rates for all work ers. The ninety-per cent coverage, therefore, can only be an interim step on the way to total coverage.

Unfortunately, this gradual extension of coverage tends to multi ply the unemployment effect until, with full coverage, it invokes the maximum rate of unemployment. As long as the minimum applies only to a small number of occupations, the workers displaced from covered jobs can seek employment in uncovered production. They shift to uncovered industries and employers, which tends to depress those wages through increased job competition. When the coverage is extended, the shift acce lerates from covered unemployment to uncovered jobs, which widens the wage differential in direct propor tion to the coverage. A small cover age generates a small difference in wage rates, a large coverage brings forth a large difference. Total cov erage obviously eliminates the dif ference, but creates maximum unemployment. Minimum wage legislation pro vides a beautiful example of the principle that government interven tion not only makes matters worse, but also tends to breed ever more intervention. The minimum wage covering a few workers causes wage rates to decline in uncovered em ployment, which invites the exten sion of coverage to more workers, which in turn brings forth ever wider wage differences calling for more coverage, until all workers are covered and the difference is eliminated. Unfortunately, total coverage guarantees maximum un1983 MINIMUM WAGES 277 employment, which brings forth the greatest conceivable income differ ence-between the workers still em ploye~ and the army of unemployed.

Indexing the Minimum Minimum wage legislation can be harmless if the rates are set below the unhampered market rates. But that, after all, is not the intent of its political sponsors who seek to inter fere with the market process. And yet, the ominous effects of minimum wages set above the rates estab lished by the market may be alle viated by two other factors: rising labor productivity which may lift more workers above the minimum barrier, and soaring inflation which lowers minimum wages in terms of purchasing power. The former may have lessened the impact of the le gal minimum during the 1960s when labor productivity managed to rise a little. But it began to aggravate the restricti ve effect of the legal mini mums during the 1970s when U.S. government deficits consumed pro ductive capital en masse and real la bor incomes began to decline. Throughout this period soaring inflation greatly lowered the real costs of labor, including the real minimums, which permitted the temporary employment of some workers who previously had been unemployable. The opposing effects of legislative mandates raising the minimum and the inflation depreciating it, is causing large swings in the effective minimum. According to Finis Welch, they ranged between 30 per cent of the manufacturing wage average in 1949 and 55 per cent in 1968.6 Observing the depreciation of their mandated minimums the sponsors deem it necessary frequently to readjust the minimum to soaring goods prices. From 1961, when infla tion began to accelerate in earnest, until 1981 Congress enacted eleven adjustments which raised the mini mum from $1 per hour to $3.35 an hour. To simplify the adjustment process and prevent the silent nul lification of Congressional efforts by inflation, some sponsors propose to index the federal minimum by tying it permanently to the average in dustrial wage. The 1977 amend ment, which established a Mini mum Wage Study Commission, therefore called for an investigation of minimum wage, indexation.

Indexing wages, rents, interest rates, and goods prices obviously means government control over wages, rents, interest rates, and prices. It aims at freezing present conditions, preventing all future changes and adjustments unless ap proved by political authority. Mini mum indexation would seek to pre serve the Congressional effort by freezing the real minimum at 55 per cent and thus eliminating the infla tion swings. This means, unfortu278 THE FREEMAN May nately, that unemployment would be stabilized at its highest possible rate determined by the minimum. It would permanently deny millions of unemployed workers a longed-for reprieve provided temporarily by inflation. Offsets In a sagacious monograph 7 Walter J. Wessels makes the cogent point that employers tend to react to min imum wage increases by seeking to offset the added expendi tures through reductions in other labor costs. They may cut year-end bo nuses, re-define the worker's share in profit sharing, and reduce com missions and work guarantees. They may moderate non-wage expendi tures, commonly called "fringe ben efits," such as paid vacations and sick leave, pensions and other retire ment benefits, life, accident and health insurance, or training pro grams and educational allowances.

They may even reduce expenditures on proper supervision and manage ment, which tends to impair and ag gravate working conditions. They may insist on more effort and appli cation. As fewer jobs are available, employers may exact greater pro duction from their minimum-wage workers. They may assign less de sirable working hours and condi tions for which they otherwise would pay higher rates. In short, they can be expected to react by making adjustments in order to offset the min imum-wage boost. But even if some employers should be able to offset the higher costs of a mandated minimum, Wessels ar gues, it nevertheless impairs the conditions of all covered workers. They may have preferred the fringe benefits over the pay boost, the paid vacations or the major medical in surance over the cash payment mandated by Congress. Where employers are unable to offset fully a minimum wage boost, which tends to lead to disemploy ment, the idled workers will seek jobs that are not covered by the mini mum wage. Or they may join the "underground economy" where la bor summarily ignores the law by working for wages below the mini mum. But their appearance on the uncovered labor market or the un derground market, which econo mists estimate to exceed 30 per cent of minimum wage labor,8 tends to reduce further those wages. All af fected labor, therefore, tends to be worse off than before.

Surely, employers do react to mandated minimum wage in creases. But we must not underesti mate the great difficulties they en counter in lowering other labor costs. Once benefits have been granted it is nearly impossible to rescind them. To reduce benefits is to invite uni versal resistance and hostility, which may impair labor productivity and 1983 MINIMUM WAGES 279 thus raise production costs. More over, it is virtually impossible in the allocation of fringe benefits to dis criminate against minimum wage labor. This is why most employers offer identical benefits to all their workers regardless of position and income. To ignore minimum wage labor, or even slash its given bene fits, is to invite resentment, conflict and strife. It is generally much eas ier and also more economical to dis miss the labor made submarginal by the mandated minimum boost than to seek adjustment through fringe cost economies.

InspiringPerformance For superior management it may be possible to lead and exhort labor to higher productivity. There is an untapped reservoir of productivity even in the best-run office and plant. Brilliant management seeks to tap this reservoir through guiding and teaching by example. It imparts the love of work and inspires enthusi asm for work well done. And, above all, it exemplifies that there is no work so base that man may not ex alt it, no work so dull that he may not enliven it. There is no minimum labor that may not lead to maxi mum position and income. Most business managers, unfor tunately, are incapable of exacting more effort and application from their employees, which is casting doubt on their ability to offset mandated wage boosts. But even if they were able to adjust, the number of affected work ers would be rather small. Offset ting adjustments cannot create jobs for those millions of unskilled work ers whose·usefulness and productiv ity lie below the legal minimum. The high school dropout from The Bronx who may contribute one dollar per hour of work remains unemployable at $3.35 per hour no matter how dil igently employers are readjusting their labor expenses.

Offsetting adjustments do not af fect the vast majority of American workers who are presently earning \more than the minimum. They may at best involve only a small number of people who are presently earning the legal minimum and are contrib uting an amount sufficient to cover this minimum and other employ ment-related costs. In many cases these other costs are also mandated, which clearly makes them unadjust able. In fact, they actually rise to gether with the minimum wage. Employer contributions to Social Security and Workmen's Compen sation do rise and further raise the costs of the minimum wage boost. They may also add to the adminis trative expenses of accounting, withholding, declaring and disburs ing the additional funds to the ap propriate government authority. While such costs may be negligible in a smoothly functioning account ing department, they are very bur280 THE FREEMAN May densome and highly disruptive for a small businessman considering the employment of a few minimum-wage laborers.

The offset possibilities must not be overstated. They are narrowly lim ited to contractual benefits that may be adjusted by agreement between the contract parties. But in some cases these benefits are negligible. They may be less valuable than a mandated wage boost together with the mandatory fringe adjustment, which precludes any offset. If they are equal to the ordered raise, all contract fringes would have to be eliminated in order to effect any off set. But such a withdrawal of all contract fringe benefits would be even more detrimental to amicable labor relations than their mere re duction. It surely would impede la bor productivity and raise produc tion costs. From the World of Politics Every well-known economist has voiced his concern about minimum wage legislation,9 and yet, it is sur viving sober reasoning and cogent arguments and living on in the sphere of political incentives. Few Americans actually believe that minimum wage legislation is truly in the workers' interest, that it in creases purchasing power and re duces poverty. And yet, many sup port it for political reasons. Labor unions and their members benefit significantly from a legal elevation of wages paid by competing indus tries using low-productivity, low wage workers. It hampers their competition with union labor and limits consumer preference for goods produced and services rendered by low-wage labor. Similarly, capital intensive industries using relatively skilled labor may want to redirect consumer choices by raising the costs of low-wage industries.

Most of the support for minimum wage legislation comes from groups that are fully aware of its unem ployment effects. Many Americans in the industrial states of the North and Northeast use it knowingly as a barrier to the industrial migration from their states to the South. Since World War II many companies have left the North to take advantage of lower labor costs and other advan tages in the South. To prevent this industrial migration and to stifle emerging Southern competition the Northern politicians usually favor high minimum wages. Other supporters who are aware of the harm done to unskilled work ers are convinced that the beneficial effects, as they see them, tend to outweigh the ill effects. Their blind faith in political action leads them to believe that the ill effects can be alleviated by new governmental ef forts, such as neighborhood youth corps, job corps, public works pro grams, and the like.

1983 MINIMUM WAGES 281 But the most vociferous support of minimum wage legislation comes from the professional spokesmen of the poor. Some may actually wel come unemployment among minor ities because it breeds other political and economic effects and, above all, creates a political power base for the minority champions. When jobs are scarce they are likely to be rationed and allocated according to govern ment plans and programs. Ration ing bestows benefits to political con stituents and thus confers prestige and power to the program propo nents. 1O Some are also aware that unemployment tends to give rise to new demands for radical govern ment intervention, for central con trol and planning, which may pave the way for an all-round political command system, called socialism. Mass unemployment, they are hop ing, will lead voters to support their ultimate objective. i -FOOTNOTES1For a detailed chronology of minimum wage legislation from thirteenth century France to the 1930s in the U.S., cf E. R. Nichols and J. H. Baccus, Minimum Wages and Maximum Hours, H. W. Wilson Co., New York, 1936, p. 41 et seq; for an American history, cf. U.S. Dept.
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Russell Shannon ROBOTS ALONG many modern assembly lines, agile arms reach deftly out to solder metal parts, hang heavy doors on slowly moving auto frames, and ac complish a myriad of other tasks re quired to fabricate an automobile. One can readily imagine Henry Ford looking proudly on, observing with a smile that the process he began nearly 80 years ago still flourishes. But, of course, one element has radically changed. Those arms per forming intricate assembly opera tions are not all human; more and more they are mechanical. Steel has replaced sinew; electricity substi tutes for blood. Where once men and women toiled and perspired, gleam ing robots now hum and whirr. Managers may rejoice that their robots don't take coffeebreaks, strike, or go on vacation, but others take a different view. They lament the plight of workers whose jobs have all been "lost." High and rising unProfessor Shannon teaches in the Economics De partment, Clemson University.

282 employment rates seem to demon strate that many loyal workers are being ruthlessly replaced. So people start to wonder, as the machinery is oiled and dusted, who will feed and clothe American work ers and their families? Just as we've already done with women, blacks, and other smaller groups, will it now become necessary for us to institute an affirmative action program to as sure equal employment opportuni ties for human beings? President Mitterrand of France addressed concerns about technolog ical displacement at last year's eco nomic summit at Versailles. And Hobart Rowen, economics writer for the Washington Post, has stressed the "need for governments to playa ma jor role in integrating new technol ogy with the working population and society in general."l For those who worry that robots may ultimately eliminate our chance to work, it is worth noting that the word "robot" itself became popROBOTS! 283 ular largely due to a ·play called -"R. U. R." (for Rossum's Universal Robots) written in 1920 by the Czech playwright Karel Capek. And "ro bota" is the Czech word meaning work. 2 In the play, Rossum's robots which are rather more human than their current counterparts-become overproduced to the point that they rise up to overthrow human civili zation. During the last act, the man agers of the robot factory, contem plating their plight, manifest their motives.

One character, the clerk of the plant, blames science and engineer ing. But they are benign, inanimate tools, as incapable of purposive, ma licious designs as assembly-line equipment. The underlying fault, the clerk suggests, is surely human greed. "We're all, all guilty," he cries. "For our own aggrandisement, for profit ... "3 In this charge he echoes Karl Marx, who saw the lure of profit as a fatal peril. Such profit-which Marx called "surplus" and which he believed rightfully belonged to workers-was spent by capitalists to acquire more and more equipment. It would inev itably be used, Marx forecast, to re place labor, so it engendered a grow ing "reserve army of unemployed" which spelled capitalism's doom.4 Not anticipating a robot rebellion, Marx predicted that the exploited, alien ated, and unemployed workers would rise up to overthrow the capitalist system. Of course, Marx, while perhaps partly perceptive about the purpose of profits, was largely a flop as a prophet. Certainly, today we do have increasing numbers of machines. But we also have more and more jobs, as shown not only by the general growth of population but also by women's spectacularly increased participa tion in the labor force.5 Whatever its defects, the pursuit of profit by "greedy" entrepreneurs has de monstrably not been detrimental to the overall level of employment.

In fact, another character in Ca pek's drama takes a dramatically different view. The managing direc tor of the robot plant asks: "Do you suppose that the manager controls the output? It's the demand that controls the output. The whole world wanted to have its Robots. Good Lord, we just rode along on this avalanche of demand ... "6 The manager sees producers such as himself simply as servants. True enough, profit may be their personal goal and gain, but don't they earn it by satisfying the expressed desires of society? If they are guilty of any thing, isn't it that they are just re sponding to the wishes of their cus tomers? This is what Adam Smith meant back in 1776 when he said an "invisible hand" causes each pro ducer "to promote an end which was no part of his intention."7 284 THE FREEMAN May In an equally perceptive but less publicized remark Smith wrote in Wealth of Nations, "It is not the multitude of ale-houses that occa sions a general disposition to drunk enness among the common people; but that disposition arising from other causes necessarily gives em ployment to a multitude of ale houses."8 One may well question the social desirability of having people purchase ale or robots-or hand guns or abortions, for that matter.

But one must also grant that, just as it takes "two to tango," it takes both buyer and seller to make a volun tary transaction. The motive of the seller is but one element. Concert pianists and brain surgeons may be wracked by greed, while pot ped dlers may believe they provide hu manity noble services. We should neither condemn nor applaud an act based on the seller's motives alone. Relieffrom Drudgery In fact, so far as robots are con cerned, the motives of both produc ers and purchasers may be very high, indeed. Though it was Adam Smith himself who touted the virtues of as sembly-line production, he also rec ognized specialization's drawbacks. Toward the end of Wealth ofNations he laments that "the man whose life is spent in performing a few simple operations ... generally becomes as stupid and as ignorant as it is pos sible for a human creature to become. The torpor of his mind renders him, not only incapable of relishing or bearing a part in any rational conversation, but of conceiving any generous, noble, or tender senti ment, and consequently of forming any just judgment concerning many even of the ordinary duties of pri vate life."9 Seen from this perspective, robots become a boon. They are relieving us from unwelcome work. Women are no longer slaves to their households nor men to their machines. That is the beneficent view of a central character in Capek's play. "It was not an evil dream," he says, "to shatter the servitude of labor. Of the dreadful and humiliating labor that man had to undergo. The unclean and murderous drudgery."l0 Who can argue with that? Any person who would abolish robots to assure work suggests implicitly that we would also be better off without vacuum cleaners, refrigerators, and toasters!

Or without lathes, ladders, and li notype machines. It is also enlightening to recall that, after all, robots aren't free. Their prices run well into the thou sands of dollars. What justifies their cost to producers? Labor's cost has risen, so workers have now become relatively even more expensive. Why did that occur? Obviously, workers now find more and more that they can escape as sembly-line drudgery and move to 1983 ROBOTS! 285 more meaningful and remunerative work. They are no longer tied to jobs that induce "torpor" in their minds. So employers discover they must pay more to retain their workers-or else resort to robots. There is, of course, the possibility that the use of robots may induce some technological unemployment. But John Maynard Keynes, in his essay on "Economic Possibilities for Our Grandchildren," predicted in 1930 that such unemployment would be "only a temporary phase of mal adjustment."ll He foresaw that, in the end, the new machines would so en hance our productive capacity that mankind would eventually solve the fundamental economic problem of scarcity. Then, Keynes said, people would have to worry only about how to use their leisure. Keynes clearly did not foresee the advent of video games!

Perhaps Keynes took too blithe a view. But the characters in Capek's play, along with the arguments of Smith, Marx and Keynes, all make one fact abundantly clear. The atti tude we take toward our metal workers depends very much on our mental framework. Rather than at tack robots for making work impos sible, why not welcome them for making it unnecessary? Instead of being doomed to engage in endless drudgery, men and women have be come increasingly free to cultivate their artistic talents and enjoy more and more of what we call the "finer things in life." The assembly line that Henry Ford inaugurated may have undergone a radical change. But the end result of its process is basically the same. It is a machine which replaces both horse power and human power. Rather than rickshaws, we ride in Reliants and Renaults. Instead of Conestoga wagons, we cruise in Ca pris and Caprices. Next time you're driving to your job in an air-condi tioned, automated office, or rolling along the highway toward a week end at the beach, think about that! ® -FOOTNOTESIHobart Rowen, "We Need to Deal with Tech nology," Greenville News, June 10, 1982, p. 4A.

2Robert W. Corrigan (ed.), Masterpieces ofthe Modern Central European Theater (New York: Collier Books, 1967), p. 217. 3Karl Capek, "R. U. R" in Corrigan, p. 276. 4Karl Marx, Capital (New York: Modern Li brary, n.d.), Chapter XXV, esp. pp. 689ff. 5Civilian employment as a percent of our to tal noninstitutional population rose from 54 56 percent in the period 1950-1960 to 59.3 per cent in 1979. Economic Report of the President (Washington: U.S. Government Printing Of fice, 1981), p. 267. 6Capek, p. 279. 7Adam Smith,An Inquiryinto the Natureand Causes of the Wealth of Nations (New York: Modern Library, 1937), p. 423. 8Ibid., p. 343. 9Ibid., pp.734-35. lOCapek,p. 274. llJohn Maynard Keynes, "Economic Possibil ities for Our Grandchildren," reprinted in Es says in Persuasion (New York: W. W. Norton & Co., 1963), p. 364.

ClarenceB. Carson THE TROUBLE WITH FARMING THIS past December, I traveled with my family through north central Mississippi and across the river northwestward into south central Arkansas. The portion of the trip that made the deepest impression on me was that which took us through what is called the Mississippi Delta. The Delta stretches for the better part of 100 miles inland on either side of the Mississippi river in this area, though somewhat wider on the Mississippi than the Arkansas side. The land is table flat, and the road we were on was arrow straight, bending only so much as was neces sary to put it through the next town. Dr. Carson has written and taught extensively, spe cializing in American intellectual history. He is the author of several books and is working at present on A Basic History of the United States to be published by Western Goals, Inc. 286 The road was raised three or four feet above the surrounding country side, which was fortunate for us. The countryside was flooded by unusu ally heavy winter rains, and the flooding was enhanced by a blinding rain squall as we drove through one of the more remote regions. When the ground is too full to soak up the water, there is no place handy for it to go.


This is farming country, though it was dormant at this season. More, it is row-crop farming country. Few, if any, cattle or hogs were to he seen, and woodland was rare. Twenty-five or thirty years ago, it was predomi nantly cotton country. Cotton is still grown extensively-many stalks were still standing, with traces of lint hanging from the empty bolls-but the growing of grains, especially THE TROUBLE WITH FARMING 287 soybeans, has widely supplanted cotton. The Mississippi Delta belongs geographically to a much vaster farming region, extending from Minnesota in the north to Louisiana in the south and from western Ohio in the east to eastern Colorado in the west. It is a vast fertile region, much of it low lying to flat country with deep soil, well-suited in this age to commercial farming. It is the Mississippi valley, the low lying area through which the waters which begin in the western Appala chians and the eastern Rockies flow into the Mississippi, and thence to the sea. The region of the valley narrows from north to south as the mountains recede in height and fan out into foothills which channel the water along other courses to the Gulf of Mexico. The Mississippi valley is sometimes called the heartland of America. It is certainly the bread basket, for most of the grain that feeds America is grown there.

The Mississippi Delta through which I traveled has undergone a major change in the past two or three decades, a change that was very nearly completed by 1970, say. Al though vast acreages of land are un der cultivation now, the country is sparsely inhabited. Houses are usu ally located a considerable distance from one another; often, they are separated by a mile, or more, of farmland. Usually, a single family dwelling sits alone, with the me chanical equipment for farming nearby. An Agricultural Revolution Twenty-five or thirty years ago it would not have been possible for such a small number of farmers to till these great acreages. This Missis sippi Delta was one of the major cen ters of cotton growing in the United States. Cotton required intensive cultivation-it had to be hoed sev eral times by hand-and many hu man hands to harvest any consider able amount of it. Two major developments altered these require ments. One was the development of herbicides to get rid of unwanted weeds and grass. The other was the development of a mechanical cotton picker. Along with this, there was increasing use of mechanical plant ers and fertilizer distributors which could be extended across a wide car rying frame to plant many rows.

There also were larger cultivators. The reduction of hands used was further accelerated in the 1960s by the extension of the minimum wage to cover farm laborers. So it is that a countryside once dotted with houses of small land owners, tenants, and dwellings for hired laborers is now sparsely set tled by farmers who rely almost ex clusively upon heavy equipment to do the work. I looked in vain for rel ics of these buildings. I noted none.

288 THE FREEMAN May There were reports in the 1960s that they were burned to be rid of them. A similar change or transforma tion has occurred in farming throughout the United States, though less dramatic than in cotton farming in most instances. Here and there are still enclaves of farming which require intensive human care and human hands and decisions in harvesting, such as in tobacco grow ing or in the production and har vesting of some fruits and vegeta bles. By and large, though, the extensive use of machines, the shift away from intensive use of labor, and the cultivation of large acreages by single farm families has been the trend throughout most of American agriculture. Fewer Farms-and Farmers Statistics tell much of the story in abstract terms. According to census figures, the total number of farms in the United States has declined from 6,102,000 in 1940 to 2,808,000 in 1980. The most drastic decline for any decade was in the 1950s, when the number of farms dropped from 5,388,000 in 1950 to 3,962,000 in 1960. The number of farms appears to have stabilized over the past decade or so.

The total farm population de clined from 30,547,000 in 1940 to 8,864,000 in 1980. Again, the larg est drop in farm population occurred in the 1950s, when it declined from 23,048,000 in 1950 to 15,635,000 in 1960. The number of hired farm workers (average) in 1920 was 3,391,000; in 1940, 2,679,000; in 1980, 1,303,000. The largest drop in hired farm workers occurred in the 1960s, which coincides with the ap plication of the minimum wage to them. Farms have been increasing in size over the same period, of course, and it might go without say ing that they have generally been increasing precipitately in value. The main conclusion to be drawn from these facts is that fewer and fewer people are farming more and more land (per farmer) by the use of more and more equipment. Or, in formal economic terms, there has been a dramatic shift away from la bor in the economic mix to land and capital, especially capital.

Moreover, not only are fewer peo ple farming more land with more equipment, but also they are pro ducing more of many commodities than ever before. For example, here is a description of production in 1981: The corn crop of 8,080,000,000 bush els, or 205 million metric tons (t), was the largest on record and 22% greater than the 1980 crop. All feed grain pro duction . . . was 240 million t, up 21% from ... 1980. Also the soybean crop of 2,110,000,000 bushels was the second largest crop on record and ... 18% larger than the 1980 crop. The U. S. wheat crop was a record 2,750,000,000 bushels ... , 377 million bushels more than in 1980.

1983 THE TROUBLE WITH FARMING 289 Cotton production of 14.8 million bales was 33% greater than in 1980. Hay pro duction increased 5% over 1980, while pasture and range conditions were 22% better than in 1980. Due to lower live stock prices during the first half of 1980, the number of hogs raised, the number of cattle fed for beef, and the number of chickens raised were down slightly. (American Annual [Grolier, 1982], p. 78) The production achieved by Ameri can farmers by way of this heady shift to capital is surely little short of being one of the wonders of the modern world. Moreover, the prices of farm products to consumers should generally be reckoned as a bargain, compared to the prices of many other goods in an era of rising prices. Signs of Distress But there is a rather large worm in the apple of this farming Eden, which brings us to the subject of this essay, the trouble with farming.

Discontent among farmers has been widespread and, perhaps, increas ingly strident in recent years. There have been tractorcades to some state capitals and to the national capital, confrontations with sheriffs at fore closure sales, and dark threats of vi olence if something is not done to help farmers. The most common complaint is that farm prices are so low that large numbers of farmers cannot make ends meet. Stories surface after each crop year of farmers who lost large sums of money. Nor are the difficul ties restricted to farmer~ in anyone section of the country or producers of particular farm goods. They range from dairy farmers to chicken and egg producers to grain and fiber farmers to cattle growers. Farmers are not noted, of course, for boasting about their great prof its. Who is? Those who work and produce rarely complain that they are overpaid or admit that they are adequately compensated for their efforts. It could be, too, that when farmers gather in the winter, brag ging rights sometimes belong to the farmer who had the largest losses during the year. But there is naught of exaggeration or humor in the in ability of farmers to make payments on their debts or the ensuing bank ruptcies and foreclosures. These last are widespread and increasing by all accounts. Moreover, precipitately mounting farmer indebtedness sig nifies something of the extent of the difficulties.

Total farm real estate debt out standing stood at slightly over $7 billion in 1953. At the end of 1981, it stood at over $92 billion. There was a steady, though not particu larly dramatic, rise in farm real es tate debt during the 1950s and 1960s. It began taking off in the 1970s and almost doubled between 1975 and 1981. Closer analysis shows, too, that the least well secured-most precar ious-portion ofthe indebtedness was 290 THE FREEMAN May increasing even more rapidly. In debtedness to the Farmer's Home Administration, the lender of last resort for farmers, almost doubled in the period 1979-1981. These figures do not include the indebtedness for shorter terms secured by farm equipment or "rollover" debts, not completely retired from year to year because the proceeds from the sale of produce were insufficient. These add substantially to the overall debt. Contributing Factors A good many contributory reasons can be enumerated for short term difficulties of farmers in general and those of individual farmers here and there in particular. Most likely, some farmers who go bankrupt or have their farms foreclosed are ineffec tive managers. Some are what econ omists call marginal, or on their way to becoming submarginal, farmers.

More broadly, there have been fluctuations and changes which had an impact on farmers generally. One was the oil embargo of the Arab countries and the subsequent steep rise in oil prices. This development not only drove fuel prices up but also the prices of such things as fertil izer, pesticides, and herbicides. An other development has been the sharp rise in interest rates in recent years. Embargoes on grain ship ments to communist countries have aggravated the situation for grain growers also. It can be added that, of course, farming is a. risky busi ness, and the vagaries of weather, of pests, and diseases contribute to the fluctuations in farm production. These, and like, explanations might suffice if the trouble with farming were temporary or episodic. But some of the signs, especially mounting indebtedness, point to persistent and increasing difficulty. Moreover, ifit were simply a market phenomenon, we might expect that farmers would make the necessary adjustments of production to de mand to get prices that would en able those who stayed in the busi ness to prosper: But it is not simply a market phenomenon, certainly not of the free market anyway. None of the developments discussed above were simply responses to the free market: not the dramatic shift from extensive labor toward capital, not the enlargement of farms, not the buying of ever larger and more ex pensive farm equipment, not the mounting indebtedness.

All these occurred in a framework of government tampering, interven tion, restriction, subsidization, and tacit inducement. Farmers have been propelled, as it were, in the direction they have taken, including produc ing more than could be profitably sold, by government programs over the years. That is not to say that some of the developments, such as the shift toward capital by the use of large and specialized machines, 1983 THE TROUBLE WITH FARMING 291 would not have taken place, sooner or later, without the intervention. But it is most unlikely that the changes would have occurred so swiftly, so dramatically, or so exten sively if the market had been the sole prompter of them. That is a way of saying that it is most unlikely that farmers would have been caught in their present bind by the workings of a free market. At any rate, that is not the way it happened. Although there have been many government programs over the years which affected farming more or less in a variety of ways, I want to focus on three categories of programs which have the most direct bearing on the present situation. They are: price supports, crop and production restrictions, and easy credit. While easy credit is at the heart of the present farmer difficulties, other programs provide an essential part of the background and highlight some of the fallacies which underlie them.

Price Supports Farmers have long and often be lieved that their problems, when they became acute, were caused by low prices for their production. Over the past century, they, or those who claimed to speak for them, have identified a number of villains who either contributed to or caused the low prices. Among these were high transportation costs, extortionate rates for storage facilities, money shortage, the fact that farmers often sold their crops at the time when prices were lowest, protective tariffs on manufactured goods, middleman profits, and, belatedly and occasion ally, their own overproduction. Cou pled with this has been a sentimen tal attitude toward farmers and farming, which goes back at least to Thomas Jefferson and was vigor ously intruded into the political scene by William Jennings Bryan in the late 1890s. There were sporadic po litical attempts to "aid" the farmer by making easier money available and regulating rail rates over the years.

However, it was not until the 1930s that the federal government made a concerted effort to raise farm prices. The New Deal devised a variety of programs designed to accomplish this result. Among them were programs to increase the money supply, make loans on crops stored in warehouses until prices rose, subsidies, govern ment guarantees, and government bidding up of prices. Some one, com bination, or all of these efforts did succeed in raising farm prices, or some of them. It happens, however, that one of the most important economic func tions of price is to signal what is wanted. Higher farm prices tend to spur farmers to produce more of the goods for which prices are rising. (Not all farm products had price sup292 THE FREEMAN May ports.) If the New Dealers did not know this at the beginning, there would soon be bountiful evidence to prove it. In any case, they were in tent on raising prices, and they did understand that the way to do that was to reduce the supply on the market. Sometimes, they, or their successors in government, limited the amount of particular crops that could be sold at support prices. But the main device by which government tried to limit production over the years was by acreage restrictions on controlled crops. Farmers were as signed crop allotments for crops that had price supports, usually for their commercial or "money" crops.

Distorted Signals The combination of price supports and acreage (or production) restric tions bent or distorted the market in opposite directions. On the one hand, price supports, so far as they suc ceeded in raising prices above what they would have been on the mar ket, signaled farmers to increase production. On the other hand, acreage allotments limited the amount of land that could be planted to those crops. That did not mean that farmers gave up in their efforts to increase production of supported crops. It did mean, however, that they would have to shift the economic mix from labor toward capital. In theory, they might have cultivated the com mercial supported crops more intensely in the hope of increasing production. But that was hardly possible, even if it would have worked. The government program was set up in a way that discouraged the concentration of labor on the con trolled crop. Allotments were based on the total amount of land under cultivation on a given farm. (Gov ernment favored diversified farm ing.) Thus, on a farm, only an estab lished percentage of the land could be planted to the controlled crop. In order to get his maximum allot ment, a farmer had to keep a maxi mum amount of his land in cultiva tion. He could, of course, concentrate his capital expenditures for fertil izer, improved seeds, pesticides, and the like, on the commercial and con trolled crops. Many, probably most, farmers did. More, when they could, farmers increased their capital ex penditures for these over what they had done, for it was a route to in creasing production.

Beyond that, however, farmers who survived generally had to bring more land under cultivation, rent it or buy it (or buy allotments, as was some times done in the 1950s and 1960s) to make a living. The record is clear that most of those on small farms could not make a go of farming. The mass exodus from farming got under way in earnest in the mid-1930s and continued to the late 19608, when farm population tended to stabilize.

1983 THE TROUBLE WITH FARMING 293 The main path taken by farmers was to increase farm holdings. Since the number of hired farm workers was generally declining during this per iod, the main approach taken to the cultivation of these larger acreages was to buy mechanical farm equip ment, i.e., tractors, trucks, planters, cultivators, and harvesters. Thus, the shift from labor toward capital was completed, so far as it has been. From Whence the Capital? Where did the farmers get the capital? More bluntly, where did they get the money to buy the machines, the fertilizer, the pesticides, the her bicides, the improved seeds, irriga tion systems, and the like? In addi tion, where did they get the money to buy or rent additional land? There is no need to generalize too broadly here. Most likely, there have been farmers who financed their expan sion over the years in a business like and sound financial way. They extended their land holdings from profits, savings, inheritances, and so forth, and bought additional land only as it became available at at tractive prices. Such people might well have bought new and larger equipment from similar sources, supplemented by prudent borrow ing. If so, and if they have managed well, they are probably succeeding in farming even today. In any case, we are looking for the sources of the difficulties of farmers in trouble.

More, we are looking for what, in addition to support prices, has en abled farmers to get the capital to produce in such quantity that they cannot survive in farming with such price supports as still exist. The source of much of the money for farm capital and land is no great mystery. It has been borrowed. It has been made available by easy credit. The easy credit is a result of the pol icies and programs of the United States government. The farm move ment that got underway in the lat ter part of the nineteenth century was early penetrated with the idea that easy money, or inflation, was a panacea for the problems of farmers. This easy -credi t idea achieved po litical expression in the Green backer and silverite movement, was propounded by the Populists in the 1890s, and entered the Democratic party by way of William Jennings Bryan and his followers in 1896. It began to bear fruit when the next Democrat, Woodrow Wilson, was elected to the presidency in 1912. The Federal Reserve Act was passed in 1913. The banks authorized under it were to become engines of inflation, for they were empowered to issue currency on the security of commer cial and agricultural paper. That is, they could expand the credit by re discounting notes held by banks, thus making more money and credit available.

294 THE FREEMAN May The Federal Reserve system, then, has been the main fount of easy credit in the United States generally since that time. It is important to empha size, however, that farm credit is a breed all its own. Otherwise, it might be supposed that farm financing is done in the same way as for other businesses. True, commercial farm ing is a business, and farm enter prises are often referred to as agri business. But much of farm financ ing is not done under such restraints as apply to business concerns. Farming is an especially risky busi ness, yet much of the risk capital is obtained as loans rather than from investors who knowingly share in the risk. Also, much of farm land is fi nanced by borrowing. The Farm Credit System How has this come about? Mainly by the operation of what has come to be called the Farm Credit System. Since little is known about this sys tem generally, and since those who know of one or more of its agencies may not be aware of the government connections or the strange organi zational modes, some little explana tion of it may be in order.

First, the Farm Credit System was government inspired, government authorized, has had initial and oc casional government financial help, and is government controlled! The basic system was authorized by the Federal Farm Loan act of 1916. The Federal Land Banks, probably the best known of the organizations, were first organized in 1917, pursuant to this act. There have been changes in the system from time t<? time by con gressional acts. The following re marks are about the system as it was authorized by the Farm Credit Act of 1971. According to the U.S. Govern ment Manual, the system is orga nized in this way: The Farm Credit Administration, an independent agency, supervises and co ordinates activities of the cooperative Farm Credit System. The system is com prised of Federal land banks and Federal land bank associations, Federal inter mediate credit banks and production credit associations, banks for coopera tives. Initially capitalized by the United States, the entire System is now owned by its users.

Some of the above information could be misleading, however. The Farm Credit Administration is "indepen dent" in the sense that it does not fall under the authority of any reg ular department of the government. Otherwise, it is a government agency, as are all the others under its authority, and the governing board is politically appointed: 12 members by the President of the United States and one by the Secre tary of Agriculture. This is a nationwide system of credit for farmers, the central banks being distributed about over the 1983 THE TROUBLE WITH FARMING 295 country in much the same way as are Federal Reserve banks. The Federal Land Banks make long term (5 to 40 year) loans to farmers se cured by real estate. Although por tions of the loans may be. used for other purposes, they are made basi cally for the acquisition of farm land. The Intermediate Credit Banks are discount banks, serving mainly Pro duction Credit Associations. Their main purpose is to discount inter mediate term notes, such as would be needed for the purchase of farm equipment. Production Credit Asso ciations make mainly what should be called risk capital loans to farm ers. The loans may be for periods of up to 7 years. Banks for Coopera tives are, as the name implies, banks for associations of farmers.

SpecializedLoan Companies None of these organizations are banks in the usual meaning of the term. They are neither depositories of money nor issuers of currency. They might better be called loan companies, for that is their function, loan companies established by the United States government. But the word "company" may be misleading, if by that term we mean an organi zation owned and operated by inves tors for profit. The organizations in the Farm Credit System do not fit that description. The investors have no control over the organizations; investment is separated from ownership; hired managers operate them; and the profits, if any, go to the bor rowers. Basic policy is set by politi cal appointees or by law. Financing came initially from the Federal gov ernment, and ongoing financing comes from consolidated bonds sold to investors and backed by the notes from borrowers. (The United States government does not guarantee these bonds, but that may be only a technicality. ) The borrowers hold the voting stock in the basic organizations for the duration of their indebtedness.

They are required to purchase the stock in order to obtain loans, and when the loans are repaid they must either relinquish the stock, or, in some cases, accept non-voting stock in return. The voting stock serves basically as a means of choosing the members of the committee which approves or disapproves loans. Such profits as may be made are, in effect, paid out as reductions of interest rates to current borrowers. The point of these arrangements may be easier to get by conceiving the matter in figurative language. The government has contrived to bring into being and caused to be planted and grown a vast cabbage patch, i.e., credit, for rabbits, i.e., farmers. The rabbits have been placed in charge of distributing the cabbages under guidelines laid down by politicians or their appointees. My point is that a vast system of easy 296 THE FREEMAN May credit to enable farmers to buy land and get risk capital has been made available by government. But to round out the account of credit insti tutions one more needs to be in cluded. It is the Farmer's Home Ad ministration (known as the F.H.A.

in rural circles). The ~H.A. The Farmer's Home Administra tion is a backup organization to pro vide easy credit, mainly for farmers, who cannot meet the requirements of other lenders. (Applicants for loans are usually expected to submit evi dence that they have been turned down by other lending institutions.) Its basic authority stems from an act of Congress passed in 1921. It oper ates within the Department of Ag riculture, and it is financed by pro ceeds from the sale of Treasury certificates. It makes loans to "pay for equipment, livestock, feed, seed, fertilizer, other farm and home op erating needs; refinance chattel debts; provide operating credit to fish farmers;" for the purchase of land, houses, and other sorts of things for rural inhabitants and farmers. Terms of repayment and interest rates are adjusted to the financial situation of the borrowers. None of this is meant to suggest that farmers borrow exclusively from government agencies. They, or some of them at least, borrow from regu lar banks, from insurance companies, from equipment dealers, and from private as well as other public sources. But there is every reason to believe that the major source of the easy credit which has many of them now swamped with debts are the government agencies.

While I was in the midst of writ ing this article there was an account on television of a farmer in Ohio who was trying to prevent the auctioning of his farm to pay his debts, or at least those secured by it. According to the television announcer, the man had 199 acres of land, and he owed $400,000 to a Production Credit As sociation and $200,000 to a Federal Land Bank. Much more generally, the break down of the lenders to whom were owed the more than $92 billion out standing farm real estate debt in , 1981 confirms the preponderance of these agencies. The largest portion, nearly $36 billion, is owed to the Federal Land banks. Nearly $8 bil lion is owed to the Farmer's Home Administration. Life insurance companies had loaned nearly $13 billion, and commercial banks somewhat under $9 billion. The other lenders were not enumerated. Here is a synopsis of an Associ ated Press release (published in the Birmingham News, January 2, 1983, p. 21A) which illustrates the ease with which farmers could borrow money and the consquences of debt for one man. It is about a man who 1983 THE TROUBLE WITH FARMING 297 was a farmer in Missouri. He began farming in 1965 with 68 acres of land and $600. By 1970, he was planting 900 acres and feeding several hun dred hogs. This expansion was built upon a mountain of debt; it eventu ally totaled nearly $400,000.

Drought, a disease which decimated his hog population, and inadequate prices drove him to the wall. The Production Credit Association, which had been supplying the risk capital for his operation, could carry him no longer. He turned to the Farmer's Home Administration, but that aid did not last long. His farm was sold at auction, but many of the debts re main unpaid. In retrospect, this farmer under stands what happened to him this way. He believes he still would be farming had he not ex panded with such zeal. Had his appetite for money not been so voracious. Had that money not been dished out so readily. "They made a feather bed for me to lie on ... ," [he] said of the lenders. "You know, I could basically sit down at my kitchen table and write out a loan. It was just too simple." "The road to hell," it has been said, "is paved with good intentions." The road to trial and tribulation for farmers is paved with government programs. Undoubtedly, farmers would have a full quota of trouble if there were no government interven tion. Commercial farming is a busi ness, and it is beset with all the pitfalls of other businesses. Some businesses prosper, others fail. That is the story of all business in good times and bad, and especially in bad.

Beyond that, farmers face some risks peculiar to their undertaking. Thus, however unfortunate it may be, farming is unlikely ever to be a uni versally prospering undertaking for all who venture into it. Conclusions But the conclusions toward which this article has been moving are these. Government intervention has greatly aggravated the lot of the farmers. Price supports induce farmers to produce more. That, plus crop restrictions, promoted the ex pansion of land holdings and the shift from labor toward capital. Despite the fact that this was risk capital, the government set up a vast credit mechanism to supply much of it. Price supports, crop restrictions, and easy credit sent misleading sig nals into the market. The crop re strictions have generally been aban doned over the past couple of decades, not, however, before millions of peo ple had been driven from farming and the pattern had been set for those who remained to expand their land holdings and rely more and more on capital. Price supports, while not so obtrusive as they once were, still serve to stimulate production.

Meanwhile, farmers go deeper and deeper in debt in a desperate effort 298 THE FREEMAN to produce more and more in the hope that they can pay off the debts which are threatening to crush them. Many are falling by the way. Others, per haps most, are having a hard time due to the lower prices resulting from the increasing production. Many farmers are raising the cry for government aid once again. But the hair of the dog that bit them will no more solve their problems than it will cure alcoholism. Neither eco nomic theory nor historical experi ence support any such notion. It is government intervention which has bent, strained and distorted the market to produce the current mess, Government Lending as well as a number of earlier ones. The unhampered market provides the guides for how much to produce in order to survive in an undertak ing. The free market price is the surest guide to what to produce and in what quantity. When credit is only available from those who hope to profit from lending the scarce money available, there is little likelihood of overexpansion of landholdings or overcapitalization. Not so long as these are dependent on credit. And the farmers who are in desperate straits today are those being crushed by a mountain of debt. i IDEAS ON LIBERTY IN the sense that each borrower undertakes to repay out of the revenues produced by his work, all government lending is lending to finance enterprise. Where there is no enterprise, there is no prospect of repay ment. In this broad sense, where enterprises and enterprisers are dis cussed in these general comments, the terms are used to apply to farm ers and working people as well as to businessmen, partnerships, and corporations.

The theory of government lending is that it produces economic activ ity which otherwise would not occur. This means that if the government offers to pay the bills, now or later, homes will be built, factories will be constructed and outfitted, minerals will be mined, crops will be grown, electric power and telephone lines will be erected, goods will be exported for sale abroad, employment opportunities will be created, and many other business transactions will be undertaken, even if in each case it would have been unattractive or financially impossible for the people concerned to undertake the transaction unassisted. (Extracted from the February 1955 report by the Task Force on Lending Agencies, prepared for the Hoover Commission on Organization of the Executive Branch of the government.) I sat at my desk in the classroom, mulling over a stack of bills written by the students in preparation for our Mock Congress. As I glanced at each one, checking for proper for mat, neatness, and appropriateness of the action proposed, a wave of dis couragement swept over me.

Only two uni ts earlier we had spent several days discussing the principles of the Declaration of In dependence. I had tried to explain in simple terms the formal writing of Thomas Jefferson. I had placed spe cial emphasis on the importance of the truths deemed "self-evident to all men." Even as the discussion proceeded, I had begun to detect that these self evident truths and inalienable rights were indeed foreign to many of the youngsters. The very idea that the main purpose of government was the defense of individuals' lives, liber ties, and properties seemed entirely Mr. Peterson of East Greenville, Pennsylvania, teaches economics and history in junior high school. Dennis L. Peterson From the Mouths of Babes new to many of them. This was con firmed when I rhetorically asked, "What is the purpose of govern ment? Is it to provide jobs? Set prices? Build homes?" The overwhelming response was, "Yes, that is govern ment's job."

The explanation that followed corrected their fallacious think ing-or so I thought. They even did well on the test, parroting back the freedom philosophy I had so ex pertly taught them. Now, as I read the bills they had proposed for their Congress, I real ized the truth-they had not really learned the philosophy of freedom. The big brother philosophy was firmly and unmistakably embedded in their young minds. Two bills proposed severe inter national trade restrictions. Two oth ers demanded longterm, low-inter est loans for farmers and students. Another mandated involuntary auto seat restraints. Still another recom mended a guaranteed annual in299 300 THE FREEMAN May come. One even suggested that the government enter the fruit-growing business. It is true that one could simply dismiss such proposals as the un thinking work of junior high school students. But it is not that simple.

From these bills I quickly realized that the students were learning well the philosophy of government so prevalent today. Their bills merely reflected proposals they hear dis cussed on television. Their bills, with a little spit and polish, refinement, and professional legal terminology, are the very issues being debated in the halls of Congress. These students knew of nothing else to propose. Throughout their lives they have been hearing adults, especially the government "ex perts," discussing the efficacy of government regulation and inter vention. Practically every proposal offers some form of government con trol. And usually such proposals are designed to benefit some unfortu nate individual or group, thus ap pealing to their desire to help others in need. Many of the students had at tended public school for several years, where they had received the govern ment's philosophy of control under the guise of preparing them for free dom. Those who had attended pri vate school had either not been ex posed to the freedom philosophy or had not truly come to accept it for themselves. None of them had read literature written by proponents of limited government.

As I sat at my desk, dejected and defeated, I thought back to my own early schooling. Even then several social studies teachers had espoused collectivist ideas. The literature was filled with them. But at home I saw in my parents hard work, rugged in dividualism, sound personal econ omy, and a fear of government in terference. It was about that time that I began receiving The Freeman and "Notes From FEE." I still recall my excitement when a book written by Leonard Read arrived in the mail and the elation I felt upon turning to the dedicatory page and reading, "To Frederic Bastiat .... " Hand penned following these printed words were, "... and Dennis L. Peterson." It was autographed by Mr. Read. At that time I knew of no greater honor. It encouraged me in learning more fully the freedom philosophy. Slowly I have realized that the freedom philosophy is not some thing that can be taught in a few class periods. It cannot become a part of one's life through a mere intro duction in school. It must be con stantly nurtured, strengthened, and sustained. It must be shown to work on a day-to-day basis. It must be re inforced in real life in the home, in the church, and in the very halls of government. In short, it is some thing that can be discouraged and 1983 FROM THE MOUTHS OF BABES 301 destroyed or encouraged and strengthened by others, but it must be learned through self-discovery.

The way of freedom must be taught, not by deriding the socialis tic fallacies, but by accentuating the righteousness of freedom. As Mr. Read so clearly stated in Accent on the Right, "When we accent what is right, we put ourselves in the realm of the positive; our message becomes attractive, for it is one of hope rather than despair. This approach also strips the wrongdoing of its plausi bilities and without any declama tion on our part-leaves it bare, na ked, and exposed." A Lifetime Challenge In reflecting on the lessons learned from my students, I nQw understand that teaching freedom to others is not the work of a'semester, but rather the work of a lifetime. It will require many lessons, not one lecture; much reinforcement, not mere regur gitation. A proponent of freedom should be a perpetual student. No one can be a teacher who is not at the same time a student himself. "Everybody is ig norant," Will Rogers said, "only on different subjects." Students will advance in their learning only to the degree their teacher is advancing in his own education. Samuel Smiles summed up this point in his book Thrift when he wrote, "Every man's first duty is to improve, to educate, and elevate himself, helping for ward his brethren at the same time by all reasonable methods."

He should live his life in such a way that others will see the desir ability of individual freedom. He should beware of developing a repu tation as a ranting fanatic who is always negative in his attitude. Rather, he should be an exemplary proponent of the positive, emphasiz ing the benefits of freedom. He should illustrate how good freedom is, not how bad collectivism is. Now I am asking myself what oth ers are seeing in me. Will my young daughters learn the freedom philos ophy from my life the way I learned it from my parents? If they do not, I have only myself to blame. , Special Issue of The Freeman on The Renewal of Freedom Reprints of historic documents and other suggested readings on Con stitutional Government in America. Copies of this July 1981 issue available in quantities of 10 or more at $.25 each. (Minimum order 10 copies.) Order from: The Foundation for Economic Education, Inc.

Irvington, New York 10533 Lawrence W. Reed Economists and the Future IN September, 1981, an economist from a major university in Michigan made known his economic forecast for 1982. His prognostications were widely publicized; perhaps some business or government decisions were based on them. According to the economist, the sluggish condi tions of 1981 would give way to re covery early in 1982. Auto sales would improve to an annual rate of 9.7 million vehicles by the second quarter. Unemployment would "sta bilize" at about the 8 per cent level. Economic expansion would spread to all major sectors, with the overall "rate of growth" doubling by the end of the year. Price rises would remain about as strong as they were in 1981. Many of his predictions were ex pressed in precise mathematical quantities. What a difference a few months can make! Anyone who was awake 302 last year knows that this particular forecaster entirely missed the mark.

And yet, he employed one of the most sophisticated mathematical models money can buy. What does an economist do, hav ing erred so grievously? Quietly re treat into the shadows of academe? Not at all! Undaunted, he will wipe the egg from his face, resume his place in the crowded fraternity of economic soothsayers, and begin work on next year's prediction for Gross National Product-to the nearest tenth of a per cent. In the welter of fallacious forecasts, hardly a soul will single him out anyway. The dismal record of the forecast ing profession led one economics professor at the State University of New York to conclude recently that Mr. Reed is Chairman of the Department of Econom ics at Northwood Institute in Midland, Michigan, and Director of the college's annual Freedom Seminars.

ECONOMISTS AND THE FUTURE 303 non-economists on balance are bet ter at seeing the future than are the professional forecasters. Perhaps it is time for the professional sooth sayers to re-examine their premises and methods. What is it about the future that makes it so hard to describe? The answer is at once both simple and profound: it hasn't happened yet! Human hindsight is often "20-20" but it is beyond human mental lim its to really know with much preci sion what tomorrow will bring. No palm reader, no fortune teller, no astrologer, no forecaster, not even an econometrician, can ever dispel the uncertainty of the future. Austrian economist Ludwig von Mises, inHu man Action, tells us: If it were possible to calculate the fu ture state of the market, the future would not be uncertain. There would be neither entrepreneurial loss nor profit. What people expect from the economists is be yond the power of any mortal man. 1 So it is that the existence of un certainty is a commentary on the nature of the human condition it self. It is what Murray Rothbard terms "a fundamental implication derived from the existence of human action." In his monumental work, Man, Economy, and State, Rothbard expounds: This must be true because the con trary would completely negate the pos sibility of action. If man knew future events completely, he would never act, since no act of his could change the situ ation. Thus, the fact of action signifies that the future is uncertain to the actors.

This uncertainty about future events stems from two basic sources: the unpre dictability of human acts of choice and insufficient knowledge about natural phenomena. Man does not know enough about natural phenomena to predict all their future developments, and he can not know the content of future human choices. All human choices are contin ually changing as a result of changing valuations and changing ideas about the most appropriate means of arriving at ends. This does not mean, of course, that people do not try their best to estimate future developments. Indeed, any actor, when employing means, estimates that he will thus arrive at his desired goal. But he never has certain knowledge of the future. All his actions are of neces sity speculations based on his judgment of the course of future events. The om nipresence of uncertainty introduces the ever-present possibility of error in hu man action. The actor may find, after he has completed his action, that the means have been inappropriate to the attain ment of his end. 2 (emphasis Rothbard's) There Is a Need to JUdge What the FutureMay Bring To say that the future is uncer tain, however, does not mean the end of the matter. Surely, entrepreneurs who assemble the tools of production today, as Rothbard points out, must make decisions based upon what they think the future will hold. They make 304 THE FREEMAN May it their business to grapple with questions such as: What will the general state of business be next year? How much will materials cost and will they be available? What wage rate will be required to attract and keep the kind of employees we need? What will be the effect on sales if we change our prices? What are our competitors likely to do? Where will the best markets for our prod ucts be? Is this a good time to seek outside financing or will interest rates decline in coming months?

Should we be working down our in ventories? What will the politicians do that might affect our business? Consumers, securities investors, government policymakers, and, of course, economics professors on the lecture circuit, join businessmen in the search for information about the future. The real question is, what can we reasonably say about tomorrow and what methods enable us to say it? A review of the more prominent methods of economic forecasting is now in order. A. Simple Trend Projection This approach relies upon pure extrapolation of previous trends in some economic activity and as such offers little more than a pretense to being scientific. It works only inso far as current trends continue. It does not begin to account for, let alone incorporate, any significant changes or turning points. Professor James B. Ramsey terms it "naive predic tion" and offers this critique: Either the predictor estimates some relationship and assumes that the same results will hold in the future; or he pre dicts values by using currently observed trends in economic variables over time, for example, he says next year's income will be equal to this year's plus 5 per cent. There is no attempt to provide a theoretical model in order to understand the observed relationships.· There is no concern for identification and little for separating out the individual effects of exogenous variables. 3 Thomas Malthus, early in the nineteenth century, used a kind of simple trend projection to forecast starvation and over-population. More recently, the so-called "Club of Rome"

relied on the same approach to pre dict the same thing. In Malthus' case, the Industrial Revolution interfered with his projection rather deci sively. The Club of Rome's pro jection did not foresee the decline of birth rates in industrialized countries. To the extent that forecasters em ploy simple trend projection (and many of them do), they are walking on ice so thin you can hear it crack ing as they go. B. Gross National Product Models The concept of GNP purports to express the total value of all goods and services produced during a given period of time. It is the consumma1983 ECONOMISTS AND THE FUTURE 305 tion of "national income account ing" -the process of identifying and adding up all the components which comprise the economy. Basically, GNP is "determined" either by (a) summing the total ex penditures on the "final product" goods and services produced during a period or (b) summing the total cost incurred as a result of producing the goods and services applied during the period. 4 GNP is probably the most widely used "measure" of total economic ac tivity and is the statistic which most conventional analysts use to express their predictions of business perfor mance. Its many components sup posedly. comprise a "model" of the economy which can be a foundation for economic forecasting.

What on the surface appears to be massively profound turns out to be something much less. GNP, being the most "aggregate" of statistical ag gregates, is riddled with problems and errors and, what's worse, prob lems and errors of unknown magnitude. Those problems and errors stem from both the complexities of statis tical measurement and the difficul ties of basic conception (what to in clude). What follows is an accounting of just a few. 1. Errors of estimation. Simon Kuznets himself, the "father" of GNP, suggested once that assuming an average margin of error for national income estimates (a prime compo nent of GNP) of about 10 per cent would be reasonable! Yet, some economists routinely predict quar terly GNP figures in tenths of one per cent. Congress often makes pub lic policy based upon those compu tations which, even if accurate, con jure up what Roger Garrison describes as "the vision of a dieti cian who weighs a locomotive both before and after the crew boards it, then uses the difference between the two weighings as the basis for pre scribing a diet for the whole crew."5 2. Incentives for collectors of the data to fabricate or twist the sta tistics for personal or political advantage. We know that economic statisticians in communist and Third World countries are notorious for this. Is it really unreasonable to as sume that some twists or fabrica tions happen here too? In a recent, rather blatant example, the govern ment decided to quietly start count ing the 1.7 million members of the armed forces in this country as part of the work force for the first time.

That at least will make the official unemployment figures look better for those in public office. 3. Incentives for individuals pro viding the statistics to report in correct figures. Such distortions occur as individuals attempt to guard 306 THE FREEMAN May trade secrets, evade taxes, or mis lead competitors. 4. No account is made for the ac tivities of the "subterranean economy." Giving Caesar the slip has become common practice as Americans are called upon to dig deeper in their pockets for what Caesar claims is his. Underground transactions, which totally escape the tax and data collectors, probably amount to hundreds of billions of dollars and probably are rising. 5. Things not exchanged for dol lars are not included. Paint your own house and the value of the work performed is not calculated by the statisticians; hire a painter and his wages become a part of GNP. Like wise, if a man divorces his wife and then hires her as a cook for $100 a week, GNP will increase by $5200 annually.

6. Government spending raises GNP. When government spends more, it diverts funds away from more efficient allocation by the mar ket. One economist suggested-with some sincerity-that it might be more in line with reality if govern ment expenditures were subtracted from GNP! 7. Inappropriate depreciation al lowances. These are determined by often unrealistic assumptions underlying the tax laws. Inflation in recent years, for instance, has ren dered depreciation allowances quite inadequate. 8. Changing quality of goods not reflected. GNP would not rise if an improvement in a product did not result in a higher price. 9. Exclusion of leisure. Leisure is very much an economic good (sub jectively valued and incapable of quantification) and people often opt to "consume" more of it and to con sume less of the more "traditional" goods and services. 10. Frequent revIsIons. This shortcoming is related to the first one cited above. GNP statistics are con stantly subject to revision. Those adjustments are often significant and sometimes come months or years af ter the initial calculation. In short, by the time we have a statistic which we can reasonably assume is "final,"

it may have long since lost any fore casting value, if indeed it had any in the first place. Reliance on Gross National Prod uct models as tools for accurate fore casting has repeatedly led econo mists astray. It seems that, at best, such models say something about the past, and nothing about the future. Professor Kenneth Boulding's refer ence to GNP as "one of the great in ventions of the twentieth century, 1983 ECONOMISTS AND THE FUTURE 307 probably almost as significant as the automobile,"6 goes down as a gro tesque exaggeration. C. Econometrics Many of the problems of simple trend projection and GNP models are present in the more sophisticated, heavily quantitative, econometric models. These constructs, which many once thought to be quite promising, often comprise hundreds of mathematical equations that pur port to represent relationships among the major aspects of economic activ ity. Expensive, high-speed comput ers churn out the meticulous fore casts of the econometrician.

The record of these models has been dismal indeed. Mistakes in econometric forecasts have often been so bad that merely changing their signs from positive to negative or negative to positive would have put them significantly closer to the mark. Business Week for March 30, 1981 provides a case in point: The big econometric models began sig nalling a downturn early in 1979 and construed the second-quarter dip as the' onset of a potentially serious recession. After the third-quarter recovery, they kept betting that the next quarter would turn negative. Then, when last spring's drop was already under way, they turned briefly optimistic until the worsening statistics convinced them that their ini tial pessimism had been correct. They were wrong once again, because the economy picked up during the summer and was still running strong at the end of the year. "They were not only consis tently wrong, they constantly changed their forecasts in the wrong direction,"

notes Stephen K. McNees, an economist at the Federal Reserve Bank of Boston whom the econometricians themselves rely on as an arbiter. 7 These errors certainly do not oc cur because the practitioners of this method do not try. They are simply employing inappropriate assump tions-assumptions that if rejected would lead to the virtual termina tion of econometric models as we know them. Economics as a science is best an alyzed qualitatively, not quantita tively. There are no truly constant relationships in human action, which means that most of the relationships postulated in the equations of econ ometric models are invalid. "Gar bage in, garbage out," as they say in computerese. Economists have acknowledged for decades that the function of the en trepreneur is to anticipate changes in the marketplace. Once the entre preneur has made a decision, he then exposes his wealth and income by arranging factors of production in such manner that he may satisfy fu ture consumer demand. If he antici pates correctly, he will earn entre preneurial profits; if his judgments are wrong he will incur losses. Any number of variable and unforeseen elements may arise to affect the out308 THE FREEMAN May come: changes in fashion and tech nology, government policy, labor union activities, competition, prices, and even the weather. None of these elements is entirely predictable; none can be accurately determined by past performance. Attempts to mathe matically estimate these elements in advance or to attach numerical sig nificance to the subjective judg ments of the entrepreneurs them selves are pure folly. They are doomed to suffer the failure which lies in gross simplici ty and imprecision.

Not a Precise Measure It is ironic that econometrics strives for the exactness of numbers and yet bogs down in static equa tions which necessarily cannot be gin to account for all the relevant factors and their interrelationships. Economist Henry Hazlitt tells us that if a mathematical equation is not precise, it is worse than worthless; it is a fraud: It gives our results a merely spurious precision. It gives an illusion of knowl edge in place of the candid confession of ignorance, vagueness, or uncertainty which is the beginning ofwisdom. 8 Perhaps Mises said it best when he wrote: The fundamental deficiency implied in every quantitative approach to economic problems consists in the neglect of the fact that there are no constant relations between what are called economic dimensions. There is neither constancy nor continuity in the valuation and in the formation of exchange ratios between various commodities. Every new datum brings about a reshuffling of the whole price structure. 9 (emphasis mine) The equations of econometric models profess complexity, yet they really represent a feeble, simplistic, and futile effort to mirror the infi nitely more complex network of hu man actions we call "the economy."

They fail to account for many un foreseen economic variables and make little effort to recognize the interaction between economic and noneconomic variables. Their static, impersonal, and aggregative ap proach leaves acting man out of the picture, replaced by lifeless equa tions of often dubious value. The one way they could be reliably predic tive would be if people ceased changing and became robots; then the econometrician could "get a handle" on them. One observer recently commented that to predict economic events, one must first predict political events. Unfortunately, there is much truth in that statement. Today, it is not enough to consider endogenous mar ket forces when contemplating the future. One must reckon with the exogenous influence on the market of colossal, erratic government. Pol iticians and their bureaucratic foot soldiers throw their weight around like bulls in a china shop. Predicting 1983 ECONOMISTS AND THE FUTURE 309 the outcomes of the political process is like trying to forecast which vases the witless bulls will break next.

Econometric models are incapable of foreseeing such events. The failure of econometric fore casting should come as no surprise. But it would be surprising were its practitioners to admit failure. D. Statistical Indicators This approach utilizes measure ments of economic activity which supposedly "lead," "coincide with," or "lag" the business cycle. A list of leading indicators gener ally includes the money supply, housing permits, stock prices, raw materials prices, inventories, and corporate profits. Roughly coincident indicators in clude industrial production, factory capacity, retail sales, and personal income. Unemployment, bank rates on short-term business loans, labor cost per unit of output in manufacturing, and new capital appropriations are considered key lagging indicators. Obviously, the group which is supposed to have the most predic tive value is the group of leading in dicators. The Commerce Depart ment compiles the monthly "Composite Index of Leading Indi cators," a widely followed statistic.

Just how reliable is it? The index's lead time in signal ling the onset of recessions has ranged from four months to nearly two years, which makes it a shaky guide for anyone trying to plan for economic swings. The index's performance in call ing the upturns is only marginally better. On several occasions, it has signalled booms or busts which never materialized. Statistical indicators, regardless of their category, often have substan tial inherent weaknesses. Many of those weaknesses are akin to those described above with regard to GNP, itself viewed as "roughly coincident" to the business cycle. The Producer Price Index, for in stance, measures changes in charges by firms that make goods. It is based largely on returns from sellers, who tend to report list prices. Not recorded are the many trades that take place at discounts or at premiums. The Consumer Price Index is the most-watched "cost of living" figure.

It assumes that families buy items in the same proportions as they did in the base year of 1972-73, even though changes in lifestyles have since taken place. For one thing, it seems that an increasing number of Americans today are keeping their cars longer than they did ten years ago, so the purchase of a new car carries much less weight in a fami ly's budget. Also, the CPI vastly overweights average housing costs and does not take into account the fact that peo310 THE FREEMAN May pIe tend to buy more of a substitute when the price rises on their first choice. They buy more chicken, for example, when beef prices go up. Official figures on unemployment are an important factor in govern ment planning. But the figures, based on household surveys, are deceiving. For example, some able-bodied peo ple cannot get certain types of wel fare unless they are actually looking for work, so they may facetiously tell survey takers that they are job hunting. They then become offi cially unemployed.

Assuming it possible to assemble accurate statistics which indicate what they are supposed to and do not require later revision, we might have a sketchy picture of where "the economy" was or perhaps where it presently is. But we still couldn't say for certain, based on the figures, where it is heading. Educated Speculation Having said all that, it nonethe less stands to reason that if we are to be able to say anything at all about the economic future, we probably should know something about the economic present and past. That's where reliable statistics might play some part, not as a basis for simple trend projection, but merely as de scriptions of economic activity al ready behind us or underway. Even the finest and most accurate statis tics, though, should only be ingredients in a more fundamental ap proach now to be examined. For want of a more descriptive title, I shall call it Educated Speculation.

This approach is characterized by the following: 1. A clear recognition of the un certainty of the future with no "leaps of logic" or mindless extrapolations. 2. Careful use of only the most meaningful statistics, understand ing all of the limitations of such ag gregates discussed above. This im plies a task of "de-aggregating" aggregates-of analyzing economic acti vity as it results from acting, de cision -making, welfare-maximizing individuals. 3. A sound understanding of basic economic principles and of the polit ical process. 4. A thorough grasp of the causes and consequences of the business cycle. With these tools, an economist can proceed to say something about the future and have some reasonable grounds for saying it. He still must be wary, though, of how far he can go. Brian McAndrew, writing in the Cato Institute's Policy Report for November 1981, clarifies this point: If forecasters recognized the limi ta tions of economic theory and empirical information, they would realize that the most an economist can hope to do is ex plain the likely consequences of different policies. An economist can show, for in stance, that a minimum wage tends to 1983 ECONOMISTS AND THE FUTURE 311 cause unemployment because it alters supply and demand conditions in the la bor market. An economist cannot say ex actly when, where, and by how much un employment will rise (Le., he cannot forecast the unemployment rate), but he can say that if a minimum wage law is instituted unemployment will tend to in crease. In addition, he can, by combinin§.

theory with empirical information, get a rough idea of the amount of unemploy ment caused by the minimum wage at different times in the past, but he cannot say what this amount will be in the future. 10 The Austrian Theory In this world of radical interven tionism, correct business cycle the ory is crucial to our ability to say anything about the future. Cycle theories abound, but the one which fully integrates an explanation of the cycle and its features with an anal ysis of the entire economic system is known in various circles as the "Austrian malinvestment theory." Propounded first by Ludwig von Mises and later enlarged by Nobel laureate Friedrich von Hayek, the Austrian theory holds that the source of the cycle lies in money and credit expansion orchestrated by central authoritip,s and proceeds to explain its effects. It is the theory which en abled Mises during the subtle infla tion of the 1920s to warn ofa coming depression. Few believed him until it happened. I direct the interested reader to more detailed accounts found in the works of Mises, Hayek, and Rothbard.

In the final analysis, the art of en trepreneurship is the art of "edu cated speculation." It is upon the shoulders of the entrepreneur in the market economy that the burden of "educated speculation" rests. For him, it is, in the words of Rothbard, "a matter of intuition, 'hunch,' and deep insight into the slice of the market that the entrepreneur knows and is dealing with."ll Entrepre neurship remains a vital, creative talent which economists would do well to spend more time examining. (See two works by Israel M. Kirzner: Competition and Entrepreneurship and Perception, Opportunity, and Profit.) "Educated speculation," as I have termed it, is really economics brought down to earth. It may not be as fancy as econometrics or GNP modeling, but neither is it as pretentious. It says simply that an economist should be an economist, not an aspiring prophet. The reader who began this essay hoping to discover a crystal ball may be disappointed that I have really offered nothing of the kind. Instead, what I have attempted to show is that much of what is commonly re ferred to today as "economic fore casting" goes far beyond the real abilities of economists to predict the future. Rothbard offers us this so bering reflection: 312 THE FREEMAN As Ludwig von Mises used to point out to those who were tempted to succumb to the razzle~dazzle of economic forecasting: If someone were really able to forecast the economic future, he wouldn't be wasting his time putting out market let ters or econometric models. He'd be busy making several trillion dollars forecast ing the stock and commodity markets.

Let it be a reminder to anyone tempted to partake of, or give credence to, this modern form of soothsaying. 12 @' -FOOTNOT~S1Ludwig von Mises, Human Action: A Trea tise on Economics (3rd revised ed.; Chicago: Henry Regnery Company, 1966), p. 871. 2Murray Rothbard, Man, Economy, and State (Los Angeles: Nash Publishing, 1970), pp. 5-6. National Income 3James B. Ramsey, Economic Forecasting Models or Markets?, Cato Paper No. 10 (San Francisco: Cato Institute, 1980), pp. 37-38. 4James D. Gwartney and Richard Stroup, Economics: Private and Public Choice (2nd ed.; New York: Academic Press, 1980), p. 116. 5See p. xii of Garrison's Foreword to National Income Statistics by Oskar Morgenstern, Cato Paper No. 15 (San Francisco: Cato Institute, 1979). 6Gwartney and Stroup, p. 128. 7"Where the Big Econometric Models Go Wrong," Business Week, March 30, 1981, p. 70. 8Henry Hazlitt, The Failure of the "New Eco nomics" (Princeton, N.J.: D. Van Nostrand Company, Inc., 1959), p. 99.

9Mises, p. 118. lOBrian McAndrew, "The Failure of Econo metric Forecasting," Policy Report, November 1981, p. 6. uSee p. xi of Rothbard's Foreword to Ram sey's Economic Forecasting. 12Ibid.,p. xii. IDEAS ON LIBERTY WE can raise our national income to any figure we want simply by depreciating the dollar enough to raise prices to reach that income. In Germany, in 1923, the national income (in marks) actually rose to hundreds of billions of times higher than its previous level, because the paper mark was depreciated to one-trillionth of its former purchasing power. To be sure, when explicitly taxed with the point, economic planners will say that their goal is a national income of x billions "in dollars of present purchasing power." But they forget this qualification in actual practice. They are always citing the latest national income figures in terms of the latest and most inflated dollar. They do not stop to remind us, or even themselves, how much the national income would have to be written down to reflect the price level of, say, twenty years ago.

"The national income approach" has become one of the important incitements to inflation. For the easiest and surest way to get constantly bigger national income figures is not by increasing output and consumer satisfactions, but by constantly shrinking the measuring rod, by con stantly depreciating the dollar. HENRY HAZLITT, The Failure of the "New Economics"

A REVIEWER'SNOTEBOOK JOHN CHAMBERLAIN The StrategicMetals War WHEN the fates, in the guise of whatever forces guide the shifting of the earth's tectonic plates, picked the southern African plateau and Soviet Siberia as the home sites of at least fifty rare metals, they acted with lit tle regard for either social or ethnic realities. The results confound mo rality, make a mess of industrial choreography, and guarantee a schizophrenic dimension to what ever passes for statecraft both inside and outside the UN. The whole big blooming mess de mands some intricate charting if we hope to make a stab at predicting future world history. Seemingly, we are caught between two inexorable movements. The capitalist West, with its "hi-tech" economy, depends on a steady flow of all sorts of hard ening alloys. The Big Four of cobalt, chromium, platinum and man ganese are absolutely essential. The West needs cobalt for jet aircraft, for computers, for space shuttles, and for most electronic equipment. It needs chromiurn for roller and ball bear ings, for automobile connecting rods, for high speed drills and dies. It needs platinum for catalytic action in au tomobile exhaust systems. And it needs manganese-the remaining rare metal in the Big Fou!-for the simple reason that no one knows how to make steel without it.

The Soviets have their own chrome and other rare metals. But the west ern world must have Zaire and Zam bia for cobalt. It must have Zim babwe (Rhodesia) and South Africa for chrome. Some of the platinum group of metals come from Canada, but South Africa is the big supplier. The fates were more liberal with their distribution of manganese (there is a lot of it on the floor of the oceans, and Brazil has been a big source of it). But, again, it is South Africa that is the world's leading supplier of highly processed ferromanganese. So the "Z's"-Zambia, Zaire, Zim babwe-have it, along with their ethnic enemies, the beleaguered white rulers of "apartheid" South Africa. If economics, the economics of the market, ruled men's minds, the "Z" problem would bother no body. But African politics, with many 313 314 THE FREEMAN May a nudge from the Soviet Union and its sidekick of Castro's Cuba, threat ens the market. A race war in South Africa, coupled with an OPEC-type price conspiracy of the "Z's" and an invasion of Southwest Africa (Na mibia) by the 20,000 Cubans now stationed in Angola, would bring all the high-tech nations of the western world to their knees.

A Study in Political Economy In a book that was originally pro jected as an investment guide, The Strategic Metals War, authors James E. Sinclair and Robert Parker (New York, Crown, 185 pp., $17.50) found so many warning signals that what they started as a compendium for stock market advisers becomes something else again. This is not only an investment guide, it is a prime work in modern political economy. The authors are inevitably com pelled to be geopolitical experts. They raise all sorts of inconvenient ques tions. With Admiral Mahan (The Influence of Sea Power on History) looking over their shoulders, they indicate the importance of control of the oceans around the Cape of Good Hope at the southern tip of Africa. Shi ps carrying oil from the Persian Gulf to North European and Carib bean-Gulf of Mexico destinations need support from safe harbors in South Africa. So do the ore freight ers that bring fifty rare metals from the mines of the South African plaJohn Chamberlain's book re views have been a regular fea ture of The Freeman since 1950.

We are doubly grateful to John and to Henry Regnery for now making available John's autobi ography, A LiffJ with the Printed Word. Copies of this remarkable accountof a man and his times our times-are available at $12.95 from The Foundation for Economic Education, Irvington on-Hudson, New York 10533. teau (including the "Z" nations) to the unloading points for factories in the West German Ruhr and in Pennsylvania. n is easy to scoffat those who think that politics can permanently over whelm markets. The libertarians who trust markets to prevail have a point when they tell us that recent oil discoveries in Mexico, Alaska and the North Sea have helped break the back of OPEC and so made the Per sian Gulf less important to the West than it was in 1973. But frantic search for cobalt, 'chrome and plati num (along with germanium, tan talum, vanadium and antimony) hasn't resulted in strikes with a dis tribution comparable to the new sources of oil all around the world.

The three "Z's" and South Africa, along with Siberia, still maintain 1983 THE STRATEGIC METALS WAR 315 their near monopoly of the more im portant rare metals. Wars Over Cobalt The history that is recounted in The Strategic Metals War is one of narrow escapes. In 1978 some 3,000 men of the Marxist-leaning Congo National Liberation Front based in Angola (where they were trained by Cubans) passed through Zambian terri tory and took over the mining center of Kolwezi in the Zaire prov ince of Shaba. The invaders encoun tered no resistance from the army of Zaire. They first ordered the closing of the Kolwezi mines. Then they herded the white women into a hotel and forced them to dance on a small stage before being raped and shot. More than 90 whites and 750 Afri cans were murdered by the invad ers. Meanwhile the price of cobalt in world markets started jumping. The Soviets, who had advance notice of the invasion, had been buying up available cobalt at the pre-invasion price of $6.85 a pound. When the in vasion hit the world headlines co balt went all the way up to $49 a pound.

With cobalt mining in Shaba to tally suspended, President Mobutu of Zaire put in a hurry call to Presi dent Valery Giscard d'Estaing of France. With help from U.S. mili tary aircraft a rescue force of French foreign legionnaires and Moroccan troops were flown into Shaba. The Marxist invaders, who had flooded the mines, were quickly driven over the border into Zambia and Angola. It took fifty days to restore normal operations in the mines. In 1979 and 1980 cobalt had to be ferried out of Shaba by air at a cost of $1.50 a kilogram. What the West must face is that it may take force to keep supplies from the three "Z's" moving. It cer tainly takes a nimble diplomacy. The railways running from Zaire and Zambia direct to the Atlantic and Indian Oceans are only intermit tently operative. The "Z" nations are compelled to cooperate with the hated South Africans in order to get their metals to market by way of Cape ports.

In Zimbabwe, at the moment, tribal troubles are threatening min ing operation. There is no reason to suppose that the tribal rivalries will completely disrupt the chrome mar ket-after all, South Africa has chrome to sell, too, and there is no immediate difficulty in getting blacks to do the mining. But Mr. Sinclair tells us that, since the Shaba trou bles in Zaire, it has become increas ingly difficult to attract western capital into African mining. Mining equipment is wearing out. And so the metals war goes into a "cold" stage. It could get hot again tomorrow. Stockpiling in the West is in order. @ 316 THE FREEMAN May JOHN DICKINSON: CONSERVATIVE REVOLUTIONARY by Milton E. Flower (University Press of Virginia, P.O. Box 3608, Charlottesville, VA 22903), 1983 338 pages • $27.50 cloth Reviewed by Gottfried Dietze THIS attractive volume contains a well-written biography of one of the great founders of the United States, known as the "penman of the Revo lution," and a symbol of that event.

In the New World, the American Revolution was another dimension of the English Revolution of the pre ceding century. After Montesquieu had classified Britain as republican in substance, Americans made their government republican also in form. The United States became the only country founded in the year of the publication of The Wealth of Na tions, in which Adam Smith urged free enterprise for the good of man kind. After the adoption of popular forms of government, Americans soon became aware of the major problem of democracy, namely, to what de gree the ruling majority should be restricted for the sake of the rights of the individual, among which those of property ranked highly. All this shows that the American Revolu tion was a conservative revolution. John Dickinson was a conservative revolutionary. According to Mr. Flower, "Dickinson's approach was a crystallization of the whig theory that dominated the thinking of American leaders." Dickinson, whom Voltaire compared to Cicero, was born in 1732 in Talbot County, Maryland, and died in 1808 in Wil mington, Delaware. He studied law at the Middle Temple in London and had an outstanding career, as a law yer and a public figure. This corre sponded with the words of Tacitus he had recorded in his commonplace book, "To despise fame is to despise the Virtues by which it is acquired."

Aside from occupying important positions in Delaware and Pennsyl vania, Dickinson played a major role on the American level. He repre sented Pennsylvania in the Stamp Act Congress of 1767 and drafted the Declaration of Rights and Griev ances. In 1767-68, he published the Letters from a Farmer in Pennsyl vania, to the Inhabitants of the Brit ish Colonies. They reached a wide audience so that prior to indepen dence, Dickinson, with the excep tion of Benjamin Franklin, was probably the American known to more colonists than any other. They helped turn public opinion against the Townshend Act, under which new duties were to be collected to pay for the salaries of British officials in the colonies. Flower writes that Dickinson was "the first native political hero: the 1983 OTHER BOOKS 317 outstanding harbinger of American protest against arbitrary British measures and a true defender of lib erty," who up to the convening of the Second Continental Congress was recognized as the chief spokesman for American rights. Dickinson was a delegate from Pennsylvania in the First Continental Congress. In the Second Continental Congress, he was the principal author of the Declara tion, setting forth the causes and ne cessity of taking up arms. He helped in the preparation of the first draft of the Articles of Confederation. A signer of the United States Consti tution, Dickinson worked for its adoption and defended it in a series of letters signed "Fabius," the mas tery and dignity of which won the praise of George Washington.

Dickinson's concept of freedom was a comprehensive one. "Men cannot be happy," he declared, "without freedom; nor free without security of property; nor so secure, unless the sole power to dispose of it be lodged in themselves." He feared big gov ernment and denounced govern mental regulations from unfair tax ation to restriction of manufacturing to the control of the shipment of goods, and so forth. He wanted lib erty to be protected not only from the English, but also from represen tatives Americans had elected. In 1769, Dickinson wrote that he had been incensed at the Pennsylvania Assembly's permitting "the vilest acts of despotism." Similar fears were voiced by Dr. Benjamin Rush, who founded Dickinson College in his honor. His love of liberty did not make Dickinson favor anarchy or political turbulence. He was convinced that "the Cause of Liberty is a cause of too much dignity to be sullied by turbulence and tumult." He be lieved in the rule of law, which to him was the guardian of the individ ual's rights from arbitrary govern ment as well as the protector of these rights from infringements by fellow men: "The law delights in certainty and quiet because, without these, there can be no liberty." A contem porary of Adam Smith, Immanuel Kant and Thomas Jefferson, Dick inson had a strong sense of morals and virtue. When in 1782 an old friend had voiced strong approval of his gubernatorial proclamation against vice and immorality, Dick inson replied that he was convinced "that the happiness of men in this life as well as in the next depends on the prevalence of piety and virtue among them."

The penman of the American Rev olution believed that "every friend to mankind must rejoice, in contem plating the actual and probable con sequences of our revolution to other nations." Never bending to public opinion if he felt it to be wrong, Dickinson urged Americans to favor free government; "As for me, I will 318 THE FREEMAN May assuredly contend for that glorious plan of Liberty handed down to us from our ancestors; but whether my labors shall prove successful or in vain, depends wholly on you, my dear Countrymen." Mr. Flower's work furnishes a de tailed description not only of the po litical life of Dickinson, but also of his private life. It is a well organized scholarly study, supplied with a careful bibliography and a long in dex. When Charles J. Stille pub lished his biography of Dickinson in 1891, less than a quarter of the Dickinson Papers had been avail able to him. Mr. Flower was fortu nate to draw on a vast collection of sources and write what in alllikeli hood will be the definite description of the life of a great American. It makes good reading. , STALIN'S SECRET WAR by Nikolai Tolstoy (Holt, Rinehart and Winston, 383 Madison Avenue, New York, NY 10017), 1981 463 pages. $18.50 cloth Reviewed by Bettina Bien Greaves IN his 1944 classic, The Road to Serfdom, Nobel Laureate, economist F. A. Hayek explained "why the worst get to the top." And now in Stalin's Secret War, Nikolai Tolstoy shows how "the worst" stay on top once they get there. Dictator of all the Russias for almost three decades, Joseph Stalin was certainly one of "the worst," and the tactics he used to stay on top were brutal and barbaric.

Nikolai Tolstoy describes Stalin as physically unattractive-short, "only five feet four inches high, ... thin, swarthy and heavily pock-marked." As he aged, "his hair greyed and thinned considerably and his belly began to hang within the loose-fit ting uniforms he affected. His pock marked features appeared more li ned and pitted than hitherto, his moustache was scrawny and streaked, and his teeth blackened and stained." He spoke in a "monot onous" tone and "with a harsh Geor gian accent." However, physical appearances are not crucial. It is character that in fluences action. Stalin was ruthless, a characteristic his predecessor and idol, Lenin, apparently appreciated. He helped to finance the "revolu tion" by robbing banks. When im prisoned by the Tsarist regime, he associated, not with the "politicals," but with the common criminals. He was vicious and crude. Nikita Khrushchev, Stalin's successor as Soviet dictator, described him as "brutish ... harsh ... coarse and abusive with everyone." Yet he felt insecure; he had an inferiority com plex, and this, according to Nikolai Tolstoy, led to fear and paranoia. He became obsessed with the belief that 1983 OTHER BOOKS 319 he was surrounded by enemies. The methods he used to stay on top, therefore, are explainable by his character-his ruthlessness, his re spect for gangster types, his fears and his paranoia.

Ambition plus ruthlessness en abled Stalin to rise to power over Trotsky and all other contenders. In time he came to hold sway over mil lions and "virtually owned the So. viet Union in as absolute a sense as property can acquire." The country's fairly proper constitution, code of laws and regulations were largely ignored by Stalin and his gangster type associates; they were above the law. "No real property rights existed in the Soviet Union except Stalin's; he could literally do as he chose with anything." Any who dared to hint, or who was suspected of hinting, at opposition was effectively silenced by the secret police. Yet these very po lice-state methods added to Stalin's fears for his own personal safety. He trusted no one. Stalin admired his fellow-despot, Adolf Hitler. He was apparently de lighted when the German-Soviet Non-aggression Treaty was signed (1939), leading to the partition of Poland between their two countries.

Stalin considered Hitler a friend. It was with complete disbelief that he learned, on June 22,1941, that Ger man military forces had attacked Russian soldiers stationed along their common border in the middle of Poland. Warnings of a possible Ger man attack had reached Stalin from U.S., British and Russian intelli gence sources, but he had chosen to ignore them. As a result, the Rus sians were utterly unprepared and chaos reigned. When his men at the front reported to Moscow they were under fire, they were told, "You must be feeling unwell," or "Do not give in to provocation, and do not open fire!" According to Nikolai Tolstoy, "There was in fact no battle-plan; only Stalin could issue instruc tions." And Stalin apparently pan icked. His Foreign Minister, Molo tov, announced the German attack to the Russian people. Stalin had become a prisoner of his own paranoia. It was not until two weeks after the German attack that he came out of seclusion to broadcast to the Soviet nation. Ac cording to Tolstoy, Stalin appeared more fearful of assassination, an up rising in Russia and the possible overthrow of his own government than he was of the German inva sion. These fears led to his "secret war," the war against his own peo ple. In one chapter, "War on Two Fronts," Tolstoy describes Stalin's two bitter struggles-one against the Germans at the fighting front and the other against the Russians be hind the front.

As Stalin trusted no one, his se cret police were ordered to arrest anyone suspected ofopposition to him 320 THE FREEMAN or his government. He especially feared persons with leadership qual ities. Purges were carried out in Russian-occupied territories, and also in Russia, against military officers, professionals and intellectuals. To forestall a Polish uprising, thou sands of Poles were arrested shortly after partition; many were executed, often after having been cruelly tor tured. His henchmen were no less ruthless in their treatment of Rus sian nationals. Stalin's insecurity persisted even after the fighting stopped. He was still fearful of domestic uprisings and determined to liquidate all potential opposition before trouble could start. In his view, anyone who had ob served life outside the Soviet Union might have acquired foreign ideas and thus become a threat to the So viet regime. As the Yalta Agree ment called for the repatriation of "Soviet citizens," that Agreement became the grounds for the Soviet government's demand that the thousands of refugees from the east who were in Allied hands at war's end be "repatriated." With Allied help and without adequate screen ing, therefore, many thousands, in cluding many non-Soviet citizens, were tricked into railroad box cars and lorries and then forcibly carted off to imprisonment, torture and death in the U.S.S.R. One important chapter in this book is devoted to this sad event in history.

This post-World War II forced transport of refugees to Russia was not without precedent in Russian history, a precedent which drew it to Nikolai Tolstoy's special atten tion. Petr Tolstoy (1645-1729), an ancestor of Nikolai's, was an ambi tious and unscrupulous aide to the Russian Tsar, Peter the Great. When the Tsar wished to change the suc cession, he commissioned Petr Tol stoy to bring the Tsar's son, Alexius, back to Russia against his will. Petr deceived Alexius, returned him to Russia, where his father had him imprisoned, tried and eventually tortured to death. Shakespeare wrote of Henry IV, "Uneasy lies the head that ·wears a crown." Although Stalin wore no ac tual crown, his power was more ab solute and his reign more ruthless and cruel than that of most kings. So his uneasiness was more pro found and his position more precar ious. This insight makes Stalin's fears, his paranoia and his ruthless tactics comprehensible. It helps us to conclude with Nikolai Tolstoy that "Stalin was not mad." As Adam Ulam wrote in Stalin: The Man and His Era: "The madness lay in the sys tem that gave absolute power to one man and allowed him to appease ev ery suspicion and whim with blood."
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Charles Dykes The Stranglehold ~~ of ~f "Big Business" A "corporation" was originally a fonn of organization granted by sover eigns in the Middle Ages to such en tities as local governments and trade groups in order to facilitate the reg ulation of legal monopolies and the collection of taxes. Coming down to our own day, there are a tremendous number of "non-business" corpora tions; in the public mind, however, "corporation" and "business enter prise" are practically synonymous. And, despite the demonstrable fact that there are vastly more small corporate business enterprises than large ones, "corporation" and "Big Business" are frequently equated. 1 In the early nineteenth century there were many Americans who re garded the business corporation with its grant of powers and ability to acMr. Dykes is a businessman, freelance writer and enthusiastic advocate of the free market. cumulate vast amounts of capital as a danger to the free society. Advo cates of a small-holders agrarian so ciety, following the lead of Thomas J efferson, had an intense dislike for commercial corporations because of their tendency to grow into large ag gregations of economic wealth. Not surprisingly there were relatively few corporations at that time.

Later, .Thorstein Veblen declared the corporation to be primarily a de vice contrived by absentee owners in order to promote monopoly in their own interests. In the latter half of the twentieth century such influen tial men as John Kenneth Galbraith have told the world that the Ameri can economy is dominated by a handful of giant corporations. It is said that the managers of these commercial behemoths exercise enormous power over the civil gov323 324 THE FREEMAN June ernment that is supposed to regu late them. Galbraith maintains that this rul ing elite-the managerial class, or what he calls the "technostruc ture" -manipulates consumer de mand at will. He suggests, more over, that American society is dominated by about 500 of these cor porate business enterprises. As he sees it, these colossuses are freely able to "administer" prices and "maximize" profits even as they are manipulating consumer demand through advertising, which is some times termed "thought-control" by antibusiness elites. 2 What about this? Concerning the charge that giant business corpora tions exercise vast powers over the civil government, let us start by not ing that in the early 1970s there were about 1.6 million profit-seeking cor porations in the United States, while the total number of business con cerns was around 5.1 million. The corporate sector as a whole ac counted for only about half of the U.S. economy in 1974, which was about the same share it had in 1940.

Contrary to Galbraith, who claimed the 500 largest corporations produce close to half of all goods and services, the actual figure is around 25 per cent. The 500 largest employ less than 25 per cent of the labor force, and own only about 28 per cent of the nation's tangible wealth, strangely enough about what they owned in 1929. Of course the list of corporations composing the 500 largest is not static, and has changed many times over the years. CrucialQuestions Regarding the claim that "Big Business" dominates American pol itics by lobbying and campaign con tributions, several crucial questions need to be asked. For instance, if the large corporations are so powerful politically, why were they impotent to stem the flood-tide of environ mental and consumerist legislation of the 1970s-e.g., the OHSA and EEO Acts? The overwhelming ma jority of corporate giants opposedthis legislation and yet they passed any way. Further, it is a fact, capable of exact demonstration, that public policy for over 40 years, but espe cially since 1960, has been increas ingly hostile to business. If the cor porate leviathans are as powerful as men like Professor Galbraith allege, is it possible that government regu lation would be all-pervasive as it is today, or that the tide of antibusi ness sentiment throughout the land would be so virulent?

What about "thought control," "the management of demand"-i.e., ad vertising-the supposed ability of "Big Business" to manipulate the consumer at will? It is enough to point out that it is relatively easy to teach people to want things; teach ing people not to want things is quite 1983 THE STRANGLEHOLD OF "BIG BUSINESS" 325 another matter. All the noonday brightness of Madison Avenue ge nius would be powerless to persuade the mass of people to exchange their color television sets for. black and white, or give up their cars and re turn to walking and public' transportation. There is no question that some sectors of the economy are domi nated by a small number of giant corporations. According to scholarly investigations of the matter, con centration in manufacturing has centered in six industries of ex tremely high capital intensity in which enterprises of large scale are essential to realize economies of scale. Around 50 of the 100 largest corporations in the U.S. today are in automotive, oil refining, steel, non ferrous metals, industrial chemi cals, and aircraft. What do they have in common?These industries are also the industries of highest concentra tion in the other industrialized na tions of the world. This indicates they have common problems and that common causal factors underlie their development.

We would not pretend that giant business corporations as organiza tions are always exemplars of the spirit of liberty and personal initia tive. As Michael Novak observes, "executives and workers in very large corporations necessarily encounter problems of morale, spirit, and effi ciency quite unlike those present in small pioneering firms. Bureau cratic thinking may afflict them."3 Despite this tendency, corporate ti tans have played and continue to play an important role in the preserva tion of liberty. We live, after all, in an age which is witnessing the rampant growth of state power. "Government in Amer ica has become an industry, greater, more dynamic, wealthier, and more expansionary than ever the capital ism of the Harrimans and Rocke fellers was in its nineteenth-century heyday."4 A ProtectiveBarrier The large business corporation stands, among other mediating structures, as a powerful barrier be tween the .individual and the omnip otent ambitions of the messianic po litical state. "Were the state to acquire control over the large cor porations, the political system would thoroughly dominate the economic system. The likely result would be a productive capacity run at about the efficiency of the U.S. Postal Service.

The most destructive would be the diminishment of liberty."5 What future has "Big Business" in America? As David M. Smick has pointed out, "the Fortune 500 have experienced virtually no net job growth for more than a decade. The newest research shows instead that nearly all new jobs are coming from firms with precisely the opposite 326 THE FREEMAN June characteristics."6 Smick goes on to observe that these firms "are not only small, but minuscule. Nearly 70% of new jobs come from firms with 20 or fewer employees." And just as corporate giants are not providing new jobs for the American work force, neither are they providing many new innova tions in technology. Most new devel opments in an industry are launched commercially by small firms. The indispensable role played by indus try giants is to rationalize and mo bilize the breakthroughs of inven tive genius and entrepreneurial vision and to create economies of scale together with efficient chan nels of distribution which bring the fruits of innovation and vision to consumers in quality form at afford able prices.

Mediating Structures However much some of us may la ment the bureaucratic tendencies of large business corporations, how ever frequently it may be necessary to counter the myth of their domi nance of the American economic or der, still, it is crucial that their vital role as efficient producers of eco nomic goods and services be appre ciated and defended. But even more important is their position as me diating structures between the in dividual and the state. And unlike the state, whose decrees are en forced by its police powers, the large business corporation has no power to make anybody work for it, invest in it, or buy its products. . Whereas the state forces us to subscribe to its services whether we want to or not, the giant corpora tions-and all other business enter prises large or small-cannot make consumers buy their products if they don't meet their needs or the price is too high. No matter how wasteful or destructive government bureaucra cies may be, they tend to grow ever larger and more mischievous. Busi ness enterprises, on the other hand, that do not produce products or ser vices which consumers need at prices they can afford, go bankrupt, or are taken over by better managers, with the result often being a radical reorganization.

In this context, where the freedom to succeed or fail is very real, some business enterprises are not only successful in surviving, but emerge as the leaders of their industry. Thus the competition that breeds excel lence not only provides many of the necessi ties of life and other good things at affordable prices to ordi nary men and women, but a mediat ing structure is established which can serve as one more barrier between the liberty of the person and the coercive bureaucratic state which would limit that precious liberty. The hostility of most politicians and government bureaucrats to the free market in general, and to "Big 1983 THE STRANGLEHOLD OF "BIG BUSINESS" 327 Business" in particular, is well known. This is in many ways a strange and disturbing phenome non. Walter Berns illustrated pow erfully the irony of this attitude sev eral years ago: "I put it to you that we shall never see President Carter or any other president of the United States-embrace and indeed plant a kiss on the cheek of the chief execu tive officer of a major oil company, even though we have already seen him embrace and kiss the chief ex ecutive officer of what is now the greatest tyranny on the face of the earth. Secretary Vance has said that Mr. Carter and Mr. Brezhnev 'share the same dreams and aspirations'; he would never be so impolitic as to say that of Mr. Carter and the pres ident of Exxon Corporation, even though in this case it is probably true."

In defending "Big Business" against its enemies, it is not reBusiness Statesmanship quired that we approve of all its ac tivities, or admire the actions and life styles of all its representatives. Many times we may find these rep rehensible. It is imperative, how ever, that we understand and make clear to others that the stranglehold of "Big Business" is a myth; and that, indeed, the large business enter prise, whether consciously or uncon sciously, occupies a strategic place in the defense of liberty. i -FOOTNOTESlRobert Hessen, In Defense of the Corpora tion (Stanford, Calif.: Hoover Institution Press, 1979). 2TheNew Industrial State (Boston: Hough ton Mifflin, 1967). 3The Spirit of Democratic Capitalism (New York: Simon & Schuster, 1982), p. 235. 4William Bentley Ball, "Mediating Struc tures and Constitutional Liberty," Worldview (September 1978), p. 41. 5Novak,p. 178. 6"What Reaganomics is All About," The Wall Street Journal (July 8, 1981).

IDEAS ON LIBERTY EVERY experienced analyst knows that, unless current transactions build up permanent capital in the form of good will, they are consummated at too heavy a cost. Business leaders should instruct those at the merchandising fringe that no sale is worthwhile unless it builds a friendly attitude toward the company. Otherwise, the immediate profit is made at the unreason able cost of dissipating longterm, intangible corporate assets in the form of public esteem and good will. MERRYLE STANLEY RUKEYSER, "The Crusade Against Excellence"

Clarence B. Carson PRIMITIVISM: The Thrust of Government Intervention IT sometimes sheds light on a sub ject to examine the end toward which a course of action tends. This line of reasoning has often been dismissed as a reductio ad absurdum. It is pos sible, of course, to arrive at all sorts of absurdities by the reduction and extension of acts to the ends toward which they may tend, considered in a vacuum. We might, for example, conclude that taking a drink of wa ter is damaging because it tends to use up the supply offresh water. This absurd conclusion is arrived at, however, by ignoring the fact that the supply of fresh water is being continually replenished. Dr. Carson has written and taught extensively, spe cializing in American intellectual history. He is the author of several books, his most recent being Orga nized Against Whom? The Labor Union In America. He is working at present on A Basic History of the United States to be published by Western Goals, Inc.

328 But there is nothing at all absurd in reasoning from the tendency of acts to the possible or probable con clusion if they are continued and multiplied, if the qualifying condi tions are duly noted. Indeed, far from being a device for arriving at an ab surd conclusion, the legitimate use of reductio ad absurdum is "the ref utation of a proposition by demon strating the absurd conclusion to which it would inevitably lead when logically developed," as one dictio nary says. At any rate, it is my intention in what follows to explore the tendency of the results produced by govern ment intervention on the market. As for the thrust of intervention itself, it has several tendencies. One of these is in the direction of govern ment oppression and tyranny. While this tendency may not be generally PRIMITIVISM 329 known or accepted, it has been often alluded to and much analysis and evidence has been assembled to prove it.

It has been shown, too, that the tendency of interventions is to ham per and restrain dealings in the market. Indeed, often this is not so much a tendency as the immediate result of given interventions. For example, an increase in the mini mum wage may result in immediate unemployment for marginal work ers. There has been much explora tion of the impact of various sorts of interventions, an impact closely tied to the nature of the intervention. For example, price controls that set prices below the market level result in shortages; those that set them above the market result in surpluses. An IntolerableBurden What I wish to explore here is a much broader, more general, and a longer range result of government intervention. I want to deal with a possible or probable general result of long term and mounting govern ment intervention in the market. The tendency of government interven tion in the market is to hamper market operations. To put it another way, intervention burdens activity in the market, makes it more diffi cult or costly to use the market.

When that burden becomes suffi ciently great, people will, if they can, begin to abandon the market. More precisely, they will operate outside the legal market and may well re duce greatly if they do not cease en tirely their dependence upon the market. In short, a sufficient level of inter vention in the market could result in a reversion to primitive modes of providing goods and services. This is not simply a logical conclusion or one arrived at by an exercise of the imagination, but rather develop ments along this line have occurred in the past and are going on in the United States today, as I intend to show. Before doing so, however, there are some other points to be made. Perhaps, one of the points can at least be suggested this way. Jesus said, "The sabbath was made for man, and not man for the sabbath." With equal validity, it can be said: Government was made for man, and not man for the government. Or, to tie this saying even more closely to the present topic: The market was made for man, and not man for the market. The context within which Jesus made the observation brings it into focus. He was walking with His disciples through a grain field on the sabbath day. The disciples began to pick some of the grain to eat. The Pharisees accused them of violating the laws for the sabbath.

To which, Jesus replied with the above quoted observation, among others. Institutions, organizations, and 330 THE FREEMAN June even observances take on a life of their own sometimes. They become perverted from their end of serving man to having men serve them. Governments are especially prone to this abuse and to turning any insti tutions which fall under their power to their own ends. That has hap pened in large measure to the mar ket in the United States (and in many other countries), and it is a point which will be elaborated below. What I would emphasize at this stage of the discussion is that, where choice is possible, men may take the opportunity to override the institu tional fetters. That, I take it, is what the disciples ofJesus did on the above occasion. That, too, is a possibility that is on its way to becoming a probability in the case of the in creasingly fettered market.

The Blessingsof Trade Ther~ are two ways that man can provide in an economic manner for his wants. One is to produce the goods himself. That is, he can grow the crops to provide himself with food and fiber, gather the materials and build himself a shelter, and con struct clothes by his. own labor. In short, he might somehow manage to provide himself with the necessities and amenities of life by his own di rect efforts. This is a primitive way of providing goods and services. It is necessarily so, for anyone who would attempt to do it would be limited to such tools as he could construct, to such materials as were in the im mediate vicinity or near to him, and to such skills as he could develop within his life span. In these cir cumstances, even the most indus trious and ingenious would be bereft of many, indeed, virtually all, of the conveniences to which we are accus tomed. The other way to provide for our wants is by way of the market. That is, we may acquire the goods to meet our wants by trading our surplus produce in the market for them. The process is sufficiently familiar that little elaboration of its workings may be necessary. Yet its very familiar ity may dull our awareness of the array of goods··and services avail able through it and the complexity of the arrangements by which they come to us. We go to the market not only for butter, eggs, bread, gaso line, shirts, and cars but also for physicians, dentists, teachers, preachers, carpenters, electricity, banking, air transport, and the thousands of goods and services we may want.

The market makes possible the spe cialization of labor, the division of labor, the concentration of capital, the availability of goods from diverse climes and regions, and most of the paraphernalia which makes possi ble the many goods and services we enjoy. It comprises all the means ever devised or that ever will be devised 1983 PRIMITIVISM 331 for making trades. It cannot be out moded, for every new means for fa cilitating trade is only grist for its mills. Its advantages over each per son's producing to meet all his wants by his own direct efforts are patent, and in a free and open contest the market tends to carry the day. QualifyingConditions Some qualifications and excep tions to the above should be noted: First, personal production for one's' wants and reliance upon the market are not mutually exclusive cate gories. It is possible both to produce for oneself and for the market, and to buy some of what is wanted while producing the remainder. Indeed, many, perhaps most, services are provided in the home by the family.

Some people have vegetable gardens in which they grow some of the food they consume but go to the market for the rest. The primary reliance may be on the market, supple mented by home production, and so on. The categories were described in absolute terms and at poles apart so that a tendency toward one or the other could be determined. Second, it should be noted that goods can be acquired by the use of force or theft. Since that method of acquisition is diseconomic, when not illegal, it has been left out of consid eration. Third, it is unlikely that most people will ever cease to provide some goods for themselves directly or that the market will be entirely aban doned. Within that framework, however, great, even massive, shifts can and do occur. The OppressiveBurdenTaxes Imposeon the Market Be that as it may, the thrust of intervention by government is plac ing an increasing burden on the market. Probably, the most oppres sive burden on the market is by taxes on goods bought and sold in the market. It has not been' generally understood that taxes can be a bur den on the market, though aware ness of this appears to be increasing.

It has long been understood, of course, that taxes, any and all taxes, have an impact on an economy. So they do, and unavoidably so; they affect the way in which people can employ their resources and the ex tent of those resources available to them. But that is not the point to be emphasized here. Instead, the point is that taxes collected in the market or based on market activities are a burden on the market. They are a burden on the market because they can be evaded or avoided by not using the market. Virtually all Federal taxes today are a burden on the market. They are a government intervention in the market when they are collected in the market and a burden on it how ever they may be collected. A large 332 THE FREEMAN June portion of Federal taxes are col lected in the market. All personal income taxes with held by an employer are collected in the market. (The buying and selling of labor is a market operation, and this is a tax upon it.) So, too, are all Social Security taxes withheld by an employer. Excise taxes, such as those on tires, telephones,. liquor, ciga rettes' and so on, are collected in the market. Corporate income taxes, to the extent that they are passed on to the consumer, are ultimately col lected in the market in the price of goods. So, also, are the portions of Social Security taxes paid by the employer, as well as such taxes as those for unemployment compen sation.

All these are burdens on the mar ket because they enter into and be come a part of the prices we pay for goods in the market. This is so even in the cases of some excises, where the tax may be separately listed, for it is still necessary to pay the full price to get the good. It should be noted, too, that a recently enacted law, not yet in effect, would extend this practice of market collection to interest and dividend income. The Federal taxes not collected in the market are based on market ac tivities. Corporate income taxes are not directly collected in the market (though they may be ultimately col lected from the consumer) but they are almost entirely based on market activities. So are the income taxes and Social Security paid by the self employed. That is, these are based on income derived from trade. They are a burden on the market, at the least, in that they are a cost of trad ing in the market imposed by gov ernment.

Stateand Local Taxes Many state and local taxes are also a burden on the market. State in come taxes are usually collected in much the same way as are Federal taxes. Sales taxes are, in effect, a part of the price of goods on which they are levied. So are the various "hidden" taxes, by whatever level of government they are imposed. Busi ness licenses and other taxes may not be levied directly on the market, but they are, as a cost of doing busi ness, ordinarily paid for by the con sumer and are a burden on the mar ket. By contrast with Federal taxes, however, some state and local taxes are not a burden on the market. They are neither collected in the market usually or as a rule nor are they based on market activities. The most important of these taxes is the prop erty tax. It is true that the amount of the tax may be calculated by ref erence to selling prices in the mar ket. But that must be accounted in cidental, since the tax is levied without regard to any market trans action or activity. (Real estate 1983 PRIMITIVISM 333 transfer taxes, recording fees, and the like, are, of course, burdens on the market.) Licenses, such as marriage licenses, driver's licenses, license plates for vehicles, hunting licenses, and others paid for by individuals in their private capacities, are not a burden on the market generally.

But it is not my intention to list and categorize the whole vast array oftaxes imposed in the United States. It is only necessary to mention enough of them to suggest the im mensity ofthem and how and in what ways they constitute a burden on the market. Although the amount of his income which goes to taxes varies from individual to individual, esti mates suggest that on the average it may now amount to something on the order of 35 to 40 per cent. As much as 75 per cent of that can al most certainly be classified as a bur den of doing business in the market. Counting the Costs Since most of these taxes end up in the prices that we pay for goods and services, it is feasible to con clude that the price we pay for these is inflated by as much as 25 per cent by the tax burden on them. But whatever the figure might turn out to be, if it could be precisely calcu lated, it is undoubtedly large and costly. In addition to the taxes themselves, there are the clerical and other costs of paperwork to keep the records necessary to collect and pay the taxes. So far as this is done by businesses, these costs are passed on to the consumer, too, where possible.

Potentially, the most devastating of taxes has not yet been discussed. It is taxing by inflation-the in crease of the money supply. The market provides the arena within which inflation could or would oc cur. (This is neither a fault nor a defect of the market. It is of the same order with the statement that with out life there would not be death.) That is, money, as a medium of ex change, has its whole use and value in the market. Without the market, there would be no purpose in in creasing the money supply. The market could exist without money, though it would be a primitive mar ket, but it is most unlikely that money would exist without the mar ket. Money facilitates exchanges in the market. Inflation is a tax on all mar ket transactions made for currency. As the inflation mounts, the value of the money depreciates. Trading becomes an increasingly precarious undertaking; to trade other goods for a money declining in value becomes increasingly risky. Inflation, then, is a burden on the market, and if it becomes headlong, an intolerable burden. Inflation is most commonly the result of government interven tion in the market by increasing the money supply to raise money to meet its deficits.

334 THE FREEMAN June There are numerous interven tions whose burdens on the market are difficult, when not impossible, to calculate. How, for example, can the impact of zoning restrictions be de termined? There is no way to know how many purveyors of goods have been kept out of the market. And what of such government monopo lies as that of collecting and deliv ering first class mail ? Not only does this keep people out of the business who would like to compete but also it denies to customers the services they might perform at better prices. Hampering Regulations Government price setting tends to drive the price of many commodi ties, such as milk, butter, cheese, electricity, tobacco, and so on well above what they might otherwise be. Government safety regulations cov ering all sorts of things from work ing conditions to automobiles to drugs to the packing and preserva tions of meat add to the cost of pro viding all these goods. The difficul ties, and hence the cost, of building, have been greatly increased by all the environmental protection regu lations. James J. Hill pushed the Northern Pacific Railroad through the Rockies in Iittle more time than it would take nowadays to get the approval from all the government agencies to build a· railroad station.

In short, there are tens of thousands of government regulations which hamper the market in numerous ways at virtually incalculable cost to all who trade in the market. But in no area does government intervention hamper the market with more devastating results than in that of employment. Intervention has gone on so long there and now reaches in so many directions that the buyers and sellers of labor, in many instances, can no longer be served in the market. The market cannot be cleared of either demand or supply. Many job openings go un filled while many millions are un employed. The work force has been drastically reduced over the years (in the proportion of the total popula tionworking) on the one hand; yet, on the other, many who would work cannot find acceptable employment. These remarks cover not only the situation at the current time but also longterm conditions. Price Controls on Labor The most basic government inter vention in the labor market has been in price. Alterations and fluctua tions in price are the most basic means· for clearing the market for labor, as for other goods. The gov ernment has long since· instituted downward price inflexibility by the minimum wage for most occupa tions. This inflexibility occurs at a considerably· higher level in most government and union jobs. More over, the inflexibility extends to a 1983 PRIMITIVISM 335 whole range of wages and salaries (where there are established scales) in most government and union cov ered jobs. This downward inflexibil ity prices many people out of the market. It is a major cause of un employment, both that which ap pears in government statistics and much that does not.

But government intervention in the labor market goes much beyond price controls. There are also regu lations about hours of work, prohi bitions against child labor, encour agement of early retirement, compulsory school attendance laws, numerous subsidies to keep people off the labor market ranging from unemployment compensation to the food stamp program to grants and loans for attending schools and col leges, and all sorts of safety and job regulations which make the way of employers hard. There are fringe benefits which tend to make labor much more ex pensive than it would otherwise be, such as retirement programs, medi cal and life insurance, and so on. These are usually not mandated by government, though many of them have been acquired by unions, all of whom operate under government auspices, but the fringe benefits are often granted to employees as pay increases not subject to taxes. None theless they add to the cost of labor.

Government intervention not only makes it difficult to find employment but also contributes to the shortage of workers of the particular skills and abilities that are wanted. All programs which keep people off the market tend to do that. In addi tion, government sponsors training, much of which may have little or nothing to do with job opportunities. But also some of the government in terventions tend to foster inflexibil ity, intractableness, and refusal of employees to accommodate them selves to the work the employer pro vides. That has been the tendency of minority hiring prescriptions, legal prescriptions as to what is and is not a part of the job, and, in general, a government or union hardnosed at titude toward employers. Such atti tudes and behavior burden the mar ket by making it difficult to provide goods and services that may be wanted. Avoidingthe Market Government intervention, then, tends to burden the market. As it mounts and spreads, it increases the cost and reduces the attraction of trading in the market. The thrust of government intervention is to set the stage for people to find ways to sur vive outside the framework of the legal market. When the burden be comes too great people may seek to avoid the legal market entirely. By so doing, they revert to more primi tive means of satisfying their wants.

There have been indications for 336 THE FREEMAN June several years now that people were considering and taking steps to re duce their dependence on the legal market and avoid dealing in it where they could. Undoubtedly, there are various motivations at work. Some are attempting to avoid or evade paying taxes. Some are trying to survive when they cannot find em ployment in the legal market. Oth ers may be drawn to a simpler and more basic way of living. Still others may be ideologically motivated or justified, harbor an animosity to ward the market itself, and wish to avoid an arena dominated by capi talists, as they see it. There are peo ple who are so antigovernment that they want as little as possible to do with the legal market. My concern is not primarily with the specific motivations but with the phenome non of withdrawing from the legal market and its relation to the bur den placed upon the market by gov ernment intervention.

Dealing in Cash Three categories of activities for avoiding the penalties and burden of the legal market have emerged and assumed some importance thus far. One is to deal in cash or other means of transferring funds without keep ing records. The IRS claims that several hundreds of billions of dol lars earned in this way largely may be eluding the taxgatherers. Be that as it may, newspaper and other re.. ports indicate that there is a goodly amount of this done. It probably oc curs mainly in payments for labor and services, though other goods may be transferred this way so long as the transfer does not have to be recorded. There is nothing illegal about dealing in cash or other negotiable instruments, per see Nor are such trades anything other than normal market activities on their face. They become evasions of the legal mar ket, however, when some law is vio lated in connection with them. If the person receiving such income does not report it for tax purposes, he is failing to comply with the law. In like manner, if an employer pays in that manner to avoid paying the minimum wage, withholding taxes, or Social Security, he would not be in compliance with the law. How widespread such practices are is a matter of conjecture, but the IRS, at least, claims they are occurring on a large scale and that much money is involved.

Barter A second activity is the revival of bartering. Again, labor and services appear to be mainly what is traded. Thus, a lawyer may trade a legal service to an orthodontist for work on his children's teeth or an electri cian may trade with a carpenter, and so on. Organizations have even been formed to facilitate such exchanges 1983 PRIMITIVISM 337 in some communities. Again, these are market activities, albeit rather crude or primitive ones, and there is nothing illegal about them. However, the attraction in this sort of activity must surely be increased by the fact that collecting taxes on the transactions is difficult, to say the least. It comes so close to per forming services for yourself, which is not taxable, that it seems a quib ble to argue that it could even be taxed. Presumably, no money has changed hands, and no prices trans lated into money have been named. I decline further comment on this activity, however, for I neither de sire to be guilty of encouraging tax evasion nor to add any arguments to the arsenal of those of the tax gatherers.

The other activity comprises a whole range of undertakings, all of which would presumably reduce or eliminate some dependence on the market. They range from home gardening to the revival of arts and crafts to solar heating and cooling to sewing to whatever may be done in the home or on the land to provide for the wants of a person or family. Many of these are fairly common place ideas; others are quite exotic. Do-It-Yourself Activities Over the past decade a consider able literature has been developed describing and promoting these do it-yourself activities. Magazines, such as the popular Mother Earth publi cation, are regularly devoted to ex changes of information and descrip tions of these things. A goodly number of books have been pub lished on such topics as how to produce all your food on two acres of land. There are undoubtedly other values to these activities, but so far as they are economicallyfeasible they result in avoiding at least some of the burden that has now been laid on the market.

It is possible to lay such burdens on the market that people either will not or cannot meet their wants in the market. It is possible to destroy the currency by inflation so that trades can no longer be practically effected with the official money. It is possible to lay such a burden of taxes on the market that people will refuse to operate within it. It is possible to regulate productive activity to the extent that very little can or will be produced for it. It is possible, by so doing, to leave people with only primitive and crude means for pro viding for themselves. Some or all of these things have happened in the course of history, at various times and places. The Soviet Union was reduced to primitive economic conditions be tween 1918-1921. Some of the de struction could be attributed to the civil war, but most of it can be placed on the actions of the Bolshevik rul ers. The money supply was virtually 338 THE FREEMAN destroyed by inflation. The assault upon property and upon activities in the market did the rest. As a result, in 1921 industrial production was only about 13 per cent of what it had been before World War I, and agri cultural production had declined precipitately. The population of the cities was decimated. Leningrad had a population of nearly 21/2 million in 1916; by 1920 it had fallen to just over 700,000. Large numbers ofpeo pIe had left the cities in order to sur vive by providing for themselves in more primitive ways. Many other examples could be given, but per haps the point has been made.

Cloggingthe Channelsof Communicationand Trade The market was made for man, and not man for the market. It was made to facilitate his trades, to enrich his life, by producing what he can most effectively, by specialization, by the division of labor, by disposing of his surplus in return for the produce of others. It was not made as an instru ment for government. It was not John W. Burgess made for the collection of taxes, for the imposition of taxes, or as a de vice to serve the value system of those who govern by regulation and restriction. It is a perversion of the market to burden it so greatly with taxes and restrictions that man is serving the government through the market in addition to or rather than simply providing for his wants. Government, too, was made for man, and not man for government. It is a perversion ofgovernment when its impositions become so heavy that man is serving government rather than being served by it. When those impositions are imposed on and through the market, an invaluable lifeline-the marketis being transformed into a club.

Men take what measures they can to avoid the club, even if it means giving up the advantages of the market. That way lies more primi tive means of providing for our wants. The thrust of government in tervention in the market is in that direction. , IDEAS ON LIBERTY THIS CLAIM [against non-involvement] rests upon the very serious error that world intercourse and world interchange of the elements of civili zation require political interference and intermeddling. This is not only false, but it is so false as to be highly mischievous and harmful. Outside of this lies the whole free realm of trade, commerce, science, literature, art and social relations, things which bring all parts of the world to gether in friendly and helpful interchange, while political intermed dling almost always provokes hatred, enmity and war.

John Hospers THE ACADEMY VERSUSTHE MARKET PLACE Workers and the Market THAT the majority of the workers of America have no appreciation of the operation of the free market is not perhaps very surprising. It is true that compared with workers of ev ery previous century they are aston ishingly well off, and that their com parative affluence today is in direct proportion to the freedom with which the market is permitted to operate. Workers today are all benefici aries of a system which they barely know exists and which they under stand not at all. Yet without its op eration, with its marvelous self-cor recting system of production and distribution, they would have barely Dr. Hospers is a professor of philosophy at the Uni versity of Southern California. He was the first Liber tarian Party candidate for president of the United States (1972).His most recent books are Understand ing the Arts (Prentice-Hall 1982)and Human Conduct (Harcourt Brace 1982).

enough to keep body and soul to gether, as has been the case with workers throughout history-or else they would long since have been dead from disease or starvation, which again was true until the 19th cen tury when the average life-span rose for the first time above 25. Because creativity and invention was permitted to flourish, and prop erty rights were respected, tools and machines rather than human mus cles came to do most of the work. Never until the past century has the general population, even in the most advanced nations, been able to have any leisure or to live in reasonably comfortable houses and apartments. Were it not for the freedom to produce, to profit from the produc tion, to create and tap a mass mar ket, none of these benefits would be possible. 339 340 THE FREEMAN June But most people don't connect their present comparative affluence with the operation of the market. They don't see the complex chains ofcauses and effects that make them the be neficiaries of the machine's produc tivity. They are like people who have become so accustomed to having electric power that they don't even think of it. Since it has worked so well, and never needed repair, peo ple have forgotten where the under ground conduits are, or how to re pair the system if it should fail. Its silent efficiency has led them to take it for granted.

What impresses most people is not how good their lot is compared with workers in previous times (this they have never seen and know nothing about), but rather that some of the people today are better offthan they are. They see their employer mak ing more money than they do them selves; what they don't see are the risks he takes, the skill required to keep the factory humming and the ingenuity required in predicting fu ture markets. They only see that he has more than they do, and they are filled with envy. This tendency to envy others is, of course, played on to the hilt by gov ernment propaganda. The govern ment needs a scapegoat, to divert at tention from its own failures; and what more convenient scapegoat is there than the man of ability and independence who expands his plant, provides jobs, and makes profits? Such men are a thorn in the flesh to the state, so the state makes them the villains, thus diverting public attention from the true villain, the state itself. When the government succeeds in this, the people vote to take the successful man's wealth away from him, and his incentive to produce along with it. In some coun tries the envy goes so far that work ers kidnap plant managers and burn factories, even if it means that they themselves thereby become unem ployed.

Businessmenand the Market Many businessmen are quite con scious of the values of the free mar ket. Only when it operates can they produce, sell, exchange the products of their labor, and distribute these products efficiently. Many of them have started from scratch and be come millionaires; others have started and gone bankrupt, either from bad luck or bad management. But they are society's risk-takers, and millions ofthem each year, given the opportunity, are willing to take the risk. Yet the business community has been far from conspicuous in its de fense of the free market. (1) It isn't just that businessmen are a minoritY,·easily outvoted at the polls-though many of them know what policies will lead to prosper ity-but the majority of voters, hos1983 THE ACADEMY VERSUS THE MARKET PLACE 341 tile and envious, vote to put a fur ther ball and chain around them with new taxation and regulation.

(2) It isn't just that they are inar ticulate in defense of the market, though this is also true; to keep one's business going takes all one's time and effort, and to them their enter prise doesn't need defending. (3) Nor is it simply that they're scared, though in today's climate they have every reason to be. Ifthey speak out against the government, the EPA or OSHA or the other agencies that regulate them, these organizations bring the coercive machinery of the law down on them, slapping them with huge fines or closing them down. The main reason, however, is that many businessmen themselves have sold out to the opposition. The self made man takes many risks, and may struggle for years before he succeeds; but if he can cash in on the government largesse, taking money earned by other taxpayers to use for his own enterprise, he lessens those risks. So he succumbs to a policy of legalized plunder. Other business men, disapproving such practices, see him gaining by his dishonesty; after all they are paying taxes part of which go to keep his enterprise going at their expense; so if they can't lick him they join him, and lobby for spe cial favors along with those they re cently condemned for doing the same thing. Once men are permitted by law to stand at the public trough to receive favors, the practice spreads until almost everyone is corrupted; and those who refuse to be corrupted either go under or work at a tremen dous disadvantage.

Educators and the Market The sins of workers and business men against the free market system that made their affluence possible are those of omission; those of the edu cators are sins of commission. They are neither fearful nor indifferent; they are, in general, active enemies of the free market and the system of unimpeded supply and demand called capitalism. So prevalent is the antimarket mentality among academicians that the results often approach the gro tesque. Any young Ph.D. (at least in the humanities) who is a political conservative or libertarian must hide his views from his prospective em ployers, else he will fail to get the job. And if perchance he was ap pointed before his views were dis covered, the promotions committee of the college or university that em ploys him is likely to deny him ten ure; until that time, he must keep silent about his views. Enthusiasm for a candidate, no matter how in tense, quickly palls when the candi date expresses the view that the size of the federal government (particu larly the educational establishment) should be curtailed. Indeed, a large percentage of college professors seem 342 THE FREEMAN June to be socialists who wear $500 suits, smoke $100 briar pipes, and rail at capitalism as the source of the evils of the world.

Some even go so far as to recom mend the forcible overthrow of cap italism. "The continued existence of capitalism," writes Prof. Kai Neil sen, "does cause, and will continue to cause, as long as it is allowed to exist, extensive misery and human degradation ...".1 The replacement of capitalism by socialism is "a neces sary condition for the attainment of a just society... There is not to be a mixed economy with a private sector and a public sector; the means of production must be publicly owned." But since capitalists will never vol untarily give up their power over the people they exploit, the only way of bringing about the desired transfor mation is to initiate armed revolu tion against the capitalist regime. A Multitude of Defenses Against Critics of Capitalism There is an abundance of well known arguments to refute all of these allegations. That capitalism causes poverty would be a bad joke if it were not taken so seriously by people who ought to know better. The reverse is true: the mass of mankind can escape living on the edge of star vation only to the extent that free enterprise is permitted to flourish: indeed, it is likely that but for the existence of capitalism Professor Neilsen would himself have been one of the millions of casualties of pov erty.

Moreover, what kind of "power" do capitalists have? Not the power of the gun, or the power of arrest and trial: only the power to offer goods on the market hoping that enough customers will buy their products or services to make the enterprise worthwhile. And how could he sell to them if they were, thanks to his "exploitation," too poverty-stricken to buy? The whole thing is a hope less tissue of falsehoods and confu sions, such as the same teachers would not permit of their own un dergraduates in any other area of knowledge. The vast majority of educators to tally misunderstand the nature and functioning of the market. In their hatred of all businessmen (whom they hate far more than they hate even a repressive government, as long as it doesn't repress them), they fail to distinguish between busi nessmen who against long odds make it on their own and those who plun der the government (i.e., the tax payer) and succeed only through le galized theft. All are lumped together as .scheming rascals, by the educa tors who enjoy the fruits of those men's labors. "I want a car; Jones can produce a car; why then should I try to use government to impede Jones' ability to sell me a car at a competitive price?" I once asked a 1983 THE ACADEMY VERSUS THE MARKET PLACE 343 fellow professor that· question, but received no coherent answer~ They consider men like the Rockefellers to be the epitome of capitalism. Perhaps in his early years John D. was, but his successors cer tainly are not; their main activity is devoted to retaining the political privilege of remaining relatively tax free (let the peasants pay the taxes) and (in some cases) the privilege of creating money out of nothing as members of the Federal Reserve. In a genuinely free market, Rocke feller's sons would have had to "shape up or ship out"; their stars would have declined as those ofyounger and more imaginative businessmen rose.

But by tapping the political pipe line, they retained what they would otherwise never have achieved, a continuation of vast wealth which they themselves did nothing to earn and little (at least on the free mar ket) to retain. Envious Professors Arousing the academician's par ticular hatred is profits. Professors in general consider themselves to be the ablest and most enlightened of human beings; as the elite they should receive the most money, whereas in this corrupt society lead ers of businesses and corporations get much more. They are envious and resentful; and possessing much more verbal agility than the businessmen they loathe, they can set forth their views in books and essays which their opponents, busy with their own work, never endeavor to refute. The result is that the business community gets an extremely bad press, to which it gives very little by way of rational response. That if a company is to remain affluent most of its profits have to be plowed back into the company, creating more products and more jobs, is never mentioned or presumably thought of by the academic critics of business.

One of the most telling cases for the market and against government is William Simon's memorable chapter on the fiscal history of New York City in his book A Time for Truth. There has been a profusion of books extolling the virtues of the free market, but in general academi cians do not read them and do not even tell their classes of their exis tence. If students find out about them, they must do it on their own. Those academicians of my acquaint ance who do know the story of New York City's bankruptcy have never made any serious criticism of it. That for political reasons the city government affords huge perqui sites to its own employees (retire ment at 80% pay after 20 years for policemen and college professors, for example), thus taxing private enter prise beyond endurance and forcing one business after another out of the city, has gone virtually uncriticized by academicians (perhaps because 344 THE FREEMAN June they are in on the take). The money that went to these municipal em ployees was badly needed for re building roads, subways, and bridges; no less than $30 billion, it is esti mated, is needed in the next decade simply to keep New York's trans port in adequate repair, which can not be done because the money has gone to overpaid city employees and retirees. One would think that this would be an occasion for moral in dignation; but no such indignation is forthcoming on this subject from the academic establishment.

Egalitarianism The avenue through which most academicians succeed with their students in attacking the free mar ket is not as often a direct frontal attack ("The market is evil") as a defense of something that is incom patible with it, economic egalitari anism. Indeed, the vast majority of writers on ethics appear to be egali tarians. They usually make some al lowances for "special cases," such as increased benefits to the sick and handic·apped~ and even an increase of income to some "to provide incen tives" (one wonders how they know who is going to be creative or indus trious), but for the rest they believe that every person (or every family) should have an equal income. Some are aware, though others are not, of the totalitarian implications of such a system: that the government would have to keep tabs on everyone's in come and force everyone who earned more than X dollars per year to sur render everything earned in excess of that amount to the government, and to pay to those who have less (minus the government's own quite considerable "handling fee," which in some cases exceeds 50 per cent).

One of the most distinguished ethical thinkers, R.M. Hare of Ox ford University, admits that "re moval of incentives to effort may di minish the total stock of goods to be divided Up"2 and thus recommends that those who start new productive enterprises should receive a bit more from the common pot. But the main assumption, that there is a common pot from which government officials may take from some to give to oth ers, is never questioned-appar ently it has never occurred to the author. Yet it is this economic col lectivism which passes without crit icism by one writer after another. "It is morally obscene," wrote Ayn Rand, "to regard wealth as an anon ymous tribal product and to talk about 'redistributing' it. The view that wealth is the result of some un differentiated collective process that we all did something and it's impossible to tell who did what, therefore some sort of equalitarian 'distribution' is necessary-might have been appropriate in a primor dial jungle with a savage horde moving boulders by physical labor 1983 THE ACADEMY VERSUS THE MARKET PLACE 345 (though even there someone had to initiate and organize the moving).

To hold that view in an industrial society-where individual achieve ments are a matter of public record is so crass an evasion that even to give it the benefit of the doubt is an obscenity. Anyone who has ever been an employer or an employee or has observed men working, or has done an honest day's work himself knows the crucial role of ability, of intelli gence, ofa focused,competent mind in any and all lines of work, from the lowest to the highest. He knows that ability or lack of it ... makes a difference of life or death in any pro ductive process. The evidence is so overwhelming ... -in the events of history and in anyone's own daily grind-that no one can claim igno rance of it. Mistakes of this size are not made innocently. When gr~at industrialists made fortunes on a free market (i.e. without the use of force, without government assistance or interference) they created new wealth; they did not take it from those who had not created it. If you doubt it, take a look at the 'total so cial product' -and the standard of living-of those countries where such men are not permitted to exist."3 Variationson Egalitarianism One of the most influential Amer ican writers on ethics, Professor Richard Brandt, believes that ev eryone's real income after taxes "should be equal, except for (a) sup plements to meet special needs, (b) supplements recompensing services to the extent needed to provide de sirable incentive and allocative re sources efficiently, and (c) varia tions to achieve other socially desirable ends such as population control."4 The amount required to provide "incentives" turns out not to be very much, however; apparently producers of products and services are expected to keep on taking risks, expending hours of effort, and pro ducing whether or not they stand to gain anything by doing so. Again there is the collectivistic assump tion that it is not the individual who earned the money who has the right to keep it, but the government, which did not produce it, which has the right to take it from him and dis tribute it at its pleasure.

The catastrophic effect of this pol icy on production is not so much as hinted at. The only thing that ap parently worries the author is that his utilitarian theory has as its goal a life of equal happiness for every one, not necessarily of money (two people with the same income won't necessarily be equally happy). But, he says, we don't know how to allo cate equal happiness to everyone; the best we can do is allocate money: "Money is something we can easily hand out in equal amounts .... More important, however, is the fact that we are apt to maximize happiness if 346 THE FREEMAN June what we allocate is money."5 That we have no right to "allocate" to Smith the money that was earned by Jones, any more than we have the right to give Smith's television set to Jones if we have reason to be lieve that Jones (who doesn't own it) will enjoy it more than Smith (who does), is a point that is never brought up. The obedient note-taking stu dent is expected not to bring· it up either.

Professor Nicholas Rescher, in his books Welfare and Distributive Jus tice, is somewhat more flexible about the government distribution of money. First, he suggests, a "utility floor" is needed, a level of income below which no person or family should be permitted to go regardless of the type of work the breadwinner does, or indeed whether he chooses to do any work at all. Having said that, however, he adds that income should have something to do with desert-that a person who works hard or does a kind of job not duplicated by anyone else should be provided (by the government) some more income than the average, so as to keep his enterprise going. Thus, a convicted murderer who has served his sentence should still receive the minimum stipend (the "floor"), but no more than that because his ac tions have shown that he does not deserve more. The government thus becomes the arbiter and determiner of what each person deserves-an awesome responsibility indeed when added to the enormous enforcement duties that government already has, and already does at minimum effi ciency and maximum cost.

In the end, according to Rescher, the following factors merit consid eration: people should be treated "(1) as equals (except possibly in the case of certain 'negative' distributions such as punishments); (b) according to their needs; (c) according to their ability or merit or achievements; (d) according to their efforts and sacri fices; (e) according to their actual productive contribution; (f) accord ing to the requirements of the com mon good, or the public interest, or the welfare of mankind, or the greater good of a greater number; (g) according to a valuation of their socially useful services in terms of their scarcity in the essentially eco nomic terms of supply and demand."6 A TremendousCalculation How even an army of bureaucrats armed with computers could deter mine each person's deserved income by such a formula (and how much weight each of these factors should receive in the final determination of one's income) is a matter so complex as to boggle the mind.

Production is important, says Rescher. In order for goods to be dis tributed, they first must be produced. This was once a problem, he says, because (for example) few persons 1983 THE ACADEMY VERSUS THE MARKET PLACE 347 who wanted cars could have them. But today, owing to mass produc tion, almost every family has one. "The problem of just distribution is less urgent," he says, "for an abun dant good, and simply does not arise with a genuinely superabundant good."7 But how does it happen that con sumer goods are superabundant in the United States and still so scarce in totalitarian countries that one has to stand in line for hours to get them; and so scarce as to be virtually non existent in some Third World coun tries? What is it that has brought about this superabundance? The vi tal importance of the operation of the free market in the countries with superabundance is never so much as hinted at.

Much more vague is the formula "Everyone (every person? every family?) should receive an equal in come unless there is some special reason to make it unequal." This is a widely accepted maxim in Acade mia. As it stands, it seems innocent enough: one special reason (or the only one) might be, that one person has earned more than another on the free market. But this is not in gen eral an academically accepted rea son. No, the acceptable reasons would be, for example, that one person or family is in greater need (for what ever reason-whether through mis fortune or from spendthrift habits apparently makes no difference); or that one person had worked more hours per day than another; or that one couple decided to have more children than another couple did. Market considerations have little place in such theories of academi cians. Yet it is only the operation of the market that can create the wealth that they want government to distribute.

A Consumer'sPointof View The point of view is uniformly that of those who are to receive, not those who have to produce what others will receive. It is tacitly assumed that production will go on, no matter what the conditions; that producers will continue to produce, no matter how much is taken away from them, no matter how they are regulated; as willing pawns they will continue to produce without a murmur and that it will be left to the "humanitarian" distributors to determine who shall receive what. Nor is there any conception in all this of the enormity of the coercive government machinery that would be required to sustain such equality of income: the waste, the graft, the corruption (getting your friends on the payroll, staying on welfare or disability long after you don't need it any longer, etc.). All this is ig nored or accepted without question. It's just one of those "practical prob lems" for omnipotent bureaucrats to solve that should never be permitted 348 THE FREEMAN June to stand in the way of government's income-distribution policies.

It is no wonder that Academia is not particularly anti-Soviet: the So viet model appeals to them im mensely, and not only because teachers are paid more than doctors in the U.S.S.R. The system may have gone wrong in certain details, to be sure: Stalin was a bit ofa tyrant and things shouldn't go that far (Hitler, whose total slaughter was less than a tenth of Stalin's, is still considered the arch-villain, 40 years after his deeds are done), but the model itself is not objected to. That is why the academic community is embar rassed at the revelations of Solzhen itsyn, and would prefer that he just keep quiet-Academia is, in fact, giving him the silent treatment, hoping that students will never ac tually read what he has to say about the Soviet system. The Nature of the Antipathy Those who are in the physical sci ences are as a rule less enraptured with various kinds of socialist uto pias than those who are in the hu manities. Training in the "hard sci ences" requires one to work with .facts of reality that cannot be changed through wishful thinking or per sonal feelings. "The literary or hu manistic intellectual, by contrast, lacks the ballast of empirical verifi cation for his hypotheses . . . If he empathizes with the sufferings of men under the yoke of the market system, he forthwith visualizes a so cial system in which these suffer ings will be removed."8With no check on his fantasies, he dreams of a so ciety in which all people are some how in a state of blissful harmony with one another, and blames capi talism for whatever evils he may find.

If students had been required to work their way through school, or at least spend summers in their fa thers' business enterprises to see how capitalism actually works in prac tice, they would have been forced to face reality in another way. "This experience had an important value; it reinforced contact with reality and provided a counterweight against tendencies to social fantasy. The Marxist or Marcusean phrases about work and workingmen ring hollow to those who have worked side by side with them. But the students, now a highly favored stratum, are liberally subsidized and their expe rience is much more wholly univer sity-centered. Thus, the paradox: at the very time when university stu dents call for a greater involvement with society, they are more isolated from it in an everyday, work-a-day sense than they ever have been in the United States. Together with the direction of their generational re volt, university culture reinforces the anticapitalist mentality."9 It has seldom been the workers under capitalism who have demon1983 THE ACADEMY VERSUS THE MARKET PLACE 349 strated against the capitalistic econ omy, and then only when they have been barraged by socialist propa ganda from upper-middle-class in tellectuals. Workers, particularly those who came from non-capitalist countries, have always been anxious to rise in their trade and change their status (e.g., to foreman and then to manager), which capitalism above all other systems gives them an oppor tunity to do. It has been the intellec tuals, usually the sons and daugh ters of the affluent, who have been the instigators of foment and revo lution against capitalism. They were the students whose parents have profited so much from the capitalis tic system that they, the students, took it all for granted and used its benefits as a platform for trying to extirpate it.

"We have seen the highly edu cated German nation give its alle giance to the most murderously vengeful government in history," wrote Eric Hoffer. "The bloody minded professors in the Kremlin, ·as Churchill called them, liquidated 60 million Russian men, women, and children. We have also seen a band of graduates of the Sorbonne, no less, slaughter and starve millions of in nocents in Cambodia and Vietnam. The murder weapons that may de stroy our society are being forged in the work factories of our foremost universities. In many countries, universities have become the chief recruiting ground of mindless ter rorists" .10 An IllustrativeExample Several years ago I was asked to address a philosophical conference which by coincidence was being held that year in my home state of Iowa. The main session of the conference consisted of a comparative survey of various minor Marxist thinkers of the U.S.S.R., Poland, and Yugosla via; all of their views were treated with great deference, the underly ing Marxism of them all was never questioned, and the right of the State to own and operate all productive enterprises was taken for granted.

As I sat there I could not help won dering: if only the farmers and busi nessmen and workers who pay taxes to support the state university knew what their taxes were being used to sustain-the undermining and eventual destruction of the eco nomic system which enabled them to be free and prosperous, yes, even prosperous enough to support the state university. Outside the windows of the audi torium, which was at the edge of town, one could see well-kept houses and yards, and behind these, rolling hills and fields of corn and grain waving brightly in the sunlight. I thought of the· pioneers who came from every country in Europe a cen tury or more ago and cleared the for ests, built the houses and towns, and 350 THE FREEMAN June cultivated this rich land-and of how these pioneers would have fared if they had been engaged in agricul ture in the Soviet Union instead. And the word that kept hammering through my head was "Traitors!

traitors!"-addressed, of course, not to the farmers and merchants but to the academicians whose livelihoods were made possible by the labor of these very same farmers and mer chants. That evening I gave an invited address to the Society, in which I took pains to emphasize economic free dom and its close connection with other freedoms. Most of the assem bled academicians thought of me not so much as a radical but as a reac tionary, a paid hireling of the capi talist exploiters. But though I had completely alienated them, I had the opposite effect on various hometown friends and relatives who had come to hear me, and who then applauded ideas so obviously behind the times. My relatives were all of Dutch stock whose ancestors had come to Iowa from Holland in the 1840s, when the State Church of Holland led them to seek freedom in the New World. They applauded, not because they were particularly aware of the hostility of the professors, certainly not because they felt threatened by them, but because I was giving voice to the kind of view they had always held but for the most part had never consciously articulated in words; most of them probably felt that the views I was expressing were too ob viously true to need reiteration. "It's all true, and well enough said," my uncle said to me afterwards, ''but does a person need to go to the university to learn that?" I assured him that I hadn't learned it in any university, but had absorbed, it through my pores during all the years of child hood and growing up, thanks in part to him. He assured me that no thanks were due him, for something so plain and obvious. "No thanks," he said, but I was remembering the years of work and planning which had en abled him to establish a new indus try in the town, one that he founded and developed through four decades until today it employs over 1,500 people. "No thanks," I thought, "for what you have taught me by the conduct of your whole life?"

WhitherAmerica? I left that meeting with very mixed feelings. I had alienated, perhaps forever, the group I had come to ad dress, but had won the respect of the quite different group whose mem bers I hadn't even suspected would bother to come. For them it had been largely a matter of "finding out whether the home town boy had fi nally made good." It may be, I thought, that in the future the influ ence of the first group (Academia) will win out and no longer permit the existence of the second group 1983 THE ACADEMY VERSUS THE MARKET PLACE 351 (independent farmers and business men), and the first group will deter mine (with the iron fist of the com missar) the course of the lives of the second group, deciding on their work, their income, their education, their profession, leaving them with few responsibilities and decisions not imposed by the State. Perhaps the descendants of the courageous emi grants will be made to labor for the State, or if they dissent will be sum marily shot or sent to an American Gulag, and that will be the end of the America that was once the hope of the world. I determined at that moment to work for a free America as if my life and the lives of other Americans depended on it-which indeed they do.

Causes of the Antipathy As a rule, the wealthier a country becomes, the more its systems of higher education expand, and the more intellectuals become trained in those systems. These men believe they have a worth far greater than the producers on whose bounty they depend. The businessman, in their view, makes far too much money al though he is obviously less intelli gent, well read, and civilized than the man who spends his life in the ivory tower. So the intellectual makes others believe that the entrepreneur gets his money by luck, or exploitation, or dishonesty. He also envies the producer of things that yield wealth, and he expresses this envy in cyni cism about the whole enterprise of money-making. Besides, the intel lectuals are as a group the camp-fol lowers of power, and they tend to identify in their imagination not with the producers of wealth but with the government bureaucrats who get it by force and threat of force from pro ducers and distribute it to others including to the intellectuals them selves.

Why are the intellectuals as a group almost always the most strongly pro-State of any segment of the population? One would think that they would be strong champions of individual liberty , as indeed they are in one matter, the freedom to teach what and how they please. The question may seem less trou blesome if one reads a book (pub lished in 1908) by the German soci 010gist Franz Oppenheimer, The State. Oppenheimer begins with an apparently obvious distinction. There are, he says, two ways of obtaining the things one needs and wants in this world. The first method is pro duction and exchange-producing something out of nature's raw ma terials and transforming it so that it can be used by man, and exchanging this product of one's labor with the products of the labor of others (the free market). This method of sur vival, production and exchange, he called the economic means. But there 352 THE FREEMAN June is also another means: not to produce anything at all that others need or want, but simply to seize by force the things that others have produced-the method of plunder.

This he called the political means. Not everyone, of course, can use the second means: you cannot seize anything from others that others have not already created or produced. But some people can do it, siphoning off the fruits of others' labor for themselves. In the end, the supply is destroyed if this method is used too extensively, since the second method adds nothing to the totality of pro duction but only subtracts from it; the more that's used up by the pred ator, the more must be created by others to replenish the supply, and of course the systematic plunder of the goods that someone has produced considerably reduces his motivation for producing any more. The Political Means Now the State, said Oppenheimer, is the organization of the political means. It is the systematic use of the predatory process over a given ter ritory. Crimes committed by indi viduals, such as murder and theft, are sporadic and uncertain in their outcome; the victims may even re sist and win. But the State provides a legal, orderly, systematic channel for the seizure of the fruits of other men's labor. Typically a conquering tribe settles among the conquered as rulers exacting an annual tribute; this provides peace in place of war, and increases the probability that the tribute will continue to flow in.

Still, the problem remains how the king, or tribal chieftain, or emperor, or council of rulers, can continue to get by with this use of naked force against the rest of the population. One way to manage it is for the king to have a group of other men (the nobility of the realm) to whom he grants special privileges in return for his will being done. He makes it worth their while for them to serve him. He gives them land grants, makes them feudal lords, lets them throw their weight around, gives them great power over the masses, including, of course, the power to tax. They like the wealth and power that this position gives them, and have no incentive to change the system. Many nations still have this heredi tary nobility based on original grants from a monarch or chieftain. But if this were all, we would have a monarch and a class of nobles, with a highly discontented population. The upper classes would be in constant danger because the rest of the pop ulation are more numerous than they are, and there would always be a considerable chance of open rebel lion. If peace is to be maintained, the masses have to be kept content with their lot. They must somehow be convinced that they are the gainers by the system: that they are 1983 THE ACADEMY VERSUS THE MARKET PLACE 353 getting back more than they're giv ing, that they are being protected by the system and that the protection is worth more than the taxes and regulation they have to endure from it.

TeachingObedience How is this goal achieved? A mo rality must be inculcated that justi fies in the eyes of the majority the power of the State. People must really believe that their lot is better now, that Caesar is good and wise, that the State really is their servant and not their master, and also of course that it would go badly for them if they tried to rebel. At one time, when church and State were one, the inculcation of this morality was the business of the ecclesiastical au thorities. In that way, they could tie the precepts of obedience to Caesar to the eternal welfare of the sub jects, and obedience became a virtue rewarded, if not now, at least in the hereafter. But the principal way in which the State keeps people in line today, even supporting its activities voluntarily, is through a system of universal public education. Such education proceeds with every trapping of ob jectivity and tolerance, but its effect is to cause the recipients of the "ed ucation" to grant entirely too much in the way of State power. How many students ever learn that there are practical alternatives to government operation of the post office,the roads, education, and other essen tial services? How many students ever read, or learn of, books which describe how such services can be operated privately? It is not to the interest of those in charge to publi cize alternatives to the system of which they are a part.

Added Pressures By the time students reach col leges and universities, their minds have already been strongly disposed in a pro-State direction, and their teachers too have been sustained by "the system." Lest any educator step out of line, the State makes institu tions ofhigher learning more depen dent on it through research grants and countless subsidies, so that the teacher who opposes the State in any fundamental way finds that he can not exist within the system: he gets no grants (which are controlled by the State or by private foundations whose heads are also powers behind the government), and sometimes he is fired by deans or superintendents who are afraid to jeopardize the source of their income. With the State holding the purse strings, whenever it plays the tune the educators dance and their stu dents memorize the tune. And thus in the course of time the population as a whole comes to believe that in terference by the State is essential in virtually every sector oftheir lives.

354 THE FREEMAN June Even when the government becomes a democracy, the people usually vote for legislators who will increase the State's benefits to them, and with it, inevitably, the State's power over them. The State cannot sustain this power without conferring some ben efits: it has a police force and an army whose official reason for existing is to protect them, which indeed it sometimes does. But, to amass more votes, it also institutes vast schemes of welfare, including housing and medical care, so that people will think they must be grateful to the benevolent State for its many bene fits. The State, of course, doesn't tell them that these benefits are dearly bought: that because of inefficiency and corruption it costs more than twice as much for the State to confer the benefits as it would cost insur ance companies and other private organizations. It doesn't tell people that they are gradually trading their liberty for security-or the illusion of security, since there is no security other than making one's own plans for the future and being sure that the State will not confiscate the fruits of one's labor. It doesn't remind peo ple that the governmental handling fee for its services is very high, and that the money the unsuspecting citizen has put into the scheme (e.g., social security) has already been spent, and the system relies for its continued operation on the future taxing powers of the State.

I don't propose to argue that Op penheimer's account of the origin of the State is correct-though surely in most cases, governments have in deed been formed through violence and conquest. Nor do I wish to argue that the State has no useful function at all-for I believe it does (e.g., courts and national defense). All I want to illustrate is that Oppen heimer's account goes far to explain why, in one country after another and in one age after another, the ed ucational system serves the inter ests of the State rather than those of the people it is supposed to serve. Avoiding Competition Many teachers would not do well in the market place, and being tied to State power gives them position, dignity, an importance and income which they would not otherwise have had. Since they get a better deal from the State than they would in the market place, they naturally want to hold on to the special privileges they have obtained, and they gladly pay the required price: to praise the State, to try to tie the well-being of their subjects to the State, and most important of all, to attack the State's favorite scapegoat, the business man, as the source of evil, exploita tion, and power-lust, thus diverting the blame for economic woes from the State itself.

1983 THE ACADEMY VERSUS THE MARKET PLACE 355 As the plot of Ayn Rand's Atlas Shrugged progresses, the govern ment bureaucrats take over the management of the American econ omy, and the producers must either work for the government or be put out of business by government reg ulation and taxation. But the direc tor of economic planning, Wesley Mouch, is worried about whether the public will take it, particularly the principal molders of public opinion, the teachers and the intellectuals. He says, "Still, I'm worried. The intellectuals are our friends. We don't want to lose them. They can make an awful lot of trouble." "They won't," said Fred Kinnan. "Your kind of intellectuals are the first to scream when it's safe-and the first to shut their traps at the first sign of danger. They spend years spitting at the man who feeds them-and they lick the hand of the man who slaps their drooling faces. Didn't they deliver every country of Europe, one af ter another, to committees of goons, just like this one here? Didn't they scream their heads off to shut out every burglar alarm and to break every padlock open for the goons? Have you heard a peep out of them since? Didn't they scream that they were the friends of labor? Do you hear them raising their voices about the chain gangs, the slave camps, the four teen-hour workday and the mortality from scurvy in the People's States of Europe?

No, but you do hear them telling the whip beaten wretches that starvation is pros perity, that slavery is freedom, that tor ture chambers are brother-love and that if the wretches don't understand it, then it's their own fault that they suffer, and it's the mangled corpses in the jail cel lars who're to blame for all their trou bles, not the benevolent leaders! Intellec tuals? You might have to worry about any other breed of men, but not about the modern intellectuals: they'll swallow anything. I don't feel so safe about the lousiest wharf rat in the longshoremen's union: he's liable to remember suddenly that he is a man-and then I won't be able to keep him in line. But the intellec tuals? That's the one thing they've for gotten long ago. I guess it's the one thing that all their education was aimed to make them forget. Do anything you please to the intellectuals. They'll take it."

"For once," said Dr. Ferris, "I agree with Dr. Kinnan. I agree with his facts, if not with his feelings. You don't have to worry about the intellectuals, Wesley. Just put a few of them on the government payroll and send them out to preach precisely the sort of thing Mr. Kinnan mentioned: that the blame rests on the victims. Give them moderately comfortable salaries and extremely loud titles-and they'll do a better job for you than whole squads of enforcement officers."ll The True Reactionaries Most members of America's aca demic community don't have to dirty hands in the market place or put up with day-to-day harassment from OSHA or the EPA or the ICC or other paid government harassers. Besides teaching, one of their principal ac tivities is competing for government grants-in which activity they soon learn to include certain phrases in 356 THE FREEMAN June their applications which experience has shown will incline the granters favorably toward their application, phrases like "creative research" and "furthering genuinely humanitar ian interests." They do not, of course, like to be controlled themselves in what they say in the classroom, but they seldom express a similar inter est when others are controlled.

As a group they are constantly looking for more opportunities to loot the federal treasury, and the fact that their proposed research is foolish or pointless (when it is) or that it will mean that the common man, whose interests they claim to have at heart, will have to pay just a bit more taxes or work that much harder to make ends meet, because of these govern ment grants, does not even occur to them, or if it does, it appears not to bother them in the least. Yet these men and women, who pride themselves on being the first to seize upon new ideas, are the real reactionaries of our culture. With monotonous regularity they have looked to the Old World for their po litical inspiration-to Plato, to Marx, even to Lenin and Stalin and Mao. But the planned society-planned of course by the state-is as old as his tory. The planned society has been tried a thousand and a thousand times; and always it has been tried in the balance and found wanting.

Meanwhile the real world revolu tion had taken place in their own United States-the revolution of 1776, the revolution of individual liberty and productivity made it possible for them to rise up against the sources of their bounty. "My attachment to these United States," wrote Rose Wilder Lane, "is the revolution, the real world revo lution, which men began here and which has-so to speak-a foothold on earth here. If reactionaries suc ceed in destroying the revolutionary structure of social and political hu man life here, I care no more about this continent than about any other. If I lived long enough I would find and join the revival ofthe revolution wherever it might be in Africa or Asia or Europe, the Arctic or Ant arctic. And let this country go with all the other regimes that collectiv ism has wrecked and eliminated since history began."12 Aristotle wrote at the beginning of his Politics that politics-the art of statecraft-is the most important ofhuman enterprises, since it is upon it that the success of all the others depends. I am often reminded of Ar istotle's observation when students and other young people tell me about their plans for the future. One stu dent wants to start a chain of little theaters, in spite of the compulsory city licenses which restrict their number and thus increase the rental on each of them, diminishing their chances of success, as well as the in sidious inflation which prevents 1983 THE ACADEMY VERSUS THE MARKET PLACE 357 many people from being able to pay admission price. Another has great plans to harness a new and inexpen sive type of energy; he outlines these plans with infectious enthusiasm.

A group of students wants to start a pro-freedom private university: they have the tract of land already selected and some progress made on its purchase-it will be hard sled ding at first but in a decade or two they believe it will prosper. And I think: yes, fine, provided that the power of the state by that time is still limited enough so that it per mits these enterprises to exist and to succeed. It all depends on that. If the government refuses you a li cense, or clobbers you with taxes, or strangles you with bureaucratic regulations enforced by people who have very little knowledge even of what they are enforcing, or if it in flates the currency and bankrupts you, or gets so big that it kills all private enterprise and undertakes to manage everything itself, then all these fine plans will go down the drain. It is said that young people today are confused, pessimistic, alienated, goalless, because they can find no cause worth working for. But there is such a cause-the restoration of liberty by limiting the ever-en croaching power of the state over our lives. On the success of this effort depends the future of our nation.

Surely there is no cause more wor thy of our efforts. To sustain liberty is to sustain the principal condition of any kind of life itself, that can be called distinctively human. , -FOOTNOTESlKai Nielsen, "On Justifying Revolution," Philosophy and PhenomenologicalResearch, Vol. 37 (June 1977), pp. 516-532. 2R. M. Hare, "Justice and Equality," in James Sterba (ed.), Justice: Alternative Approaches (Wadsworth Publishing Co., 1980). 3Ayn Rand, "What Is Capitalism?" in Capi talism the Unknown Ideal (New American Li brary, 1967), p. 30. 4Richard Brandt, A Theory of the Good and the Right (Oxford University Press, 1979), p. 310. 5Ibid., p. 133. 6Nicholas Rescher, Distributive Justice (Bobbs Merrill, 1966), p. 73. 7Ibid., p. 90. 8Louis Feuer, "Some Irrational Sources of Op position to the Market System," in Ernest van den Haag (ed.), Capitalism: Sources ofHostility (Epoch Books, 1979), p. 132. See also Benjamin Rogge, Can Capitalism Survive? and Herbert Spencer, The Man versus the State. (1884; re printed by Liberty Press, Indianapolis, 1982).

9Ibid., pp. 135-6. lOEric Hoffer, "Beware the Intellectual," Harper's, October 1979, p. 63. See also Claire Sterling, The Terror Network (Holt, Rinehart, and Winston, 1981). 11Ayn Rand, Atlas Shrugged (Random House, 1957), pp. 546-7. 12RoseWilder Lane, in The Lady and the Ty coon, ed. Roger Lea MacBride (Caxton Print ers, 1973), pp. 268-9.

Hans R Sennholz Unemployment •In Puerto Rico PUERTO RICO is an island common wealth of the United States some 970 miles south-southeast of Key West and 1400 miles from New York City. It is a small tropical island, poor in natural resources, dramatically beautiful, and densely populated. It is a self-governing part of the U.S. with a Hispanic culture. Puerto Ri cans are U.S. citizens; some 3.5 mil lion are living on the island and an other 1.5 million in the continental U.S. Puerto Rico has the dubious dis tinction of always suffering from staggering unemployment which, at times, may amount to three times the national average. This is all the more puzzling as the federal govern ment levies no taxes on Puerto Rico Dr. Sennholz heads the Department of Economics at Grove City College in Pennsylvania. He is a noted writer and lecturer on economic, political and mone taryaffairs. 358 except those imposed by mutual consent for Social Security, work man's compensation, and other la bor benefits. It collects no income tax from residents on income earned from local sources. But it makes transfer payments to individuals and gov ernments totaling more than $3 bil lion annually, or $850 per man, woman and child, which amount to some 25 percent of all island in comes. Moreover, the federal gov ernment spends huge amounts and employs many thousands of civil ians at federal facilities such as the U.S. Naval Station at Roosevelt Roads, the Navy's Sabana SECA Communications Center, and the U.S. Army Salinas Training Area and Fort Allen. One out of four Puerto Ricans is working for federal or local governments, and one is chronically unemployed. 1 After 85 years of U.S. GovernUNEMPLOYMENT IN PUERTO RICO 359 ment rule over the island 2 economic conditions are deplorably poor.

Surely, they are more favorable than those of many other countries in Central and South America. But when compared with income and wealth in the continental U.S., Puerto Rico is an overcrowded poor house where, in spite of generous alms and transfer payments, many people subsist on minimal incomes. Alleged Exploitation ~any observers throughout the world offer explanations that are taken from the armory of world communism and socialism. The U.S. as colonial conqueror and ruler of the island is indicted for "gross exploi tation" of the working people of Puerto Rico. U.S. corporations and capitalists are said to use the island as their personal plantation and pri vate domain yielding great riches to the exploiters while impoverishing the natives. No matter how popular it may be in UN quarters, such an explanation warrants no serious an swer. It is sadly deficient in eco nomic reasoning and utterly oblivi ous to the facts.

~ost Americans summarily reject the notion ofcolonial subjugation and exploitation. But they may want to assign responsibility and blame to some presumed fault or deficiency on the part of Puerto Ricans them selves. After all, their society is pre dominantly Spanish in language, attitude and activity. Only some 25 percent of the people understand and speak the English language with more or less fluency. Although the Puerto Rican government expends about one-third of its annual reve nue for education, the level of edu cation continues to be rather low when compared with U.S. stan dards. Similarly, the level of indus trial skills and on-the-job training compares unfavorably with those on the mainland. Such an explanation of the Puerto Rican dilemma is, to say the least, frivolous and Philistine. It tends to preserve the status quo although it exhorts Americans to ever greater efforts toward almsgiving and transfer payments. It tends to per petuate the misery while denying all hope for early improvement. And, above all, it confuses cause and ef fect and shifts the responsibility from the politicians in Washington to the victims in Puerto Rico.

Actually, Puerto Rico is probably the world's most vivid example of the absurdity of labor legislation. It demonstrates so cogently and con vincingly that minimum wage laws and other labor legislation that raise the costs of labor do not improve eco nomic conditions, but instead make them immeasurably worse. It teaches so clearly and graphically that gov ernment cannot raise wage rates and improve living conditions by politi cal fiat and police force. But govern360 THE FREEMAN June ment can impose and enforce condi tions that deny millions of people the opportunity to participate in eco nomic production. The Labor Market In a market economy labor in come is determined by labor produc tivity. To improve labor conditions is to improve the productivity of la bor through the application of ever more efficient tools and equipment. It necessitates the formation of cap ital that makes human labor more productive and raises the output of goods and services. At the unham pered market rate anyone willing to work can find ajob, and anyone seek ing help can find a worker. There can be neither labor shortages nor mass unemployment.

In an unhampered market labor and capital tend to adjust contin ually to the demands of consumers. Labor tends to migrate to places where labor productivity and in come are the highest. Capital tends to move to locations where its pro ductivity and yield are the greatest. This continual adjustment process brings forth a tendency toward eq uable prices and rates of income throughout the market. Themigra tion of production factors ceases only when no further advantage can be attained from migration. If there were no institutional bar riers Puerto Rican labor could be ex pected to flock to continental markets where labor productivity and wage rates are substantially higher, and continental business capital could be counted on seeking better investment opportunities in Puerto Rico. In time, wage rates and living conditions in Puerto Rico could be expected to resemble those on the mainland. However, even under ideal conditions of a laissez-faire system the former would always be lower by a small margin. The island is lo cated more than one thousand miles from major sources of raw materials and the primary markets for its products. The relatively high trans portation costs would forever keep the productivity of island labor lower than on the mainland, and therefore wage rates and levels of living.

In a free economy unconstrained by labor legislation economic pro duction that is labor-intensive would locate in the island. Puerto Rico probably would become the U.S. center of a needlework industry and other highly labor-intensive produc tion. Table and household linens, embroidered and drawn-work by hand, clothing embellished with fancy stitching and hand-rolled edges, applique work on towels, bridge sets, scarves, doilies, and pil low cases would be produced on the island, and sold on the mainland. And the American people as con sumers would be greatly enriched by the productive efforts of s.ome two million adult Puerto Ricans.

1983 UNEMPLOYMENT IN PUERTO RICO 361 Unfortunately, federal labor leg islation is strangling economic life in Puerto Rico, condemning one fourth of its population to linger in unemployment and poverty, depriv ing American consumers of desir able products or forcing them to rely on higher-priced imports from Hong Kong and Korea. But then, to alle viate miserable working conditions in Puerto Rico, the federal govern ment, through taxation and deficit spending, exacts income and wealth from mainland Americans to sus tain unemployed Puerto Ricans. Population and Migration At the beginning there was great hope and good reason for optimism. When Puerto Rico joined the U.S. market order and tariff area in 1900 its population of less than one mil lion was suffering from the effects of centuries of government arbitrari ness and mismanagement. In just three decades under the U.S. flag, visible evidence of material progress began to multiply. Trade and com merce flourished, agricultural pro duction multiplied, and mainland industries invested in new plants and facilities. A middle class was coming into existence. As living conditions improved the death rate declined significantly, the birth rate vir tually exploded, and the population doubled in just one generation.

Under U.S. dominion the Puerto Rican rate of population increase became one of the world's most vivid examples of the current population explosion. As always, rapid popula tion growth invokes the law of re turns and its derivation, the Mal thusian law of population, which holds that a population growth ex ceeding the formation of productive capital and the production of means of sustenance tends to impair ma terial well-being. It creates a race between economic gains and popu lation growth, a race in which eco nomic production has to run faster and faster so that the individual may stay in the same place. In the early years of American sovereignty Puerto Ricans did not merely stay in the same place. They progressed despite the population explosion. But the rate of economic improvement necessarily lagged be hind that of the continental U.S. It prompted the most adventurous and enterprising among them to emi grate to other parts of the U.S. Dur ing the 1890s thousands went to Hawaii where field hands were needed in the sugar industry. Early in the twentieth century many found employment in agriculture through out the United States. However, the linguistic and cultural barriers and the great difficulties of adjustment to an alien environment kept the flow of Puerto Rican labor at a trickle.

The early migration served to estab lish the needed beachheads which in time would encourage massive mi362 THE FREEMAN June gration. By 1940 New York City was home to 63,000 Puerto Ricans. To day, with some 750,000 Puerto Ri cans, New York City is by far the largest Puerto Rican city. The large exodus from Puerto Rico since the early 1940s brought im mediate improvements to labor con ditions on the island. As labor emi grated en masse the marginal productivity of labor at home rose significantly, causing wage rates and levels of living to rise. Moreover, many Puerto Rican emigrants did what many emigrants do upon ar rival in the U.S.: they remitted some of their savings to family members left behind, which contributed visi bly to improvements on the island. FederalDominionOver Labor One particular event triggered the exodus of more than one million Puerto Ricans during and after World War II. The Fair Labor Standards Act of 1938 virtually lowered the curtain on many types of labor in Puerto Rico. It set a minimum wage of 25¢ per hour which produced mas sive unemployment throughout the island. When all wheels were grind ing to a halt, a 1940 amendment to the Act provided for an arrange ment different from any on the mainland. It created industry com mittees, convened by the U.S. De partment of Labor, that recom mended minimum wages to the Department. The Secretary then set the rate in accordance with a Con gressional mandate: the rate must be the highest possible minimum that will not give a competitive advantage to any group in the industry, that is, it must be as high as comparative wages in the states. Incapable of earning the mandated minimum in Puerto Rico, many thousands of workers were forced to search else where. In 1978 the U.S. Congress committed the ultimate folly: it dis carded the obnoxious industry-com mittee procedure of determining the highest possible minimum in favor of the original 1938 mandate-the full U.S. minimum wage. The mini mum of $3.35 an hour was made ef fective on January 1, 1981.3 On the mainland the minimum wage may amount to one-half of the average industrial wage and may affect some ten percent of the work ing population. In Puerto Rico the same minimum approaches the full industrial wage and affects the vast majority of working people. The going wages paid are at, or close to, the mandated minimum. In agricul ture some 90 percent are paid the minimum or near-minimum, in to bacco processing 99 percent, belt manufacturing 81 percent, women's hosiery manufacture 63 percent, children's dress manufacture 79 percent, milk processing and distri bution 62 percent, candy and gum production 62 percent, and vitreous china manufacture 69 percent. 4 1983 UNEMPLOYMENT IN PUERTO RICO 363 Consequencesof Fixing Wages at Higherthan MarketLevels Some of the consequences of the federal minimum set above the Puerto Rico market rates are diffi cult to observe. Economic activity is forced to move from labor-intensive methods of production to capital-in tensive methods, or does not occur at all. Labor-intensive industries no longer settle in Puerto Rico,but move somewhere else. The unemployment is further exacerbated by reductions in working time. Many employees are working only 35 hours a week or less although they are anxious to work more hours. But employment time, too, is a function of the costs of labor.

Thus, while the federal minimum wage lifts some 20 to 25 percent of all workers right out of the labor market, it may condemn another 10 to 15 percent to underemployment. Many hapless workers thus cast out from productive activity may find their way into the undergound econ omy where the federal mandates are completely ignored, or into self-em ployment and subsistence farming not covered by the minimum wage law. The long arm of the federal government cannot possibly reach into the complexities of self-employ ment and subsistence farming and mandate the price of independent labor. If it could, it would close the last legal escape route to a useful existence for many enterprising in dividuals. But while this route may yet be open to individuals with entrepre neurial inclination and ability, the influx of a great deal of labor set free in covered occupations tends to de press the income from self-employ ment and thereby discourages en trepreneurial activity. Moreover, it only allows for the escape of one en trepreneur at a time. If one is suc cessful through hard work and long hours of work at below-minimum rates he cannot legally buy the ser vices of other workers at his own rates. His wouldbe helpers again are excluded by the minimum barrier.

In Puerto Rico, labor participation as a percentage of adult population is much lower than in the continen tal U.S., which is a clear reflection of the "lack of job prospects" for many. In 1978, the percentage of ad ult population in the continental la bor market was estimated at 62 per cent; in Puerto Rico it was only 44 percent. 5 No matter how psycholo gists and sociologists may want to explain this difference, the futility of a job hunt surely contributes to the low participation rates in the is land. Moreover, the high unemploy ment rates and low participation rates discourage on-the-job training, which is most unfortunate in Puerto Rico where both formal education and vocational training are signifi cantly lower than in the continental U.S. Where fully trained workers 364 THE FREEMAN June barely earn the legal minimum, there will be little hiring oftrainees at that rate. It denies employers the oppor tuni ty to teach and workers the opening to learn, which may con demn the latter to remain unskilled for the rest of their lives.

For many Puerto Ricans the movement to the continental United States, where labor productivity is substantially higher, offers the only escape from a life of idleness and de spair. The federal labor legislation is thus redistributing the working people over all fifty states. In Puerto Rico itself the federal mandates have depopulated whole areas and caused major cities to decline. During the 1950s, a decade of unprecedented population explosion, of the eleven largest cities, seven declined in pop ulation. Mayaguez, once a center of the needlework industry, lost 14.9 percent, Bayamon 25.1 percent, Fa jardo 19.1 percent, Aguadilla 12.8 percent, Caguas 5.2 percent. 6 In search of better economic opportu nities many residents of these old cities probably found their way to Brooklyn, New York. The aggregate effect of the U.S. minimum wage on Puerto Rico is one of incredible devastation and humil iation. Some 25 percent of the work ing population are presently unem ployed, 10 to 15 percent are underemployed, some 10 percent are subsisting in self-employment or primitive farming, 18 percent no longer participate in the labor mar ket, and 5 percent subsist on public assistance. Altogether, it is a grue some picture of the consequences of mischievous labor legislation.

Intent and Design If labor legislation has such dire consequences in Puerto Rico, why does the U.S. Congress in its collec tive wisdom impose such mandates? There are the representatives of infinite political power who deny all cause-and-effect relationships in economic life, but instead believe in raw political power. They are con vinced that the coercive apparatus of government can accomplish any thing its.managers set out to accom plish. If they conclude that wage rates and living conditions should be improved in Puerto Ricothey blithely proceed to introduce legislation that will enforce the desired improve ments. A great many champions of gov ernment coercion consider them selves noble humanitarians. They are motivated by a laudable intention to improve the conditions of poor peo ple everywhere. Guided by a com fort-and-decency standard of life, which they calculate in dollars and cents, they proceed to legislate it. If economicconditions should get worse they usually add more legislation and, with humanitarian zeal and dedication, apply more police force.

Labor unions are organizations of 1983 UNEMPLOYMENT IN PUERTO RICO 365 workers that serve a single purpose: to secure for their members wages and benefits that are higher than those allocated to them by the vol untary production process. Only one policy can bring this about: collec tive force. Labor unions preach and live by force which may be purely economic, such as strikes or the threat of strikes, or openly political, through labor legislation that favors their members at the expense of oth ers. Only such a force applied con sistently and fervently throughout the decades can explain the great evil that is wrought daily on Puerto Rico. Labor union leaders in the U.S. are the most vocal promoters of ever higher minimum wage rates. In the name of "fair competition" they seek to repress all labor and production that is performed at rates lower than union rates. Such repression usually allocates more work and income to them. By depriving Puerto Ricans of employment opportunities and by reducing the supply of goods manu factured in Puerto Rico they aim to generate more employment for mainland workers at union rates. To the degree that they are successful through federal labor legislation they are enriching their members while impoverishing the Puerto Rican people as workers and the American people as consumers.

But even such evil political de signs have their economic limita tions as the production restrictions imposed by minimum wage legisla tion bring forth rising imports from Hong Kong, Korea, and other coun tries that are free from U.S. labor jurisdiction. Imports take the place of goodsnot produced in Puerto Rico.7 In the end, neither Puerto Rican workers nor unionized mainland workers are manufacturing labor intensive products, but foreign workers all over the globe. It is a well-established principle of interventionism that a government restriction makes matters worse and leads to more and more restrictions until every detail of economic activ ity is controlled by government. But it is also true that radical interven tion aims at many contradictory ob jectives that clash with each other and seek to counteract and offset each other. In Puerto Rico the U.S. Con gress and the Department of Labor endeavor to suppress economic ac tivity below a minimum scale, which lays waste to the island economy.But the Department of Health and Hu man Resources then rushes to the rescue of Puerto Ricans with mas sive financial benefits that probably make the island the most expensive territorial possession in the world.8 San JuanWorsethan Washington It would be a grievous mistake. and an injustice to lay· the blame for Puerto Rican stagnation and pov erty on Washington politicians and bureaucrats alone. After all, the fed366 THE FREEMAN June eral rule over the island has never been so imperious that the voice of the people could not be heard. Since 1941 the San Juan cabinet has been composed solely of Puerto Ricans.

Since 1946 native Puerto Ricans held the officeof governor. In 1947 a Con gressional act granted Puerto Rico the right to elect their own gover nor. And in 1952 a constitution for a self-governing Commonwealth was approved by the voters, and con firmed by the U.S. Congress. In numerous local elections most Puerto Ricans have consistently and convincingly opted for radical gov ernment intervention in their eco nomic affairs. During the 1940s they emulated Roosevelt's New Deal with all its political ramifications and regulatory offshoots. In fact, they frequently went far beyond main land interventionism and experi mented with island socialism. Under the leadership of Munoz Marin and his Popular Democratic Party, which came to power in 1940, the island government embarked upon a social and economic "revolu tion" of its own. It expropriated ag ricultural land owned by mainland corporations and put it to govern ment use or sold it to natives. In or der to "rationalize" agriculture through industrialization it estab lished government sugar farms and purchased mills primarily for "yard stick" purposes. It built pineapple canneries, slaughterhouses, factories for making shoes, glass bottles, paper and cardboard, clay products as bricks, tiles, and ceramics. It built hotels and motels and went into the tourist business. In TVA fashion it generated electricity and distrib uted it to all parts of the island.

The legislature is composed in a large measure of labor leaders who make constant efforts to raise wages as rapidly as possible. Every two years a board reviews the Common wealth minimum wage. If its rec ommendation exceeds the federal minimum it becomes the law of the island. Government enterprises and government itself are viewed as the employers of last resort, offering jobs to a maximum number of people. At the present, one out of four Puerto Rican workers is laboring for the Commonwealth Government. As one would expect, the indebt edness of the government and its autonomous public corporations is always hovering at the very limit of their debt capacity. New credits when granted by mainland banks and other sources lead to immediate accelera tion of public works, which, when put to a vote by the electorate, are en dorsed overwhelmingly. 9 Debts and Taxes As one would also expect, the commonwealth government" is ever eager and anxious to exact more tax revenues from its subjects. It im poses a corporate income tax that 1983 UNEMPLOYMENT IN PUERTO RICO 367 ranges between 22 percent and 40 percent, an individual income tax up to 72 percent, an excise tax of 5 per cent to 80 percent, license taxes at various rates, property taxes of some 2.3 percent, estate and gift taxes up to 70 percent, municipal sales taxes from 1 to 5 percent of dollar sales, and a special tax of 50 percent on the "improper accumulation of sur plus or profits." Under a program known as "Operation Bootstrap," the government may grant exemption from major taxes to firms satisfying certain employment conditions.

If the general tax burden should not discourage economic production, the following payroll taxes that di rectly raise the costs of labor may erase all doubt: 1. The Social Security provisions of the United States are in force in Puerto Rico. 2. Employers must pay both the U.S. Federal Unemployment Tax and the Puerto Rico unemployment com pensation tax. 3. All employers are required to pay a Disability Benefits Tax that finances benefits for illness and ac cidents whether or not they are re lated to employment. 4. Workmen's Compensation In surance is payable at various rates. 5. Employers must pay a Christ mas Bonus of at least two percent of a worker's annual wages up to a maximum of fifteen percent of the employer's net income.lO If it is true that the demand for labor depends on the costs of labor it must be concluded without risk of contradiction that the Puerto Rican government itself is significantly raising the costs of labor and thereby reducing the demand for labor. In short, it is contributing significantly to the mass unemployment there.

Island Independence The dismal conditions of labor in Puerto Rico and the prospects of eco nomic stagnation for generations to come, raise the crucial question of desirability of island separation from the U.S. Many Puerto Ricans them selves favor national independence and sovereignty. They are supported by national liberation forces and their communist allies all over the world. In the United Nations orga nization several dozen countries are strongly urging Puerto Rican inde pendence, and world public opinion is loudly lamenting the sad fate of Puerto Rico. But such a solution would proba bly make matters worse. It is rather likely that, in a sovereign country of their own, the Puerto Ricans them selves would resort to radical inter vention, different in some details but similar in basic design to that expe rienced as part of the U.S.ll They would inflict immeasurable harm on each other through labor legislation of their own and other redistributive policies, but lose the massive U.S.

368 THE FREEMAN support that is sustaining them now. Without a tradition of individual freedom and an unhampered enter prise system, and short of any visi ble intellectual force and popular support for individual freedom from political power and arbitrariness, the intellectual conditions are lacking for a free and prosperous common wealth. Instead, it is rather likely that an independent Puerto Rico would soon follow in the footsteps of many of its Spanish-speaking neighbors, such as the Dominican Republic, Haiti, and Cuba. And once again the U.S. would have to brace for a flood of refugees fleeing from their own misery and chaos and searching for survival in the U.S. The only hope for a brighter fu ture for all Puerto Ricans rests in the hands of the lovers and cham pions of individual freedom every where. There is hope as long as they are pressing the point that mini mum wage rates and other labor legislation cannot possibly improve the working and living conditions of all the people, but make them im measurably worse. There is ample work for everyone and great pros perity for all in freedom. When American public opinion finally un derstands this simple lesson of eco nomics and causes the U.S. Con gress and the Commonwealth legislature to remove the labor shackles from Puerto Ricans, the is land will spring to new life. ® -FOOTNOTESlErnst & Ernst, Puerto Rico, International Business Series, March 1971, July 1971, Sept.

1973; Earl Parker Hanson, Puerto Rico: Ally for Progress (D. Van Nostrand Co., Princeton, N.J., 1962). 2Spain ceded Puerto Rico, Guam and the Philippine Islands to the United States by the Peace Treaty of Paris, on Dec. 10, 1898. The Philippines gained independence in 1946. Guam and Puerto Rico continue to be associated with the U.S. 3U.S. Department of Labor, Wages and Hour Division, Minimum Wage Rates for Puerto Rico (WH Publication 1348, Washington, D.C., 1978). 4U.S. Department of Labor, Wage Structure and Fringe Benefits in Puerto Rico (Washing ton, D.C., 1979), p. 187. 5Puerto Rico, Bureau of Labor Statistics, In forme Estadistico 1, No. 11, November 1979, Table 1. 6Earl Parker Hanson, ibid., p. 52. 7Simon Rottenberg, "Minimum Wages in Puerto Rico," The Economics of Legal Mini mum Wages (AEI, Washington, 1981), pp. 334 338. Bit is interesting to note that the U.S. Gov ernment now manages to spend in excess of $3 billion on Puerto Rico every year, which is 150 times the amount it paid to Spain in 1899 for the transfer of sovereignty of Puerto Rico, Guam and The Philippines from Spain to the U.S. Even if total government expenditures for the Span ish-American War, which amounted to less than $130 million, were to be included in the pur chase price for Puerto Rico, U.S. Government expenditures for health, welfare and human services now exceed the costs of war and con quest manyfold. As seen from a purely financial point of view, the Spanish-American War has become a very expensive war.

9Earl Parker Hanson, ibid., pp. 90, 91, 102 106. lOErnst & Ernst, Puerto Rico, A Digest of Principal Taxes, July 1971. ucf. Robert W. Anderson, Party Politics in Puerto Rico (Stanford University Press, 1965).

Ben Barker Abundance and Scarcity THERE are two opposing philoso phies prevalent regarding the natu ral distribution of wealth on this earth. One presumes that virtually all material wealth has already been discovered, and the role of man is to distribute that wealth in an equita ble manner. This view is the one that has predominated throughout most of recorded history and has saddled man with one monumental conflict after another. The other philosophy assumes that wealth is boundless in the universe, and man must merely discover new combinations of be havior and/or existing matter in or der to unlock the vaults to that vast, undiscovered mass of benefits. The shape and nature of a social order is a consequence of whatever ideas dominate in that particular Ben Barker, M.D., is a specialist in psychiatry and contemporary therapeutic techniques and is Director of the Crisis Advisory Center, Simi Valley,California.

society. Civilizations which endorse the idea ofscarcity, or limited wealth, tend to be rigid and structured. They are likely to be ruled by individuals whose concept of leadership is to create and implement wealth redis tribution formulas that assure ade quate food, shelter and warmth to members of their own group. Secon darily, if there does not appear to be an adequate supply of internal wealth to distribute, a warrior class may emerge whose role is to raid other groups and forcefully extract goods to bring back home. In such a society there is a natural tendency for the warrior segment to achieve positions of dominance for theirs is a twofold role. They must raid and plunder surrounding groups, plus, they must preside over the wealth redistribution process at home by force of arms. Since the most common personality trait in such a 369 370 THE FREEMAN June society is rigidity, there usually ex ists an abundance of rules and reg ulations governing not only prop erty but all manner of dealings between individuals. The basic premise is one of scarcity. Hence rule by force is necessary, for such a pre sumption takes for granted that one man will take from another less powerful unless restrained by an even more potent force.

Most of us are unable to see that such a pessimistic viewpoint is but a matter of perspective. Is the glass half full or half empty? Were not the raw materials for the space shuttle Columbia buried in the earth along side the materials for the craft that first flew at Kitty Hawk? Man is a noble creature, gifted with rare skills in comparison to the remainder of plants and animals. These skills al low us to manipulate our environ ment in ways unavailable to other forms of life. If we activate our tal ent to think and plan, we can liter ally recreate the world. The ideology of scarcity ignores that ability and presumes that God created a uni verse in which, for me to have enough, another must starve. BoundlessWealth? The ideology of abundance pre sumes that the wealth of the uni verse is boundless, and that we must merely put our minds to the task of tapping that wealth-and it will come. The difference in perception in these two philosophies is star tling, and one can produce a vi brantlyalive world for the believer if acted upon. Countless men have met their deaths journeying to the far ends of the earth in search of for tune. The Yukon, the Alaskan north slope, mine shafts cut deep into solid rock in South Africa, Chile, Peru, and even our own coal mines. Yet a man in the American southwest recently tinkered with a tin can, a small gas oline engine and a piece of string and found great wealth. He invented the rotary weed-cutter and changed the gardening habits of millions of us.

When enough of us finally tumble to the fact that both wealth and progress ·lie in appropriate utiliza tion of the mind, our nation and the world may begin to move forward again. The task of this era is to free creative minds from the bounds of bureaucratic conformity and inepti tude and allow them to pull us out of the economic and social mess that we have tumbled into. Government must get out of the way! It must stop taxing us into oblivion. It must stop punishing intelligence and creativ ity and stop rewarding indolence and ineptitude. These tactics will lead to a failed society. If bread, circuses, a huge bureaucracy and a Senate that's a joke could hold a social order to gether, then Rome would still be a mighty nation. The philosophy of scarcity is tinged with envy, greed and meanness; we 1983 ABUNDANCE AND SCARCITY 371 don't need it. For as long as there have been written records, men have been predicting that we would soon run out of raw materials. Have we?

For the better part of the past decade a horde of supposedly brilliant ana lysts told us that we had at last nearly depleted the earth of oil. The OPEC cartel exploited that fantasy, and was aided and abetted in that disastrous experiment in social ma nipulation by the U.S. Department of Energy . We spent billions of dol':' lars on that Department, and more billions on the overpriced oil that its policies perpetuated. Did we run out of oil? Not hardly. Today the world is bathed in an oil glut and our banking system is stretched to the limit because it bought into the il lusion of oil scarcity. All of the limitless material wealth of this universe is open to the inqui sitive' exploring mind. Our fires will remain lit either with wood, kero sene, coal, gasoline, or some yet-to be-discovered substance. New in ventions will warm us, cover us, lift us and move us-if they are needed, and if the inventor is provided suffi cient reward for applying his mind to the problems that we must solve.

The greatest danger that our cul ture faces today is that those with truly creative potential will remain preoccupied with trivia such as ani mated cartoons, self-stimulatory electronic games and complex weap ons of annihilation. Obviously, the reason that our creative geniuses are presently tied up in such pursuits is because that is where the rewards are. A pity. Explosionsof Creativity Periods of incredible expansion in the quality and capacity of life occur when certain basic conditions have been met in the human situation. These conditions have to do with freeing the mind, are cyclical throughout history, and the relative scarcity or abundance of resources has little or no bearing upon them. The social and cultural factors which enhance creative thinking jelled in Greece to produce Aeschylus, Soph ocles and Euripides almost simulta neously. A later period of the same culture brought forth Socrates, Plato and Aristotle. Likewise, there were no geniuses at all in England be tween 1450 and 1550, but a whole series of them in literature, music, science, philosophy and politics be tween 1550 and 1650. Germany saw a similar explosion of creativity be tween 1700 and 1800.

In examining these separate peri ods of Western history, more than a few sociological parallels are ob vious .. First, the cultural substrate which feeds genius consists of an open, receptive social order not fo cused exclusively on only one aspect of human life, whether that be mili tarism, religion, comfort, sensuous ness, materialism or something else.

372 THE FREEMAN June Secondly, the culture must place a stress on becoming, not just on being. This translates to a tolerance for, and even an encouragement of transi tional phase behavior. Genius tends to plan ahead, often very far ahead, and a society that focuses on being emphasizes immediate gratification, comfort and pleasure and distrusts activities that relate to remote goals. Becoming, though, should be part of being, and the mature, thinking in dividual is always becoming, for to day he is somewhat different from the way he was yesterday, and to morrow he will be different from the way he is today. Next, other forms of freedom and tolerance must be manifest in the culture for it to grow and develop. The creative individual must be al lowed to move unhampered between different and even contrasting cul tural stimuli. America itself emerged from a synergistic combination of English and German philosophies, values and traditions merged with the new, adventurous, enterprising and individualistic spirit of the col onies.

Those who focus upon the ma terial resources that creative eras utilize to express their wealth miss the entire point of the matter. The explosions of knowledge, wisdom and mastery of the environment such as took place when Americans moved westward and settled the frontier are not secondary to the land conquest. It is the other way around-the knowledge explosion made the land conquest possible. The Indian could not stop both the gun and the new plow.An idiot alone on an island with a family of chickens will eat roast fowl, then stai-ve; an individual of creative intelligence will develop an array of egg recipes and will learn to breed and cull his flock. Both the conquest and exploita tion of the frontier and the survival tactic on the deserted island are done best when creative juices are sprin kled on the situation. If our nation is to emerge intact from this era of economic instability it must move again toward the type of social order which both rewards and fosters cre ativity. If you unduly tax creativity and productivity (which we do) you will get less and less of it, and if you reward indolence you will soon be drowning in indolent beings (which we are).

Instruments of Socialism and Cultural Decline The philosophy of scarcity is a predominant influence in producing the slide of our great nation toward oblivion. The government and the instruments of education and per suasion are currently in the hands of those motivated primarily by that philosophy and the grasping greed it produces. Control, dominance and wealth redistribution are the social ist formula, and they are techniques 1983 ABUNDANCE AND SCARCITY 373 of cultural suicide-not growth and development. The philosophy of abundance rec ognizes that free minds can and will wrench wealth from the environ ment if allowed to do so. Just as the space shuttle Columbia lay undis covered in the crust of the earth un til our minds were ready to conceive it, there are even greater discoveries yet to be made. These discoveries can and will produce a social order of growth and abundance if they're not prevented from doing so by the choking bureaucracy of our repres sive, ever-hungry government.

Unfortunately, many are placing their trust in the apparatus of gov ernment at this time of economic and social crisis in the mistaken belief that it can reverse the process of de cay and dissolution. This hope is sheer folly, for it has been the unre lenting implementation of counter productive government policies which has been the major force in creating the onrushing calamity. The public debt is beyond control, the size of the bureaucracy continuously es calates, and even those who sense the reality of an impending calam ity are in the grip of a vague, anes thetized helplessness which is usu ally described as malaise. Others are trusting in material objects such as diamonds, gold, sil ver, art or antiques to shelter their wealth during this period of insta bility. An external device of dubious value (currency) is used to acquire other external devices (goods) of less dubious value, and these devices are then secreted. We call people who randomly steal items for which they have no reasonable immediate or deferred need kleptomaniacs and consider them ill. People who pur chase a variety of items with equal randomness we call consumers and have built an entire commercial sys tem about them.

Materialism Is an Outgrowth of the Philosophy of Scarcity Materialism, or the preoccupation with the acquisition of money or the devices it can purchase, is an out growth of the philosophy of scarcity. Surely, if things are the measure of man, and if there are not enough things to go around, then it is rea sonable to be constantly concerned with acquiring things. The thing oriented individual often decides that it is a waste of time to continue to yearn for the old freedoms, ques tions whether or not they ever really existed anyway, and busies himself constructing substitute gratifica tions to replace those he feels have been permanently lost. Those of us who are thing-ori ented people often view both objects and people as commodities-includ ing ourselves. We think, "I am what 1 have" -and we collect injustices done to us as if those injustices were valuable possessions as well. Our 374 THE FREEMAN June dreams are of great wealth, ro mance, intrigue and power.

If we're men, we lavish a great deal of attention on our automobiles or other shiny objects and well-kept possessions such as condos, rental houses, yachts, and the like. If we're women, we are likely to lavish our affections on our jewelry and our personal appearance. We feel more comfortable touching objects than we do touching each other-especially objects that we own. Additionally, we spend a great deal of time and en ergy safeguarding our possessions from theft, taxation or random de struction. Indeed, we often appear to be owned by our things for they command so much of our thoughts and activities. Such materialistic, thing-ori ented, scarcity-dominated behavior can be termed life-rejecting. Those among us who are life-rejecting tend to carry our bodies stiffly. We view relationships from a paranoid angle, feeling exploited by nearly every one. We respond to these feelings by projecting a free-floating resent ment, coupled with anger and envy, out onto the world. We would deny the rich and powerful, as well asthe powerless, the right to enjoy plea sures that we cannot experience. We tend to view work as a duty and pleasure as sinful and immoral. We may own many things, but we often hurt those people who come close to us.

The life-rejecting obsession is with control and dominance, so we are of ten found within hierarchical situa tions. That includes government, the military, educational institutions, or some large corporations. We are the bureaucracy. We scorn disorganized "messy" personal relationships and prefer those in which· a superior subordinate interaction is precisely defined-the more precise the defi nition the better. Life-OrientedBehavior Adherents to the philosophy of abundance, on the other hand, are life-oriented rather than thing-ori ented and life-rejecting. Those among us who feel this way tend to view the universe as a vast tool placed there by the Creator to assist us in achiev ing self-actualization. We learn to fully experience and express our feelings and tend to be loving and accepting of others. We are capable of outer-directed, or helping, behav ior, even though our primary motive for such behavior may be self-ac tualization. The difference is best seen in the idealistic social worker versus the inventor.

An inventor is perceived as selfish and preoccupied with his own crea tions and the social worker as altru istic. However, if the inventor is successful in creating a meaningful new product (lightbulb, flush toilet, hot-water heater, weed cutter) he can profoundly affect the quality of life 1983 ABUNDANCE AND SCARCITY 375 of all society. That is the essence of effective outer-directed behavior. Such people tend to be sponta neous and open, and present them selves in a loose, natural style. Their work allows them to feel competent and self-reliant, and they don't wait for others to fill their needs or solve their problems. Perhaps most im portantly, life-oriented persons are capable of deep, profound relation ships bathed in freely flowing and totally experienced feelings. They learn to activate and express buried potential-aesthetic creation, self less service, communion with na ture. They learn to become one with the environment rather than merely dominating it.

As the Renaissance swept aside the bleak intellectual torpor of the Dark Ages, this era of bureaucratic banal ity is likely to be jolted by an awak ening. But such an awakening will not come easily. Creative, individu alistic believers in the abundant universe must shoulder their way through the deadwood of a social or der choking on its own pollution. Small men with small minds hooked into the philosophy of scarcity and lusting to control and dominate the assets and lives of others are in the halls of power and .must be dis placed. Until and unless they are we will continue on the road to social chaos. Those who preach that this is the age of limits are only projecting their own myopic view of the world. The concept oflimits is acceptable to those who have lost the capacity to grow and develop. It allows them to ratio nalize their own narrow achieve ments. But it ain't necessarily so. At one time surgeons would not cut into the human abdomen for fear of a fa tal outcome. Today abdominal sur gery is commonplace, and opera tions on even the heart and brain take place on a daily basis. These and other miraculous vistas open each day in the field of medicine, and similar progress can doubtless occur in other disciplines as well.

The ComputerRevolution The electronics industry repre sents the cutting edge of modern technological development. Prop erly implemented, the computer revolution will bury once and for all the idea that there are limits to ex ploration and utilization of the en vironment. Entirely new industries will spring up around this new so cio-cultural entity and these indus tries will rejuvenate America's manufacturing infrastructure. We will march from this point into an age of unprecedented prosperity if we but allow ourselves to do so. At one time men believed that the world was flat, and that earth was the center of the universe. One man spoke up against this misconception and announced that not only was the world round, but that earth was only 376 THE' FREEMAN one ofseveral planets revolving about the sun. His observations brought him ridicule and agonizing persecu tion-but his truth eventually pre vailed. Without the appropriate mental concept of a spherical earth in orbit about the sun, men would not have made it to the moon, or placed the satellites in orbit, or done a thousand thousand other things that have permanently altered the quality of life.

So it can be with the concept of a universe of boundless abundance. Once man can accept the fact that the power of the mind is limitless, he can begin to apply that power in a myriad of ways to improve his ex istence. It would seem far better for us to invent new techniques to im plement the vast number of raw tools God has provided than to scheme, fight and plunder each other for the few resources that have already been converted to physical wealth. In the final analysis man, collec tively and singularly, is the mea sure of himself. We can accomplish what we believe that we can, find what we want to find, go where we want to go. The magic carpet in the universe without limits is your mind. Use it. , IDEAS ON LIBERTY For the Better Economic Life IDEAS formed in a man's mind, after it has been trained and sharpened by education and experience, are the basis of successful research. With out the creative brain of the scientist, all investment in research is worthless. American scientific laboratories are the best equipped in the world. Yet continued progress will be insured only if the rights of the individual to exercise freely his initiative are reestablished and jeal ously guarded.

American research prospered by providing rewards for success; the inventive genius of the nation was kept alive by adding to it what Lincoln called "the fuel of incentive." Further, the integrity of American research was kept inviolate; the research worker was spared the neces sity of finding "political" conclusions as the goal of his investigations. In this atmosphere of free inquiry and of freedom of the individual to enjoy the fruits of his labor, science here flourished. Elsewhere in the world, it has suffered serious setbacks .... Without freedom, scientific research and the progress in its wake will falter in the United States, as has happened elsewhere. The individual must be assured the freedom of incentive. The university scientist must have freedom of inquiry, of discussion, and of publication. CRAWFORD H. GREENEWALT A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN At the Eye of the Storm ON its journalistic level Ron Ar nold's At the Eye of the Storm: James Watt and the Environmentalists (Regnery-Gateway, 282 pp., $14.95) is a book about contemporary poli tics. Arnold's immediate aim is to defend Jim Watt, our embattled Secretary of the Interior, from at tacks that are really aimed at Ron ald Reagan. But the deeper inten tion of the book is to challenge the extreme modern breed of environ mentalist on religious grounds. It is this aspect that will give the book its lasting value.

A former activist in the environ mentalist movement, Ron Arnold quit the Sierra Club because it seemed to him it was intent on as serting a monopolistic religious claim to "the powers of salvation and heal ing" as it pushed its fight to preserve the landscape. The old Sierra Club had had a practical mission; it was to preserve certain chosen wilder ness areas and to foster outdoor ac tivities, but not at the cost of deny ing people the "wise use" ofnecessary range lands, forests and mineral de posits. Although John Muir, the patron saint of the Sierra Club, could be pretty mystical in his nature wor ship ("the groves were God's first temples"), the Club, prior to the Nineteen Forties, still held to the old ideas about conservation promul gated by Theodore Roosevelt and Gifford Pinchot in the Bull Moose era. As a forester Pinchot applied the ideas specifically to the federal for est lands. Save for the wooded por tions of our national parks, the fed eral forests were to be put on a 377 378 THE FREEMAN June "sustained yield" basis, with new seedlings taking the place of mature trees as they were "farmed" for lum ber just short of their imminent de cay.

Conservationvs. Preservation With Teddy Roosevelt and Gifford Pinchot, conservation was not to be confused with preservation. There was a point in preserving sequoia and redwood trees, which had century long lives. But "preservationism," when applied on a dogmatic basis to forests of Douglas fir and Sitka spruce, would result in ecological museums filled, eventually, with old and rotting trunks of no esthetic beauty and little economic value. In brief, Roosevelt and Pinchot believed in trusteeship. They were for complete preservation of natural wonders. But "multiple use" should prevail in the rest of the federal pat rimony. The conservation ethic was per fectly compatible with a belief in economic expansion. But the preser vation ethic, which has taken over in all advanced environmentalist circles, looks upon economic expan sion with jaundiced eyes. Belief in the orderly, efficient use of resources to give opportunity to more people, and to raise the general standard of living, is regarded by the preserva tionists as a desecration. With the preservationists, development is a crime.

John Chamberlain's book re views have been a regular fea ture of The Freeman since 1950. We are doubly grateful to John and to Henry Regnery for now making available John's autobi ography, A Life with the Printed Word. Copies of this remarkable accountof a man and his times our times-are available at $12.95 from The Foundation for Economic Education, Irvington on-Hudson, New York 10533. Naturally, when Jim Watt, as a believer in the traditional idea of conservation as "wise use," became Secretary of the Interior, thepreser vationists took immediate alarm. All that they knew ofJim Watt was that he had, as head of the Mountain States Legal Foundation in Colo rado, taken the side of industry in some disputes that grew out of ar guments about multiple use. The preservationists jumped to the con clusion that anyone who would de fend a business interest in an envi ronmental matter must be for lumbering or encouraging mining exploration in the national parks.

Watt, manifestly, had the wrong religion: he believed in a Christian God, not the mystical God of Nature. So the campaign against Watt roared into high before anyone ~ad really taken a proper measure 01 the man.

1983 AT THE EYE OF THE STORM 379 Actually, as Ron Arnold explains it, Watt's ambitions, as Secretary of the Interior ,would meet with the full approval of Teddy Roosevelt and Gifford Pinchot. Arnold tells of the first meeting of Watt with President Reagan. There was instant rapport between the two men. Within a few minutes they had settled on five ma jor Department of Interior objec tives. The first would be to open up the public lands to multiple use in the classic Teddy Roosevelt manner. The second was to reduce our na tional energy dependence-which meant spurring offshore oil devel opment. A third objective was to es tablish a national metals policy, which could begin with an inventory of minerals in the public domain. Fourth, the deterioration of the Na tional Parks must be halted. And fifth, leadership in the Department of the Interior should be provided by paying special attention to what Watt described as "management by objectives."

A ProperMineralsPolicy Ron Arnold's point is that there is nothing subversive of conservation ism in the five-point agenda decided upon by Reagan and Watt. But when Watt began looking into metals pol icy matters he discovered that 42 per cent of federal land was closed to mineral entry, and an additional 25 per cent was "highly or moderately restricted." There were eighty different laws, executive orders and regulations dealing with non-fuel minerals. So finding a proper min erals policy inevitably meant step ping on a few toes. Watt has offered to resign as Sec retary of the Interior any time the President asks for it. Since the im placables of the environmentalist movement remain dedicated to the idea of getting rid of the. man who enjoys· the wilderness without feel ing called upon to worship it, Watt may be gone before Reagan com pletes his first term. But the prob lems posed by the environmental ists' animus against development, or the "wise use" of resources, will re main.

Resources are for people. The co balt that might be found in Idaho cannot rightly be allowed to remain in the ground when our defense in dustries need it. Nor can we refuse to harvest trees when lumber is re quired for new homes for the Baby Boom generation. ® 380 THE FREEMAN June USSR: THE CORRUPT SOCIETY by Konstantin M. Simis (Simon and Schuster, 1230 Avenue of the Americas, New York, NY 10020), 1982 316 pages. $14.95 cloth Reviewed by Bettina Bien Greaves SCARCITY exists everywhere in the world. However, flexible prices and the efforts of entrepreneurs keep se rious bottlenecks and shortages to a minimum in a market economy. Flexible prices reflect market sup ply and demand. Entrepreneurs who are alert to shifts in demand and supply make determined efforts to offer more of those items for which demand is rising. If they succeed, they will make profits and con sumers will be better satisfied.

In Russia, however, it is a very different story. There the state seeks to monopolize all production and distribution. Prices do not reflect supply and demand. Private enter prise is illegal. Because private en trepreneurial efforts are prohibited, production bottlenecks are every where and almost all the things peo ple want are shoddily produced and in short supply. Yet people in urgent need of some good or service that the state does not provide to suit them meat or flowers for a special occa sion, toilet paper, plumbing repairs, prompt dry cleaning service, or con siderate medical attention-will use any means necessary, even illegal means, to obtain the things they want. No amount of government control, not even the threat of severe sentences, will keep people from trying to satisfy their wants and needs; it only makes it risky and ex pensive. The corruption that results when peaceful private pursuits are thwarted is the subject of Konstan tin Simis' book.

The first draft ofthis book had been smuggled out of the country to the United States where Mr. Simis ex pected to have it published under a pseudonym. However, in November 1976, when the final revised version was in his Moscowapartment, he was arrested, his apartment searched, his manuscript confiscated and both he and his wife taken in for question ing. They were allowed to return home that night and their daily lives continued-under constant surveil lance and subject to frequent inter rogations-until May 1977 when he was expelled from his job. A month later his wife lost her job too. Then abruptly in the fall of 1977, they were given the choice of going on trial for the book and being sentenced to the camps, or of applying for "permis sion to emigrate" and leave the country within ten days. The Sim ises chose exile, eventually reaching the United States and, in spite of KGB threats, went ahead with his book's publication.

We hear frequently how much the 1983 OTHER BOOKS 381 Russians depend on the food produced on private farm plots, representing only about 3 per cent of the coun try's arable land. However, much less is heard about the dependence of all production on private, often illegal, activities of producers and specula tors in all areas of the economy. Many goods and services are avail able only from black-market "spec ulators." Others are available only in exchange for "gifts" or bribes of some kind. Even official state enter prises must pay tribute of some kind to obtain the materials they need to fulfill their production quotas and to keep production moving. Mr. Simis writes about wide spread buying and selling of mer chandise by private entrepreneurs. Such "speculation" is a criminal of fense in the Soviet Union and the speculator who is caught faces a court trial and severe penalties. Yet the people themselves consider specula tors as "a useful and necessary part of daily life.... Speculation has be. come part and parcel of the life in the Soviet Union because it supplies people with daily needs." Mr. Simis writes of several private entrepre neurs who succeeded so well in serv ing their customers that they amassed millions in gold coins, gems, valuable paintings and historic rel ics. Yet their success was at serious risk and some were sentenced to many years in the camps.

Mr. Simis writes also about "free lance" production, Le., work done outside working hours, outside the system, and of "left-hand" or illegal, enterprises. Some private "facto ries" exist within state factories, of ten "employing" state employees on the side and using materials stolen from the state. The people think nothing of cheating and stealing from the gov ernment or a state enterprise. Cor ruption and bribery are part of ev ery ordinary person's daily life-from the cradle to the grave. To receive adequate care at childbirth, a mother bribes the doctor. Kindergarten tots soon learn that the teacher must be "remembered" on her birthday if the child is not to be held up to ridicule before the class. By the time a stu dent enters the university, he knows that every aspect of schooling has its "price" -so much for admission to a prestigious institution, so much to pass an exam, and so on. Frequent bribes or "gifts" are called for simply in the course of daily living. And af ter death, bodies are stripped by cre matorium employees of gold teeth, crowns and clothing, which soon find their way to the black market.


The system of tribute and gifts is everywhere in Russia. Everyone is on the take-the police, the KGB, high officials, as well as ordinary persons struggling to survive. The Soviet citizen sees nothing immoral in cheating or stealing from govern ment. "Usually," Mr. Simis writes, 382 THE FREEMAN June "he understands perfectly well-that he is breaking the law, but he does not consider his actions im moral. . . . But in private dealings this same citizen will conduct him self in accord with the precepts of common human morality." Thus, Mr. Simis has deep respect for the Rus sian people personally. However, he is pessimistic about the future of his native country. The ruling appa ratus is ."completely infected by cor ruption," he writes. "The Soviet gov ernment, Soviet society, cannot rid itself of corruption as long as it re mains Soviet." And to expect the So viet government to change its na ture is almost as unlikely as to expect the leopard to change his spots. , DEVELOPMENT WITHOUT AID: GROWTH,POVERTYAND GOVERNMENT by Melvyn B. Krauss (McGraw-Hili Book Co., 1120 Avenue of the Americas, New York, NY 10020),1983 208 pages. $17.95 cloth Reviewed by Tommy w: Rogers THE key to prosperity in less-devel oped countries isto utilize the prin ciple of comparative advantage in combination with release of the in centive and creative opportunity presented by the free market. Unfortunately, the social-democratic influence has emphasized taxation and massive, government spending coupled with intense bureaucratic intervention for "redistribution" of income and expansion of the public sector. There has been an almost re ligious commitment to "human cap ital" investment. and "fine tuning."

Policies of high taxation and big government have been ruinous for Third World Countries. Implementation of the welfare ethic in less-developed nations "of ten has resulted in economic chaos, political violence and eventual mil itary dictatorships." Economic de velopment efforts have too often taken the form of zero-sum redistri butionist programs. Preoccupation of a country with income distribution, wherein one group can obtain a larger share of a stale economic pie only at the expense of another group, "is to condemn it to a kind of Tan zanian tango of poverty and repres sion, redistributing an exceedingly small economic pie for an exceed ingly long time to come." Krauss notes that it is bad enough when economists give out erroneous advice because the theories on which they base their advice is faulty. It is even worse, he states, when erron eous advice results from abuse of scientific authority to impose per sonal biases on others under the rule of scientific law. Krauss feels that acceptance of the advice of Prof.

1983 OTHER BOOKS 383 Walter Heller of the University of Minnesota has been particularly detrimental to Third World coun tries. Heller's 1954 statement that the income distribution pattern of many less-developed countries is "a compelling case for redistributive government finance" would be dis missed as pure bunk if the speaker were not wrapped in scientific robes, but many naive persons, Krauss states, accepted Heller's dictum as scientific truth simply because Hel ler had a strong scientific reputation. Krauss demonstrates how foreign aid hurts and retards development in less developed nations. With re spect to efforts to expand the World Bank, Krauss observes that "the World Bank has become an impor tant vehicle by which the public sec tor has replaced the private one in much of the Third World. The sim ple truth is that several interna tional banks ... want U.S. and other taxpayers to bail them out from their past imprudent investments ... by bailing out the borrowers from im pending bankruptcy through the World Bank."

Development Without Aid is a tre mendous statement on the effect of the Welfare State as the enemy of the masses. Big government, as Krauss unequivocally demonstrates with telling comparison and docu mentation, is destructive of the economy in a multiplicity of ways. The author posits economic development without aid as "an essential condition for economic develop ment." Krauss makes a compelling and convincing argument that the international marketplace is a much more potent antidote to poverty in less developed areas than is the in ternational transfer of income. i PRIVATIZING THE PUBLIC SECTOR: HOW TO SHRINK GOVERNMENT by E. S. Savas (ChathamHouse Publishers,Inc., Chatham, N.J. 07928) 164 pages. $15.00 cloth Reviewed by Lawrence W Reed "Public choice theory" in economics, as it has developed over the past decade or so, tells us that the public sector - government - possesses many inherent weaknesses as a pro vider of goods and services. For ex ample, it has a tendency toward bu reaucracy; it leans toward the creation of franchised monopolies; and it has little incentive to be effi cient. By its very nature the public sector is a poor provider of economic services.

To "privatize" is to turn over to private citizens a task (provision of a good or service) heretofore carried out by some government entity. It means the establishment of crea tive, noncoercive, profit-seeking, 384 THE FREEMAN marketplace mechanisms in place of the government's power to tax, spend, regulate, confiscate, or monopolize. Privatizing is the peaceful way of dismantling the State brick by brick. Savas establishes early on that there is an awful lot to dismantle. He identifies and explores in depth three major factors which have con tributed to the enormous growth of government: a demand for more government services, by recipients of the services; a desire to supply more government services, by the producers of the services; and, in creased inefficiency, which results in the seeming need for more govern ment to do the same job. Some free market believers may HANDSOME BLUE LEATHERLEX chafe at what appears to be a case for privatization that is less enthu siastic and more roundabout than need be. Savas, for instance, throws an occasional bouquet at that curi ous halfway method involving gov ernment-issued vouchers. Others may want to see less emphasis on the utilitarian (what "works") ap proach and more emphasis on the philosophical (what advances indi vidual liberty ) approach.
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RobertBearce YOUR FREEDOM WHATABOUTIT? MORE than one thoughtful observer has advised us that "history repeats itself because no one listens the first time." This truth should challenge all those who truly value freedom. History is the tragic story of nations that have lost their liberty through indifference and complacency. The reasons for the destruction and loss of freedom are clear. Weare ca pable of understanding how freedom is threatened. Yet, despite the warnings of past experience, Amer ica and other relatively free nations ofthe world are committing the same mistakes which ultimately lead to economic collapse and political des potism. Will we continue to ignore the les sons that should be learned from history regarding the conflict be tween liberty and tyranny? Writing over a century ago, Fred eric Bastiat asked the French people Mr. Bearce is a·freeIance writer in Houston, Texas.

a similar question. With soundjudg ment and courage of conviction, he spoke out vigorously for freedom. Serving as. a member of the French Legislative Assembly, he placed lib erty in perspective-a timeless per spective we need if we are to remain free. "Actually," wrote Bastiat, "what is the political struggle that we wit ness? It is the instinctive struggle of all people toward liberty. And what is this liberty, whose very name makes the heart beat faster and shakes the world? Is it not the union of all liberties-liberty of con science, of education, of association, of the press, of travel, of labor, of trade? In short, is not liberty the freedom of every person to make full use of his faculties, so_longas he does not harm other persons while doing so?" Consider Bastiat's words. Con sider them carefully. He understood freedom and defended it at a time 387 388 THE FREEMAN July when France was plunging toward complete socialism- "legal" despo tism. In 1848, French politicians were propo~ing a multitude of idealistic plans for directing France's politi cal, social, and economic life. These blueprints for perfecting society were made in the name of "freedom,"

"helping the poor," ''justice,'' and so on. The socialists talked boldly about liberty and compassion, but their political/economic philosophy was nothing new. It was founded upon the same beliefs which had caused so much suffering in the past, so much oppression, misery, despo tism. Just as freedom was widely mis understood during Bastiat's day, there is widespread lack of under standing about freedom in the United States today. Many politicians, members of the mass media, those in the academic community, and just average citizens fail to comprehend the true meaning of freedom. Freedom is the right of each indi vidual to work toward the highest level of achievement consistent with his own effort and God-given abili ties. True freedom is both the capac ity and responsibility to exercise personal judgment. We have free choice, but we also have to abide by the consequences of our actions. This acceptance of personal accountabil ity brings a justified sense of dig nity, self-worth, and integrity to in dividuals. We learn by our mistakes and grow in our efforts to lead moral, productive lives. As we accept indi vidual accountability, we develop according to how we use our physi cal and mental abilities.

Four Basic Principles We have enjoyed the blessings of this freedom because we were at one time firmly committed to four basic principles of liberty. Individuals are free only when: (1) They accept responsibility for their own daily lives, (2) They are safe from criminal elements and internal strife, (3) They are secure against for eign domination, (4) They are safe from the abuse of domestic power and authority in the hands of their own government. A deep, honest faith in individual freedom inspired the Declaration of Independence and the Constitution. The Founding Fathers understood the four essentials of freedom, and they knew what was required to protect freedom. A free society must be founded upon just law and order. Government laws should be the just means of guarding each citizen's rights~"life, liberty, and the pur suit of happiness." Free people need the collective force of government authority, but that legal power must be clearly de fined and restricted. We accept a certain amount of governmental au thority in place of acting individu1983 YOUR FREEDOM-WHAT ABOUT IT? 389 ally. Instead of everyone being his own policeman and F.B.! agent, we give these roles to the government.

History, however, shows that gov ernments have an eventual ten dency to go beyond their legal au thority, violating instead of protecting the rights of law-abiding individuals. Such corruption and abuse of gov ernment power threatens freedom today. Our critical problem in America is a wayward political phi losophy-a philosophy of govern ment which rejects the principles of the Declaration of Independence and the Constitution. Whereas the Founding Fathers believed in lim ited government, we have allowed our federal government to grow, grow, grow. Most legislators con tinue to inform us solemnly· that government can solve our problems, "correct" the economy, provide jobs, and otherwise map out America's future. Deadly as gangrene, the federal government gradually spreads and eats at the life of freedom-regard less of the truly courageous efforts of· some in government to restrict government power and authority.

To the extent that the collective force of the federal government de stroys personal accountability and self-responsibility, we will lose our liberties. It is a matter of govern ment trying to do for us what we can and should do for ourselves. To the extent we trust lawmakers to be the mighty problem-solvers of our real or imagined social/economic ills, we will see the deterioration of free dom. The Powerto Tax May Be a Meansto Plunder With the power of taxation, the lawmaker can tackle what he be lieves to be the problems facing so ciety. By way of our tax dollars, Congress finances some of the proj ects which it thinks will be just, good, and right for society. Frederic Bas tiat would call their attention to one aspect of such government financ ing: . "Nothing can enter the public treasury for the benefit of one citi zen or one class unless other citizens and other classes have been forced to send it in. If every person draws from the treasury the amount that he has put in it, it is true that the law then plunders nobody. But this procedure does nothing for the per sons who have no money. It does not promote equality of income. The law can be an instrument of equaliza tion only as it takes from some per sons and gives to other persons.

When the law does this, it is an in strument of plunder." Bastiat's use of the word "plun der" may sound somewhat exagger ated or old-fashioned, but we ought to think about how our tax money is spent.

390 THE FREEMAN July How much of it goes to the gov ernment's legitimate responsibility of maintaining justice and providing for the national defense? On the other hand, what amount is used to fi nance domestic programs which benefit special· interest groups? How much is spent to obtain the votes of people demanding some "right" from the governmenta right to guar anteed income, right to welfare, right to a subsidy, right to guaranteed jobs, right to a college grant, right to a guaranteed profit, and the like? Those are false, nonexistent rights, and they can be fulfilled by 100 Senators and 435 Congressmen only through pIunder. "But how is this legal plunder to be identified?" Bastiat asked. "Quite simply. See if the law takes from some persons what belongs to them, and gives it to other persons to whom it does not belong. See if the law benefits one citizen at the expense of another by doing what the citizen himself cannot do without commit ting a crime."

A crime would be committed if Congressman Joe stole Senator Sam's car. Both Joe and Sam, along with others in Congress, imitate such an offense when they use coercive leg islation to take from some people in order to give to others. Legal plun· der operates easily under the cloak of the "democratic process." Being a freely elected official, a Senator or Congressman assumes that he has the right to enact laws favoring par· ticular groups in society-even when this action deprives other citizens of their rightful earnings. Although individuals who truly understand the proper functions of government see how and why elected officials act the way they do, the truth about government must be made available to those who do not com prehend the meaning of freedom. We should be able to clearly explain the nature of government force and au· thority-legitimate government power. The Boundsof Lawful Defense "What, then, is law?" Bastiat asked, speaking of government force and authority. "It is the collective organization of the individual right to lawful defense. Each of us has a natural right-from God-to defend his person, his liberty, and his prop erty. These are the three basic re quirements of life, and the preser vation of anyone of them is completely dependent upon the pre servation of the other two. For what are our faculties but the extension of our individuality? And what is property but an extension of our fac ulties?"

Our faculties include our intel lects, talents, physical and mental abilities. Some of these are natural while others are acquired. They en able us to handle the responsibility of living. When millions of free. in1983 YOUR FREEDOM-WHAT ABOUT IT? 391 dividuals voluntarily use their fa culties to work and produce, we have economic freedoma capitalistic, free enterprise, free market system. Actually, free enterprise or capi talism is not a stale, dull "system." No self-appointed group of legisla tors or economic theorists designed it. Rather, free enterprise is the nat ural, vibrant collaboration of free individuals laboring together coop eratively, competitively, volunta rily. Economic freedom allows indi viduals to use their skills, wisdom, and energies to manage their own lives. Free enterprise depends upon per sonal freedom and accountability, private property, and a free market.

Economic freedom places the matter of living ·upon the shoulders of the individual. This is where it ought to be-not in the hands of government. Unless an individual can control and use his own possessions (private property and income) he cannot fully decide for himself how he will work, direct his own life, house and feed his family. Choice in the Market Place Working and associating with other free people, the individual finds himself in a free market. Here he has free choice. He can choose his own employment, rejecting the pay offered at other jobs if he so wishes. Between him and his employer there should be freedom to exchange a solid day's work for a fair wage. At the supermarket or appliance store, the individual again expresses freedom ofchoice. Free enterprise enables him not only to go to different stores but to buy from a wide assortment of products and services. He is not forced to purchase goods he does not like or use the services of businesses he distrusts.

The "he" and the "individual" in all of this voluntary action are not abstract human beings, but WE whoever we are and wherever we live, as long as we are willing to ac cept the responsibilities of freedom. If we are to have economic free dom, the free market must operate within a framework of just laws. Thus, government has the function of prohibiting violence, force, theft, and fraud. Laws should be adminis tered which protect private property and require individuals to live up to their freely made agreements. "Under such an administration," wrote Bastiat, "everyone would un derstand that he possessed all the privileges as well as all the respon sibilities of his existence. Noone would have any argument with gov ernment, provided that his person was respected, his labor was free, and the fruits of his labor were protected against all unjust attack." Free, private enterprise is the only way we can freely use our creative energies for, not only our own good, but the remainder of society. We (free 392 THE FREEMAN July individuals)-not economic legisla tion from Congress-are the basis for America's strength and stability.

This general prosperity can develop when there is efficient, industrious production of goods and services. Such performance is generated when individuals and businesses are ea ger to w:orkhard and honestly. There must be the incentive to do so. That incentive is found in compet ition and the profit motive. Compet ition encourages us to make the best use of our faculties. The just reward of profit goes to industries, busi nesses, employers, and employees as we freely combine our energies, cre ativity, and labor. Profits are made without having coerced the con sumer. They are made because enough of us freely decided to pur chase a particular good or pay for a particular service-not because the federal government "stimulated" the economy or tried to "protect" some industries from so-called "unfair competition. " Freedom Is Threatened Working upon the moral grounds of competition, individual freedom, and profits, free enterprise has brought past prosperity to the United States. Our progress can be traced back to a respect for the worth and dignity of the individual. Economic freedom, however, is under attack.

Invariably, we find ourselves and the preservation of freedom again facing the issue of government in tervention and plunder. Politicians and others simply will not allow our economic activities to be free and voluntary. They would deny us the right to go about our daily lives in a free market atmosphere-making an honest living for ourselves and our families. Realizing that there are some not-so-productive elements of society (individuals, businesses or whoever) who are willing to partici pate in plunder, politicians proceed to abuse government power and au thority. "Man," Bastiat said, "can live and satisfy his wants only by ceaseless labor; by the ceaseless application of his faculties to natural resources. This process is the origin of prop erty. But it is also true that a man may live and satisfy his wants by seizing and consuming the products of the labor of others. This process is the origin of plunder. Now since man is naturally inclined to avoid pain and since labor is pain in itself-it follows that men will resort to plun der whenever plunder is easier than work. History shows this quite clearly."

Indeed it does, and through taxa tion, government regulations, spending power, grants, and the like, we still see plunder at work. Al though America still experiences many of the blessings of free enter prise, we are being subjected to greater doses of destructive plunder.

1983 YOUR FREEDOM-WHAT ABOUT IT? 393 As legislators and other groups continue to call upon the federal government to create more pro grams and to pass more "laws," we need to hear forcefully and clearly from more individuals like Bastiat: "It is not true that the function of law is to regulate our consciences, our ideas, our wills, our education, our opinions, our work, our trade, our talents, or our pleasures. The function of law is to protect the free exercise of these rights, and to pre vent any person from interfering with the free exercise of these same rights by any other person." That is the one basic fact free peo ple must understand and explain to others-other people who daily work for more government controls, laws, aid, intervention, and so on. How Government Grows Existing government bureaucra cies plod forward-regulating our lives, taxing our hard-earned in comes, and infringing upon personal freedom. Those who will never give up calling for more and more gov ernment will speak in honorable, compassionate terms. Their objec tives. will supposedly be achieved in a "free, responsive, caring, respon sible, democratic" manner. They are against "oppression, discrimination, and prejudice." They uphold the "rights and needs" of the "poor," the elderly, the "disadvantaged," the handicapped, the "needy," and so on.

"Social consciousness" and "the pub lic interest" weigh heavily upon their minds. To each problem they believe ex ists in every area of the United States, their automatic question is: "How can the federal government solve it?" Daily, we hear Senators and Con gressmen soberly, eagerly, and forcefully asking: "How can the fed eral government solve this prob lem?" Their concern appears honorable enough, but beneath it lies distrust. They distrust the individual. They distrust freedom. They have faith only in their own good intentions and the power of government. Other in dividuals, so they vainly think, are not capable of managing their own lives. Voluntary charity will not work. Individuals, they claim, ei ther cannot or will not freely help others who are truly in need of aid. Along with this distrust for the av erage citizen in Salt Lake City, Peo ria, Dayton, and Muskogee, there is a hint of self-righteousness. Fred eric Bastiat describes it aptly: "The organizers maintain that so ciety, when left undirected, rushes headlong to inevitable destruction because the instincts of the people are so perverse. The legislators claim to stop this suicidal course and to give it a saner direction. Appar ently, then the legislators and the organizers have received from 394 THE FREEMAN Heaven an intelligence and virtue that place them beyond and above mankind; if so, let them show their titles to this superiority.

"They would be the shepherds over us, their sheep. Certainly such an arrangement presupposes that they are naturally superior to the rest of us. And certainly we are fully justi fied in demanding from the legisla tors and organizers proof of this nat ural superiority." This presumed superiority Bas tiat was talking about over a cen tury ago is seen today by the confi dence in which elected government officials promote their legislation for social and economic planning. Simi lar programs have failed throughout history, and the same manipulation fails in socialized nations today. Ig noring past and present, spokesmen for more government power some how feel their own efforts at orga nizing society will be much superior. Organize, regulate, and coerce, they will-unless those who under stand freedom are willing to bear the responsibilities of that freedom. First, of course, we have the primary re sponsibility to comprehend the basic principles of liberty, free market economics, limited government, and so on. Having that understanding of and appreciation for freedom is the critical foundation we must have be fore we can actively labor for a sta ble' free, prosperous nation.

If we have the basic gras.p of freedom (always learning more and growing in the faith) we also make that faith in freedom a living reality in our daily lives-not drifting away to join the large numbers of those who unknowingly become a part of the "More, More, More Govern ment" crowd. Our labor for liberty remains the same. We must make our lives, our attitudes, and our actions consistent with "what we preach." Those who would destroy true freedom and jus tice-as well-intentioned as they may be in their beliefs-will never stop promoting more government spend ing, power, and authority. While they undermine freedom, we should be as tireless in our own efforts-efforts to preserve the freedom they are at tempting to take from us, efforts to restore the freedom we have already lost, and efforts to expand the bless ings of freedom. It's your freedom. What about it? All quotations by Bastiat are from The Law, written in 1850, trans lation by Dean Russell in 1950.

76 pages, paperback. Single copy $2.00 10 copies, each 1.00 100 copies, each .60 Available from: The Foundation for Economic Education, Inc. Irvington-on-Hudson,NY10533 Elgin Groseclose Prescription for Economic Health THAT radical reform is needed for an economic system that periodically produces booms and busts, inflation and deflation, is recognized by a growing number of students. The prescriptions for reform are numer ous and varied. Among the defects of the system, however, are several that continue to be ignored-in deed, are regarded not as defects but with reverence as healthful agents of progress. At the risk of being read out of the profession as eccentric or iconoclas tic, I list a few that have produced more confusion than progress, more chaos than order, and that need ex amination as to their utility. Dr. Elgin Groseclose (deceased April 4,1983) was a financial consultant in Washington, D.C. He was the author of Money and Man (1934, 4th edition 1976) and America's Money Machine (1966,1980). He served also as executive director of the Institute for Monetary Re search.

The StatisticsSyndrome Statistics have been characterized by the English industrialist Arnold Wilson as something economists col lect as others gather antiques. So treasured are they that a vast com puter industry today is devoted to compiling, analyzing and storing statistical data. No self-respecting administrator would think of mak ing a decision without the aid of his computer. Chief among the statisti cal totems are various kinds of in dexes, and high on the column is one which business and government de cision makers watch with the avid ity of a gambler watching a roulette wheel. This is the Gross National Product, or GNP. Purportedly, the GNP records the changing volume of goods and services produced by the economy. A rising GNP suggests that the country is producing more, and 395 396 THE FREEMAN July the figure suffuses the observer with a pleasant euphoria. Actually the GNP is not a mea sure of production, but of consump tion. A rising GNP may indicate that the country is producing more while actually it is producing less.

Thus, a restaurant meal for two may add as much as $100 to the GNP, if taken at the Lion d'Or, but only $5 if eaten at Burger King, and even less if prepared at home. In an infla tionary period, when vast sums are spent in restaurants, theatres, travel and Las Vegas casinos, the GNP in dex may indicate a state of economic well-being when actually physical production is declining and general poverty rising. Better political and business de cisions and improved economic heal th would follow if the GNP in dex were abolished or radically modified. The Dilemma of the CPI Another index that has gotten the government into trouble is that of the consumer price index-since pensions, Social Security and wel fare payments are adjusted periodi cally with the indicated change in this index. How accurately the in dex measures the real burden of ris ing prices is a question few examine, and how unwillingly the public would accept a correction has been re cently demonstrated by the hulla baloo over the substitution of rental costs for housing costs in the series upon which the index is based. In any case, the process has now bank rupted the Social Security system, and those who can-like state and municipal and nonprofit employ ees-are leaving it with the good sense of rats abandoning a sinking ship.

The latest indexing, which has be come a political dilemma since it may bankrupt the federal treasury, is to be applied in 1985 to income tax rates. The purpose is to relieve tax payers of what is called bracket creep-the higher tax burden that applies as income increases as a re sult of inflation. The effect will be to reduce federal revenues at a time when the indexing of the entitle ment payments is increasing ex penses. If the price level were stabi lized, there would be no need for the indexes and indexation. They serve, instead, to push prices steadily higher, like a ratchet on a tire lift. If honest money were restored to the country, there would be little need of these indexes. The Money Mill The whole mess created by in dexes and indexing would not have arisen except for the money mill on the Potomac which keeps issuing paper currency like the legendary mill at the bottom of the sea that grinds out salt with nobody to stop it. Money in circulation-and we 1983 PRESCRIPTION FOR ECONOMIC HEALTH 397 mean the legal tender currency is sued by the Fed, not the M1, M2, and the like, of the economists-has doubled in the past decade alone, from $54.6 billion in 1972 to $126.6 billion today. And this goes on de spite the impression given out of a "tight money policy."

It is too well known to require theoretical demonstration that prices are influenced by the amount of pur chasing power in the market, and that inflation is the result oftoo much money in circulation. Instead of curtailing the power of the Fed to issue currency, Congress has steadily broadened its powers until today the Fed can turn into le gal tender currency practically any debt obligation it sees fit, including Polish, Turkish, Brazilian or Argen tinian bonds. This brings us to our next proposal. Wean the Banks The Federal Reserve System came into being as a system of super banks-actually pawn shops-to as sist commercial banks in distress by taking up their short term loans and giving them cash in the form of legal tender currency, or a deposit at the reserve bank that was equivalent to cash (since it could at any time be turned in for cash). The so-called panics, depressions, or crises which the country goes through periodically are not the re sult of a shortage of money in the economy, but a shortage of cash or credit on the part of debtors. The principal debtors, of course, are the banks, since their balance sheets represent mostly liabilities sup ported by a thin margin of propri etors' capital (less than 10 per cent generally).

After the passage of the Federal Reserve Act, banks gradually let their capital drop from a mean of 25 per cent or more of total liabilities to the present low ratios (for the 15 biggest banks the ratio is less than 5 per cent). The banking system is like a brood of pigs, grown to sizable porkers, but still clinging to mother sow. It is time they were weaned and made to for age for themselves. In short, too long have money and banking been linked in economic literature. The manage ment of the banking system should be separated from the administra tion of the money system. Subsidized Debt The world today would not be in the depression it is in but for the burden of debt. Farmers complain they can't meet their mortgage pay ments; home owners, likewise; cor porate bankruptcies-now at flood occur because companies cannot meet their debt payments. Third WorId countries are half a trillion dollars in debt, a third of it owing to U.S.

banks. How did the world get in this mess?

398 THE FREEMAN Largely from encouragement by government. Through the Interna tional Monetary Fund and the World Bank, indigent governments around the world have been led to borrow beyond their means for all sorts of doubtfully viable projects until now they are bogged down in a mire of debt. Home ownership has been fos tered-no doubt, for the public good by low cost loans, or government guaranteed loans and deductibility of interest payments. Farmers have been encouraged to expand their food production; many increased their acreage by buying land at high prices, financed by mortgages. Banks have been permitted to in crease their debt (deposit liabilities) Corruption of the Coin in relation to equity capital until most banks are in difficulty, many of them technically insolvent. One measure to reduce the mania for going into debt is to restrict the deductibility of interest payment from taxable income. While no doubt justified as a social measure to en courage home ownership, the de ductibility of corporate interest pay ments is contrary to shareholders' best interests since it encourages corporate managers to leverage as sets, engage in mergers that are jus tified only by tax advantages, and shift the enterprise from producing goods to that of producing financial gain. , IDEAS ON LIBERTY AT the beginning of the sixteenth century the astronomer Copernicus addressed to the king of Poland his treatise, "Monete Cudende Ratio,"

which opens with this broad declaration: "Numberless as are the evils by which kingdoms, principalities and republics are wont to decline, these four are, in my judgment, most baleful: civil strife, pestilence, sterility of the soil, and corruption of the coin. The first three are so manifest that no one can fail to apprehend them; but the fourth, which concerns money, is considered by few, and those the most reflective, since it is not by a blow, but little by little and through a secret ap proach, that it destroys the state." FRANCIS A. WALKER, from the book Money, published by Henry Holt and Company, Boston, 1891 Clarence B. Carson THE CONSTITUTION AND PAPERMONEY THE UNITED STATES CONSTITUTION does not mention paper money by that name. Nor does it refer to paper currency or fiat money in those words. 1 There is only one direct ref erence to the origins of what we, and they, usually call paper money. It is in the limitations on the power of the states in Article I, Section 10. It reads, "No State shall ... emit Bills of Credit. . .." Paper that was in tended to circulate as money but was not redeemable in gold and silver was technically described as bills of credit at that time. The description was (and is) apt. Such paper is a device for expanding the credit of the is suer. There is also an indirect referDr. Carson has written and taught extensively, spe cializing in American intellectual history. He is the author of several books, his most recent being Orga nized Against Whom? The Labor Union in America.

He is working at present on A Basic History of the United States to be published by Western Goals, Inc. ence to the practice in the same sec tion of the Constitution. It reads, "No State shall ... make any Thing but gold and silver Coin a Tender in Payment of Debts .... " Legal tender laws, in practice, are an essential expedient for making unredeemable paper circulate as money. Except for the one direct and one indirect ref erence to the origin and means for circulating paper money, the Con stitution is silent on the question. With such scant references, then, it might be supposed that the mak ers of the Constitution were only in cidentally concerned with the dan gers of paper money. That was hardly the case. It loomed large in the thinking of at least some of the men who were gathered at Philadelphia in 1787 at the Constitutional Con vention. There were two great· ob jects in the making of a new consti tution: one was to provide for a more 399 400 THE FREEMAN July energetic general government; the other was to restrain the state gov ernments. Moreover, the two objects had a common motive at many points, i.e., to provide a stronger general government which could re strain the states.

Measuresto Preventa Flood of UnbackedPaper Money One of the prime reasons for re straining the state governments was to prevent their flooding the country with unbacked paper money. James Madison, one of the leaders at the convention, declared, in an intro duction to his notes on the delibera tions there, that one of the defects they were assembled to remedy was that "In the internal administration of the States, a violation of contracts had become familiar, in the form of depreciated paper made a legal tender .... "2 Edmund Randolph, in the introductory remarks preceding the presentation of the Virginia Plan to the convention, declared that when the Articles of ~onfederation had been drawn "the havoc of paper money had not been foreseen."3 Indeed, as the convention held its sessions, or in the months preceding it, state legislatures were under pressure to issue paper money. Sev eral had already yielded, or taken the initiative, in iss~ing the un backed paper. The situation was out of control in Rhode Island, and had been for some time. Rhode Island refused to send delegates to the con vention, and the state's reputation was so bad that the delegates there were apparently satisfied to be spared the counsels of her citizens. Well af ter the convention had got under way, a motion was made to send a letter to New Hampshire, whose delegates were late, urging their at tendance. John Rutledge of South Carolina rose to oppose the motion, arguing that he "could see neither the necessity nor propriety of such a measure. They are not unapprized of the meeting, and can attend if they choose." And, to clinch his argu ment, he proposed that "Rhode Is land might as well be urged to ap point & send deputies."4 No one rose in defense of an undertaking of that character.

The ill repute of Rhode Island de rived mainly from that state's unre strained experiments with paper money. Rhode Island not only issued paper money freely but also used harsh methods to try to make it cir culate. The "legislature passed an act declaring that anyone refusing to take the money at face value would be fined £100 for a first offense and would have to pay a similar fine and lose his rights as a citizen for a sec ond."5When the act was challenged, a court declared that it was uncon stitutional. Whereupon, the legisla ture called the judges before it, in terrogated them, and dismissed several from office. The legislature 1983 THE CONSTITUTION AND PAPER MONEY 401 was determined to have its paper circulate. The combination of abundant pa per money and Draconian measures to enforce its acceptance brought trade virtually to a halt in Rhode Island. A major American constitu tional historian described the situa tion this way: The condition of the state during these days was deplorable indeed. The mer chants shut their shops and joined the crowd in the bar-rooms; men lounged in the streets or wandered aimlessly about.

. .. A French traveller who passed through Newport about this time gives a dismal picture of the place: idle men standing with folded arms at the corners of the streets; houses falling to ruins; miserable shops offering for sale nothing but a few coarse stuffs ... ; grass grow ing in the streets; ·windows stuffed with rags; everything announcing misery, the triumph of paper money, and the influ ence of bad government. The merchants had closed their stores rather than take payment in paper; farmers from neigh boring states did not care to bring their produce. . . . Some . . . sought to starve the tradesmen into a proper appreciation of the simple laws of finance by refusing to bring their produce to market. 6 But there was more behind the Founders' fears of paper money than contemporary doings in Rhode Is land or general pressures for mone tary inflation. The country as a whole had only recently suffered the sear ing aftermath of such an inflation.

Much of the War for Independence had been financed with paper money or, more precisely, bills of credi t. A Surge of Continentals Even before independence had been declared the Continental Con gress began to emit bills of credit. These bills carried nothing more than a vague promise that they would at some unspecified time in the future be redeemed, possibly by the states. In effect, they were fiat money, and were never redeemed. As more and more of this Continental currency was issued, 1776-1779, it depre ciated in value. This paper was joined by that of the states which were, if anything, freer with their issues than the Congress. In 1777, Congress re quested. that the states cease to print paper money, but the advice was ig nored. They did as Congress did, not what it said. At first, this surge of paper money brought on what appeared to be a glow of prosperity. As one historian described it, "the country was pros perous. . .. Paper money seemed to be the 'poor man's friend'; to it were ascribed the full employment and the high price of farm products that pre vailed during the first years of the war. By 1778, for example, the farmers of New Jersey were gener ally well off and rapidly getting out of debt, and farms were selling for twice the price they had brought during the period 1765-1775. Trade and commerce were likewise stimu402 THE FREEMAN July lated; despite the curtailment of for eign trade, businessmen had never been so prosperous."7 The pleasant glow did not last long, however. It was tarnished first, of course, by the fact that the price of goods people bought began to rise.

(People generally enjoy the experi ence of prices for their goods rising, but they take a contrary view of paying more for what they buy.) Then, as now, some blamed the rise in prices on merchant profiteering. As the money in circulation in creased and expectations of its being redeemed faded, a given amount of money bought less and less. This set the stage for speculative buying, holding on to the goods for a while, and making a large paper profit on them. There were sporadic efforts to control prices as well as widespread efforts to enforce acceptance of the paper money in payment for debts. These efforts, so far as they suc ceeded, succeeded in causing short ages of goods, creditors to run from debtors trying to pay them in the depreciated currency, and in the on set of suffering. Runaway Inflation By 1779, the inflation was near ing the runaway stage. "In August 1778, a Continental paper dollar was valued (in terms of gold and silver) at about twenty-five cents; by the end of 1779, it was worth a penny." "Our dollars pass for less this' afternoon than they did this morning," people began to say. 8 George Washington wrote in 1779 that "a wagon load of money will scarcely purchase a wagon load of provisions."9 It was widely recognized that the cause was the continuing and ever larger emissions of paper money. Congress resolved to issue no more in 1779, but it was all to no avaiL Runaway inflation was at hand. In 1781, Con gress no longer accepted its own pa per money in payment for debts, and the Continentals ceased to have any value at all.

A good portion of the dangers of paper money had been revealed, and reflective people were aware of what had happened. Josiah Quincy wrote George Washington "that there never was a paper pound, a paper dollar, or a paper promise of any kind, that ever yet obtained a general currency but by force or fraud, generally by both."lo A contemporary historian concluded that the "evils which re sulted from the legal tender of the depreciated bills of credit" extended much beyond the immediate assault upon property. "The iniquity of the laws," he said, "estranged the minds of many of the citizens from the hab its and love of justice .... Truth, honor, and justice were swept away by the overflowing deluge of legal iniquity .... "11 But the economic consequences of the inflation did not end with the demise of the Continental currency.

1983 THE CONSTITUTION AND PAPER MONEY 403 Instead, it was followed by a defla tion, which was the inevitable result of the decrease in the money supply. The deflation was not immediately so drastic as might be supposed. Gold and silver coins generally replaced paper money in 1781. Many of these had been out of circulation, in hid ing, so long as they were threatened by tender law requirements to ex change them on a par with the paper money. Once the threat was re moved, they circulated. The supply of those in hiding had been aug mented over the ye~rs by payments for goods by British troops. Large foreign loans, particularly from the, French, increased the supply of hard money in the United States in 1781 and 1782. A revived trade with the Spanish, French, and Dutch brought in coins from many lands as well. In addition, Robert Morris's Bank of North America provided paper money redeemable in precious met als in the early years of the decade.

The Impactof Depression By the middle of the 1780s, how ever, the deflation was having its impact as a depression. Trade had reopened with Britain, and Ameri cans still showed a distinct prefer ence for British imports. That, plus the fact that the market for Ameri can exports in the British West In dies was still closed, resulted in a large imbalance in trade. Ameri cans made up the difference either by borrowing or shipping hard money to Britain. Prices fell to reflect the declining money supply. Those who had gone into debt to buy land at the inflated wartime prices were espe cially hard hit by the decline in the prices of their produce. Foreclosures were widespread in 1785-1786. This provided the setting for the de mands for paper money and other measures to relieve the pressure of the debts. Some people were clam oring for the hair of the dog that had bit them in the first place-mone tary inflation-and several state legislatures had accommodated them.

Though there is evidence that the worst of the depression was over by 1787, if not in the course of 1786,12 paper money issues and agitations for more were still ongoing when the Constitutional Convention met in Philadelphia. In any case, those who had absorbed the lessons of recent history were very much concerned to do something to restrain govern ments from issuing paper money and forcing it into circulation. There were those who met at Philadelphia, too, who took the long view of their task. They hoped to erect a system that would endure, and to do that they wished to guard against the kind of fiscal adventures that produced both unpleasant economic consequences and political turmoil. Paper money was reckoned to be one of these. The question of granting power to emit bills of credit came up for dis404 THE FREEMAN July cussion twice in the convention: The first time was on August 16, 1787.

(The convention had begun its delib erations on May 25, 1787, so it was moving fairly rapidly toward the conclusion when the question arose.) The question was whether or not the United States government should have power to emit bills of credit. Congress had such a power under the Articles of Confederation, and most of the powers held by Congress·un der the Articles were introduced in the convention to be extended to the new government. ConstitutionalConventionDebates Gouverneur Morris of Pennsyl vania "moved to strike out 'and emit bills on the credit of the United States'." That is, he proposed to re move the authority for the United States to issue such paper money. "If the United States had credit," Mor ris said, "such bills would be unnec essary: if they had not, unjust & useless." His motion was seconded by Pierce Butler of South Carolina. James Madison wondered if it would "not be sufficient to prohibit making them a tender? This will re move the temptation to emit .them with unjust views. And promissory notes in that shape may in some emergencies be best." (Madison's distinction between bills of credit that may be .freely circulated and those whose acceptance is forced by tender .laws should remind us that paper instruments serving in some fashion as money are not at the heart of the problem. After all, private bills of exchange had for several centu ries been used by tradesmen, and these sometimes changed hands much as money does. They are what we call negotiable instruments, and the variety of these is large. What Madison was getting at more di rectly, however, was that govern ments, if they are to borrow money from time to time, may issue notes, and these may be negotiable instru ments which may take on some· of the character of money in ex changes. But Madison's objection was overcome, as we shall see.) Gouverneur Morris then observed that "striking out the words will leave room still for notes of a respon sible minister which will do all the good without the mischief. The Monied interest will oppose the plan of Government, if paper emissions be not prohibited."

However, Morris had moved be yond his motion, which was for re moving the power, not specifying a prohibition, and· NathanielGorham of Massachusetts brought him back to the point. Gorham said he "was for striking out, without inserting any· prohibition. If the words stand they may suggest and lead to the measure." Not everyone who spoke, how ever, favored removing the power. George ·Mason of Virginia "had 1983 THE CONSTITUTION AND PAPER MONEY 405 doubts on the subject. Congress he thought would not have the power unless it were expressed. Though he had a mortal hatred to paper money, yet as he could not foresee all emer gences [sic], he was unwilling to tie the hands of the Legislature. He ob served that the late war could not have been carried on, had such a prohibition existed." Nathaniel Gorham tried to reas sure Mason and others who might have similar doubts by declaring that "The power so far as it will be nec essary or safe, is involved in that of borrowing."

Both PositionsArgued On the other hand, John Francis Mercer of Maryland announced that he "was a friend to paper money, though.in the present state & tem per in America, he should neither propose nor approve of such a mea sure. He was consequently opposed to a prohibition of it altogether. It -will stamp suspicion on the Govern ment to deny it a discretion on this point. It was impolitic also to excite the opposition of all those who were friends to paper money. The people of property would be sure to be on the side of the plan [the Constitu tion], and it was impolitic to pur chase their further attachment with the loss of the opposite class of Citi zens." Oliver Elsworth of Connecticut pronounced himself of the opposite view. He "thought this a favorable moment to shut and bar the door against paper money. The mischiefs ofthe various experiments which had been made, were now fresh in the public mind and had excited the dis gust of all the respectable part of America. By withholding the power from the new Government more friends of influence would be gained to it than by almost any thing else.

Paper money can in no case be nec essary. Give the Government credit, and other resources will offer. The power [to emit bills of credit] may do harm, never good." Edmund Randolph of Virginia still had doubts, for he said that "not withstanding his antipathy to paper money, [he] could not agree to strike out the words, as he could not fore see all the occasions which might arise." James Wilson of Pennsylvania fa vored removing the power: "It will have a most salutary influence on the credit of the United States to re move the possibility of paper money. This expedient can never succeed whilst its mischiefs are remem bered, and as long as it can be re sorted to, it will be a bar to other resources. " Pierce Butler "remarked that pa per was a legal tender in no country in Europe. He was urgent for dis arming the Government of such a power." George Mason, however, "was still 406 THE FREEMAN July The Integrity of the Coinage ... the whole aim and intent of State intervention in the monetary sphere is simply to release individuals from the necessity of testing the weight and fineness of the gold they receive, a task which can only be under taken by experts and which involves very elaborate precautionary mea sures. The narrowness of the limits within which the weight and fineness of the coins is legally allowed to vary at the time of minting, and the establishment of a further limit to the permissible loss by wear of those in circulation, is a much better means of securing the integrity of the coinage than the use of scales and nitric acid on the part of all who have commer cial dealings. Again, the right of free coinage, one of the basic principles of modern monetary law, is a protection in the opposite direction against the emergence of a difference in value between the coined and uncoined metal. In large-scale international trade, where differences that are negli gible as far as single coins are concerned have a cumulative importance, coins are valued, not according to their number, but according to their weight; that is, they are treated not as coins but as pieces of metal.

LUDWIG VON MISES, The Theory of Money and Credit averse to tying the hands of the Leg islature altogether. If there was no example in Europe as just re marked, it might be observed on the other side, that there was none in which the Government was re strained on this head." His fellow delegates forebore to remind Mason that except for Britain there was hardly a government in Europe that was restrained on that or any other head by a written constitution. In any case, the last remarks were made by men vehemently opposed to the power. George Read of Delaware "thought the words, if not struck out, would be as alarming as the mark of the Beast in Revelations." John Langdon of New Hampshire "had rather reject the whole plan [the Constitution] than retain the three words," by which he meant "and emit bills." Denying the Power to Emit Bills of Credit The vote was overwhelmingly in favor of removing the authority of the United States to emit bills of credit. The delegates voted by states, and 9 states voted in favor of the motion while only 2 opposed it. (New York delegates were not in atten dance, and Rhode Island, of course, 1983 THE CONSTITUTION AND PAPER MONEY 407 sent none.) It is a reasonable inference from the discussion that the delegates believed that by voting to strike out the words they had re moved the power from the govern ment to emit bills of credit. George Mason, who opposed the motion, ad mitted as much. Moreover, James Madison explained in a footnote that he voted for it when he "became sat isfied that striking out the words would not disable the Government from the use of public notes as far as they could be safe & proper; & would only cut off the pretext for a paper currency, and particularly for mak ing the bills a tender for public or private debts."13 The other discussion of paper money took place in connection with the powers to be denied to the states in the Constitution. The committee report had called for the states to be prohibited to emit bills of credit without the consent of the United States Congress. James Wilson and Roger Sherman, who was from Con necticut, "moved to insert after the words 'coin money' the words 'nor emit bills. of credit, nor make any thing but gold & silver coin.a tender in payment of debts' ," thus, as they said, "making these prohibitions ab solute, instead of making the mea sures allowable (as in the XIII arti cle) with the consent ofthe Legislature of the U.S."

Nathaniel Gorham "thought the purpose would be as well secured by the provision of article XIII which makes the consent of the General Legislature necessary, and that in that mode, no opposition would be excited; whereas an absolute prohi bition of paper money would rouse the most desperate opposition from its partizans." To the contrary, Roger Sherman "thought this a favorable crisis for crushing paper money. If the con sent of the Legislature could author ise emissions of it, the friends of pa per money, would make every exertion to get into the Legislature in order to licence it."14 Eight states voted for the absolu tion prohibition against states issu ing bills of credit. One voted against it, and the other state whose dele gation was present was divided. The prohibition, as voted, became a part of the Constitution. Paper MoneyRejected Three other points may be appro priate. The first has to do with any argument that there might be an implied power for the United States government to issue paper money since it is not specifically prohibited in the Constitution. Alexander Hamilton, the man credited with advancing the broad construction doctrine, maintained the opposite view in The Federalist. While he was making a case against the adding of a bill of rights, his argument was meant to have general validity. He 408 THE FREEMAN declared that such prohibitions "are not only unnecessary in the pro posed Constitution but would even be dangerous. They would contain various exceptions to powers which are not granted; and, on this very account, would afford a colorable pretext to claim more than were granted. For why declare that things shall not be done which there is no power to dO."15 In short, the govern ment does not have all powers not prohibited but only those granted.

Second, this point was driven home by the 10th Amendment when a Bill of Rights was added to the Consti tution. It reads, "The powers not delegated to the United States by the Constitution, nor prohibited by it to the States, are reserved to the States respectively, or to the people." The power to emit bills of credit or issue paper money was not delegated to the United States. More, it was spe cifically not delegated after deliber ating upon whether to or not. The power was prohibited to the states. The logical conclusion is that such power as there may be to emit bills of credit was reserved to the people in their private capacities. And third, not one word has been added to or subtracted from the Con stitution since that time affecting the power of government to emit bills of credit or issue paper money. Since the United States is once again in the toils of an ongoing mon etary inflation, it is my hope that this summary review of the experi ence' words, and deeds of the Founders might shed light on some of the vexing questions surrounding il. I -FOOTNOTES1Actually, the phrase, "fiat money," did not come into use until the 1880s. It might have helped the Founders to specify. more precisely what they had in mind to prevent, but they had no such term.

2E. H. Scott, ed., Journal of the Federal Con vention Kept by James Madison (Chicago: Al bert, Scott and Co., 1893), p. 47. 3/bid., p. 60. 4Charles E. Tansill, ed., Formation ofthe Union of the American States (Washington: Govern ment Printing Office, 1927), p. 306. 5Merrill Jensen, The New Nation (New York: Vintage Books, 1950), p. 324. 6Andrew C. McLaughlin, The Confederation and the Constitution (New York: Collier Books, 1962), pp. 107-08. 7John C. Miller, Triumph of Freedom (Bos ton: Little, Brown and Co., 1948), p. 438. 8/bid., p. 462. 9Quoted in Albert S. Bolles, The Financial History of the United States, vol. I (New York: D. Appleton, 1896, 4th ed.), p. 132. lO/bid., p. 139. llQuoted in ibid., pp. 177-78. 12S ee Jensen, op. cit., pp. 247-48. 13All the discussion and quotations can be found in Tansill, op. cit., pp. 556-57. While there is no way to know if the record of the debates on this and other matters is complete, nothing has been omitted from Madison's notes.

14Ibid., pp. 627-38. The committee on style eventually reduced the number of articles in the Constitution to seven, so there is not now an Article XIII, of course. 15Alexander Hamilton, et. ai., The Federalist Papers (New Rochelle, N. Y.: Arlington House, n. d.), pp. 513-14.

Henry Hazlitt A CORRESPONDENT who describes himself as "a 26-year old college graduate who strongly supports a system of free enterprise," re cently wrote me to say that he is "continuously confronted with questions that are most difficult to answer." He appended a list of 10 of them, and asked for my comments. I offer my answer here. To save space, I have not repeated his questions, assuming they can be clearly guessed from my replies. * * * Dear Mr. _ The number of faults that have been alleged against capitalism are without limit. Few of the al legations have any merit, and when they do the reason will usually be found to lie deep in the weaknesses of human nature itself. Practically all the criti cisms tacitly assume that the imputed faults could be easily cured by some form of socialism or communism, or some ad hoc government intervention that would, in fact, usually make the complained-about condition much worse.

409 410 THE FREEMAN July With these preliminary re marks, let me try to give brief answers to your ten questions. 1. Capitalism does depend upon the consumption of natural re sources, and some of these could eventually be depleted. But this must happen under any conceiv able system of production when the population becomes large enough in comparison with the resources. But capitalism has proved resourceful in finding substitutes or for providing for renewal of resources (as in sci entific forestry, for example). 2. There will probably always be some efforts toward collusion and private price-fixing. Encour aging private competition is probably the best cure for this, plus appropriate laws against clearly harmful collusion. 3. Not only do utilities often give lower rates to those who use more power; nearly all sellers give lower rates to bigger con sumers because they can be sup plied with the commodity at a lower cost. If big automobile companies consume more steel than a small hardware manufac turer, this does not necessarily mean that big companies are us ing steel more wastefully.

4. Private capitalism means free competition. Capitalism has far less tendency toward concen tration than does socialism, and well-drafted laws can prevent coercive methods of concentra tion. True, big companies can sometimes lower prices exces sively to try to drive out small competitors, but they can do this only at a serious cost to them selves. It is more often alleged than proved that such practices happen with any real frequency. 5. True, adequate capital is sometimes difficult for small producers to obtain. But it can be obtained by savings, by pre vious profits from small-scale operations, or by borrowing. The borrowing can be done if a would be enterpriser can convince a friend or a bank that he is likely to be successful. For a govern ment agency to supply capital to individuals to become producers would only breed favoritism, corruption, and scandalous waste. 6. True, officers or directors of big corporations can sometimes try to use the capital and man1983 WHY ANTICAPITALISM GROWS 411 agement of their company pri marily to enrich themselves.

Such practices can be minimized by watchful stockholders and appropriate corporate laws and law enforcement. But companies in which the practices occur ex tensively will soon go broke and be eliminated in favor of hon estly-run companies. 7. There is no scientific way of measuring "productivity" in a service-oriented economy. Most of the current attempts to mea sure it rest on fallacious as sumptions. The total value of output is essentially subjective, and not objectively measurable. The official GNP calculations are largely fraudulent. A short crop of wheat or corn, for example, usually sells for a greater money total than an above-normal crop. If we could produce everything anybody wanted, the national income would be zero. As noth ing would be scarce, nothing could command a price. 8. It is sometimes difficult to know what injuries on the job are the fault of the individual worker and what of bad working condi tions supplied by the employer.

In any case, almost everywhere today the employer is legally obliged to pay "workmen's com pensation" for most such inju ries. 9. True, capitalism does not supply "equal" housing or "equal" pay. If we tried to do the latter, regardless of the difference be tween the skills and industry of different workers or even whether a man did not work at all, we would soon destroy all in centives to production and have little creation of housing or any thing else. 10. There is nothing "inhu man" about capitalism itself. It does not legally compel compas sion or charity on the part ofpri vate individuals, but neither does it stand in the way. Socialism assumes that nobody will help the poor unless the politicians com pel him to. Capitalism is, in fact, the most "human" of all systems. It provides the greatest amount of material goods and services, both necessities and luxuries, for humanity. It supports the great est number of human beings, and provides the more successful with a surplus above their needs ca pable· of being turned over to the less successful, voluntarily or 412 THE FREEMAN through taxation. Without capi talism' in short, most of its present detractors wouldn't be around today to denounce it.

A Flawed System One final word. Your ques tions tacitly assume that capi talism is the system we are now in fact living under. We are not. We are living under what the late Ludwig von Mises called "sabo taged" capitalism. We are living under a network of government interventions that discourage or prevent capitalism from doing its work. With the "progressive" in come tax, the government expro priates a crucial part of precisely the funds that would otherwise be invested in increased produc tion and employment. By impos ing minimum wage laws, en couraging coercive unionism, and subsidizing unemployment, gov ernment has brought about ex cessive American wage rates in many lines-making our auto mobile and steel industries at the moment unable to compete against foreign imports, and bringing about chronic unem ployment. Having done this, the politicians denounce our domes tic manufacturers for no longer being "competitive," "aggres sive," or "innovative," and pro pose still more interventions to force them to be so. Thus anti capitalism begets still more an ticapitalism.

I enclose a copy of my short pamphlet "Understanding 'Aus trian' Economics" (published by the Foundation for Economic Education) which adds a list of books that I hope will increase your understanding of the work ings of capitalism and its pro posed alternatives. If) Henry Hazlitt, a frequent con tributor to The Freeman, has a long and distinguishedcareer as an economist, journalist, editor, and literary critic. His well-known Economics in One Lesson further answers many of the more common questions about capitalism.That book is available from The Foundation for Economic Edu cation, Irvington-on-Hudson,NY 10533 @ $4.95 in paperback. Also available upon request, copies of "Understanding Aus trian Economics": Single copy no charge 3 copies $1.00 10 or more 20 cents each Donald B. Billings The MoralCase for Competitive Capitalism What is under attack is the capitalist system; and it is attacked mainly on ethical grounds, as being material istic, selfish, unjust, immoral, sav agely competitive, callous, cruel, de structive. If the capitalistic system is really worth preserving, it is futile today to defend it merely on technical grounds (as being more productive, for example) unless we can show also that the socialist attacks on ethical grounds are false and baseless.!

-Henry Hazlitt As KARL MARX noted in the Com munist Manifesto, capitalism is a great "engine of growth," a proposi tion with which today few informed observers of the economic scene would disagree. Yet, the free-mar ket system continues to be viewed as Professor Billings is in the Department of Econom ics, School of Business, at Boise State University in Idaho. materialistic, unjust, callous, cruel and therefore immoral by great numbers of people all over the world. This is especially true among many, if not most, intellectuals. Alexander Solzhenitsyn, in a National Review article in 1978, acknowledged that "... it is almost universally recog nized that the West shows all the world a way to successful economic development." However, and unfor tunately, he goes on "... many peo ple living in the West are dissatis fied with their own society. They despise it or accuse it of not being up to the level of maturity attained by mankind." (italics added)2 Follow ing this line of thought, the world continues to witness attempts by supposedly beneficent dictators to remake mankind in terms of some utopian, and more often than not very vaguely specified, image. Un fortunately, societies designed from above to promote morality are rarely 413 414 THE FREEMAN July successful. The Ayatollah's Iran is an excellent example of a "spiritual intolerance which does violence to mind and body."

Indeed, totalitarian regimes fre quently appeal to morality as a con venient device to assist in the sub jugation of their peoples. Henry Hazlitt cites an incident, recorded in Marx's correspondence with Engels, at the communist First Interna tional in which Marx admits that "I was obliged to insert in the pream ble two phrases about 'duty and right,' ditto 'truth, morality, and justice.' But these lamentable phrases are placed in such a way that they can do no harm."3 In fact, as Max Eastman records, "The notion of an earthly paradise in which men shall dwell together in millennial brotherhood is used to justify crimes and depravities surpassing any thing the modern world has seen."4 Considerthe Alternatives The morality or justice of the sys tem of competitive capitalism, therefore, cannot be fully appreci ated until the alternatives observed in the real world are evaluated. For as Arthur Shenfield reminds us, "It is a plain historical fact that the treatment of man by man became conspicuously more humane side by side with the rise of capitalism."5 Attitudes and policies toward the punishment of crime, treatment of women, lunatics, the feeble-minded, the lame, and in attitudes toward slavery and serfdom, the treatment of workers, changed significantly for the better during the rise of indus trial capitalism. There was even an "explosion of charitable endeavor in the countries which bore the most marked impress of capitalist princi ple and practice." The economic sys tem of private property, voluntary exchange and free markets brought with it, according to Shenfield, an improvement on what had gone be fore and very definitely an improve ment over the socialist dictatorships of the twentieth century.

For centuries in precapitalist Chris tendom men were insistently urged to lay up their treasure not in this world but in Heaven, to eschew greed and selfishness, to care for the poor, the sick, the widow and the orphan, to treat all Christians, if not others, as brothers. Yet the normal and universal treatment of man by man in every respect was so inhuman by our present standards that we would be un able to picture it to ourselves were it not that we know it to be matched in the post-capitalist socialist countries of our time. And these socialist countries are conspicuous not merely for their perva sive cruelty and oppression but also for their loud claims to be in process of building a comradely society free from greed and selfishness!6 Following the lead of the econo mist Benjamin Rogge, it is in fact the case that ". . . the most impor tant part of the case for economic freedom is not its dramatic success 1983 THE MORAL CASE FOR COMPETITIVE CAPITALISM 415 in promoting economic growth, but rather its consistency with certain fundamental moral principles of life itself."? For personal freedom, and therefore economic and political freedom, is not "ethically indiffer ent" but a necessary condition of' morality. Friedrich Hayek reminds us of certain fundamental condi tions of the moral life.

It is ... an old discovery that morals and moral values will grow only in an environment of freedom, and that, in general, moral standards of people and classes are high only where they have long enjoyed freedomand proportional to the amount of freedom they have pos sessed ... That freedom is the matrix re quired for the growth of moral values indeed not merely one value among many but the source of all values-is almost self-evident. It is only where the individ ual has choice, and its inherent respon sibility, that he has occasion to affirm existing values, to contribute to their further growth, and to earn. moral merit. 8 Moralityand the Market It appears that the free market system, in which only voluntary and mutually beneficial exchange are permitted, is a necessary condition for a moral order in which the integ rity of the individual conscience is respected. Hayek points out in The Road to Serfdom that only: where we ourselves are responsible for our own interests ... has our decision moral value. Freedom to order our own conduct in the sphere where material circumstances force a choice upon us, and responsibility for the arrangement of our own life according to our own conscience, is the air in which alone moral sense grows and in which moral values are daily recreated in the free decision of the indi vidual. Responsibility, not to a superior, but to one's conscience, the awareness of a duty not exacted by compulsion ... and to bear the consequences of one's own de cision, are the very essence of any morals which deserve the name. 9 "Surely," adds Hayek on another oc casion, "it is unjust to blame a sys tem as more materialistic because it leaves it to the individual to decide whether he prefers material gain to other kinds of excellence."l0 What ever the goals ofindividuals, whether virtuous or not, the "vulgar calculus of the marketplace" still seems to be the most humane way mankind has found for dealing with the economic problems of scarcity and the difficult allocation of resources.

Murray Rothbard forcefully .re minds us that "... in a world of vol untary social cooperation through mutually beneficial exchanges ... it is obvious that great scope is pro vided for the development of social sympathy and human friendships." Indeed, "it is far more likely that feelings of friendship and commu nion are the effects of a regime of contractual social cooperation rather than the cause."ll Capitalism tends to favor those who respect the sanctity of their 416 THE FREEMAN July contracts because of the respect for and enforcement of private property rights. The work ethic, encouraged by the institution of private prop erty, represents an important source of moral responsibility as well as a continuous reminder that our ac tions always entail costs-a perva sive characteristic of human exis tence. These essential ingredients of a free market order, Arthur Shen field tells us, define a set of social institutions which encourages mu tual respect for each and every in dividual.

What we want above all for ourselves, and which therefore we must accord to our neighbor, is freedom to pursue our own purposes . . . As a corollary to this freedom we want others to respect our individuality, independence, and status as responsible human beings ... This is the fundamental morality which capital ism requires and which it nurtures. It alone among economic systems operates on the basis of respect for free, indepen dent responsible persons. All other sys tems in varying degrees treat men as less than this. 12 PeacefulTrade The processes by which we satisfy human wants through social coop eration, do not, of course, exhaust the purposes to which individuals aspire. The search for personal hap piness and inner peace must be found within the individual alone. Never theless, mankind's social relation ships are generally far more peaceful under a system ofprivate property and free trade. The period between the Napoleonic Wars and the first World War, the heyday of competi tive capitalism, represented a cen tury relatively free of the brutality of war.

Furthermore, Shenfield, Hayek and others remind us that competi tive capitalism was the first social system in human history to direct man's desire to become rich to the peaceful supply of greater quan tities of goods and services for his fellow human beings, especially greater abundance for the working class and the poor. And remember, Shenfield warns us, "The altern a tive to serving other men's wants" through voluntary exchange "is seizing power over them." Where so cialism has prevailed it has invari ably meant not only lower living standards for most people "but also their reductions to serfdom by the new privileged class of socialist rul ers."13 The case for the morality and jus tice of the system of capitalism rests on the intimate and complementary connection which exists between private property and voluntary ar rangements and the sovereignty of the individual over his own life. In fact, "one might say that capitalism, far from dehumanising man, al lowed him at last to assume the full individuality which Christianity had always accorded him as the pos1983 THE MORAL CASE FOR COMPETITIVE CAPITALISM 417 sessor of a distincti ve moral con science." Paul Johnson reminds us, however, that "... we tend to take the concept of individuality for granted. Yet it is a comparatively modern idea-no older than capital ism; scarcely older than the Indus trial Revolution."14 Free and Responsible The "dawn of conscience," that point in history in which individuals were first argued to be morally free and therefore responsible for their actions, appeared in Egypt and was borrowed and developed by the Jews.

Jesus and his interpreter, St. Paul, in the New Testament outlined a view which recognized the unique personality of each human being. It is essentially an individualistic view of mankind in which, for the first time, the individual's soul is the most important thing about him. Christi anity provided an environment in which individuals, to gain salvation, made choices from a position of free will. Not only did the Church find that individual souls were worth saving, but Christianity also "implanted the concept of the rule of law," and con tributed importantly to the estab lishment of the idea of freehold property and the land deed in the western world. Admittedly, these contributions were largely to protect the Church and its institutions and property from the power of the State. But over time the principle of the rule of law and the private owner ship of property were progressively expanded to the relationships be tween individuals. "The connection between Christian morality and capitalism thus centers· essentially around the role and importance of the individual," according to Paul Johnson: More than to any other force, then we owe the acknowledgement of our individ uality to capitalism, ... And individual ism is rooted in the J udaeo-Christian doctrine of conscience and free will. Free will implies choice: the moral function of society, the way in which it best serves the moral needs of the individuals who compose it, is when it facilitates the pro cess of choice, permits consciences to in form themselves, and so offers the indi vidual the greatest possible opportunity to fulfill his part ... That, essentially, is the moral basis of capitalism. 15 We conclude, therefore, that the system of free and open markets is most conducive to the perfection, or at least improvement, of man's free will and tends to generate and make possible moral behavior. While it is admitted that society itself cannot be moral or immoral, only individu als are moral agents, it would ap pear, following the arguments de veloped by Arthur Shenfield, that an economic system, "if its essential characteristics on balance positively nurture or reinforce moral or im moral individual behavior, it is a moral or immoral system in its ef418 THE FREEMAN July fects." (italics added)16 Where justi fiably acquired property rights are defended, and where contracts are enforced, and where the rule of law applies, then "the voluntary nature of capitalist transactions propels us into respect for others."

For John Stuart Mill, justice is likewise a moral issue: Whether the injustice consists in de priving a person of a possession, or in breaking faith with him, or in treating him worse than he deserves, or worse than other people who have no greater claims, in each case the supposition implies two things-a wrong done, and some assign able person who is wronged ... Justice implies something which it is not only right to do, and wrong not to do, but which some individual person can claim from us as his moral right. 17 "Justice, in brief," Henry Hazlitt maintains in The Foundations of Morality, "consists of the social ar rangements and rules that are most conducive to social cooperation." Therefore we conclude that a system of institutional arrangements called "capitalism" (a disparaging refer ence for many people, the reader is reminded) is unquestionably more consistent with justice in this sense than any alternative set of social ar rangements even conceivably avail able to us. The obviously immoral character of the socialist dictator ships in Poland, Cuba, East Ger many, the Peoples Republic of China, the Soviet Union, or for that matter the right-wing fascist dictatorships which abound, where the most ele mentary human freedoms are su pressed and where millions of hu man beings have been murdered in the name of a new social order, doc uments the case for the private property, decentralized market sys tem.

The great French economist and social critic Frederic Bastiat, writ ing in the nineteenth century, cap tured what would be the desirable characteristics of a truly just and moral order. He asked the question: Which countries contain the most peaceful, the most moral, and the happi est people? Those people are found in the countries where the law least interferes with private affairs; where the govern ment is least felt; where the individual has the greatest scope, and free opinion the greatest influence; where the admin istrative powers are fewest and simplest; where taxes are lightest and most nearly equal; ... where individuals and groups most actively assume their responsibili ties, and, consequently, where the mor als of ... human beings are constantly improving; where trade, assemblies, and associations are the least restricted; ... where mankind most nearly follows its own natural inclinations; ... in short, the happiest, more moral, and the most peaceful people are those who most nearly follow this principle: although mankind is not perfect, still, all hope rests upon the free and voluntary actions of persons within the limits of right; law or force is to be used for nothing except the admin istration of universal justice. 18 1983 THE MORAL CASE FOR COMPETITIVE CAPITALISM 419 In light of these arguments by Hazlitt, Shenfield, Bastiat and the others, a very interesting and im portant question remains to be asked.

Why is it that a system of social or ganization which has produced his torically unprecedented increases in living standards in those countries where the principles were practiced and which simultaneously did so much to reduce man's inhumanity to man during its ascendancy has come to have such a low standing in the minds of so many millions of people? Hayek is right when he in sists that we must once again make the study of freedom an exciting in tellectual issue. Ii -FOOTNOTESIHenry Hazlitt, The Foundations of Morality (Los Angeles: Nash Publishing Co., 1964), p. 302. 2Alexander Solzhenitsyn, ''A World Split Apart," National Review, July 7, 1978, p. 839. 3Hazlitt, p. 340. 4Ibid., p. 341. 5Arthur Shenfield, "Capitalism Under the Thst of Ethics," Imprimis (Hillsdale College: Michi gan), December 1981, p. 4. 6Ibid., p. 4. 7Benjamin Rogge, "The Case for Economic Freedom," The Freeman, February 1981, p. 86.

8Hazlitt, p. 322. 9Friedrich A. Hayek, The Road to Serfdom, cited in Leslie Snyder, "Justice and Freedom," The Freeman, March 1980, pp. 186-187. 10Quoted in Hazlitt, p. 323. llMurray N. Rothbard, Man, Economy and State (Los Angeles: Nash Publishing Co., 1962), p.86. 12Shenfield, p. 6. 13Ibid.,p. 5. 14Paul Johnson, "Is There a Moral Basis for Capitalism," PAIDEIA, Spring 1980, p. 3. 15Ibid.,p. 3. 16Shenfield, p. 4. 17Snyder, p. 183. 18Ibid.,p. 187. IDEAS ON LIBERTY The Case for Economic Freedom THE DOCTRINE of man held in general in nineteenth century America argued that each man was ultimately responsible for what happened to him, for his own salvation, both in the here and now and in the here after. Thus, whether a man prospered or failed in economic life was each man's individual responsibility: each man had a right to the rewards for success and, in the same sense, deserved the punishment that came with failure. It followed as well that it is explicitly immoral to use the power of government to take from one man to give to another, to legalize Robin Hood. This doctrine of man found its economic counterpart in the system of free enterprise and, hence, the system of free enterprise was accepted and respected by many who had no real understanding of its subtleties as a technique for organizing resource use.

BENJAMIN A. ROGGE WilliamH. Peterson FarmPolicy NOWWHA1? PRESIDENT REAGAN proclaims his new payments-in-kind (PIK) pro gram to give farmers surplus grain plus cash if they cut production sub stantially in the next two years as "highly innovative." Is it really? FDR had a similar program for cotton farmers, and President Kennedy had much the same scheme for feed-grain producers. Neither the Roosevelt nor Kennedy plan proved effective. Indeed, more than a half-century of aggressive farm intervention costing hundreds of billions of dol lars in subsidies spells out a record of unremitting failure and frustra tion' with the farmers themselves the ultimate losers. In 1929, for example, President Hoover set up the Federal Farm Board to stabilize crop prices. By the end of his administration the Board had gone through more than $300 Dr. Peterson is the director of the Center for Eco nomic Education and the Scott L. Probasco Jr. Pro fessor of Free Enterprise at The University of Tennes see at Chattanooga.

420 million of its $500 million in oper ating capital, with nothing to show for it but record farm foreclosures. Every· time the Board had a modi cum of success, production would shoot up, foreign markets would fade away, and heavy inventories would overhang the market like the sword of Damocles. Soon President Hoover recommended the next logical step of price intervention: production re strictions-withdrawing land from cultivation, slaughtering young an imals, plowing under crops. Presi dent Roosevelt and his successors put these and other restrictions into practice. Thus the pattern for some five decades of farm intervention was set: production incentives such as price supports and crop insurance, on the one hand, and production curbs such as acreage allotments and market ing quotas, on the other. Generally the production incentives have won, burdening the government and tax payer with huge stockpiles of food FARM POLICY-NOW WHAT? 421 But as the number of farms and farm employment has dropped in this period the size of farms has nearly tripled in entrepreneurial response to the economies of scale over the years: Farm Percent employment civilian (millions) labor force 1930 12.5 25.8 1940 11.0 19.8 1950 9.9 15.9 1960 7.1 10.2 1970 4.5 5.4 1980 3.7 3.5 subsidies, offers fewer and fewer job opportunities as farmer-entrepre neurs have automated their produc tion. Note how the number of full time farm jobs, including those of farm operators, their family mem bers doing farm work, and hired hands has plummeted over a 50-year span: and fiber over the years. The stock piles, in turn, have forced the gov ernment into such welfare ventures as food stamps, school lunches, se nior citizen "nutritional programs,"

"Food for Peace" foreign giveaways, and so on. The rub with modern farm policy, then, is its useless and quite irratio nal attempt to repeal the law of sup ply and demand-to reinvent the wheel. The unhampered price mech anism, in other words, ever pulls supply and demand toward equilib rium, leading to optimum efficiency and economic growth and assuring that whenever shortages or sur pluses do emerge they are fleeting and short-lived. The further rub is that the farmer to be saved wasn't. Ultimately he was burned and he, like his forebears, quit the farm for other pursuits, causing a massive change in the composition of the American popu lation. The 1981 Statistical Abstract of the U.S. tells the story: Farm Per cent population of total (millions) population Farms (millions) Average farm size (acres) 1930 30.5 24.9 1930 1940 30.5 23.2 1940 1950 23.0 15.3 1950 1960 15.6 8.7 1960 1970 9.7 4.8 1970 1980 7.2 3.3 1980 6.5 151 6.3 167 5.6.......... 213 4.0.......... 297 2.9 374 2.4 429 In a like way, American agricul ture, notwithstanding the lure of Moreover, despite all manner of government controls, farm produc422 THE FREEMAN tivity has generally raced ahead of nonfarm productivity in recent decades. From the 1950-1954 period to the 1975-1979 period, for exam ple, the annual average yield of corn leaped from 39.4 to 95.2 bushels per acre, wheat from 17.3 to 31.4 bush els per acre, potatoes from 15,100 to 26,200 pounds per acre, milk from 5,400 to 11,000 pounds per cow, and eggs from 181 to 236 per laying chicken.

In the same periods, annual aver age manhours necessary to produce each 100 pounds of chicken broilers dropped from 2.4 to .1, reflecting enormous acceleration in automated broiler production and a reduction in manhour requirements by 96 per cent in a 25-year stretch. During this same period, turkey production au tomation was not quite so rapid. Here, 6.8 manhours were required to produce each 100 pounds of tur keys, on an annual average basis, in the 1950-1954 period, against only .5 manhours in the 1975-1979 pe riod, thereby reflecting a 93 per cent manhour reduction in turkey pro duction. About the only winners I can find in America's farm picture are the farm politician and the farm bu reaucrat. The bureaucrat really farms the farmer. While the number of farms and the farm population have plummeted, the number of em ployees at the Agriculture Department has grown like weeds. In 1930 there were 26,050 employees, 98,694 in 1960, and 129,139 in 1980.

Clearly depopulation of the farm sector has weakened the farm bloc but only relatively. Last November all 21 Democratic members of the House Agriculture Committee seek ing re-election held on to their seats while the GOP saw 5 of their 19 members defeated, including rank ing member William D. Wampler of Virginia and second-ranking Paul Findley of Illinois, a key Adminis tration supporter on farm bills. So regardless of the irrationality and colossal waste of modern farm pol icy, the immediate outlook is for more of the same. But the longer-run outlook seems saner. As farms more and more come into stronger hands and grow in size, farmers will tend to demand more of a no-nonsense farm policy. Then in creasingly unhampered farm entre preneurship can playa more con structive role for the farmer, the consumer and the economy. For to day's farmer, after all, is still a pri vate property-holding, technologi cally astute, business entrepreneur.

And when he becomes numerically smaller still and hence no longer fair game for politicians and bureau crats, when, in other words, he be comes just another unsubsidized businessman (if in dungarees), he will thrive. , Hans ~ Sennholz BenefitMandates cause Unemployment MOST PEOPLE expect more from their work than wages. They seek addi tional benefits, such as a sense of purpose, accomplishment, apprecia tion, companionship, etc. They de sire all sorts of things in exchange for their labor. In the broadest sense all these things are "fringe bene fits." Psychic benefits have great eco nomic significance as they may af fect a person's spirit, disposition, and attitude. They influence his will and power of work, his contribution to the production effort. A wise em ployer is keenly aware of the impor tance of psychic benefits which he grants with great generosity. They never impoverish the giver, but al ways enrich the lives of those who recei ve them as well as those who confer them. They cannot be calcu lated in dollars and cents although Dr. Sennholz heads the Department of Economics at Grove City College in Pennsylvania. He is a noted writer and lecturer on economic, political and mone tary affairs.

they affect personal productivity and income. Fringe benefits appear on the pro duction ledgers when they cost money. They provide additional re muneration to employees in the form of vacation and holiday pay, sick pay, the cost of pensions, and employer contributions to various benefit sys tems. These extra costs of labor are frequently overlooked in popular discussion, which is preoccupied with hourly, weekly, or monthly wages and salaries. To obtain a true measure of pro duction costs, businessmen must take all costs into account. To consider some costs and overlook others is to invite losses and failure. Employers cannot disregard the costs of fringe benefits, which amount to sizable proportions of total labor costs. They must be ever mindful of the fact that every penny of labor cost must come from the productive efforts and con tributions of the workers them selves. There are no gratuities or 423 424 THE FREEMAN July transfer payments in the production and distribution process. Every par ticipating factor receives an income that corresponds to the value of its productive contribution.

Many workers, unfortunately, look upon fringe benefits as "employer gratuities" that are taken out of business profits. There is no hourly, weekly, or monthly accounting and reporting of fringe benefit costs, which tends to obscure the fact that they are labor costs just like wages and overtime pay. Actually, it does not matter how the costs are allo cated among the various benefit ac counts, as long as the total costs of labor do not exceed the value of la bor production. If total labor costs, for any reason, are made to exceed the value of a worker's contribution, he is inflicting losses on his em ployer. He becomes "destructive" rather than productive, a "liability" rather than a productive partner, he becomes a candidate for "disemploy ment." Labor Legislation The common failure to view fringe benefit costs as labor costs probably stems from the sphere of politics where transfer payments are popu lar devices. Government is made to serve as a giant transfer agency that seizes income and wealth from some people and allocates them to others as "entitlements" and "benefits." If legislators can bestow gratuities through government, why should they not grant favors through man dates to business? No new taxes need to be levied, no costly bureaucratic apparatus of transfer needs to be es tablished, the legislators merely is sue a mandate and government agents enforce it.

The mandate of costly fringe ben efits draws ideological strength and support from the precedent of past labor legislation that aimed at im proving working conditions. Begin ning in the 1830s and 1840s, some state laws regulated the number of hours worked by children. During the 1920s it became popular for state governments to regulate the work ing conditions for women. In 1938, finally, the federal government as sumed the lead with the Fair Labor Standards Act, which not only im posed minimum wage rates but also provided for a 40-hour week, allow ing for overtime work if paid at time and-one-half. Public opinion is fully convinced that all labor improvements are an achievement of the combined efforts of labor legislation and union activ ity. It credits humanitarian legisla tors and courageous union leaders not only with the phenomenal rise in wage rates, but also with the re duction of daily hours of work, the disappearance of child labor, the limitation of woman labor, and many other results. If legislation and unionism did have such powers in 1983 BENEFIT MANDATES CAUSE UNEMPLOYMENT 425 the past, they must have similar powers in the present. With courage and dedication they must be able to exact ever greater benefits from re luctant employers.

Persistent Political Errors Unfortunately, there are political errors which, once they sway public opinion, become public virtue and policy. They may lend an age its sin gularity and hallmark that persist for many generations despite their ominous consequences. When future historians research our age they can not help but be confounded by our undaunted faith in labor legislation and unionism that give our age a conspicuous characteristic: mass unemployment. They will be mysti fied by our steadfast refusal to see that neither government nor unions do have the coercive powers to im prove working and living condi tions. They did not have them dur ing the 19th century, and do not have them in the 20th. The remarkable improvements were brought about by the formation of productive capital that provided labor with ever more efficient tools and equipment. Labor legislation and labor unions tend to shackle productivity, hamper out put and, therefore, keep society poorer than it otherwise would be.

Child labor laws and regulations of women's working hours usually followed the improvements brought about by capital investment and productive technology. The legisla tors merely sanctioned what already had taken place. But in true politi cal fashion they were always quick to elaim full credit for the· achieve ments of others, especially countless investors and entrepreneurs. Their vainglorious pretensions unfortu nately persuaded many gullible fol lowers. In some cases the laws-and regu lations actually pushed further than conditions allowed, which caused disruption and stagnation. It harmed everyone, but especially those indi viduals it meant to benefit. It drove many into idleness and poverty, or led them to ignore the law that de nied their freedom to work. The un derground economy was born on the very day the first restrictive labor law went into effect. To raise the costs of labor by ben efit mandate is to set into motion an array of adjustments and readjust ments that redistribute the burden among all market participants. The reaction manifests an important distinction between two main cate gories of labor costs: 1. Contractual employer pay ments to employees or on their be half. They inelude not only all items of cash payment and supplementary remuneration payable directly to employees, but also contractual ex penditures on their behalf, includ ing contributions to pension and other funds.

426 THE FREEMAN July 2. Mandated benefits that are ex acted by political force on behalf of employees, including contributions to Social Security, unemployment and workmen's compensation, dis ability benefits, and several others. They are meant to be "transfer pay ments" taken out of employer prof its. In the world of economic reality, both categories of benefits-the con tractual remuneration and the man dated benefits-are derived from one and the same source: employee ef fort and production. Backed by the state apparatus of force the man dated benefits take precedence over the contractual benefits, which must adjust continually to the former, acting as a residual that can be paid after the mandates have been satis fied. The adjustment is a market process that shifts the costs of pro duction to the factors that incur them. In particular, it shifts the costs of mandated benefits to the very beneficiaries by forcing them to suf fer reductions in contractual remu neration. The shifting is painful in the short run, but beneficial in the end. It corrects the disarrangement prompted by the government inter vention.

A CrucialDifferenceBetween Old and New Benefits The shifting process is the source of much economic confusion. Some observers look only at the adjustment process, others only at its con sequences; some reflect only on old government intervention, others only on new laws and mandates. The dis tinction between the two rests on strict theoretical analysis and can be defined precisely. Old intervention is that government restriction or in terposition to which the economy has fully adjusted. And we speak of new intervention when the economy has not yet adjusted to the new data, or is in the process of adjustment. The difference is crucial in any appraisal of the effects of government-man dated benefits. Legislation or regulation that aims to benefit some people at the ex pense of others, may be successful in the short run, but rarely is so in the long run. It causes an immediate re action and readjustment of price, wages, and other costs that shift and redistribute the burden to all mar ket participants. The costs of man dated labor benefits imposed on em ployers are shifted in time to the workers themselves. The shifting is a short-run process, the final burden to workers a longrun effect.

A boost in Social Security levies, unemployment taxes, Workmen's Compensation Insurance levies, Oc cupational Safety and Health Act costs, or Employee Retirement In come Security Act premiums, con stitutes a boost in labor costs, which reduces the profitability of busi ness-a short-run effect.

1983 BENEFIT MANDATES CAUSE UNEMPLOYMENT 427 Employers may react by seeking to offset the mandated increase in costs with reductions in contractual labor costs, such as take-home pay and fringe benefits. But such an off set may be resisted and rejected by the other contract party, the work ers. After all, politicians and gov ernment officials have told them time and again-and the benefit law ex pressly stipulates-that employers must grant the benefits gratui tously. The law may even affix fines and imprisonment for employers who neglect or refuse to·provide the ben efits. Therefore, it is rather unlikely that employers would openly seek to reduce contractual labor benefits in reaction to increases in mandated benefits. How InflationShiftsthe Burdenof EmploymentCosts In periods of inflation when periodic wage adjustments are made, employers may be rather successful in hiding the needed offset by offer ing lower raises than they otherwise would. In a year when inflation re duces the purchasing power of the dollar and, therefore, the real costs of labot by 15 percent, an employer may, without much resentment on the part of his employees, grant a 10 percent wage adjustment and allo cate more funds to Social Security, unemployment levies, and other mandated costs. His real costs of la bor may not rise at all. But his employees now must forgo a part oftheir real incomes in favor of their "gra tuitous" benefits.

Other employers yet may succeed in offsetting mandated boosts in la bor benefits by leading and exhort ing their workers to greater effort and productivity. But such offsets are rather difficult. Workers may resist the exhortations openly aiming at shifting the burden of their benefit "entitlements" from employers to themselves. Most such offset at tempts, therefore, may prove to be futile, which forces employers to brace for higher production costs. Rising labor costs, like any other rise in production costs, may have different effects on three distinct groups of enterprises found in nearly every industry: a few are profitable, many are marginal, and a few sub marginal. When government mandates higher labor costs, the few employ ers who were earning genuine prof its are forced to curtail their expan sion or modernization projects. They may not need to discharge any workers, but may be reluctant to add more. The marginal employers who were just breaking even, earning the going rate of interest on the capital invested, will be made "submar ginal" by the boost in· labor cost.

Their yields now fall below the min imum rates needed to attract and preserve the necessary capital. They are .forced .to curtail .their opera428 THE FREEMAN July tions, close loss-inflicting plants, stores, or departments, and layoff some workers. The submarginal em ployers, who were earning meager returns or even suffering losses be fore the mandated cost increases, are further encumbered by the boost, which may push them over the edge into liquidation or bankruptcy. Out put declines and the supply of goods and services is diminished. There is business stagnation-a short-term effect of the newly mandated labor benefits. The MarketAdjusts The stagnation is keenly felt in many labor markets that lack the flexibility and mobility for the needed adjustment. It gives rise to mass un employment that exerts a powerful pressure toward lower labor costs until they have fallen to the rates allowed by the market. If the labor market is permitted to adjust and government abstains from any new mandates that raise labor costs, un employment will gradually dimin ish until everyone willing to work can find his job.

But the longterm effects of the la bor mandate will be felt as long as it remains in effect. They are less con spicuous than the short-term effects and difficult to demonstrate. After all, who can perceive that the man dated costs have been offset by a·re duction in contractual .compensa tion, and that the worker himself now is laboring for every penny of benefit exacted from his employer? Who can perceive that he alone is paying for his Social Security benefits, his un employment compensation, Work man's Compensation, OSHA and ERISA benefits? This inability to perceive the painful shifting process that allo cates the costs of benefit mandates to the workers themselves may ex plain why there are so many advo cates of ever more government in tervention. They point at old benefits imposed ten or twenty years ago and fail to see any ill effects in the present. They have forgotten the months and years of painful adjust ment, and never learned that, in the end, the workers themselves are bearing all costs.

Whether government interven tion is old or new, it constitutes a substitution of political coercion for economic freedom of choice, and the rule of politicians over consumers, employers and workers. It is a sub stitution that rests solely on gross deception and economic ignorance. Surely, most American workers and their union agents are convinced that their benefit entitlements from unemployment compensation to ERISA bounty are exacted from em ployer profits. Therefore, they are applauding politicians who promise and legislate ever more expensive gratuities. If they actually knew that there are, and can be, no gratuities 1983 BENEFIT MANDATES CAUSE UNEMPLOYMENT 429 in production, that every penny of benefit is taken out of their own pockets, they would probably rise in anger and call an immediate halt to the mandates. Social Security The benefit mandates of the 1960s and 1970s did not differ in substance from the labor mandates ofthe 1930s.

Both forcibly raised labor costs, cre ated· disruptions in the production process, and in the short run, caused mass unemployment. In the long run, when all price and cost adjustments had run their course, they lowered the contractual remuneration of the intended beneficiaries. In the case of Social Security, which provides old age, survivor, and disability bene fits, as well as hospital insurance, government injected an additional transfer feature. It conferred gener ous benefits on the retirees and ex acted the needed funds from the working people, many of whom were forced to suffer both the short-run and longrun pains of adjustment, that is, unemployment in the short run and lower take-home pay in the longrun. Old-age, survivors, and disability insurance covers almost all jobs in which people work for wages or sal aries, as well as most work for self employed individuals. The system is financed by payroll taxes levied on an employer's taxable payroll; half the tax is deducted from the employees' wage, and one-half is taken from employer income. While the first half merely reduces the employee's take home pay, the second half actually raises labor costs and thereby re duces the demand for labor. It causes unemployment.

Small increases in payroll taxes imposed on employers affect all workers, but "disemploy" only a small number. Employers may be able, through managerial effort and leadership, to make labor more pro ductive and thus cover the addi tional expense. If profits permit, they may introduce more productive tools and equipment that raise the pro ductivity of labor. Or, inflation may reduce the real cost of labor, which may permit employers to pay higher payroll .taxes-provided that con tractuallabor costs are not indexed, which would prevent the decline in real cost. Where cost adjustments are not feasible, the boost in payroll taxes, no matter how small, must have disemployment effects. A mere rise of one-tenth of one percent of labor cost may cause the demand for .labor to decline by·one-tenth of one percent or more, which in the Amer ican labor market would mean un employment for 100,000 workers or more.

Boostsin Taxes The frequent boosts in Social Se curity taxes have not always been small. In some years Congress raised 430 THE FREEMAN July the rate, in others the maximum wage base. At times both were boosted substantially. In 1950, the employer levy rose by 50 percent, in 1954 by 33 percent, 1959 by 27 per cent, 1966 by 59 percent, 1973 by 35 percent, 1979 by 31 percent, 1981 by 24 percent. l But no matter whether the boosts were large or small, they all constitute additions to labor costs. The magnitude of the boost merely determines the severity of the ad justment process and the measure of reduction of contractual benefits. Social Security tax boosts ob viously are not the only cause of ris ing unemployment; there are many other cost factors that may cause la bor to become uneconomical and un employable. In the depth of a reces sion, both federal and state governments may boost the unem ployment insurance tax on employ ers, which raises labor costs and thereby further reduces the demand for labor. It inevitably aggravates and prolongs the recession. But it is also conceivable that the cost man dates. of government are partially or completely offset by inflationary policies that tend to lower the real cost of labor. When one branch of government raises labor cost and another lowers it, it is difficult to foresee which branch will prevail in the end. The offsetting process itself is very disruptive as it affects differ ent employers unevenly and dispro portionately.

It is illogical and irrational to de fend the boosts in payroll taxes with explanations and descriptions of the urgent needs of elderly people. Surely, their needs and wants play an important role in politics, which has made the Social Security Sys tem the largest transfer system ever devised. But regardless of want and need, payroll taxes levied on behalf of the elderly or for any other reason do raise the cost of labor, which in turn lowers the demand for labor. In the short run, they may cause un employment; in the long run, they tend to lower contractual wages and benefits by the amount of the tax boost. Unemployment Compensation Before the Great Depression pub lic opinion had lumped the unem ployed and the unemployable to gether and made them the objects of charity. During the 1930s, under the inti uence of changing economic thought, public opinion began to adopt the concept that unemploy ment is a fault of the competitive private-property system, and there fore, a serious concern of govern ment.

Unemployment insurance is based on the popular notion that the sys tem makes a certain amount of un employment inevitable. If it cannot be prevented, at least the workers and their families must be protected from the loss of income. And since it 1983 BENEFIT MANDATES CAUSE UNEMPLOYMENT 431 is not the fault of either employers or workers, but the natural conse quence of the free enterprise system, the costs should be shared by all. In most countries, unemployment in surance is financed by contributions from workers, employers, and gov ernment. In the United States, the Roose velt New Deal went much further. It adopted the theory that employ ers, as the principal beneficiaries and advocates of the enterprise system, can control the rate of unemploy ment inflicted on workers. There fore, they alone must pay the un employment tax levies. The rates were made to vary in accordance with the amount of unemployment that is attributed to the individual firm.

Some employers may achieve com paratively low rates of taxation, others must pay higher rates, each based on his "experience rating." The variation in tax rates is supposed to exert a restraining influence on em ployers and induce them to stabilize employment. A Counterproductive Burden Upon the WorkersThemselves This New Deal theory of unem ployment and the unemployment compensation system built thereon, have inflicted, and continue to in flict, incalculable harm on millions of American workers. When, for any reason, business turns down and un employment rises, the payroll taxes imposed on employers increase the cost of labor, which further reduces the demand for labor and worsens the unemployment. The tax burden is highest on employers who suffer most severely from the business downturn, which keeps their labor costs up and their demand for labor down. In a lengthy recession, the tax levies are boosted substantially, which tend to aggravate and pro long the recession. In fact, it would be difficult to devise a more counter productive social program than the unemployment insurance tax levied on employers.

Unlike Social Security, which is entirely a federal program, the un employment compensation system is a joint federal-state effort. The sys tem was created by the Social Secu rity Act in 1935, which imposed a payroll tax on all employers with eight or more employees in "cov ered" employment. The Act permit ted an offset of 90 percent of the tax if the employer paid unemployment insurance taxes under a state law. This offset provision soon induced every state to enact its own unem ployment insurance laws. The system now covers about 97 percent of wage and salaried em ployment. Its outlays amounted to $25.2 billion in 1982 and are esti mated to exceed $36 billion in 1983. Regular benefits (usually 26 weeks) are financed by state taxes on em ployers. State and federal adminis432 THE FREEMAN July trative costs are financed by a fed eral tax on employers. In any state where the unemployment rate ex ceeds 5 percent for 13 consecutive weeks, the benefits are extended for another 13 weeks. The extended benefits are financed one-half from state taxes on employers and one halffrom the federal tax on employ ers. 2 A temporary program, Federal supplemental compensation (FSC), pays additional weeks of benefits to workers who exhaust their regular and extended benefits. As originally enacted, it provided for 10 addi tional weeks of benefits which were promptly extended to 16 weeks. Al together, unemployed workers are entitled to 55 weeks of full benefits. 3 The GrowingBurdenof UnemploymentTax Rates Under the Federal Unemploy ment Tax Act, as amended by the Tax Equity and Fiscal Responsibil ity Act of 1982, the federal tax rate is 3.5 percent on the first $7,000 paid to each employee of employers with one or more employees. The rate is scheduled to rise to 6.2 percent in 1985. The law allows a credit of up to 2.7 percent for taxes paid under state unemployment insurance laws, which leaves the federal share at 0.8 percent of taxable wages. The states are required to meet their own un employment insurance costs. But they are permitted to borrow funds, interest-free, from the federal government. During lengthy reces sions, when the federal government can be expected to extend the dura tion of benefits, a large number of states is forced to borrow the needed benefit funds. The heavy payouts of benefits and the rising debt then force the states to raise both the tax base and tax rates on employers. 4 Some states levy an additional "subsid iary" or balancing tax on all em ployers when the state's unemploy ment compensation fund is low.

Unemployment insurance taxes represent a relatively small burden, less than one-third of the other So cial Security levies. Until 1980 they averaged only 1.2 percent of total wages, but have been rising steadily ever since. As a proportion of net profits they may amount to large sums that lower profits substan tially. During years of recession, when many businesses are operat ing without a net profit or even suf fering losses, the unemployment in surance taxes are keenly felt. And as a proportion of labor cost for new employees who may prove to be only temporary, they may be utterly pro hibitive. A worker who earns $5,000 in wages and then draws $2,500 in unemployment benefits, may cost his employer $7,500, which on a per-hour basis amounts to time and a half. It is significant that the industrial states in the North and Northeast are the high-tax states, which also suffer from high rates of unemploy1983 BENEFIT MANDATES CAUSE UNEMPLOYMENT 433 ment. Deep in debt to the federal government, they must levy such a high average tax on employers that little room is left for experience rat ing. Michigan exacts as much as 10.5 percent on $8,000 of taxable wage base; Minnesota and West Virginia charge 7.5 percent. Several states have lifted their tax bases consider ably above the federal level: Puerto Rico taxes all wages, Idaho and Utah levy their rates on $14,400 of tax able income. Such exactions no longer constitute a small burden on the workers who ultimately must bear the costs through lower take home pay and lower contractual benefits. And, worst of all, while the levies are rising they face the in tense danger or.disemployment.

SUbsidizingUnionizedIndustries Taxation according to experience rating, which is so popular with full employment planners, actually may intensify the disemployment pres sures. If the American automobile industry, steel industry, construc tion industry, the garment industry of New York, or any other unionized industry, were taxed to pay their full unemployment insurance costs, la bor costs would be significantly higher, which would force many em ployers to go out of business. There fore, state governments never dare to subject these industries to expe rience ratings. Instead, they are placing heavier tax burdens on all other industries, forcing them to "subsidize" the depressed indus tries. In the end, workers through out the state must suffer lower net wages so that the army of unem ployed from the unionized indus tries can be supported appropri ately. The significance of unemployment compensation must be sought not only in the rising burden of taxation that is limiting the demand for la bor, but also in the benefits that are discouraging many workers from seeking employment. A Detroit au tomobile worker or Pittsburgh steel worker who loses his $40,000 job ($20 per hour) surely faces serious prob lems of readjustment to $10,000 in regular unemployment compensa tion, extended benefits, and supple mental compensation. But it is un likely that he will seek other employment. His job opportunities at these union rates are nonexistent outside the fold of his union shop.

His labor productivity in the open market as a semiskilled worker probably does not exceed his rate of unemployment compensation, which makes it unlikely that he will look for employment as long as the ben efits continue. 5 Workman'sCompensation,OSHA, ERISA,and EEOC The Workman's Compensation laws in effect in all states hold em ployers liable for injuries suffered by 434 THE FREEMAN July workmen regardless of cause. They eliminate the element of legal neg ligence that is basic to Common Law, and establish the principle of "em ployer liability without fault." They require employers to insure against potential financial liabilities to in jured workers. In many states, the insurance may be provided by pri vate insurance companies, in some states only by state-operated insur ance funds. In a few states employ ers may bring proof of their finan cial ability to carry their own risk and provide "self-insurance," for which ordinarily only very large firms can qualify.

The compensation system devel oped after 1917 when the U.S. Su preme Court agreed to the constitu tionality of "employer liability without fault." Until the 1970s its costs rarely exceeded one percent of payroll despite increases in dollar payments and extended coverage. But they began to rise significantly after 1970, when the Occupational Safety and Health Act (OSHA) largely ignored the workers' role in accident and disease prevention and placed new demands on employers. Under the influence of OSHA thought and recommendation, the states substantially changed their workers' compensation laws. Tradi tional exemptions for farm workers and domestics were eliminated, small firms were included, more work-re lated diseases were covered, and, above all, the benefits paid to work ers were increased substantially. A National Commission estab lished by OSHA to examine the state compensation systems recom mended a wide variety of reforms that would multiply the expenses and make the federal government the compliance guarantor. They would deny employers the right to appeal workman's compensation agency decisions in court-except on ques tions of law. They would authorize the workman's compensation ad ministrator to regulate attorneys' fees. They would establish a "retro active benefit fund" that would ad just benefits for past inflation and bring them up to "current levels." In 84 reform proposals 6 the National Commission is pointing at the com pensation system of the future. The message is clear: employers and workers beware!

Safety and Health Standards and Their Enforcement The Occupational Safety and Health Act of 1970 requires of all employers that every job must be "free from recognized hazards that are causing or likely to cause death or serious physical harm." To that effect it directed the Secretary of La bor to establish an administration and adopt safety and health stan dards for all enterprises engaged in interstate commerce, except federal, state, and local governments. Em1983 BENEFIT MANDATES CAUSE UNEMPLOYMENT 435 ployers are penalized if an unsafe condition has been discovered and cited by an OSHA inspector and the employer neglected to correct it in a specified time. The standards established and en forced now cover 800 pages in the Code of Federal Regulations and number some 4,400. They range from 140-odd regulations pertaining to the use and construction of portable wood ladders to dozens of regulations on workers' sanitary facilities. Do OSHA standards have a marked effect on the injury rate? According to many serious studies, they do not. Most in juries result from some behavioral problem or transitory hazard over which employers have little or no control. Only relatively few injuries involve a permanent physical haz ard under employer control.

Notwithstanding OSHA and its army of inspectors, employers do not determine the levels of physical haz ard in factories or workshops, nor do they ultimately bear the costs and reap the benefits of added safety. In the competitive enterprise system each factor of production must bear all costs incurred by its employ ment. Labor must bear all costs in curred on its behalf, whether they are contractual or mandatory, wages or fringe benefits, employee lavato ries or cafeterias, earplugs or safety belts. Employers merely act as mid dlemen between workers willing to render a service at a wage and consumers willing to pay for the prod uct or service. Allocating Costs and Benefits Through buying or abstaining from buying, consumers determine the sum total of costs which a business man may incur in the production process. For its participation and contribution, labor receives its full share of the sum total. But workers determine how their share of costs, which constitutes their wages and benefits, is to be distributed among the several methods of compensa tion. They make this determination, without talking or bargaining, through their offers on the labor market. Businessmen competing for labor must give heed to the worker preferences or face higher labor costs.

Ifmore workers prefer to offer their services to employers with greatest possible job safety, their wage rates tend to decline, granting profits to the safety-minded employers. Other businessmen competing for labor would rush to imitate the former in order to remain competitive in the labor market. If more workers choose higher wages, but are willing to as sume greater on-the-job risk, they flock to employers offering higher pay but lower safety expenditures. Alert employers immediately perceive the worker preference that is visible in the employment cost of the last worker needed, the "marginal worker." To ignore him is to face 436 THE FREEMAN July higher labor costs and invite busi ness losses. In short, as businessmen receive their production orders from their customers, who set narrow limits to labor expenditures, so they recei ve their instructions on the dis tribution of labor benefits from their workers. 7 High Costs of Compliance It is difficult to estimate the labor costs of compliance with OSHA reg ulations. A 1974 survey by the Na tional Association of Manufacturers (NAM), which is probably exagger ating the case, estimated the costs for small firms (up to 100 employ ees) at $35,000, for firms with 101 500 employees at $73,500, and for firms with 501-1000 employees at $350,000. 8 Small businesses apply ing for loans from the Small Busi ness Administration requested an average of $200,000 in order to com ply with OSHA regulations. But no matter what the actual costs of com pliance proved to be, and continue to be, they probably amount to tens of billions of dollars. OSHA contrib uted significantly not only to the ris ing unemployment and decline in real wages, but also to the extraor dinary rise in goods prices through out the 1970s.

Since the birth of the transfer state older Americans forcefully asserted their political rights to transfer ben efits from younger Americans. They made the support for the elderly a primary objective of government policies-from subsidized health and housing, to special tax allowances, improved old-age benefits, and the Employee Retirement Income Secu rity Act of 1974 (ERISA). The act meant to make it easier for them to qualify for pensions. But as is mostly the case with government interven tion in economic affairs, it actually brought about the opposite of what it set out to achieve. It caused the termination of nearly 30 percent of all private pension plans,9 and im posed conditions that, in the end, may destroy the rest. Before ERISA, the federal govern ment had actively promoted private industrial pension plans. The 1942 Internal Revenue Act had made pension contributions by employers tax-deductible, made employee con tributions tax-exempt, and offered deferred taxation of pension fund in come until it was paid out as retire ment benefits. With steeply progres sive income taxation these deductions, exemptions, and defer rals provided powerful incentives for employer pension plans.

Private pension systems also mul tiplied as a result of radical govern ment intervention in economic pro duction. During periods of price and wage controls, as in World War II, the Korean War, and the Nixon era, many employers sought to circum vent the government controls by giving hidden wage increases in the 1983 BENEFIT MANDATES CAUSE UNEMPLOYMENT 437 form of pension benefits. Eager to remain competitive in the labor market, but prevented from raising wages, they introduced generous pension plans. Some. funds actually meant to provide benefits for retire ment, others were to be liquidated through distribution of assets after the controls were lifted. After the passage of the Labor Management Relations Act of 1947, which made pension benefits a legit imate issue for collective bargain ing, labor unions joined government in actively promoting pension sys tems. Facing frequent layoffs and chronic unemployment of their members, they directed their great strength toward gaining pension concessions for older workers in or der to make room for younger un employed members.

ERISA radically altered the basic nature of the pension system by placing government and its appa ratus of coercion in the center of pension relations that heretofore had been completely contractual and noncoercive. Pension arrangements between a firm and its employees had been fringe benefits that reflected the choices and preferences of the con tract parties. ERISA substituted mandates for contracts, and as signed additional benefits to em ployees at the expense of the firm's owners. Through a comprehensive set of rules governing certain features of private pension plans, ERISA made it easier for workers to acquire legal rights to pension benefits. It pre scribed certain rules of eligibility and "vesting" of nonforfeitable pension rights. It made the employer, in stead of the pension fund, solely lia ble for pension obligations and im posed minimum funding standards. To satisfy pension claims, the pen sion fund may claim up to 30 per cent of the firm's net worth. The claim has the same status as a tax lien, that is, it is senior to all other private corporate debt. Pension funds must be insured either with private insurance companies or the Pension Benefit Guaranty Corporation, an ERISA quasi -governmental agency.

In case of pension default PBGC may force the firm into bankruptcy. 10 Private Pension Systems Jeopardized by ERISA The general attitude of business men toward the private pension sys tem is one of deep concern and uneasiness. ERISA has severely curtailed their freedom to contract and administer pension plans and substantially raised their costs. What used to be a widely used tool in per sonnel management has become a serious liability that may threaten the future of private enterprises. But looking' beyond the burdens and dangers of the present, employers and employees alike may derive comfort from the certain fact that 438 THE FREEMAN July politicians, in Congress assembled, may command, but individuals may evade, go around, outwit, and thwart the command. Many pension plans have been terminated, many more will never be launched. The funds allocated to pension plans may be given directly to employees who may invest them in individual retirement accounts or just spend them. Where the ERISA mandates do raise labor costs, con tractual fringe benefits and take home pay will, in time, be reduced by the amount of ERISA cost so that, once again, the workers themselves will bear the total costs of their em ployment. Where such price and cost adjustments are impractical for any reason, they must expect lengthy periods of disemployment. For many elderly, who were supposed to be the main beneficiaries, ERISA may have erected the final barrier to employ ment and shattered the last hope for a pension.

Antidiscrimination Measures The Equal Employment Opportu nity Commission (EEOC) of the U.S. Treasury Department contributes its share of difficulties not only for the elderly, but also all other minori ties. The Civil Rights Act of 1964 granted protected status according to race and sex; the Age Discrimi nation in Employment Act of 1967 extended the protection to the el derly. Later amendments to the acts further broadened government au thority in all matters of discrimina tion. ll EEOC guidelines aim to ensure that employee selection does not dis criminate against any group on the basis of race, color, religion, sex or national origin. 12 To that effect ev ery employer is expected to engage the percentages of minority people that comprise the labor force in his locality. In a community where the population is preponderantly black, a plant must employ a correspond ing percentage of blacks; in a Span ish-speaking community it must en gage the proper percentage of Hispanic workers.

As any student of human action could anticipate, the EEOC strategy backfired immediately. It forced many employers to hire unqualified applicants just because they are members of a minority group and live in the community. Qualification, productivity and cost were relegated to secondary consideration, though these are the very factors that cre ate jobs and assure economic sur vival in a competitive world. To force companies to hire un qualified workers for any reason is to force them out of business. It can not be surprising that EEOC con tributed significantly to the exodus of business from the inner cities where millions of uneducated and untrained minority workers subsist on public assistance. To avoid the 1983 BENEFIT MANDATES CAUSE UNEMPLOYMENT 439 entire problem many companies have located new plants in largely white communities where minority work ers face yet greater difficulty obtain ingjobs.

Large corporations usually fear adverse publicity and, therefore, readily accede to the COVlmission's demands. They may commit them selves to an affirmative action pro gram with specific hiring quotas, but are quick to close the plant as soon as it begins to suffer losses. While their spokesmen may lay the blame on antiquated equipment or foreign competition, every observer knows full well that the plant was destined to close by orders of the EEOC. False labor doctrines, held by a great number of people and enacted by the U.S. Congress, have wrought much evil. Many millions of workers whom the laws were supposed to benefit now are walking the streets in idleness and despair. Their suf fering manifests anew that political power is no substitute for equity and justice, and no surrogate for the in exorable laws of the market. @ -FOOTNOTESIHandbook of Labor Statistics, U.S. Depart ment of Labor, Bureau of Labor Statistics, 1980, p. 62; also Budget of the United States Govern ment, Fiscal Year 1983, pp. 4-18. Also H.F.
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Ernest G. Ross THE SIREN OF PARTNERSHIP AN ANCIENTSOUND echoes across the troubled waters of American poli tics-a haunting, alluring chant. Free economy advocates must rec ognize that this is not a call which would lead America forward to a safe harbor of economic rejuvenation, but one which beckons ominously back onto the reefs of economic stagna tion and decay. This deceptive sound is none other than the plea for formation of a partnership between government and business. Several outspoken politi cians have been pounding podiums about business and government "pulling together" to spark the econ omy. The essentials always come out the same: We must have a con scious, national decision to unify the major purposes of government and business. The idea can be superficially atMr. Ross is an Oregon commentator and writer es pecially concerned with new developments in human freedom. 440 tractive. After all, if both partners decided to move in the same direc tion, wouldn't much otherwise wasted energy be saved? In busi ness, cooperative partners tend to do better than feuding ones. So why not seek the same kind of cooperation between government and business?

There is a fundamental reason why not. In a government partnership with business, it is always the gov ernment which becomes the more powerful, or "senior" partner. It is ultimately government which ends up setting the direction. And when that happens, the efficiency and mo rality of the free market are sacri ficed. The entire idea of free markets is that they be able to function without government intervention. Bringing government into the markets "merely" as a partner guarantees intervention. To see why this is so, let us review some of the major ways in which government might act as a THE SIREN OF PARTNERSHIP 441 partner with business: (1) by setting economic development goals, (2) by protecting preferred industries, (3) by subsidizing research and devel opment, (4) by establishing favor able tax policies. SettingEconomicDevelopment Goals The argument for having the gov ernment set priorities in develop ment is usually a variant of arguing for economic stability. If we had a national policy for development, goes the rhetoric, everyone would be able to plan better, to make business de cisions without having to worry about conflicting viewpoints and an tagonism between government and business. We'd all be setting our sails in a way that would best catch the wind and speed our jointly-run ves sel ahead.

It sounds so easy-yet it is an im possible idea, one that has never worked. It is merely the old con trolled-economy tenet put into slightly new language. And the cen tral refutation of this tenet is still that no government, no national consensus, is capable of predeter mining the market. The market is too vast, too complex, outside the scope of even the greatest minds to direct. Setting aside the fact that our economic planning bureaus are not suffused with the greatest of minds to begin with (as fifty years of gov ernment-managed economic boondoggIes demonstrate), it is patently absurd to believe that deciding on economic development goals will make economic rejuvenation possi ble. Will is not enough; that which is willed must also be consonant with reality; reality in this case is that the market cannot be accurately predetermined-only a god could do that, and men are not gods, nor can they become so by passing laws which assign themselves godlike duties.

And since it is the senior partner of the government-business partner ship which retains the power to make and enforce laws through coercion, it is to the senior partner, proven the less efficient of the two, that these godlike duties would accrue. Not only would we assign our partnership an impossible task; we would choose the less competent partner to make and enforce our economic decisions! Even if economic development goals of this type could work, there still would be a serious moral bar rier in the way: mandating certain goals automatically requires gov ernment to thwart other goals, the goals of individual producers (and consumers) who may not agree with the government. Their individual rights would be violated, they would be left with the dregs, with what ever tidbits of freedom of enterprise the government allowed them after its own major priorities and cus tomers were served.

442 THE FREEMAN July This situation cannot be avoided under a government-business part nership. For when government swings its massive legislative and taxing powers behind certain favor ite areas of economic development, other areas must suffer. This should become clear as we consider our next three major ways in which govern ment might act as a partner with business. Protecting Preferred Industries The main form of industrial pro tection in our modern age is not the tariff, the tax break, or the subsidy. It is favoritism through government contracts. Establishing national de velopment goals presumes that spe cific types of industries are neces sary for the goals' achievement. A national goal of putting a base on the moon is unlikely to require much help from the lumber industry; a na tional goal of increasing employ ment by building thousands of new timber mills is unlikely to require the skills of those capable of build ing a moon base.

We've had a real example very similar to this. When Congress agreed with President Kennedy in the early 1960s that America should land a man on the moon,. the redis tributed tax dollars went to favored electronics, aerospace, chemical, and other related high-tech firms-eco nomically, at the expense of other industries. And while the actual achievement of the moon landing was wonderful, a tribute to man's inge nuity, very few people thought to ask: What other companies might have grown up, what other firms might have survived-but did not-had all that tax money spent on the moon project been left to circulate freely in the economy? Would the same in dustries have thrived? Possibly-but good arguments can be made other wise. The same questions can be asked about hundreds of govern ment projects ranging from freeway construction, to public housing, to dam building, to economic consult ing, to banking, to defense pro grams.

Further, because political pull is always a powerful factor in deter mining which firms receive bids for government contracts (despite as surances by the government of its own objectivity!), the case can be made that favored companies are not necessarily the best, not necessarily the ones most "deserving" to sur vive-not if we measure survival by the standards of the free market. Broadly applied, government pro tection of preferred industries tends to populate the market with the less able, the less efficient, the weaker. This in turn encourages malinvest ment, lowers productivity, and de pletes the overall health of the econ omy which the partnership was originally intended to strengthen! As has been well documented 1983 THE SIREN OF PARTNERSHIP 443 elsewhere, other forms of protec tionism have similar effects. But considering the enormous amount of government spending today, protec tionism through government con tract favoritism is by far and away the biggest form of it, if not the worst form.

Subsidizing Research and Development Weare often told that one of the ways the United States can regain its technological lead is by acceler ating government subsidies of re search and development. This is a central premise of the new "Atari" liberals, that group which wants a new government-business partner ship to favor the high-tech indus tries. But again, it is the main partner, government, which would be deal ing the cards, deciding which areas of research and development are "most" worthy. We've all heard of the Golden Fleece Award type R&D projects receiving often quite sub stantial government funding-proj ects which, if R&D funding were left to the free market, wouldverylikely stand a much tougher time getting the needed dollars.· Perhaps to most of us, such projects seem the epitome of waste. Yet, they are precisely the result of our existing, implicit part nership between government and the scientific community. Worse than the questionable nature of such obscure projects is the economics involved: When government redistributes wealth to fund these pursuits, there is that much less money available in the market for perhaps much more productive endeavors.

What would those endeavors be? Neither you nor I can say, and that is precisely the point. It is the free market in scientific research which is distorted when the government is a priority-setting partner. How many new consumer products would we have seen, how many as yet unmade scientific discoveries might have oc curred, how many new technologies would have been born had the mar ket determined where R&D should go? All we can say is that undoubt edly free markets make many dif ferent decisions about what is im portant to human beings-different from the decisions of governments. While we cannot predict the differ ences, we can confidently assert that the decisions would have more closely matched the preferences of the American public because that is what free markets are most adept at doing. (As a counter to the contention that government R&D funding necessar ily spawns government interference in research and development, it is often argued that much of the money goes to universities or other institu tions which are free to determine for themselves how to spend the money.

However, this misses the central 444 THE FREEMAN point that a free market may not have given any funding to those uni versities and institutions-or, per haps, many times more! Govern ments are no more proficient at determining "worthy" institutions or schools than they are at determin ing "worthy" individual scientific projects.) EstablishingTax Policies Setting the tax structure has al ways been a major function-and weapon-of government. Tax breaks or deductions would be a key tool of any new government-business part nership. The power to selectively lower taxes is an effective way for the state to encourage the growth and devel opment of industries which its goals require. When one industry is al lowed to keep more of its wealth than another, it will stand a much better chance of survival. In a sense, it is a bizarre sort of favoritism. One cannot morally begrudge a policy which allows an industry to keep more of what it has rightfully earned. But one can begrudge the fact that other industries are al lowed to keep less. This is the way the situation should be viewed. Both morally and economically, the em phasis should not be on the "unfair"

tax breaks some companies get; it should be on the higher tax rates which remain imposed on other in dustries. The tax money is not the government's first; it is the produc ers'. The chief inequity is not in the selectively lowered taxes, but in the majority of selectively higher ones. Higher taxation discrimination against some industries is a method for keeping those industries from becoming dominant in a way the government might consider inap propriate (or less appropriate) to na tional goals. This is the other side of the goal-setting coin: The "senior partner" must not only actively aid the industries it favors; it must keep penalties on those it disfavors. If it did not, the latter would rise in the marketplace, impudently reflecting the priorities of those whose choices the government has ultimately usurped: the buying public. It should be clear that the call for a "new" partnership between gov ernment and business is not only a bad idea, but an old one. It is merely another cry from the haggard Siren of central planning.

In order to attain economic reju venation of the American economy, it is not a partnership we need. Rather, it is a dissolution of a de facto partnership. Government has al ready muscled in too heavily as a participant in business planning. The more we can push government back out of the market place, the faster we'll free Adam Smith's invisible hand to help bring a lasting recov ery to America. @ A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN HERBERT HOOVER: The Engineer GEORGE NASH, the author of The Conservative' Intellectual Movement in America Since 1945, was an in spired choice to write a definitive bi ography of Herbert Hoover, who had the bad luck to be President at the onset of a depression that turned many an intellectual to an ill-con sidered radicalism that still dogs our political life. As the historian of the contemporary conservative revival, Nash is just the man to touch hands with an earlier America, when an orphaned Bertie Hoover, the son of an Iowa blacksmith, could scratch his way through geology courses at Stanford University to make his for tune in mining ventures all over the world and "retire," at age 40, to start a second career in public service that led to the White House at a most inopportune time.

Mr. Nash has been at work on his Hoover biography since 1975, when the Herbert Hoover Presidential Li brary· Association of West Branch, Iowa, .picked him to carry through with a job of research that is still several years from. completion. The first installment of Nash's under taking, The Life of Herbert Hoover: The Engineer, 1874-1914 (New York: W. W. Norton and Co., 768 pp., $25.00), is at hand, a work of tre mendous detail that recreates a vanished world in a way that stresses many an irony. The world that Herbert Hoover was so busy building as a young en gineer and financier was brutally murdered, when, in 1914, the "guns of August" signalled the end of a hundred years of peace. World War I gave Herbert Hoover the opportu nity to make a reputation as a pub lic servant, but it utterly cancelled the meaning of many of the projects that had engaged his attention in the years when he was building his for tune by wresting mineral wealth from gold and zinc mines in Austra lia, coal mines in northeastern China, copper mines in Russia, and lead and silver slag piles in Burma.

Hoover's first mining labors, as a young American engineer sent to the "outback" of West Australia by the English firm of Bewick, Moreing, were to bring some order and conti nuity to gold mining in places where the yield demanded the most careful kind of cost-cutting. The trick, even 445 446 THE FREEMAN July along the so-called Golden Mile at Kalgoorlie in the "Westralian" bush, was to make low grade ore deposits pay a margin of profit over a long enough period to justify the .expense of good stamping equipment. The irony of Hoover's career in gold mining is that it presupposed a world in which gold would continue to be the "unit of account" in currency systems. But the pre-1914 world of the gold standard barely outlasted Hoover's mining engineer career. And it was England's attempt to re vive the standard at an unrealistic level after the war that helped bring on the depression that ruined the Hoover presidency.

Hoover's cost-cutting success in the Australian "outback" was repeated in China, where he took on the job of getting rid of "squeeze" in the op eration of the rich Kaiping coal mine. But political troubles doomed the ef forts of Hoover's boss, C. Algernon Moreing, to make a good thing out of any Chinese concession. It was the time of the Boxer uprising. Hoover and his young wife, Lou Henry, sur vived the Boxer troubles, but his company couldn't solve the problem of dealing with Chinese officials who had to reckon with laws that gave to the Imperial Court the ownership of all minerals in the ground. Hoover had a low opinion of the Chinese as workers-they "lacked mechanical instincts." He argued that China would never manage to accumulate The Life of Herbert Hoover: The Engineer may be received post paid, by sending a check or money order in amount of $25.00 to Her bert Hoover Presidential Library As sociation, Inc., P.O. Box 696, West Branch, Iowa 52358.

a "social surplus" for modernizing its economy until it had found a way to control its population growth. If the "squalor of Asia" depressed Hoover, he had greater hopes for Russia. In his last days in London as an engineer-financier, he played a big part, mostly behind the scenes, in putting the Kyshtim copper mines in the southern Urals on a paying basis. He helped run pools in Kysh tim stock, he raised debenture money for the enterprise, and he profited by taking stock options. He made two trips to Russia, where he approved the "humane and. progressive" atti tude of the Baron Vladimir Meller Zakomelsky in trying to improve the conditions of the peasants and work ers at the bottom of the Kyshtim "pyramid." But at a rail station in Russia Hoover caught sight ofa chain gang of prisoners headed for Siberia. The horror of the scene gave him nightmares. He felt that "some day the country would blow up." This was in 1912.

Despite the chain gangs, Hoover believed that western money and engineering expertise could do much 1983 HERBERT HOOVER: THE ENGINEER 447 for Russia. In 1913 and 1914 he backed his friend, the ebullient and optimistic Leslie Urquhart, in Rus sian ventures. Urquhart launched the Russo-Asiatic Corporation, with Hoover on his board. The corpora tion acquired three extraordinary mining concessions in Siberia, in cluding 3,000 square miles in the southern Altai mountains not far from the Mongolian border. By the summer of 1914 Hoover's Russian mining enterprises were in sight of spectacular success. Hoover also had oil interests in the foothills of the Caucasus Mountains in southern Russia. Nash quotes Hoover as saying he stood to obtain "more than is good for anybody" out of his Russian en terprises. But "it was not to be." The enterprises that Hoover and his as sociates helped to guide in the Urals and Siberia all evolved toward even tual prosperity. But the Bolsheviks got all the benefits.

Hoover's long absences from America only served to make him feel more and· more American. He took· special pains to take time off from money-making in London to become a big benefactor of Stanford University, which made him a trustee. It was Hoover who insisted on .raising the salary levels of the Stanford faculty at a time when the university was having trouble lur ing good teachers to its Palo Alto campus. If World War I had not intervened Hoover would have re turned to California, where he hoped to settle himself and his family on the Stanford campus. Nash is remarkably even-handed when it comes to dealing with Hoo ver's quarrels with his London part ner C. Algernon Moreing, who made Hoover promise to refrain from practicing his profession of mining engineer on British Empire soil as a condition of leaving Bewick, More ing to become a financier. Hoover and Moreing had always kept their dis tances from each other. Their quar rels were not always seemly on ei ther side. Nash remarks on Hoover's "marked sensitivity to criticism."

Hoover, he says, would go to "ex traordinary lengths . . . throughout his life to rebut alleged misrepre sentation." What Nash implies is that Hoover was too thin-skinned to be a politi cian. But that is something for an other volume. ® DEATH AND TAXES by Hans F. Sennholz (Centerfor FuturesEducation,P.O. Box 489, Cedar Falls, Iowa 50613),1982 105 pages. $5.95 paperback Reviewed by Brian Summers HERBERTHOOVERput it right on the line: "The American people have from the earliest moments been alive 448 THE FREEMAN to the evils of inherited economic power. Several million dollars is economic power and too often it falls into the hands of persons of little in tention to use that power for public benefit either in expansion of enter prise and employment or for public services. It is the breeding ground of playboys and playgirls of morally obnoxious and degenerating char acter." For once, President Hoover was in touch with the majority of the American people. Most Americans dislike playboys and snobs, and es tate taxes, are a good way to give them their comeuppance. Estate taxes make good political sense.

But estate taxes make no eco nomic sense. As Hans Sennholz clearly shows, estate taxes produce very little revenue (less than 1 per cent of projected 1983 federal re ceipts), consume scarce capital, dis tort the structure of production, lead to costly avoidance schemes, and promote more conspicuous con sumption than perhaps any other tax. Of course, estate taxes do not level factories like a B-29. But when the tax comes due, stocks, bonds, farms, and family businesses must be sold to pay the bill. This consumes pro ductive capital which is needed in other sectors of the economy. The old factory remains standing; the new factory is never built. Confiscatory taxation leads to avoidance and evasion. The simplest way to avoid estate taxes is to avoid leaving an estate. Sell the business, retire early, and spend it all while you can. Thus, even in the grips of recession, luxury items sell at a brisk pace, while essential industries lan guish for lack of investment capital.

Jewelry, furs, precious metals, gems, works of art, and bearer bonds are easily transferred, difficult to trace, and thus particularly amena ble to tax evasion. When all else fails, there is always the Swiss bank ac count or Liechtenstein family foun dation. Having taken such a dim view of estate taxation, it is not surprising that Professor Sennholz offers a few avoidance techniques of his own. An expert on inflation, he shows how the inflation that can destroy a family fortune can be used to facilitate the tax -free transfer of wealth between generations. These sections on fam ily annuities, limited partnerships, revocable living trusts, family mort gages, corporations, holding compa nies and other techniques are re quired reading for those who want to protect family wealth in an age of inflation and estate taxation. i Death and Taxes also is avail able and may be ordered at $5.95 from The Foundation for Economic Education, Inc., Ir vington-on-Hudson, NY 10533.
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John T. Murray TheThatcher Revolution ON May 4,1979, the British Conser vative Party brought forth a new leader, selected democratically, and dedicated to the proposition that an ounce of personal effort is worth a ton of public charity. Mrs. Margaret Thatcher, in her sex, her origins and her convictions symbolizes a trans formation in the Conservative Party, which had become associated in the public mind with stick-in-the-mud attitudes. The truth is that the Brit ish people as a whole had developed an alarming resistance to change. Enormous damage had been done by a succession of governments, mostly socialist, which, despite much revo lutionary rhetoric, had acted on the assumption that the good old days could be resurrected by persisting in our bad old habits. Mr. Murray is a long-time observer of the British eco nomic and industrial scene. Mrs. Thatcher ushered in a real revolution by challenging the two sacred cows of contemporary eco nomic. thought, the Keynesian no tion that endless prosperity could be assured by giving state handouts to those who were out of work, and the Marxist view that this Utopia should be financed by expropriating the earnings and savings of those in work. The situation which led the Conservative Party to choose such a leader, and the progress she has al ready made in correcting that situ ation, is in many respects peculiar to Britain, but it has a wider rele vance.

The British political scene differs from the American in one important feature. In Britain we have a Social ist Party, dedicated in its written constitution to the public ownership of the means of production, distri451 452 THE FREEMAN August bution and exchange. It is the polit ical arm of the trade union move ment and is largely financed by a special political levy on union mem bers and a similar levy made on pur chases in the associated national network. of cooperative shops. The politically active unions, exercising monopoly control of labor in most industries, and enjoying remarkable immunity from normal legal pro cess, are well placed to blackmail the rest of the community and to inflict great damage on the national econ omy. To recognize the dangers inherent in this situation it is only necessary to recall Lenin's instruction to his comrades operating in foreign coun tries: "We must be able to agree to any sacrifice and even-if need be to resort to all sorts of stratagems, artifices, illegal methods, to eva sions and subterfuges, only so as to get into the trade unions, to remain in them, and to carry out Commu nist work within them at all costs."

Working-class movements tend to attract middle-class supporters whose compassion for the underdog is greater than their passion for Marx ism. Many of such recruits, notably the late Hugh Gaitskell, have tried to wean the British Labour Party away from the pure milk of the so cialist gospel to a watered-down ver sion, in which belief in equality rather than public ownership was to be the acknowledged criterion of ortho doxy. The attempt failed, but be cause of it Britain has suffered from a succession of Labour governments which have adopted policies not only of nationalization and central eco nomic planning but also of statutory leveling, principally though not ex clusively, through penal taxation. Equality vs. Liberty Imposed equality and statutory expropriation strike at the heart of free societies. For enterprise, inven tion, daring and unstinting effort are the children of freedom-freedom to stretch for personal reward and to keep it. They are brought forth in an individual when the objectives to which they are harnessed are com patible with his own interest as he sees it. Tocqueville held that liberty and equality are incompatible aims, for men who are free will not long remain equal, and if you would have men equal you must first deprive them of their liberty.

Alongside these philosophical truths one may place some practical observations of human behavior. Men look after their own possessions much more carefully than they do those of other people. Even the idealists of the early Israeli Kibbutz had to abandon communal ownership of tools. Where no one owns, no one cares. The abuses prevalent in the British National Health Service are a public scandal. That which is free is seldom valued. Certainly people 1983 THE THATCHER REVOLUTION 453 Mrs. Margaret Thatcher (Photograph courtesy of British Information Services) spend other people's money more ir responsibly than they spend their own. Economic disciplines are most poignant when they are most per sonal. None of this is to disparage ideal ism. The ideal is the polestar of hu man progress. But ideals are realiz able only by the self-reliant; parasites build nothing. John F. Kennedy touched the mainspring of national greatness when he said: "Ask not what your country can do for you.

Ask what you can do for your coun try." Only a man who has met the challenge to look after himself will have in him the strength and ability to help others. Only a government which calls for the maximum effort from the vast majority of its citizens who are fit and able-bodied can com mand the abundance with which to care for the poor and unfortunate. Charity therefore begins at work, for the fruitfulness of our labors deter mines the scope of our generosity. The child is father to the man. For half a century we have been teach ing our children that capitalism is exploitation of the poor by the rich, that the wicked white man cor rupted and enslaved the "noble sav age," and that our nineteenth-cen tury forebears devoted themselves to creating slums, overworking infants and waging war, with a relish which only the darkest insights of Dr. Freud can explain. Little mention has been made of the fact that capitalism alone created the modern world, with its unique abundance and greatly ex tended life span, by developing and harnessing science; and that our an cestors showed the world the way to civilized living by abolishing slav ery, introducing public health regu lations and establishing education for all.

The Myth of Utopia The myth of primitive Utopia, propagated by such naive or phony anthropological studies as Margaret Meade's recently debunked-Coming 454 THE FREEMAN August of Age in Samoa, has masked the fact that the "noble savage" was more corrupt, more enslaved and more diseased before he received the white man's visitation. The benisons the white man brought have been for gotten; a whole industry has been built on reminding the world of his shortcomings. We will not build a more peaceful world by cherishing these hateful distortions of history. The greatest danger to Western civ ilization comes not from the enemies without, but from the treason of in tellectuals within, who have made our children ashamed of their heri tage. The typical British leftwing in tellectual is visionary, sentimental and revolutionary in an amateurish way. He demands a fuller life for all as a natural right, and prefers mys tic insight and apocalyptic utter ance to mundane concern with pro ductivity, industrial costs and market signals. He studiously avoids real problems and current events, pre ferring to concentrate instead on nostalgic adulation of the "pioneers"

and impassioned, though somewhat imprecise, intimations of the mil lennium. Such types usually come from, or enjoy, a bourgeois life sty Ie and practice professions or occupations in which their capacity to manipulate intellectual abstractions is almost never brought to the acid test of practical execution. They constantly underestimate the precariousness of the hard-won civilization which they are bent on changing, and project the assumptions of their own comforta ble and sheltered lives into all their thinking, whether it be some Uto pian idealization of working-class aspirations, or some purblind reli ance on Soviet sincerity. They com mand the support of the dreamers, the failures and the misguided; all those in fact for whom the burden of reality has become too great and who yearn to cast it' upon some miracle working system or omniscient su perman, so that they may explain away failure and frustration as someone else's fault.

All such potential Fascists are doomed, when they achieve office, to increasing invasions of the demo cratic process and destruction of in dividual freedoms as they struggle to make intractable humanity con form to their smooth premises. In the modern world the accession of such revolutionary simpletons to power is doubly dangerous, for as they reck 1esslydestroy traditional controls and institutions, democratic capitalist society becomes increasingly un workable and that anarchical situa, tion develops in which the disciples of Lenin flourish. No intelligent industrialist would underestimate the importance of in dustrial communications, or deny the historical role of the trade unions in improving them. Certainly in any 1983 THE THATCHER REVOLUTION 455 society which calls itself civilized each citizen should have an impor tant say in the terms and conditions under which he works. But entitling workers to a seat on the Board of Directors is another matter. In a world of universal educational op portunity anyone in our society can achieve Board status .. Look around any company and you will find plenty of directors who came through the ranks.

EmpoweringWorkersto Manage The future of our industrial soci ety depends on people earning power and responsibility, not being given it as a political or trade union perk. There is little sense in imposing di rectors on industrial boards in a free enterprise society where promotion is already open to talent and ac quired expertise. Abraham Lincoln once pointed out that a sheep does not have five legs if you call the tail a leg, for you do not make a tail into a leg merely by calling it one. Like wise you do not make a worker into a director merely by calling him one. There is a popular notion that we should buy industrial peace by giv ing workers shares in industry. But capitalism involves the clear recog nition that the rewards of capital for denial of immediate satisfactions, for risk bearing, for acceptance of losses as well as profits, and for patient en terprise, are quite distinct and sep arate from the immediate and effectually contractual rewards of labor.

This is a very fundamental distinc tion, a line which we blur at our peril. You do not, to use a socialist phrase, "bring ownership to the people" without issuing a license to expro priate the property of others, which is the essence of Communism. Capitalism is about people earn ing their own money, saving some of it to acquire property, and subse quently being permitted to enjoy the frui ts of that property, if any. The process has long been freely avail able to anyone in Britain who cared to participate. Significantly, only 3.8 per cent of the working population have sought to avail themselves of this opportunity to participate in in dustrial ventures. Clearly workers do not want the responsibilities and downside risks of shareholding but, understandably, they would not be averse to being given free entitle ment to its rewards. It would be difficult to conceive of a single measure better calculated to weaken the mainspring of capi talist free enterprise. Yet many de cent people clutch at this purported panacea which, they think, would provide a viable halfway house be tween capitalism and communism.

Such people, including an eminent religious leader who has recently taken to anathematizing both sys tems as if there were nothing to choose between them, should take note of Bertrand Russell's observa456 THE FREEMAN August tion that on the frontiers which run between capitalist and communist countries, the refugees are all mov ing in one direction. Opening the Books Another idea now favored by the British trade unions and their So cialist friends is that companies should be compelled to open their books to continuous inspection by union officials, in order that they may monitor management performance and, if they think fit, ask the gov ernment to intervene in the compa ny's affairs. The proposal reveals a complete failure to comprehend the nature of management in a free market economy. Apart from the vi tal importance of commercial and technical security, which is recog nized in Company Law by the limi tations placed on information given to shareholders, they have not grasped the primary role of manage ment which is to make decisions, and, which is more, to make decisions continuously and quickly, often on the basis of inadequate information.

The mercurial shift in the pace and pattern of commercial events sel dom leaves top management time for deliberation and research. Under such conditions no manager can be infallible. The best one can hope is that he will be more often right than wrong. If, however, you place him in a situation where every decision he makes is the subject of continuous scrutiny and criticism and endless inquests-if you place him perma nently in a kind of public pillory then you will achieve only one re sult, he will cease to make any de cisions at all. That is the end of all enterprise, the beginning of bureau cratic procrastination and indus trial stagnation. Coping with Uncertainty One of the great delusions of the present century is that human re wards can be determined by what are usually referred to as prices and incomes policies. Adam Smith taught us long ago, and Hayek has bril liantly updated the lesson, that in dividual freedom is the prerequisite of economic efficiency. Only the fluid coupling of a free market system can keep the motor of demand and the wheels of production in continuous and fruitful harmony. What free in dividuals will collectively want can not be foreseen because you cannot forecast fancy and you cannot antic ipate innovation.

There is now incontrovertible ev idence that centrally directed econ omies cannot supply the abundance and variety produced by free market economies. The fundamental princi ple of free market economics is that prices and incomes cannot be fixed but must flex to market require ments. Ignoring this principle has cost us dear, for labor is a commod ity and in a market embarrassed with 1983 THE THATCHER REVOLUTION 457 surplus labor the price of labor must fall to clear the market and stimu late new demand. Wages have not fallen as they should have done in recent years because politicians infected with half-baked Keynesian notions have introduced all kinds of artificial dampers to price responses to mar ket signals, preferring to keep work ers in subsidized idleness rather than encouraging them to adapt to ruling economic conditions. Having thus inhibited the market coordinating and clearing functions, we are now faced with massive unemployment of workers who have priced them selves out of ajob.

The bureaucratic mandarins who conspire with the politicians to de sign national plans for instant Uto pia, will not understand that even if the feat were possible without doing violence to our liberty, it still would not please us. Human beings are perverse. They prefer self-govern ment even to good government. They want freedom not only to do what they like but to do what the plan ners think they should not like. So cialists will have none of this, for at the heart of every socialist there is a censor, and Utopia must be drawn in their colors. Remaking the Individual If man as he is will not conform to their wonderful plans then addi tional plans must be drawn up to improve him so that he will con form. Thus the walls of the prison house are fashioned with kindly hands and all around us, in our so cial planning, our economic plan ning and our town planning, the monuments of misguided benevo lence cast their shadows wherein no spirit dwells.

Paradoxically, in the planned economy the only equality which matters, equality before the law, what A. V. Dicey called equality of consideration, soon joins liberty in the collectivist dust bin. Justice re sides in equal application of rules which reflect the moral sense of the community, and not in the selective application of regulations aimed at establishing an arbitrary interpre tation of Utopia. When a Socialist talks about justice he usually means punishing those who do not conform to his plan. You cannot expect much justice from those who share Proudhon's premise that private property is theft. The right to own private property and to have the state ensure the pro tection of that right is one of the oldest and most fundamental conditions of a civilized society. Yet collectivist administrations throughout the world have been for so long insidiously nibbling away at that right that we scarcely recognize the scale and importance of our loss.

This is the root of the crime wave surging through our societies.

458 THE FREEMAN August Moral decay and economic non sense flourish in our society under the camouflage of such high-sound ing euphemisms as "redistribution of wealth," "the planned economy" and "the just society." The penal levels of taxation, effectively forced labor at the behest of the state, are excused as charity, or even as some sort of deserved penance for the wickedness of having become rich. Yet stealing in the name of charity is still stealing and discouraging the weal th makers is no. service to the homeless and the hungry. There is no system at once so self adjusting and so productive as that which enables men of talent, thrift and effort to acquire capital which they can then plough back into the system, backing their own judgment with their own money. The cumula tive investment decisions of such in dividuals, men of proven shrewd ness, are obviously going to be more careful and more correct than the huge central investment decisions of bureaucrats investing other people's money.

The annals of British industry are filled with endless illustrations ofthis truth, from the successes of our mer chant venturers and the rags-to riches sagas of engineering geniuses like Lord Nuffield (Morris Motors) and Henry Royce (Rolls-Royce),to the chronic loss-making record of al most all our state-owned enter prises. Marx said that the only true wealth comes from work but his modern disciples in Britain deliber ately discourage work, telling their supporters that by working they are only lining the capitalist's pocket. CapitalismTriumphsby OfferingConsumerSatisfaction Fortunately capitalism has tri umphed over this nonsense by showing the worker the jam, an in credible abundance of consumer sat isfactions, ranged tier upon tier in our capitalist supermarkets, chang ing in assortment and specification continuously in precise response to the signals of consumer demand. That does not happen in Omsk. And despite all the egalitarian claptrap to which he has been subjected, the average man recognizes that his liv ing standard and that of his children depends on more able men than himself and he is prepared to hire that ability.

The wonders of the modern wo.rld which surround him, the space ships and the nuclear power, the comput ers and the new world of genetic en gineering, no less than the press button magic which increasingly transforms modern living and which creates in the lay mind an awe and admiration for the technician and the scientist formerly reserved for the witch doctor and the high priest, are tangible rewards for which John Citizen will pay. Everyone pays the messenger bearing gifts. Capitalism 1983 THE THATCHER REVOLUTION 459 is a cornucopia, a veritable horn of plenty. Our experience, our traditions and our wisest philosophers are now de livering one clear message. The cen trally planned state, with its egali tarian measures and its assumptions of economic omniscience is a recipe for economic failure, social sterility and political tyranny. The Thatcher revolution is therefore founded on three simple themes. Restore the authority of free markets. Encour age effort and discourage idleness.

Reduce the role of the state and pro mote the sense of personal responsi bility. Pursuing these policies' she has, in four years of office, trans formed the British situation. The rate of inflation which as reW. M. Curtiss cently as 1975 was twenty-six per cent has been reduced to only five per cent. She has shaken up man agement and shaken out chronic overmanning, causing a dramatic rise in individual productivity and considerably reducing the time lost in industrial disputes. The complex process of denationalizing the basic industries has begun and the prun ing knife has been systematically applied to the public services. De spite the inevitable transitional in crease in unemployment caused by these new disciplines· her personal popularity with the electorate re mains high. Not since Churchill in war has Britain had a Prime Minis ter who so completely measured up to the challenge of the times. i IDEAS ON LIBERTY THE removal of tariffs restores justice to consumers-to millions and millions of consumers. The fact that it may seem to result in a tempo rary inconvenience for a few producers is merely the correction of an injustice previously established.

Free trade is such a simple solution for so many of the world's ills. It doesn't require endless hours of debate in the United Nations or the International Labor Organization or the Food and Agriculture Organi zation, or any other worldwide debating society. It requires only that one nation see the light and remove its restrictions. The results will be immediate and widespread. It isn't necessary for all nations to agree jointly and simultaneously to remove restrictions. I{only one nation does it, some good is accom plished-both for itself and for its customers. A great nation, such as the United States, could do it and thus set an example for others to follow. It would not be meddling in the affairs of other nations; it would merely be looking after the best interests of its own citizens. And in stead of being resentful, other nations would be grateful.

Frederick C. Foote NO-CONSISTENCY "So what have you got against nu clear holocausts," I recently asked a student friend of mine wearing a lit tle, orange "No Nukes" button. We both laughed, the message was clear: Nobody, obviously, wants a nuclear holocaust. Nor does anybody delight in spending the billions of dollars needed to protect this country from the Soviet Union. I'm a little dis mayed, then, by those "peaceniks" whose little buttons seem to imply that they have come to the consci entious realization that amassing weapons that can destroy the world is undesirable, whereas President Reagan and others, presumably, have not. Rather than simply lamenting the arms race, though, there is a deeper issue here that I would like to ad dress, and this issue seems to evade Fred Foote is the editor of Prospect magazine pub lished for Princeton University Alumni. He will be en rolled next year in Harvard Law 8<:0001.

460 the consciences of the button bear ers. What is the philosophical basis of the arms race from the Soviets' point of view? It is this: that the use of aggressive force against some is un avoidable, or justified in the inter ests of the "greater good." I call it the "socialist premise" and it is the bankrupt yet uncontested philoso phy of our day. The Soviet Union provides the boldest expression of this philosophy in the modern world. For the "greater good" it is justified that the lives and properties of all Russians be subju gated to the State. Millions of indi viduals who would prefer to live for themselves, their children, or even their God are brutally murdered, detained in labor camps, or forced to lead lives of desperate servitude. And Soviet "leaders," moreover, do not limit their warfare to the inhab itants of their country. Today, the Red Army is poisoning and slaughNO NUKES, NO CONSISTENCY 461 tering innocent Afghans, letting the lifeblood of the Polish people, and, clearly, continuing its crusade to ad vance Soviet hegemony until it im prisons the entire free world.

The fuel that runs this machine is the philosophy that has caused wars in the past, and will cause them in the future: the philosophy that some individuals (blacks, Jews, the rich, whoever) are wholly or partially ex pendable for the benefit of others. There is something obscene, therefore, in that those most vehe mently opposed to the arms race have accepted the doctrine that has pre cipitated it: the socialist premise. Consider the people who are most frequently seen wearing the "No Nukes" buttons. Are they not the same ones who argue for federal money to subsidize their educations, abortions, contraceptives, hospital bills, food stamps, fuel costs, retire ments, camping trails, and solar roofs? Are they not the same ones who argue, in fact, on behalf of nearly every new federal program that comes down the pike, and ignore (or perhaps relish) the fact that these programs must be force-funded, at least in part, by the taxes of others?

Where there are "No Nukes" but tons, there often seems to be no con sistent thinking either. Advocates of Marxist or even mixed economies cannot deny the philosophical prem ise they share with the Soviet Union. Nor can they deny that this premise similarly involves the sacrifice of other men's Iives and properties in the name of the "greater good." Laissez-faire capitalism, in con trast, is the only social system that consistently upholds individual rights and bans the use of force against peaceful citizens. It is the only system under which no group, however large, can use force against another group, however small. In theory and in practice, laissez-faire capitalism is the only social system fundamentally opposed to war. Yet, blinded by their envy of the productive and the industrious and the deserving, the "peaceniks," their professors, and republicans and democrats alike, refuse to acknowl edge the unprecedented material benefits and unparalleled moral jus tification of laissez-faire capitalism.

Instead, they doggedly adhere to the socialist premise. They avert their eyes from the plunder and misery that cruelly scars the face of every socialist scheme from the command economies of the Eastern Bloc to the Indian reservations of America. And they wish, with their referendums, buttons, and marches, to outlaw war with armed enemies as they advo cate war with the unarmed and in nocent citizens of this country. I'm looking for a little, orange button of my own: "No Force." Don't expect most "peaceniks" to snap them u~ @ E. C. Pasour,Jr. PRIVATIZATION: Is It the Answer? DURING the past 50 years, there has been a pronounced shift in economic activity from the private to the pub lic sector as government expendi tures (local, state, and federal) in creased from an eighth to a third of Gross National Product. In recent years, mounting budget deficits and dissatisfaction with both the quality and cost of governmentally provided goods and services-including edu cation, law enforcement, roads, mail service, health care, public util ities, and welfare programs-have heightened interest in the appropri ate role of government at all levels.

This growing interest in the appro priate role of government coincides with the "privatization" movement. Privatization involves the exten sion of market principles to goods and Dr. Pasour is Professor of Economics at North Caro lina State University at Raleigh. Some of the material in this article was adapted from his "Government Provision and Production of Goods and Services," Tar Heel Economist, North Carolina State University, Raleigh, April 1983. 462 services currently financed and/or produced by government. Relying on mounting empirical evidence, it suggests that many activities cur rently performed by government could better be done by private firms. This paper explores the advantages of privatization and the limits of half way privatization measures which are not rooted in private property and private control. In his recent book, Privatizing the Public Sector, E. S. Savas cites evi dence that private companies rela tive to government agencies can provide fire protection, mail service, garbage collection, health care and a host of other services at lower cost.1 Savas discusses a number of ways to halt and reverse the role of govern ment. Four of the most important ways of increasing the role of mar ket forces in the delivery of goods and services are contracting out, franchises, user fees, and "load shedding."

PRIVATIZATION: IS IT THE ANSWER? 463 MarketProcesses In contracting out such activities as refuse collection and fire protec tion services, government remains responsible for financing but selects one or more providers through com petitive bidding. In contrast, an ex clusive franchise is an award of mo nopoly privilege to a private firm to provide a particular service usually with price regulation by an agency of government. Electric power, gas and water distribution, telephone service and cable TV are often pro vided as franchise services. Whereas government pays the producer for services contracted out, the con sumer pays the producer for fran chise services. In the case of user fees, users bear some or all of the cost of the good or service provided by government. During the past five years, for ex ample, a number of cities have insti tuted specific fees to pay exclusively for garbage service. 2 The use of user charges is technically feasible wher ever nonpayers can be excluded from the use of a good or service. 3 Finally, "load-shedding" is com plete privatization where govern ment bows out and allows the pri vate sector to produce the service and offer it directly to consumers. An ex ample is municipal refuse collection where towns and cities get com pletely out of the garbage collection business and allow free competition.

A recent proposal to have the federal government sell some of the publicly owned timber and grazing lands is another timely example of "load shedding."4 What are the advantages of pri vatization? Most people value the freedom to choose, and competition among suppliers of goods and ser vices is important in maintaining consumer choice. It is ironic that while private sector monopolies in the United States are legally pro hibited by antitrust laws, it is often assumed that firms competing with the Post Office and other public sec tor agencies constitute wasteful duplication. It is the thesis of this paper that increased market com petition is important in improving mail service and many other activi ties currently financed and produced by government. Expanding choice and diversity of consumer goods and services thus involves a strategy of increasing competition in activities where gov ernment is now dominant including mail services, education, Social Se curity, and other areas where com petition, if not prohibited, is at least inhibited. In so far as it serves to increase competition, privatization has the potential to reduce the stul tifying effects of government provi sion and production of goods and services. Consider some of the prob lems inherent in government fi nancing and production of goods and services.

464 THE FREEMAN August Pricing Problems in Education and Other Government Projects Private and secondary education is the largest function of state and local government in the United States as measured by size of budget or number of employees. Although state-run schools do not have a legal monopoly, parents of children in pri vately financed schools must pay twice for education-once through taxes to support state-run schools and again through tuition payments to the schools of their choice. Conse quently, financial considerations in duce many students to attend state run schools. A range of proposals, including tax deductions for tuition expenses and compensatory tuition vouchers to low-income families, are increasingly being discussed as ways to increase competition and expand parental choice. Regardless of the merits of these particular proposals, they illustrate the fact that govern ment provision of education (educa tional financing) does not imply gov ernment production of educational services (government-run schools). A failure to maintain the distinction between government financing and government production has un doubtedly contributed to the current strongly centralized educational system.

At least some of the increase in government production of goods and services is due to pricing methods used. When the price of a good or service is reduced below the market clearing level, consumers are not able to obtain as much as they desire at the going price. Although shortages of government services including water, parks, other recreational fa cilities, and so on, are often taken as evidence that government is spend ing too little on these activities, shortages merely reflect prices arbi trarily set too low on the basis of current supply and demand condi tions. That is, a shortage is created whenever price is arbitrarily held below the market-clearing level. Government goods and services are priced below cost to users for at least two reasons. First, local and state expenditures for public transporta tion, health care, environmental protection, and other services have been increased because of revenue sharing arrangements involving matching federal funds. In these cases, the cost borne by taxpayers at the local or state level to provide the service is not the full cost of the ser vice. If an owner of a grocery store were to price milk or bread at half the normal price, customers would buy considerably more milk than when the price reflects the full cost.

Similarly, the demand for govern mental services at the local or state level is increased by "revenue-shar ing" arrangements where citizens, ostensibly at least, can obtain a larger amount of goods and services for a given outlay.

1983 PRIVATIZATION: IS IT THE ANSWER? 465 Of course the "shared revenue" involves a cost, but it is largely borne by other taxpayers. Communities which forgo revenue sharing and fi nance services on their own must pay twice--"-once through taxes to sup port revenue sharing and again through local taxes to provide the service in question. Consequently as long as the revenue-sharing system exists, every qualifying unit of gov ernment has a financial incentive to "get its share." Second, even when financing oc curs fully at the state, local, or fed eral level, publicly provided goods and services such as water, garbage collection, libraries, parks, golf courses, and so on, are often under priced due to political considera tions or equity reasons. There is a strong feeling on the part of many people that water, education, and other "necessities" should be pro vided below cost to assure that the service is provided to lower-income groups. In addition, since the quan tity demanded of a product is greater the lower the price, there are advan tages both to political incumbents and to government employees in pricing goods and services below cost.

Thus, water, museums, recreational facilities, governmental publica tions, and other collectively pro vided goods and services are fre quently underpriced regardless of the income level of the recipient. Users are then induced to demand "too much" of these goods and services. The preceding discussion implies an expanded role in the use of user charges, where nonpayers can read ily be excluded, for a wide variety of government activities including such services as roads, bridges, airport landing rights, elementary, second ary, and higher education, water, refuse collection, museums, public parks and many other recreational facilities. How about roads? Toll roads and streets are technically feasible but involve high transactions costs. However, technological improve ments in electronic sensing devices permitting autos to be charged for the use of particular roads could greatly reduce the high transactions costs associated with toll roads and streets. Automated vehicle identifi cation systems which would allow vehicles so equipped to bypass toll booths and be billed monthly are nearing commercial feasibility.5 There are also opportunities, as Savas suggests, to have private firms produce many of the services tradi tionally provided by government, incl uding fire protection, mail ser vice, health care, and garbage col lection. In the case of garbage collec tion, for example, contracting out of residential collection has shown im pressive savings: "Nationwide stud ies in the United States, Canada, and Switzerland, as well as regional studies in Connecticut and the Mid466 THE FREEMAN August west, have shown that government garbage collection is 29 to 37 per cent more costly than private con tract collection."6 Thus, even if "load shedding" is not achieved, improve ments can be made in the produc tion and pricing of many govern ment services.

Limits of Increased Efficiency As shown below, however, it isn't possible to achieve the full advan tages of "load shedding" -of private provision and production in decen tralized markets-through the use of user charges, contracting out, franchise, and other halfway pri vatization measures. That is, there are limits in the extent to which the advantages of decentralized mar kets can be achieved in government provision and production, or in gov ernment monitoring of goods and services produced under contracting out and franchise arrangements. Attempts to apply market meth ods to the provision and production of goods and services produced un der the aegis of the state must over come inherent information and in centive problems. Consider first the information problems confronting taxpayers and other citizens in mon itoring prices charged for goods and services produced by government.

Even if the price of water, garbage collection (or other service) is set high enough to prevent a shortage, there is no objective basis in the absence of competition for determining whether the price charged is too high. That is, the individual user in the absence of alternatives has no objec tive way to evaluate prices of gov ernment services such as garbage collection and fire protection. The information problem is no less tractable in the case of government monitoring of prices of electricity and other utilities produced under gov ernment franchise. Any monitoring agency, presumably in attempting to set price on the basis of cost, only has access to firm accounting costs. These past outlays, however, have no relevance to today's decisions. It is the expected costs and returns based on future economic conditions which influence current entrepre neurial decisions. And, since the fu ture is always uncertain, there is no reason to expect the outside ob server in the monitoring agency to make the same assessment of these conditions as the decision-maker in the regulated firm.

The incentive problems associated with government financing and pro duction of goods and services are no less formidable than the informa tion problems just discussed. In competitive markets, decisions are made on the basis of expected profits or losses, and the conduct of the en trepreneur is constrained by profit considerations. In order to reap fi nancial rewards, the private entre preneur must successfully antici1983 PRIVATIZATION: IS IT THE ANSWER? 467 pate consumer wishes and satisfy them at a competitive price. The market process provides an incen tive for good performance and a mechanism to reallocate resources to those best able to use them. Thus, the businessman is induced by profit reasons to hire competent labor, to economize in purchasing inputs, to price products competitively, and to maintain product quality. In the words of Ludwig von Mises: Because this is so, there is no danger in leaving important decisions to his dis cretion. He will not waste money in the purchase of products and services. He will not hire incompetent assistants and workers; he will not discharge able col laborators in order to replace them by incompetent personal friends or rela tives. His conduct is subject to the incor ruptible judgment of an unbribable tri bunal: the account of profit and 10ss.7 The situation is likely to be quite different under government financ ing, production, or monitoring. Gov ernment agencies are generally not profit-seeking enterprises, and profit and loss considerations have rela tively little effect on production and marketing decisions. That is, bu reaucrats and politicians do not face incentives that foster good perfor mance. The results of central plan ning whether for land, garbage col lection, production of electric power, or for the entire economy are clear.

Resources publicly owned or con trolled cannot efficiently accommodate consumer wishes when con trasted with private ownership and control. Even if information problems could be overcome, incentive problems would prevent the efficient use of re sources allocated through central direction. 8 In contracting out or franchise arrangements, for exam ple, opportunities for financial gain by decision-makers in government agencies are created by the method of selecting the firm to provide the service. Thus if government selects only one supplier for a service whether it is for bus transportation, refuse collection, cable TV or some other service-the potential wind fall gains to the firm obtaining the franchise provide an incentive for firms to engage in bribery and other "rent-seeking" activity and for pub lic officials to respond. Furthermore, firms operating un der profit controls have an incentive to use the controls to their own ad vantage. In the case of a firm oper ating under government franchise where price charged is to be based on production cost, for example, management has an incentive to in flate costs by padding expense ac counts, by taking expensive busi ness trips, and by taking returns in the form of such nonmonetary per quisites as lavishly decorated offices including thick carpeting, expensive furniture, expensive paintings, and so on.

468 THE FREEMAN August Similar information and incentive problems are also endemic in the "scientific" approach to manage ment of public land. The aim of the early conservation movement in the United States was to introduce "sci entific management" into govern ment. 9 If government is to function efficiently, according to this view, politics must be confined to specify ing general policy directions, leav ing the actual administration to skilled professionals. In view of the information and incentive problems inherent both in government pro duction and in governmental moni toring of private production, wide spread dissatisfaction with the results of "scientific management" of rangelands, forests and other pub licly owned lands is not surprising. Conclusionsand Implications Savas, after analyzing a number of studies comparing public and pri vate provision of services, concludes that" ... those who believe on a priori grounds that private services are best can find considerable support for their position."l0 Information and incentive problems are endemic in all non-market production and fi nancing arrangements. First, as de scribed above, there is a separation of power and knowledge-creating information problems. Those in power do not have and cannot obtain the information which is automati cally conveyed between producers and consumers through market prices.

Second, in the provision and pro duction of goods and services through government, there is a separation of power and responsibility creating incentive problems. Politicians and bureaucrats are typically motivated by short-run considerations such as the next election and are never solely responsible for their actions. Ram sey, in making a case for the priva tization of the New York City sub way system, emphasizes the incentive problems inherent in pub lic ownership: Private management is far more effi cient than public management, simply because of the difference in the pressures it faces. In publicly owned firms not only are there fewer and smaller personal in centives to be efficient but the politically expedient response, which tends to solve today's difficulty at tomorrow's expense, is ever present. This is because the time horizon for the payoff from political de cisions is very short, often less than a year and seldom greater than a couple of years. Better for the politician to curry favor now and leave the problems to the next administration, the next generation of users. 11 It is not possible to obtain the ad vantages of competitive markets in government provision or production of goods and services. While shifting productive activities from the fed eral to state or local governments along with the adoption of user fees, 1983 PRIVATIZATION: IS IT THE ANSWER? 469 contracting out, franchises, and other quasi-market arrangements may improve collectively provided or produced goods and services, these arrangements do not and cannot provide the incentive and informa tional advantages of load shed ding-that is, of decentralized com petitive markets.

Competitive markets are rooted in private property, and there is no way to simulate competitive conditions under conditions of government fi nancing or government production. F. A. Hayek and Ludwig von Mises, in the economic calculation debate, demonstrated that the concept of markets without property is a "grand illusion" and that economic calcula tion is impossible unless markets are organized on the basis of private ownership of property. Thus, while the efficiency of government activity may be increased by the imposition of user charges, by maintaining flexible prices to eliminate short ages and surpluses, by contracting out and franchise arrangements, or by other halfway privatization measures, there is no reliable benchmark against which to com pare governmentally produced goods and services in the absence of pri vate property. In short, regardless of whether the economic problem concerns land use, garbage collection, electricity, milk, or another good or service, there is no other way to achieve the benefits of decentralized competitive mar kets. Privatization, as a way to avoid the information and incentive prob lems inherent in government own ership and control, requires private ownership and control. ® -FOOTNOTESlE. S. Savas, Privatizing the Public Sector (Chatham, N.J.: Chatham House Publishers, Inc., 1982).

2Robert W. Poole, Jr., "Municipal Services: The Privatization Option," The Heritage Foun dation, A New Federation Task ForceReport No. 238, January 11,1983. 3Where a service, if provided, will benefit nonpayers as well as payers, each individual has an incentive to "free ride"-to accept the benefits of the service provided by others with out paying the cost. This "free-rider" incentive (arising only when nonpayers cannot be ex cluded) is a major justification for government provision of law and order (including national defense). 4Steve H. Hanke, "Privatize Those Lands," Reason, Vol. 13., No. 11, March 1982. 5R. S. Taylor-Radford, "Rush-Hour Remedy," Reason, Vol. 13, No.9, January 1982. 6Poole,op. cit., p. 6. 7Ludwig von Mises, Bureaucracy (New Ro chelle, N.Y.: Arlington House, 1969), p. 35. 8For a discussion of the adverse effects of the subsidy-masked "low" price of education see: Ernest G. Ross, "The Price of Education," The Freeman, February 1983.

9Robert A. Nelson, "Making Sense of the Sagebrush Rebellion: A Long Time Strategy for the Public Lands" (paper presented at the Third Annual Conference of the Association for Pub lic Policy Analysis and Management, Washing ton, D.C., October 23-25, 1981). lOSavas,op. cit., p. 111. llJames B. Ramsey, "Selling the New York Subways," National Review, February 4, 1983, p.115.

Dennis Bechara Is Forced Sharing a Panacea? DETRACTORS of the free market pro claim that most social problems may be solved through the political pro cess of coercive income redistribu tion. It is often pointed out, for ex ample, that if the government had additional powers to redistribute in come, many existing social problems would disappear. This criticism of the workings of the market order rests on a vast oversimplification. Social problems have a number of causes, many of which are the result of previous government interfer ence. For example, unemployment is, in large part, a result of the labor laws and minimum wage structure. It is naive to think that government spending will eliminate unemploy ment while the laws that created the Mr. Bechara is an attorney in Mayaguez, Puerto Rico. 470 unemployment in the first place are left in effect. The result would be a misallocation of resources in the economy, not a higher productivity from redistributive policies.

This does not mean that govern ment is powerless to eliminate un employment, only that the pro grams generally followed have been erroneous. So it is with the majority of the other social problems common in the world today. Most of these problems-usually a shortage or a surplus of goods and services caused by price controls-would be elimi nated if the controls were with drawn. However, by advocating a spending program, the politicians give the impression of doing some thing positive to eliminate the prob lem-and loyalties are inevitably created. There is a self-interest on IS FORCED SHARING A PANACEA? 471 the part of the politicians to con tinue the "spend and spend, tax and tax, elect and elect" practices. It is imperative to address the res olution of social ills with an analysis of both the pre-existing structural barriers as well as· the proposed re distributive solutions. Many of to day's economic ills may be traced to diverse governmental interferences in the workings of the market. But it may be more instructive to visu alize some of the effects that redis tribution or spending policies have on the economy.

It is customary for economists to analyze the market sector by sector. However, all sectors of the market are inter:related. Specifically, con sumer behavior affects the avail ability of consumer goods, the allo cation of the factors of production, and individual income. When the government interferes in anyone of those areas by engaging in redistri butive policies, it inevitably sets off disturbances in the other two. Transfer of Factors of Production When a demand exists for a par ticular consumer good, entrepre neurs are quick to transfer some fac tors of production toward this more profitable use. For instance, if de mand increases for furniture, entre preneurs will invest capital in those areas which provide the natural re sources for the production of furni ture as well as in the manufacturing process. The demand for the factors of production is therefore derivative of the demand for consumer goods.

Similarly, income is generated when entrepreneurs are able to suc cessfully serve consumers. The greater the popularity of goods and services provided, the higher the in come earned. High profits in an in dustry signal competitors that the business is attractive. Cost-saving measures are brought about by the profit incentive, all to the benefit of consumers. But what happens when these market relationships are sev ered by the political process of in come redistribution? When income is expropriated and redistributed, consumer choices are inevitably frustrated. The severity of the consequences depends on the magnitude of the confiscation and the universality of the measures. If cer tain areas of production are more heavily taxed than others, profit margins will decrease accordingly, and there will be less incentive for outsiders to enter the field and com pete. If taxes are levied against con sumer goods, the public will tend to readjust its demand. Consumers may substitute other goods, or they may curtail their demand for other things in order to purchase the goods which are more costly due to the tax. Or, marginal producers may withdraw from the field as demand slackens.

The range of adjustment is as var ied as the forms of governmental 472 THE FREEMAN August taxation. Subsidies playa signifi cant role in the behavior of con sumers. Goods that would not oth erwise have been produced in the quantities that the .governmental authorities deem necessary are de manded because of the attraction of the subsidies or because of the pro tection of a tariff. These devices dis tort communications between con sumers and producers at the expense of the taxpayer. The Impact Upon Society of Market Interventions Society in general is affected by interventions in the market place. Goods that consumers want are not being produced because of the gov ernmental measures taken to alter production. Factors of production are misallocated, and their further sup ply becomes dependent upon the governmental program that gener ated the shift in demand. Therefore, political forces are created that lobby for the maintenance and expansion of these programs. If the govern ment eliminates a subsidy or a tariff for a particular product line, the voters are reminded that many fam ilies will be affected with the certain loss of jobs that a shift in demand would create.

The true issue, however, will be muddled by these arguments. The question is whether one respects consumer freedom of choice, or sub stitutes governmental controls. Invariably, the groups most adversely affected by a change in governmen tal policy will lobby for the retention of measures that benefit them. This acti vity, however, does not detract from the real issues; it only serves to bring some of the ugly conse quences of intervention into focus. Thus, we see that redistribution of income can take the form not just of taxing Peter to give to Paul, but of subsidizing goods and services, con trolling prices, and engaging in countless other interventionist poli cies. One of the most common exam ples of government intervention is in response to the charge that capi talism fosters bad literature. The frequent solution to this supposed problem lies in government promo tion of the fine arts. The argument is that the economic system does not accurately reflect the wishes of the people. The free market economy tends to produce that which is de manded by consumers. What the critics are really saying is that they disagree with the public's choice.

Their solution is to persuade the public that the fine arts are prefer able to whatever is being produced. Capitalism as a system is at fault in the same sense as a mirror is at fault: it reflects a reality. The viewer may wish the mirror to portray a more handsome face, but it can only reflect that which is in front of it. The free market produces that which 1983 IS FORCED SHARING A PANACEA? 473 the public demands. If the govern ment intervenes to change the ex tent. of production, it only succeeds in substituting goods that are less desirable to the public than those that would have been produced. Far from eliminating social ills, the pol icies of redistribution exacerbate new ones by misallocating scarce re sources. Schemes that redistribute the wealth affect not only the victims of the programs but also the public at large. Measures taken to foster some special behavior may very well bring forth unforeseen consequences. AdRedistributing the Wealth ditionally, the idea that income may be divorced from the rest of the mar ket forces is based on the false as sumption that income will always be generated as if from a machine run ning on an inexhaustible supply of fuel. Yet, the reality is that the in centive to obtain a profit is the fuel that generates income. Income re distribution policies only serve to deplete the efforts aimed at the pro duction of wealth. Instead of amelio rating social evils, redistributive policies lower productivity, misallo cate resources, and create new vic tims of the political process. i IDEAS ON LIBERTY WHAT'Swrong with redistributing the wealth? Actually, there's nothing wrong with sharing wealth as long as it is done voluntarily. In a free economy, wealth is redistributed myriads of times daily. It is the forced and compulsive redistribution which is wrong-the element of coercion.

When tax laws are imposed not to raise revenue but to redistribute wealth, such laws are wrong. Why redistribute wealth anyway? What would be the purpose of such an act? If the purpose were to destroy initiative and incentive to work, that purpose would surely be fulfilled. Under continuous equalization of wealth, there would be no will to work. If anybody created more wealth, it would automatically be taken and redistributed to maintain the state of equality. With no incentive to create-and indeed a penalty in the form of confiscation-the total to be divided among all the people would steadily go down, as would everybody's equal share. As food supplies were eaten and as clothing and tools and machinery wore out, we would soon reduce ourselves to a state of equal poverty. EDWARD A. ROSSIT Charles Dykes Is There a MoralBasis for Capitalism? THE contemporary indictment of capitalism usually takes two basic forms. First, there is the economic indictment. Those who make the at tack from this perspective argue that capitalism is not viable because it is afflicted with insurmountable con tradictions which result in a per manent state of crisis, or problems which can only be temporarily re solved by palliatives. Second, there is the moral indictment. Capitalism, according to this view, is the exploi tation of man by man, the profit mo tive and the rule of money supreme, with an inevitable cruel injustice everywhere manifest.

The claim that capitalism pro vides the best economic structure for man's moral development, long a virtual article of faith in American Mr. Dykes is a businessman, freelance writer and enthusiastic advocate of the free market. 474 life, is met with derision these days by politicians, journalists, univer sity professors, and theologians. Clergymen daily rage with indigna tion against the "evils" and "injus tice" of the competitive market. Capitalism is, so we are told, "in trinsically immoral." "Soul dead, stomach well alive," was Thomas Carlyle's estimate of the market system, and all the cultured despis ers of commercial civilization are in hearty agreement. The market order, we are in formed, promotes a materialistic view of life. "Things," Emerson once said bitterly, "are in the saddle and ride mankind." The capitalistic form of economic organization is said to be dehumanizing. Owen Chadwick has brilliantly summarized the thought of Karl Marx for us on this point: "The structure of society derives from IS THERE A MORAL BASIS FOR CAPITALISM? 475 the work which men do. In bour geois society the worker provides goods, to serve not the needs of men but the needs of the market. Then, instead of men controlling goods, goods control men; so that, the more workers produce, the wider the gap between rich and poor. This ill-ar rangement may be called the 'alien ation' of man's work. A man's work is 'natural,' part of the structure of living. Therefore the alienation of his work creates an alienation of man from nature, from his fellow-worker, even from himself. Economic non sense pushed all relations awry. Men and women become things and treat each other like things."l Hostility Against Capitalism The animus of many theologians against capitalism is especially bit ter. Michael Novak gives a not un common example: "Jurgen Molt mann portrays capitalism as though it were outside the law, destructive of true community, reducing all re lations to impersonal monetary re lations, inspiring wolflike animosity between man and man and irratio nal in its pursuit of growth for the sake of growth and work for the sake ofwork."2 Writing in The Christian Century in 1976, Bruce Douglass admits that most of the political and economic comment coming from theologians has a socialist flavor. He then goes on to insist that defenders of capitalism are engaged in what amounts to a justification of injustice, selfish ness, and other forms of sin. The case for socialism, we are given to under stand, is primarily concerned with justice, and is thus exactly the op posite.

What of these charges? Does cap italism "make the world free for sin ners," at the same time relentlessly alienating Inan from his fellows and himself, even as it dehumanizes him? Does it unleash, and then callously celebrate as virtue, a rampant and rapacious selfishness? Is it oblivious to, indeed destructive of, the de mands of justice in human rela tions? Is it, in sum, without moral justification, and thus guilty as charged of being "intrinsically im moral"? It is our conviction that these charges are entirely fallacious. Not only that: We are soundly convinced the market economy is securely an chored to the Judeo-Christian reve lation. Neither the caricatures of its enemies, "nor the perversions of its friends, can alter this fact. A System of Relationships The critics are right when they demand that our economic system rest on a firm moral basis. If it can be shown that it does not, then we should abandon it immediately and seek to establish a more just order.

At the outset, however, important distinctions and clarifications must 476 THE FREEMAN August be made. Arthur Shenfield calls at tention to one of the most vital, viz., "the economic system called capital,ism is a system of relationships. It is a composition of markets, and mar kets are by definition systems of re lationships, not purposive bodies. It follows that we can apply the tests of morality to capitalism only by considering the behavior of individ uals who operate within it, not as a system capable in itself of being moral or immoral." It is Shenfield's contention that since capitalism is "a system of re lationships it cannot be moral or im moral in the sense that a purposive group can be.... " He denies, how ever, that such a system is morally neutral. "If its essential character istics on balance positively nurture or reinforce moral or immoral indi vidual behavior, it is a moral or im moral system in its effects."3 Furthermore, we must repudiate the erroneous tendency of many critics to attribute to capitalistic economic phenomena, human be havior, social ills, or political crimes to which history bore witness before the birth of the capitalist system. And again, enemies of capitalism are prone to identify the market econ omy with society as a whole. For them, capitalism forms and per meates the whole of society, and in so doing destroys and corrupts hu man relationships other than those contracted for strictly economic purposes. But the truth is, the competi tivemarket is only a part or aspect of any society.

"The market," as John Davenport correctly observes, "is not an end in itself, but the means to higher ends." The market is merely an element in a society which transcends and ex tends far beyond it. The market is but a method of recording consumer preferences and allocating re sources, an information system which transmits knowledge spontaneously through the signals sent out by prices. Allocationof Scarce Resources All economic goods are, by defini tion, scarce, while the hunger of man for these goods is nearly infinite. Thus a workable economic system concerns the allocation of scarce re sources-e.g., labor, materials, or capital-to human wants. Socialism assigns to a supposed omnicompe tent state the task of deciding what people need, and then the develop ment of a master plan as to what goods will be produced in what amounts. In the market economy, on the other hand, consumers bid on what they want via the price mech anism.

No matter what system a society employs for organizing its economic life, certain common decisions must be made. For example, all economies must decide what goods will be produced, and how the fruits of this 1983 IS THERE A MORAL BASIS FOR CAPITALISM? 477 production will be distributed. All economic systems coordinate men and materials in making these de cisions in some way. The market system makes these decisions and achieves this coordination. through an institution of private property rights and voluntary exchange. From the days of Adam Smith, ad vocates of the free market have ar gued that market processes have a strong tendency to equate public benefits and private profits. Follow ing the argument of Bernard Mandeville's Fable of the Bees, Smith held that private vices-e.g., greed are converted into public benefits. A Harmony of Interests There is, in a free market, a har mony of interests between the pub lic and the private. Does this imply, then, that the free market, in some way, nurtures or reinforces unjust rather than just behavior? Not at all.

The free market economy is the most productive form of economic organi zation just because it is most consis tent with eternal moral principles. The economy of any society is inte grally related to the moral princi ples and consequent values to which the society is committed and sub stantially adheres. Or, as Paul Johnson puts it, "The level of social morality is directly linked to the performance of the economy."4 Consider the testimony of Wil helm Roepke, one of the greatest economists of the twentieth century. He wrote: "One of the most danger ous errors of.our time is to believe that economic freedom and the soci ety which is based upon it are hardly compatible with the moral stan dards of a strictly Christian atti tude." In Roepke's view, "the very opposite of this popular belief is true: the strongest reasons to defend eco nomic freedom and the market econ omy are precisely of a moral char acter. It is economic freedom and the market economy which the moral standards of Christianity require, not the opposite economic system. At the same time, however, we have to say with equal force that economic free dom and the market economy re quire these moral standards. One conditions the other."

Roepke understood that "Social ists and non-socialists are divided by fundamentally different concepts of life and life's meaning. What we judge man's position in the universe to be will in the end decide whether we believe our highest values to be realized in man or in society, and our decision for either the former or the latter will also be the watershed of our political thinking. Once more we find Cardinal Manning's famous statement to be true: 'All human differences are ultimately religious ones.'" The conclusion: "we should stand for a free economic order even if it implied material sacrifice and if socialism gave the certain prospect 478 THE FREEMAN August of material increase. It is our unde served luck that the exact opposite is true."5 The Family Unit While keeping in mind that the market economy is only a part or as pect of society, we do contend that capitalism is more than just an eco nomic system of voluntary relation ships. Specifically, it is an economic system based on the right of private ownership of property and a free market for goods and services, con sistent with the second table of the moral law.

The fifth commandment of the Decalogue, "honor thy father and thy mother," implies that the family, not the state, is the basic social and eco nomic unit of society and should be the strongest. R. J. Rushdoony has noted that "throughout history the basic welfare agency has been the family. The family, in providing for its sick and needy members, in edu cating children, caring for parents, and in coping with emergencies and disasters, has done and is doing more than the state has ever done or can ' do."6 A society characterized by a significant degree of economic free dom is always a society dominated by strong family units who provide for their own. This contrasts with socialism, whose basic goals, if real ized, would destroy the family in the interests of the larger collective. The sixth commandment, "Thou shalt not kill," is, according to John Chamberlain "simply the other face of Locke's and Jefferson's 'unalien able' right to life."7 John Calvin ex plained it this way: "The sum of this commandment is, that we should not unjustly do violence to anyone."

"Thou shalt not kill" is thus a ge neric expression which also forbids wounding, violent threatening, and any unjust coercion by an individ ual, group, or state that would re strain legitimate liberty. Economic freedom is born and thrives only in nations or communi ties where reverence for all human life is widely held to be a supreme value, where the personal safety of the neighbor and his family is gen erally regarded as inviolably sacred, and where compassionate individu als, acting either alone or through voluntary associations, are encour aged to offer substantial assistance to the poor and needy. This differs radically from the command society of socialism, whose adherents are frequently found not only approving but actively promoting violence, ter rorism, and the destruction of the middle class. In such societies (and this would include the Welfare State) "compassion" is institutionalized, and becomes a monopoly of the state.

The seventh commandment, "Thou shalt not commit adultery," teaches us, as does the ninth commandment, that contracts must be honored and double-dealing scorned. "The his1983 IS THERE A MORAL BASIS. FOR CAPITALISM? 479 toric link between the biblical. idea of binding covenants and the West ern idea of binding contracts," writes Gary North, "is obvious enough."8 The very idea of contracting for joint benefit presupposes a high level of moral integrity and faithfulness on the part of all the parties engaged in the transaction. In socialism the paternal state seeks to vitiate the necessity for the sanctity of contracts by substituting its omnipotent controls and decrees. Opportunity for moral development and the growth of trust between free men is thereby suppressed. The so cialist ethic in this area is readily illustrated in the attitude of con temporary socialist bloc nations to ward the fulfillment of treaty obli gations. The Soviet Union, for example, has violated every treaty it has ever made. Lacking an un changing moral foundation, there is nothing in the socialist ethic to con demn such action.

Private Ownership The right of private ownership is based on the eighth commandment, "Thou shalt not steal." According to the Westminster Shorter Cate chism, this commandment requires "the lawful procuring and further ing the wealth and outward estate of ourselves and others." The com mandment forbids "whatsoever doth or may unjustly hinder our own or our neighbor's wealth or outward estate." The eighth commandment "means that the Bible countenances private property-for if a thing is not owned in the first place it can hardly be stolen."9 Harold Lindsell, in the course of explicating the hatred of socialist intellectuals for private property, unmasks the latent hypocrisy usu ally present. He observes that "ideas are property too. Professors who write books to expound their ideas secure copyrights which protect their words against plagiarism. Das Kapital by Karl Marx was protected by copy right. Just try to find a new book published by a socialist which is not protected by a copyright! The simple truth is that socialists consistently violate their basic premise about private property in areas such as this so that they may profit from their.

labors!"lO The ninth commandment forbids lying. The whole idea of a free mar ket implies that the parties to this voluntary exchange will not deceive each other. The doctrine of the har mony of interests in freedom largely depends for its working upon sub stantial voluntary compliance with this command. Lying is an inescapable concomi tant of socialism. The socialists must forever condemn profits, for in stance, and the profit motive. But the truth is, socialist nations are just as profit-minded as are capitalist na tions. The difference: In capitalist 480 THE FREEMAN August nations the individual reaps the profits and decides how they will be used; in Socialist nations the state reaps the profits and determines what to do with them. So lying, even about its basic tenets, is crucial to socialism. The tenth commandment, "Thou shalt not covet," "means that it is sinful even to contemplate the sei zure of another man's goods-which is something which Socialists, whether Christians or otherwise, have never managed to explain away."Il Coveting is a root of all so cial evil.

How Envy Destroys Envy, a central aspect of covet ousness, involves not only the desire to possess another's property, but Jllso-and perhaps more heinous the desire to see another's wealth or station reduced to the level of one's own. "Envy is ineluctable, implaca ble and irreconcilable, is irritated by the slightest differences, is indepen dent of the degree of inequality, ap pears in its worst form in social proximity or among near relations, provides the dynamic for every so cial revolution, yet cannot of itself produce any kind of coherent revo lutionary programme."12 Rushdoony points out that the tenth commandment "forbids the expropriation by fraud or deceit of that which belongs to our neighbor. The tenth commandment therefore does sum up commandments six through nine and gives them an ad ditional perspective. The other com mandments deal with obviously il legal acts, i.e., clear cut violations of law. The tenth commandment can be broken within these laws." This law forbidding dishonest gain "is di rected by God, not merely to the in dividual, but to the state and all in stitutions. The state can be and often is as guilty as are any individuals, and the state is often used as the legal means whereby others are de frauded of their possessions."13 So cialism, through its employment of the police powers of the state for the purpose of expropriating the wealth .


of producers to transfer to nonprod ucers, is a form of institutionalized envy. Christ summarized the second ta ble of the law like this: "Thou shalt love thy neighbor as thyself." Shen field observes that we usually un derstand the command to love our neighbor "to mean to heal the sick, to succor the poor, to relieve human distress of all kinds, and the like." He then suggests that whatever else such love means, "It must mean that one wishes one's neighbor to have what one most values for one self.... " In the final analysis, "what we want above all for ourselves, and which therefore we must accord to our neighbor, is freedom to pursue our own purposes. "14 Our conclusion, then, is that the 1983 IS THERE A MORAL BASIS FOR CAPITALISM? 481 claim that capitalism is inherently immoral is not only false, but the exact opposite of the truth. Only the much-maligned capitalism, of all contemporary forms of economic or ganization, is founded upon and con sistent with an immutable moral foundation. @ -FOOTNOTESlOwen Chadwick, The Secularization of the European Mind in the Nineteenth Century (Cambridge University Press, 1975l, p. 64.
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llChamberlain. op. cit., p. 46. l2Helmut Schoeck, Envy (New York: Har court, Brace & World, Inc., 1970), p. 247. l3Rushdoony, op. cit., pp. 634-5. l4Shenfield, op. cit., p. 6. IDEAS ON LIBERTY The Moral Case for Economic Freedom THE most important part of the case for economic freedom is not its vaunted efficiency as a system for organizing resources, not its dramatic success in promoting economic growth, but rather its consistency with certain fundamental moral principles of life itself. I say, "the most important part of the case" for two reasons. First, the significance I attach to those moral principles would lead me to prefer the free enterprise system even if it were demonstrably less efficient than alternative systems, even if it were to produce a slower rate of economic growth than systems of central direction and control. Second, the great mass of the people of any country is never really going to understand the purely economic workings of any economic system, be it free enterprise or socialism. Hence, most people are going to judge an economic system by its consistency with their moral principles rather than by its purely scientific operating characteristics. If economic free dom survives in the years ahead, it will be only because a majority of the people accept its basic morality.

BENJAMIN A. ROGGE Howard BaetjerJr. LASERS, HAROBEDS, AND WORLD HUNGER WHAT do lasers have to do with world hunger? They help decrease it, that's what. Of course it is a complex story, though it all transpired in a re markably short time. Development of the laser won a Nobel Prize in 1962, and less than twenty years later lasers were being used to level fields in the parched Humboldt River Valley of Nevada (among other places), to improve irrigation. When a field 1200 ft. long drops off at the rate of .21 ft. in every hundred, given the kind of soil they have in the Humboldt Valley, water released into the field at the high end will slide out just as evenly as can be and soak into the entire field in precisely the same amount all over. The laser allows the rancher to get the fields absolutely flat, and drop ping off at exactly the right rate. At one end of the field an instrument is Mr. Baetjer is a graduate student in political science at Boston College. This article first appeared in the March 17, 1983 issue of The Observer of Boston Col· lege and is reprinted here by permission.

482 set up and adjusted so that it emits a plane of laser light at exactly the right angle. This light is read by a sensor attached to a huge machine with a scraping blade and a reser voir of topsoil. When the ground rises up, the sensor tells the blade to shave the area down some; when the ground drops off, it tells the ma chine to dump some soil. Once a field has been laser-planed, if the irrigator lets in the right amount of water at the right rate, irrigation will be perfectly even, and the alfalfa growing there will soak up the water and the hot Nevada sun, and grow up so thick and so fast that it looks like something out of Walt Disney Productions. And it will grow like that over every square foot of the field: all the way to all the edges, with no dry spots and no muddy areas the way there always used to be. It is an amazing thing, I assure you I have cut both kinds of fields.

The importance of all this to world hunger is that alfalfa is terrific feed for livestock. By making alfalfa proLASERS, HAROBEDS, AND WORLD HUNGER 483 duction more efficient, laser tech nology provides us a means of feed ing more livestock, one source of food for the hungry of the world. Those fields produce an average of 37 and a half 135-pound bales per acre, three times a summer. That's 15,187.5 pounds of hay per acre. When you figure that a healthy cow eats about 24 pounds of hay a day, that means each acre of those fields produces enough hay in a summer to feed a cow for 633 days, or a herd of 21 cows for a month. An acre, bear in mind, is smaller than a football field. A standard 40-acre field (almost all of which I could cut my self in a single ten-hour day) would yield enough hay to feed 70 cows for a year. That's a whole lot of milk and cheese and butter. The point is that if we could get more areas of the world producing the way the Humboldt River Valley does, the world hunger problem would start to disappear.

The Inadequacy of Redistribution I use this little illustration from my own experience by way of dis agreement with my college's World Hunger Committee, and similar groups which advocate redistribu tion as a solution to the world's dreadful problem of want. In our campus cafeteria there is a poster put up by the World Hunger Com mittee, which gives some figures about production, consumption and hunger in different parts ofthe world. It points out that we in the United States consume far more per person than people in other nations and concludes with this: "Redistribution is necessary for the future." Though the World Hunger Com mittee is to be applauded for its con cern and efforts to bring the problem to our attention, their poster does not point out the reason for the problem, and the solution it proposes is ut terly inadequate and ill-advised. Hunger is not a distribution prob lem, and redistribution cannot pos sibly solve it. Hunger is a produc tion problem; the only thing that can solve it is the political and economic change that will allow production to occur.

Redistribution as a "solution" to the problem of hunger is apparently premised on the assumption that there is only a certain amount to go around. Reallocating what food there is now in the world might, under ideal circumstances, alleviate the hunger problem for a while. It could never do away with it. Even now there is not enough to go around with any sort of bounty, and in any case the population of the world is grow ing. Relying on redistribution would mean resigning ourselves to pro gressively less and less for each as "the world's goods" were split up among more and more. This is an unnecessarily despairing response to the problem, for it is not true that 484 THE FREEMAN August "there is only a certain amount to go around." The Productive Potential Potentially, there is plenty to go around. There are many areas of the world which could be supplying food at tremendously greater rates than currently. Land presently in culti vation could be made to produce more; the crops grown there could be improved or replaced with others more suited to a given soil or cli mate; land. presently out of cultiva tion could be made productive with irrigation, drainage, fertilizers and the like; planting and harvesting methods could be improved; trans portation of crops to markets could be improved; refrigeration could re duce spoilage, and so on. The poten tial to improve production is, if not boundless, limited only by people's ingenuity, which has throughout history produced tremendous gains wherever it has been left free to work its miracles.

Consider the case of the ranch in Nevada. One hundred years ago, maybe much less, a lot of the land now bursting with alfalfa was desert, considered inarable. Nothing much grew there but sagebrush, and the Humboldt River flowed by at a dis tance, gradually evaporating and fi nally drying up completely in one of those amazingly barren Nevada salt basins. How did that land come to be such a cornucopia? • Labor, for one thing. The first ir rigation ditches were probably dug with picks and shovels, the first fields smoothed out as well as possible by hand, the ranchers filling in the low spots as well as they could by eye. Machines do most of the physical work now, but there is still a whole lot of labor in maintaining them, driving them, building fences, and the like . • Tools, for another: picks, shovels and hoes were the staples at first, I suppose, and then mule-drawn plows and harrows, rudimentary survey ing gear to help smooth out the fields, scythes for the harvesting and so on.

Better techniques and materials contributed, too: fertilizers, irriga tion by sections (with levees to keep the water level more even) and so on. As time went by, the tools were improved, and for the same amount of labor the amount that could be produced increased steadily. With the internal combustion engine there came self-powered machines for dig ging the irrigation ditches, pulling the plows and hay wagons, and run ning the balers. With modern chem istry there came better fertilizers; biologists developed better strains of alfalfa; metallurgists provided cut ting blades that kept an edge longer. With each step the same land and labor produced more hay. Finally-most recently, I should say, for who knows what next year 1983 LASERS, HAROBEDS, AND WORLD HUNGER 485 will bring-there came laser planes and harobeds (that's Deborah back wards, named after the wife. of the man who invented them): truck-like machines which, with a scoop and a system of conveyors and platforms, pick up and arrange seventy bales at a time, carry them to the stack lot, and put them down neatly (if the driver is skillful!), to wait for the big flatbeds that will take them away to markets in four or five states. The newest harobeds at the ranch where I work have a little computer that keeps track of the bales and lays them together in an interlocking fashion that stacks better than was possible previously, reducing mois ture loss. Step by step, improvement by improvement, machine by ma chine, the desert bloomed· and bur geoned forth with ever greater quantities of hay.

This same kind of process can go on, according to the necessities of each climate and location, all over the world. Lands that are poor can be come rich. People who now lean over all day planting rice shoot by shoot can go to other productive endeavors, leaving behind them ever fewer oth ers, who will grow ever more rice with ever better machines, fertil izers and techniques. As the desert bloomed, so can the swamplands, the hillsides and the jungles (not to men tion the good lands now way below potential) as long as labor and ever better tools are applied to them. The Heart of the Problem From this point of view, we can begin to see why there are so many hungry people in the world. Cer tainly there is no lack of laborin the poorest countries everyone works in every available way to try to make ends meet. The problem lies with the productivity of that labor. The back breaking labor of twenty men work ing with trowels could not plant in a day what a single one of them could plant in the same time on a modern planter. The same twenty men with sickles could not harvest in a day the forty acres of alfalfa I can cut, sitting comfortably in the air-condi tioned cab of a Sperry-New Holland "swather." Until they have better tools, the poor areas of the world will stay poor.

And this brings us to the heart of the matter. In order to have good tools, particularly the complex ma chinery that can bring about plenty, there must be a highly complex and efficient economic system in which production and maintenance of such tools is possible. There must be room for innovation, so that new, more ef ficient ideas may be put into prac tice. There must be hard work, so that plans are thoughtfully made and thoroughly executed. There must be efficient allocation of resources. There must be risk-taking, for in an uncertain world one cannot know what tools will work well and there fore be in demand. Inefficient or ob486 THE FREEMAN solete processes and means of pro duction must disappear, to make room for the newer and better. Above all, there must be the accumulation of capital: people must save money in large quantities, so that the funds will be available to support the com plex and time-consuming process of machine-building.

This means, in turn, that there must be economic freedom. What must be avoided above all are the repressive economic policies that grow out of a redistributive ap proach to society. People cannot in novate by command, or when bur dened by regulation. There is no incentive to work hard when the fruits of one's labor are taken from him (presumably to be "redistri buted,,). There can be no efficient re source allocation where prices can not vary according to the laws of supply and demand. There will be no risk-taking if people are not al lowed to realize the rewards of tak ing them. Inefficient and obsolete practices will not give way to newer and better when they are protected by government. And there will be no capital accumulation-the lifeblood of production-when savings are heavily taxed, when profits are taken away, when inheritance is out lawed. The redistributive ethos, which inhibits production at every step, could reasonably be said to be the fundamental reason why hunger persists in the world so long after the technical means of eradicating it have been available.

The Solution If the tools necessary to feed the world are going to come into exis tence, the world must take a big po litical step forward. Government in tervention in the economy must be abandoned. People must be left free to produce, and they must be al lowed to have the benefit of their productivity. They must be allowed to own the means of production, to accumulate fortunes, and to trade freely with one another, without re straint by some authority which purports to know what is good for them better than they themselves. Ultimately, the solution to the problem of world hunger lies in free enterprise, in the profit and loss sys tem, in the private property order in capitalism. Only in this kind of economic freedom are the marvelous creative abilities of human beings released. Redistribution is impossi ble without prior production. Redis tribution could never have turned that Nevada desert green. But with swathers and balers and harobeds, with tractors and irrigation ditches and laser-planes-with the fruits of enterprise and accumulated capital, in short-the desert blooms. Redis tribution is not necessary for the fu ture; capitalism is. @ ClarenceB. Carson THE GENERAL WELFARE "I wish the Constitution was not so vague," one of my daughters said.

My first reaction to that was to deny that the document is particularly vague or, for that matter, obscure. "Why,." she persisted, "does it con tain a clause on the general wel fare?" Actually, her question was a good one, and it gave point to her observation on the vagueness of the Constitution, if, as I think, I know where she was coming from, as they say. She is a college sophomore and is taking courses in American his tory and government, among others. Undoubtedly, she had hoped to find that the Constitution would be a bulwark against the claims of the welfare state. Yet, after studying it in her classes, she has been struck by its ambiguity and what appears to be the slipperiness of its phrases. It is my hope that what follows may Dr. Carson has written and taught extensively, spe cializing in American intellectual history. He is the author of several books, his most recent being Orga nized Against Whom? The Labor Union in America.

He is working at present on A Basic History of the United States to be published by Western Goals, Inc. throw some light on the troublesome phrase, both for sophomores and the rest of us as well. The phrase, "general welfare," oc curs twice in the Constitution. It oc curs first in the Preamble, which an nounces that one of the purposes of the Constitution is to "promote the general Welfare." Since this is a statement of purpose, not a grant of power, it need not detain us beyond noting that it is there. The other use of the phrase, however, is much more significant. It is contained in the first sentence of Article I, Section 8, which lists the powers of Congress. Equally important, it is used in connection with the grant of the power of taxa tion, which, then as now, was reck oned to be an essential power of gov ernment. The relevant clause reads, "The Congress shall have Power to lay and collect Taxes, Duties, Im posts and Excises, to pay the Debts and provide for the common Defence and general Welfare of the United States .... " Clearly, Congress is em powered to levy taxes to provide for the general welfare. Viewed from the 487 488 THE FREEMAN August present perspective, this gives color, at least, to the idea that the welfare state has some constitutional foun dation.

But that is to look at the matter wrong-end-to. What counts, in the first place, is what the words meant when they were used. "Welfare" is commonly used today to refer to or denote government programs to pro vide for the poor, the disabled, those without work, and those reckoned to be without sufficient means to pro vide for their basic wants. It is so used in such phrases as, welfare state, welfare programs, welfare worker, and welfare recipient. Until quite recently it was used in that way in the name of a cabinet rank department, namely, the Depart ment of Health, Education and Wel fare. This usage, however, was un known to the makers of the Constitution. If they had intended to authorize what are nowadays called welfare programs, they would not have used the word, "welfare," to ex press that intent. It is the other way around: welfare programs bear that name to give the color of constitu tionality to them. But let that wait for a bit.

What Americans began calling welfare programs in the late 1930s, or thereabouts, the Founders would have known by the name of "poor relief," so far as they were familiar with it at all. In England, tax sup ported relief of the poor was required under the poor laws, more specifically, the Elizabethan Poor Law, during the American colonial period. Poor laws were passed in the wake of the Reformation, the sup pression of monasteries, and the confiscation of church lands. The destitute had received aid before that time from organizations within the church, but when much of the wealth of the church was taken away, the state took over last resort poor re lief. Actually, Parliament simply re quired that local communities tax for and provide such relief. A similar system took shape in the American colonies. In New En gland, relief for the poor was a charge upon the villages and towns, paid for from locally levied tax monies. Where the Anglican Church was estab lished, poor relief was a duty of the parishes, and parishioners were taxed to pay for it.

Poor relief was hardly a sump tuous affair in the colonies, or, for that matter, in 19th-century Amer ica. Unless the person were totally incapacitated, more attention was given to reforming the poor, i.e., get ting them to become productive and self-supporting, than helping them to fare well. For example, "The ves tries in Virginia disposed of the able bodied poor, destitute orphans, and the illegitimate children of inden tured servants by binding them to masters as apprentices or ser vants."l Workhouses were set up in 1983 THE GENERAL WELFARE 489 some places for those who had no visible means of support. In New England, "The town provided ma terials and tools with which the in mates were required to earn a liv ing."2 The incapacitated were sometimes provided almshouses, or otherwise given some minimal aid. Noone at the time of the writing of the Constitution would have as sociated the life of the poor depen dent upon public relief with the word welfare. "Welfare," in common usage for centuries, stems from the roots "well" and "fare", and means basi cally, according to my dictionary, a "state of faring well; well-being."

Synonyms are: "prosperity, success, happiness, weal." No sensible per son would have confused poor relief with prosperity, success, or even far ing well. Indeed, it was in every re spect the opposite. So far as my researches have re vealed, the word, "welfare," began to take on a new connotation around the beginning of the 20th century. The phrase, "welfare-manager," ap peared in print in England in 1904. Some factories, it seems, were em ploying people to assist workers in improving their well-being. Thus, the London Daily Express declared in 1916 that "Welfare work tends to improve the condition of life for women and girls employed in facto ries."3 However, the word still had no clear connection with relief for the poor. That connection was made in the United States in the course of the routinization, regularization, and bureaucratization of government aid programs in the 1930s. The key piece of legislation for making this change was the Social Security Act, passed in 1935. There is reason to believe that the adoption of the word "wel fare" in place of relief was a more or less deliberate action. It served a highly important political and con stitutional purpose. Much ofthe early New Deal legislation was tied up in court tests by 1934. As it turned out, the central pieces of New Deal leg islation were nullified in the next year or so. New Dealers were cast ing about frantically for ways to overcome the constitutional im passe.

Secretary of Labor Frances Per kins remarked to Supreme Court Justice Harlan Stone, in 1934, that she was worried that the social se curity system they were devising might not pass the constitutionality test. "The taxing power of the Fed eral Government, my dear," Stone replied; "the taxing power is suffi cient for everything you want and need." This pointed clearly toward the general welfare phrase in the clause of the Constitution authoriz ing taxation. In the same year Pro fessor E. S. Corwin, a recognized constitutional authority, main tained that the taxing and spending authority of Congress was un490 THE FREEMAN August checked by the Constitution. An other law professor declared, after the Supreme Court nullified crucial portions of the NRA: "The waters dammed by judicial restriction on the commerce power may break out in unwelcome fields of taxing and spending. What seems a great vic tory against national regulation may prove to be a Pyrrhic one."4 Indeed, it did. The Social Security Act leaned heavily upon the general welfare phrase in the Constitution.

It opens with the claim that it is "An Act to provide for the general wel fare by establishing a system of Fed eral old-age benefits, and by en abling the several States to make more adequate provision for aged persons, blind persons, dependent and crippled children, maternal and child welfare, public health, and the administration of their unemploy ment compensation laws .... "5 Social Security Involves a Bundle of Programs Since many people may not think of Social Security as a welfare mea sure, it may be .well to emphasize that, however old age benefits-the phrase then used to describe Social Security payments to the retired should be classified, there was a bundle of programs provided in the act which formed the core of the wel fare programs. The bundle included such things as pensions to those who had not contributed to Social Security and aid to dependent children, among others.

Moreover, these programs were administered in the states by what generally became known as welfare departments in the 1940s and 1950s. Frequently, they were formally ti tled, Department of Public Welfare (DPW), and those who administered the programs were referred to as welfare workers. In 1953, an assort ment of these programs were moved into the new cabinet ranked Depart ment of Health, Education and Wel fare. In this fashion, the shift from referring to these programs as poor relief to public welfare was com pleted, and the claim that such gov ernment activities were sanctioned by the reference in the Constitution to general welfare was linguistically ratified after the fact. The main point, of course, is that the Founders could not have in tended to include what they knew as poor relief in their reference to the general welfare. Poor relief was the last resort of local governments to provide minimal means for survival; it was at the opposite end of the scale from faring well. Beyond that, the evidence presented here points to ward the conclusion that as late as the early 1930s it took a great deal of straining to make the beginnings of an identification between relief and welfare.

But there is much more involved in this claim that the federal gov1983 THE GENERAL WELFARE 491 ernment is constitutionally autho rized to provide for the general wel fare than such programs as have been identified, however spuriously, with welfare. The whole concatenation of redistributionist and intervention ist programs which comprise the welfare state find their main justifi cation under it. Thus, we are brought back to the consideration of the claim regardless of what meanings may be attached to the word welfare. The crucial question then be comes whether or not there is a grant of power in the Constitution to pro vide for the general welfare. There are at least two approaches that can be taken to answering this question. One is to try to discern the meaning of the phrase, "general welfare," in the clause in which it occurs. The other is to see the clause within the context of the whole Constitution.

The Taxing Power First, then, let us look at the clause again, which reads: "The Congress shall have Power to lay and collect Taxes, Duties, Imposts and Excises, to pay the Debts and provide for the common Defence and general Wel fare of the United States .... " One thing is certain: Congress is autho rized to levy taxes. Is it authorized to do anything else? My view is that it is not. What follows the word "Ex cises" is restrictive rather than being a grant of powers, restrictive of the taxing power. The operative words, in my reading of the relevant parts, would be that taxes are to be levied to "provide for the common Defence and general Welfare of the United States." What was being guarded against by these restrictions was the levying of taxes on the whole people to pay for some benefit to some locale, state, or region of the country. For exam ple, by this reading, taxes could not be properly levied to pay for an un dertaking such as the Tennessee Valley Authority. There was a defi nite interest in the Constitutional Convention to restrict such prac tices. At one point, Benjamin Franklin proposed that the general government be given "a power to provide for cutting canals where deemed necessary." Roger Sherman "objected. The expence in such cases will fall on the U. States, and the benefit accrue to the places where the canals may be cut."6 Franklin's motion was defeated by a vote of 8 states to 3.

But let me hasten to add that there is no way to make certain that my interpretation of the words as being restrictive is correct simply by read ing the clause and selecting empha ses within it. Furthermore, even if it were restrictive to the general welfare, there might still remain a potentially broad power to provide for the general welfare. After all, in ordinary usage the granting of the power to pay for something tacitly 492 THE FREEMAN August authorizes the buying of it. For ex ample, if I tell my daughter that she may write checks to pay for her col lege expenses, it is a logical infer ence that I am authorizing such ex penses. The same might be expected to apply to statements in the Consti tution. To see that they do not it is necessary to place the clause thus far examined in the context of the whole Constitution. Phrases and clauses that may appear to be vague and general when considered in iso lation take on much more precision when viewed from the angle of the whole.

A Limited Government The Constitution of the United States is no ordinary set of state ments or document. It is, if not unique, a very special case among documents. It describes the form for and grants power to a limited gov ernment. There are no omnibus grants of power in the Constitution; every power granted is limited in one or more and usually several ways (though not necessarily in the clause that grants it). It does not grant the powers of government generally to the United States government. What makes the Constitution al most unique is that the government it authorizes has only such powers as are granted to it. Thus, what can be inferred from ordinary speech or, for that matter, the general run of legal documents, is no guide in construing the provisions of the Consti tution. It is concerned with granting and limiting power in an arrange ment for which there are few, if any, parallels in ordinary life situations.

It is contrary to the whole tenor of the Constitution that the power to provide for the general welfare should have been granted in the sentence authorizing taxation. The men who drew the Constitution did not assume that by granting the power to tax in order to pay debts that they had authorized indebted ness. On the contrary, the very next sentence authorizes Congress "To borrow Money on the credit of the United States." Nor did they assume that by authorizing taxation to pay for the common defense that they had granted the power to bring into being a military establishment. On the contrary, again, there is a list of powers to accomplish this purpose granted to Congress: To define and punish Piracies and Felonies committed on the high Seas and Offences against the Law of Nations: To declare War, grant letters of Marque and Reprisal, and make Rules concerning Captures on Land and Water; To raise and support Ar mies" ..; To provide and maintain a Navy; To make Rules for the Gov1983 THE GENERAL WELFARE 493 ernment and Regulation of the land and naval Forces ....

If the power to provide for the common defense had been granted in the taxing power, each of these powers would have been implied by it. Such an enumeration of powers would have been redundant. Redun dancies are commonplace, of course, in ordinary legal documents nowa days, but the Constitution is re markably free of them. It is spare, lean, and once stated, repetition of a position is avoided. Indeed, the powers which the Founders reckoned necessary to the general welfare of the United States are enumerated along with those mentioned above. Among them are the power of Congress to enact uni form laws on bankruptcies, to coin money, to fix standards of weights and measures, to establish post of fices and post roads, to give authors and inventors exclusive right for a time to their writings and discover ies, and the like. Undoubtedly, they considered all the powers granted useful or necessary to the general welfare, including the powers of tax ation and those for a military estab lishment. But my point is that the powers granted were enumerated, and those not so enumerated were reserved to the states or to the peo ple.

That did not keep some from claiming or asserting that some object they wanted·to achieve by gov ernment was provided for in the phrases of the taxation clause, even in the early years of the Republic. The issue came up for President Madison in 1817, when he was pre sented with a bill for making inter nal improvements such as roads and canals. He vetoed it on constitu tional grounds. Madison's Interpretation of Enumerated Powers Madison said, in part, "The legis lative powers vested in Congress are specified and enumerated in the eighth section of the first article of the Constitution, and it does not ap pear that the power proposed to be exercised by the bill is among the enumerated powers .... " Regarding the general welfare phrase specifi cally, he said: "To refer the power in question to the clause 'to provide for the common defense and general welfare' would be contrary to the es tablished and consistent rules of in terpretation, as rendering the spe cial and careful enumeration of powers which follow the clause nu gatory and improper. Such a view of the Constitution would have the ef fect of giving to Congress a general power of legislation instead of the defined and limited one hitherto understood to belong to them .... "7 President Monroe echoed Madi son's views, and added some of his own, in vetoing a bill for maintain494 THE FREEMAN ing the Cumberland Road in 1822.

He denied that Congress had the power to do this. "If the power ex ist'" he said, "it must be either be cause it has been specifically granted to the United States or that it is in cidental to some power which has been granted. If we examine the specific grants of power we do not find it among them, nor is it inciden tal to any power which has been spe cifically granted." Among those from which he could not trace the power, he declared, was the clause· "to pay the debts and provide for the com mon defense and general welfare."8 In an addendum to his veto mes sage, he included this thought: "Have Congress a right to raise and appro priate the money to any and to every purpose according to their will and pleasure? They certainly have not. The Government of the United States is a limited Government, instituted for great national purposes, and for those only."9 In sum, then, it is most unlikely that the makers of the Constitution would have chosen the phrase, "gen eral welfare," to authorize the fed eral government to provide what they understood to be poor relief. It would have violated both their under standing of the meaning of words and the common practice as to what level of government should provide the relief. On the contrary, it appears that relief came to be called welfare to give it a semblance of constitutionality. Indeed, close analysis within the sentence and the context of the Constitution points to the con clusion that the reference "to pro vide for the general welfare" was the restriction of the taxing power rather than a separate grant of power.

In short, no powers were enumer ated granting authority to the fed eral government either to enact re lief measures or to erect what has come to be called a welfare state. Nor is the language of the Constitution especially vague or carelessly gen eral when it is viewed within the context of the whole document. It only appears to be so when wrenched out of context and construed to cover purposes not intended. i -FOOTNOTESlCurtis P. Nettels, The Roots of American Civilization (New York: Appleton-Century Crofts, 1963), p. 463. 2/bid., p. 462. 3This information comes from the Oxford En glish Dictionary. 4See Arthur M. Schlesinger, Jr., The Politics of Upheaval (Boston: Houghton Mifflin, 1960), pp.398-99. 5Henry S. Commager, Documents of Ameri can History, vol. II (New York: Appleton-Cen tury-Crofts, 1962), p. 326. Italics added. 6Charles C. Tansill, ed.,Formation ofthe Union of the American States (Washington: Govern ment Printing Office, 1927), p. 724.

7James D. Richardson, ed., A Compilation of the Messages and Papers of the Presidents, vol. II (New York: Bureau of National Literature, 1897), pp. 569-70. 8/bid., p. 712. 9/bid., p. 736.

I had just purchased an Italian lem onade and was contentedly licking a chunk of lemon peel embedded in the ice as I walked across the intersec tion of Aberdeen and Taylor. Just then, two black sedans screeched around the corner, and I froze in my tracks as I heard the nerve-shatter ing sound of guns being fired. The next moment I felt I was being dragged and pulled by someone whose powerful hands were firmly gripped around my shoulder. Sev eral minutes later I was pleased to find I was sitting in the kitchen of the woman who had done the drag ging and pulling-Commare N'Ciuzza. Almost a year earlier I had met and befriended Commare N'Ciuzza. Dr. James Doti is Associate Professor of Economics and Director of the Center for Economic Research, Chapman College, Orange, California. James Doti Commare N'Ciuzza and the Loan Shark At the time I was a student at a new university that was built on a large portion of an old neighborhood known as "Little Italy." This neighborhood had once served as the melting pot for newly immigrating Italians into Chicago. Those who still lived in the small portion of neighborhood that survi ved the uni versi ty' s construc tion looked upon the few students who lived there with a mingling of fear and suspicion. It was only after people noticed my special friendship with Commare N'Ciuzza that I was allowed to take part in the many neighborhood rituals.

One of these rituals included my being allowed to enter the hallowed doors of the Italo-American Lodge Hall (Post #28). The Lodge Hall consisted of a motley assortment of kitchen chairs arranged around an old rattan coffee table that held back 495 496 THE FREEMAN August issues of the Fra Noi newspaper. The stark interior, however, belied the heated exchanges that generally in volved the relative merits (usually demerits) of the Chicago White Sox and Chicago Cubs. In another im portant ritual, I felt proud to be in vited on Friday nights to join fami lies on their front porches to engage in lively conversations that typi cally involved comparing the vocal range of Mario Lanza with the old maestro Enrico Caruso. With the sound of gunfire still ringing in my ears, I sensed the strong taste of Commare N'Ciuzza's homemade Italian wine on my lips and realized that she was mater nally treating my shock in the best way she knew how.

"Mangia, Mangia!" she com manded as she brought cookies to the table. The sight of the familiar "s" shaped cookies which are intended for wine-dunking calmed my nerves. So, too, did the bountiful supply of food that was accumulating on the table as a result of the rapid-fire trips that Commare N'Ciuzza was mak ing to and from the refrigerator. That is, rapid-fire for someone whose large slippered feet never left the ground but, rather, slid along the floor. Commare N'Ciuzza was a large woman. I first saw her on my way home from school when she would invariably be sitting with her head out the window and her bosom supported by the windowsill. As a result of her husband's passing ten years earlier, she was still wearing the fa miliar black Sicilian mourning dress that I noticed adorned many of the older women in the neighborhood. Our friendship was slow to develop. But from the moment she discovered that my mother came from her hometown in Sicily, she decided it was her calling in life to protect and watch over me. With Commare N'Ciuzza, as with most Italians, that meant making sure I was always well fed. In fact, everyone in the neigh borhood called her "Commare"

(Godmother) because of her strong maternal instincts. "Mangia, Mangia!" she continued to command as I slowly dunked the "S"-shaped cookies into the wine. Big Jake When she noticed my still frozen white countenance, she said, "Fig giu mio, don't-a be scared. That's-a only Big-a Jake and his-a boys. They come-a to collect-a their money." She went on to explain that Big Jake, the local loan shark, had re cently loaned money to a family that everyone· in the neighborhood (I never found out why) called gypsies. She shrugged in a characteristic Italian way as she said, "They buy a car but they don't-a pay so Big-a Jake come-a to scare them." When I began to deride Commare N'Ciuzza for accepting the likes of 1983 COMMARE N'CIUZZA AND THE LOAN SHARK 497 Big Jake as a normal part of neigh borhood, she interrupted me before I could complete my harangue. "Don't-a say bad things about Big a Jake. He's-a good-a man. I light-a candle for him on-a Sundays."

The high regard that Commare N'Ciuzza evidently held for Big Jake aroused my interest. When I began to ask her more direct questions about her association with him I no ticed she looked over me in silence, obviously pleased with the interest she had succeeded in arousing. "Mangia, Mangia!" she continued as her latest sortie to the refrigera tor resulted in an unfamiliar eggplant dish being set in front of me. When I asked her, pleadingly, to get on with the story, I half-expected to hear a story that would prove be yond all doubt the noble intentions of Big Jake. Her story, however, did, little to romanticize him. It all happened thirty years ear lier during the worst part of the Great Depression. Commare N'Ciuzza, her husband Tony and their five children were renting a small apartment. But when Com mare N'Ciuzza's three year old son urinated on one of the landlord's pepper plants, a fierce battle ensued and the upshot was that Commare N'Ciuzza and her family were or dered to leave.

With Tony out of a job and Com mare N'Ciuzzajust able to make ends meet with her work as a seamstress, the family had no place to go. But with a loan from Big Jake, they were able to buy the house where she still lived. When I asked her how she was able to make payments to Big Jake, she replied, "We rent-a bedroom in-a my house and my Tony he find-a work. Big-a Jake we pay-off in-a two years." When I asked why she didn't go to a bank for the money, she smiled at my naivete and said, "Figgiu mio, you think -a the banks are gonna give-a money when my Tony no have a job. They don't-a even give money to my-a brother Salvatore and he works-a for the city." But could she accept the shoot ing-the unrelenting pressure that must have sent chills through the hearts of people who just could not pay? When I put this question to her, she could only shrug and remind me that I had stopped eating. Commare N'Ciuzza was bringing more food to the table as I got up to leave. The only strategy that worked at this point was to leave as quickly as possible. As I turned to thank her, I heard her mutter something in Italian about how the youth of today were all too thin and undernour ished.

On the way home I was startled to see the head of the "gypsy" clan, Rocco, happily engaged in washing his newly purchased used '58 De Soto. When I asked him if every498 THE FREEMAN August thing was OK he smiled and said, "Sure, I forget-a to pay, but Big-a Jake remind-a me. I pay him, and now Big Jake he's-a happy." When I asked him how he was going to continue making the pay ments, he· said having a car would make it possible for him to drive to work in the suburbs where his brother-in-law had just bought a pizza parlor. I tried to question him further about his dealings with BigJ ake but it was difficult to get his attention away from the DeSoto. As he worked feverishly on polishing a large strip of chrome, I noticed the proud and satisfied look on his face that so dis tinguishes a new car purchaser from the rest of humanity. Not wishing to disturb him from his euphoria, I quietly walked away. As I left, I no ticed he was happily applying a Brillo pad to the three-inch whitewalls that adorned his tires.

Principles of Economics I always relate a shortened ver sion of this story to my principles classes in economics when I discuss the determination of interest rates in a free market. As with other goods, the price of loanable funds is deter mined by supply and demand. A simple analysis of the supply and demand of loanable funds in a free market, however, offers no economic rationale for the illegal operations practiced by Big Jake. When interest rates are allowed to reach their natural levels, the demand and sup ply of loanable funds will be equal. Of course, higher interest rates will be necessary for those loans that in volve greater risk-otherwise, loan able funds will not be supplied to high-risk borrowers. Thus, we should not expect to see a single determined market rate of interest but, rather, a variety of in terest rates that depend on the spe cific circumstances and, in particu 1ar' on the risks associated with various loans. This description of capital markets, however, suggests that high-risk loan candidates like a Commare N'Ci uzza or Rocco would be able to obtain legal loans in the free market if they were willing to pay the market-determined price.

What, then, explains the existence of illegal loan operations? By and large, the Big Jakes of this world are created as a result of gov ernmental policies that take the form of usury laws (ceilings on the maxi mum interest rate that can be le gally charged). Such laws serve to cut off the supply of loanable funds to high risk borrowers by making it legally impossible to compensate lenders for the added risks they as sume when granting such loans. Contempt for lenders in general and in particular for lenders-of-last resort has a long historical tradi tion. This is evidenced by the fact that usury laws have been enacted 1983 COMMARE N'CIUZZA AND THE LOAN SHARK 499 throughout most of recorded history. The rationale for such laws can be found in many scholarly works, in cluding the writings of Aristotle and Thomas Aquinas and the Bible. Protestations against "lending at usury" are even found in the unlike liest place of all-The Wealth ofNa tions. Adam Smith contradicts his basic belief in the efficacy of the free market when he states: In countries where interest is permit ted, the law, in order to prevent the ex tortion of usury, generally fixes the high est rate which can be taken without incurring a penalty .... The legal rate, it is to be observed, though it ought to be somewhat. above, ought not to be much above the lowest market rate. If the legal rate of interest in Great Britain, for ex ample, was fixed so high as eight or ten per cent, the greater part of the money which was to be .lent, would be lent to prodigals and projectors, who alone would be willing to give this high interest. So ber people, who will give for the use of money no more than a part of what they are likely to make by the use of it, would not venture into the competition. A great part of the' capital of the country would thus be kept out of the hands which were most likely to make a profitable and ad vantageous use of it, and thrown into those which were most likely to waste and destroy it. Where the legal rate of interest, on the contrary, is fixed but a very little above the lowest market rate, sober people are universally preferred, as borrowers, to prodigals and projectors. The person who lends money gets nearly as much interest from the former as he dares to take from the latter, and his money is much safer in the hands of the one set of people, than in those of the other. A great part of the capital of the country is thus thrown into the hands in which it is most likely to be· employed with advantage.

(The Modern Library edition, pp. 339 40.) But setting the maximum interest rate that can be charged to "very lit tle above the lowest market rate" would preclude the granting of loans to those individuals and businesses that entail a greater degree of risk. Rather than preventing the lending of capital to "prodigals and projec tors," usury laws would prevent or, at least, make it legally difficult to lend to high-risk borrowers-gener ally low-income individuals. Laws Against the Poor Even though the most noble in tentions may be behind the exis tence of usury laws, their impact is to take away alternatives and elim inate legal options that lowerin come individuals can use to succeed in the marketplace. How can people be better off when such legal alter natives are taken away? It should be noted that the ineq uitable and inefficient aspects of usury laws also apply to the ceilings that governmental agencies place on the interest rates that financial in stitutions are allowed to pay on de posits. Such deposits can be inter preted as loans that savers have 500 THE FREEMAN August extended to financial institutions. To be sure, the deregulation of finan cial markets in recent years has helped savers receive a more com petitive return. But because of de lays in the deregulation process, many kinds of deposits, particularly those below a specified minimum .balance, are still subject to interest rate ceilings. As a result, depositors who have lower checking and sav ings account balances (usually lower income families and individuals) are receiving a less than competitive re turn.

Perhaps Commare N'Ciuzza was able to understand all of this in ob serving life outside her kitchen win dow. I tend to think, though, that it was her good common sense and the practical impact that such laws have on the most disadvantaged that al lowed her to understand something that has eluded even the greatest of scholars. The impact of usury laws, how ever, cuts far deeper than discrimi nating against the poor and disad vantaged. This is something even Commare N'Ciuzza did not fully un derstand. The fact that illegal loan markets develop in free markets to get around the restrictive impact of usury laws does not mean that an efficient market solution is achieved in spite of the existence of usury laws. Illegal loans are unenforcible in our courts, and since more expensive and morally intolerable methods of enforcement are applied, Big Jake's interest rates are higher than would have occurred if market-determina tion rates were allowed.

Adam Smith seemed to sense this in the following statement: In some countries the interest of money has been prohibited by law. But as some thing can everywhere be made by the use of money, something ought every where to be paid for the use of it. This regulation, instead of preventing, has .been found from experience to increase the evil of usury; the debtor being obliged to pay, not only for the use of the money, but for the risk which his creditor runs by accepting a compensation for that use. He is obliged, if one may say so, to insure his creditor from the penalties of usury .... If this legal rate should be fixed below the lowest market rate, the effects of this fixation must be nearly the same as those of a total prohibition of interest. The creditor will not lend his money for less than the use of it is worth, and the debtor must pay him for the risk which he runs by accepting the full value of that use. If it is fixed precisely at the lowest market price, it ruins with honest peo ple, who respect the laws of their coun try, the credit of all those who cannot give the very best security, and obliges them to have recourse to exorbitant usur ers.(p.339.) Thus, the gun-toting tactics of Big Jake that Commare N'Ciuzza could only shrug over result from laws that place a ceiling on the legal interest rate that can be charged. Big Jake had no legal recourse in enforcing his contract. As a result, the most 1983 COMMARE N'CIUZZA AND THE LOAN SHARK 501 abhorrent aspects of loan-shark ing-the tactics that caused my mo mentary fright on Aberdeen Street take place because of laws that make market-determined interest rates il legal.

Several years ago I returned to "Little Italy." Commare N'Ciuzza was gone, of course, and even her home was replaced by a new resi dence that took on a Spanish motif but had a strange contemporary look about it. The bespectacled professor who answered the door of the resi dence had never heard of Commare N'Ciuzza. Even the Lodge Hall was taken over by a new "greenbelt" park. As far as I could figure, a statue of Gar ibaldi stood on the spot where lodge The Only Sound Policy members spent countless hours ar guing sports trivia. Asking around, I found that the Lodge Hall had been moved to a room in the newly constructed Senior Cit izens' Center. When I got there, I found a brightly painted and spa ciously furnished room with the lat est issues of Time, Newsweek and the Chicago Tribune, but no Fra Noi. I also noticed that no one was there. On my way out of the building I heard an elderly man ask his com panion, "Did your son-in-law get-a good rate from Big-a Jake?"

"No, he go to First-a Federal and a do better." Well, at least Big Jake is still around. But now even Big Jake has competition. ~ IDEAS ON LIBERTY WHAT elevates the wage rates paid to the American workers above the rates paid in foreign countries is the fact that the investment of capital per worker is in this country higher than abroad. Saving, the accumu lation of capital, has created and preserved up to now the high standard of living of the average American employee. All the methods by which the federal government and the govern ments of the states, the political parties, and the unions are trying to improve the conditions of people anxious to earn wages and salaries are not only vain but directly pernicious. There is only one kind of policy that can effectively benefit the employees, namely, a policy that refrains from putting any obstacles in the way of further saving and accumula tion of capital.

LUDWIG VON MISES, "The Economic Role of Saving and Capital Goods"

The Importance of the Obvious JUNIOR HIGH and high school stu dents are having an increasingly difficult time understanding our economy. They are constantly sur rounded by talk of the complexities and problems of the economies of the United States and the other leading natipns of the world. Confusing terms are bounced over their heads in such a manner that they wonder if even their users understand them. With all the seeming chaos, they fail to realize why our nation has become such an economic success. Calvin Coolidge said, "If all the folks . . . would do the few simple things they know they ought to do, most of our big problems would take care of themselves." Mr. Peterson of East Greenville, Pennsylvania, teaches economics and history in junior high school. 502 Dennis L. Peterson Although this bit of practical wis dom was applied against a backdrop of a variety of national problems, it can be applied as well to the prob lem of simplifying free market prin ciples for young students of the free dom philosophy. And it never hurts for the older, more astute students to review the basics periodically.

Individual students have at times approached me privately to question some statement or statistic they have read or heard concerning the· econ 0my. While there have been several instances in which I have had to honestly answer, "I don't know," I have found that many of their in quiries can be answered by provid ing them with an obvious, simply stated principle of the free market philosophy. Six principles have been THE IMPORTANCE OF THE OBVIOUS 503 of special significance to their learn ing. More Freedom,Less Government First, the free market philosophy increases the freedom of the individ ual and limits the role of govern ment. Socialists look upon society as a herd to be directed by governmental herdsmen with no consideration of the individual. They think society produces and consumes goods. In reality, there is no economic activity of masses but only of individuals. The freedom philosophy permits the maximum activity of the indi vidual. It allows him to make choices and take risks. It does not promise stability, as does collectivism. In stead, it gives uncertainty, chal lenge, and opportunity. It permits one to dream and then to attempt mak ing those dreams reality. And, in or der to allow this acti vity, it permits failure as well as success. The dreams which are considered worthwhile become successful in the market; those which are deemed worthless or too costly fail.

Socialism promises what un thinking men desire: equality. But in providing a false equality, it takes away the freedom of the individual. Truly free men are not equal, and equal men are never truly free. There can be no mixture of these two systems, individualism and col lectivism. One cannot be an individualist in one area and a collectivist in another. He is either completely one or completely the other in every aspect. The free market is social coopera tion entered into freely without coercion, i.e., social contract. The freedom philosophy, therefore, nec essarily must restrict government to the protection of the life, liberty, and property of the individuals compris ing society. Government is to act only as an umpire in the interrelation ships of individuals, punishing those who harm or threaten to harm the rights or property of others. It is to insure an atmosphere in which the individual is free to pursue his own desired self-advancement provided he does not in the process harm others.

Henry David Thoreau accented this dual action of the freedom phi losophy when he wrote in Civil Dis obedience, "There will never be a really free and enlightened State until the State comes to recognize the individual as a higher and inde pendent power, from which all its own power and authority are de rived, and treats him accordingly." Whenever government steps be yond this, its legitimate responsibil ity, it damages the economic and moral well-being of the individual and ofthe nation. It can do this in a variety of ways, including excessive taxation, restriction of personal freedoms, or regulation of the econ omy. The best government is the one 504 THE FREEMAN August tha t does not go beyond its protec tive duties or unduly limit the indi vidual. It teaches the individual to govern himself so that government intervention becomes not only un desirable but also unnecessary. Reward for Achievement Second, the free market philoso phy rewards the work ethic.

In Bible times, the apostle Paul commanded that "if any would not work, neither should he eat" (II Thes. 3:10). This principle was trans planted to America and applied by John Smith in Jamestown. As a re sult, the colony overcame its diffi cult first years and prospered. The free enterprise philosophy of fers the prospect of economic success for those who are willing to toil and exert themselves in lawful pursuits. They are free to attempt putting their dreams and ideas into practice and to succeed or fail. Opportunity, not special privilege, is the watchword of the entire system. Workers in a planned economy, however, are mere cogs in the inter meshing of governmental gears, striving for a bureaucratic utopia without the incentives of freedom or personal advancement of self-satis faction. Free enterprise rewards the worker who exhibits initiative and indus try. Workers who give a good day's work are rewarded with a mutually acceptable day's wages. Those who shirk or loaf are soon forced out of their jobs by the more enthusiastic workers. The hard workers are fur ther rewarded with bonuses, pro motions, and raises to the degree they excel or produce. As one wise person put it, the worker who never does more than he is paid for never gets paid for more than he does.

In a truly free market, unemploy ment is strictly a voluntary condi tion. Those who want employment can have it-provided they are will ing to work for the wages the mar ket is willing to pay and provided they can supply the goods and/or services the market demands. There is always a job for one who is willing to work for what the market deter mines he and his product or services are worth. Thrift Encouraged Third, the free market philosophy encourages thrift. The door of economic success swings on the hinges of thrift, the wise use of capital. The individual who is master of his money and re sources succeeds; he who is mastered by them fails. Andrew Carnegie, one of the wealthiest capitalists of the late nineteenth and early twentieth cen turies, said, "The man should al ways be the master. He should keep money in the position of a useful servant; he must never let it be his master and make a miser of him."

1983 THE IMPORTANCE OF THE OBVIOUS 505 Thrift may be simply summarized by five imperatives. 1. Spend less than you receive. Calvin Coolidge once said, "There is no dignity quite so impressive, and no independence quite so important, as living within your means." Much of the poverty and economic diffi culty of our time could be alleviated if individuals and governments had the courage to say , "No, I can't af ford it." 2. Stay out ofdebt. First, one should try not to run up bills. Second, if one cannot avoid debt, he should get out of it again as quickly as possible. A man in debt is not his own master; he is at the mercy of his creditors until his debts are paid in full. 3. Never spend anticipated income before it is actually received. In more quaint terms, "Don't count your chickens before they're hatched!" 4. Keep a regular and accurate ac count of all receipts and expendi tures. Such record-keeping readily reveals unwise or unprofitable spending. It also shows the impor tance of little expenditures to the whole. It insures wise and orderly expenditures and produces a visible and encouraging record of income.

The record-keeping should in time develop into a wise budgeting sys tem. 5. Make every effort to save some of every amount received. "I should say to young men," Carnegie advised, "no matter how little it may be possible to save, save that little.;' It is from such savings that investment is pos sible for the development of busi nesses which produce the goods and services needed and desired in the marketplace. It is from such savings that charity is possible for the assis tance of those less fortunate than ourselves. Philanthropy Increased Fourth, the free market philoso phy encourages philanthropy, the caring for the less fortunate and the rewarding of worthy causes by those who are successful. Charity is the giving of one's own goods to another in need out of the generous desire of one's own heart, i.e., by voluntary contribution. It is not government coerced funding for the support of others.

To the extent that freedom is per mitted in the marketplace, philan thropy increases, for greater suc cesses in the marketplace mean more help for those who are unable to help themselves. Contrariwise, to the ex tent that government restricts free dom in the market, philanthropy de creases, and those unfortunate, needy others suffer. Charity and philanthropy are the duties of private individuals, groups, and churches, not of government. The Bible commands families to care for their own needs and for the churches to care for those who have no fami lies. "But if any provide not for his 506 THE FREEMAN August own, and specially for those of his own house, he hath denied the faith, and is worse than an infidel" (I Tim othy 5:8). A list of the world's great philan thropists sounds like a list from Who's Who in Capitalism: Philip Ar mour of the meat industry; Andrew Carnegie, steel magnate; E. I. Du Pont de Nemours, chemical manu facturer; Henry Ford, automobile manufacturer; J. P. Morgan, finan cier; John Wanamaker, department store pioneer. The list could go on and on. These men were able to give vast sums to worthy causes only be cause the free market permitted them to earn even greater sums.

Each of them forgot himself for a while in order to remember others, and practically everyone in the na tion now remembers their generos ity. In the area of social welfare, as in all other areas of the free market, government only assumes this fa milial and religious duty in direct proportion to the degree this obliga tion is first abdicated by those to whom it legitimately belongs. Moral Attitudes Fifth, the free market philosophy thri ves or founders according to the moral and spiritual condition of the individuals comprising that market. Their moral and spiritual outlook determines the nation's economic outlook. As the evangelist D. L. Moody once said, "Nations are only collections of individuals, and what is true in regard to the character is always true of the whole." Free enterprise encourages, in fact demands, adherence to the Golden Rule: "Whatsoever ye· would that men should do to you, do ye even so to them" (Matthew 7:12). So long as men follow this simple but profound truth, freedom, peace, and prosper ity abound. Only when some at tempt to force, by government au thority, their own desires on the rest do slavery and turmoil occur. When men are bad, society is bad. With such disruption of the market comes economic decline.

Alexis de Tocqueville tried to find the secret of America's greatness, searching· diligently in the fields, in the schools, and in the halls of gov ernment. But he concluded those places, though great, did not hold the key to America's greatness. Not un til he observed the moral strength of her citizens, derived from their reli gious principles, did he understand fully the cause of the nation's great ness. "America is great because America is good," he said. "When America ceases to be good, America will cease to be great." Part of a nation's moral standing is determined by whether its citi zens have the courage to do what is right regardless of the trends around them. The people with a sound moral condition will have an indestructi1983 THE IMPORTANCE OF THE OBVIOUS 507 ble confidence in the ability of truth to triumph over error, good over evil. When men lose this faith in God, they inevitably lose their liberty, for God is the Author of liberty.

"Americans," Calvin Coolidge re minded us, "have not fully realized their ideals. There are imperfec tions. But the ideal is right. It is ev erlastingly right. What our country needs is the moral power to hold to it." Abiding Principles of Success in the Free Market Finally, the principles of economic success in the free market are the same regardless of the size of the op eration, be it a single individual, a family, a multinational corporation, or an entire nation. Statistics and conditions may frequently change, but principles remain forever the same. Collectivist bureaucrats would have us believe that economics is a field larger than the common man, an area into which only the experts dare enter. With their array ofcharts, graphs, and frightening terms and statistics, they quickly convince many that this is exactly the case. What they themselves fail to under stand, however, is that economics is, at the lowest level, merely individ ual human actions, choices and decisions made in the marketplace of goods, services, and ideas.

The common man is deeply in volved in the economy on a daily ba sis. He decides to work or not to work. He chooses to buy or sell or not to buy or sell. He makes trade-offs based on his own needs, wants, and re sources. He takes risks. He succeeds or fails. Multiplied several million times all across the nation, this makes up the bulk of economic ac tion in our country. Granted, much influence is exerted on the economy by large corporations, wealthy capi talists' special interest groups, and even governments. But the princi ples of the free market are always the same regardless of who is in volved. If the free market philosophy was successful, correct, and good in the developmental stages of our nation's history, it remains so even today. If it has worked for America, it will also be practical and successful when applied to other nations. The free market philosophy, re gardless of where applied, is suc cessful because of simple, obvious principles like the ones briefly ex amined above. The greatest com plexities occur whenever these prin ciples are ignored or forgotten. One cannot overemphasize the impor tance of the obvious. ® A REVIEWER'SNOTEBOOK JOHN CHAMBERLAIN PoliticalEconomy and Freedom BEFORE his untimely death Warren Nutter had made a number of timely contributions to economic thought.

But many of them were in the form of comments at conferences, notes made for class lectures at the Uni versity of Virginia, speeches at gatherings of the Philadelphia Soci ety and the like, and essays pub lished in journals that were not readily accessible to .the general public. Nutter had not been given time to do his own gathering and synthesizing. So we are indeed in debted to the Liberty Press of Indi anapolis, and to his widow Jane Couch Nutter, for a first-rate win nowingjob that has resulted in a fine posthumous volume, Political Econ omy and Freedom: A Collection of Essays (314 pp., cloth $10.00, paper $5.50), which comes with a foreword by Paul Craig Roberts, one of Ron ald Reagan's early supply-side ad visers. 508 From the beginning Warren Nut ter insisted on the primacy of mi croeconomics. In a world in which choosing is done at the margin, Nut ter thought it self-defeating to de pend on Keynesian central plan ning. When transactions are made in the millions, there is no way of arbitrarily setting wages and prices, or determining quotas, without strangling human ingenuity and dampening incentives of all kinds.

Even so, Nutter knew that econo mies exist in political frames. The decisions of politicians often play hob with economic choice. So, unlike many of his fellow libertarians, Nutter kept a wary eye on nonmar ket forces. Neither the Soviets in Moscow, nor our own intervention ist politicos on Capitol Hill, ever took him by surprise. He spent four fruit ful years working as an economic and political adviser to the Pentagon, where much of this time was de1983 POLITICAL ECONOMY AND FREEDOM 509 voted to judging the intentions and capabilities of Soviet leaders who, though they could put their fingers on the most advanced nuclear weap ons, had to reckon with a back-up society that was more interested in vodka than in conquest. In Search of a Cause The key to Nutter's thinking is supplied in some remarks he made to the National Association of Man ufacturers in 1974. "The world," he said, "is bigger than the market place, and many valuables are sim ply not marketable. The concept of the economic man works to explain markets because most people be have that way most of the time. But some behave differently all the time, and all do some of the time. Other wise, why do we have wars, hot and cold? No theory of social behavior is complete unless it allows for the passion of the mob, the zeal of the martyr, the loyalty of the palace guard, the insatiability of the ego maniac . . . The principal problems of the day are at root not economic but social, ethical, and political. We are people in search ofa cause."

Nutter's own cause, as Paul Craig Roberts says, was to ground our eco nomic and foreign policies in "our heritage of freedom." He made a profound study of the structure and growth of Soviet industry. At the same time he conducted parallel studies of growth of government in John Chamberlain's book re views have been a regular fea ture of The Freeman since 1950. We are doubly grateful to John and to Henry Regnery for now making available John's autobi ography, A Life with the Printed Word. Copies of this remarkable accountof a man and his times our times-are available at $12.95 from The Foundation for Economic Education, Irvington on-Hudson, New York 10533. western societies. He was impressed by the progress of the Russians in their earlier planning periods, when they cleverly combined "knout and honey." But he noted, in a later es say, that "in the Soviet case, indus trialization has been pressed for ward at the neglect of virtually everything else." Swords had dis placed plowshares. "Housing, trans portation, agriculture, service trades, and light industry have been left to straggle along on scraps tossed to them from time to time."

A strong West, in Nutter's esti mation, would be quite capable of handling the Soviet menace. But, unfortunately, the "unhindered growth of government in societies that have considered themselves free" was sapping western develop ment at the same time the Russians were floundering at home.

510 THE FREEMAN August Government Spending Nutter picked out sixteen coun tries, all democracies, for special in vestigation. They were Australia, Austria, Belgium, Canada, Den mark, France, West Germany, Italy, Japan, Luxembourg, the Nether lands, Norway, Sweden, Switzer land, the United Kingdom, and the United States. In the early Nineteen Fifties the "median percentage of national income accounted for by government spending in these six teen countries was around 30 per cent. By the mid-1970s, that median had risen to over 50 percent. That is to say, for an average free country in 1950, government was spending about a third of national income. For an average country today, govern ment is spending more than half of the national income." Nutter was distressed because he saw few signs of a stopping point to the process. He was encouraged by the "possibility of a taxpayers' re volt." He did not live to see the suc cess of Proposition 13 in California.

Writing before Nutter, Colin Clark had laid it down as a dictum that when governments· begin to spend more than 25 percent of national in come decay was bound to set in. Nutter saw this decay all around him when he reflected on what was hap pending to property rights. The free society must disappear, he thought, when "the tax claims of government have become so large that a government claim against property begins to be considered a government right to property." It has not taken long, Nutter observed, "for the propo nents of big government to turn the principle of private property on its head, maintaining that government is the ultimate owner of property against which the private individ ual may have a claim, instead of the other way around." Working for the Pentagon sharp ened Nutter's perceptions of the troubles involved in living in a dis integrating world order. He found himself writing essays on the ebb and flow of American foreign policy.

Henry Kissinger's conception of de tente bothered him. Stripped of rhetoric, he said, Kissinger's de tente "amounts to giving the assets away without requiring any strate gic benefits in return." Though Kis singer called his policy "creative," Nutter described it as "romantic." Warren Nutter took an enthusias tic part in the annual meetings of the Mont Pelerin Society. I remem ber him particularly for his exuber ance on some of the Mont Pelerin mid-week field trips. Looking at a palace in the middle of an island in Lake Maggiore in Italy, Nutter pre tended he was making notes for the palace he said he would someday build in Virginia. He did not live to build that palace (would it have been a new Monticello?). But he had his fun. @ 1983 OTHER BOOKS 511 PINK AND BROWN PEOPLE AND OTHER CONTROVERSIAL ESSAYS by Thomas Sowell 158 pages. $8.95 paperback AMERICA: A MINORITY VIEWPOINT by Walter Williams 183 pages. $8.95 paperback (Both books published by the Hoover Institution Press, Stanford University, Stanford, CA 94305, 1982.) Reviewed by Tommy W Rogers DOCTORSSowell (Senior Fellow at the Hoover Institution) and Williams (professor of economics at George Mason University) are seminal and incisive thinkers and essayists. Each of the above books consists of arti,.

cles which originally appeared as columns in major newspapers. These terse coherent articles, ranging in subject matter from race, economics, and politics to various social trends and issues, pack the wallop of a wet bag of cement. They provide a com pact, revealing, scholarly but read ily interpretable analysis of the fads, fallacies, and foibles of the self anointed elite whose commitment to coerced utopia through the compul sive reach of government threatens the very fabric of our Constitutional system, and of the cultural and eco nomic prosperity which has been possible under that system. The theory of how the world works underlying the thought of doctors Sowell and Williams is what they term a "vision of social processes." This viewpoint recognizes that per fection is precluded by the realities of the human condition, and that the most feasible adjustment to the hu man condition is through the fam ily, Constitution, market, and the traditions of freedom. This perspec tive contrasts with the "vision of the anointed" who perceive the world as a place wherein perfection can be achieved if mankind can be per suaded, tricked, or coerced into adopting their elitist version of vir tue and wisdom. The "anointed" feel that they have advanced beyond re actionary and conservative mythol ogies, and that their enlightenment and messianism is the route to sal vation. The institutions of freedom to which defenders of the "vision of social processes" pay homage are major obstacles to the implementa tion of the vision of the "anointed"

messiahs in academia, government, and media. Doctors Sowell and Williams feel that the American public has al lowed itself to be duped by the polit ical medicine men of quick fixes, fine tuning, collectivization, plus such will-o-the-wisps as perfect justice, affirmative redress, and "equal op portunity." The authors combine knowledge, understanding, re search, and valid insight with con summate literary skill, all derived 512 THE FREEMAN from a firm philosophical footing. The result is a merciless dissection of the pious hokum and cant which under lie much of the respectable-butillu sory and disastrous public policy no tions of our time. The moral appeal of the "vision of the anointed" is understandable and interpretable, but much of its suc cess is due to the public's willing ness to fulfill Barnum's jibe about suckers. Generally, the victim of con games has a streak of larceny him self and contributes to his own fleecing. Thus the elite and "the public"
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ClarenceB. Carson The Dilemmasof PublicEducation A great many issues have reached the level of public debate today con cerning public education. They range from questions that plumb the philosophic depths to everyday problems of student discipline. They range, that is, from questions as to the origin of life and of plant and animal species on this planet to the question of whether teachers should be permitted to use corporal punish ment in the classroom. There are those who believe that only the doc trine or theory of evolution should be taught in public schools. On the other hand, there are many equally convinced that an account of Divine Creation should be given at least equal time. Then, there is the ques tion of whether or not prayer should be permitted (or perhaps encour aged or required) in the public schools. Dr. Carson has written and taught extensively, spe cializing in American intellectual history. He is the author of several books, his most recent being Orga nized Against Whom? The Labor Union in America.

He is working at present on A Basic History of the United States to be published by Western Goals, Inc. Indeed, there is a great variety of controverted and complex issues about such matters as sex educa tion, the content of the curriculum, athletics, public policy about private schools, the right of parents to teach their children, homosexual teach ers, the teaching of contemporary literature in which obscenities and profanities abound, the use of the schools as instruments of social re form, frills versus basics in educa tion, the unionization of teachers, the compulsory bussing of children to achieve racial integration, the qual ity and character of textbooks, and so on and on. It is not my intention here to take sides on these issues. Rather, it is my purpose, in the first place, to call attention to the fact that the issues exist, that they involve vexing ques tions, and that when they are pushed on one side or the other they tend to become dilemmas. In the second place-and this is my main point they are dilemmas because they are being approached in the framework of public policy. They are dilemmas 515 516 THE FREEMAN September of public education, i.e., of govern ment supported and controlled edu cation. The contentions arise from efforts to use government for differ ing ends, indeed, diametrically op posed ends, quite often. This may not be unusual in itself, but the differ ing positions on education are being pressed at a level at which no gen erally satisfactory resolution is pos sible. They are dilemmas.

A dilemma is a "situation requir ing a choice between equally unde sirable alternatives." Granted, at the level at which the debates have been conducted the issues do not appear to pose a question of choice between equally undesirable, or even un equally undersirable, alternatives. It appears that those who have taken sides would be quite pleased if their position could be made to prevail. Take the issue of prayer in the pub lic schools. Presumably, those who favor them would be quite satisfied if the schools would have prayers, and those who oppose would be equally satisfied to have prayer pro hibited. That, however, is largely an illu sion.Undoubtedly, there are many who would like to see prayer in stated in the schools or classrooms. Beyond that, a considerable portion of these would like to see an attitude of piety toward God, toward human relations, and toward their studies prevail more generally among teachers and students in the schools.

Nor is there any good reason to doubt that there are others who would like to see prayer excluded from schools. Beyond that, there may be those who would like to see all pious, religious, or believing attitudes excluded from education, that the whole undertak ing be carried on in a secular and skeptical framework. No AmericanConsensus But I doubt very much that there is an American consensus for a po litical solution to this question. More important, those whose careers de pend upon knowing such things, i.e., politicians, clearly do not believe that there is a consensus for political ac tion on the prayer issue. The best evidence for this is that constitu tional amendments on this issue have been hanging fire for 20 years now. None has ever mustered the two thirds majorities necessary to get an amendment out of Congress and be fore state legislatures or conven tions. So far as we may judge there is no consensus behind a constitu tional amendment that would per mit or authorize prayer in the public schools. But even if an amendment were adopted, it is not at all clear that the issue would be resolved.

The truth seems to be that there is no acceptable political solution available. There is the dilemma. A political solution involves the use of force. Probably, most of those on ei ther side of the prayer issue would 1983 THE DILEMMAS OF PUBLIC EDUCATION 517 be exceedingly reluctant to employ force to achieve the full measure of what they wish to see established. That is, most of those who· want prayer in the schools would not wish to see teachers forced to lead prayers or preside over them. Indeed, it is not at all clear how anyone could be forced to pray or what desirable end could be achieved by it. Such use of force would be con trary both to the nature of prayer and of education. On the other hand, surely those who oppose prayer in the schools do not envision sending SWAT teams or the NationalGuard to prevent small children from giv ing thanks by repeating: "God is great. God is good. Let us thank Him for our food." In short, it may well be equally undesirable to many Americans either that there should or should not be prayer in the public schools or that force should be di rectly applied to achieve either end.

That is a true dilemma. (Since some may suppose that the courts have settled the prayer issue by their rulings, some observations on that may be helpful. The Su preme Court has nullified state laws specifying prayer and Bible reading in public schools. Such laws were held to be in conflict with the First and Fourteenth Amendments to the Constitution. Other courts have made rulings on a variety of reli gion-related practices in the schools. Thus far, however, United States Marshals have not been sent forth to interdict prayer in any particular school, and public prayers are still made in a goodly number of schools.) Force Is the Issue The dilemma, I am saying, is not in the issues; it arises from the pros pect of the use of force. Ultimately, the dilemmas of public education arise from compulsory attendance and the financing of schools with tax money. It is these things that make the questions public issues. It is these things, too, that make any solution difficult, if not impossible, short of tyrannical measures. This is true not only for the prayer issue but for most of those that have come to the fore in recent years.

Even so, it may be of some help to see how the issues have come to the forefront. More specifically, I want to explore a little the setting in which the issues have arisen. It is not sur prising, of course, that people should differ among themselves about what should be done or how to go about doing it. Each of us differs in some or in many respects from others. We differ in background, experience, temperamental make-up, tastes, preferences, abilities, goals, and in telligence, to name a few ways. From these individual differences arise differences of opinion. Nor is it dif ficult to surmise why we might dif fer with one another quite often about so sensitive and crucial a mat518 THE FREEMAN September ter as the education of our children. Fortunately, most of us do not usually set such store by each of our opinions that we are inclined to make a federal case, as the saying goes, about every difference. But on some matters within their hierarchy of values, many people feel strongly about their beliefs and principles.

Some of these fall for many people in the arena of education; in some senses, all of them do. DiverseOrigins Some of these differences might well assume some importance in any country, but the diversity of the pop ulation in the United States has in creased both their number and im portance. From the earliest English, French, and Spanish settlements, America was a land of immigrants. The diversity of the population has increased rather than diminished over the years. From the 18th through better than three quarters of the 20th century, peoples from virtually every land have come or been brought here, sometimes in small numbers and at others by the thousands and tens of thousands. At various times, they have come from Scotland, Ireland, Wales, France, Germany, Italy, Sweden, Norway, Poland, Bohemia, Russia, China, Japan, Transylvania, Serbia, Tur key, Iran, the Gold Coast of Africa, Mexico, Cuba, and so on and on. Vir tually every culture, race, nationality, language, and ethnic grouping in the world is represented among those who have settled in America.

Of religious sects, denominations, and churches virtually every spec trum of belief is or has been present in America. There are Protestants, Catholics, and Jews, Buddhists, Moslems, and Shintoists. There is a wondrous variety of Protestant sects and denominations: Episcopalians, Methodists, Baptists, Presbyterians, Disciples, Congregationalists, Na zarenes, Evangelicals, Quakers, Unitarians, Christian Scientists, Jehovah's Witnesses, and many, many more. But no brief listing can begin to capture the diversity of re ligious belief or unbelief in America, for in addition to those who profess some religious belief, or belong to organizations which do, there are atheists, agnostics, skeptics, free thinkers, Communists, communi tarians, and a variety of groupings holding religious-like beliefs. All of these beliefs have greater or lesser import on beliefs and preferences about education.

While it would not be possible to exaggerate the .differences among groups and individuals which have some bearing on what may be wanted by way of education, it may be pos sible to overstate the case for most communities. When we look at the United States as a whole, what we may see is a great hodgepodge of peoples, groups, and organizations 1983 THE DILEMMAS OF PUBLIC EDUCATION 519 representing almost every spectrum of diversity. By contrast, communities are of ten much more nearly homogenous than any description of the nation would suggest. For example, in many parts of the rural and small town South, there may be churches of sev eral denominations, but. the reli gious motif is apt to be Southern Baptist. In parts of New England, it may be Congregationalist; in West ern Pennsylvania, Presbyterian; in Utah, Mormon; and so on. Even in cities where there may be the most diverse religious, ethnic, and racial differences, there are often fairly homogenous groupings of people in particular sections.

But whether a community was diverse or homogenous in its make up, people tended to associate in their own particular churches, clubs, or ganizations, and what have you, to preserve their own ways within en claves, as they chose, or to slough off many of their differences and fit into a more general American pattern. A great degree of harmony amidst wide diversities was generally possible in America by those who were differ ent keeping their distance from one another, minimizing the extent of their involvements, or going along with the prevailing customs. E plu ribus unum expresses a truth only if that in which Americans were one be limited and restricted to a small number of common interests. SchoolsProvidedby Communities and by Churches For most of American history, schooling tended to mirror and re flect the diversity of America. Schools tended to be provided, when they were provided, by communities and churches. Historically, schooling in Western Civilization was allied with if not tied to religion. In the Middle Ages, Catholic churches generally provided such formal schooling as existed. Cathedrals had their own schools as a rule. Generally speak ing, too, after the Protestant Refor mation where there was an estab lished church it had the oversight of all formal education, whether or not it provided the schooling. During the colonial period in America, the only experiments of any extent in com pulsorily provided education were in New England. Otherwise, people were left free to provide such edu cation in whatever form they would for their children.

Nor was there any great change in most regions after the American Revolution for the better part of a hundred years. Lands were some times set aside for schooling when the public domain was broken up for selling. But the initiative for provid ing schools was generally left to communities, towns, and churches, or whoever had an interest in it. Churches did sometimes support schools. Towns and communities of ten did so as well. The cost of schools 520 THE FREEMAN September was often defrayed by tuition paid by parents, and it was sometimes supplemented by charitable contri bution. Sunday schools were widely organized by churches in the 19th century, initially as a means to teach children the fundamentals of read ing and writing. In any case, the providing of a school for a frontier and rural community was not usu ally especially expensive. The men of the community could get together and raise abuilding. A schoolmaster could be paid in much the same way as a minister for the church, if he were not one and the same person.

Local Control But however the school was pro vided, it was generally done by some local community. The community controlled the school, so far as it was controlled, and those who were suf ficiently pleased by what was of fered could send their children to it as circumstances permitted. The di versity of the population of America was undoubtedly reflected in the schools from community to commu nity and region to region, so far as there was any will to make it so, and people pretty much had such schools as they could or would. Even after governments began to become involved and some tax sup port began generally to be provided, there was no great change for a good many years. The movement toward tax supported schooling and compulsory attendance was largely made between the Civil War and World War I. Schools were generally still locally owned and controlled, how ever, and many high schools were still private or semi-private. (Some churches, notably the Roman Cath olic and Lutheran, maintained schools for their communicants, where they were sufficiently concen trated for that.) Local boards made the basic decisions about education, levied charges, hired teachers, and, presumably, reflected community values. Even so, schooling became public education as compulsory at tendance laws were passed, and tax support became widespread. The stage was being set for the dilem mas which we now face. Local boards made the transition much easier, but they may have only served to delay the surfacing of the dilemmas.

At any rate, the schools have been transformed in the 20th century. They have been very nearly nation alized and secularized as well as made more or less uniform. They have been transformed into instru ments of or for social reform on a national scale. Control over the schools has been wrested from local communities and is now in the hands of state and national bureaucracies, legislatures, and the federal judi ciary. Local boards may still make intermediate decisions, but they do so within a framework of guidelines and prescriptions that make them 1983 THE DILEMMAS OF PUBLIC EDUCATION 521 mostly errand boys. It is this trans formation that has brought the di lemmas of public education to the surface, given rise to strident de mands, and provides the setting for the urgency of some accommodation or resolution. The transformation has been ef fected mostly since World War II, but it was prepared and advanced for several decades before that.

Overcomingthe Differences It is tempting to speculate as to how anyone could conceive a na tional and uniform system ofeduca tion that could encompass and ac commodate the diversities of Americans, but it would be irrele vant to do so. No one ever has, and I dare say no one could. What was conceived, rather, was a system which its proponents hoped would act as a solvent upon the differences, obliterate them, if you will. As I was preparing this article, I received a little leaflet entitled "The Internationalization of Accounting Curriculum." It contained this re vealing sentence: "Education, in its essence, and by definition should re sult in the diminution of provincial ism." On the contrary, I would say that education might either heighten or diminish provincialism, depend ing on its content and emphasis and the receptiveness or resistance of the ones being educated. But no matter.

Most likely, the person who wrote the sentence couldn't distinguish clearly between an essence and an apple, and he certainly did not bother to define education. What matters is that he was writing out of a vision of education that has become deeply ingrained over the past seventy-five years. It is a vision of using the schools to transform man and society. The idea was advanced most vigorously and directly by the proponents of what was called Progressive Educa tion, but it came to permeate the whole field of pedagogy, which has marched under the flag of "Educa tion" for most of this century. John Dewey was the leader of Progressive Education, and its center was Teacher's College of Columbia Uni versity. Progressive educationists usually described the transforma tion they aimed at as making Amer ica democratic, or more democratic. By that description, however, they meant mainly equality. That is not to deny that they may have favored democratic methods, sometimes anyway, but rather to assert that their animating ideal was equality.

The thrust of this idea of equality was to remove all differences, to bring the high low and the low high, or, as George S. Counts, a Progressive, said, "the school should be regarded ... as an agency for the abolition of all artificial social distinctions,..." (Quoted in John H. Snow and Paul W. Shafer, The Turning ofthe Tides 522 THE FREEMAN September [New York: Long House, 1956], p. 30.) To Progressives, all distinctions were arbitrary, of course. As John Dewey pointed out, "Democratic ab olition of fixed differences between 'higher' and 'lower' still has to make its way in philosophy." (John Dewey, Problems of Men [New York: Philo sophical Library, 1946], p. 15.) Professional Educators In short, the Progressives did not conceive a philosophy of education which would embrace the diversity of America. Instead, they advanced a plan to use the schools as an in strument for removing, obliterating, or crushing the differences. Progres sive Education eventually blended with or became the dominant influ ence in professional education, i.e., the teaching of teachers in peda gogy. There have been three main stages thus far in the movement to nationalize and make uniform the public school (indeed, so far as they could, all schools) in America.

The first was to give a dominant role in schooling to the faculties of education departments, schools, and colleges. This was done by requiring state certification of teachers, re quiring education courses for certi fication, and by founding numerous normal schools, teacher's colleges, and education departments. The second stage was to bring all public schools under the control of state departments of education. Certification was a major means to do this, but it would have been of little account without state leverage. This was achieved in most states by fi nancing and the laying down of guidelines in order for schools to re ceive state money. The third stage is the effort to na tionalize education more directly. Federal aid to education was the opening wedge. There is, of course, now a cabinet level United States Department of Education, and the federal courts now wield great power over the schools.

In large-and to summarize thus far-there is a vast educationist es tablishment in America. It includes not only the federal, state, city, and county bureaucracies with their hi erarchy of officials, but also thou sands of educationists in colleges and universities, and hundreds of thou sands of teachers in the public schools. This establishment exer cises decisive influence over the public schools, and much influence and some controls over private schools. The establishment may not be a monolith, but it is certainly monolithic in tendency. If anything, it has become much more cohesive in recent decades by the widespread organization of teachers in national labor unions. The common thread which holds it together at the ideo logical level is educationism. The thrust of this establishment has been to secularize, nationalize, 1983 THE DILEMMAS OF PUBLIC EDUCATION 523 and make uniform the schools and schooling. This establishment has wrested the control over the schools from local communities and vested it in bureaucracies at ever greater remove from them. The ultimate power over the schools now rests in the Supreme Court of the United States, which is about as remote from popular control as it is possible to get.

Differences Aggravated This, then, is the setting of the di lemmas of public education. The ed ucationist establishment has not succeeded, not yet anyway, in wip ing out the diversity in America. They are suc~eeding, rather, in ex posing the dilemmas of public edu cation. The differences and diversi ties have been exacerbated rather than obliterated, and lowest com mon denominator schooling has given rise to a rising tide of resent ment to it. Some of these resent ments are represented in contempo rary debates on public issues. The educationist establishment would be in deep trouble if it had to answer only for the declining achievements of the pupils it serves, the disorders in the schools, and the low caliber of so much of the teaching. But the na tionalization and secularization of education (or schooling) has brought dilemmas to the fore for which there are no solutions in public education.

There is a way out ofthis morass. There is a way to restore schooling to local patrons, the control over ed ucation to parents, and freedom to learning. There is probably more than one way to go about attempt ing to do these things. President Reagan has stated his opinion that the control over education ought to be returned to local communities. He has also proposed that deductions for tuition to private schools be permit ted on income tax schedules. Propos als for a voucher system to enable people to choose their schools and pay with tax money have gained some followers over the years. Whatever the merits of these and like propos als, they do not go to the heart of the problem, by my analysis. The heart of the problem is com pulsory attendance and tax-sup ported schooling. It is these things on which an educationist establish ment has been built; they provide the levers for the control over schooling. So long as attendance is compulsory and schooling is tax supported, the dilemmas will re main; the diversity of America and the differences among people will take care of that.

There is away, however, to free education from the trammels of gov ernment control. It is the free mar ket. It is to leave schooling to the market and education to those who are willing to seek it. It is the way to provide both for the inevitable differences between individuals and 524 THE FREEMAN September the diversity of the population in America. I am aware, of course, that many people favor what they call public education, although it is be coming equally clear that a consid erable portion of Americans are less than enthusiastic about the current product. It is hardly surprising that public schools should be widely, even gen erally, accepted as desirable. Any thing established as long as a hun dred years is likely to be widely accepted. If public baths had been established in towns and communi ties as long as schools, they would no doubt have gained widespread acceptance. How would people bathe themselves, after all, if there were not public baths? Surely, the poor would have to go dirty!

Church and State But perhaps I should choose an example closer to home, since most Americans have little familiarity with public baths. This example comes at least from our common his torical background. As recently as the early 17th century, most Euro peans apparently believed that an established church was essential to the unity and well-being of a coun try. (Indeed, the relics of established churches still survive in such coun tries as England and Sweden.) Moreover, many believed that the government should assist in compel ling attendance at churches and that the church should be tax-supported. Many people found it difficult to imagine how religion could survive without fullfledged support of the state. There were still a goodly number of people who believed at the time of the writing of the United States Constitution that some sort of state support for churches was desirable, and several states still had an estab lished, or government favored, church. There were others who be lieved even more confidently that religion should be freed from the toils of government, that people should be free to speak and act in accord with their own consciences, that it was folly to use force in such delicate and profound matters. They carried the field eventually.

Actually, there was no possibility of having an established church in the United States without arousing animosities that would wreck the union. Anglicans in South Carolina would hardly accept the Congrega tional church of New England. Quakers and Baptists would accept neither, and the great variety of de nominations and churches in Amer ica made the establishment of any church a potentially divisive and ex plosive issue of the first order. The happy decision reached by the Founders was to forbid Congress to establish any church or interfere with any that might exist in the states. The result was so generally satisfac1983 THE DILEMMAS OF PUBLIC EDUCATION 525 tory that even those few states which had some sort of government sup port or preference for a particular denomination removed it. Nor did religion perceptibly decline and wither away in the United States without government support. On the contrary, religion flourished, churches abounded, and denomina tions proliferated. Religion, left to the market, so to speak, and to private giving and support satisfied both the desire for variety, which flows from individual differences, and the long ing to share faith and beliefs with others. It would be difficult, if not impossible, to find a single Ameri can today who would favor a govern mentally supported national church.

The case for freedom of education is hardly less substantial than that for freedom of religion. Indeed, for many today, they cannot have full freedom of religion without also having freedom of education. For many thoughtful persons, God sub stantiates all knowledge, and if He is not acknowledged, the foundation stone is missing from learning. Given the diversity of America, a national school establishment is no more ap propriate than would be a nation ally established church. In one respect, at least, an estab lished school is much more gro tesquely unjust and intolerant than an established church. When com pulsory attendance at church was required, adults as well as children were required to attend. By con trast, we visit the compulsion only upon children, those among us who are the weakest, least able to resist, least able to fend for themselves, and who have no voice in political deci sions. This system of compulsion permeates education, stifles curios ity, and turns what could be a won drous adventure of the mind for those who have the aptitude and desire into almost insufferable boredom.

Compulsion has turned schooling into a "bad" rather than a good. The dilemmas of public education and the insuperable problems in so many contemporary schools are a direct consequence of the compulsion. I do not know what forms schooling might take if it were left to the market and voluntary giving, nor what great variety of ways people might find to become educated. I am certain that if people val ued these things and were free to provide for themselves, they would do so. And, for me at least, it would be exciting to see what kind ofchanges would be made when those who would provide schooling and help to educate should turn their at tention to serving customers rather than compelling attention. Only those who want to learn ever learn much worth knowing in any case. Rather than having dilemmas and national problems of education, we might have in their stead opportu nities for teachers and learners un bounded by state compulsion. I) David Smyth Until Shrimp ~.,.

Learn to Whistle SOME THINGS are so self-evident that they really require no proof. They are simply a matter oflooking around you in your daily life to see how things work and how people act. For example, consider these ques tions, and answer them from your own experience and observation of life: -A high wind has blown over all the garbage cans down a suburban street. Food wrappers, old newspa pers, and assorted scraps are strewn all over the street, sidewalks and homeowners' front yards. The resi dents are more likely to: A) clean up the street and sidewalks only, or B) to clean up their own front yards only. -A sewer pipe has clogged in a lO-story apartment house. The toiMr. Smyth is a journalist and freelance author in Me tuchen, New Jersey. 526 let and bath-water from the top nine stories is spilling out all over the floors of the apartments and public corridors of the first floor. The first floor dwellers are more likely to get to work at once: A) cleaning up the public corridors, B) cleaning up their own apartments.

-A widget company tries an ex periment. It puts half of its sales men on a regular salary, so that they make the same amount of money weekly regardless of how many or how few widgets they sell, or indeed whether they sell any at all. The other half are told they will be paid 25 per cent of the sales price of every widget they sell. Who will sell the most widgets: A) the first group? or B) the second group? These examples could be multi plied endlessly, covering every hu man activity in the nation, so that UNTIL SHRIMP LEARN TO WHISTLE 527 overall they reflect what is known as the national economy. In each case the choice is between A) acting in the interest of society as a whole, or B) acting in one's own interest. You may note that A) and B) do not necessarily exclude each other. Once you have wiped up the dirty bath water off the floor of your own apartment you may well decide to help your neighbors clean up the corridors of their apartments. Or you may leave it to the janitor. After all, that is what he is paid for. You may decide to help only the neighbors you are friendly with, or who are crip pled or aged. Or to help clean up the corridors because the janitor is away on vacation. Whatever you decide, they are voluntary decisions that you alone make and that nobody im poses on you.

Now, from what I have seen around me in the United States I think it is a safe bet that almost everybody will clean up his front yard before he thinks of getting to the public side walk, that he will mop up the mess in his own apartment before he gets around to the public corridors, and that he will sell a lot more widgets if he knows that every extra one he sells means extra money to support himself and his family. Selfishness? Well, yes, in part. But in large part it is rather a matter of responsibility, of priorities. If you have a family to support that is your first duty. If you have a property it is your responsibility to maintain it. It is not your obligation to be a gar bage collector for the neighborhood unless you have contracted for the job. I have lived in other countries, in South America and in Europe, and from what I saw there I think those people too would act the same way as they do in the United States.

My observations, therefore, lead me to the conclusion that it is a uni versal human trait to act in one's own self-interest. It is not, in my ex perience, a universal human trait to act spontaneously and consistently in the public interest. Do you agree with me so far? If you do, then it must also be self evident to you at this point that pri vate enterprise gives a much truer reflection of human nature than so cialism or communism or any kind of collectivism does. Acting in One'sOwn Interest Private enterprise, private own ership, private action-they all re quire only one basic condition: that individual human beings will con sistently and spontaneously act in their own self-interest. Socialism, communism, public ownership, collectivist action, all re.;. quire a quite different condition: that individuals will consistently and spontaneously act in the public in terest. Since we know from our own per528 THE FREEMAN September sonal experience that people all around the world are not always likely to fulfill this basic require ment of their own accord, the conse quence is inevitable and obvious: they must be forced to act in the public interest.

If they are not so forced, then so cialism, communism or any other kind of collectivism simply will not work. By the very nature of their most basic assumption, these isms unavoidably lead to the use of force to make people do what they would not do spontaneously of their own accord. The use of force is imbedded in their very essence. The immedi ate result of such a system is the imposition of rules, regulations, re quirements, quotas, work-norms, rations, inspectors, regulators, po licemen and enforcers of all kinds. The end result is the Nazi concen tration camp, the Soviet forced labor camp, the Vietnamese re-education camp, the Chinese collective farm and the Maoist "cultural revolu tion," and the Pol Pot genocide in Cambodia. But the use of force achieves ab solutely no advance toward the ideal of a happy, free and productive soci ety that the collectivist "idealists" perhaps sincerely wish to achieve.

Since it ignores the basic fact ofhu man nature, the collectivist system merely sinks deeper and deeper into a police society where the carrot of incentive counts for less and less while the stick of authority counts for more and more. The growing use of force merely makes the forced la borers even more recalcitrant, mu tinous and uncooperative than they were to begin with (as the Commu nist authorities happen to be discov ering right now in Poland). Given these circumstances and this attitude, it is no accident that a pri vately owned American farm will outproduce a Soviet or Chinese state farm fifty-or a hundred-fold. The American farmer has the powerful incentive of self-interest inducing him to produce. The American farmer also has better equipment? Yes, but that, too, is a result of the private enterprise system. And even with the very best agricultural machinery, the Soviet state farm employee has no incentive even to keep up his ma chines. Combines and threshers rust out in the open fields, harvested grain rots rain-sodden out in the ,open. As there is no profit or benefit in it for the individual state farm employee, what does he care? Only the fear of punishment by the authorities will stimulate him to the extra effort that farming invariably requires at crit ical times of the year.

In Summation If you have followed me so far, we are now agreed on this: Firstly, the private enterprise system is based on a realistic ap praisal of human nature, whereas 1983 UNTIL SHRIMP LEARN TO WHISTLE 529 communism or socialism is based on an "idealistic" conception of what human nature ought to be. And when individuals like you and me do not live up to this "ideal" thenthe col lectivist authorities have to use force on them to oblige them to conform to the "ideal" pattern. Secondly, the private enterprise system is in its very essence a sys tem of individual freedom, because by the very nature of things nobody has to be forced to act in his own self-interest. He does it naturally. Thirdly, the private enterprise system is·a more productive system, because everybody is motivated to produce more by the knowledge that his own efforts will have a direct, measurable effect on improving his own individual situation. In the col lectivist system the individual is motivated mainly by fear of punish ment, since he has no great hope of any measurable reward for his own individual efforts.

Since all our reasoning .above is based on observed facts, it is pure realism. It takes the world as it is and builds on that as a secure founF.A.Harper IDEAS ON dation. The collectivists start out with an "idea" of the world as they think it ought to be, and they try to force people to build castles in the air that soon turn out to be prisons and hells on earth. But the collectivist "idealists" are obstinate in their error, and not even decades of experience have per suaded them that their argument is vitiated in its first premise, that it is quite literally baseless. As Soviet dictator Nikita Khrushchev put it so picturesquely: "Those who wait for the Soviet Union to abandon Com munism will wait until shrimp learn to whistle." Communists pride themselves on. ,an "objective" interpretation of his tory. Those of us who have an objec tive view of human nature, as con trasted with their "idealistic" view of it, might well set Khrushchev's words back in his teeth: if you think your collectivist system is ever going to equal the private enterprise sys tem in truth, freedom, or prosperity, comrade, you can wait until shrimp learn to whistle. @ LIBERTY THE terrific urge· to prevent another person from making a "mistake"

must be resisted if liberty is to be preserved. The "protective spirit" that leads a fond parent to prohibit his child from acquiring mature judg ments, as he substitutes his own opinions for those of the child, leads the dictator to act as he does in "protecting" his political children.

John Hospers FREEDOM AND UTOPIAS "Each person should have dominion over his or her own life." Nothing seems more simple or more obvious. A may rule A's life but not B's; B may rule B's life but not A's. Perhaps the single most tragic fact of human history, however, is that there are many people who want to rule not only their own lives but the lives of others. Some of these people write books in which they tell us how they would propose to rule the lives of others and force these others into conformity with their purposes. Such men are the authors of utopias. Voluntary vs. Coercive Utopias Some wish only to persuade us to live our lives in accordance with their ideals for us. They would have us voluntarily become members of their utopian societies. Some of them are leaders of religious sects, who urge us to adopt their way of life volun tarily, through conversion to their 530 beliefs; such were the pacifist Tol stoy colonies at the turn of the cen tury. Others are secular, such as B.F.

Skinner's Walden Two, and would have us join their commune so that we can all taste of the "better life" which they believe their utopia has to offer. Voluntary utopias are relatively harmless; an individual can belong to one or not as he chooses, and can get out of it if it turns out not to be to his liking. It does not interfere with a· person's freedom, as long as he is free to decide for himself. But the vast majority of utopias, such as Aldous Huxley's Brave New World, John Hospers is a professor of philosophy at the Uni versity of Southern California, and editor of the philo sophical magazine, The Monist. He is the author of two recent books, Understanding the Arts (Prentice Hall) and Human Conduct (Harcourt Brace). He was the Libertarian Party's first candidate for U.S. presi dent in 1972, receiving one electoral vote. He is the author of numerous articles in philosophical and po litical journals.

FREEDOM AND UTOPIAS 531 are coercive: a plan of life is laid out for everyone, and even if a person does not want any part of it, he must be forced to, "for his own good." The authors of such utopias would use the enormous coercive machinery of the law to make sure that others be have as the authors wish them to, against their will if necessary. Why this "moral busybodyism"? Why do some people desire to plan the lives of others? Sometimes it originates in their own inadequacy and insecurity: they cannot manage their own lives, so they divert atten tion from their own inadequacies by managing the lives of others. Some times as children they were con stantly required to do things against their will: having been constantly pushed around, they now want more than anything else to push other people around-never mind that the people they push around are not the same people who pushed them around. Often they simply believe that the great mass of people are stupid clods, incapable of governing their own lives, and that by telling others what to do they are doing them a favor; people are clay in need of a potter, so the utopian enters the scene as a savior, to save others from their own stupidity and ineptitude.

More often still, the authors of utopias are not as much convinced that others are stupid as that they themselves are persons of supreme intelligence, who have such a great vision for the human race, and see so clearly what is good for others, that the others can't possibly have as great a vision for themselves. Moreover, they believe that this su perior intelligence gives them the right to dictate what course the lives of others should take. When such people obtain high positions in gov ernment, or become the power be hind the throne, they become the most destructive persons in history, masking their power-impulse with humanitarian slogans about the common good. Contrasting Effects of Economic Ys. Political Power Power over other people's lives need not itself be evil; that depends on what kind of power it is and to what end it is wielded. A great teacher may have enormous influ ence over a student's life, but that power is wielded not by force but by the strength or credibility of the teacher's ideas, or the example set by his life. A parent has power over a child's life, for good or for ill, teaching the child morality and con sideration and courtesy. A counselor or psychiatrist may exert power over a patient, so as to remove the obsta cles to the patient's development and enable him better to make his own decisions and plan his own life.

Neither is purely economic power an evil. A man starts a business and hires employees; they are free to take 532 THE FREEMAN September the position or remain as they were before. The employer has no power to force someone to take the job or arrest him if he refuses. Even in the early days of the Industrial Revolu tion, no one was forced to take jobs in the new factories; bad as condi tions then were by present stan dards, many eagerly did so, because the income they were offered far ex ceeded what they received on the farms from which they came.! "Eco nomic power is the capacity to influ ence other people's behavior by of fering them something the acquisition of which they consider more desirable than the avoidance of the sacrifice they have to make for it. It means the invitation to enter into a bargain, an act of exchange. I will give you a if you give me b. There is no question of any compulsion nor of any threats. The buyer does not 'rule' the seller and the seller does not 'rule' the buyer."2 Political power, by contrast, is power backed by the institutional force of government-of police, arm ies, courts, and prisons. A govern ment possesses the legal monopoly of physical force over a defined geo graphical area, and government op erates always by force or threat of force against those who would dis obey. If you are "kindly requested"

to pay your· income tax, and write back that you have thought it over and decided not to, you are instantly subject to apprehension, arrest, trial, and punishment. Not all political power is evil-for example, laws protecting life and property and punishing murder and theft-but still there is no doubt that this is power in its most naked form, the power of the gun to suppress and punish those who would disobey. The authors of most utopias, how ever, go much further than to sug gest the use of force to protect life and property; they use the force of law to shape other people's lives in the direction that they dictate, usu ally involving the most minute de tails of life. Some Historical Utopias The first utopia described in Western philosophical literature is the Republic of Plato. Though be nevolent compared with many uto pias to follow, it already possessed the main feature of so many of them, of other people being merely pawns on the author's chessboard, for him to move about as he pleased. The aim ofPlato's utopia was, as in so many others, a worthy one: to ensure jus tice in the nation by ensuring that the rulers themselves were just. The requirements for becoming such worthy rulers, however, were se vere: all children were to be taken from their parents at an early age, lest the parents fail to recognize un usual talent in their children or do something to squelch that talent when it became evident; those who 1983 FREEDOM AND UTOPIAS 533 through manifest talent became candidates for rulership were to be denied contact with large. areas of experience, such as acquaintance with persons of questionable char acter, poems which attributed evil to the gods, and even music of all but the most ascetic kind. The rulers themselves were to possess wives and children in common, and no man was to know which child was his own.

Once the gifted few were in a posi tion of power, their rule over the people was absolute: no elections, no representation, no referendum, no appeal. Plato's utopia was never put into practice as he propounded it. Many others, however, were put into prac tice without having been described in writing in advance. For many centuries the Incas of Peru had a rigorously stratified social structure with a highly repressive govern ment. All land belonged to the State. Peasants were not allowed to leave their farms or villages without gov ernment permission. Family life was totally controlled by the State, in cluding whether and whom one could marry. Criticism of the State was punishable by death or torture: the victim· was hanged by his feet or thrown into a pit of poisonous snakes. People suspected of subversive ac tivities were confined in under ground caves containing jaguars, snakes, and scorpions. The individ ual's life was planned not by him but for him by the ruling council of the Incas. But when everything is planned, one cannot develop the ini tiative required to cope with the un expected. One unexpected event was the Spanish invasion. Fewer than two hundred of them conquered the entire vast Inca empire.

Under the ancient Chinese em perors (13th to 3rd century B.C.) ev eryone was forced to work full-time at ten years of age; at twenty he re ceived a field to plow, and at sixty he returned it to the State and lived in dependency on the State. No pri vate ownership of land was permit ted. Large families were split up and grown sons were forbidden to live with their parents. Capital punish ment was imposed for countless of fenses such as minor thefts. The State had a monopoly on water, control ling the supply (sluices, dikes, irri gation canals), and the vital water could be cut off at any time. There was a wide network of State inform ers to spy on people and report their activities, with one family member often spying on another. Those sus pected of crimes were often made into slaves, and conviction was followed by punishments such as decapita tion, quartering, strangulation, being buried alive, or being boiled in a cauldron. The ancient Chinese em peror Ch'in Shih Huang was so ad mired by the modern Chinese dicta tor Mao Tse Tung that Mao tried to outdo him: "He buried only 460 Con534 THE FREEMAN September fucians alive," Mao proclaimed. "But he has a long way to go to catch up with us. We have already buried 46,000 alive."3 A Common Pattern Though widely separated in time and space, each of these coercive utopias exhibits a monotonously re petitive pattern, designed to stamp out individual differences and bring everyone under the total control of the State.

(1) There is almost always the to tal abolition of private property, be cause when a man owns his own property he has a certain degree of independence from the State, and this could not be tolerated. (2) There is usually a condemna tion of religion, because the State wants no competition for the alle giance of its citizens, and people are often inclined to serve God above Caesar. (3) The family is viewed with sus picion, because parents can bring up children in a way that the State does not approve. Thus in many utopias children are taken away from their parents at an early age and brought up by officials of the State. (4) Individuals of gifted intellect are also viewed with suspicion, since they think for themselves and may well challenge the sovereignty or even the legitimacy of the State. Burning of books is a recurring fea ture, because books can contain heretical ideas which may mislead the young. The first persons to be ar rested and killed are often those who show any intellectual independence; if permitted to exist, they might in fect others, so the State either kills them or condemns them to slave la bor in remote regions. "The gifted are of no use," said Ch'in Shih Huang, "and the ungifted can do no harm. Therefore, the art of ruling well consists precisely in the ability of removing the clever and the gifted."

The SovietUtopia All of these features are abun dantly present in the modern Soviet state. The stranglehold of the cen tral government over the lives of ev ery citizen; the omnipresence of se cret police and anonymous informers; the prohibition of private property; the attempt to stamp out religion; the inordinate punishments for mi nor economic crimes (such as keep ing a few sheaves of wheat for one self on a state farm, a crime punishable by death)-all these are inherent features of the Soviet uto pia. They have been dramatically set forth in horrifying detail in such books as Solzhenitsyn's The Gulag Archipelago, Robert Conquest's The Great Terror, and Anton Antonov Ovseyenko's The Time of Stalin. Solzhenitsyn's powerful novel The First Circle concerns the fate of a corps of engineers in a Soviet labor 1983 FREEDOM AND UTOPIAS 535 camp. We get to know each of them, their lost ambitions, their wasted lives, their hopelessness in the face of a system that imposes 25-year sentences for having been reported as saying something anti-Soviet, or for nothing at all. In one passage one prisoner says to another, "They sent me to Vorkuta. All Vorkuta depends on prisoners, the whole Northland.

It's the fulfillment of Thomas More's dream." "Whose dream?" asks an other prisoner. "Thomas More," the first one replies, "the old fellow who wrote Utopia. He had the conscience to admit that society would always require various kinds of menial and hard labor . No one would be willing to perform them. Who should? More thought about it and found the so lution: obviously there would be people in a socialist society who dis obeyed the rules. They would get the menial and especially tough jobs. Yes, the labor camps were thought up by Thomas More; it's an old idea."4 But the socialist state also excels at concealment of its own tactics in order to preserve its moral image before the world. When at last the prisoners in The First Circle are en route to a death camp in the Arctic, Solzhenitsyn writes, "The time had long passed when lead-gray or black prison vans poked through the city streets, creating terror among the citizens. After the war, the idea of building black Marias exactly like grocery vans had been born in some genius' mind, and they were painted the same orange and light blue with a sign letter on the side in four lan guages, reading either 'Meat' or 'Bread.'" A correspondent for a French newspaper, on the way to at tend a hockey match in a Moscow stadium, sees the car which is car rying the doomed prisoners; on the side of the car is the label "Meat."

Having seen several such cars that day, he writes for his newspaper: "On the streets of Moscow one often sees vans filled with foodstuffs, very neat and hygienically impeccable. One can only conclude that the provisioning of the capital is excellent."5 "Once you admit," wrote Hayek, "that the individual is merely a means to serve the ends of the higher entity called society or the nation, most of those features of totalitarian regimes which horrify us follow of necessity. From the collectivist standpoint, intolerance and brutal suppression of dissent, the complete disregard of the life and happiness of the individual, are essential and unavoidable consequences of this ' basic premise; and the collectivist can admit this and at the same time claim that his system is superior to one in which the 'selfish' interests of the individual are allowed to ob struct the full realization of the ends the community pursues."6 All socialism, as Herbert Spencer eloquently showed, is slavery.

"What," he asked, "is essential to the 536 THE FREEMAN September idea of a slave? We primarily think. of him as one who is owned by an other . . . [Now] suppose an owner dies, and his estate with its slaves comes into the hands of trustees; or suppose the estate and everything on it be bought by a company; is the condition of the slave any the better if the amount of his compulsory la bor remains the same? Suppose that for a company we substitute the community; does it make any differ ence to the slave if the time he has to work for others is as great, and the time left for himself is as small, as before? The essential question is: how much is he compelled to labor for other benefit than his own, and how much can he labor for his own benefit? The degree of his slavery varies according to the ratio be tween that which he is forced to yield up and that which he is allowed to retain; and it matters not whether his master is a single person or a society."7 The Utopian'sAlibi: Equality What rationale, then, do the . champions of socialism use as their main source of appeal? Usually they employ as their goal human equal ity, specifically equality of wealth, which of course requires an enor mous state apparatus of enforce ment to sustain. They attempt to evoke hatred, resentment, and envy on the part of those who have less, to be used against those who have more; they consider the acquisition of wealth to be the worst of all evils, and their paramount duty to be the distribution of such wealth amongst the populace. They preach that wealth, no matter how acquired, is ill got, and that the principal duty of the State is to remove it from them.

But of course once the wealth is taken from those who have created it, they will soon cease to create it, and the only equality that will finally re main is equality of nothingness splendidly equalized destitution. Most socialist utopians know this, but they do not mind the mass of hu manity being in poverty; such per sons are so busy scratching for bread that they are easier to control. In fact socialism only pretends to champion the poor; rather, it is a way of controlling the poor through the enormous bureaucratic equalizing process. Socialism is a scam: while officially favoring the poor, its real motive is power. Love of power, not love of humanity, is the real moti vation behind socialist utopias. The humanitarianism is only window dressing. Socialist utopians have al ways been quite indifferent to the sufferings of those whose cause they profess to embrace. "It would be a good thing," Engels wrote to Marx, "to have a bad harvest next year, and then the real fun will begin ...

Only two or three very bad years would help." And Marx in turn wrote, "Our fatherland presents an ex1983 FREEDOM AND UTOPIAS 537 tremely pitiful sight. Without being battered from the outside, nothing can be done with these dogs."8 In the struggle of socialists to gain political power, the alleviation of suffering is always set aside until the victory of the socialist ideal. "All attempts to improve life at the present time are condemned as pos sibly postponing the coming victory. Today's victims of oppression will have no share in the future just so ciety."9 Moreover, "That waiting has no end. The unborn profiteers of that wholesale sacrificial slaughter will never be born. The sacrificial ani mals will merely breed new hordes of sacrificial animals, while the un focused eyes of a collectivized brain will stare on, undeterred, and speak of his vision of service to mankind, mixing interchangeably the corpses of the present with the ghosts of the future, but seeing no men."lO The Humanitarian and the Terrorist And thus there comes about a se cret, if unacknowledged, alliance between the professional philan thropist and the political terrorist.

"If the primary objective of the phil anthropist," wrote Isabel Paterson in the most remarkable book on politi cal philosophy written in the twen tieth century, The God of the Ma chine, "is to help others, his ultimate good requires that others shall be in want. His happiness is the obverse of their misery. If he wishes to help 'humanity,' the whole of humanity must be in need .... "What kind of world does the hu manitarian contemplate as afford ing him full scope? It could only be a world filled with breadlines and hospitals, in which nobody retained the natural power of a human being to help himself or to resist having things done to him. And that is pre cisely the world that the humanitar ian arranges when he gets his way. When a humanitarian wishes to see to it that everyone has a quart of milk, it is evident that he hasn't got the milk, and can not produce it himself, or why should he be merely wishing? Further, if he did not have a sufficient quantity of milk to be stow a quart on everyone, as long as his proposed beneficiaries can and do produce milk for themselves, they would say no, thank you. Then how is the humanitarian to contrive that he shall have all the milk to distrib ute, and that everyone else shall be in want of milk?

"There is only one· way, and that is by the use of the political power in its fullest extension. Hence the hu manitarian feels the utmost gratifi cation when he visits or hears of a country in which everyone is re stricted to ration cards. Where sub sistence is doled out, the desidera tum has been achieved, of general want and a superior power to 're lieve' it. The humanitarian in the ory is the terrorist in action."l1 538 THE FREEMAN .September When Walter Lini, currently pre mier of Vanuatu (formerly New He brides), assumed power after the co lonial rule of the French and British, one of his alleged aims was to re lieve from poverty all the inhabit ants of the islands now under his rule. But what was his self-pro claimed model government for the realization of these aims? It was not the United States, nor even Great Bri tain; it was Tanzania. Government Planning in the United States During the first century and a half of its existence the government of the United States did not attempt to plan the daily lives of Americans; on the whole it left each individual to carry out his or her own plans. Law breakers of course were punished, but the scope of these laws was far less all-encompassing than it is today.

The principal break in this "lais sez faire" policy took place under Roosevelt's New Deal. For the first time, and inexorably increasing with the years, government set out to plan countless details of the lives of vir tually everyone engaged in a trade or profession. Few people today re member how it all began, and how strongly it was at first resisted. To day, for example, farmers take gov ernment subsidies for granted, and federal controls over their crop-acre age; but in 1933 this attitude had not yet become prevalent. Rose Wilder Lane gives a dramatic descrip tion of the coercive measures (and inducements) undertaken in the early days of the New Deal: The farmers did not want A.A.A. or any other federal interference. In Kan sas I met a rabble-rousing New Dealer from Washington who took me to a farm ers' meeting where he spoke with real conviction and eloquence. The audience listened absolutely noncommital, until he worked up to an incandescent perora tion: "We went down there to Washing ton and got you all a Ford. Now we're going to get you a Cadillac!" The temper ature suddenly fell below freezing; the silent antagonism was colder than zero.

That ended the speech; the whole audi ence rose and went out. The orator later said to me, "Those damned numbskulls! the only thing to use on them is a club!" Some time later, in a hotel lobby in Branson, Missouri, I met a young man almost in tears, totally woebegone and despairing. He had spent seventy days in Stone County, working day and night, he said, house to house, up hill and down, over those horrible roads; he'd gone to every house, he'd used every persuasion he could think of, talked himself hoarse, and he had not got even one man to take a $2,500 loan from the government; and those wretched people needed every thing-why, their children were bare foot, some of them lived in log cabins could I believe it? They needed to be re habilitated, I had no idea what rural slums they lived in; and here he offered them a loan from the government; am ortized, twenty-five years to pay it, more time if they wanted it; he offered them horses, and tools, and even a car, any1983 FREEDOM AND UTOPIAS 539 thing almost and they just wouldn't take it. They didn't talk or act like such fo'ols either. He couldn't understand it. He had to get some of them to take government help or he'd lose his government job. What was wrong with them? could I tell him?

could I help him? In southern Illinois there was a Ter ror. The government men went into that county and took no nonsense; they con demned the land-every farm; offered the owners $7 an acre, or nothing; this was a model project, tearing down houses, building new roads, surveying a Com munity Center all blueprinted. The peo ple were frantic and furious; they hired lawyers who told them they could do nothing; they tried to get the facts printed. No newspaper dared do it. The county was listed as rural slums, the land as eroded. When I asked to be shown ero sion, the answer was, it was sheet-ero sion. That is, the constant effect of rain fall on all earth. There was not an eroded ditch in the county. Every farm was well cared for, every house in repair, painted, cared for-simple frame houses, a few without electricity or plumbing, but many with both ... None of them wanted to be rehabilitated. None of them would speak to me until I proved that I did not come from the government; luckily I had that proof, by chance . . . And these are the people who were reported in government publications as demanding subsidies. 12 WorthyAims, Harmful Consequences And so the planning-the-lives-of others cancer spread. It was not only the farms; every business enter prise, every industry and corporation, was soon affected. Thousands of hours of company time were re quired to compile facts and figures and perform utterly useless paper work for the government-thus adding to the price of every product, though the public did not appreciate this fact. Government came to make decisions for people which formerly they had been free to make for themselves.

Always it was done behind the mask of some noble purpose. Occu pational Safety and Health (OSHA) was enacted, ostensibly to promote safety in factories. The act has done nothing for factory safety (the record of American factories in this regard was already excellent), but it has done much to extend the tentacles of government over the lives of ev eryone engaged in productive en deavor. Safety was the bill of goods which was sold to Congress and the public, but the power of government over business was the conse quence. 13 Health care and hospitals became so regulated by government that they had little autonomy left; ostensibly it was for the purpose of improving treatment, but the aim was ultimate nationalization of all health care. Almost everyone is interested in preserving the environment, though the Environmental Protection Agency, to which this cause was en trusted, was primarily interested in preserving and expanding its own 540 THE FREEMAN September power; it almost succeeded in de stroying the Alaska Pipeline, even though the pipelines's existence in no way threatened the natural en vironment or the animal species. 14 Almost everyone is interested in de veloping domestic sources of energy, although the Department of Energy almost destroyed all access to these sources,15 and the E.P.A. has kept almost all the vast oil and gas sup plies in Alaska from being devel oped.16 As always, the health, wel fare, and safety of American citizens has been the facade, and sometimes the actual intention of Congress men, but the result has been the in crease of the stranglehold of govern ment over the freedom of individuals to act in accordance with their own judgment.

Regulatory Law In each case, Congress created the regulatory organization, passing "enabling legislation" that permit ted the agency to formulate its own rules, which then had the force of law. Over 90 percent of law in the United States is now regulatory law, laws never passed by Congress. And thus, with accretions of new regula tory laws (thousands of pages per month), a new "regulatory utopia" was created in the United States, in hibiting their initiative and placing a ball and chain on their productive endeavors .. The .bureaucrats in the regulatory agencies have the power of life and death over every industry in America, and they are only. too happy, as the vise tightens on their victims, to see another capitalist bite the dust-even though it is only from the profits made by these capitalists that the bureaucrats' wages are paid. The tendency of all these agencies is to grow and expand, creating new rules which require larger enforce ment apparatus, and always more and more power over the wealth creators of America. 17 Robert Hertz ler, owner of the Sandia Die and Cartridge Company of Albuquerque for eighteen years, has never had an accident in his plant because, he says, "I have taken apart every machine in the place. I started this business with no help. I starved. I was shot at in Korea. The government has no right to come in here." He has devel oped a special patentable process which he claims the right to keep secret, but OSHA wants pictures of it all. "What about my constitu tional rights?" he asked the OSHA inspector. "I don't give a damn about the Constitution," said [the inspec tor]; "you don't have any." "How do you figure that?" "You have no con stitutional rights because you're in business, because you have employ ees, and because you have done business with the govemment."18But when Hertzler refused him further access to his plant, the inspector said, "We'll get you with what we've al ready got."

1983 FREEDOM AND UTOPIAS 541 Inhibiting the productivity of businesses, together with making people work from January to May of each year to pay for the govern ment's "social service" programs, has already gone a considerable dis tance toward Sovietizing the Amer ican republic. Today the receipt of welfare checks and food stamps are taken for granted as a right, though the government can only supply these by taking the money out of the pockets of others: for everyone who gets something for nothing, some one else must get nothing for some thing. Apparently almost. no one is any longer aware of this. But at one time it was quite apparent to many Americans. "Not Yours to Give": The Real Davy Crockett Story When Colonel Davy Crockett (1786-1836) was a member of the House of Representatives, he voted for a bill to relieve the victims of a fire in Georgetown. While Crockett was campaigning for the next elec tion, a backwoods farmer came to him and chastised him for his vote, with these words: "It is not the amount, Colonel, that I complain of; it is the principle. In the first place, the gov ernment ought to have in the Trea sury no more than enough for its le gitimate purposes. But that has nothing to do with the question. The power of collecting and disbursing money at pleasure is the most dangerous power that can be entrusted to man, particularly under our sys tem of collecting revenue by tariff, which reaches every man in the country, no matter how poor he may be, and the poorer he is the more he pays in proportion to his means.

What is worse, it presses upon him without his knowledge where the weight centers, for there is not a man in the United States who can ever guess how much he pays to the gov ernment. So you see, that while you are contributing to relieve one, you are drawing it from thousands who are even worse off than he. "If you had the right to give any thing, the amount was simply a matter of discretion with you, and you had as much right to give $20,000,000 as $20,000. If you have the right to give to one, you have the right to give to all; and as the Con stitution neither defines charity nor stipulates the amount, you are at liberty to give to any and everything which you may believe, or profess to believe, is a charity, and to any amount you may think proper. You will very easily perceive what a wide door this would open for fraud and corruption and favoritism, on the one hand, and for robbing the people on the other. No, Colonel, Congress has no right to give charity. Individual members may give as much of their own money as they please, but they have no right to touch a dollar of the public money for that purpose ....

542 THE FREEMAN September "There are about 240 members of Congress. If they had shown their sympathy for the sufferers by con tributing each one week's pay, it would have made over $13,000. There are plenty of wealthy men in and around Washington who could have given $20,000 without depriving themselves of even a luxury of life. The congressmen chose to keep their own money... The people about Washington no doubt applauded you for relieving them of the necessity of giving by giving what was not yours to give. The people have delegated to Congress, by the Constitution, the power to do certain things. To do these, it is authorized to collect and _ pay moneys, and for nothing else. Everything beyond this is a usurp a tion."19 The Utopia of Individual Liberty If a utopia is defined as a plan for all of a society or nation, imposed by a few planners at the top, then there is no excuse for a utopia of any kind: it is simply a forcible interference by some person with the lives of all the rest. But if a utopia is defined sim ply as the mode of organization of a society, then the only utopia worthy of the name is a utopia of individual freedom, in which there is no gen eral overall plan, but each person is free to plan his or her own life as long as he does not forcibly interfere with the plans of others for their own lives.

A person's own plan for his life may not always be the best, even for him self: he may not know what actions will lead to his own well-being, and his friends and family may even know this better than he does; he may misjudge the consequences of his actions, with disastrous results; he may be weak-willed and unable to carry out the plan for himself that he sees to be best; and in conse quence he may end up much less happy than he would have been had he followed the advice of persons wiser than himself. 20 But at least the plan of life is his, freely chosen at every step of the way by himself. He is free to change it, free to profit by his own mistakes. The authors of coercive utopias do not grant him even that much. Such utopias make him only a sheep, with the govern ment as his shepherd. Utopian thinkers wish to plan the lives and destinies of others, and the moral precept that should be impressed on them every hour of every day is: The lives of others are not yours to dis pose Of21 When Frederic Bastiat (1801 1850) wrote his famous defenses of individual liberty, he had been sur rounded on all hands by utopian slo gans. Among the "heroes" of the French Revolution, Saint-Just had said, "It is for the lawgiver to will the good of mankind; it is for him to make men what he wants them to be." Robespierre had said, "The 1983 FREEDOM AND UTOPIAS 543 function of government is to direct the physical and moral forces of the nation toward the ends for which it was founded." Billaud-Varenne had said, "A people to whom liberty is to be restored must be recreated. Since old prejudices must be destroyed, old customs changed, depraved inclina tions corrected, superfluous wants restrained, inveterate vices eradi cated, what is needed is strong ac tion, a violent impulse." Lepeletier had said, "Considering the extent to which the human race has been de graded, I am convinced of the neces sity of undertaking a complete re generation-of creating a new people."22 To all of these, Bastiat replied: "If the natural inclinations of mankind are so evil that its liberty must be taken away, how is it that the incli nations of the socialists are good? Are not the legislators and their agents part of the human race? Do they be lieve themselves molded from an other clay than the rest of mankind?

They say that society, left to itself, heads inevitably for destruction be cause its instincts are perverse. They demand the power to stop mankind from sliding down this fatal decliv ity and to impose a better direction on it. If, then, they have received from heaven intelligence and vir tues that place them beyond and above mankind, let them show their credentials. They want to be shep herds, and they want us to be their sheep. This arrangement presup poses in them a natural superiority, a claim that we have every right to require them to establish ... "I am not contesting their right to invent social orders, to disseminate their proposals, to advise their adop tion, and to experiment with them on themselves, at their own expense and risk; but I do indeed contest their right to impose them on us by law, that is, by the use of the police force and public funds ... What I demand of them is to grant us the right to judge their plans and not to join in them, directly or indirectly, if we find that they hurt our interests or are repugnant to our consciences ...

"By what right, then, may the law intervene to make me submit to the social order planned by [others], rather than make these gentlemen submit to my plans? Is it to be sup posed that I have not received from Nature enough imagination to in vent a utopia too? Is it the role of the law to make a choice between so many idle fancies and to put the public police force at the· service of one of them ?"23 Bastiat concluded with a parable: "A celebrated traveler arrived in the midst of a savage tribe. A child had just been born, and a crowd of divin ers, sorcerers, and quacks armed with rings, hooks, and straps surrounded it. One said: 'This child will never smell the perfume of a pipe if I do not stretch his nostrils.' Another said: 544 THE FREEMAN 'He will be deprived of the sense of hearing ifI do not make his ears come down to his shoulders.' A third: 'He will not see the light of the sun if I do not give his eyes an oblique slant.' A fourth: 'He will never stand erect if I do not bend his legs.' A fifth: 'He will not be able to think if I do not flatten his skull.' "'Stop!' cried the traveler ... 'God has given organs to this frail crea ture; let the organs develop and be strengthened by exercises, trial and error, experience, and freedom.' "24 @ -FOOTNOTESIOn the early history of capitalism, see Friedrich von Hayek (ed.), Capitalism and the Historians (University of Chicago Press, 1954), esp. pp. 15-17.
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DennisBechara THE RISING PROTECTION1ST TIDE INTERNATIONALtrade imparts bene fits to all countries that participate. The United States, for example, ex ports twenty per cent of its indus trial production as well as forty per cent of its agricultural products. In fact, approximately fifteen per cent of total U.S. output is exported. Foreign trade has been· responsi ble for a substantial amount of do mestic investment, and practically all Western schools of economics agree that free trade is the best course of action for all nations. Yet, during the past few years, various countries, including the United States, have attempted to· somehow shield themselves from foreign trade. Recently, an agree ment was reached between the U.S. and the Japanese governments Mr. Bechara is an attorney in Mayaguez, Puerto Rico. whereby Japan will comply with so called voluntary export restrictions in the sale of cars to America. Im ported steel has been curtailed, and more restrictions on the importation of foreign textiles and apparel have been implemented. As Time re cently pointed out: Many Europeans now fear that the U.8.

will impose trade barriers, such as those that already exist for automobiles and steel, on other products to protect Amer ican businesses. Pressure for protection ist measures has been mushrooming. A Florida manufacturer of machine tools has asked the White House to block in vestment tax credits on Japanese-made machinery. Chemical companies will be actively seeking additional shelter from foreign imports in the next session of Congress. Even uranium producers are invoking national security as an excuse to ban the purchase of uranium over seas. I 545 546 THE FREEMAN September The range of worldwide restric tions varies, but they inexorably lead to a further reduction in foreign trade. Countries in Central Amer ica, for example, have adopted a pol icy of substituting imports, with the intention of industrializing their economies. Industrialized countries, on the other hand, have other poli cies which curtail the free flow of goods and services between coun tries. As an example of the restric tive policies in effect, a commenta tor recently pointed out: Airlines in France, Italy and West Germany, for instance, keep U.S. carri ers out of their reservation computers, preventing passengers from booking on American carriers, in, say, an Air France office in Paris. Australia forbids the screening of television ads produced abroad, and Canada has issued guide lines that encourage Canadian TV sta tions to use domestically produced com mercials. West Germany requires German models in all advertising produced in the country.2 The international situation may perhaps degenerate into the present trade relationship between France and Hong Kong. Alarmed by the massive importation of electronic quartz watches manufactured in Hong Kong, France imposed a quota on their. importation. Although the incident cannot vitally affect Hong Kong's economy, the watch manu facturers, in turn, have promoted a boycott of French cognac.3 Fostering Free Trade The general worldwide trend since World War II has been to foster free foreign trade. The General Agree ment on Tariffs and Trade (GATT) is a reflection of this trend, which has been successful in reducing bar riers to trade between nations. At the present time, the average world tariffs amount to approximately 5 per cent of imports. 4 Yet, partly as a re sult of this new trend favoring pro tectionist measures, world trade has been adversely affected. In fact, GATT figures indicate that "inter national trade levelled off in the middle of 1979 and has been flat ever since. Adjusted for inflation, trade volume actually went down in 1980 and 1981 and further falloff is pre dicted."5 In addition, a GATT confer ence held in the fall of 1982 failed to reach any significant lowering of trade barriers.

Although the trend seems to be in the direction of additional protec tionist measures, an opposite move ment is simultaneously taking place. A Federal relief program, entitled Trade Adjustment Assistance, which has granted aid to those unem ployed as a result of foreign compet ition, is scheduled to be phased out this fall. This program is illustra tive of the failure of interventionist policies that attempt to offset for eign trade. Although the Trade Adjustment Assistance program has been in ef1983 THE RISING PROTECTIONIST TIDE 547 fect since 1962, its effects were neg ligible because of the application of strict guidelines in the granting of benefits. Essentially, a group of workers had to establish that they lost their jobs primarily because of an increase in imports. The increase in imports, on the other hand, had to be related to a so-called trade concession granted by the U.S. gov ernment. However, the Trade Act of 1974, which took effect in 1975, amended and substantially liberal ized the provisions and interpreta tions of the program. Perhaps one of the most substantial amendments was that now imports need not be the most important reason causing unemployment. If imports contrib uted to the loss of jobs, it was not necessary that they be the principal cause. Consequently, the assistance program mushroomed. The number of workers certified as eligible in creased from 62,000 in 1976 to 531,000 in 1980.6 Aiding the Victims of ForeignTrade An avowed purpose of the Trade Adjustment Assistance program was to promote foreign trade while cush ioning the immediate adverse ef fects of foreign trade upon domestic producers. The rationale has been that since everyone benefits from free foreign trade, those that do suffer from it ought to receive assistance.

The realities of the program, on the other hand, establish that the as serted goals were far from reached. One of the immediate effects of this program was the creation of an ar tificial amount of temporary layoffs in different industries. As one com mentator put it: Troubled companies, for example those in the steel industry, would lay people off, allowing them to collect unemploy ment insurance plus TAA benefits for a while. Then the company would rehire them, at the same time laying off a new bunch.? A General Accounting Office study confirms this view, inasmuch as 85 per cent of the beneficiaries of the TAA program were temporarily laid off.8 Yet, perhaps the leading benefici aries of this assistance program have been labor unions, as the majority of the recipients were unionized em ployees. This should not be surpris ing since it is more likely that unionized firms have working con ditions that tend to be less competi tive than non-unionized firms. Con sequently, other things being equal, unionized industries would tend to suffer from foreign competition.

9 In effect, the assistance program has perpetuated inefficient producers. The evidence suggests that al though funds were available to pro mote relocation and job searches, a small fraction of the recipients en gaged in active search for alterna tive jobs. Of the 1,320,733 benefici548 THE FREEMAN September aries who were receiving assistance within the April 3, 1975 and Sep tember 30, 1981 period, "only 5,133 or .39 per cent engaged in job search, as measured by the number of work ers receiving job search allow ances."lO Spending in this program has substantially decreased since Sep tember 30,1981. The reason for this is that the Omnibus Budget Recon ciliation Act of 1981 amended TAA and the standards required to estab lish eligibility in the program have been restricted. Spending, which in fiscal year 1981 was $1.4 billion, de creased the following year to $101.6 million. Unless Congress acts oth erwise, the program will cease to be in effect as of September 30, 1983.

Essentially, the Trade Adjust ment Assistance program was the politicians' effort to promote free in ternational trade. As foreign com peti tion undoubtedly affected some sectors of the economy, especially the heavily unionized ones, companies were forced to layoff employees. This is normally taken care of in the market order as resources are placed in more efficient areas of production. By withdrawing resources from the more efficient sectors of the economy into the less efficient areas, TAA only acted to increase inefficiency, to pro mote the production of more costly goods and to shield the labor unions from being publicly held responsible for raising the costs of production. The clamor for protectionist mea sures, however, remains unabated. Import Substitution As all uded to before, Central American countries have taken an other path which they feel will lead to industrialization. This is the pol icy known as import substitution, which is another form of protection ism. Essentially, the policy was aimed at promoting the local manu facture of imported goods so as to satisfy domestic demand. However, governments in those countries needed to erect high tariff walls in order to encourage the investment of capital in those industries. The ef fects of this policy soon began to emerge. Since locally manufactured goods were either more expensive or qualitatively less competitive in the world market, "... very little of the new industrial output could be ex ported. Instead of gaining indepen dence from having to import con sumer and intermediate goods, countries merely shifted imports to different kinds of products (inputs, raw materials and capital goods).

They became far more dependent on imports due to the fact that in small economies, even simple production requires imported input. The inevi table result was the development of a far more severe balance of pay ment constraint, and business cycles far deeper than in open, competitive economies. "11 1983 THE RISING PROTECTIONIST TIDE 549 As those countries invested sub stantial amounts of capital in the emerging manufacturing sector, for eign currency had to be obtained in order to pay for the imported capital goods. Yet, the problem became in soluble as the goods that were man ufactured internally could not find a ready market outside the domestic market. Foreign exchange was available through the exportation of the traditional basic commodities, but as capital was drained into the less efficient manufacturing enti ties, the growth of the exporting sec tor was limited. With less foreign exchange available, there was a smaller amount of capital available to meet the needs of the domestic markets. Thus, the drive to indus trialize and seek development through the policy of import substi tution has left those countries worse off than before.

The common denominator in all of these protectionist measures is a general misunderstanding of for eign trade. If foreign trade. causes unemployment in one sector of the economy, the conventional response is to restrict the introduction of the foreign goods which created the un employment. Yet, this reaction does not take into account the fact that although some workers may lose their jobs as a result of foreign com petition, the domestic consumers will have more resources left at their disposal as a result of purchasing the cheaper foreign goods. Thus, domes tic consumers will adjust their be havior, and will spend or save the additional purchasing power brought about by the introduction of less costly foreign goods. Inevitably, jobs will be created in the economy as a result of this. The Principle of Comparative Advantage Through Trade The argument against foreign trade may be likened to the opposi tion to the introduction of ma chinery brought forth during the In dustrial Revolution in England. The opponents set out to ban machinery, and in many instances destroyed the machines outright. This opposition was grounded on the belief that ma chines created unemployment, for it seemed that fewer employees were needed to produce goods because of automation. The historic evidence, however, has refuted these fears.

Machines have increased employ ment beyond all expectations, be cause by loweri~g the cost of goods to the consumer, they helped in crease demand for those goods. Similarly, the principle of com parative advantage should be stressed again and again in order to illustrate the advantages of foreign trade. In order to understand this principle, it is important to grasp the fact that foreign trade is essentially like domestic trade. Specialization occurs within any trading area.

550 THE FREEMAN It is common to observe that some areas of a country are identified with a particular industry. In the United States, for example, Detroit is asso ciated with the automobile industry, Pittsburgh with the steel industry, Hollywood with the film industry, Seattle with the aerospace industry, and Dallas with oil. This specializa tion may be traced to different rea sons, but it should be understood that the natural forces of the market have created this situation. On the other hand, there is no immutable law that perpetuates .specific economic spe cialization in a given geographical area. New England, for example, used to be the textile center in America. The market is always in a state of flux, and capital and labor tend to be attracted to the more ef ficient and hospitable areas. Foreign trade permits, on an in ternational scale, the specialization that often occurs within the confines of a local economy. Countries more efficient in the production of cars, textiles, wines, food or any other product will tend to export such goods because of their quality and lower cost to the consumer. Those same countries will have the incentive to import goods that may be acquired at a lower cost from outside sources.

Clearly an optimum utilization of resources is achieved and employ ment is maximized. However, when a country raises tariffs or quotas or implements any protectionist policy, it only succeeds in misallocating resources, lowering worldwide production and raising the prices of goods to the consumers. Protectionist policies may succeed in preserving some jobs in specific in dustries, but only at the expense of the general welfare of the country. In order to stem the tide of protec tionism, it is imperative that the facts about foreign trade be learned. Oth erwise, more quotas and tariffs will be erected, to the detriment of all. , -FOOTNOTESITime (November 9, 1982) p. 55. 2Fortune International (November 29, 1982), p.54. 3Fortune International (February 7, 1982), p. 62. 4Fortune International (March 21, 1983), p. 79. 5Fortune International (November 29, 1982), p.52. 6Fortune International (March 21, 1983), p.

79. 7Ibid. 8VO!. 2, The Cato Journal (1982), p. 884. 9Ibid, p. 878. . lOIbid.,p. 888. llVol. 12, California WesternInternational Law Journal (1982), p. 470.

Robert A. Peterson EDUCATION IN COLONIAL AMERICA ONE of the main objections people have to getting government out of the education business and turning it over to the free market is that "it simply would not get the job done." This type of thinking is due, in large measure, to what one historian called "a parochialism in time,"! Le., a lim ited view of an issue for lack of his torical perspective. Having served the twelve-year sentence in govern ment-controlled schools, most Americans view our present public school system as the measure of all things in education. Yet for two hundred years in American history, from the mid-1600s to the mid-1800s, public schools as we know them to day were virtually nonexistent, and the educational needs of America were met by the free market. In these two centuries, America produced several generations of highly skilled and literate men and women who laid Mr. Peterson is Headmaster of The Pilgrim Academy, Egg Harbor City, New Jersey. He teaches economics and is constantly in search of ways to support and defend the principle of voluntarism in education.

the foundation for a nation dedi cated to the principles of freedom and self-government. The private system of education in which our forefathers were edu cated included home, school, church, voluntary associations such as li brary companies and philosophical societies, circulating libraries, ap prenticeships, and private study. It was a system supported primarily by those who bought the services of ed ucation, and by private benefactors. All was done without compulsion. Although there was a veneer of gov ernment involvement in some colo nies, such as in Puritan Massachu setts, early American education was essentially based on the principle of voluntarism. 2 Dr. Lawrence A. Cremin, distin guished scholar in the field of edu cation, has said that during the co lonial period the Bible was "the single most important cultural in fluence in the lives of Anglo-Ameri cans."3 Thus, the cornerstone of early 551 552 THE FREEMAN September American education was the belief that "children are an heritage from the Lord."4 Parents believed that it was their. responsibility to not only teach them how to make a living, . but also how to live. As our forefa thers searched their Bibles, they found that the function of govern ment was to protect life and prop erty.5 Education was not a responsi bility of the civil government.

Education Began in the Home and the Fields Education in early America began in the home at the mother's knee, and often ended in the cornfield or barn by the father's side. The task of teaching reading usually fell to the mother, and since paper was in short supply, she would trace the letters of the alphabet in the ashes and dust by the fireplace. 6 The child learned the alphabet and then how to sound out words. Then a book was placed in the child's hands, usually the Bible. As many passages were familiar to him, having heard them at church or at family devotions, he would soon master the skill of read ing. The Bible was supplemented by other good books such as Pilgrim's Progress by John Bunyan, The New England Primer, and Isaac Watt's Divine Songs. From volumes like these, our founding fathers and·their generation learned the values that laid the foundation for free enter prise. In "Against Idleness and Mischief," for example, they learned in dividual responsibility before God in the realm of work and learning. 7 How doth the busy little bee Improve each shining hour, And gather honey all the day From every opening flower.

How skillfully she builds her cell, How neat she spreads the wax And labours hard to store it well With the sweet food she makes. In works of labour, or of skill, I would be busy too; For Satan finds some mischief still For idle hands to do. In books, or work, or healthful play Let my first years be passed; That I may give for every day Some good account at last. Armed with love, common sense, and a nearby woodshed, colonial mothers often achieved more than our modern-day elementary schools with their federally-funded pro grams and education specialists. These colonial mothers used simple, time-tested methods of instruction mixed with plain, old-fashioned hard work. Children were not ruined by educational experiments developed in the ivory towers of academe. The introduction to a reading primer from the early 19th century testifies to the importance· of home· instruction. 8 It says: "The author cannot but hope that this book will enable many a mother or aunt, or elder brother or 1983 EDUCATION IN COLONIAL AMERICA 553 sister, or perhaps a beloved grand mother, by the family fireside, to go through in a pleasant and sure way with the art of preparing the child for his first school days."

Home education was so common in America that most children knew how to read before they entered school. As Ralph Walker has pointed out, "Children were often taught to read at home before they were sub jected to the rigours of school. In middle-class families, where the mother would be expected to be lit erate, this was considered part of her duties."9 Without ever spending a dime of tax money, or without ever consult ing a host of bureaucrats, psycholo gists, and specialists, children in early America learned the basic ac ademic skills of reading, writing, and ciphering necessary for getting along in society. Even in Boston, the capi tal city of the colony in which the government had the greatest hand, children were taught to read at home. Samuel Eliot Morison, in his 'excel lent study on education in colonial New England, says:l0 Boston offers a curious problem. The grammar (Boston Latin) school. was the only public school down to 1684, when a writing school was established; and it is probable that only children who already read were admitted to that .... they must have learned to read somehow, since there is no evidence of unusual illiteracy in the town. And a Boston bookseller's stock in 1700 includes no less than eleven dozen spellers and sixty-one dozen primers.

The answer to this supposed prob lem is simple. The books were bought by parents, and illiteracy was ab sent because parents taught their children how to read outside of a for mal school setting. Coupled with the vocational skills children learned from their parents, home education met the demands of the free market. For many, formal schooling was simply unnecessary. The fine edu cation they received at home and on the farm held them in good stead for the rest of their lives, and was sup plemented with Bible reading and almanacs like Franklin's Poor R ich ard's. Some of our forefathers desired more education than they could re ceive at home. Thus, grammar and secondary schools grew up all along the Atlantic seaboard, particularly near the centers of population, such as Boston and Philadelphia. In New England, many of these schools were started by colonial governments, but were supported and controlled by the local townspeople.

In the Middle Colonies there was even less government intervention. In Pennsylvania, a compulsory edu cation law was passed in 1683, but it was never strictly enforced. l1 Nev ertheless, ma,ny schools were set up sinlply as a response to consumer demand. Philadelphia, which by 1776 had become second only to London 554 THE FREEMAN September as the chief city in the British Em pire, had a school for every need and interest. Quakers, Philadelphia's first inhabitants, laid the foundation for an educational system that still thrives in America. Because of their emphasis on learning, an illiterate Quaker child was a contradiction in terms. Other religious groups set up schools in the Middle Colonies. The Scottish Presbyterians, the Moravi ans, the Lutherans, and Anglicans all had their own schools. In addi tion to these church-related schools, private schoolmasters, entrepre neurs in their own right, established hundreds of schools.

Historical records, which are by no means complete, reveal that over one hundred and twenty-five private schoolmasters advertised their ser vices in Philadelphia newspapers between 1740 and 1776. Instruction was offered in Latin, Greek, mathe matics, surveying, navigation, .ac counting, bookkeeping, science, En glish, and contemporary foreign languages. 12 Incompetent and inef ficient teachers were soon elimi nated, since they were not subsi dized by the State or protected by a guild or union. Teachers who satis fied their customers by providing good services prospered. One school master, Andrew Porter, a mathe matics teacher, had over one hun dred students enrolled in 1776. The fees the students paid enabled him to provide for a family of seven. 13 In the Philadelphia Area Philadelphia also had many fine evening schools. In 1767, there were at least sixteen evening schools, ca tering mostly to the needs of Phila delphia's hard-working German population. For the most part, the curriculum of these schools was con fined to the teaching of English and vocations. 14 There were also schools for women, blacks, and the poor. An thony Benezet, a leader in colonial educational thought, pioneered in the education for women and Negroes.

The provision of education for the poor was a favorite Quaker philan thropy. As one historian has pointed out, "the poor, both Quaker and non Quaker, were allowed to attend without paying fees."15 In the countryside around Phila delphia, German immigrants main tained many of their own schools. By 1776, at least sixteen schools were being conducted by the Mennonites in Eastern Pennsylvania. Christo pher Dock, who made several nota ble contributions to the science of pedagogy, taught in one of these schools for many years. Eastern Pennsylvanians, as well as New Jerseyans and Marylanders, some times sent their children to Phila delphia to further their education, where there were several boarding schools, both for girls and boys. In the Southern colonies, govern ment had, for all practical purposes, no hand at all in education. In Vir1983 EDUCATION IN COLONIAL AMERICA 555 ginia, education was considered to be no business of the State. The ed ucational needs of the young in the South were taken care ofin "old-field"

schools. "Old-field" schools were buildings erected in abandoned fields that were too full of rocks or too ov ercultivated for farm use. It was in such a school that George Washing ton received his early education. The Southern Colonies' educational needs were also taken care of by using pri vate tutors, or by sending their sons north or across the Atlantic to the mother country. Colonial Colleges A college education is something that very few of our forefathers wanted or needed. As a matter offact, most of them were unimpressed by degrees or a university accent. They judged men by their character and by their experience. Moreover, many of our founding fathers, such as George Washington, Patrick Henry, and Ben Franklin, did quite well without a college education. Yet for those who so desired it, usually young men aspiring to enter the ministry, university training was available. Unlike England, where the govern ment had given Cambridge and Ox ford a monopoly on the granting of degrees,16 there were nine colleges from which to choose.

Although some of the colonial col leges were started by colonial gov ernments' it would be misleading to think of them as statist institutions in the modern sense. 17 Once char tered, the colleges were neither funded nor supported by the State. Harvard was established with a grant from the Massachusetts Gen eral Court, yet voluntary contribu tions took over to keep the institu tion alive. John Harvard left the college a legacy of 800 pounds and his library of 400 books. "College corn," donated by the people of the Bay Colony, maintained the young scholars for many years. 18 Provision was also made for poor stu dents, as Harvard developed one of the first work-study programs. 19 And when Harvard sought to build a new building in 1674, donations were so licited from the people of Massachu setts. Despite the delays caused by King Philip's War, the hall was completed in 1677 at almost no cost to the taxpayer. 20 New Jersey was the only colony that had two colleges, the College of New Jersey (Princeton) and Queens (Rutgers). The Log College, the pre decessor of Princeton, was founded when Nathaniel Irwin left one thou sand dollars to William Tennant to found a seminary.21 Queens grew out of a small class held by the Dutch revivalist, John Frelinghuyson. 22 Despite occasional hard times, nei ther college bowed to civil govern ment for financial assistance. As Frederick Rudolph has observed, "neither the college at Princeton nor 556 THE FREEMAN September its later rival at New Brunswick ever received any financial support from the state .... "23 Indeed, John With-.

erspoon, Princeton's sixth president, was apparently proud of the fact that his institution was independent of government control. In an adver tisement addressed to the British settlers in the West Indies, Wither spoon wrote: 24 "The· College of New Jersey is altogether independent. It hath received no favor from Govern ment but the charter, by the partic ular friendship of a person now de ceased." Based on the principle of free dom, Princeton under Witherspoon produced some of America's most "animated Sons of Liberty." Many of Princeton's graduates, standing firmly in the Whig tradition of lim ited government, helped lay the le gal and constitutional foundations for our Republic. James· Madison, the Father of the Constitution, was a Princeton graduate. Libraries In addition to formal schooling in elementary and secondary schools, colleges, and universities, early America had many other institu tions that made it possible for people to either get an education or supple ment their previous training. Con ceivably, an individual who never attended school could receive an ex cellent education by using libraries, building and consulting his own library, and by joining a society for mutual improvement. In colonial America, all of these were possible.

Consumer demand brought into existence a large number of li braries. Unlike anything in the Old Country, where libraries were open only to scholars, churchmen, or gov ernment officials, these libraries were rarely supported by government funds. In Europe, church libraries were supported by tax money as well, for they were a part of an estab lished church. In America, church libraries, like the churches them selves, were supported primarily by voluntarism. The first non-private, non-church libraries in America were main tained by membership fees, called subscriptions or shares, and by gifts of books and money from private benefactors interested in education. The most famous of these libraries was Franklin· and Logan's Library Company in Philadelphia, which set the pattern and provided much of the inspiration for libraries throughout the colonies. 25 The membership fee for these subscription libraries var ied from twenty or thirty pounds to as little as fifteen shillings a year.

The Association Library, a library formed by a group of Quaker arti sans, cost twenty shillings to join. 26 Soon libraries became the objects of private philanthropy, and it be came possible for even the poorest citizens to borrow books. Sometimes 1983 EDUCATION IN COLONIAL AMERICA 557 the membership fee was completely waived for an individual ifhe showed intellectual promise and charac ter. 27 Entrepreneurs, seeing an oppor tunity to make a profit from colonial Americans' desire for self-improve ment, provided new services and in novative ways to sell or rent printed matter. One new business that de veloped was that of the circulating library. In 1767, Lewis Nicola estab lished one of the first such busi nesses in the City of Brotherly Love. The library was open daily, and cus tomers, by depositing five pounds and paying three dollars a year, could withdraw one book at a time. Nicola apparently prospered, for two years later he moved his business to Soci ety Hill, enlarged his library, and reduced his prices to compete with other circulating libraries. 28 Judg ing from the titles in these librar ies,29 colonial Americans could re ceive an excellent education com pletely outside of the schoolroom. For colonial Americans who believed in individual responsibility, self-gov ernment, and self-improvement, this was not an uncommon course of study .. Most lawyers, for example, were self-educated.

Sermons as Educational Tools The sermon was also an excellent educational experience for our colo nial forefathers. Sunday morning was a time to hear the latest news and see old friends and neighbors. But it was also an opportunity for many to sit under a man of God who had spent many hours preparing for a two, three, or even four hour ser mon. Many a colonial pastor, such as Jonathan Edwards, spent eight to twelve hours daily studying, pray ing over, and researching his ser mon. Unlike sermons on the frontier in the mid-19th century, colonial sermons were filled with the fruits of years of study. They were geared not only to the emotions and will, but also to the intellect. As Daniel Boorstin has pointed out, the sermon was one of the chief lit erary forms in colonial America. 30 Realizing this, listeners followed sermons closely, took mental notes, and usually discussed the sermon with the family on Sunday after noon. Anne Hutchinson's discus sions, which later resulted in the Antinomian Controversy, were merely typical of thousands of dis cussions which took place in the homes of colonial America. Most discussions, .however, were not as controversial as those which took place in the Hutchinson home.

Thus, without ever attending a college or seminary, a church-goer in colonial America could gain an intimate knowledge of Bible doc trine, church history, and classical literature. Questions raised by the sermon could be answered by the pastor or by the books in the church 558 THE FREEMAN September libraries that were springing up all over America. Often a sermon was later published and listeners could review what they had heard on Sun day morning. The first Sunday Schools also de veloped in this period. Unlike their modern-day counterparts, colonial Sunday S~hools not only taught Bi ble but also the rudiments of read ing and writing. These Sunday Schools often catered to the poorest members of society. Modern historians have dis counted the importance of the colo nial church as an educational insti tution, citing the low percentage of colonial Americans on surviving church membership rolls. What these historians fail to realize, however, is that unlike most churches today, co lonial churches took membership seriously. Requirements for becom ing a church member were much higher in those days, and many peo ple attended church without offi cially joining. Other sources indi cate that church attendance was high in the colonial period. Thus, many of our forefathers partook not only of the spiritual blessing of their lo cal churches, but the educational blessings as well.

Philosophical Societies Another educational institution that developed in colonial America was the philosophical society. One of the most famous of these was Franklin's Junto, where men would gather to read and discuss papers they had written on all sorts of top ics and issues. 31 Another society was called The Literary Republic. This society opened in the bookbindery of George Rineholt in 1764 in Phila delphia. Here, artisans, tradesmen, and common laborers met to discuss logic, jurisprudence, religion, sci ence, and moral philosophy (eco nomics).32 Itinerant lecturers, not unlike the Greek philosophers of the Hellenis tic period, rented halls and adver tised their lectures in local papers. One such lecturer, Joseph Cun ningham' offered a series of lectures on the "History and Laws of En gland" for a little over a pound. 33 By 1776, when America finally declared its independence, a tradi tion had been established and vol untarism in education was the rule.

Our founding fathers, who had been educated in this tradition, did not think in terms of government-con trolled education. Accordingly, when the delegates gathered in Philadel phia to write a Constitution for the new nation, education was consid ered to be outside the jurisdiction of the civil government, particularly the national government. Madison, in his notes on the Convention, recorded that there was some talk of giving the Federal legislature the power to establish a national university at the future capital. But the proposal was 1983 EDUCATION IN COLONIAL AMERICA 559 easily defeated, for as Boorstin has pointed out, "the Founding Fathers supported the local institutions which had sprung up all over the coun try. "34 A principle had been· estab lished in America that was not to be deviated from until the mid-nine teenth century. Even as late as 1860, there were only 300 public schools, as compared to 6,000 private acade mies. 35 A HighlyLiteratePopulace The results of colonial America's free market system of education were impressive indeed. Almost no tax money was spent on education, yet education was available to almost anyone who wanted it, including the poor. No government subsidies were given, and inefficient institutions either improved or went out of bus i ness. Competition guaranteed that scarce educational resources would be allocated properly. The educa tional institutions that prospered produced a generation of articulate Americans who could grapple with the complex problems of. self-gov ernment. The Federalist Papers, which are seldom read or under stood today, even in our universi ties, were written for and read by the common man. Literacy rates were as high or higher than they. are to day.36 A study conducted in 1800 by DuPont de Nemours revealed that only four in a thousand Americans were unable to read and write legibly.37 Various accounts from colo nial America support these statis tics. In 1772, Jacob Duche, the Chaplain of Congress, later turned Tory, wrote: 38 The poorest labourer upon the shore of Delaware thinks himself entitled to de liver his sentiments in matters of reli gion or politics with as much freedom as the gentleman or scholar .... Such is the prevailing taste for books of every kind, that almost every man is a reader; and by pronouncing sentence, right or wrong, upon the various publications that come in his way, puts himself upon a level, in point of knowledge, with their several authors.

Franklin, too, testified to the effi ciency of the colonial educational system. According to Franklin, the North American libraries alone "have improved the general conver sation of Americans, made the com mon tradesmen and farmers as in telligent as most gentlemen from other countries, and perhaps have contributed in some degree to the stand so generally made throughout the colonies in defense of their priv ileges."39 The experience of colonial Amer ica clearly supports the idea that the market, if allowed to operate freely, could meet the educational needs of modern-day America. In the nine teenth century, the Duke of Wel lington remarked that "the Battle of Waterloo was won on the playing fields of Eton and Cambridge." To560 THE FREEMAN day, the battle between freedom and statism is being fought in America's schools. Those of us who believe in Constitutional government would do well to promote the principle of com petition, pluralism, and government nonintervention in education. Years ago, Abraham Lincoln said, "The philosophy of the classroom will be the philosophy of the government in the next generation." , -FOOTNOTESIBertrand Russell, quoted in: Tim Dowley,ed., The History of Christianity (Grand Rapids: Wm.
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John Semmens Make-Work Won't Work MORE AND MORE the fate of public policy has been determined by the stampeding sacred cows. The mere mention of sacrosanct beneficiaries like the "poor," or "elderly," or "un employed," is deemed sufficient to justify any policy, no matter how ill conceived. Objective analysis goes out the window whenever the an nounced intent of a government pro gram is to feed a sacred cow. The big spenders of Congress are rushing to bloat the federal deficit with ''job creation" programs. Per sons questioning this precipitous profligacy are characterized as heartless haters of the unemployed. With unemployment in double dig its, how dare anyone delay the ex penditure of funds to make work? Tragic as an individual case of un employment may be, sound policy cannot be made by this kind of demMr. Semmens is an economist for the Arizona De partment of li'ansportation. The views expressed here are those of the author and do not necessarily reflect Departmental policy.

agogic manipulation of our emo tions. We need facts about the na ture of the phenomenon, its magnitude, and its causes. Without these facts no real solutions to social problems can be devised. Instead, the creation of a "crisis" atmosphere will serve as another opportunity for those holding the power to exploit productive, taxpaying businesses and individuals. To begin with, the concept of the "unemployed" is not well defined. Implicit in the decision of an in dividual whether to accept a given job is the issue of compensation. If a person turns down a job because the pay is too low he is expressing a preference for leisure at that price. Is the economy failing because it does not provide a job at the desired wage? Or is the individual to be castigated for withholding his labor? Defining unemployment is not merely an esoteric exercise. For ex ample, high rates of unemployment among auto workers may have a lot 561 562 THE FREEMAN September to do with the comparative wage costs in auto production between Japan and America. If unemployed U.S.

auto workers did not insist on wages 50 per cent higher than their Japa nese counterparts, there would be more jobs available in American auto factories. Rising Expectations Whose fault is it that some work ers cannot gain the amount of com pensation they desire? It is quite a common circumstance for people to be paid less than they think they are worth. If taxpayers are to be re quired to make up the difference be tween desired wage and offered wage, the destruction of productive output will be the end result. A partial explanation for the in creasing incidence of withheld labor (or unemployment) is the rising level of expectations. Legislation at tempting to dictate unreasonably high wage levels has had both a di rect and an indirect effect on unem ployment. Decreed minimum wage laws directly prevent individuals from accepting employment at wages that would be satisfactory. The in direct effect of these decreed wages is to create unreasonable prejudices and expectations among some indi viduals' causing them to disdain certain kinds of employment.

The availability of alternative sources of income also supports the willingness and ability to withhold labor. The payment of unemploy ment compensation abets the pref erence for leisure among those eli gible for benefits. Despite all the rhetoric about the impoverishment of the unemployed, Department of Labor statistics reveal that the av erage income of a family that in cludes at least one person drawing unemployment benefits is over $19,000. This is not pre-unemploy ment income. It is post-unemploy ment income. That is, even with one family member unemployed, the family is still bringing in income in "livable" amounts. While averages do not tell the complete story, it is clear that the so-called unemployed are not universally suffering the ex traordinary deprivation that some would have us believe. Even with the family income fig ure of $19,000, unemployment ben efits are routinely denigrated as in sufficient. First, the benefits are portrayed as inadequate to sustain life. Second, the idea that the provi sion of such inadequate benefits could actually deter someone from accept ing a job is ridiculed. Despite claims of the inadequacy of unemployment benefits, research on the subject in dicates that the availability of ben efits does seem to affect the willing ness and ability of individuals to withhold their labor from the mar ket. In a paper presented to a "Con ference on the Incentive Effects of Government Spending," Princeton 1983 MAKE-WORK WON'T WORK 563 Professor Gary Solon disclosed that the taxation of benefits had the ap parent effect of reducing the dura tion of unemployment by over 20 per cent.

The reference point one uses to observe the national unemployment situation can influence the interpre tation of the phenomenon. On the one hand, reported unemployment hovers in the double digit range. This is the worst it has been since World War II. On the other hand, 57 per cent of the adults in America have jobs. This is virtually unchanged from 15 years ago when the reported rate of unemployment was less than 4 per cent (the reputed "full" em ployment rate). The long term prob lem has not been a decline in the number ofjob opportunities. Rather, the problem has been that the growth ofjob opportunities has not kept pace with the increase in the number of persons desiring employment. To some extent the divergence of the supply and demand for labor has been created by government inter vention in the economy to fix the prices of labor above the market clearing prices. The establishment of minimum wage laws was discussed earlier. In addition to this meddling on the lower end of the wage scale, government has raised the price of labor at the upper ends of the wage scale as well.

For blue collar occupations, gov ernmental intervention has sanctioned the use of coercion and threats of violence as a means of extorting higher wages for union members. Intimidation of wouldbe labor com petition is a "normal" part of the government-sanctioned collective bargaining process. In the Professional Field, Entry Denied For those in the professional field, the government at local, state and national levels has authorized var ious anticompetitive practices aimed at denying certain persons the op portunity to enter licensed or regu lated professions. This has both a di rect and an indirect impact on unemployment. Some individuals are directly excluded from pursuing a profession. Others, using the artifi cially high pay in the protected professions as a standard or refer ence are encouraged to withhold their labor because of unreasonably high wage expectations in general.

It should be obvious that the touted cures for unemployment being con sidered by Congress are totally in appropriate. Congress does not pro pose to deal with the issue of withheld labor. Congress does not propose to eliminate government programs that contribute to unem ployment. Congress does not offer any encouragement for the eco nomic growth that could supply many more job opportunities. Instead, Congress pledges itself to 564 THE FREEMAN September actions· based on coercion that are sure to aggravate the problem. To keep foreign firms from "stealing" U.S. jobs, Congress is considering legislation to prevent consumers from exercising free choice in their pur chases. Import restrictions and do mestic content laws would deny con sumers the right to freely select the products most suitable to their needs. Not only will consumer satisfaction be reduced, but both the purchasing power of the dollar and eventual output per unit of input will be low ered.

To assist U.S. firms in gaining markets abroad, Congress is warm to the idea of bribing foreigners to buy American made goods. The bribes come in the form of subsidies either to lower the price of the goods or to lower the cost of borrowing to purchase the goods. Though Secre tary of State George Schultz con cedes that such a policy is insane, we are, nevertheless, headed toward its widespread adoption. The funda mental outcome of this procedure is to sell our output for less than the cost of the input. This is the road to bankruptcy, not full employment. To prevent foreigners from enter ing the U.S. and "taking away" American jobs, Congress is consid ering enacting repressive alien em ployment penalties. Under this pol icy, employers would be punished for hiring illegal aliens. Aside from making things tougher for all Hispanics seeking employment, the program would require an elaborate and ultimately expensive enforce ment effort. All legal residents would be issued official working papers.

Government agents would patrol places of employment checking doc uments. Courts would receive the added load of prosecutions for the victimless crime of hiring a person. Counterfeiting of official papers would provide another avenue of profit for organized crime. This pro specti ve trampling of liberties will place a further dragon the economy, as taxes to support bureaucrats, judges, and prisons draw more re sources from the productive sectors of the economy. To stimulate the U.S. economy Congress proposes to expend prodi gious sums on public works. Men are to be put to work building roads, dams, waterways, sewers, public buildings of every sort. Of course, there is no information on how valu able these presumed public assets might be. The public sector has no means of evaluating the return-on investment from the construction of these types of facilities. Malinvestment of Resources In an abstract sense there may well be a need for roads, dams, and the like. Unfortunately, we do not know how much of these products is needed. It is possible, even likely, that many, if not most, of these pub1983 MAKE-WORK WON'T WORK 565 lic works will return only pennies on each dollar expended. The probable consequence of a massive public works program is the malinvest ment of scarce capital resources.

Since it requires capital to sustain employment opportunities, the mal investment of billions of capital will inexorably reduce future employ ment. To alleviate the plight of dis placed workers and the "hard core" unemployed, Congress is wont to en act job-training programs. On a the oretical basis, we'd be led to predict that this would be an inefficient means of preparing people for jobs. Bureaucracies lack the economic in centive structure to effectively pro vide appropriate training. The past experience of the government in this area bears out the theoretical pre diction. The Comprehensive Employment and Training Act (CETA) was noto riously ineffective in training the unemployed for work. A majority of the participants in CETA never ob tained productive employment as a result of their job training. Govern ment job-training programs are a waste of time and money. Human talent that might otherwise be con structi vely employed will be wasted in misguided and futile efforts.

Money to fund this activity will be diverted from the productive sector. This will decrease employment and output in this sector. Since the government is already operating in the red, any programs to combat unemployment will likely be financed with borrowed money. Government borrowing crowds out the private. sector. Because the fed eral government has the sovereign power to seize wealth with which to pay its debts, it goes to the head of the line of borrowers. In the financial world, creditors would prefer to make loans to the government, since it can seize re sources, than to private firms which might go bankrupt if consumers don't buy their products. As a result, pri vate firms must offer to pay higher interest rates to obtain funds. This raises the cost of capital for success ful borrowers. Such firms will have less money available to expend on labor. Firms unable to pay the higher interest expense must cut back their plans for future output. Lower fu ture output will mean fewer job op portunities. In either case, govern ment borrowing will reduce private sector employment.

HigherTaxes Afford No EffectiveSolution In order to avoid this crowding out of private borrowers, some members of Congress urge an increase in taxes. With more tax revenue the govern ment wouldn't have to borrow as much, thereby lowering interest rates. While this may appeal to sim plistic analysts, it is a ludicrous al566 THE FREEMAN September ternative. A hike in taxes will still remove resources from the private sector. Faced with a higher tax bur den, firms may resort to borrowing in order to finance their operations. Again, this will put upward pres sure on interest rates. Firms not choosing to borrow resources to re place taxed capital will be forced to cut back their plans for future out put. The results would be funda mentally the same as if the govern ment borrowed the money. At this point it is often suggested that a consumption tax, rather than an income tax, would solve the prob lem of draining private sector capi tal. How this magic is to be per formed remains unexplained. Taxes on consumption will reduce con sumption. Consumers will be able to purchase fewer units of output at a higher cost per unit. Firms will sell fewer units and experience lower revenues. The net result of this con sumption tax will be lower private sector income. Thus, while not taxed directly, firms will still be forced to either borrow more money or cut back output.

Of course, the federal government has granted itself the authority to create money. Perhaps there will be neither increased borrowing nor taxing by the government. How ever, the creation of money does nothing to augment the quantity of real goods and services. The govern ment will use this newly created money to claim real resources' with out having to produce an equivalent real output. As long as the money creation process is unanticipated by the market, the effect of this policy is a transfer of resources from pro ducers to the government. This will tend to have a negative effect on the overall output of the economy, as re sources are shifted from more to less productive uses. If .the money creation process is antiCipated, holders of existing stocks of money will insist on higher inter est rates to compensate for the loss of purchasing power that results. This leads to higher costs for bor rowers, with all the attendant re ductions in output and employment.

Another consequence of money cre ation is the destruction of the value of the dollar. This discourages the holding of liquid assets. Not only is there a precipitate rush to accumu late tangible assets like gold or sil ver, but commerce becomes more cumbersome as the monetary unit fluctuates in value. Time, effort and resources must be diverted to meth ods of forecasting currency deprecia tion and developing strategies to deal with it. A by-product of the depreciation of the value of money is the erro neous overstatement of income that results in lifting. firms and individ uals into higher tax brackets. This increased tax burden diverts re sources from the productive sector, 1983 MAKE-WORK WON'T WORK 567 leading to lower output and employ ment. It would appear that none of the schemes being contemplated by Congress affords any hope of im proving the employment situation. All of the schemes rely upon the forcible transfer of resources from the productive environment of volun tary exchange to an environment of politically determined uses. This type of policy sends the wrong signals to human actors in the economy. In stead of devoting energies to produc tion, individuals are encouraged to act defensively or predaciously. Can there be anyone who does not rec ognize the enormous drag that the necessity for defensive action places on an economy?

It is bad enough that, interna tional lawlessness leads to to enor mous weapons expenditures. How ever, we should not overlook the enormous devotion of resources to pay for lobbying to get or prevent legislation aimed at enlisting the government to seize resources that cannot be obtained by voluntary ex change. Armies of tax experts, law yers, and influence peddlers repre sent a sad waste of talent and resources on nonproductive activi ties. The magnitude of the loss suffered by the American people as a result of the government's pillage ap proach to economic policy is. huge. The standard of living we enjoy today is dependent upon the accumu lation of capital over time. Policies that provide the incentive to create and accumulate capital improve the standard of living. Policies that pro vide the incentive to consume and destroy capi tal lower the standard of living. Excessive Spending Government programs to create jobs by seizing and spending more resources are precisely the wrong cure for unemployment. Govern ment spending has been increasing at a faster rate than inflation. Since the 1975 recession, federal spending has risen 50 per cent faster than in flation. If government spending really stimulates the economy, shouldn't unemployment be getting lower? The fact that government spending has not had this effect points out the precarious predica ment of the predatory society.

In contrast, even the slightest moderation of government rapacity would pay big dividends. For exam ple, let us suppose that the rate of growth of government spending had been held to match the rate of infla tion over some recent time period. What would have been the employ ment impact of such a policy? What if the government had responded to the 1975 recession by moderating its consumption of private sector re sources in this fashion? The cumulative effect of such a 568 THE FREEMAN September -policy could have been quite dra matic. The compound creation of capital invested at an average rate of return could have enabled our economy to accumulate over $600 billion more resources than pres ently exists. This additional capital could support an additional5V2 mil lion job opportunities. (See table be low). This estimate of the impact of the government's spending would seem a modest portrayal of the total cost of government meddling in the economy. What if expenditures had actually been cut, rather than merely held constant? What if the morass of government red tape and regulation had been reduced? What if positive trends in these policy areas were to kindle a greater optimism among creative and productive people?

The Reagan Administration orig inally had some promising proposLong Thrm Opportunity Cost of Excessive Federal Expenditures ($ in Billions) Inflation Cumulative Cumulative Federal Proof Opportunity Permanent Year Outlays· Budget 2 Excess 3 Cost4 Jobs Lost 5 1976 $366 $346 $ 20 $ 21 300,000 1977 403 368 35 60 900,000 1978 451 398 53 121 1,700,000 1979 494 440 54 188 2,400,000 1980 580 502 78 284 3,100,000 1981 663 551 112 424 4,200,000 1982 730 590 140 603 5,500,000 Notes: (1) Does not include off~budget expenditures. (2) Expenditures necessary to keep pace with inflation as measured by the Consumer Price Index. (3) Excess of federal outlays over and above what was necessary to keep pace with inflation. (4) Capital accumulation sacrificed to pay for excessive government spend ing. Assumes a 7% average annual return on investment-the after tax, after~dividend reinvestment rate for the Dow Jones Industrials.

(5) Estimated number jobs that could have been created if capital had been allowed to accumulate in the private sector instead of being taxed away to finance federal spending.

1983 MAKE-WORK WON'T WORK 569 also Red tape and regulation were to be reduced. Taxes were to be cut. Government spending was to come down. Some positive actions were taken. Oil prices were decontrolled. Phased income tax reductions were enacted. Not much headway has been made, though. Early on, the Administra tion decided merely to slow the rate of growth in government spending. Despite much anguish and travail, the rate of growth in government spending still exceeds the rate of in flation. Real expenditures under the Reagan Administration are increas ing at virtually the same pace as un der the Carter Administration. Now, proposals for revenue enhancement abound. Make-work jobs bills are the order of the day. What America needs is a simple program to promote economic Jobs for All growth. The role of government in this program is to stop interfering with voluntary productive activity.

Regulations like minimum wages should be removed. Sanction of coer cive collective bargaining should be repealed. Restraints on trade should be abolished. Subsidies to the ineffi cient should cease. Grants of monop oly must be rescinded. Laws against victimless crimes in voluntary ex change between consenting adults must be dispensed with. Finally, the bloated budgets of government at all levels have to be trimmed. Returning resources to the pri vate' productive sector will do more to alleviate unemployment and pov erty than any other policy available to government. The wealth and well being of ourselves and future gen erations hang in the balance. @ IDEAS ON LIBERTY A free job market would provide "full employment" and greater produc tion of the things men want most. Competition might drive down some dollar wage rates, but living standards would have to be higher. With more goods and services competing for every dollar, prices would be lower and everyone with a dollar would be entitled to a share of the increased production. Those now overpaid might temporarily suffer, but in the long run we would all be able to satisfy more of our wants.

With a free market in jobs, every man would be free to take the best offer available. Every employer would also be free to hire the applicants that pleased him most. No one would remain long unemployed. There would be jobs for all, more wealth produced, and a greater satisfaction of everyone's wants. What is more, the economic loss and dread of un employment would evaporate. PERCY L. GREAVES, JR.

A REVIEWER'S NOTEBOOK The World AfterOil JOHN CHAMBERLAIN THURMAN ARNOLD, the old Roose veltian trust-buster, used to remark that the easiest way to make money was to enter a field that has been monopolized and give it some real competition. Something like this happened when the West, shocked by what the Organization of Petro leum Exporting Countries (OPEC) had done to give a fifteen-fold lift to energy prices, began to strike back. Bruce Nussbaum, an associate edi tor of Business Week, makes plain the dimensions of the West's re venge in a remarkable book called The World After Oil: The Shifting Axis ofPower and Wealth (New York: Simon and Schuster, 319 pp., $14.95). It is a story full of ironies, reminis cent in a way of what happened to Spain when gold from the Indies of570 fered the deceptive promise of an easy street forever and ever. To be sure, the West did not rely wholly on direct energy competition with the Arabs of the Middle East.

It did turn its attention to the dis covery and exploitation of new oil fields (in Alaska, the North Sea and Mexico), and it did put a new em phasis on coal. Atomic energy was a disappointment in America, but the French began to make something of it, using it for the generation of 35 per cent of their electricity. The biggest blow to the OPEC mo nopoly, however, came by way of an indirection that might have escaped Thurman Arnold's attention. What happened is that the entrepreneu rial genius of the West, looking for profits that no longer could be had THE WORLD AFTER OIL 571 from the old high-cost "smokestack industries" (steel, automobiles, heavy machinery), sought out "energy-sip ping" businesses in the new area of high-tech. The age of the computer, able to base phenomenal accom plishments on smaller and cheaper silicon chips with a voluminous memory capacity, would have come eventually if the Arabs had never tried to create an energy monopoly.

But what high-cost fuel and high cost labor did was to force inventive enterprisers to do in five years what they might otherwise have strung out through twenty. The new industries expected in the twenty-first century are already here. Computers, biotechnology, electron ics, says Mr. Nussbaum, use· only a fraction of the energy that the old industries consumed. Automated factories with robot-run assembly lines need only a small percentage of the energy to operate compared to yesterday's people-run Detroit plants. It is, says Nussbaum, a massive long term trend that "will reverse itself only if oil returns to something ap proaching $10 a barrel." Looking Ahead Mr. Nussbaum suspects that the future belongs to the United States and Japan, though there could be some surprises if it turns out that the Japanese can't create with the same facility that they imitate. The West Germans seem to beoutdistanced at the start simply because their whole tradition has pointed to predominance in the heavy "dino saur" industries. Mechanical engi neering and bulk chemicals do not make for "energy-sipping. " The West Germans are avid for Siberian gas for the compelling reason that a na tion of mechanical engineers cannot find the teachers to transform a whole educational system over night.

Soviet Russia, according to Nuss baum, is in the worst fix of all the major powers, even though its nu clear missile facade is imposing. It desperately needs the income that will be supplied by the new Siberian gas line, for its oil revenues are de clining along with OPEC's. With the military taking just about every thing from the civilian sector, the Russian worker turns more and more to vodka· for his solace. Life expec tancy in Russia decreases, and agri culture fails to feed even those with shorter life spans. Tens of billions have to be spent on imported foods, and the masters of the Soviet mili tary empire have to scrounge up $30 billion in subsidies to keep Cubans and Poles and Angolans in line. With an economy much larger than Japan's, the Soviet Union uses only a tiny percentage of microelectron ics in its products, and most of this goes into military technology. What it has is either copied or stolen from the West. The copycat miniaturiza572 THE FREEMAN September tion is enough to turn "dumb" mis siles into "smart" ones, but there is little left over to diffuse electronic benefits throughout the civilian economy. And even with the most accomplished copying and KGB-en gineered thievery the stuff the So viets gave to the Syrians could not cope with what the Israelis did with American computerized equipment.

Third World Prospects As for the Third World, Mr. Nuss baum thinks that only a half dozen countries will "be able to make it to the twenty-first century." The lucky ones will probably be "Brazil, South Korea, Taiwan, Hong Kong, Israel and Singapore." Raw materials aren't going to help a Third World country much. Copper, for example, is al ready being replaced by optic fibers, and when western technology be gins mining the sea beds the profits will go to multinational corpora tions. Mr. Nussbaum worries about "re gional dislocation" in America. Sili con Valley is, as he says, a "Pacific basin" phenomenon. There could be a "dark side" to the future, particu larly if Washington goes in for a protectionism designed to save the heavy industries of the Middle West. But if Congress takes wise mea sures, high-tech industries, "seeded" by rebuilt universities in the North east and Middle West, will begin to spread outside the Pacific basin. With John Chamberlain's book re views have been a regUlar fea ture of The Freeman since 1950.

We are doubly grateful to John and to Henry Regnery for now making available John's autobi ography, A Life with the Printed Word. Copies of this remarkable accountof a man and his times our times-are available at $12.95 from The Foundation for Economic. Education, Irvington on-Hudson, New York 10533. new robot factories putting sales people to work and reviving depen dent jobs, Ohio and Michigan will again become prosperous. What Nussbaum does not allow for is the possibility that desperate na tions on the one hand, and desperate individuals on the other, may be have irrationally even to the point of giving in to the Samson complex and pulling down the temple. With Taiwan, South Korea and Singapore "making it" to the twenty-first cen tury on their own, would Red China be willing to sit idly by? As for west ern individuals without jobs, the dangers of Luddite antipathy to ward robots must be reckoned with politically. But no author can fore see every possible eventuality. Mr.

Nussbaum has at least written a pi oneering work. In doing this he has vindicated an old truth: monopolies are bound to fail. ® 1983 OTHER BOOKS 573 FREE ENTERPRISE:A JUDEO· CHRISTIANDEFENSE by Harold Lindsell (Tyndale House Publishers, Inc., 336 Gundersen Drive, Wheaton, III. 60187) 1982 180 pages. $5.95 paper SOCIALJUSTICEAND THE CHRISTIAN CHURCH by Ronald H. Nash (Mott Media, Inc., 1000 E. Huron, Milford, M148042) 1983 175 pages. $12.95 cloth Reviewed by Buddy Matthews THE movements known as Christian Socialism and the Social Gospel are more than a century old. The churchmen involved are critical of what they understand capitalism to be; some advocate socialism; all be lieve that government should inter vene in the economy in order to as sure "an equitable distribution of wealth." Contemporary "liberation theologians" embrace Marxism, and ecclesiastical agencies syphon funds into the coffers of revolutionaries.

The man in the pew is turned off by such interpretations of the Gospel, and more and more theologians are coming to realize the affinity be tween their religious faith and the vision of a free people enjoying polit ical liberty and the free economy. Two recent books lend support to this development. Theologian Lindsell, editor for many years of Christianity Today, finds biblical support for the eco nomic order popularly called free enterprise. His book is something of an economics primer, basic and in formative. The book also examines Marxism and rejects the flimsy claim that this secular doctrine is compat ible with Christianity or Judaism: "... Marxism and the Judeo-Chris tian faith are and ever must be anti thetical." Lindsell points out that the first principle offree enterprise is private property and this is established in God's moral law as expressed in the commandment "Thou shall not steal."

Hence, any system which attempts to do away with private property, as does Marxism, violates a basic law in the code given to Moses. Lindsell examines the examples of free en terprise used by Jesus in some of his parables, and concludes that only in the free market can man practice the rights and liberty given him by his Creator. This does not mean, however, that Lindsell gives a blanket sanction to everything people do in the name of free enterprise. "In general," he writes, "the law of supply and de mand constitutes the working basis for selling and buying. There are some instances, however, when this law should be superseded by the law of love," which means Christian stewardship and the Good Samari574 THE FREEMAN September tan ethic. Dr. Lindsell here adds an important point which is often miss ing in the writings of free market economists: the ethical position. He feels that free enterprise must unite with Jesus' teaching that you should "love your neighbor as yourself." It is not only socialist economics we are fighting but also socialist ethics and morality. "Free enterprise, in order to be free, rests on the pillars of trust and truthtelling. In this it stands in opposition to socialist ethics and morality."

Ronald Nash, a professor of phi 10sophy and religion at Western Kentucky University, approaches the question somewhat differently; he seeks to answer some of the basic philosophical problems of a free so cial order. What is a liberal? What is a conservative? What is the State? What exactly is justice and how is it related to equality? His findings are often very enlightening. "The main stream of contemporary American conservatism," he writes, "is under stood best as a fusion of classical lib eralism's concern for individual liberty and nineteenth century con servatism's concern with moral ab solutes and social order." This im plies a desire "to conserve the political convictions that gave birth to the U.S. Constitution ... " Dr. Nash's approach is reasoned and persuasive. He deals with the nature of capitalism and socialism, examining the rationale behind each system. He cites all the major objec tions critics have raised against cap italism and then shows why these objections can not be rationally or morally sustained. Believing in the unity of all truth, he avoids using the Bible as a proof text-if free market principles can be shown to be true, then they will be consistent with the Bible.

Religion and capitalism, properly understood, are, in fact, allies. These two volumes join the increasing number of studies which demon strate the connection. @ BENJAMINFRANKLIN by Ronald W. Clark (Random House, 201 East 50th Street, New York, NY 10022) 1983 530 pages. $22.95 Reviewed by Robert M. Thornton WHEN war broke out between the American colonies and Great Brit ain in 1775, Benjamin Franklin was sixty ..nine years old and famous, not only in the colonies but in England and on the continent as well. The other outstanding Founding Fa thers were relatively young and un known: Washington was 43, John Adams 40 and Jefferson a mere 32.


1983 OTHER BOOKS 575 Had not the colonies successfully gained their independence, the lat ter three may never have become fa mous. But Franklin's fame does not de pend on the American War for In dependence, and Mr. Clark does a very good job explaining why. He devotes attention not only to Frank lin's splendid efforts to bring about American independence, but to all the man accomplished in the sixty years from the time of his arrival in Philadelphia as a young man to his death in the same city at age 83. Franklin was a remarkable com bination of characteristics that might seem incompatible with each other. He was a sharp man in business, but a generous public benefactor. He was fascinated by scientific theories and sought practical uses for his discov eries. He was an avid reader and revelled in good company, especially that of attractive and intelligent women. He loved England and France but refused to compromise with either on the subject of Ameri can independence. He was ready to be the peacemaker, but when war came he never hedged at fighting it out to the bitter end. He practiced honest diplomacy for the most part, but if deception and intrigue were called for, he acted accordingly.

Franklin was an excellent printer, publisher and writer. His Poor Richard's Almanac was, for twenty five years, an outlet for his homely aphorisms and pungent articles. He helped found the first subscription library in this country, the first fire department, and the academy which became the University of Pennsyl vania. Among other things he in vented the Franklin stove, bi-focal glasses, and the lightning rod. His electrical experiments and discov eries put him in the top rank of those pursuing the subject in the mid eighteenth century. He was the first scientist to identify the Gulf Stream. The list seems endless! When relations between Great Britain and the American colonies deteriorated in the 1770s Franklin was not a firebrand revolutionary but hopeful that a break would not oc cur. He had lived in London for the better part of·two decades and was deeply attached to the country. But when British policy forced a choice, Franklin took the side of his home land.

Just what did Franklin contribute to the cause of American indepen dence? Well, he was the superb dip lomat-his reputation as a scientist, natural philosopher, writer and wit gave him a great advantage over other American representatives. We must remember that Europeans usually thought of American colo nists as country bumpkins and primitives. They were astounded at Franklin who was as well-read and brilliant of mind as any in England or· on the continent. He cleverly 576 THE FREEMAN played on this prejudice by affecting the homespun manner and appear ance when it suited the occasion. Just as in some societies courtship is a complicated affair, so it was in diplomacy in eighteenth century France. One had to know who to talk to-and when and how-to get any thing done. The intricacies of a roy;l court were learned only by the pa tient man, not by those accustomed to being direct and straightforward.

John Adams, for all his brilliance and devotion to the cause of liberty, got nowhere in France. He lacked the patience to wine and dine and cultivate the right people. Franklin, on the other hand, knew how to woo and charm influential Frenchmen in order to accomplish his purpose which was to get help from France for the American colonies in their fight for independence. Had he not HANDSOME BLUE LEATHERLEX been successful the revolution might have been lost, or would have dragged out even longer than it did from 1775 to the signing of the peace treaty in 1783. Let's face it, the colonists may have had all the brave determination in the world. That is essential to achieving a great goal, but it also is necessary to have the means to do so. The colonists did not have the means to defeat the British or the money to obtain them. France sup plied both men and equipment, and Franklin deserves the most credit for getting this aid. It required a shrewd man to playoff France against Eng land and vice versa, leaving the new nation free to pursue its own destiny without being at the mercy of either nation. George Washington may have been the indispensable man, but Ben Franklin ran a close second. @ FREEMAN BINDERS $4.00 Order from: THE FOUNDATION FOR ECONOMIC EDUCATION, INC.
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Ernest G. Ross Letter from the Paper Planet Dear Sir: This is my first letter to you since arriving "incognito" several weeks ago here on The Paper Planet. When you suggested that traveling to this planet for the summer would be good experience for a student working to ward his economics degree, I had no idea why you felt that way. I should have guessed. Given all the "exper iments" with fiat monetary systems in which the nations of Earth have chosen to engage, "The Paper Planet" is indeed a good nickname for the place. It would be an understatement for me to say I'm astonished. The extent of the mental contortions in which most of Earth's economists are will ing to engage in order to justify pa per money schemes strikes me as in credible. The extent of the deceptions and coercion in which the politicians are willing to indulge strikes me as downright barbaric! But, as one of Mr. Ross is an Oregon commentator and writer es pecially concerned with new developments in human freedom.

our own great economists once stated, "The economists provide the seeds of monetary policies; the politicians merely sow." In that case, I suppose many of Earth's economists are equally guilty of barbarism. But enough of my moralizing. Here is a summary of what I have ob served. (Please understand, Profes sor-these observations are taken largely from my notes as I made them. I have not had time to for mally organize my writing yet. Nev ertheless, the pattern should be clear.) As you know, all of the truly civi lized planets have long ago adopted "hard money" standards-stan dards based generally on precious metals, usually gold, due to its store of value qualities of rarity, divisibil ity, relatively steady demand, and durability. Gold exists in normal amounts on Earth and would there fore be the logical choice for a mon etary standard here. However, despite actual experi ences with the virtues of gold, al579 580 THE FREEMAN October most all nations have abandoned this metal in favor of fiat paper curren cies. The first purpose I set myself was to find out why.

The most common argument against a gold standard seems to be that it is "too limiting" to a nation's economy. Inasmuch as all planets' histories show that hard money standards are growth-promoting, I could not understand this claim at first. Limiting Aspects,of Gold The key to comprehension of this amazing contention is to define what the Earthlings mean by "too limit ing." Apparently it has two major meanings-economic and political. Often, on The Paper Planet, they are inextricably intertwined. First, the economics. A fiat standard of money can give the impression that it is possible to "force feed" an economy in order to achieve continuously high levels of stable growth. This force feeding is done by printing money in vast quantities and often involves subsi dized interest rates. The idea is to give people more incentive to spend money and less incentive to save. And, indeed, this process does result in abnormal growth-for short pe riods of time.

But a couple of severe problems soon occur. More money in circula tion (because the printing of money inevitably continues to exceed the rate of production of goods and ser vices) results in a depreciation of purchasing power. This, in tandem with disincentives to save, erodes the capital base of a nation. Less capi talless quality capital, I should say-means less business invest ment, which means less growth and employment. This eventually leads to an economic contraction called a "recession." Strangely, one of the early aims of fiat systems was to prevent reces sions! How this was to be accom plished is very vague-never ade quately explained in all of Earth's economic literature. Personally, I believe that because such force feed ing policies are in total violation of several economic laws, it is not at all surprising no one has been able to clearly explain the policies. At first, I thought that perhaps Earthmen were inordinately prone to wishful thinking. But that is not the case.

What they are prone to is politics. That brings us to the second inter pretation of the phrase, "too limit ing." One of the hallmarks of our gal axy's civilized worlds is their uni versal restriction onmoney-tamper ing. I confess that until I visited The Paper Planet, I· had a very incom plete understanding of the reason for this restriction. I want you to know, Professor, that I have thoroughly corrected that gap in my knowledge. A hard money system keeps a 1983 LETTER FROM THE PAPER PLANET 581 check on politicians; it is their ex cesses that a gold standard limits. I have found that when a politician on Earth complains that hard money is "too limiting," it is simply his way of saying that he has reasons to em bezzle the populace's wealth. Per haps, Sir, that sounds a bit harsh; but in fact, that's what it all boils down to. My supporting evidence: Paper money systems always lead to inflation-and politicians always manage to construct tax systems to take advantage of this fact. As peo ple demand higher wages to offset the erosion oftheir purchasing power, they are "pushed into higher tax brackets," meaning, they are taxed at increasingly steeper rates. The more taxes the politicians have at their disposal, the easier it becomes for them to "buy" the favors of spe cial interest groups. Politicians are quite careful to buy these favors quietly (at least in the early stages of a fiat system-later on they can become embarrassingly brazen about it)-that is, they do not admit what they are doing. Instead, they use eu phemisms as, "the public interest,"

"the common good," "the welfare of the people," "aiding the local econ omy," and "watching out for the folks back home." Each special interest group (and almost everyone belongs to some such group inasmuch as it is natural for people to have special interests in certain things) finds it almost im possible to resist taking these favors from the politicians because the fa vors represent wealth far and above what any individual group believes it could otherwise acquire as quickly on its own. Tojustify acceptance, the recipients of this inflation-gener ated tax largess also have euphe misms, the more common of which are, "If we [or I] don't accept it, someone else will," and, "We're just getting back a little of what we al ready paid in [in taxes]." As you can see, Sir, it is a very vicious cyc1e and, I might point out, has histori cally led to the downfall of nation after nation on this planet.

Paper Money Policies A few lines back, I mentioned the fact that paper money has (espe cially in the late Twentieth Cen tury, the current hundred-year cal endar period on Earth) been adopted partly on the idea that its judicious (D use could prevent recessions. In light of The Paper Planet's brief re cent historical experiences with hard money, this idea needs special at tention. Flying in the face of evi dence, modern politicians on Earth seem convinced that under a gold standard the "ups and downs" of an economy are much more severe than under a fiat standard. All I can say to this, Sir, is that whatever stan dard ofjudgment is at play is, to twist the meaning of an Earth colloquial582 THE FREEMAN October ism, "out of this world" -because it certainly hasn't come out of our hard money worlds!* The facts: Under periods of hard money standards on The Paper Planet (a good example is the late Nineteenth Century in the geo graphical area called "The United States of America"), inflation-defla tion had been up and down about two per cent (averaging out to zero, of course), while in the late Twen tieth Century-paper money times inflation has steadily increased from lows of two per cent in the immedi ate post-World War II period to highs of nearly 15 per cent in the late 1970s!

While some argument might be made that growth rates have been a little higher under the paper money system than under the gold stan dard (four or five per cent during *Although hard money has limited recent experience, it was quite extensively used in more ancient Earth-for example, as Why Gold? (Exposition Press, 1974) author, Leslie Snyder, wrote of the Byzantine Empire, "The bezant [unit of currency] was minted at a standard of 65 grains of fine gold for 800 years . .. So deter mined were the empire's rulers to maintain the integrity of their money that they required all bankers and others through whose hands money passed to take an oath never to file, clip or de base coins in any manner. The penalty for any violation of this oath: the offender's hand was cut off." This, unfortunately, was the longest recorded use of an uncorrupted gold standard. Even in the ancient world, gold standards did not long remain inviolate from the tamperings of politicians.

"boom" times for the former, three or four per cent for the latter), the picture is quite distorted. Fiat cur rencies so disrupt the accounting procedures of the economy that the argument is specious at best-and does not take into account the higher, productivity-advancing technolo gies which leapt into existence in the 1970s; the subtle, but vast erosion of incentives to save-which, as men tioned earlier, plays havoc with a nation's future productivity; the enormous burdens of taxes which the inflation created, resulting in vir tually no rise in the standard of liv ing for nearly a dozen years. As a student of economics, Profes sor, I admit I'm compelled to ask, "If fiat currencies really produce higher economic growth-as their advo cates maintain-then why have liv ing standards stagnated during the period of most explosive money growth?" Keep in mind, Sir, that these facts pertain to the nation which is thought to be the best off economically of all the major na tions of The Paper Planet.

Already I miss my homeworld. I cannot help but wistfully reminisce on the differences in everyday life at home and here on Earth. At first, I was going to leave these reminiscences out of my letter. However, upon serious reflection, I believe they have instructive value at least, they did for me; I'm sure you're already aware of these differ1983 LETTER FROM THE PAPER PLANET 583 ences, Sir, or you never would have suggested this visit to Earth. So, bear with your Humble Student. On the homeworld, under our gold standard, businessmen have an enormous advantage over those here on The Paper Planet. The gold stan dard creates a climate of great sta bility and confidence in the future. Here, the erosion of money's value (as well as the periodic bouts of high interest rates when they are politi cally allowed to reflect inflation) creates an atmosphere of fear-fear of economic crashes and recessions, of renewed periods of stagnation, and of reduced purchasing power. These factors lead to other fears, especially fear of protectionism (and thus con tracted trade and international ill will), which has often-I shudder to think of how often-led to war as the more tyrannical nations began to prey on the perceived corruption and weakening of the fabric of their wealthier neighbors. Often the at tacks against their neighbors were used to distract attention from the tyrannies' own terrible economic problems.

On the homeworld, entrepreneur ship is a constant, normal, exciting part of our lives. With the stability of a hard money system (which, of course, helps keep taxes down) it is possible for most people, with a very few years of work, to raise enough capital to start their own busi nesses. This has resulted in virtually no forced (Le., government caused) unemployment. It is hard to imagine a system un der which individuals do not have the option of easily switching ca reers through entrepreneurship choice; it is almost impossible to imagine a system under which the people have come to expect govern ment to take care of them when they are out of work, or forcefully "pro tect" their jobs by preventing busi nesses from failing (by law, no less!); it is downright distasteful, Sir, to see people who have become so depen dent on government expropriation of their neighbors' wealth! Yet, that is exactly the kind of systems that dominate The Paper Planet. It is the kind of horrid dehumanization which happens from institutionalization of fiat currencies.

Related to the previous para graph, on the homeworld, we have no concept of "social security"-a system almost universally accepted on Earth as a way of guaranteeing that no one will be without means of support in his or her old age. Reasons for Social Security There are several reasons why this so-called "security system" has evolved as a direct result of paper currencies: (1) With the loss of the entrepre neurship choice, it is impossible for most of the Planet's people to effec tively generate large enough quan584 THE FREEMAN October tities of capital wealth to provide for their later years. (2) The high tax rates generated by a fiat standard discourage sav ings even by a lifelong wage earner; thus the non-entrepreneur, the per son who doesn't like being an entre preneur, is stripped of his means of self-provision. (This varies from na tion to nation on The Paper Planet. In the United States, more than any other major nation, it would still be possible-though barely-for aver age wage earners to provide for their personal retirements, if they were allowed to keep the money which is now taxed for Social Security and instead put it into private retire ment plans of their choice. There is a move in that direction now, but I fear that unless the paper money system is abandoned, the trend will grind to a halt.) (3) The fiat system has so under cut the self-confidence of the people that it has largely instilled in them an actual (I believe inhuman) desire to be taken care of by government.

That is a sad,· sad state of affairs to witness, Sir. The horrible thing is, the more the government caters to this dependency, the worse it gets. In a perversion that perhaps best il lustrates how serious the situation has become, most people now think of Social Security as a right! On the homeworld, even simple, everyday things are easier to accom plish than on The Paper Planet. A good example would be the way my wife is able to deal with our family's financial needs. Because prices are so stable (of course, they actually fall a bit each year), she is able to logi cally, confidently plan our home's future. As most families do on the homeworld, we can reasonably project when we'll be able to buy new furniture, purchase a new family vehicle or new entertainment/com munications equipment, acquire a finer home, and so forth. More importantly to us, we know that we'll be able to finance our two children's education (presuming they want our help-little Suzy and Johnny are showing signs of dedi cated independence!). Sir, did you know that on Earth, most graduate students cannot even consider start ing families for years? They are sim ply too poor to do so. I cannot imag ine suffering the poverty they endure; I don't know what I would have done without the option of freelancing work for homeworld financial insti tutions while going to college; it's wonderful to be able to earn enough money to raise a family and pay for my education out of such part-time work-truly an indication of how a hard money system raises living standards!

Faith in the Future While the spirit of the future, un derscored by the constant introduc tion of thousands and thousands of 1983 LETTER FROM THE PAPER PLANET 585 innovations, permeates the world view of the average citizen of the homeworld and our sister planets, here on The Paper Planet, that spirit is a frustrated, deformed thing, where it exists at all. At home, under the venture-capital-encouraging hard money system, innovations are not abnormal-they are virtually taken for granted! As you know, we all ex pect that each year we will person ally have newer, better products from which to choose. It is a condition which my father and grandfather enjoyed-and their fathers and grandfathers before them for many generations. It is a condition which we regard as one of the great joys of our hard money system. To witness the bountiful fruit of human inge nuity flooding our markets each year-what could be more inspiring to an individual?

I suppose, Sir, that my letter from The Paper Planet would be some what incomplete if I did not mention how Earth could, in my view, rid it self of this "paper pestilence." Having speIl:t several weeks with Earthlings, and despite their stub bornly uncivilized monetary ways, I have grown rather fond of them. While-as on all worlds-there are evil people scattered about, most Earth people are basically decent, and if given half a chance in the or dinary courses of their lives, show a promising respect for the rights of others. I believe this "gut level" respect could be solidified in a major way if even one nation-especially an influential, large nation-were to return to the discipline of gold. Gold cements the right of property, which in many ways underlies all other rights-hence, the idea that a gold standard would assist in institution alizing a respect for rights. It would make for a much better planet Earth.

The United States Could Lead As far as I can tell, the most likely candidate for a return to a hard money system is the United States of America. This nation is still the freest of all the large nations, and has recently undertaken greater discipline of its fiat currency-a cur rency which, it is important to note, is virtually the "base" or "reserve" currency of all other major, non-to talitarian trading nations. However, because of the insidious nature of the politics constantly en gendered under a fiat money stan dard, I fear this new discipline can not last. At least, it will not unless it is underpinned by something more than the resolve of politicians-as attracted as they are to a fiat stan dard's "constituency-buying," spe cial-interest-catering qualities. So, clearly, that underpinning ought to be .a hard currency-probably both gold and silver. Because the United States is also the most advanced nation techno logically, and is considered the lead586 THE FREEMAN ing nation of the planet, a return to a gold standard would be the fastest avenue for helping Earth to gain many of the same benefits which we on the homeworld now take for granted. The U.S. lead in technology would allow industry to most rap idly expand under the stability a gold standard would provide; U.S. "leader"

status would, by example, and by the greatly increased value of its al ready respected (though fatally flawed) fiat currency, spread the benefits of a new, hard currency sys tem to the rest of the world. In a sense, the American dollar is the circulatory system of world trade. Putting gold· into the system would be like increasing the oxygen-car rying capacity of blood-infusing world trade with new energy and vi tality. Steps Back to Gold While there are undeniably many ways in which U.S. leaders could ac complish this conversion from a "soft" to a "hard" standard of money, the best way would have to involve these three factors: (1) Allowing free private owner ship of gold (already in effect in America). (2) Tying the dollar to a specific weight of gold or silver-and allow ing people to convert back and forth. Convertibility is absolutely nec essary if the citizens are to have a "veto" over political money-tampering. When citizens can exchange dollars for specific weights of gold or silver, the burden is on the govern ment to refrain from inflating-for if it does reflate, citizens will drain the government's valuable gold re serves. Of course, when point num ber three is implemented, private coinage will provide the final check on politicians: taking the gover nance and responsibility for main taining the integrity of money out of their hands entirely. This, of course, is our system on the,homeworld.

(3) Ultimately permitting private coinage of gold and making no laws barring the use of privately minted coins in trade or banking. Well, Sir, that about wraps it up. I'll present a more detailed report to you in further letters and in person when I return to the homeworld. Thank you for suggesting my visit to The Paper Planet. It is a visit which will undoubtedly remain as one of the most important experi ences of my life. My only hope is that the residents of this lovely planet Earth learn as much about the na ture of their fiat systems as I have. Until they do, I fear they will re main mired in an immature culture and may very well lose an immense amount of the progress they've al ready gained. Sincerely, Your Humble Student Bettina Bien Greaves From Caves to Computers To MANY, computers appear human, perhaps even super-human, "mira cle" workers. Certainly, they can help with many difficult and time-con suming tasks-keeping records, making mathematical calculations, drafting manuscripts, designing charts and diagrams, compiling sta tistical tables, and so on and on. They are remarkable "productivity-rais ing devices." Yet they are neither human nor super-human. They are only inanimate, man-made contriv ances. If "miracles" are involved in making computers, they stem from the thoughts and the accomplish ments of countless individuals throughout the ages, individuals who conceived of new ideas, were free to try them out and dared to experi ment.

Mrs. Greaves is a member of the Foundation's senior staff. This article is based on a recent talk she gave in Dallas, Texas. Computers, however, are only one of the many impressive devices we enjoy today, for which we are in debted to our innovative ancestors. To appreciate the extent of our debt and the many contributions their originality, experiments and exer tions have made to everyday phe nomena, we should think back to the time before modern tools existed. In the Beginning Imagine, if you can, Planet Earth as it appeared before there were people-nothing but rocks, moun tains, deserts, plains, jungles, riv ers, lakes, oceans. The large land masses and bodies of water have shifted over the ages, to be sure. Earthquakes, volcanic eruptions, erosion, alluvial deposits, and the like, have caused many changes. However, Planet Earth's natural re sources are still essentially the same, 587 588 THE FREEMAN October physically and chemically, as they always were. And if it hadn't been for the appearance on earth of peo ple, there would still be only rocks, mountains, deserts, plains, jungles, rivers, lakes and oceans.

As we look around today, we are impressed by what people have wrought. We see many remarkable things-magnificent highways, vast acres under cultivation, huge facto ries, gigantic skyscrapers, mighty ocean freighters, airplanes over head, trucks and automobiles, heavy earth movers, countless homes and apartments, shopping centers, elec tronic computers, radios, TVs, mov ies, man-made textiles, "miracle drugs," and so on. All these have been brought into existence by the efforts of people. Yet they were not created in the physical sense. People cannot createsomething out of nothing. They cannot even imagine how something may be created out of nothing. Thus, we must ask, how did all these re markable things come about? Freedom to Experiment, Freedom to Improve In the beginning, men, like ani mals, had to struggle to survive. They had only their own hands and wits to help them in trying to satisfy their most pressing wants, aims and goals.

They could do little but forage for food, shelter and for things to wear, then carry or drag what they found to wherever they wanted to use it. Long hours had to be spent almost every day in acquiring the barest es sentials. Yet step by step, men brought about improvements. The changes that made all these im provements possible depended on four factors-the freedom of men to pursue personal values and goals, their ability to conceive of new ideas, the opportunity to acquire property and to use that property as they chose, and their willingness to ex periment in the attempt to imple ment their new ideas. Whenever men have enjoyed such freedom and op portunity, they have been able to improve their situation. Over the centuries, as men were free to try, free to experiment, they transformed Planet Earth into our world of modern machines, struc tures and appliances. Each step along the way was taken by an individual, choosing and acting according to his or her own best judgment. The ac tion of a single individual may seem insignificant, but the accumulated actions of countless individuals over the ages have led from the cave to the modern computer. The process was long and slow. It was uneven.

Men encountered many obstacles and setbacks due to natural catastro phes and the violent interventions (war, pillage, theft, and the like) of other people. However, they did make progress in time, thanks to the con tributions of unknown ideamen and experimenters.

1983 FROM CAVES TO COMPUTERS 589 People recognized rather early that it was to their advantage to cooper ate with other people on some proj ects. Two or more persons could push or drag heavier loads than could one man alone. Two or more men could forage or hunt over a wider territory than could one man alone. Two or more men could protect more women and children in a larger shelter· or refuge area than could one man alone. Cooperative pushing, drag ging, foraging, hunting, and pro tecting meant that there would be more food to share, more and better shelter per person, and more safety and security for everyone in the community. Cooperation helped ev eryone concerned. Specializationand Trade As time went by, more and more persons came to appreciate the ben efits of cooperation. Cooperation en abled them to specialize and to ex change their output with others. It was no longer necessary that each person be a "jack of all trades." Each could spend more time on what he preferred to do and what he could do well. Out of cooperation there devel oped specialization and trade. Com munities, towns and eventually cit ies evolved as centers for commu nication and trade.

To cooperate, specialize and trade successfully, however, men had to communicate. This called for some kind of language. We know little about the origin of language, except that it must have been a product of prolonged and continuing coopera tion. Words may have originated as simple sounds, expressions of pain or joy combined with gestures and signals, or perhaps in imitation of the calls and cries of animals. In any event, as a result of countless con tacts among individuals who wanted to express ideas, words were devel oped in time for many familiar ob jects-man, woman, child, baby, danger, fire, home, hearth, and the like. Eventually, words were adopted also. for abstract concepts until we now have terms to express fine shades of emotion, complex scien tific theories and· even profound philosophical concepts. Yet no one set out to develop a fullfledged lan guage. It developed simply out of countless attempts on the part of many individuals, on many occa sions, to convey ideas and transmit messages to other persons. More over, men have developed not just one single language over the ages, but hundreds, each with its own unique vocabulary and its own dis tinct grammatical structure.

A Mediumof Exchange Money was also developed as a re sult of countless actions on the part of many private individuals who took advantage of freedom and opportu590 THE FREEMAN October nity to pursue their various per sonal goals. Specialization and ex change, which came with cooperation and communication, made it possi ble to produce more goods and serv ices. However, they also made most trades more complicated. Buyers and sellers of specific items were not al ways easy to locate so it was seldom easy to match them with one an other. What one wouldbe seller was offering might not be what any available wouldbe buyer wanted at the time. And wouldbe buyers might not then be ready to offer in ex change, for the items they wanted, the precise combination or quan tities of goods and services anyone else in their community was seek ing. Faced with this dilemma, some one must have asked himself one day: "Why not accept in trade something other people might want? Even though I might have no use for it now, I could use it later to trade for things I will be wanting then."

This reasoning led buyers and sellers step by step to intermediate exchange. Rather than waiting for trading partners with precisely what they wanted, they traded their goods and services for more generally ac cepted commodities. They expected a supplier of what they really wanted would be more willing to take this generally accepted commodity than the good or service originally offered in trade. Thus, different commodi ties-cows, wampum, shells, tobacco, and so on-gained general acceptance as "media of exchange" or "moneys." In time, as a result of countless separate trades among in dividuals, the choice gradually nar rowed until by the end of the 19th century gold had become recognized almost worldwide as the most gen erally accepted "medium of ex change" or "money." People, not governments, were re sponsible for money; governments only took advantage of the money which evolved over centuries from the ideas and voluntary transac tions of private persons. The paper and credit money we use today is not market money, but rather a perver sion of matket money, dependent on the force and coercion of govern ments which hampered individual actions and choices. But that is an other long story.

Few nowadays give thought to how such common everyday phenomena as cooperation, communication and money developed from the ideas and the voluntary choices and actions of private persons. Yet they did. All arose out of persistent and repeated efforts on the part of unknown num bers of our ancestors who conceived of new ideas and used what freedom and opportunity they had to experi ment. It is only thanks to them that we can cooperate, communicate and trade with ease today. Without widespread cooperation, languages for far-reaching communication and 1983 FROM CAVES TO COMPUTERS 591 a widely accepted money, it would be absolutely impossible for our complex market economy to func tion today. Productivity Men cannot create anything in the physical sense. However, if there are no insurmountable obstacles in their path, they can move· already exist ing things around. They can alter natural resources in various ways.

They can transport, reshape, adapt, and combine them with one another. By moving specific quantities of nat ural resources around, at crucial times and under controlled condi tions, men can form new shapes and new structures. As a matter of fact, when men have been free to experi ment, their ingenuity and inven tiveness leads to a kind of "creativ ity." This "creativity" is productivity, which stems simply from the ideas men have about how to move natu ral resources around, when to com bine them with other resources and under what specific conditions. Whenever a person with a new idea transforms a natural resource in some way to develop a new tool or production method, he sparks an "industrial revolution" of sorts. Oc casionally an individual who intro duces a significant innovation-a Gutenberg, a Ford or an Edison will be recognized and remembered. However, most of the innovators who have contributed to our remarkably productive economy, with its "mi raculous" tools and products, have been unknown, unheralded and un recorded. For instance, we know nothing about the specific individu als who introduced the wheel, the axe or the arrow, thus sparking the first "industrial revolutions." But we do know that they had some purpose in mind. They used mind and reason to try, to experiment and to improve their situations. We know also that all who came after, all who chose voluntarily to use the wheel, the axe or the arrow, did so because they ex pected it to help them accomplish their own goals.

Some ideas for new tools were sparked by observation, others by thought or action. "Lucky accidents" undoubtedly played a role. But it takes mind and reason to turn a "lucky accident" into a good idea. Some new tools were intended to make it easier, or quicker, to accom plish specific tasks, others to im prove or increase output. Men learned in time that they could ac complish more, more easily and more quickly, with tools than they could with only hands, muscles and elbow grease. Thus, they chose voluntarily to adopt these "productivity-in creasing" tools. With every "indus trial revolution" that succeeded, the struggle for survival became a little easier. The development and improve ment of tools has been a continual 592 THE FREEMAN October process from the cave to the present day computer. Whenever men were free to try, their urge to improve conditions induced them to move re sources around. They couldn't create a fire or heat. However, they discov ered how to build a fire that produced heat by rearranging natural re sources. They learned to twirl two sticks together to make sparks from which they could light a fire. Later they discovered how to put phospho rus on a small stick, strike that stick against a rock.to produce a flame that could set dry leaves, twigs or wood shavings on fire. They were not cre ating anything. They were just rear ranging natural resources in line with their ideas in the hope of achieving a purpose.

Rearranging Resources This process of rearranging re sources, revising, adapting and com bining them with others, is produc tion. The many things we have today-our tools, machines, equip ment, appliances, commodities and conveniences-were all produced by shifting natural resources from place to place, in certain quantities, at crucial times and under prescribed conditions. The "creativity" of hu man beings, their productive ge nius, stems simply from the ideas they have about how to move natu ral resources around, when to com bine them with other resources and under what conditions. The computer, as well as the many other so phisticated tools, commodities, ap pliances and conveniences we enjoy today, were all developed and produced in this way-by individu als who were free to act, conceive of ideas, and dare to experiment by moving natural resources from place to place under controlled conditions.

Let's consider a specific exam ple-steel. Iron is dug from the ground and shipped to a foundry. There it is combined with carbon and other minerals at extremely high temperatures. The steel that results is then compressed, stamped, cut and shaped into many products-rails, trains, ships, automobiles, toasters, computers, and countless other fa miliar and unfamiliar products-all this without benefit of miracles, simply by rearranging natural re sources. Millions of small "industrial rev olutions" have occurred since the days of the caveman, each sparked by some individual's idea and ac tion. The "Industrial Revolution" from the mid-18th to the mid-19th century was the outcome ofa cluster of newly-developed tools and meth ods of prOduction-the steam en gine, the factory system, the spin ning jenny, large-scale agriculture, assembly-line production and new trade channels. John Locke, David Hume and Adam Smith, among oth ers, had argued in their writings, published over several decades, that 1983 FROM CAVES TO COMPUTERS 593 the" powers of the British monarch should be limited and the lives, property and freedom of British cit izens should be better protected. As such ideas gained acceptance the British Parliament repealed many controls and regulations on produc tion. Then persons with new ideas no longer encountered such serious obstacles from government. They were no longer prevented by the old Mercantilist government rules and regulations from embarking on new projects. Individual ingenuity was challenged and new ideas and in ventions proliferated.

Respondingto Opportunities The effects of the relatively greater freedom enjoyed by British citizens to act and experiment were felt in almost every field of endeavor transportation, shipping, commerce, communication, mining, iron and steel, farming, construction, tex tiles, clothing, medicine, and so on. Production expanded and the coun try's population increased. Individ uals were better able to acquire property, save and invest their prop erty to further increase production. People moved from localities where their families had been attached to the land for generations, to places where opportunities looked bright er. Many migrated to the United States, South Africa and Australia. New trade channels were opened, new sources of raw materials and new markets for factory products were developed. The groundwork was being laid for today's industrial pro duction and the "Computer Age."

Great things are accomplished step by step. A magnificent church is constructed stone upon stone. The tallest skyscraper is built floor upon floor. New factories are constructed brick upon brick. New highways are extended mile by mile. New trading patterns are developed bit by bit. Similarly, the vast accumulations of wealth, the stocks of goods, the many tools, machines, pieces of sophisti cated equipment, appliances and modern conveniences, were all de veloped over the ages, without the benefit of miracles, as entrepreneurs explored and experimented to dis cover new resources and new ways to revise and combine them. The progress of men from the cave to the computer has been step by step, as a result of individual choices and ac tions. The famed economist, Ludwig von Mises, often described the automo bile of today as "the automobile of 1900, with hundreds of minor im provements." Thus the modern com puter is the calculator and/or the typewriter of decades ago "with hundreds of minor improvements."

Each improvement came about as some individual had an idea, had the freedom to act and dared to experi ment with property he could call his own. I John JeffersonDavis Computers and Capitalism IT is an increasingly obvious fact of contemporary American life that the computer is having a pervasive in fluence on the way we work and live. What is not so obvious is that the computer is beginning to challenge some of the most widely held as sumptions about the nature of our economic system. Specifically, the invention of the microprocessor has helped to make obsolete some of the most common objections which the free market system has faced during the last several generations. "Capitalism leads to excessive market concentration." This criti cism is at least as old as Marx him self. Capitalism, it is said, inevita bly leads to monopolistic con centrations in each industry which ruthlessly suppress the competition Dr. Davis is Associate Professor of Theology at Gor don-Conwell Theological Seminary, South Hamilton, Massachusetts, and author of the forthcoming book, Your Wealth in God's World.

594 and which leave the consumer at the mercy of a few powerful producers. A corollary of this criticism is that capitalism leads to social inequality as well: not only is production con centrated in fewer and fewer hands, but wealth itself, the fruit of produc tion, is concentrated in fewer and fewer hands as well. "The rich get richer, and the poor get children." An increasingly stratified .society, with the poor at the mercy of the wealthy ruling classes, with little hope of upward social mobility-such is the popular image of the results of the free market. It should be noted, of course, that the criticism of excessive concentra tion of the means of production boomerangs against the socialist critic. In a socialist system the state has a monopoly of the means of pro duction, and society in effect be comes one large company store, with all the potential for abuse and inef ficiency which that entails. A tho roughgoing socialistic system is in fact the prime example of monopo listic concentration in economic life.

The Communist Party of the Soviet Union exerts far more power in eco nomic life than Exxon or Gulf Oil could ever exert in the petroleum and energy industries. Exxon can not send its competition to prison; the Communist Party can. The facts of recent American ex perience do not support the "exces sive market concentration" criticism.

COMPUTERS AND CAPITALISM 595 Especially in the rapidly growing fields of computers, data processing, and electronics, new firms are chal lenging the dominance of older firms such as IBM. New fortunes are being made almost on a daily basis, and a whole new generation of bright and energetic young entrepreneurs has appeared on the international scene to vindicate the wisdom and produc tivity of the classical free market. The Computer-BasedEconomy In the new "Information Age" economy created by the computer, creativity can be richly rewarded, age is no barrier to success, and entry into the marketplace has never been easier. In the new world of the com puter-based economy, "breaking in" does not necessarily require vast amounts of steel and concrete and capital, but rather new ideas, a will ingness to take risks, and imagina tive insights into new applications of the burgeoning computer technol ogy. A new insight, a knowledge of programming, and access to a com puter terminal are all that is needed to launch a new software enterprise.

James Nitchals is now 21 years of age, runs his own computer software company, and expects to make his first million dollars before he is 25. Rob Fulop is only 25, but is already making more than $100,000 a year, drives an expensive BMW and owns his own town house near San Fran cisco. Nitchals and Fulop are exampIes of a successful new breed of young video and computer game de signers that are leading the way in a new industry that already gener ates more than $1.2 billion in reve nues annually. 1 Steven Jobs, a college dropout, and his friend Stephen Wozniak started Apple Computer Incorporated in a garage with an initial investment of $1,300. Sales surged from $2.7 mil lion in 1977 to $200 million in 1980. In 1981, Apple controlled 23 percent of the $2.2 billion world market in personal computers. 2 The wealthiest man in New En gland is not a "Boston Brahmin," but 62-year-old An Wang, who emi grated to the United States after World War II from Shanghai with personal assets on the order of $100.

Wang went on to found Wang Labo ratories, producing computers and other high-tech devices, and today Wang's holdings are valued at $200 million. His wife Lorraine's hold ings are on the order of $120 mil lion, and his children hold $300 mil lion in stock. 3 As journalist Alexander Taylor has noted, "Up to now, it seemed as if opportunities for making great for tunes like those of the Rockefellers and Carnegies had been cut off. It is heartening that people are taking chances and sometimes succeeding beyond their wildest dreams."4 The success stories of Jobs, Woz niak, Wang and many others dem596 THE FREEMAN October onstrate that the doors of the free market are wide open today for those who have the energy, the initiative, and the imagination to walk through them. The new world being brought into existence by the computer chip is dispelling the myth of the closed economic society and the "monopo listic market concentrations" which shut out all competition.

The same principles of ready ac cess to rapidly changing markets and the need for constant creativity and innovation hold true in the interna tional arena. American computer firms can not assume that today's successes and today's profits assure an easy time in the economic battles of tomorrow. The Japanese now ex port more that $1 billion worth of semiconductor devices. In the stra tegic market for 64K Random Ac cess Memory chips, the heart of the modern microcomputer, the Japa nese have captured the lead even in the United States. 5 "Excessive mar ket concentrations" are neither in evitable nor permanent in the dy namic and rapidly changing world of computer technology. Enemy of the Environment? A second frequently raised criti cism is that "capitalism destroys the environment." Images of greedy cor porate moguls turning the wilder ness into vast strip mines, asphalt parking lots, shopping centers, and fast food chains come to mind. While there are certainly legitimate con cerns for the safe disposal of toxic wastes and other environmental hazards, the general environmental picture presented in the mass media has tended to be one-sided.

As Professor Julian Simon of the University of Illinois has pointed out in a detailed article in Science, be tween the years 1920 and 1974 the total acreage in the United States devoted to wildlife preserves and to state and national parks increased from 8 to 73 million acres. It is still the case that all the land in the United States used for urban areas and roads amounts to less than three percent of the total surface area of the country. Lake Erie, which was pronounced ecologically dead some years ago by Barry Commoner, has improved significantly, and the fish catch is actually increasing. 6 More fundamentally, the thesis that "capitalism destroys the envi ronment" overlooks the fact that the computer is leading the way from an economy based on heavy industry and manufacturing to one increas ingly based on the creation, process ing and distribution of information. We are now in fact already living in the "Information Age." Today more than 60 percent of the American la bor force works with information as programmers, teachers, clerks, sec retaries, accountants, managers, brokers, insurance people, attor neys, bankers, and technicians. Only 1983 COMPUTERS AND CAPITALISM 597 about 13 percent of the labor force is actually engaged in manufacturing operations. Almost 90 percent of the 20 million new jobs created during the 1970s were in the areas of infor mation, knowledge, and service jobs.7 In the new Information Age cre ated by the computer, the creation of new wealth is not exclusively or even primarily dependent on dig ging physical resources from the ground-with the environmental problems which may be entailed but rather, depends on intangibles: new ideas, new processes, and new ways of organizing people and pro viding services. A new computer software program for businesses or a new video game can create an enormous amount of new wealth and human employment without de stroying the environment. Human creativity has taken ordinary sand, a physical resource for which there is virtually an inexhaustible supply, and by turning it into a silicon chip, has created an almost .boundless cornucopia of income, employment, and opportunities for human devel opment.

Videotex and Fiber Optics The relatively new videotex mar ket, which provides online informa tion to computer terminals in busi nesses, government, and private homes, already represents a $250 million a year business. Industry analysts expect that the videotex industry, together with its associated hardware and software components, will be approaching a $7 billion dol lar market by 1987-a projected an nual compound growth rate in ex cess of 93 percent. 8 The transmission of data between computer-controlled systems is being revolutionized by new developments in fiber optics technology . New glass fibers now being developed in the laboratory are only one-tenth the di ameter of a human hair, and yet are so efficient in the transmission of in formation in bursts of light that the full contents of 16 Bibles could be transmitted across the country in a single second. Already some 37,000 miles of the new fibers have re placed copper wires in the telephone system, and by the end of the decade, the U.S. market in fiber optics tech nology is expected to reach $1.2 bil lion. 9 Videotex and fiber optics technol ogy-powerful new generators of wealth that hardly existed a decade ago-are only two examples among many in the new computer age which make the older environmentalist criticisms of the free market system largely obsolete. No longer must so ciety face the apparent dilemma of new jobs versus clean air: with care ful planning and creativity, society can enjoy both.

During the age of industrial capi talism, the forces of the market tended to concentrate resources and 598 THE FREEMAN October manpower in the large urban areas. The need for such concentration no longer exists in the new computer based economy. In the small town of Peterbor ough, New Hampshire there are no traffic jams and many of the town's 5,000 residents are on a first-name basis. This tiny town in the south western part of the state, some 80 miles from Boston, is the hub of some rapidly growing publishing and mail order businesses. More than 20 pe riodicals and countless books, cata logs, and newsletters are being pub lished within a ten-mile radius of this small New Hampshire town. Titles such as Byte, Microcomputing, and Robotics Age herald the new infor mation-based economy which has come to town. 10 When ideas rather than physical resources have become the coin of the realm, there is no need to crowd all successful enterprises into al ready overcrowded urban areas, and the environmental advantages can be considerable. When the "com modity" being produced is informa tion, deliveries can be made easily and rapidly over a telephone line, and the producer can be located al most anywhere.

Third World Oppression? Yet another charge levelled against the free market system is that capitalism inevitably oppresses the poor peoples of Third WorId nations. According to Third World rev olutionary Frantz Fanon, "The question which is looming on the ho rizon is the need for a redistribution of wealth. Humanity must reply to this question, or be shaken to pieces by it."ll Criticisms such as Fanon's are not really new, but derive from the the sis of Lenin that capitalistic econo mies are inherently oppressive and imperialistic, ever seeking to ex pand markets, seeking cheap raw materials from the poor nations and then selling finished goods to those same poor countries at exorbitant prices. As has been the case with the great social mythologies of history, there has been just enough of an ele ment of truth in the Lenin thesis to make it persuasive in the minds of countless millions of people in the twentieth century. Recent experi ence, however, indicates that Lenin , was never entirely correct, and that his analysis is rapidly becoming out of touch with reality in today's in ternational high-tech economy.

It is no longer the case that devel oping nations are condemned for ever to be merely the suppliers of raw materials for the factories and heavy industries of the West. Hard work, initiative, and technical know how are enabling many of these once impoverished nations to leapfrog ahead in the world economy. Singapore, with hardly any natu ral resources, and a land area hardly 1983 COMPUTERS AND CAPITALISM 599 larger than Memphis, Tennessee, has won 25 percent of the global backlog of orders for oil rigs, second only to the United States. South Korea is now the world's largest producer of black and white television sets. These new high-tech giants of Asia are now offering stiff competition to Japan in the international market. 12 Atari has decided to move a sig nificant portion of its computer as sembly operations offshore to Tai wan, in order to take advantage of favorable tax structures and the en ergetic and more economical Tai wanese labor force. Rather than being "oppressed," the Taiwanese have found themselves to be the beneficiaries of economic dynamics in the computer age where societies that are labor and knowledge inten sive can compete very effectively with the older industrial societies.

Enemy of the Family? Perhaps one of the most serious charges to be laid at the feet of the free market system is that the capi talistic system is inherently de structive of such critical human val ues as marriage, strong family ties, and community stability. Is it really the case that capitalism has sacri ficed some of civilization's most treasured values at the altar of greed and economic gain? The relentless search for profits, the promotion of a mercenary frame of mind, the weak ening of ties with the soil, the family and the town, the constant corporate moves and the transient style of life: such is the litany of accusations made against the free market system. These charges are to be taken se riously, and historical honesty re quires that they not be dismissed out of hand. It is indeed the case that fathers under the age of 40 in Amer ica move on an average of every three years. 13 The American family is ex periencing tremendous stress, and it is undeniable that economic factors have contributed to the crisis.

Any economic syste:rn or theory which neglects the role of the family runs the risk of killing the goose which is helping to lay the golden eggs. As George Gilder has pointed out, the creation of wealth arises out of a matrix of values and character traits which are learned in healthy families. "If work effort is the first principle of overcoming poverty, marriage is the prime source of up wardly mobile work ... work, fam ily, and faith ... are the pillars of a free economy and a prosperous soci ety."14 One of the most encouraging di mensions of the computer revolution is that it has great potential for re ducing this tension between home and work. In his best-selling book, The Third Wave, Alvin Toffier has even ventured to predict the advent of the "home centered society" in which an increasing number of Americans will be operating out of 600 THE FREEMAN their homes as the centers of their business, educational, and personal lives. Instead of being forced to move to a different town in order to change jobs, many .will be able to simply "plug into a different computer." The "Home Centered Society" of the In formation Age will mean less forced mobility, fewer transient relation ships, and greater participation in community life. 15 William H. Bowman of Belmont, Massachusetts is a good example of the new breed of cottage-industry entrepreneurs. ·Bowman and his friend David Seuss formed Spinna ker Software Corporation in May of 1982. Bowman, whose firm markets learning games written for micro computers by freelancing program mers, expects to earn $3 million in revenues in 1983, and as much as $50 million within five years. The "testing laboratory" for the com puter games has been Bowman's Belmont home, where his six chil dren and their friends play the new games for hours on end. 16 The computer revolution has brought earning and play and fam ily and work together in an entirely new way virtually unparalleled in the experience of mankind. This is not to say, of course, that the Infor mation Age is without its own haz ards, but the new economic realities of the computer revolution make some of the most common criticisms of the free market obsolete and open up exciting new vistas for human creativity and the well-being of mankind as a whole. ® -FOOTNOTESIThm Nicholson, et al., "The Hottest Game in Town," Newsweek, August 16, 1982, p.55.
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John A. Davenport Why Not Deregulate Labor? DESPITE the tendency of economists to create more problems than they solve, there seems to be a growing consensus that the American econ omy will gain as we lift strangling governmental regulations from in dustry as in the case of oil and transportation. But just below the surface, students of the business scene are beginning to ask a more far-reaching question. If deregula tion is good for business, why should it not be extended to the biggest and most important market in the coun try, namely the labor market which today is cluttered up by minimum wage laws, over-elaborate safety and health rules, and the laws affecting so-called collective bargaining? Says Manuel Johnson, Assistant SecreA former editor of Barron's and Fortune, Mr. Daven port is author of The U.S. Economy and a frequent lecturer on political economy. tary of the Treasury, "Maybe here is an idea whose time has come."

Mr. Johnson, to be sure, is not an entirely disinterested observer. Two years ago while still teaching at George Mason University he joined hands with two academic col leagues, James T. Bennett and Dan Heldman, to publish a small book entitled Deregulating Labor Rela tions (Fisher Institute, $12.95).* The book has received passing attention from some learned journals but so far only a yawn from the public press. Which is too bad because this little volume puts the labor problem and the labor cost problem into a new perspective-the perspective of over regulation. In making good this thesis the au thors assume that despite much loose *Fisher Institute, 6350 LBJ Freeway, Suite 183E, Dallas 75240. 601 602 THE FREEMAN October talk to the contrary, a man's work and skill is the most precious com modity he possesses and should sell in the market like any other com modity. Their second thesis is that employers questing for profit are simply middlemen between con sumers on the one hand and workers on the other, and that freedom of contract is essential to human lib erty. Their third thesis is that over regulation of labor markets is be coming an extraordinarily expen sive operation not only in terms of sacrifice of principle but in terms of unemployment and of loss of produc tivity and national output. Irideed the authors calculate that total deregu lation of the labor market might produce benefits to our society amounting to a stunning one hun dred and seventy billion dollars per year.

This is an amazing figure but as the authors themselves indicate, it must be handled with great care, for it includes many disparate ele ments. By far the largest cost of reg ulation, amounting to two-thirds of the total, is attributed to OSHA-the Occupational Safety and Health Administration-set up in 1973 with the best of intentions but by now transmuted into what Murray Wei denbaum has dubbed a "growth in dustry," involving a huge bureau cracy and concerning itself with such minute matters as the grain and slant of ladders in our mines and factories. Here the authors argue that much of what OSHA attempts to do might better be accomplished by giving free play to market forces. Hazardous occupations will always command higher than average wage rates. Faced by such costs employers will, in the long run, be led by self interest to put in safety equipment. I am frankly somewhat dubious of pushing this particular argument to an extreme since, in the long run, as Keynes cynically remarked, we shall all be dead. From the Industrial Revolution forward, governments have in fact tried to lay down gen eral rules for enterprise. The real case against OSHA is that its rules are not general but specific and have produced a veritable mare's-nest of regulations that have not on the record diminished industrial acci dents and in fact bear hardest on in termediate firms seeking to enter the competitive race. The way out may not lie in the total decapitation of OSHA but in step-by-step reduction of its manifold and often preposter ous activities.

Outrageous Unemployment While OSHA is by far the most expensive of our experiments in reg ulation, it is by no means the only one making for unemployment and lost output. Hours of work and min imum wage laws are a case in point. Here the heavy hand of government not only bears down on employers 1983 WHY NOT DEREGULATE LABOR? 603 but actually denies job opportunities to men and women able and willing to work outside the government standards. The evidence is now overwhelming that minimum wages in particular bear hardest on those which government in its wisdom is trying to help-the poor, the disen franchised, and minority groups in general. As Walter Williams and others have shown, the minimum wage today set at $3.35 an hour ac counts in no small part for outra geously high unemployment of nearly 50 per cent among black youth. Such laws should be allowed to die on the vine as they become irrelevant due to creeping inflation.

Better still, they should be elimi nated entirely as an affront to the principles of a free and humane economy. Unfortunately, as the authors make plain, such principles are ne gated not just by substantive regu lations but by the fact that. govern ment has also sought to lay down "procedural" rules for employer-em ployee relations. Until the Depres sion Thirties trade unions in partic ular had to earn their way in organizing industry. The passage of the Norris-LaGuardia Act in 1932 and the subsequent National Labor Relations Act changed matters. Act ing under the Commerce Clause of the Constitution, Congress granted to unions extraordinary and unique privileges. Under the new rules: 1.) Unions gain exclusive bar gaining rights in a plant whenever they can command a bare majority of workers present and voting at a union election. 2.) The employer is bound to bar gain with this unit whether or not he thinks it is to his interest or to the interest of his employees.

3.) Except in Right to Work states union shop contracts are tolerated under which employees must at least pay union dues as the price of a job. 4.) All labor disputes are initially thrown into an administrative agency, the NLRB, which in effect makes labor law as it goes along and is by its very nature politically mo tivated. Freedomof Contract In criticizing this form of legisla tion and in seeking its repeal, the authors make clear that they are not against unions, so long as they are voluntary associations, nor against collective bargaining in so far as it proves .. a useful tool in determining pay and working conditions. What they consider unwarranted and un justifiable is the government's man dating a particular form of such bar gaining wherein the union becomes a kind of independent "third party" in labor negotiations, more con cerned with its own aggrandizement than with the interests of the work ers it purports to represent.

Thus, in so far as unions can push 604 THE FREEMAN wage rates above the level that would be set by the free market they may temporarily benefit a particular group of workers but at the cost, when times are bad, of widespread unemployment and displacement, as in the case of automobiles and steel. More seriously, present law pre vents workers from direct access to management and leaves dissidents in a kind of no man's land. Collec tive bargaining as currently en forced is tantamount to the collec tivization of labor. What the authors ofthis book plead for is a much greater extension of freedom of contract where some workers would no doubt choose to join unions but others would prefer to deal with their bosses directly. It will be argued that this would produce chaos in labor relations. But just here it is well to remember that unions today constitute somewhat less than 20 per cent of the labor force, and a declining share at that. In the great majority of cases employers and em ployees manage to work out their differences without the help of gov ernment-sponsored unions.

The authors are also admirably clear on the point that workers should be allowed to withdraw their services when they find it to their interest to do so. But such voluntary withdrawal which amounts to res ignation differs from the conditions that exist today when strikers are almost always sure of retaining their jobs, meanwhile drawing unemploy ment insurance and welfare pay ments at public expense. Moreover the aim of the present strike-a mil itary term-is not just to withdraw labor but to close down the employ er's plant and, by violence or threat of violence on the picket line or else where, to prevent others willing and able to work from working. Men have no right to do this and every state in the union has laws against such ac tions. The tragedy today is that these laws are rarely enforced. The over regulation of labor in so many par ticulars has led to an all· but total disregard for the common law.

Back in the seventeenth century Sir Henry Maine argued that the progress of civilization might be measured as a society passes from status to contract. With this expo nential jump the West threw off the last vestiges of feudalism and serf dom and entered into an era of Lib erty under Law. In the past fifty years governments have been rush ing pell-mell to reverse such progress. Deregulating Labor Relations is a sustained plea for turning the clock forward again. ® Clarence B. Carson Judicial Monopoly Over the Constitution: Jefferson's View Do the Federal courts have a mo nopoly of the interpretation of the Constitution? Further, are the judges, in the words of Thomas Jef ferson, "the ultimate arbiters of all constitutional questions ... "?1 There is little reason to doubt that the pre vailing view in the country would give a resounding affirmative an swer to the first question. There are dissenters, of course, but so far as they are numerous and widely influ ential, their dissents are to particu lar decisions or opinions of the courts, not to the propriety of the courts making some decision.

The judges act as if they have a monopoly of the interpretation of the Constitution. Members of Congress usually make it clear that they be lieve the opinions of the Federal courts, especially the Supreme Court, are determinative. Presidents in creasingly leave to the courts the questions they may have about the constitutionality of laws that come Dr. Carson has written and taught extensively, spe cializing in American intellectual history. He is the author of several books, his most recent being Orga nized Against Whom? The Labor Union in America. He is working at present on A Basic History of the , United States to be published by Western Goals, Inc. before them. The academic world generally supports this view, and many legal scholars make pro nouncements that suggest they do not think it worthwhile to consider any other view. In recent decades, the press, or the media, have mightily assisted the courts in maintaining this position.

For example, when the courts began compelling states to reapportion legislative seats on the basis of pop ulation, the Washington Post de clared that these rulings have unquestionably become the law of the land. It is not the function of Congress to set aside that law, or to thwart its operation. The spectacle of Congress trying to use its legislative power to deny or temporarily nullify con stitutional rights which the Supreme Court had clearly upheld is such a seri ous encroachment upon the orderly divi sion of powers that even extraordinary measureswouldbe justifiedto defeatit. There is much controversy, to be sure, over the soundness of the Constitution's edict that both houses of the state legis lature must be apportioned on the basis of population .... The next Congress will he free, if it wishes, to propose a consti tutional amendment ... ; however, Con gress should not seek to shortcircuit ju dicial decisions. 2 605 606 THE FREEMAN October The editorial assumes that the courts have a monopoly of the inter pretation of the Constitution. It en joins the Congress against in termeddling in such matters. It asserts that the decisions are "the law of the land." More, it appears to add the court decisions to the body of the Constitution itself, for it holds that these are edicts of the Consti tution. If it was not commonplace to make this last identification at the time, it has become so since, for wri ters and speakers frequently refer to the decisions of the court as if they were an integral part of the Consti tution itself. In any case, the view prevails that the Federal courts have a monopoly of the interpretation of the Constitution.

It is not equally clear, however, that the view has triumphed that the courts are the "ultimate arbiters of all constitutional questions." There is at least a shadow of doubt about this, as yet. The Washington Post noted that a constitutional amend ment could be adopted to change the courts' rulings. If so, the courts are not the ultimate arbiters, or perhaps it would be more accurate to say that they are not the penultimate arbi ters, since such amendments are ex tremely rare. By my reading of it, the 16th Amendment, adopted in 1913, was the last amendment passed to resolve a constitutional question. More important, perhaps, there is now strenuous public resistance, at least from opInIon makers, to re versing a court decision in this way. Nor is it clear, given the current mood, how the courts might respond to such a direct restraint on their powers. But for now, at least, there appears to be the remote possibility of amending the Constitution as an arbiter beyond the courts.

Questioning the Monopoly There are several reasons for rais ing the question of the court's mo nopoly of interpreting the Constitu tion. The first is to make clear that in the version in which it now pre vails the monopoly is of recent vin tage. The second is to emphasize that the Constitution does not allot the interpretation of the Constitution to any particular branch of govern ment, any special tribunal, or any class or order of men. The main rea son, however, is to explore the view of Thomas Jefferson, both because of its contrast with the contemporary one and because it was more or less in accord with a widely held view for much of the 19th century. And last, I want to point up some of the incon gruities, tendencies, infelicities, and dangers of the current view. None of this is meant to suggest that the courts do not have a role in the interpretation of the Constitu tion, that they have not always claimed and acted upon a role, or that this was unexpected by the makers of the Constitution. On the contrary, 1983 JUDICIAL MONOPOLY OVER THE CONSTITUTION 607 many of the Founders anticipated that the courts would have a role in applying the laws and establishing the supremacy of laws made in pur suance of the Constitution vis a vis the states especially. That they would do so was mentioned a number of times in the Constitutional Conven tion. 3 Moreover, Hamilton argued in The Federalist, number 78, that it was the duty of "courts ofjustice ...

to declare all acts contrary to the manifest tenor of the Constitution void. Without this," he said, "all the reservations of particular rights or privileges would amount to noth ing."4 But it should be emphasized that the Constitution grants no special powers of interpretation of it to the courts. Specifically, it· grants no power of judicial review of legisla tion to the courts. The President is grantea a power of the review of leg islation, and he may veto bills on constitutional or other grounds. The Convention considered more than once the advisability of having the Supreme Court review legislation in conjunction with the executive. The proposal was rejected. "Judicial Review" In fact, the courts do not "review" acts of Congress to determine whether or not they are in accord with the Constitution. Any literal minded person might suppose that is what they do, or have done, by the use of the dubious phrase, "judicial review," to describe their proce dures. In the course of applying the law to particular cases, courts some times adjudge an act of the legisla ture to be in conflict with the Con stitution. They may then refuse to give the force of law to the legisla tive act. That is the basis of the tra ditional claim of the courts to make decisions, binding on themselves, regarding the constitutionality of acts. The power is not mentioned in the Constitution.

Jefferson was the first President to challenge the extent of the powers of the Federal courts. Indeed, he raised the challenge even before he attained the highest officein the land and continued to express various concerns in letters to individuals long after he retired to private life. Also, he was the most outstanding public figure in his day to confront directly the question of a judicial monopoly of the interpretation of the Consti tution. From the confrontations he developed a coherent view of the matter. Jefferson became embroiled in this question for both broad and general as well as particular considerations. From the outset, he was a strict con structionist of the Constitution. The first major constitutional question that came up for him was about the Bank of the United States. Jefferson was Secretary of State and Presi dent Washington asked for the opin608 THE FREEMAN October ions of his heads of departments. He wrote Washington that ours is a government of delegated powers.

"The incorporation of a bank," he said, "and the powers assumed by this bill, have not, in my opinion, been delegated to the United States by the Constitution."5 He went on to explain the case by an examination of the powers enumerated and to recommend that the bill be vetoed. Jefferson's Concern for Liberty Jefferson's insistence on the strict construction of the Constitution was based on two broad and enduring concerns which lasted the whole of his adult life. One was his commit ment to individual liberty. On one occasion, he .wrote: "I have sworn upon the altar of God eternal hostil ity against every form of tyranny over the mind of man."6 As to a def inition "of liberty," he explained, "I would say that, in the whole pleni tude of its extent, it is unobstructed action according to our will, but rightful liberty is unobstructed ac cording to our will within limits drawn around us by the equal rights of others."7 Jefferson subscribed to the natural rights theory, holding that man has certain God-given rights. Although there are many listings of these rights,· he thought those most often threatened were "the rights of thinking and publish ing our thoughts by speaking or writing; the right of free commerce; the right of personal freedom."8 His second broad concern was to restrain and limit government so that people might enjoy their rights.

"The natural progress of things," he said, "is for liberty to yield and gov ernment to gain ground."9 It was not safe, he thought, to confide over much power in government. "I own," Jefferson said, "I am not a friend to a very energetic government. It is always oppressive. It places the gov ernors indeed more at their ease, at the expense of the people."l0 It was to hold governments in their place and restrain them in their activities that he was so concerned with strict construction of the Constitution. "In questions of power, then," Jef ferson declared in his draft of the Kentucky Resolution, "let no more be heard of confidence in man but bind him down from mischief by the chains of the Constitution."ll Fur ther, "Our peculiar security is in the possession of a written Constitution. Let us not make it a blank paper by construction. I say the same as to the opinion of those who consider the grant of the treaty making power as boundless. If it is, then we have no Constitution. If it has· bounds, they can be no others than the definitions of powers which that instrument gives."12 Although Jefferson wrote boldly and frequently without equivoca tion, it may be well to point out that he was not by temperament a con1983 JUDICIAL MONOPOLY OVER THE CONSTITUTION 609 troversialist. He did not like to debate, and avoided public confron tations before crowds. Though he was trained in the law, Jefferson did not like the courtroom clashes and only practiced it briefly. He relished intellectual exchanges· among peo ple of a questing disposition and much preferred the search for truth to any contest of wills for domi nance.

All that is a way of saying that Jefferson did not enjoy political con troversy, nor was he long a member of Washington's cabinet before he was thinking of some way to retire. He wrote James Madison that he had devoted more than 20 years to the public service and that he thought he ought to be able to leave it with a clear conscience, having paid his debt to society, so to speak. He wrote the President in 1792 that he looked forward to his early retirement "with the longing of a wave-worn mariner, who has at length the land in view, and sha.ll count the days and hours which still lie between me and it."13 As he prepared to step down the next year, he wrote Madison that "The motion of my blood no longer keeps time with the tumult of the world. It leads me to seek for happi ness in the lap and love of my fam ily, in the society of my neighbors and my books, in the wholesome oc cupations of my farm and my af fairs, in an interest or affection in every bud that opens, in every breath that blows around me.... "14 It was in this frame of mind, so far as we can know, that he left public life in 1793, hoping never to return to it.

Return to Public Office But however strong his resolve to stay out, Jefferson was drawn, al most inevitably, back into the polit ical maelstrom within two or· three years. He was a man still in the full vigor of his middling years, among the most prominent men in Amer ica, and the concern he felt for re straining the government by strict construction and thus protecting in dividuallibertydid not diminish out of office. A political party was abuilding in the mid-1790s, the Re publican Party, Jefferson called it, which opposed Hamilton's banking and taxing policies, and Jefferson became its leader. He was elected Vice President in 1796, but this did not alter the course of the govern ment, which was controlled by the Federalists, with John Adams at the head. Although there were other issues, Jefferson's concern about how the Constitution was being interpreted had been increasing from the early 1790s. These concerns provided him with the particulars of the case. As already noted, Jefferson opposed Hamilton's broad construction of the Constitution to justify the charter ing of the bank. Indeed, that Ham ilton won Washington to his side may 610 THE FREEMAN October have precipitated Jefferson's resig nation from the cabinet as early as he thought he decently could.

The manner of the imposition of the whiskey and other similar taxes in the course of the 1790s disturbed Jefferson just as much. The Consti tution required that direct taxes be apportioned among the states on the basis of their populations. To J effer son, and to many others, these were clearly direct taxes. But Hamilton and the Federalists called them ex cises, thus evading the constitu tional requirement. That aside, however, Jefferson was bothered by the intrusion of revenue agents in the affairs of citizens in order to col lect these taxes. The Alien and Sedition Acts But it was the Alien and Sedition Acts, passed in 1798, that really aroused Republicans in general and Jefferson in particular. It certainly appeared that the Federalists were bent on riding roughshod over con stitutional limitations, to say noth ing of what they were prepared to do to their Republican opponents. The Alien Acts were bad enough, partic ularly for their ignoring due pro cess, required by the 5th Amend ment, in authorizing the President to deport aliens without even the semblance of a trial. Good John Ad ams, however, was no enemy to lib erty, or even aliens, and he never exercised the authority.

The Sedition Act, however, was another matter. It prohibited people to defame or slander high govern ment officials either in speech or in writing. Jefferson drew up what be came known as the Kentucky Reso lution in which he declared that these acts violated constitutional prohibi tions, and he called on other states to join in opposing it. Madison fol lowed suit in a somewhat milder Virginia Resolution. The Sedition Act was no idle threat to Republicans and particularly newspaper publishers. Government attorneys and the courts began to bring them to trial and punish them for their alleged seditious acts. Only Republicans, it should be added, were prosecuted. The Jeffersonian suspi cion of the courts dates from the late 1790s, if not before. Indeed, judges did seem to try such cases with in ordinate zeal, charging juries some times in such a way as to assure guilty verdicts, and meting out tough sentences. Even Supreme Court jus tices who, in those days, rode circuit and tried cases, were high handed in conducting their courts.

By the time he became President in 1801, then, Jefferson had incen tive aplenty for limiting the govern ment by a strict construction of the Constitution. He had a theory for how it could be done and was determined to do it. Meanwhile, another devel opment had occurred which aroused his fears about a judicial monopoly 1983 JUDICIAL MONOPOLY OVER THE CONSTITUTION 611 of the interpretation of the Consti tution. Before leaving office, the Federalists had created new courts, new judgeships, positions for gov ernment attorneys, and the like. The outgoing President Adams filled these positions with Federalists, so that Federalists were solidly en sconced in the courts with lifetime appointments. The stage was set for a confrontation between the J effer sonians and the courts, if ever there was to be one. But Jefferson was not a. man in clined to engage in confrontations. He was quiet and thoughtful, even philosophical, in demeanor, not given to attempting to ride roughshod over anyone. He always professed to re spect the independence of the other branches in their proper spheres, and there is evidence to support his claims. He simply acted with the powers of the President and encour aged Congress to act with its powers so as to prevent any monopoly by the courts over the Constitution. He took care, generally, to see that if there were a confrontation it would be instituted by one of the other branches, not by himself. Nor did he engage in public declamations on the question, as a rule; most of what we know of his views comes from pri vate correspondence-and what may be deduced from his acts.

First, do the courts have a monop oly of the interpretation of the Con stitution? Jefferson did not equivocate on his answer. He answered the question most emphatically in a let ter written in 1820, long after he had left office. "You seem ... to consider the judges as the ultimate arbiters of all constitutional questions," he wrote to a correspondent. But that, Jefferson said, is "a very dangerous doctrine indeed and one which would place us under the despotism of an oligarchy .... The constitution has erected no such single tribunal, knowing that, to whatever hands confided, with the corruptions of time and party its members would be come despots."15 Who Decides? Who, then, does decide constitu tional questions? Let us leave to the side for the moment how they may be ultimately decided, so far as they ever are, in order to get to Jeffer son's intermediate answer. So far as the Federal government is con cerned, each of the branches-and in the Congress, each of the houses decides for itself in matters that come before them. "The constitution has,"

Jefferson pointed out, "wisely made all the departments co-equal and co sovereign within themselves."16 He explained how it works this way: "Questions of property, of character, and of crime being ascribed to the judges through a definite course of legal proceeding, laws involving such questions belong of course to them, and as they decide on them ulti612 THE FREEMAN October mately and without appeal, they of course decide for themselves. The constitutional validity of the law or laws again prescribing executive ac tion and to be administered by that branch ultimately and without ap peal, the executive must decide for themselves also.... So also as to laws governing the proceedings of the legislature, that body must judge for itself the constitutionality of the law and equally without appeal or con trol from its coordinate branches. And, in general, that branch which is to act ultimately and without ap peal on any law is the rightful ex positor of the validity of the law, un controlled by the opinions ofthe other coordinate authorities."17 On first reading of the above it may appear that Jefferson has evaded the issue or begged the question. It may be given that appearance, I think, because he used the qualifying phrase, "without appeal," and that may have a legal ring to it, suggest ing an appeal to the judiciary. But that was not his meaning, or not his only meaning. Of course, in a case taken and decided in a lower court there may be an appeal to a higher court. But Jefferson was referring to something much broader than this.

Many of the powers of the govern ment are jointly exercised by or in tertwined with other branches. In that case, usually there is no appeal from a negative decision of one of the other branches. For example, if the Senate refuses to approve an ap pointment of the President, there is no appeal, and the decision is final. Checksand Balances In order to understand Jefferson's view it is necessary to view it in the context of the constitutional provi sion of checks and balances and the separation and partial indepen dence of powers, not in the judicial framework to which we have be come accustomed. The powers of government are divided among the branches, Jefferson was maintain ing, and with that division goes the power of determining the constitu tionality of what they do. To put it in its strongest form, none of the branches may force the others to act on its view of the Constitution. Jef ferson said, "If the legislature fails to pass laws for a census ... ; if the President fails to supply the place of a judge , the judges cannot force [them] "18 How these checks and balances work, how each branch interpreting the Constitution for itself limits and restrains government, may best be illustrated with actual examples.

When Jefferson became President, he pardoned those who had been con victed under the Sedition Act. He explained his action in letters to Ab igail Adams: "I discharged every person under punishment or prose cution under the Sedition Law be cause I considered, and now con1983 JUDICIAL MONOPOLY OVER THE CONSTITUTION 613 sider, that law to be a nullity .... The judges, believing the law consti tutional, had a right to pass a sen tence of fine and imprisonment, be cause the power was placed in their hands by the Constitution. But the executive, believing the law to be unconstitutional, was bound to re mit the execution of it, because that power has been confided to them by the Constitution. That instrument meant that its coordinate branches should be checks on one another."19 Marburyvs. Madison Chief Justice John Marshall also wisely avoided a confrontation with the President by his opinion in the celebrated case of Marbury vs. Mad ison. William Marbury had been ap pointed justice of the peace by Pres ident Adams, but the appointment was so late that the commission was not delivered. James Madison, the incoming Secretary of State, refused to deliver it under orders from Jef ferson. Marbury sued in the Su preme Court for a writ of mandamus that would force Madison to deliver the commission.

Marshall held that Marbury was indeed entitled to a commission and force was appropriate, but, unfortu nately, by his reading of the Consti tution' he had applied to the wrong court. Thus, petition denied, and no mandamus was issued. It was just as well, too, for the general view has been that Jefferson would not have honored it, and the court would have been powerless to enforce it. By J ef ferson's interpretation of the Consti tution the court could no more force him to act than he could force it to render a decision in accord with his wishes. Marshall got his opportunity to try force on the President again in the Burr trial for treason in 1807. He issued a subpoena, on motion of de fense, for Jefferson to appear in court. Jefferson declined, though he did send some papers, and gave the court a lecture on the separation of pow ers. 20 Marshall took no further ac tion. But before either of these cases came before the courts, Congress had begun to move to rein in and re strain the courts. In 1802, it re pealed the Judiciary Act of 1801, taking away a number of new of fices. Shortly after, it passed a new act returning Supreme Court jus tices to riding circuit and restricting the Supreme Court to one session each year. Then, gently prodded by J efferson, it zeroed in on the most notorious of the judges.

District judge John Pickering, ill famed for his drunken, if not insane, carrying on in court, was impeached by the House and removed from of fice by the Senate. Supreme Court justice Samuel Chase was im peached by the House for his intem perate behavior in court, but the Senate failed of the two-thirds ma614 THE FREEMAN October jority required for conviction. Jeffer son was disappointed and thereafter maintained that impeachment was very nearly an empty threat. That was surely an overly pessimistic as sessment, however, for it appears that the behavior of judges im proved perceptibly for quite a while after the Pickering and Chase cases. The broader point is this. As Jef ferson held, the House of Represen tatives, the Senate, and the Presi dent, as well as the courts, are empowered to act in ways that de pend upon interpreting the Consti tution. They take oaths to uphold and defend the Constitution, and if its meaning could only be divined by the courts this would amount to nothing more than oaths to obey the courts.

Happily, however, the Constitution is written in English, and the other branches have powers that enable them to act upon their own interpre tations and even restrain the courts if they get out of line. All legislative power is vested in the Congress and executive power in the President. If the courts invade the legislative domain of the Con gress by their constructions of the Constitution, as they have most cer tainly done in recent years, Con gress has the power to set them straight. The Constitution autho rizes Congress to define and limit (or expand) the appellate jurisdiction of the courts. The President can refuse to enforce court orders he believes in con flict with the Constitution. (The courts have no enforcement ma chinery, i. e., prosecuting attorneys, police, armies, prisons, or electric chairs, of their own.) As Andrew Jackson is alleged to have said, "John Marshall has made his decision; now let him enforce it."

Judges can be impeached and re moved from office, though lawyers rail impotently that they can only be removed for indictable crimes. It happens that when the Senate acts as such a high court, there is no ap peal from its decisions. As a last re sort, Congress can refuse to appro priate money for the operation of the courts. In short, not only can the other branches interpret the Consti tution, but they are also in as good position as the courts to make their interpretations stick. A Systemof LimitedGovernment What I have been describing is a system of checks and balances, a system in which no branch has a monopoly of interpretation, in which any branch with a will can work to restrain the others. It is a system of limited government, limited toward the branch which most strictly con strues the Constitution. Jefferson hoped that clashes between the branches over the Constitution could be avoided. To that end, he recom mended that each branch refrain from approaching too near to the 1983 JUDICIAL MONOPOLY OVER THE CONSTITUTION 615 bounds of its powers. That would tend to limit government even more and give room for the liberty of the peo ple, which he thought was the greater end of government.

Jefferson did not believe, how ever, that all the branches of gov ernment together are the final arbi ters of constitutionality. Not even the Federal and state governments, to whom he would certainly provide some place, are the ultimate arbi ters. Government is too dangerous, too bent on aggrandizing its own powers, to leave to it or them the final decision. "I know of no safe de pository of the ultimate powers of the society but the people themselves," he said. 21 In the final analysis, he thought, that was where the power of interpreting the Constitution re sides. The people may turn out members of Congress who displease them on constitutional issues. They can refuse the re-election of a Presi dent. If all else fails, or if the branches of government cannot agree, the constitution can be amended by the consensual process prescribed. There is great danger, Jefferson thought, in a court monopoly of the interpretation of the Constitution.

Any monopoly would be fearsome, but that of the courts would be the most dangerous. The members of the court are appointed for life, are dif ficult to remove, and hold perilous power over the populace. Although Jefferson's nose was undoubtedly finely tuned to sniff the threat of despotism in every tainted breeze, he meant no exaggeration when he said that it would be an oligarchic despotism. , -FOOTNOTES1Edward Dumbauld, ed., The Political Writ ings of Thomas Jefferson (New York: Liberal Arts Press, 1955), p. 153. 2Quoted in L. Brent Bozell, The Warren Rev olution (New Rochelle, N. Y: Arlington House, 1966), p. Ill. 3For example, see Elbridge Gerry's remarks in Charles C. Tansill, ed., Formation ofthe Union of the American States (Washington: Govern ment Printing Office, 1927), p. 147. But there were objections to this view as well; see pp. 548-49. 4Alexander Hamilton, James Madison, and John Jay, The Federalist Papers (New Rochelle, N. Y.: Arlington House, n. d.), p. 466.

5Henry S. Commager, ed., Documents of American History, vol. I (New York: Appleton Century-Crofts, 1962), p. 159. 6Dumbauld, Ope cit., p. 76. 7Ibid., p. 55. 8Ibid., p. xxvi. 9Adrienne Koch and William Peden, eds., The Life and Selected Writings of Thomas Jefferson (New York: Modern Library, 1944), p. 447. 10Ibid.,p. 440. l1Dumbauld, Ope cit., p. 16l. 12Kochand Peden, Ope cit., p. 573. 13Ibid.,p. 520. 14Ibid.,p. 523. 15Dumbauld, Ope cit., p. 153. 16Ibid. 17Ibid.,p. 151. Emphasis by Jefferson. 18Ibid.,p. 153. 19Ibid.,p. 154. 20S ee Claude G. Bowers, Jefferson in Power (Boston: Houghton Mifftin, 1964), p. 410. 21Dumbauld, Ope cit., p. 154.

Gary McGath PRESIDENT JOHN F. KENNEDY said that "every American ought to have the right to be treated as he would wish to be treated."l The political consequence of the philosophy be hind this statement has been rapid growth in government control, as politicians have worked to make people do what others wish them to do. Any statement about rights is not simply a political statement, but an ethical one as well. And the effects of such ideas go beyond politics. Al though Kennedy clearly intended that the government would be the enforcer of this "right," many people have drawn a further inference: that if the government is lax in enforcing it, there is little or nothing wrong with taking personal action to make sure one is treated as he would like to be. This view of rights stands in sharp Mr. McGath is a computer programmer and freelance writer in Hollis, New Hampshire. 616 THE ETHICS OF CRIME contrast to the kind of rights pro claimed in the Declaration of Inde pendence. The rights to "life, lib erty, and the pursuit of happiness"

come from the laissez-faire view of rights-that is, the view that rights are a moral sanction on one's free dom to live and act without un wanted interference from others. On the other hand, the "right to be treated as one would wish to be treated" implies an obligation on the part of others not only to refrain from interfering, but to engage in posi tive action as required by the claim ant of the right. This formulation stems from what might well be called the devez-faire ("must do") view of rights in contrast with the laissez faire or "let do" view. Sometimes the devez-faire theory of rights serves as an explicit justi fication for committing crimes; po litically motivated groups that take over buildings and offices in order to THE ETHICS OF CRIME 617 press their demands on the· owners of the property are an obvious ex ample. The more typical way in which it encourages crime, though, is simply through giving a stamp of legitimacy to a person's desire to at tain his goals by illegitimate means.

What is at issue here is not the psychology of criminals-a matter on which I claim no expertise-but the logical consequences of certain moral premises which are widely accepted today. The argument that these premises promote crime rests only on the observation that they offer encouragement and vindication to people who are inclined to crime, and that they make the victims of crime feel less sure that they can really regard themselves as victims. Cer tainly other factors also contribute to the decision to resort to crime; but anyone who has any capacity for" self esteem on the one hand or guilt on the other has to be affected by his view of the moral rightness of his actions. The average mugger or burglar is not a philosopher; but for exactly the reason that he is not, he passively absorbs the influences around him and lets other people's beliefs mold his own moral values. When a per son with no convictions of his own hears that people who are better off than himself are robbing him of what is rightfully his, he will see little reason to balk at taking it "back."

Anyone who has not descended to the mental state of an animal must recognize, however vaguely, that he has to follow certain principles to exist, whether he lives in isolation or in a society. A person who real izes that people cannot live together without property rights may still decide to steal, but he is likely to be discouraged by his knowledge that everyone else in the world can legit imately regard him as an enemy. If, on the other hand, one believes that people who own property are al ready his enemies because they have what he doesn't have, then he may as well take their property as not; he may even think he increases his self-respect by righting the "injus tice" they are doing to him. Devez-Faire vs. Property Rights The devez-faire view of rights un dercuts the principle of property rights and thereby lends an air of legitimacy to crime. The right to property is a laissez-faire right; the obligation it imposes is the obliga tion not to take or damage another person's property. Under a devez faire theory, the right to property is a conditional one at best, since a person's right to his property may be overridden by another person's "right" to be provided for. A tho roughgoing advocate of this theory may even regard property as an im pediment to the implementation of rights.

Proudhon's dictum that "property 618 THE FREEMAN October is theft" has been absorbed-to the extent that a mind can absorb con tradictions-by a large part of our culture. Businessmen are reluctant to use the principle of property rights in their own defense. Many self-pro claimed defenders of capitalism avoid the issue of property rights, prefer ring to talk about secondary social issues rather than to upset people. The Supreme Court has told us that "neither property rights nor con tract rights are absolute."2 Attacks on property are often based on the egalitarian variation of the devez-faire view of rights-on the notion that everyone is entitled to the same degree of well-being, whether he has earned it or not. By this criterion, a person who is more successful than the average, and who keeps what he earns, is depriving others of their rightful share of the products of his effort. In granting him the right to keep his property, the government is helping him to op press those who want it.

What gives egalitarianism its ap peal is the belief that one person can gain in society only through some one else's loss. This idea effectively wipes out the concept of productiv ity, leaving distribution as the only issue. If one person's gain were al ways another's loss, there would be no basis either for trade or for prop erty rights, since the only way to ac quire wealth would be to take it from someone else. The concept of property (as well as that of theft, which means the taking of someone's prop erty) would become meaningless, leaving only the concepts of posses sion at a given time and of force as the sole means of gaining posses sion. A Distorted View This "zero-sum" view of society cannot stand up to examination; when people engage in productive activity, they do not simply redis tribute what already exists, but cre ate new wealth. Those who believe that wealth is static regard the pos session of it as the mark of a looter.

Therefore, they speak of businesses "exploiting" workers or "ripping off' customers in the course of voluntary transactions, and they cannot see any moral difference between the source of a well-paid business employee's money and the source of a thiefs in come. Since wealth is not created, but only transferred, some of them conclude, the fairest thing to do with it is to distribute it equally among all people. Others who share this be lief draw the conclusion that the only right is the right of superior force. An opportunistically inclined per son can switch at will between these two conclusions. A genuine egalitarian society would not reward anyone for his achievements or permit anyone to benefit from his own efforts; to do so would be to acknowledge the exis1983 THE ETHICS OF CRIME 619 tence of productivity and to permit inequality. The idea of such a soci ety ought to horrify anyone who fully understands it, but it can be attrac tive to a person who ignores its ul timate implications. In popular lan guage, egalitarianism takes the form of denouncing the "injustice" in dif ferences between the rich and the poor. A thief does not have to under stand the theory of egalitarianism to get the message that he should resent those who have what he doesn't.

ArguingAgainstCrime If someone accepts the egalitarian philosophy and sees others earning more than he does, what reason can we offer as to why he should not take it from them? Can we tell him that he should not use force to attain his goals? Modern usage has so diluted the concept of "force" that it has become nearly meaningless. The society that does not provide a person with as pleasant a job as he would like is said to force him to take the job he is offered. The property owner who does not allow people to use his property for their political purposes is said to force his views on them. This broadening of the idea of force comes from the devez-faire view that a person can have a natural claim on the services of others. Under lais sez-faire theory, rights are nega tives-prohibitions on what one Person may do to another-and force is a positive action against a per son's rights. The devez-faire view, on the other hand, makes rights into positive claims on people, and cor respondingly expands the definition of force to include the failure to sat isfy the claims that people make by right.

A thief who has heard the word "force" applied so broadly is not going to regard his own use of force as par ticularly distinctive or reprehensi ble. "I force people to give me their wallets?" he might say. "So what? They force me to live in a dump!" Can we morally deter the crimi nal by telling him that he should obey the law? It would not help, at least not in the United States; Americans have never placed a high value on obedience to authority, ex cept when they have been convinced that its demands are justified. If they do not believe there is a good reason for a law, they will not give it their support. This characteristic of Americans may, in fact, be the rea son why crime is a worse problem here than in many other parts of the world. In Europe, people are more likely to wait for the government to provide the property of others which they are told is rightfully theirs. In many other parts of the world, they are apt to join revolutionary move ments in order to create a govern ment that will provide it to them.

Both of these kinds of people think 620 THE FREEMAN in terms of having an authority set things right rather than doing it for themselves. In the United States, though, peo ple are more likely to act on their own initiative. If they do not reject force as a means to their ends, then they may .decide to correct their "inequities" by direct and forcible action. The source of American ini tiative is, in fact, the laissez-faire principle; Americans have recog nized that they do not have a claim on other people to give them what they want, and that no one has the right to direct their actions, so they have gone out and done things for themselves. Today, however, many people who reject laissez-faire have learned to take matters into their own hands; they have seen, without under standing its source, the example, of those who live by their own initia tive. People of this sort are likely to be only a transitional phase if cur rent trends continue; the next step beyond the criminal's pseudo-inde pendence is the mentality that Keeping the Peace clamors for a dictator. It is not much of a consolation, though, to think of this as a longterm solution to crime.

The devez-faire principle simply does not offer any solid moral argu ments against seizing people's prop erty. At most, it can serve as a basis for arguing that the government should be doing the seizing and that individuals should not make up their own distribution plans for society. Legal remedies alone will not stop crime. As long as criminals can be lieve that what they are doing is right, punishment alone will not discourage them. Only the laissez faire principle of rights provides a fully satisfactory reason why theft is wrong; thus, this principle is as im portant a weapon against crime as it is against dictatorship. , -FOOTNOTESIJohn F. Kennedy, June 11, 1963, quoted in T. H. White, The Making of the President 1964, Mentor, 1965, p. 210. 2f>runeYard Shopping Center VB. Robins, 447 U.S. 74,81, 100 S. Ct. 2035,2040 (1980). IDEAS ON LIBERTY IN SPITE OF repeated attempts to curb it, "patronage" continues to grow as government gets bigger and bigger. And how could it be otherwise?

Government, among other things, is today a huge business, handing out contracts, awarding franchises, and filling jobs of influence all over the world. These are often rich rewards for favors conferred. It is not sur prising that crime finds its way into such an arrangement. W.M. CURTISS Ridgway K. Foley, Jr. The Myth of Self-Regulation MYTH shrouds the concept of indus trial and professional self-regula tion like a thick coastal fog, obscur ing fundamental truth and casting light and shadows of chimera and deception. Analysis should disperse the fog and dispel the myth, reveal ing to the world the true nature of the apparition and its inherent ten dencies. Regulation necessarily implies the application of coercive force to vol untary human behavior. It consists of normative restraints upon other wise free conduct. It matters not that the policing function derives from some or all members of an associa tion or related group of similar busi nesses: the end result must be con striction of otherwise unimpeded acts-compulsion.

Attachment of the appellation "self' to the concept ofregulation does Mr. Foley, a partner in Schwabe, Williamson, Wyatt, Moore & Roberts, practices law in Portland, Oregon. little other than to disguise the con cept and delude the unwary. True self-restraint presupposes internal strictures upon uninhibited courses of action, bars which stem from per sonal, ethical, or moral values in herent or learned. Self-regulation in the business or professional context attains quite a different picture: in place of individual assessment and determination of value rises the specter of compulsive control by the group, often engrafted into inviolate legislative principles carrying s9nc tions for non-compliance. Normally, a dissenter possesses no choice as to membership in the group, other than a desire to create, produce, and trade a given good, service, or idea. Once one decides to engage in a profession or an industry, he finds himself sub ject, as part and parcel of his activ ity, to the oft-Draconian codification of taboos which attend that choice.

Thus, while an actor may obtain an 621 622 THE FREEMAN October initial choice as to market entry, self regulation serves to circumscribe his range of choices flowing from that basic decision. To the extent that self-regulation imposes only voluntary compliance without jural penalties, a belitever in individual liberty or the doctrine of voluntarism ought take no um brage. It is consonant with funda mental freedom to apply noncoer cive peer pressure and moral suasion to inculcate right values and per suade proper conduct by one's com patriots. It is quite another thing a malevolent matter indeed-to band together to invoke the legal pro cesses in order to fit one's fellows unto Procrustes' bed even in the good names of morals, honor, and justice! Further analysis in this essay chal lenges the propriety of industrial! professional self-regulation of the coercive sort. The Problemswith Codes The Anglo-American tradition, perhaps by madness, has degenera ted into a pseudo-European system of legal codification, a significant change from t1;le open texture of the common law. Premised upon the principle that punishment or penal ties ought only to flow from the vio lation of known, positive, normative rules, legislators seek to deduce all likely events and to make all neces sary regulations regarding their oc currence. Business self-policing generally takes the form of cartel like codes; as such, self-regulation suffers all of the dreadful defects in digenous to codification.

First, codes cannot anticipate all likely occurrences. The minds of lit tle men who attempt to presage and rule in advance are just too small and uncreative to recognize and comprehend the gamut of free hu man action in the market. Mankind understands the natural law of cau sal consequences but dimly at best: we cannot edify our brethren be cause we see obscurely and forecast imperfectly. Therefore, all codifica tion is doomed to a greater or lesser degree offailure by the nature of man and his universe. Second, codification tends to limit consequences to the lowest (and most unacceptable) common denomina tor. Prior restraint possesses one fundamental failing-it deals solely with the seen and ignores the un seen. Prior restraint as exercised by codifiers and regulatory draftsmen prevents untrammeled behavior and thereby inhibits, proscribes, or al ters results. No one can discern what choices would follow an idea if the seminal choice is thwarted.

Two Root Assumptions ReinforcingRegUlation Pared to essentials, all regulatory standards rest upon two premises: First, that unregulated conduct is evil, and second, that the regulator 1983 THE MYTH OF SELF-REGULATION 623 possesses the inherent ability to curb that malevolence. Subjected to proper scrutiny, both ideas prove falla cious. Initially, consider the proposition that autonomous human activity deserves condemnation as evil. Not necessarily true. All analysis re quires a comprehension of. funda mental human nature. Mankind possesses a propensity for· better ment, for kindness, sympathy, and empathy, along with a more sinister side tending toward darkness and cruelty. The philosopher and the theologian have long observed and considered this duality of human nature. Man exhibits inherent flaws consistent with his finite condition; neither inherently good nor natu rally evil, he enjoys the capacity for improvement but not perfection.

Given this indisputable fallibility, the contention that unregulated conduct constitutes evil proves too much. As with all human endeavor, business or professional activity manifests the dual capacity for good or evil. It does not differ in this re spect from any other human action. However, rational and empirical investigation reveals that mankind generally performs better with less ened (rather than increased) regu lation. Although not subject to cer tain proof, reason demonstrates that unfettered creative endeavors nor mally lead to an astonishing array of goods, services, and ideas, as distinguished from the more turgid output emanating from a closed or managed system. 1 Historical evi dence supports this thesis: witness the imaginative flowering during the times of the Saracenic Empire or nineteenth century America. 2 One caveat: by reason of man kind's recognized duality and pro pensity to evil, completely unfet tered human action cannot be tolerated. A free society, governed by rules of justice and opposed to coercion, requires constraints inhib iting the initiation of force and the pursuit of fraud against unwilling participants and providing a final resolution of otherwise insoluble disputes. In essence, such rules and orders circumscribe destructive con duct while leaving creative accom plishment without manacles. To the extent, then, that industry codes and professional standards tether force and fraud or provide an orderly means for solving disputes, those devices serve the legitimate ends of justice and comport with legal pro priety.3However, if these devices ex ceed the described boundaries, they represent unwise and improper ex cursions into conduct which should remain unbound and wholly volun tary.

The Wisdom of the Regulator Secondarily, refer to the proposi tion that regulators possess the ca pacity to regulate more wisely than 624 THE FREEMAN October a market of myriad voluntary ac tors, each propelled by his own sub jective value structure. No evidence exists that those who would control human endeavor offer any surfeitof experience, intelligence, integrity and value beyond the mill run of men. Indeed, just the opposite seems true: persons who would exercise do minion over their fellows (singly or by means of that eternal abomina tion, the committee) generally lack the necessary humility required to admit that they know not all (or any) of the answerS to the perplexing questions of creation, production, distribution, trade and transfer. Nevertheless, suppose the indus try planner to be the best and the brightest, a cut above his peers in intelligence, integrity, and ability.

Even with this unlikely supposition, the matter simply will not work. No one among us possesses the insight, the foresight, and general mental and moral equipment to perceive, eval uate, and decide the myriad choices necessary to control creative human behavior. Each individual holds a dynamic set of values dependent upon his view of the world, self, and propriety. No one can enter into the human mind of another, assimilate his per ceptions, values and desires, and make equal or better choices for the latter than the subject. As proof of the pudding, consider the fidu ciary-conservator, guardian, or trustee-who must act for another in personal investment or decisional matters: no such fiduciary ever per forms as well or as carefully for his ward as he does in his own personal investment and life decisions. A fundamental natural law decrees that the actor will always spend his own money more wisely than the property belonging to another. Con sequently, the regulator cannot pos sibly act harmoniously with the market desires of the many, if the trustee cannot even act beneficially for the one.

Consumer Protection One common fable supporting in dustry/professional self-regulation derives from the overworked rubric of consumer protection: regulation is necessary to protect the users of goods, services, and ideas. But pro tect from what? From force and fraud? If so, why not rely on general laws enacted by a general legisla ture and enforced by a general judi cial system? After all, most in formed citizens agree that compulsion and deceit constitute wrongs to be avoided. From disor der? The beauty of a market unham pered by prior restraint lies in its inherent harmony, its benevolence arising out of seeming disorder, its balance surging from countless minds seeking incalculable subjec tive values and, in this interaction, soaring toward untold heights with 1983 THE MYTH OF SELF-REGULATION 625 unexpected discoveries. From un safe products and shoddy goods? The normative rules and orders of the common law courts impose substan tial penalties upon purveyors and practitioners who do not carry out their creed and contract and cause harm to an innocent along the way.

The market will produce that which is desired, and safety and fitness ought to be determined by seller and purchaser in an unrepressive atmo sphere. Saviors of the Public The rhetoric of consumer protec tionall too often-proves to be the shrill chantings of common scolds. Who is the consumer to be guarded? The self-anointed saviors of the pub lic generally represent no one out side of a narrow band of self-inter ested persons who wish to recast society (or a particular portion thereof) in their wee graven images. The buyer of goods, services, or ideas chooses from among many options in a free society, and he normally chooses well. The protector (like the hypothesized omnipotent regulator discussed before) cannot assume the character of any (let alone each) of the members of the purchasing pub lic and render wiser choices for that (or those) persons. At best, the so called champion inserts his value system into the scheme; at worst, he robs all others-vendors and pur chasers-of their essential humanity by declaring their value struc tures wrong or illicit and by substituting his own judgment for theirs in a coercive milieu.

No one can create a perfect world. No one can even conceive of a uni verse where imperfect man produces only that which is safe and exem plary. We live in a perfectly ordered universe governed by a harmony of natural law, but we are finite and fallible beings who deviate from that plan and cause discord in the politi cal/economic Garden of Eden. To the extent that our attempts at human action accord most closely with the rules of the universe, we tend to generate greater success and find more happiness; to the extent that we stray from these rules of natural order, we encounter greater diffi culty and travail. In no case do we approach perfec tion: the world and the political economy will always find danger in design and manufacture and imper fection in concept and execution. If, sans prior restraint, one alleges harm caused by another by reason of de parture from generally recognized rules of behavior, and can prove his case in a general court of law, the common law provides an abundant recovery; however, the freer the so ciety, the less incidence of economic error and impropriety.

In any event, those who cry out for consumer protection display an of ten disguised antidemocratic men626 THE FREEMAN October tality. In a market, each person takes on many roles; creator/producer, owner/shareholder, employee, user. As a user, every man votes in a dol lar democracy, casting his hard earned money ballots for the goods, services, and ideas he deems most efficacious and necessary to satisfy his wants. In the grand name of con sumer protection, a few individuals owning subjective views of what is right and good for all, and currying the political powers to effect such goals, thwart the true desires of mankind in society. Simply put, the panjandrumatic champion decides what is best for his neighbors and exchanges his determination for the free choice of those less politically fortunate. The Public Interest In a slightly altered guise, self regulation advocates recur to the public interest in an attempt to jus tify forceful intervention in the lives of others. Another fantasy masking fact.

All interests are truly private. The "public" resides beyond meaningful definition; for each and every inhab itant of a given territory makes up the "public." Each such individual enjoys different desires in a differ ing and ever-changing scale of pref erences. No universal inclination encompasses all mankind: neither philosopher nor scientist has been able to discern a universally good chair, good book, good city, or good idea. All interests, therefore, derive from private persons, from discrete inhabitants of this earth, and no two persons evidence an identical value structure. One may define a private interest as a value held by an individual. A public interest must mean that a heretofore purely private interest, in the speaker's subjective opinion, has assumed such seminal importance that all members of society should embrace it as an eternal verity to the extent that if any other personal interest conflicts with the advance ment of the ultimate interest, the conflicting or secondary interest must be shunted aside and the holders thereof deprived of their liberty to elevate and enjoy that value.

If one views man as possessed of digni ty and worthy of the exercise of free choice, he cannot condone the imposition of laws which traduce that choice under the label of public in terest. The hedonistic calculus of the utilitarian Jeremy Bentham sought to justify this very obstruction of the decision-making power and right of free human beings. Although laid to rest in the later nineteenth century by such thinkers as Frederic Bas tiat, Herbert Spencer, and William Graham Sumner, the concept arose like a phoenix in the last century under the mask of public interest. Thus cloaked, the abstraction has 1983 THE MYTH OF SELF-REGULATION 627 wrought great and continuing wrongs. The Reality Behind Regulation What lies behind the facade of regulation in consumer protection erected for the public interest? Thrust the high-sounding phrases to one side and uncover reality: self-regulation operates to propagate and foster the twin evils of limited market entry or public monopoly, and entitlement transfers or subsidies. Pious prattle will not disguise the fact that eco nomic control by those involved in the regulated industry or profession will reduce the variety and quality of goods, services, and ideas and in flate their respective prices, all the while diminishing freedom for us all.

The depravities forged by coercive practice know no bounds, but all may be reduced to one of the two cate gories of monopoly or subsidy. Many correctly perceive monopoly as a wrong to be shunned, yet incor rectly apprehend it as a private af fair. Monopoly fetters the market by coercively reducing the array of available choice. Nonetheless, the only monopoly to be feared is the public monopoly of force. Absent compulsion, no private monopoly can exist, for mankind operates on dif fering sets of value judgments and principles. 4 A complete harmony of mind would adduce a single seller of a single product: everyone would drive Buicks or launder with FelsNaptha. Impossible, given the na ture of the human creature. It is only when the state enforces market lim itations that monopoly rears its ugly head. 5 Coercive self-regulation advances the fascist cartel by varying deceits. For example, in the appellation of public protection, professions may erect barriers to market entry, or may circumscribe practice in a man ner calculated to divide the market.

Public political rhetoric assigns "competition" as a good and "mo nopoly" as an evil, yet the undiscri minating may assert the need for regulation (read: Restriction on Market Entry) in the same breath. That limitation curtails actual com petition and reserves a setting at the economic bounty table to those who gain favor with the controlling es tablishment. The rulemakers tend to accommodate their friends and fa vorites and to exclude those who ap pear different or who seem likely to be tough competitors. The brouhaha about professional advertising marks but a single epi sode in man's eternal struggle to be free from unnecessary shackles. Why not open the gates of production and practice wide enough to let all who wish to do so compete? Why not al low the market to decide who best satisfies the needs and desires of the user of services or the consumer of goods? A negative answer must rest upon the tacit or explicit elitist as628 THE FREEMAN October sumption that some person or group may make better choices than the user or consumer. Objective observ ers of human nature must reject this arrogation.

Disguised Transfer Payments Self-regulation also serves as a vehicle for disguised transfer pay ments pursuant to the tired doctrine of entitlement. Reduced to basics, subsidies occur when one party in duces the state to take private prop erty from another unwilling person and to transfer it to the first party under sanction of law. Transfer'pay ments assume many forms: Out right gifts and grants, assured and artificially high prices, guaranteed market share, and territorial mo nopoly to name a few. Self-regulation enhances the transfer payment structure in sev eral ways. First, the draftsmen or codifiers assume a quasi-govern mental role within which they are able to implement their own desires and choices. Second, regulators tend to view the state as a necessary partner with the industry or profes sion; political machinations and easy ethics lead to rapid rationalization of entitlement (" 'my profession at tains supreme importance', 'our needs are different' "). Third, concurrently with limited market entry devices, the controllers foster programs which increase their market share and re turn to the disadvantage of new or disfavored participants.

All of these factors, and myriad variations on the theme, permeate the professional/industrial scene once controls are handed over to those in volved in the business; any other outcome would be unexpected and incompatible, positing the predilec tions of man to coerce and rule his fellows if tendered the opportunity to wield state monopoly power. Who Should Rule? One final inquiry merits investi gation: assuming the need for regu lation of industry and profession to prevent initiation of aggression and to compel the resolution of disputes in a court of last resort, who should make the rules: interested represen tatives of the regulated association or elected representatives of the general government? Application of the principle of subsidiarity (government acts most appropriately the greater the pro pinquity to the governed) suggests associational self-regulation: those in rulemaking and adjudicative ca pacities understand the nature of the arena and the problems of the enter prise; rules and orders will more nearly accord with justice.

Reflection augurs for a different result. While subsidiarity might be conducive to a rough equity given a wide sway over the industry, this es say has demonstrated that only rules and orders concerned with the pre1983 THE MYTH OF SELF-REGULATION 629 vention of force and fraud and the application of common justice de serve sanction in a free society. Given that supposition, the principles un dergirding democratic government seem to outweigh the concept of sub sidiarity. No talisman is required to guide one through a particular profession or industry: general rules of law appear quite adequate to as sure compliance with state-wide standards. Fragmentation by enter prise would produce unnecessary conflict and chaos in an area where only a few simple and understand able standards are required. Conclusion Self-regulation represents a chi mera. It operates as a code phrase to denote sanctioned coercion by prior restraint of free human conduct by interested parties not governed by benevolent motives. This human creati ve energy, if released unre strained, might dispatch wondrous development for all mankind. In stead, the regulators argue for dull ness, sameness, and a mere trickle of the possible goods, services, and Freedom and Majority Rule ideas. If the free society represents an ultimate quest for the human ac tor, industrial and professional self control effected by the police powers of the state poses an unnecessary barrier to the attainment of that laudable end. , -FOOTNOTESlWilhelm Ropke, A Humane Economy (Lib erty Fund, Inc., Indianapolis, 1971).

2Henry Grady Weaver, The Mainspring of Human Progress (Foundation for Economic Ed ucation, Inc., Irvington-on-Hudson, New York, 1953). 3A subsidiary question remains: should uni versal standard-making be delegated to an in terested body, or should it subsist with the gen eral government in the spirit of democracy and the rule of law? This essay addresses such an inquiry in the section, "Who Should Rule?" 4tJb debunk the charade of monopoly,see Hans Sennholz, ''The Phantom Called Monopoly,"VII Essays on Liberty, 295-317 (The Foundation For Economic Education, Inc., Irvington-on-Hud son, New York, 1960) and Armentano, D. T., The Myths ofAnti-Trust (Arlington House, New Rochelle, New York 1972). SThe belief in the private monopoly also mis contrues or ignores the doctrine of substitution of products which defeats any attempt to in crease the price of a good beyond the interac tion of free supply and demand.

IDEAS ON LIBERTY THERE'S not a single plank in the platform of the welfare state that was put there because ofa genuine demand by a genuine majority. A welfar ist government is always up for grabs, and various factions, pressure groups, special interests, causes, ideologies seize the levers of govern ment in order to impose their programs on the rest of the nation. EDMUND A. OPITZ Henry Hazlitt HOW "OBSCENE" ARE PROFITS? A few months ago in these pages, I hinted that in this allegedly "capi talistic" country, the dominant ide ology, as revealed daily by the ma jority of politicians, TV programs, and the press, was anticapitalistic. This is shown by the endless num ber of faults daily alleged against capitalism. I dealt specifically with ten of these charges, as presented in a letter from a troubled young col lege graduate, in an effort to reas sure him that the alleged faults, if they were serious, were in any case not inherent in the capitalistic sys tem as such.

But one criticism that was surHenry Hazlitt, a frequent contributor to The Freeman, has a long and distinguished career as an economist, journalist, editor, and literary critic. Best known of his numerous books is Economics in One Lesson, originally published in 1946and since translated into ten languages with sales of more than 700,000cop ies. The recently revised edition is once more avail able in inexpensive paperback. 630 prisingly not in his list of ten is probably the most frequent of all. It is made every day by at least some politician, or some TV program, or some newspaper, charging that as a result of "unrestrained" capitalism this or that person or firm has just been caught making "obscene" prof its. Or it is charged that under cap italism profits are in general inex cusably high and wages shamefully low. One reply to the first of these charges is that it is very fortunate in the long run that profits are sometimes extravagantly high, be cause this incites more people to be come entrepreneurs, stimulates in creased production in the line in which the high profits exist, and eventually brings down the relative price that consumers have to pay for that product.

As for the general charge about HOW "OBSCENE" ARE PROFITS? 631 the relation between wages and prof its, it is easily shown that the truth is the exact opposite. In 1982, ac cording to the calculations of the U. S. Department of Commerce, the U. S. national income amounted to $2,436.6 billion, the wages and sal aries of workers to $1,856.5 billion, and corporate profits before taxes to $174.9 billion. In other words, wages were more than ten times as great as corporate profits. The comparison is much the same if we consult Table B-12 in the latest Economic Report of the President (February, 1983). This table pre sents the "gross domestic product of nonfinancial corporate business" for 46 years, including 1929, 1933, and every year from 1939 on. If we take 1981, the last year for which final figures were available, we find that these corporations paid in that year $1,150.1 billion as compensation to their employees, had left profits be fore tax of $186.6 billion, and paid their stockholders $52.9 billion in dividends. In other words, the wages paid by these corporations were six times as great as their profits, and twenty-one times as great as the amount paid out to their stockhold ers.

I find I was also calling attention to this typical distribution in an ar ticle in The Freeman in August 1979, in which I presented tables of both the dollar and percentage distribu tion of corporate earnings for the years from 1949 through 1978 inclu sive. (In the last ten years of this comparison, employees got an aver age of 90.2 per cent of the combined total available for division between the two groups, and stockholders an average of only 9.8 per cent-a 9 to 1 split.) But in view of the persis tence of the Marxian myth that the workers are mere "slaves" of the bourgeois class, are systematically "oppressed," and are subjected to "naked, shameless, direct, brutal, exploitation" (in the words of The Communist Manifesto), the real dis tribution cannot be presented too of ten. Concerning the Accuracy of the Statistics Before I go further, I should say a word about the official figures I have just been citing. Are they accurate?

My reply is that I believe them to be careful and conscientious. Espe cially when we consider that all val ues are ultimately subjective (as the "Austrian" economists have re minded us) there are basic questions to be raised about the validity and meaning of estimates of such things as total national income. Questions about legitimacy are much less serious when we are deal ing with such smaller and more ex plicit figures as the total of money wages and corporate profits and div idends. But even such estimates have to be extrapolated from smaller 632 THE FREEMAN October samples. For example, the Depart ment of Commerce estimates of the total net profits of some 2.7 million corporations are based on the total net profits reported to the Internal Revenue Service by only 85,000 of the largest corporations (including all with assets of more than $25 mil lion). But I have neither the detailed knowledge nor the statistical skills to second-guess the Department's official figures, so I am assuming them-with one reservation-to be good enough for our present pur poses.

That reservation concerns not the government compilation, but the ac counts of the individual corpora tions. In an inflationary period such as we have been having, net profits are likely to be systematically over estimated, because costs, for exam ple, are likely to be systematically underestimated; Depreciation is apt to be written off against acquisition cost, rather than against present or future replacement cost. There remain further questions to ask about profits. What per cent are they of the total national income? What is the net burden that they impose upon the consumer? Let us take these questions in or der. First, let us look again at the official estimates of profits. The na tional income for 1982 is estimated at $2,436.6 billion and corporate profits before taxes at $174.9 billion. But we must also add to this second figure the profits of small unincor porated business-the farmers, gro cers, butchers, drug stores, indepen dent gas stations, and so on. We find these estimated under "proprietors' income"-for farms $19 billion, for nonfarms $101.3 billion. From this we get a total of $295.2 billion. This would come to about 12 per cent of the national income.

This figure may seem modest enough, compared with most popu lar assumptions, but now we have to ask a further question. Is the esti mate too high? The answer turns partly on what we decide to call a "profit." Econo mists-including those in the De partment of Commerce-now con ventionally divide the sources of personal income into wages, rent, interest, capital consumption, and profit. ProfitsTend Toward Zero With the exception of a few social istic writers, economists have sel dom deplored profits. Adam Smith, the father of classical economics, viewing the problem historically, looked forward to a time when prof its would tend to diminish. John Stuart Mill, in his Principles of Po litical Economy (1848), wrote a spe cial chapter on "The Tendency of Profits to a Minimum" -though his conception of "profits" included what economists are now careful to. sepa rate as "interest." Since a little after 1983 HOW "OBSCENE" ARE PROFITS? 633 the appearance of Alfred Marshall's Principles of Economics in 1890, an increasing number of economists have even agreed that under condi tions of perfect competition pure profits tend to fall to zero.

This conclusion will amaze most laymen, but there are economists who go even further. Frank H. Knight, in his book Risk, Uncer tainty, and Profit, which appeared in 1921, concluded that "pure" profit is probably a negative sum: "The wri ter is strongly of the opinion that business as a whole suffers a loss" (p. 365); and "It seems probable that with society and human nature as they are, the individual not only charges nothing for this [risk-tak ing] service, but pays something for the privilege of rendering it-on the average" (p. 368). The entrepreneur did this, Knight believed, not be cause he was an altruist, but be cause he was an optimist. The typi cal entrepreneur not only believes that the business on which he has embarked will enjoy higher than av erage profits, but he tends to be ov erconfident about his own abilities. Can we reconcile such a conclu sion-or even the conclusion that profits tend to be nonexistent on the average-with the Department of Commerce profit figures that we have just been citing?

Let me remind the reader that what we are now discussing is not the total amount that the typical entrepreneur receives, but what he re ceives in the form of "pure" profit. Part of his income in anyone year may consist of what he receives for his managerial labor (or would re ceive as salary if he worked for somebody else); part of it may rep resent the equivalent of interest on his investment; part of it what he might otherwise have received in rent on his buildings; and part of it capital consumption, represented ei ther by insufficient write-offs for de preciation or withdrawal of previous savings. So there is no irreconcilable con tradiction between the positive fig ures of corporate and individual "profits" that the government com piles and the conclusion that on the average "pure" profits may be zero or even a negative sum. We need merely recognize that corporations tend to earn, for the most part, little more than the equivalent of interest on their investment (even though it is called "earnings" or "dividends") and that entrepreneurs, on the av erage, tend to work for less than they might otherwise have received from others in salary.

So, finally, what should be the buying public's political attitude to ward the profit-seeker, the entrepre neur? Broadly speaking, it should be just the opposite of what it actually is. All entrepreneurs are trying to meet better than others the needs or 634 THE FREEMAN wants of the consumers. If, under competitive conditions, one com pany is making greater profits than others-even "inordinate" profits it means that it is serving the wants of consumers better. Either it is sup plying them, in their own judgment, a product superior to that of its com petitors, or it is supplying them with it at a lower price. (It could not be selling it to them at an obviously higher price, for they would not buy it.) It is selling the product at a lower price, or making a greater margin of profit at the same price, because it has learned how to cut costs below its competitors. So profits, under free competition, cost the consumer nothing-or less than nothing.

If the consumer ought to get mad at somebody, it ought rationally to be at the unsuccessful competitor, the company that is losing money. For Profit and Loss such a company is wasting re sources. The value of the resources it is pouring into manufacturing and selling a product is greater than the value for which that product can be sold. True, the losses fall in the first instance on the unsuccessful com pany itself, but in the long run its failure tends to impoverish the rest of us, because it has wasted capital that could have been employed in supplying something at a lower cost that was more needed. It is not rationality that leads pol iticians to denounce what they call "obscene" profits, but an appeal to envy. Their denunciations lead to the conclusion that profits deserve to be punished by heavy taxation. But as Ludwig von Mises once put it: "Tax ing profits is tantamount to taxing success in best serving the public."

IDEAS ON LIBERTY AN excess of the total amount of profits over that of losses is a proof of the fact that there is economic progress and improvement in the stan dard of living of all strata of the population. The greater this excess is, the greater is the increment in general prosperity. Entrepreneurial prof its and losses are essential phenomena of the market economy. There cannot be a market economy without them. The entrepreneurial function, the striving of entrepreneurs after prof its, is the driving power in the market economy. Profit and loss are the devices by means of which the consumers exercise their supremacy on the market. The behavior of the consumers makes profits and losses appear and thereby shifts ownership of the means of production from the hands of the less efficient into those of the more efficient. LUDWIG VON MISES A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN Healing America IN 1965 a young man named Rich ard Cornuelle, who had studied with Ludwig von Mises and worked for Garet Garrett, wrote a book called Reclaiming the American Dream.

With its plea for voluntarist solu tions to our social problems, it should have had wide acceptance as a land mark work. But it was manifestly ahead of its time. I remember talk ing with Senator Vance Hartke of Indiana in his office about it, and telling the Senator about Cor nuelle's efforts to get Middle West ern bankers to establish a fund for boys and girls who needed funds for a college education. The next time I saw Hartke he said, "Tell your friend Cornuelle not to worry about the kids. We've taken care of it." Mean ing, of course, that the government was about to put up the money for indigent college students. The tide, in 1965, was still running heavily in Statist directions. No Achilles, Richard Cornuelle did not sulk in his tent, but his subsequent efforts to sell voluntarist projects to and through such organizations as the National Association of Manu facturers came to little.

Eighteen years later, in a differ ent economic climate, Cornuelle has returned to the wars with Healing America: What Can Be Done About the Continuing Economic Crisis (Putnam, 208 pp., $14.95). With al most two decades of socialist and semi-socialist failures on a world scale to provide him with horrible examples, Comuelle's new book, though it repeats the theme of the old, comes to us with a tremen dously augmented authority. This time it should be a landmark for the many, not the few. With a perception that has been sharpened by the years, Cornuelle 635 636 THE FREEMAN October can deal with Herbert Hoover and Franklin D. Roosevelt as two repre sentatives of an older America who were humbled in the same way. Hoover, asthe leading voluntarist of his time, had had tremendous suc cess in rallying the independent sec tor to surmount disaster, whether in war torn Belgium and Russia, or during the unemployment crisis of 1921, or in the Mississippi flood of 1927. He had no reason to suppose that the shocks of 1929 and 1931 could not have been met by volun tarists pooling their funds and con certing their actions. Puzzled when foreign banking and monetary di sasters combined with the Smoot Hawley tariff to snuff out promising upturns, he turned to such devices as the Reconstruction Finance Cor poration and the Farm Board, which were negations of his own basic phi losophy.

The New Deal Roosevelt did not disagree with Hoover. He accepted a "supply-side" Democratic platform in 1932, prom ising to keep the dollar sound and the destructive power of govern ment contained. But once in office he acted as Hoover had acted. "We didn't admit it at the time,"so Rex ford Tugwell said forty years later, "but practically the whole New Deal was extrapolated from programs that Hoover had started." Things broke better for Roosevelt individually than they had for Hoo ver, but it was not because the first New Deal really worked. Despite heavy outlays for welfare, despite putting young men to work in CCC camps, and despite the efforts to jockey price and wage levels and deal with farm surpluses, unemployment remained high. As late as 1940 there were 1,239,000 Americans on wel fare. The war bailed Roosevelt out, but if it hadn't been for the resourceful ness of the American industrialists, whose virtues had been nourished and flattered by Hoover in his long years as Secretary of Commerce, the war might have had a different end.

Ironically, the war seemed to sus tain the reputation of John May nard Keynes, who could point to government-financed war produc tion as a type of "pyramid-building" that could substitute for true inge nuity in opening up new lines of in dustrial endeavor. The war saved Roosevelt, but it obscured the nature of the problems raised by "Keynesianism." When the Keynesians freed the government from what Cornuelle calls "the dis cipline of cost consciousness," it tilted the balance between the public and independent sectors "in favor of cen tralization." It loosed inflation upon the world as the prime tool for sup porting pyramid-building. Keynes himself saw the fallacy involved; he admitted to Hayek that a new serf1983 HEALING AMERICA 637 dom might be down the road. But Americans, who still sang the praises of "pluralism," lost sight of the fact that we had become a society "with two important sectors and the ves tige of a third."

When Galbraith wrote The Afflu ent Society in 1958, he made no mention of a third sector-and "no one noticed the omission for years." With no independent nonprofit sec tor to serve as a cushion, there was nothing to prevent government from trying to push its taxing and infla tion powers to the limit. We had, as Macaulay had said in another con nection, become "all sail and no an chor." New Institutionalism In pushing for a return to "inde pendent action," Cornuelle finds that numerous efforts are being made to by-pass the State. He does not ad vocate that we go the route of Italy, where thousands consider taxation a form of theft. But he notes the growth of a "new institutionalism." Governments are slipshod when it comes to maintaining bridges, but there is no complaint about the pri vately owned and operated 7,490-foot span that connects Detroit with Canada; and in Pittsburgh the city officials are negotiating with U.S.

Steel to build a bridge and then rent it to the city. The Audubon Society leases natural-gas rights on its land in Louisiana to three oil companies with the assurance that the oil com panies will do nothing· to hurt wild life. This sort of thing could do won ders for protecting the whooping crane. Cornuelle's "anatomy of the inde pendent sector" is far-reaching, done in the Tocqueville manner. We all know about Blue Cross and Blue Shield medical insurance. And pri vate schools continue to flourish. But how many people know. about the twenty-week course in spelling, punctuation and grammar that the Continental Illinois NationalBank and Trust Company gives to all its new employees? Philanthropy is only a small part of the independent sector. Some 10 million Americans are now involved in 700,000 to 800,000 mutual-aid groups. There is the Portland Friends of Cast Iron Architecture, the Thea tre for Revolutionary Satire, the Guild of English Handbell Ringers.

There is even a Flat Earth Society. C. William Verity of Armco Steel headed· a task force for Reagan on Voluntary Activities. The task force set up a Data Bank. Cornuelle thinks this is all very well, but he bemoans the fact that the Verity bank is "at least the sixth such ... clearing house of independent projects." None of them "has led to any significant imitation of the listed programs." It won't stay that way for very long if Cornuelle remains in a writing mood. ® 638 THE FREEMAN October MR. JEFFERSON by AlbertJay Nock Introduction by Russell Kirk 202 pages. $8.95 paperback OUR ENEMY, THE STATE by Albert Jay Nock Introduction by Edmund A. Opitz 109 pages. $6.95 paperback (Both books published by Hallberg Publishing Corporation, Delavan, WI 53115) 1983 Reviewed by Edmund A. Opitz and Robert M. Thornton THE republication of these two clas sics occurs, auspiciously, forty years after the Memoirs of a Superfluous Man and twenty years after the founding of The Nockian Society. The books are attractively printed and each includes a long introductory essay written for the occasion, plus some notes on A.J.N. by the secre tary of The Society.

Western nations were well down the road to serfdom when Our En emy appeared in 1935. Nock had no expectation that his book would slow our Gadarene progress, but he be lieved that anyone who had uncov ered the plain truth of things in some area of life ought to hang up his findings in plain sight where quest ing minds might find them. That there are such minds among us is attested by the growing demand for this book. The tone of Our Enemy is set by the magisterial opening sentences: "If we look beneath the surface of our public affairs we can discern one fundamental fact, namely: a great redistribution of power between so ciety and State. This is the fact that interests the student of civilization ... an increase of State power and a corresponding decrease in social power." In order to grasp Nock's argument we must understand his major terms-society, government and the State. A society is a multi-genera tional group of kindred-men, women and children-occupying a given territory, sharing a common heritage and vision, acknowledging and mostly practicing the moral code-don't murder, assault, steal, or lie; keep your word, fulfill your contracts, love your neighbor and don't covet his goods. Every society is founded upon certain "rules of the game," precepts which must be ob served if the social order is to en dure. These rules are codified as the law.

Society is the context in which in dividuals choose and pursue their personal goals, ride their hobbies, play, loaf, or whatever-so long as it's peaceful. It includes the econ omy, where millions of men and women engage in the voluntary pro duction and amicable exchange of goods and services. Society is the vast and intricate network of people 1983 OTHER BOOKS 639 linked in voluntary associations seeking to advance their educa tional, religious, scientific, artistic, recreational or other purposes. So ciety is intrinsically peaceful; force is alien to the several kinds of activ ities which comprise the basic na ture of society. But every existing social order has to contend with peo ple who are antisocial; predatory and criminal elements who disturb the peace of the community by violating the life, liberty and property .of the citizens. Acts of violence must ulti mately be countered by lawful force government.

Society needs an agency autho rized to use defensive force insitua tions specified under the law· in or der to protect individual citizens against violations of life and liberty and property and the nation against external aggressors. This is, basi cally, the idea ofgovernment set forth in the Declaration of Independence. It is a political philosophy premised upon the conviction that people, by and large, are competent to run their own lives and direct their personal affairs; it contemplates a govern ment that lets people alone, inter vening only to check those who refuse to let others alone. The law is set in motion by a breach of the peace, and then it in tervenes negatively to punish those who initiate force against others; it counters violence by an exercise of lawful force. But all human institutions suffer corruptions, and the law is no exception; government is sub ject to capture by power hungry groups from within the private sec tor who twist the institution of jus tice into an instrument of plunder.

At which point the State comes into operation. The State, in Nock's terminology, is a double barrelled affair, part public and part private. It is a pincer movement, with office holders mis using their political power to oper ate a scam in cahoots with groups of private citizens, to gain economic and other advantages for both at the ex pense of the general public. The State is the law perverted into an instru ment of plunder. It is a cabal of pol iticians and pressure groups operat ing behind a screen of legality to the disadvantage of peaceful and pro ductive citizens. The State is a par asitic and predatory burden upon society. It is our enemy. Nock brought out his Jefferson on the hundredth anniversary of our third President's death. When the book was reprinted in 1960 it con tained a charming and perceptive Introduction by Jefferson scholar, Merrill D. Peterson, who called Nock's study "the most captivating volume in the Jefferson literature."

He praised Nock as "a finished scholar, a brilliant editor, and a con noisseur of taste and intellect." Jefferson was one of Nock's favor ite Americans, the most apolitical 640 THE FREEMAN politician our country has produced, a multi-faceted man and a model of civilized conduct. Nock sums up Jef ferson's character: "A dominant sense of form and order, a commanding in stinct for measure, harmony and balance, unfailingly maintained for fourscore years toward the primary facts of human life-towards disci pline and training, towards love, parenthood, domesticity, art, sci ence, religion, friendship, business, social and communal relations." Shortly after the original appear ance of his Jefferson, Nock ventured a prediction: "I think my Jefferson will work in the same way (as The Freeman), very quietly and for a long time, and with an effect entirely disHANDSOME BLUE LEATHERLEX proportionate to the amount of fuss made over it. I think this is the nat ural way for an influence to work."

Just so! "The high merits of Jef ferson's urbane and persuasive style," writes Russell Kirk, "have lost nothing since 1926." Indeed they have gained, and a new generation of readers has a rich experience in store. W II,.", The Nockian Society, .:~~~ ., 30 South Broadway, . J Irvington. N.Y. 10533, offers Freeman readers a discount price of $11.00 for both books. FREEMANBINDERS $5.00 Order from: THE FOUNDATION FOR ECONOMIC EDUCATION, INC. IRVINGTON-ON-HUDSON, NEW YORK 10533 the Freeman VOL. 33, NO. 11 • NOVEMBER 1983 IN MEMORY OF LEONARD E. READ 1898-1983 Included in this issue of The Freeman are samplings from the pen of the founder and president of The Foundation for Economic Education-his pledge to the cause of freedom-his call to those who would continue to serve that cause. Memorial Resolution-Trustees of FEE ESSAYS BY LEONARD E. READ: The Essence of Americanism (1961) Those Things Called Money (1975) Looking Out for Yourself (1956) Flight from Integrity (1959) Every Person Should Be Free (1954) On That Day Began Lies (1949) The Magic of Believing (1959) I, Pencil (1958) On Improving the World (1960) Book Review: "Essays on Liberty"
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LEONARD E. READ 1898-1983 Memorial Resolution It is with deepest regret that we are compelled to note the passing of our founder and President, Leonard Read. Leonard was born in rural Michi gan just before the turn of the cen tury. Farm chores plus clerking in the local store schooled him early in the work ethic. Later, he earned his way through Ferris Institute, but interrupted his education to enlist in the army. The troopship, Tuscania, carrying him to Europe, was sunk off the Irish coast but Leonard made it to shore and served in England as a rigger with the air corps. After the war's end he was with the army of occupation in Germany before returning to Michigan. Back in Ann Arbor he started a wholesale produce business. Despite long hours and hard work the business proved unprofitable. Staring at the ac cumulated debts, Leonard figured that the market was trying to tell him something. As he decoded the message, the market was telling him to go to California, which he did in 1925, with his wife and two young sons. After a stint in the real estate business he became Secretary of the Burlingame Chamber of Commerce where he discovered that he had a knack for organ ization. Within a few years he had become the Manager of the Western Division, U.S. Chamber of Commerce.

Board of Trustees The Foundation for Economic Education, Inc. 643 644 THE FREEMAN By this time the nation was experiencing the early years of the New Deal, which had the Chamber's support, as well as the support of many businessmen-as well as such spokesmen as young Read. A dramatic turn in Leonard's life took place at this time. A prominent Los Angeles businessman was openly critical of the New Deal and of the Chamber for supporting it, so Read decided to set him straight. Instead, Bill Mullendore set Leonard straight, and the two men became lifetime friends. Leonard expounded his freedom philosophy in a book entitled Romance of Reality, published in 1937. It was this book that persuaded the Los An geles Chamber of Commerce, the nation's largest, to oppose the collectivist drift by intellectual methods, and that Leonard was the man they needed as General Manager. Leonard became a nationally prominent figure during his six years in Los Angeles, gaining the confidence of leaders in business and public life.

Read came to New York in 1945 as the Executive Vice-President of the National Industrial Conference Board, but continued to nourish a dream born a few years earlier-of an independent organization which would stand uncompromisingly for freedom and publish literature in the modern idiom. The Foundation for Economic Education was the result, and the rest is history. Leonard has preached the gospel of freedom all over the world, travelling two and one half million miles by air and scores of thousands of miles by other means. He has written twenty-nine books and numerous articles. But FEE is the enduring witness to Leonard's life. Leonard's philosophy is, basically, that of the Declaration of Indepen dence, to which he added a dash of mysticism, some hardnosed free market economics, spiced by a dash of native American go-getter spirit. Leonard has always shunned argument and debate, preferring instead to win over his readers by striking illustrations, parables, and stories. His lifelong de votion to human freedom amounted to an obsession. He sought a better understanding of freedom and worked to expound it with ever greater clar ity and persuasiveness. The methodology he stressed was based on self improvement-let each person work on himself and present society with one improved unit.

The Foundation for Economic Education was born out of Leonard's origi nal vision. It attests to the integrity and passion with which he served that vision; it is the monument by which he will be remembered-and that's the way he would want it. Leonard stood tall, and FEE is his lengthened shadow.

The Essence of Americanism SOMEONE ONCE SAID: It isn't that Christianity has been tried and found wanting; it has been tried and found difficult-and abandoned. Perhaps the same thing might be said about freedom. The American people are becoming more and more afraid of, and are running away from, their own revolution. I think that state ment takes a bit of documentation. I would like to go back, a little over three centuries in our history, to the year 1620, which was the oc casion of the landing of our Pilgrim Fathers at Plymouth Rock. That lit tle colony began its career in a con dition of pure and unadulterated communism. For it made no differ ence how much or how little any This article was delivered as a speech in December 1961. Government spending and inflation, of course, have increased sharply beyond the figures applicable then. member of that colony produced; all the produce went into a common warehouse under authority, and the proceeds of the warehouse were doled out in accordance with the authori ty's idea of need. In short, the Pil grims began the practice of a prin ciple held up by Karl Marx two centuries later as the ideal of the Communist Party: From each ac cording to ability, to each according to need-and by force!

Now, there was a good reason why these communalistic or communis tic practices were discontinued. It was because the members of the Pil grim colony were starving and dying. As a rule, that type of experience causes people to stop and think about it! Anyway, they did stop and think about it. During the third winter Governor Bradford got together with 645 646 THE FREEMAN November the remaining members of the col ony and said to them, in effect: "This coming spring we are going to try a new idea. We are going to drop the practice of 'from each according to ability, to each according to need.' We are going to try the idea of 'to each according to merit.' " And when Governor Bradford said that, he enunciated the private property principle as clearly and succinctly as any economist ever had. That prin ciple is nothing more nor less than each individual having a right to the fruits of his own labor. Next spring came, and it was observed that not only was father in the field but mother and the children were there, also. Governor Bradford records that "Any generall wante or famine hath not been amongst them since to this day."

It was by reason of the practice of this private property principle that there began in this country an era of growth and development which sooner or later had to lead to revo lutionary political ideas. And it did lead to what I refer to as the real American revolution. Now, I do not think of the real American revolution as the armed conflict we had with King George III. That was a reasonably minor fracas as such fracases go! The real Amer ican revolution was a novel concept or idea which broke with the whole political history of the world. Up until 1776 men had been contesting with each other, killing each other by the millions, over the age old question of which of the numer ous forms of authoritarianism-that is, man-made authority-should preside as sovereign over man. And then, in 1776, in the fraction of one sentence written into the Declara tion of Independence was stated the real American Revolution, the new idea, and it was this: "that all men are created equal; that they are en dowed by their Creator with certain unalienable Rights; that among these are Life, Liberty and the pursuit of Happiness." That was it. This is the essence of Americanism. This is the rock upon which the whole "Ameri can miracle" was founded.

This revolutionary concept was at once a spiritual, a political, and an economic concept. It was spiritual in that the writers of the Declaration recognized and publicly proclaimed that the Creator was the endower of man's rights, and thus the Creator is sovereign. It was political in implicitly de nying that the state is the endower of man's rights, thus declaring that the state is not sovereign. It was economic in the sense that if an individual has a right to his life, it follows that he has a right to sustain his life-the sustenance of life being nothing more nor less than the fruits of one's own labor. It is one thing to state such a rev olutionary concept as this; it's quite 1983 THE ESSENCE OF AMERICANISM 647 another thing to implement it-to put it into practice. To accomplish this, our Founding Fathers added two political instruments-the Consti tution and the Bill of Rights. These two instruments were essentially a set of prohibitions; prohibitions not against the people but against the thing the people, from their Old World experience, had learned to fear, namely, overextended govern ment.

Benefitsof LimitedGovernment The Constitution and the Bill of Rights more severely limited gov ernment than government had ever before been limited in the history of the world. And there were· benefits that flowed from this severe limita tion of the state. Number One, there wasn't a sin gle person who turned to the gov ernment for security, welfare, or prosperity because government was so limited that it had nothing on hand to dispense, nor did it then have the power to take from some that it might give to others. To what or to whom do people turn if they cannot turn to government for security, welfare, or prosperity? They turn where they should turn-to them selves. As a result of this discipline founded on the concept that the Cre ator, not the state, is the endower of man's rights, we developed in this country on an unprecedented scale a quality of character that Emerson referred to as "self-reliance." All over the world the American people gained the reputation of being self reliant.

There was another benefit that flowed from this severe limitation of government. When government is limited to the inhibition of the de structive actions of men-that is, when it is limited to inhibiting fraud and depredation, violence and mis representation, when it is limited to invoking a common justice-then there is no organized force standing against the productive or creative actions of citizens. As a consequence of this limitation on government, there occurred a freeing, a releas ing, of creative human energy, on an unprecedented scale. This was the combination mainly responsible for the "American mir acle," founded on the belief that the Creator, not the state, is the en dower of man's rights. This manifested itself among the people as individual freedom of choice. People had freedom of choice as to how they employed them selves. They had freedom of choice as to what they did with the fruits of their own labor.

But something happened to this remarkable idea of ours, this revo lutionary concept. It seems that the people we placed in government of fice as our agents made a discovery. Having acquisitive instincts for af648 THE FREEMAN November ftuence and power over others-as indeed some of us do-they discov ered that the force which inheres in government, which the people had delegated to them in order to inhibit the destructive actions of man, this monopoly of force could be used to invade the productive and creative areas in society-one of which is the business sector. And they also found that if they incurred any deficits by their interventions, the same gov ernment force could be used to col lect the wherewithal to pay the bills. I would like to suggest to you that the extent to which government in America has departed from the orig inal design of inhibiting the de structive actions of man and invok ing a common justice; the extent to which government has invaded the productive and creative areas; the extent to which the government in this country has assumed the re sponsibility for the security, wel fare, and prosperity of our people is a measure of the extent to which so cialism and communism have devel oped here in this land of ours.

The Lengthening Shadow Now then, can we measure this development? Not precisely, but we can get a fair idea of it by referring to something I said a moment ago about one of our early characteris tics as a nation-individual freedom of choice as to the use of the fruits of one's own labor. If you will measure the loss in freedom of choice in this matter, you will get an idea of what is going on. There was a time, about 120 years ago, when the average citizen had somewhere between 95 and 98 per cent freedom of choice with each of his income dollars. That was be cause the tax take of the govern ment-federal, state, and local-was between 2 and 5 per cent of the earned income of the people. But, as the emphasis shifted from this ear lier design, as government began to move in to invade the productive and creative areas and to assume the re sponsibility for the security, wel fare, and prosperity of the people, the percentage of the take of the peo ple's earned income increased. The percentage of the take kept going up and up and up until today it's not 2 to 5 per cent. It is now over 35 per cent.

Many of my friends say to me, "Oh, Read, why get so excited about that? We still have, on the average, 65 per cent freedom of choice with our in come dollars." I would like to interpolate here a moment and say that we ought to be careful how we use that term, "on the average." Take a person who works 40 hours a week, who goes to work at 8:00 o'clock in the morning, takes an hour off for lunch, works Monday through Friday. That's 40 hours. The average person in this country has to work all Monday and 1983 THE ESSENCE OF AMERICANISM 649 until 2:15 on Tuesday for the gov ernment before he can start working for himself. But, if the individual has been ex traordinarily successful, he finds that he has to work all day Monday, Tuesday, VVednesday,Thursday, and until noon on Friday for the govern ment before he can start earning for himself! Nonetheless, on the average, we do have 65 per cent freedom of choice with our earned income. But, please take no solace from this fact for it has been discovered, as research work has been done on the fiscal be havior of nations covering a period of many centuries-this is a very important point-that whenever the take of the people's earned income by government reaches a certain level-20 or 25 per cent-it is no longer politically expedient to pay for the costs of government by direct tax levies. Governments then resort to inflation as a means of financing their ventures. This is happening to us now! By "inflation" I mean in creasing the volume of money by the national government's fiscal policy.

Governments resort to inflation with popular support because the people apparently are naive enough to be lieve that they can have their cake and eat it, too. Many people do not realize that they cannot continue to enjoy so-called "benefits" from gov ernment without having to pay for them. They do not appreciate the fact that inflation is probably the most unjust and cruelest tax of all. Methods of Inflation There are numerous ways govern ments have inflated. You may recall reading in your history books about coin clipping. That was where the sovereign called in the coin of the realm and clipped off the edges. He kept the edges and returned the smaller pieces to the owners. That was a good stunt until the pieces got too small to be returned. During the French revolutionary period, the government got itself into dire financial straits and began to issue an irredeemable paper money, known as "assignats," secured, not by gold but by confiscated church properties. Well, of course, France went bankrupt under that.

In Argentina, a situation with which I am reasonably familiar, the policy ofthe national government has been to spend about 100 billion pe sos a year. But all they can collect by direct tax levies are 50 billion pe sos a year. How do they handle that? Very simple. They just print 50 bil lion pesos a year. You don't have to be a great economist to realize that when you increase the volume of money, everything else being equal, the value of money goes down. And when the value of money goes down, all things being equal, prices tend to rise. You can imagine what has hap650 THE FREEMAN November pened to bank accounts, insurance, social security, and to all forms of fixed income in Argentina. They are practically worthless. Now in this country, we have a method of inflation which has one distinguishing merit. It is so compli cated that hardly anyone can under stand it. What we do here is monetize debt.

The more we go in debt the more money we have. Since we started our program of monetizing debt and def icit financing, we have enormously increased the quantity of our money. You have observed that our dollar isn't worth quite as much as it used to be. Perhaps you have also ob served that prices are tending to in crease. The Russians, in my judgment, have the most honest system of dis honesty. There the government compels the people to buy govern ment bonds. And then, after the peo ple have bought the government bonds, the government cancels them. There are quite a number of Rus sians who are aware that some sort of chicanery is going on. Frankly, I wish we were using this system, because then more people would understand the significance of inflation. If we were inflating this crudely, our people wouldn't be fooled as they are now. What I am trying to say is this: Inflation is the fiscal concomitant of socialism or the welfare state or state interventionism-call it what you will. Inflation is a political weapon.

There are no other means of financ ing the welfare state except by infla tion. So, if you don't like inflation, there is only one thing you can do: assist in returning our government to its original principles. One of my hobbies is cooking and, therefore, I am familiar with the gadgets around the kitchen. One of the things with which I am familiar is a sponge. A sponge in some re spects resembles a good economy. A sponge will sop up an awful lot of mess; but when the sponge is satu rated, the sponge itself is a mess, and the only way you can make it useful again is to wring the mess out of it. I hope my analogy is clear. I want to say a few more things about inflation because it is partic ularly relevant to this country. To do this I want to take a look at some body else because it's always diffi cult to look at ourselves. Let's take a look at France, which in numerous respects has resembled the United States economically.

French Experience France began this thing I am talking about-that is, government invasion of productive and creative areas, government assuming the re sponsibility for the 'security, wel fare, and prosperity of the French people-just 47 years ago, in 1914.

1983 THE ESSENCE OF AMERICANISM 651 If my previous contentions are correct, the French franc should have lost some of its purchasing power in these 47 years for, I have argued, state intervention can be financed only by increasing the volume of the money and such increases result in a decline of the circulating medi um's value. Thus, the franc should have declined in value. How much? The French franc has less than one half of one per cent of the purchas ing value it had 47 years ago, or to put it another way, the franc has lost more than 991/2 per cent of its value in these few years, and by reason of inflation brought about by govern ment intervention. In Paris, during World War I, I bought a dinner for 5 francs, then the equivalent of the 1918 dollar. I didn't get to Paris again until 1947. I took a friend to lunch, admittedly at a better restaurant than the one I went to as a soldier boy. But I didn't pay 20 or 30 or 50 francs for the two luncheons. I paid 3,400 francs! I was there two years later with Mrs. Read, same restaurant, same food, because I wished to compare prices. It wasn't 3,400 but 4,100!Recently, when I was in Paris, the price for the same two luncheons was about 6,000 francs.

Visualize with me, if you can, a Frenchman back in the year 1914. Let's say he was in his late teens. A forethoughtful lad, he was looking forward to the year of 1961 when he would reach the age of retirement. So, at that time he bought a paid-up annuity, one which would return him 1,000 francs a month beginning January 1961. Well, back then he could have eaten as well on 1,000 francs as Grace Kelly's husband. But my doctor friends are of the opinion that no one can exist on only one meal every 30 days. That is a111,000 francs will buy today, and that would be a meal about one-third the qual ity that any of us would buy were we in France at this time. "Creeping" or "Galloping"? Inflation, in popular terms, is di vided into two types. There is what is called "creeping inflation," and what is called "galloping inflation." "Creeping inflation" is supposed to be the type that we are now experi encing.

I don't think the term is quite lusty enough to describe a dollar that has lost somewhere between 53 and 62 per cent of its value since 1939. "Galloping inflation" is the type that went on in Germany during the years after World War I, in France after the revolutionary period, in China recently, and in the Latin American countries today. Here is an example of what I mean. I hold in my hand the currency of Bolivia. This little piece is 10,000 Bolivianos. In 1935 this piece of pa per was worth 4,600 present-day dollars. Do you know what it's worth now? Eighty cents! That's what you 652 THE FREEMAN November call "galloping inflation." It was all brought about-they didn't have any wars-by government intervention ism. Now then, what I want to suggest is that inflation in this country has ever so many more catastrophic po tentials than has ever been the case in any other country in history. We here are the most advanced divi sion-of-Iabor society that has ever existed. That is, we are more spe cialized than any other people has ever been; we are further removed from self-subsistence.

Indeed, we are so specialized to day that everyone of us-everybody in this room, in the nation, even the farmer-is absolutely dependent upon a free, uninhibited exchange of our numerous specialties. That is a self-evident fact. Destroying the Circulatory System In any highly specialized economy you do not effect specialized ex changes by barter. You never ob serve a man going into a gasoline station saying, "Here is a goose; give me a gallon of gas." That's not the way to do it in a specialized econ omy. You use an economic circula tory system, which is money, the medium of exchange. This economic circulatory system, in some respects, can be likened to the circulatory system of the body, which is the blood stream. The circulatory system of the body picks up oxygen in the lungs and in gested food in the mid-section and distributes these specialties to the 30 trillion cells of the body. At those points it picks up carbon dioxide and waste matter and carries them off. I could put a hypodermic needle into one of your veins and thin your blood stream to the point where it would no longer make these exchanges, and when I reached that point, we could refer to you quite accurately in the past tense.

By the same token, you can thin your economic circulatory system, your medium of exchange, to the point where it will no longer circu larize the products and services of economic specialization. When this happens, the economy of our nation will be "discombobulated." Let me show you how it works. Right after the Armistice my squad ron was sent to Coblenz with the Army of Occupation. The German inflation was underway. I didn't know any more then about infla tion than most Americans do now. I liked what I experienced-as do most Americans now-because I got more marks every payday than the previ 0us payday-and not because of a raise in pay. I had security. The gov ernment was giving me food, shel ter, clothing, and so forth. I used the marks to shoot craps and play poker, and the more marks, the more fun. German inflation continued with mounting intensity and by 1923 it 1983 THE ESSENCE OF AMERICANISM 653 got to the point where 30 million marks would not buy a single loaf of bread.

About the time I arrived, an old man died and left his fortune to his two sons, 500,000 marks each. One boy was a frugal lad who never spent a pfennig of it. The other one was a playboy and spent it all on cham pagne parties. When the day came in 1923 that 30 million marks wouldn't buy a loaf of bread, the boy who had saved everything had noth ing, but the one who spent his inher itance on champagne parties was able to exchange the empty bottles for a dinner. The economy had re verted to barter. Those of you who are interested in doing something about this, have a right to ask yourselves a perfectly logical question: Has there ever been an instance, historically, when a country has been on this toboggan and succeeded in reversing itself? There have been some minor in stances. I will not attempt to enu merate them. The only significant one took place in England after the Napoleonic Wars.

How EnglandDid It England's debt, in relation to her resources, was larger than ours is now; her taxation was confiscatory; restrictions on the exchanges of goods and services were numerous, and there were strong controls on pro duction and prices. Had it not been for the smugglers, many people would have starved! Now, something happened in that situation, and we ought to take cog nizance of it. What happened there might be emulated here even though our problem is on a much larger scale. There were in England such men as John Bright and Richard Cobden, men. who understood the principle of freedom of exchange. Over in France, there was a politi cian by the name of Chevalier, and an economist named Frederic Bas tiat. Incidentally, if any of you have not read the little book by Bastiat enti tled, The Law, I commend it as the finest thing that I have ever read on the principles one ought to keep in mind when trying to judge for one self what the scope of government should be.

Bastiat was feeding his brilliant ideas to Cobden and Bright, and these men were preaching the mer its of freedom of exchange. Members of Parliament listened and, as a con sequence, there began the greatest reform movement in British history. Parliament repealed the Corn Laws, which here would be like re pealing subsidies to farmers. They repealed the Poor Laws, which here would be like repealing Social Se curity. And fortunately for them they had a monarch-her name was Vic toria-who relaxed the authority that the English people themselves 654 THE FREEMAN November believed to be implicit in her office. She gave them freedom in the sense that a prisoner on parole has free dom, a permissive kind of freedom but with lots of latitude. English men, as a result, roamed all over the world achieving unparalleled pros perity and building an enlightened empire. This development continued until just before World War I. Then the same old political disease set in again. What precisely is this disease that causes inflation and all these other troubles? It has many popular names, some of which I have men tioned, such as socialism, commu nism, state interventionism, and welfare statism. It has other names such as fascism and Nazism. It has some local names like New Deal, Fair Deal, New Republicanism, New Frontier, and the like.

A Dwindling Faith in Freedom But, if you will take a careful look at these so-called "progressive ideo logies," you will discover that each of them has a characteristic common to all the rest. This common charac teristic is a cell in the body politic which has a cancer-like capacity for inordinate growth. This character istic takes the form of a belief. It is a rapidly growing belief in the use oforganized force-govemment-not to carry out its original function of inhibiting the destructive actions of men and invoking a common justice, but to control the productive and creative activity of citizens in soci ety. That is all it is. Check anyone of these ideologies and see if this is not its essential characteristic. Here is an example of what I mean: I can remember the time when, if we wanted a house or housing, we re lied on private enterprise. First, we relied on the person who wanted a house. Second, we relied on the per sons who wanted to compete in the building. And third, we relied on those who thought they saw some advantage to themselves in loaning the money for the tools, material, and labor. Under that system of free en terprise, Americans built more square feet of housing per person than any other country on the face of the earth. Despite that remark able accomplishment, more and more people are coming to believe that the only way we can have adequate housing is to use government to take the earnings from some and give these earnings, in the form of hous ing, to others. In other words, we are right back where the Pilgrim Fa thers were in 1620-23 and Karl Marx was in 1847-from each according to ability, to each according to need, and by the use of force.

As this belief in the use of force as a means of creative accomplishment increases, the belief in free men that is, man acting freely, competi tively, cooperatively, voluntarily correspondingly diminishes. In1983 THE ESSENCE OF AMERICANISM 655 crease compulsion and freedom de clines. Therefore, the solution to this problem, if there be one, must take a positive form, namely, the resto ration of a faith in what free men can accomplish. Let me give you an example of how faith in free men is lost. IfI were to go out today and ask the people I meet, "Should government deliver mail?" almost everybody would say, "Yes." Why would they say yes? One reason is that the government has pre-empted that activity, has had a monopoly for so many decades that entrepreneurs today would not know how to go about delivering mail if it were a private enterprise opportu nity. You know, you businessmen have a very odd characteristic. You don't spend any time working on something you will never get a chance to try out!

Anyway, I did a little research job a while ago and found that we de liver more pounds of milk in this country than we do pounds of mail. I next made a more startling discov ery. Milk is more perishable than a love-letter, a catalogue, or things of that sort. And third, I found out that we deliver milk more efficiently and more cheaply. I asked myself what appeared to be a logical question: Why should not private enterprise deliver mail? We deliver freight, and that's heavier. But many people have lost faith in themselves to deliver as simple a thing as a letter! Who are these people who have lost faith in themselves to deliver a let ter? I am going to stick just to the subject of delivery and to recent times. Less than a hundred years ago the human voice could be delivered the distance that one champion hog caller could effectively communicate with another champion hog-caller, which I have estimated at about 44 yards. Since that time man, acting freely, privately, competitively, vol untarily, has discovered how to de liver the human voice around the earth in 1/7 of a second-one million times as far in about the same time that the voice of one hog-caller reached the ear of the other. When men were free to try, they found out how to deliver an event like the Rose Bowl game in motion and in color into your living room while it is going on. When men were free to try, they found out how to deliver 115 indi viduals from Los Angeles to Balti more in three hours and nineteen minutes. When men are free to try, they deliver gas from a hole in the ground in Texas to my range at Ir vington, New York, without subsidy and at low prices. Men who are free to try have discovered how to deliver 64 ounces of oil from the Persian Gulf to our eastern seaboard, more than half the way around the world for less money than government will deli ver a one-ounce letter across the street in your home town. And the 656 THE FREEMAN November people who accomplish these mira cles have lost faith in their capacity to deliver a letter, which is a Boy Scout job. You may get the idea that when it comes to productive and cre ative work, I have more faith in free men than in government.

Now then, why is this happening to us? I don't know all the reasons. I am not sure that anyone does. If pressed, however, for the best rea son I could give, the most profound one, it would be this: the American people, by and large, have lost track of the spiritual antecedent of the American miracle. You are given a choice: either you accept the idea of the Creator as the endower of man's rights, or you submit to the idea that the state is the endower of man's rights. I double-dare any of you to offer a third alternative. We have forgotten the real source of our rights and are suffering the consequences. Millions of people, aware that something is wrong, look around for someone to blame. They dislike so cialism and communism and give lip service to their dislike. They sputter about the New Frontier and Modern Republicanism. But, among the mil lions who say they don't like these ideologies, you cannot find one in ten thousand whom you yourself will designate as a skilled, accomplished expositor of socialism's opposite-the free market, private property, lim ited government philosophy with its moral and spiritual antecedents. How many people do you know who are knowledgeable in this matter? Very few, I dare say.

Developing Leadership No wonder we are losing the bat tle! The problem thenthe real problem-is developing a leader ship for this philosophy, persons from different walks of life who under stand and can explain this philoso phy. This leadership functions at three levels. The first level requires that an individual achieve that degree of understanding which makes it ut terly impossible for him to have any hand in supporting or giving any encouragement to any socialistic ac tivities. Leadership at this level doesn't demand any creative writ ing, thinking, and talking, but it does require an understanding of what things are really socialistic, how ever disguised. People reject social ism in name, but once any socialistic activity has been Americanized, nearly everybody thinks it's all right. So you have to take the definition of socialism-state ownership and control of the means of production and check our current practices against this definition.

As a matter of fact, you should read the ten points of the Communist Manifesto and see how close we have come to achieving them right here in America. It's amazing. The second level of leadership is 1983 THE ESSENCE OF AMERICANISM 657 reached when you achieve that de gree of understanding and exposi tion which makes it possible to ex pose the fallacies of socialism and set forth some of the principles of freedom to those who come within your own personal orbit. Now, this takes a lot more doing. One of the things you have to do to achieve this second level of lead ership is some studying. Most people have to, at any rate, and one of the reasons the Foundation for Eco nomic Education exists is to help such people. At the Foundation we are trying to understand the free dom philosophy better ourselves, and we seek ways of explaining it with greater clarity. The results appear in single page releases, in a monthly journal, in books and pamphlets, in lectures, seminars, and the like. Our journal, The Freeman, for instance, is available to anyone on request. We impose no other condition.

The third level of leadership is to achieve that excellence in under standing and exposition which will cause other persons to seek you out as a tutor. That is the highest you can go, but there is no limit as to how far you can go in becoming a good tutor. When you operate at this highest level of leadership, you must rely only on the power of attraction. Let me explain what I mean by this. On April 22 we had St. Andrew's Day at my golf club. About 150 of us were present, including yours truly. When I arrived at the club, the other 149 did not say, "Leonard, won't you please play with me? Won't you please show me the proper stance, the proper grip, the proper swing?" They didn't do it. You know why? Because by now those fellows are aware of my incompetence as a golfer. But if you were to wave a magic wand and make of me, all of a sudden, a Sam Snead, a Ben Hogan, an Arnold Palmer, or the like, watch the pic ture change! Every member of that club would sit at my feet hoping to learn from me how to improve his own game. This is the power of at traction. You cannot do well at any subject without an audience auto matically forming around you. Trust me on that.

If you want to be helpful to the cause of freedom in this country, seek to become a skilled expositor. If you have worked at the philosophy of freedom and an audience isn't form ing, don't write and ask what the matter is. Just go back and do more of your homework. ! Actually, when you get into this third level of leadership, you have to use methods that are consonant with your objective. Suppose, for in stance, that my objective were your demise. I could use some fairly low grade methods, couldn't I? But now, suppose my objective to be the mak ing of a great poet out of you. What could I do about that? Not a thing658 THE FREEMAN unless by some miracle I first learned to distinguish good poetry from bad, and then learned to impart this knowledge to you. The philosophy of freedom is at the very pinnacle of the hierarchy of values; and if you wish to further the cause of freedom, you must use methods that are consonant with your objective. This means relying on the power of attraction.

Let me conclude with a final thought. This business of freedom is an ore that lies much deeper than most of us realize. Too many of us are prospecting wastefully on the surface. Freedom isn't something to be bought cheaply. A great effort is required to dig up this ore that will save America. And where are we to find the miners? Well, I think maybe we will find them among those who are reason ably intelligent. I think we will find these miners of the freedom-ore among those who love this country. I think we will probably find them in this room. And if you were to ask me who, in my opinion, has the greatest responsibility as a miner, I would suggest that it is the attrac tive individual occupying the seat you are sitting in. ® ~~ »"Thou shalt not steal" presupposes private ownership. Sharing ideas suggests hav ing ideas to share. Charity is possible only if one has something to give. Plainly, the excellence of our performance as social beings stems from private ownership of our labor and its fruits, whether material, moral, intellectual, or spiritual.

~~ > >Legislatures, laws, courts, constabularies, bureaucracies can do little more than exert a mild influence along lines consistent with the current consensus. The consen sus moves this way or that in accord with its content; it rises when filled with truths and virtues and sinks when bogged down with nonsense. So, what I can do about the government depends upon the quality of the ideas I feed into the consensus. This defines both my limitation and my potentiality. ~~ »"More powerful than armies," thought Victor Hugo, "is an idea whose time has come." And more powerful, I would add, than political action or any other form of pseudo-suasion! Only ideas can reverse the present trend toward all-out statism.

Those Things Called Money ACCORDINGto Ed Wynn, "What this country needs is a good five-cent nickel." Nearly everyone at this moment of money madness will agree with Wynn's statement-humorous but sound. H. B. Bohn remarked: "Of money, wit, and virtue, believe one fourth of what you hear." As to wit and virtue, Bohn may be right. But I doubt that as much as a fourth of what we hear about money is worth serious consideration, for most of the pronouncements stem from a prem ise that it is a function of govern ment to issue money and regulate the value thereof. The premise seems wrong to me. I believe that if money is to be useful to traders as a me dium of exchange then the decisions From The Freeman, January 1975. as to what shall serve as money must be worked out by traders in the mar ket, voluntarily, rather than by gov ernmental edict. If you are further interested in what I believe, reflect for a moment on the various commodities and other things that have been used for money: wampum, sea shells, salt, fur, dried fish, ivory, cigarettes, silk stockings, gold and other metals the list is long. These are some of the things called money, but note that of those listed thus far, all are commodities that, at the time, were in common use in trade-so com mon that they were useful as a me dium of exchange.

But things of a different category, "non-commodities," also are called money-and thereby hangs our tale. German marks are things; in 1923 659 660 THE FREEMAN November five billion of these things wouldn't buy a loaf of bread. Paper dollars also are things called money-legal tender-government money which the law requires a creditor to accept in payment of a debt. Or to put it another way, government money, if created out of thin air by edict, is in no sense a scarce and valuable re source useful to traders but is rather a means of taxing or taking scarce resources from the market without offering anything useful in ex change. Such "money" may be a clever form of taxation, but it is far worse than useless as a medium of exchange. Not Worth a Continental? Am I arguing that government money never has been "worth a Continental"? Not necessarily. If a government issues paper receipts that are fully backed by some valu able and widely acceptable item of trade-fully redeemable upon de mand by the bearer-such receipts may serve very well as a medium of exchange. But, of course, there's no reason on earth why the issuance of warehouse receipts should be a gov ernmental function. Let anyone do it who has a warehouse, and print ing press, and a sufficient stock of gold or silver or whatever else the receipt calls for. And let government intervene only to see that the re ceipts are not fraudulent-counter feit.

If money is to be useful to traders as a medium of ex change then the decisions as to what shall serve as money must be worked out by trad ers in the market, rather than by governmental edict. I am well aware that some gov ernments of some nations at some times have been in charge of mone tary policy with quite satisfactory results, when the policy was to mint standardized coins and issue re ceipts fully redeemable in some well known and highly marketable com modity. But there is no reason to suppose that the managers of a gov ernmental monopoly will long func tion in competitive fashion if the monopoly can be exploited to gain additional political power. And it doesn't take a genius to figure how to exploit a money monopoly: just print bogus warehouse receipts and declare them to be legal tender; then pass laws to penalize suppliers of goods or services who refuse to ac cept the bogus receipts at face value.

Finally, this can be pushed to the point of issuing receipts based not on the fullness of the warehouse but on its emptiness instead-the use of the national debt as the backing for the paper money.

1983 THOSE THINGS CALLED MONEY 661 What would be the grossest fraud if an individual tried it has become the common practice of govern ments-all quite legal because it is a governmental monopoly. And the result is a runaway inflation that disrupts business activities and hinders rather than facilitates trade. This is why governments cannot be trusted with power to determine what traders should use as a me dium of exchange. Let the traders choose. Leave the decisions about money to the market. Limit the gov ernment to its proper function of policing the market and punishing traders who cheat or rob or willfully injure other peaceful persons. There Is No Blueprint When I say that decisions about money should be left to the market, I do not presume to know precisely what those decisions might be. Nor do I find much agreement among monetary experts as to what those decisions ought to be. Would traders insist on pure gold as money? Would they use checking accounts or American Express or credit cards?

Would they patronize banks and in sist on 100 per cent reserves? I don't know, and I'm not terribly con cerned that no one else seems to know precisely. What I am concerned about is that men be free to choose what ever best seems to serve their· own respective purposes. And I believe that from such freedom to succeed or fail in open competition in the mar ket will come the most nearly per fect and tamper-proof monetary pol icy humanly possible. Leave the decisions about money to the market. Limit the government to its proper function of policing the mar ket and punishingtraders who cheat or rob or willfully injure other peaceful persons. How much understanding of money is required of us? No more understanding than anyone of us has about how to make a jet air plane. To support this point, let me re peat for the umpteenth time that no single person knows how to make an ordinary wooden lead pencil, ex plained in a brevity entitled, "I, Pencil." Yet, the year that piece was written, we made in the U.S.A.

1,600,000,000 wooden pencils. How come? How explain a know-how that exists in no one of us, even re motely? My answer: It is the overall luminosity, the wisdom in the free market. When millions of people are free to act creatively as they choose, an unimaginable wisdom is the con sequence. To assert that it is a bil lion times greater than exists in any discrete individual would be a gross understatement.

662 THE FREEMAN Keep in mind that any single per son's understanding of how money could be made to serve us honestly and efficiently is precisely as impos sible as understanding how to make a pencil! It is appropriate at this point to ask a question to which no one has a correct answer: What would be the medium-of-exchange situation were it left not to dictocratic control but to the fantastic wisdom of the mar ket? To hazard a guess would be to feign a clairvoyance beyond human experience. Guessing would be as farfetched as expecting Socrates to have foreseen and described the makings of present-day air travel, electric lighting, the human voice deli vered around the earth in one seventh of a second, my dictaphone, or a thousand and one other phe nomena. I call these "phenomena" because no one understands or can describe the genesis of these count less economic blessings even after their existence! The wisdom that ac counts for them is not in you or me; it derives from the overallluminos ity. Why then should we not entrust money-the medium of exchange-to this same wisdom rather than to the coercive power of those now in public office?

Yes, what this country needs is a good five-cent nickel. The way is clear: Relegate organized force government-to the defense of life and property, invoking a common justice, keeping the peace. And leave all creative activities, including the medium ofexchange-money-to the wisdom of the market. Do this or our country will end up with a five-cent thousand-dollar bill. Difficult? Yes! Impossible? Who knows! One thing for certain: Turn ing money affairs over to the free market is no more an idealistic dream than reducing government to its proper role. And, another thing for certain: Standing for that which seems·politically expedient or feasi ble gains nothing; such techniques are doomed to failure. On the other hand, every boon to mankind has had its birth in the pursuit and uphold ing of what's right. Humanity has been graced with many boons, every one of which was first thought to be impossible. Bear in mind that right eousness, as well as faith, works miracles. , Looking Out fer Yourself FIRST, may I offer you hearty and well deserved congratulations on completing the formal, institutional phase of your education.· And I es pecially offer you best wishes for the next and most important phase of your education-that which is to come under your own management.

For assuredly, graduates of this splendid Institute will avoid an all too common error-the notion that the beginning of earning is the end of learning! It is not at all improbable that you have, until now, been so engrossed in technical and other formal edu cational pursuits, that you have given but scant thought to the edu cational program you must resolve for yourself, beginning tomorrow. I would like to present for your conFrom a 1956 college commencement address. sideration some of the problems I foresee for you, issues with which students of specialized subjects may not be too familiar. Unless you are alerted, or are dif ferent from most of the folks I know, you can easily remain unaware of the two opposed ways of life that will be contesting for your attention and support in the years ahead. One of these ways-the collectivistic-has by far the most numerous adher ents. Indeed, you will be fortunate if you find even a few individuals who harbor no collectivism whatever.

Collectivism is easy enough to iden tify when it comes plainly tagged as socialism, communism, Fabianism, Nazism, the Welfare State, the planned economy, or state interven tionism. But one has to be sharply discriminating to discern it when it is untagged or concealed; when it is 663 664 THE FREEMAN November offered as proper fare by so-called conservative political parties; when it is endorsed by many high-ranking business leaders and their organi zations; or when it is urged upon you by your best friends. Collecti vism is a system or idea which holds that the collective-as distinguished from the individual is what counts. Individual hopes, as pirations, and needs are subordi nated to what is termed "the collec tive good." Practically, no such system can be implemented unless some person or set of persons inter prets what "the collective good" is. Since it is impossible to obtain unanimous and voluntary agree ments to these interpretations, they have to be enforced-and enforce ment requires a police arrangement which in turn dominates the lives of all persons embraced by the collec tive. Implicit in all authoritarian systems are wage and price controls, dictation as to what will be produced .

and distributed, and by whom. Russia is the world's most pro nounced example, but here at home we see the same thing rearing its head in the form of rent control, Valley Authorities, public housing, parity prices, acreage allotments, union monopoly, federal subsidies of every description, federal subven tions to states and cities and dis tricts, governmental foreign-aid programs, import quotas, tariffs, manipulation of money, such as the monetization of debt, and so forth. However, it is.more or less idle for me to dwell on what I believe to be error. As has been well repeated over and over again, "It is better to light. a candle than to damn the dark ness." A much sounder approach is to displace the wrong by advancing the right, to argue positively instead of negatively. With this in mind, I should like to take sides in the ideo logical conflict of our times and com mend to your attention the way of life which is the opposite of collec tivism. This way of life, also, has nu merous labels, but I'm going to give it a simple and descriptive name, "Looking Out for Yourself." That's about as opposite as you can get from having the government looking out for you.

A Positive Approach Now there's a lot more to this looking-out-for-yourself philosophy than first meets the eye. To the un reflective person-to the victim of cliches and catch phrases-it will suggest a life of non-cooperation, greed, the law of the jungle, and no concern for the well-being of others. But, be not deceived. If you intelli gently look out for yourself, you will thereby follow the way of life most valuable to others. Perhaps you will better under stand this idea when I explain why there isn't anyone on earth you can constructively control except your1983 LOOKING OUT FOR YOURSELF 665 Creatively, man has no con trol over others, no power over others, except the power of attraction; and even then, it is the other person who de cides upon and determines the degree of attraction. self. Control can be divided into two types, the destructive and the crea tive. It is simple enough to control others destructively. Little intellec tual achievement is required to re strain others, to inhibit their ac tions, to destroy their lives. There are all sorts of ways to get on the backs of others and hinder them in their creative actions. But the hindering type of control is quite different from the helping type. The hindering type rests primarily and ultimately on the application of brute or physical force.

The Limited Role of Force Now brute or physical force is all right if confined to its proper sphere-that is, restraining and in hibiting destructive actions such as violence, fraud, misrepresentation, and predation against peaceful per sons. Broadly speaking, this is the logical function of government. In sound theory, government should .use its police powers only to do for all of us equally that which each of us has a moral right to do for himself in defense of his life, liberty, and prop erty. It should apply physical force only defensively in order to repel that which is evil and unjust. It should be clearly understood that brute, physical, or police force can not constructively help anyone. It can give only a negative assist by clear ing the obstacles from the road to opportunity. No person, nor any set of persons, can physically force any one to invent, to discover, to create.

Let us face this fact: One can have no control whatever over any other person creatively. We are indeed fortunate if we have very much con trol even over ourselves creatively. In any event, such creative control as any of us possesses is confined strictly and exclusively to self. Creatively, man has no control over others, no power over others, except the power of attraction; and even then, it is the other person who decides upon and determines the de gree of attraction. This is a God-be stowed limitation on all men for which we should be forever grateful. I, at least, am pleased that others cannot compel me to accept as eter nal verities that which they claim to know. And I am even more pleased that I cannot force my opinions and beliefs upon others. The Power of Attraction The power of attraction is always and forever a subjective judgment!

666 THE FREEMAN November One maybe attractive to none, to a few, to many. Figuratively, others look us over and decide for them selves whether or not we have any thing worth their consideration. Af ter all these years of schooling, you fully realize that no teacher is ever self-designated. It has always been you who decided what, if anything, you learned from your teachers. Or, to use a more obvious example, it is the person with the receiving set who does the tuning in-it is never the broadcaster. Put it this way: I can help you in a material sense only if I have money to lend or give to you, or goods and services to exchange with you. I can not help you materially if I am a pauper. Intellectually, I can assist you if I possess understanding not yet yours. The moron can give us no help intellectually. Spiritually, I can be of value to you only if I am in possession of insights which you have not yet experienced. Materially, in tellectually, and spiritually, I am limited as to what I can do for any other person by what I have to give, by how well I have looked out for myself in these areas.

Once we have grasped the idea that the best way to help others is first to look out for ourselves, we should next consider how important it is that we do help others. I would like to em phasize the point that each of us, if self-interest be interpreted accu rately' has a vested interest in the Materially, intellectually, and spiritually, I am limited as to what I can do for any other person by what I have to give, by how well I have looked out for myself in these areas. material, intellectual, and spiritual well-being of others; that our very existence depends on others. A Society of Specialists To appreciate the extent of our de pendence on others, we need but re alize that we are living in the most specialized, the most advanced divi sion-of-Iabor, the most removed-from self-subsistence society in all of recorded history. For example, you will discover, as you take up your highly specialized tasks, that someone else will be growing, processing, and delivering your food, that someone else will be making your clothing, building your home, providing your transporta tion, supplying your heat, and mak ing available to you most of the new knowledge you acquire. Indeed, you will discover that individuals from all over this earth will be at your service, willingly exchanging their millions of special ties for your own single specialty. You will discover that you will consume in a single day that which you could not possi1983 LOOKING OUT FOR YOURSELF 667 bly produce solely by yourself in thousands of years. You will see about you a release and exchange of creative energies so fabulous that no living man can trace or diagnose the miracle. Youwill, for instance, pick up the receiver of a telephone, and instantly there will flow to your per sonal service the creative energies of Alexander Graham Bell-of tens of thousands of metallurgists, engi neers, .scientists, operators, lines men-a complex of creative ener gies flowing through space and time in order that you may talk to your parents or friends in a matter of sec onds.

No one of us can exist without these others. And I repeat, each of us has a vested and vital interest in the creative energies of other people and in the uninhibited exchange of their services, ideas, and insights. We must, if we would intelligently look out for ourselves, see to it as best we can that these others be free of pri vate or political marauders, inter ventionists, and parasites. Any in hibition to their creative lives is opposed to your and my personal in terests' and we err and do not look out for ourselves if we sanction or fail to oppose such debasement. And further, it is incumbent upon all of us to rise as far as we can in our own intellectual and spiritual statures so that these others, on whom we de pend, may find something in turn to draw from us. Material wealth, morally speaking, is but the means to free us from lower employ ments so that we may labor more industriously at higher employments, that we may develop more fully the life of the intellect and of the spirit.

There is another point about this highly specialized society which de serves your reflection. You men and women, highly trained as specialists yourselves, represent the cream of this year's crop. Tomorrow, you will enter a society in which there will be millions of specialists, the cream of numerous former crops. I hope you will not emulate so many of them who attend only to their own spe cialties and little else beyond ac quiring wealth and entertainment. Perhaps the most dangerous trend of our times is this: Specialists-the cream of the crop in intellectual and spiritual potentialities-who, by at tending only to their diverse spe cializations, leave to the skim milk of the crop the vital problems of man's proper relationships to man. Danger of Overspecialization Specialization has its unques tioned blessings. But there is always the danger, which we are now wit nessing, of its taking off like spokes 668 THE FREEMAN November from the hub of a wheel, on and on with no regard to boundary or pe riphery, with each specialist head ing into an ever-advancing remote ness, into an atomistic world of his own, always widening his distance from others, losing social cohesi ve ness with society disintegrating as each of us loses integration with others, with communication be tween specialists becoming more and more impossible, with nearly all specialists "too busy" to read, study, and meditate on the general prob lems of man's proper relationships to man. When these trends charac terize a society, that society isn't merely doomed to collapse; it is des tined to explode! If you would look out for yourself-and thus for oth ers-you will by example and pre cept do your part in reversing such trends.

In order that I be not misunder stood, I repeat that specialization has its unquestioned blessings. Special ization, when practiced by whole men, by those who reflect on the meaning of life, by those who have an acquaintance with the humani ties, and in a society where creative energies are uninhibited, is the road to material wealth-which can, in turn, lead to intellectual and spiri tual wealth. But while specializa tion is the means to wealth, let us not think of material wealth as an end in itself. Material wealth, like specialization, is only the means to higher ends-intellectual and spiri tual wealth. Wealth Can Free Man for Higher Aims It seems to me that if material wealth has any moral purpose at all, it is to free man from the restric tions which are imposed by a subsis tence level of living; for when one has to labor in the rice paddies from sunrise to sunset merely to eke out an animal existence, he doesn't stand much chance of evolving and devel oping those numerous potentialities peculiar to his own person. But weal th is not something to be pur sued for wealth's sake or merely for luxuries, or quick retirement, or for shirking the problems of life. Ma terial wealth, morally speaking, is but the means to free us from lower employments so that we may labor more industriously at higher em ployments, that we may develop more fully the life of the intellect and of the spirit. Material wealth is but a tool to help us develop our God-given faculties of intellect and spirit.

And now, a word of counsel. The market place is in high-pitched com peti tion for your specialized ser vices, and the emoluments being of fered are relatively high. This may make the future look extraordinar ily promising to you. And it can be promising if you don't become iso lated in your own specializations. There are many brilliant but lost 1983 LOOKING OUT FOR YOURSELF 669 specialists in industry today, per sons who cannot be promoted into higher positions because of a nar rowness in their scope. They lack an interest in the problems of others on whom they depend, and an under standing of the society in which it is their lot to live. Broadening One's Perspective Broadening one's scope, continu ing one's education into other than one's own specialty, is not a dismal but a glorious prospect. It can be the very zest of life. Certainly, it is a well-known fact that any specialist, be he writer, painter, cook, or engi neer, is a better specialist if there be breadth in his understanding, if he be an integrated person, if he has balanced judgments as to right and wrong principles in man's relation ships to man.

The deviltry going on in the world today is not primarily caused by criminals. The truly malevolent persons are too few in number to ac count for our wars and the continu ing accumulation of vast arma ments between major conflicts. The thoroughly evil persons among us are not numerous enough to account for all the racial and national hatreds and prejudices, for labor violence, for the growing belief that the honest fruits of one's labor no longer belong to the earner, for restrictions on the exchange of goods and services, and for the many other collectivistic in anities and horrors. These things are not the doings of criminals. They originate mostly with the well-in tentioned, those who wish to do good to others but who, lacking personal means, thoughtlessly see no harm in employing the police establishments to impose their brand of good on the rest of us, to use the fruits of other persons' labor to satisfy their own charitable instincts.


God bless you in your chosen pur suits, but I implore you not to spe cialize to the exclusion of your role as good citizens. Don't leave us and yourselves to the mercy of political parasites, those who would try to act the part of God, those who would cast us all in their immature little im ages. If you would effectively look out for yourselves and thus for oth ers, if you would have a society in which your specializations are to have meaning for you and for your fellow men, if you would realize the possibilities in your own individual creations, you will attend to the per fections of that society. And you will best do this by the perfection of yourselves, not only as skilled spe cialists but also as accomplished ex positors of the looking-out-for-your self philosophy. i Flight from Integrity SOME YEARS AGO the public relations officer of a large corporation sum marized for me his guiding princi pIe: "Find out what the people want and do more of it; find out what they don't want and do less of it."

While seldom so succinctly stated, such an external, "other directed" guide to behavior is finding ever wider acceptance in American life. Implicit in its acceptance is a flight from personal integrity; and here may be found an important expla nation for some of the mischief pres ently besetting our society. Doubtless, this is good enough as a formula for getting rich. However, if an individual looks upon wealth as a means to such higher ends as his own intellectual and spiritual emergence or realizing those crea tive potentialities inherent in his From The Freeman, December 1959. 670 nature, then the formula has its shortcomings. And, in certain areas, it is downright destructive. This is a serious charge. Let's ex plore it. In order to get this matter into perspective, contemplate the countless specialized subjects known to mankind. Take anyone of them landscape painting, for instance and arrange the population of the U.S.A. in a pyramid according to proficiency or quality. There would be some one person at the very peak.

Under him would be a few compe tent landscape painters; there would follow perhaps one million having a discriminating appreciation of such art; after which there would be the great mass-millions upon millions, unconscious, unaware, utterly igno rant of the art or the standards by which its perfection could be at tained or judged. Rearrange the population in proFLIGHT FROM INTEGRITY 671 ficiency pyramids for all of the countless subjects which engage hu man interest and each of us would find himself near the base of most of the pyramids. Few are leaders or among the highly competent-ex cept rarely and momentarily, if at all. Each of us has a potential for growth and development-espe cially if advantage is taken of the help available from those on higher levels. With the above in mind, let us ex plore the implications of integrity to the situation we are contemplating. It involves the accurate reflection in word and deed of that which one's highest insight and conscience dic tate as true and right. Now, a per son's concept of what is true may not in fact be truth, but it is as close to truth as he can get. It is the individ ual's nearest approximation to truth, his most faithful projection of that approximation, the most accurate reflection of his best lights.

AdverseSelectivity With the pyramid picture and this conception of integrity in mind, let us now observe what happens when the skilled in any subject-the com petent who are near the peak-adopt the practice of finding out what the people want in order to "do more of it" and finding out what they do not want in order to "do less of it." In such circumstances, from whence comes the instruction for what each of the skilled is to do? From the best that is in each skilled person or available to him? From the highest conscience of each? Indeed not! The instruction and leadership in such circumstances is tailored to the level of the "know-nothings" of the given subject, to the values at the base of our imagined pyramid where over 90 per cent of the people are. Integrity is forsaken. Potential leadership is diverted from higher aspiration and, instead, panders to the tastes and foibles of the ignorant.

The fields of art and music, where new "lows" are now so much in evi dence, illustrate the flight from in tegrity. Consider the following con fession, ascribed to the famous painter, Picasso: "In art, the mass of the people no longer seek consolation and exalta tion, but those who are refined, rich, unoccupied, who are distillers of quintessences, seek what is new, strange, original, extravagant, scandalous. I myself, since cubism and even before, have satisfied these masters and critics, with all the changing oddities which passed through my head, and the less they understood me, the more they ad mired me. By amusing myself with all these games, with all these ab surdities, with all these puzzles, re buses, and arabesques, I became fa mous, and that· very quickly. And fame for a painter means sales, gains, fortune, riches. And today, as you 672 THE FREEMAN November know, I am celebrated, I am rich. But when I am alone with myself, I have not the courage to think of myself as an artist in the great and ancient sense of the term. Giotto, Titian, Rembrandt, and Goya were great painters; I am only a public enter tainer who has understood his times and has exhausted as best he could the imbecility, the vanity, the cu pidity of his contemporaries. Mine is a bitter confession, more painful than it may appear, but it has the merit of being sincere."l ' I have a TV program in mind. The star is an accomplished actress with an attractive voice. Does she sing the lovely songs of which she is capable?

Only now and then. For the most part, she and those in charge of her TV appearances insist on the stuff which nickels in juke boxes indicate as mass-popular. Instead of the mil lions at the lower part of the pyra mid being lifted in their musical tastes by this singer at her creative best, we observe her descending and catering to the lowest or base tastes an imitation ofignorance, so to speak. Thus is the music of our day de graded. However unhappily we may view the wreckage which these responses to ignorance have brought to the fields of music, art, literature, enter tainment, journalism, and the like, lBroderick, Alan Houghton. Mirage of Af rica. London: Hutchinson & Co., Ltd., 1953, p. 203. we must concede that the individual who cares anything about himself has the choice, in these fields, of turning off the TV and not reading or viewing the rubbish that is so overwhelmingly served up to him.

The Realm of Politics But no such freedom of choice is allowed the individual when flight from integrity occurs in the realm of politics. The individual, irrespective of his scruples, his morals, his ide als, his tastes, is helplessly swept with millions of others into the mis erable mess which the dull weight of ignorance gradually but inevita bly inflicts on everyone. A candidate for the Presidency, supposedly brighter and better edu cated than average, nevertheless polled the mass of voters to find what they wanted from government. As could have been foretold, they wanted the very things that crumbled the Roman Empire-"breadand cir cuses." The farmers wanted subsi dies, not for outstanding perfor mance, but for not farming. The labor unions wanted grants of coercive power that they might extort more pay for less work. Many business men wanted various protections against competition. Vast hordes wanted the guaranteed life: pen sions, ease, retirement; in short, to be relieved of responsibility for self.

These are the things our candidate professed to stand for and promised 1983 FLIGHT FROM INTEGRITY 673 to deliver, if elected. Instead of standing consistently for the high est principles of political economy known to him, he imitated the low est common denominator opinion of the population. His campaign man ager confided that he had to do this to get elected; that once in office he would then do what he regarded as right. This opportunity never came; the candidate was defeated. And, defeat was his just due. One who runs a campaign without integrity proves openly that he would, at any time, forsake integrity if it appeared ex pedient for him to do so. This explains why the two major political parties in the United States today stand for the same things. Both have chosen to receive their instruc tions from precisely the same source, the lowest common denominator of popular opinion. The result is a one party system under two meaning less labels. This deplorable situation can never be remedied until there is a return to integrity, with candi dates whose outer selves and actions will reflect their own best thoughts, regardless of the effect this may have on their political fortunes.

Edmund Burke, addressing those who had just elected him to Parlia ment, put the case for integrity in unequivocal and unmistakable terms: "But his [the successful candi date's] unbiased opinion, his mature judgment, his enlightened conscience, he ought not to sacrifice to you, to any man, or to any set of men living. These he does not derive from your pleasure-no, nor from the law and the Constitution. They are a trust from Providence, for the abuse of which he is deeply answerable. Your representative owes you, not his industry only, but his judgment; and he betrays, instead of serving you, if he sacrifices it to your opin ion." George Washington had the same practical and lofty sentiments in mind when he reportedly said to the Constitutional Convention: "If, to please the people, we offer what we ourselves disapprove, how can we afterwards defend our work? Let us raise a standard to which the wise and honest can repair. The event is in the hand of God."

Socialism Leaves Little Choice No individual, whoever he may be, can escape the immediate conse quences of ignorance in politics, as he can in art, music, journalism. There is no way to avoid the pains which bad political action inflicts. For ignorant political action encompas ses all-one's life and the suste nance ofHfe which is the fruit of one's own labor; one's freedom to choose how one shall live his own life. Po litical collectivism-the pattern consonant with political igno rance-means what it says: Every one swept indiscriminately into a 674 THE FREEMAN November vast human mass, the collective. 2 Why this wholesale divorce from personal conscience, this shameless acceptance of mass ignorance as our Director of Doing? Doubtless, there are numerous reasons, some of which may be too obscure for ready discovery and ex amination. One possible explana tion has to do with a false economic assumption. We, having paid so much heed to material progress and well being, to ever higher standards of living, let our economic concepts pattern other aspects of our lives.

Erring in our economic assump tions, we compound the error in our social, political, moral, and spiritual judgments. Here is the error in economic di agnosis: We assume that "Find out what the people want and do more of it" has been the formula for our success, for our prolific production of goods and services. Thus, in the eco nomic area, so we think, our guid ance has come from the mass mar ket rather than from conscience or higher realms of mind. The current cliche says, "The consumer is king." 2This dim view of political collectivism is not to be mistaken as a backhanded endorsement of the "philosopher king" idea of Plato and its modem counterpart: that society should be wholly governed by committees of the creative elite. There is no political process of knowing or selecting in advance the persons who will be most creative. The only process that will bring the creative minority to the top, that will en courage their effectiveness, is complete free dom.

The Spiritual Nature of Progress Actually, instruction from the mass market has to do only with du plication. The market determines whether or not an economic good is to be duplicated and, if so, to what extent. Duplication, sometimes called "mass production," admittedly con trolled by the market, is not, how ever, the secret of productivity. The secret lies back of that. It has its genesis in the creation, the inven tion. Ralph Waldo Trine helps with this explanation: "Everything is first worked out in the unseen before it is manifested in the seen, in the ideal before it is re alized in the real, in the spiritual before it shows forth in the material. The realm of the unseen is the realm of cause. The realm of the seen is the realm of effect. The nature of effect is always determined and condi tioned by the nature of its cause."3 The noted economist, Professor Ludwig von Mises, reputedly the greatest free market theorist of our time, adds his judgment to this view: "Production is a spiritual, intel lectual, and ideological phenome non. It is the method that man, di rected by reason, employs for the best possible removal of uneasiness. What distinguishes our conditions from those of our ancestors who lived one thousand or twenty thousand years 3From In Tune with the Infinite. Indianapo lis: The Bobbs-Merrill Co., 1897.

1983 FLIGHT FROM INTEGRITY 675 ago is not something material, but something spiritual. The material changes are the outcome of the spir itual changes."4 Where, for example, did Thomas Alva Edison get his ideas for the electric lamp? Not from the mass market! How could a people give specifications for something about which they were totally unaware? In reality, the productive process works outward from that which is first presented uniquely to an indi vidual mind as awareness or con sciousness or insight (the reception of ideas-ideation) and is then ac curately (with integrity) worked out or reflected in the material good or service. There is a distinctively spir itual accomplishment before the good or service is held up to view before the mass market. Let Each Do His Best American economic progress has been truly phenomenal. But this progress has been founded on in spiration from the highest insights of individuals, not on advice from the lower levels of ignorance. In this manner the masses progressively are freed from poverty and slavery, free men's material needs gratified as never before, and opportunities opened to everyone to pursue and develop those creative potentialities inherent in his own personality. If 4From Human Action. New Haven: Yale University Press, 1949, p. 141.

we would succeed with our political institutions, we have in the produc tive process a model to emulate. However, we must understand how this process really works: that it finds its power in highest conscience and the accurate reflection thereof, in short, in integrity. One's highest conscience, regard less of the step it occupies on the In finite Stairway of Righteousness and Wisdom, is sensitive to the way one treats it. Lie about it, distort it, re flect it inaccurately, take contrary instruction from inferior sources or yield to the temptation of fame or fortune or popularity or other weak nesses of the flesh at its expense and it will become flabby and flaccid and will be incapable of rising to higher levels. Now and then we observe individ uals who can be depended upon to state accurately that which they be lieve to be right, persons unmoved by fickle opinions, by the lure of ap plause, or by the sting of censure.

We may disagree with such persons, but be it noted that we trust them. For their creed appears to be: This above all, to thine own self be true; And it must follow, as the night the day Thou canst not then be false to any man. Such persons are possessed of integrity! , Every Person Should Be Free · .. to pursue his ambition to the full extent of his abilities, regardless of race or creed or family back ground. · .. to associate with whom he pleases for any reason he pleases, even if someone else thinks it's a stupid reason. · .. tg worship God in his own way, even if it isn't "orthodox." · .. to choose his own trade and to apply for any job he wants-and to quit his job if he doesn't like it or if he gets a better offer. · .. to go into business for himself, be his own boss, and set his own hours ofwork-even ifit's only three hours a week. · .. to use his honestly acquired property or savings in his own way-spend it foolishly, invest it wisely, or even give it away.

First published in 1954. 676 · . . to offer his services or products for sale on his own terms, even if he loses money on the deal. · .. to buy or not to buy any service or product offered for sale, even if the refusal displeases the seller. · . . to disagree with any other per son, even when the majority is on the side of the other person. · .. to study and learn whatever strikes his fancy, as long as it seems to him worth the cost and effort of studying and learning it. · .. to do as he pleases in general, as long as he doesn't infringe the equal right and opportunity ofevery other person to do as he pleases. The above, in a nutshell, is the way of life which the libertarian philos ophy commends. It means no special privilege from government for any one. It is the way of individual lib erty, of the free market, of private property, of government limited to securing these rights equally for all.

On That Day Began Lies From the day when the first members of councils placed exterior authority higher than interior, that is to say, recognized the decisions ofmen united in councils as more important and more sacred than reason and con science; on that day began lies that caused the loss of millions of human beings and which continue their un happy work to the present day. LEO TOLSTOY 1 THIS is a striking statement. Is it possible that there is something of a wholly destructive nature which has its source in councilmanic, or in group, or in committee-type action? Can this sort of thing generate lies First published in 1949. IThe Law of Love and the Law of Violence (Rudolph Field, N.Y.), p. 26. that actually cause the loss of "mil lions of human beings"? Any reasonable clue to the un happy state of our affairs merits in vestigation. Two world wars that settled nothing except adding to the difficulties of avoiding even worse ones; men lacking in good character rising to positions of power over mil lions of other men; freedom to produce, to trade, to travel, disap pearing from the earth; everywhere the fretful talk of security as inse curity daily becomes more evident; suggested solutions to problems made of the stuff that gave rise to the problems; the tragic spectacle, even here in America, of anyone of many union leaders being able, at will, to control a strategic part of the com plex exchange machinery on which the IiveIihood of all depends; these and other perplexities of import 677 678 THE FREEMAN November combine to raise a tumultuous "why,"

and to hasten the search for an swers. The Searchfor Answers "... on that day began lies .... " That is something to think about. Obviously, if everything said or written were lies, then truth or right principles would be unknown. Sub tract all knowledge of right princi ples and there would not be even chaos among men. Quite likely there would be no men at all. If half of everything said or writ ten were lies .... Human life is dependent not only on the know ledge of right principles but dependent, also, on actions in accordance with right principles. Admittedly there are wrong princi ples and right principles. However, the nearest that any person can get to right principles-truth-is that which his highest personal judg ment dictates as right. Beyond that one cannot go or achieve. Truth, then, as nearly as any individual can ex press it, is in strict accordance with this inner, personal dictate of right ness.

The accurate representation of this inner, personal dictate is intellec tual integrity. It is the expressing, living, acting of such truth as any given person is in possession of. In accurate representation of what one believes to be right is untruth. It is a lie. Attaining knowledge of right principles is an infinite process. It is a development to be pursued but never completed. Intellectual integ rity, the accurate reflection of high est personal judgment, on the other hand, is within the reach of all. Thus, the best we can do with ourselves is to represent ourselves at our best. To do otherwise is to tell a lie. To tell lies is to destroy such truth as is known. To deny truth is to destroy ourselves. It would seem to follow, then, that if we could isolate anyone or nu merous origins of lies we might put the spotlight on the genesis of our troubled times. This is why it seems appropriate to accept Tolstoy's statement as a hypothesis and ex amine into the idea that lies begin with "decisions of men united in councils as more important and more sacred than reason and conscience."

For, certainly, today, much of the decision that guides national and world policy springs from "men united in councils." In what manner, then, do "the de cisions of men united in councils" tend to initiate lies? Experience with these arrangements suggests that there are several ways. The Spiritof the Mob The first has to do with a strange and what in most instances must be an unconscious behavior of men in association. Consider the mob. It is 1983 ON THAT DAY BEGAN LIES 679 a loose-type association. The mob will tar and feather, burn at the stake, string up by the neck, and otherwise murder. But dissect this association, pull it apart, investigate its individ ual components. Each person, very often, is a God-fearing, home-loving, wouldn't-kill-a-fly type of individ ual. What happens, then? What makes persons in a mob behave as they do? What accounts for the distinction between these persons acting as re sponsible individuals and acting in association?

Perhaps it is this: These persons, when in mob association, and maybe at the instigation of a demented leader, remove the· self-disciplines which guide them in individual ac tion; thus the evil that is in each person is released, for there is some evil in all of us. In this situation, no one of the mobsters consciously as sumes the personal guilt for what is thought to be a collective act but, instead, puts the onus of it on an abstraction which, without persons, is what the mob is. There may be the appearance of unfairness in relating mob associa tion to association in general. In all but one respect, yes. But in one re spect there is a striking similarity. Persons advocate proposals in as sociation that they would in no cir cumstance practice in individual ac tion. Honest men, by any of the common standards of honesty, will, in a board or a committee, sponsor, for instance, legal thievery-that is, they will urge the use of the political means to exact the fruits of the labor of others for the purpose of benefit ing themselves, their group, or their community.

These leaders, for they have been elected or appointed to a board or a committee, do not think of them selves as having sponsored legal thievery. They think of the board, the committee, the council or the as sociation as having taken the ac tion. 2 The onus of the act, to their way of thinking, is put on an ab straction which is what a board or an association is without persons. Imagine this: Joe Doakes passed away and floated up to the Pearly Gates. He pounded on the Gates and St. Peter appeared. "Who are you, may I ask?" "My name is Joe Doakes, sir." "Where are you from?" "I am from Updale, U.S.A." "Why are you here?" "I plead admittance, Mr. St. Pe ter." St. Peter scanned his scroll and 2It is acknowledged that most of us acting in association do not consciously regard any of our acts as bad. Yet, the fact remains that we persist in doing things in this circumstance that we would not do on our own responsibility. Ac tually, involved is a double standard of moral ity. Morality is exclusively a personal quality.

Any action not good enough to be regarded as attached to one's person is, ipso facto, bad.

680 THE FREEMAN November said, "Yes, Joe, you are on my list. Sorry I can't let you in. You stole money from others, including wid ows and orphans." "Mr. St. Peter, I had the reputa tion of being an honest man. What do you mean, I stole money from widows and orphans?" "Joe, you were a member, a finan cial supporter and once on the Board of Directors of The Updale Do-Good Association. It advocated a munici pal golf course in Updale which took money from widows and orphans in order to benefit you and a hundred other golfers." "Mr. St. Peter, that was The Up dale Do-Good Association that took that action, not your humble appli cant, Joe Doakes." St. Peter scanned his scroll again, slowly raised his head, and said somewhat sadly, "Joe, The Updale Do-GoodAssociation is not on my list, nor any foundation, nor any cham ber of commerce, nor any trade as sociation, nor any labor union, nor anyP.T.A. All I have listed here are persons, just persons."

The Spirit of the Committee It ought to be obvious that we as individuals stand responsible for our actions regardless of any wishes to the contrary, or irrespective of the devices we try to arrange to avoid personal responsibility. Actions ofthe group character heretofore referred to are lies for in no sense are they accurate responses to the highest judgments of the individuals con cerned. The second way that lies are ini tiated by "the decisions of men united in councils" inheres in commonly accepted committee practices. For example: A committee of three has been assigned the task of preparing a report on what should be done about rent control. The first member is devoted to the welfare-state idea and believes that rents should for ever be controlled by governmental fiat. The second member is a devotee of the voluntary society, free market economy and a government of strictly limited powers and, therefore, be lieves that rent control should be abolished forthwith. The third member believes rent controls to be bad but thinks that the decontrol should be effected gradually, over a period of years.

This not uncommon situation is composed of men honestly holding three irreconcilable beliefs. Yet, a report is expected and under the customary committee theory and practice is usually forthcoming. What to do? Why not hit upon something that is not too disagreeable to any one of the three? For instance, why not bring in a report recommending that landlords be permitted by gov ernment to increase rents in an amount not to exceed 15%? Agreed! In this hypothetical but common instance the recommendation is a 1983 ON THAT DAY BEGAN LIES 681 fabrication, pure and simple. Truth, as understood by anyone ofthe three, has no spokesman. By any reason able definition a lie has been told. The LowestCommon Denominator Another example. Three men having no preconceived ideas are appointed to bring in a report. What will they agree to? Only that which they are willing to say in. concert which, logically, can be only the lowest common-denominator opin ion of the majority! The lowest com mon-denominator opinion of two persons cannot be an accurate re flection of the highest judgment of each of the two. The lowest common denominator opinion of a set of men is at variance with truth as here de fined. Again, it is a fabrication. Truth has no spokesman. A lie has been told.

These examples (numberless vari ations could be cited) suggest only the nature of the lie in embryo. It is interesting to see what becomes of it. Not all bodies called committees are true committees, a phase of the discussion that will be dealt with later. However, the true committee, the arrangement which calls for res olution in accordance with what a majority of the members are willing to say in concert, is but the instiga tor of fabrications yet more pro nounced. The committee, for the most part, presupposes another larger body to which its recommendations are made. These larger bodies have a vast, almost an all-inclusive, range in present-day American life. The neighborhood development associa tions; the small town and big city chambers of commerce; the regional and national trade associations; the P.T.A.'s; labor unions organized ver tically to encompass crafts and hor izontally to embrace industries; farmers' granges and co-ops; medi cal and other kinds of professional societies; ward, precinct, county, state and national organizations of politi cal parties; governmental councils from the local police department board to the Congress of the United States; the United Nations; thou sands and tens of thousands of them, every citizen embraced by several of them and millions of citizens em braced by scores of them; most of them "resoluting" as groups, decid ing as "men united in councils."

These associational arrangements divide quite naturally into two broad classes, (1) those that are of the vol untary type, the kind to which we pay dues if we want to, and (2) those that are a part of government, the kind to which we pay taxes whether we want to or not. For the purposes of this critique, emphasis will be placed on the vol untary type. In many respects criti cisms applying to the former are valid when applied to the latter; 682 THE FREEMAN November nonetheless, there are distinctions between the way one should relate oneself to a voluntary association and the way one, for the sake of self-pro tection, is almost compelled to relate himself to a coercive agency. 3 Now, it is not true, nor is it here pretended, that every associational resolution originates in distortions of personal conceptions of what is right. But anyone of the millions of citizens who participates in these associations has, by experience, learned how extensive these fabri cations are. As a matter of fact, there has developed a rather large accep tance of the notion that wisdom can be derived from the averaging of opinions, providing there are enough of them. The quantitative theory of wisdom, so to speak!

A Lie Compounded If one will concede that the afore mentioned committee characteris tics and council behaviors are per versions of truth, it becomes 3The common political idea that a member of Congress, for instance, must "compromise," that is, must on some issues vote contrary to his convictions in order to effect a greater good on some subsequent issue, or to keep himself in office that he may insure the public good, leaves shattered and destroyed any moral ba sis of action. If each member of Congress were to act in strict accordance with his inner dic tate of what is right, the final outcome of Con gressional action would, of course, be a com posite of differing convictions. But the alternative of this is a composite of inaccurate reflections of rightness. interesting to observe the manner of their extension-to observe how the lie is compounded. Analyzed, it is something like this: An association takes a stand on a certain issue and claims or implies it speaks for its 1,000,000 members.

It is possible, of course, that each of the 1,000,000 members agrees with the stand taken by the organization. But, in all probability, this is an un truthful statement, for the following possible reasons: (1) If every member were actually polled on the issue, and the majority vote was accepted as the organiza tion,s position, there is no certainty that more than 500,001 persons agreed with the position stated as that of the 1,000,000. (2) If not all members were polled, or not all were at the meeting where the voting took place, there is only the certainty that a majority of those voting favored the position of the or ganization-still claimed to be the belief of 1,000,000 persons. If the quorum should be 100, there is no certainty that more than 51 persons agreed with that position. (3) It is still more likely that the opinion of the members was not tested at all. The officers, or some committee, or some one person may have determined the stand of the or ganization. Then there is no cer tainty that more than one person (or a majority of the committee) favored that position.

1983 ON THAT DAY BEGAN LIES 683 (4) And, finally, if that person should be dishonest-that is, untrue to that which he personally believed to be right, either by reason of ulte rior motives, or by reason of antici pating what the others will like or approve-then, it is pretty certain that the resolution did not even originate in honest opinion. An example will assist in making the point. The economist of a na tional association and a friend were breakfasting one morning, just after V-J Day. Wage and price controls were still in effect. The conversation went something as follows: "I have just written a report on wage and price controls which I think you will like ." "Why do you say you think I will like it? Why don't you say you know I will like it?" "Well, I-er-hedged a little on rent controls." "You don't believe in rent con trols. Why did you hedge?" "Because the report is as strong as I think our Board of Directors will adopt."

"As the economist, isn't it your business to state that which you be lieve to be right? If the Board Mem bers want to take a wrong action, let them do so and bear the responsibil ity for it." Payingfor Misrepresentation Actually, what happened? The Board did adopt that report. It was represented to the Congress as the considered opinion of the constitu ency of that association. Many of the members believed in the immediate abolishment of rent control. Yet, they were reported as believing other wise-and paying dues to be thus misrepresented. By supporting this procedure with their membership and their money they were as re sponsible as though they had gone before the Congress and told the lie themselves. To remove the twofold dishonesty from such a situation, the spokes man of that association would have to say something like this: "This report was adopted by our Board of Directors, 35 of the 100 being present. The vote was 18 to 12 in favor of the report, 5 not voting.

The report itself was prepared by our economist, but it is not an accurate reflection of his views."4 Such honesty or exactness is more the exception than the rule as ev eryone who has had experience in associational work can attest. What really happens is a misrepresenta tion of concurrence, a program of lying about how many of who stands for what. Truth, such as is known, is seldom spoken. It is warped into a misleading distortion. It is obliter41t is evident that any such report as this is worthless. Yet, a more pretentious report would be a lie, a thing of positive harm. Ifa procedure can result only in worthlessness or harm, the procedure itself should be in question.

684 THE FREEMAN November ated by this process of the majority speaking for the minority, more of ten by the minority speaking for the majority, sometimes by one dishon est opportunist speaking for thou sands. Truth, such as is known-the best judgments of individuals-for the most part, goes unrepresented, unspoken. This, then, is the stuff out of which much of local, national and world policy is being woven. Is it any won der that many citizens are confused? Three questions are in order, and deserve suggested answers: (1) What is the reason for having all these troubles with truth? (2) What should we do about these associational difficulties? (3) Is there a proper place for as sociational activity as relating to important issues? "And now remains That we find out the cause of this effect; Or, rather say, the cause of this de fect, For this effect, defective, comes by cause." Pointing out causes is a hazardous venture for, as one ancient sage put it, "Even from the beginnings of the world descends a chain of causes."

Thus, for the purpose of this cri tique' it would be folly to attempt more than casual reference to some of our own recent experiences. First, there doesn't appear to be any widespread, lively recognition of the fact that conscience, reason, knowledge, integrity, fidelity, un derstanding, judgment and other virtues are the distinctive and ex clusive properties of individual per sons. Somehow, there follows from this lack of recognition the notion that wisdom can be derived by pooling the conclusions of a sufficient number of persons, even though no one of them has applied his faculties to the prob lems in question. With this as a no tion the imagination begins to as cribe personal characteristics to a collective-the committee, the group, the associationas though the col lective could think, judge, know, or assume responsibility. With this as a notion, there is the inclination to substitute the "decisions of men united in councils" for reason and conscience. With this as a notion, the responsibility for personal thought is relieved and, thus relieved, fails to materialize to its fullest.

A Blind Faith Second, there is an almost blind faith in the efficacy and rightness of majority decision as though the mere preponderance of opinion were the device for determining what is right. This thinking is consistent with and a part of the "might makes right" doctrine. This thinking, no doubt, is an outgrowth of the American polit ical pattern, lacking, it seems, an observance of the essential distinc1983 ON THAT DAY BEGAN LIES 685 tions between voluntary and coer cive agencies. It is necessary that these distinctions be understood un less the whole associational error is to continue. The following is, at least, a suggested explanation: Government-organized police force-which according to best American theory should have a mo nopoly of coercive power, must con tain a final authority. Such author ity was not planned to be in the person of a monarch, in an oligarchy or even in a set of elected represen tatives. The ultimate, final author ity was designed to derive from and to reside with the people. Erected as safeguards against the despotism that such a democratic arrangement is almost certain to inflict on its members were (1) the Constitution and (2) the legislative, executive and judicial functions so divided and dif fused that each might serve as a check on the others.

When the concession is made that government is necessary to assure justice and maximum freedom, and when the decision is made that the ultimate authority of that govern ment shall rest with the people, it follows that majority vote is not a matter of choice but a necessity whenever this ultimate authority expresses itself. No alternative ex ists with this situation as a premise. To change from majority vote as a manner of expression would involve changing the premise, changing to a situation in which the ultimate au thority rests in one person. A Restraint Against the Abuse of the Police Power For reasons stated and implied throughout this critique the major ity-decision system is considered to be most inexpert. However, it proves to be a virtue rather than a fault as applied to the exceedingly danger ous coercive power, providing the coercive power is limited to its sphere ofpolicing. This inexpertness in such a circumstance tends to keep the coercive power from becoming too aggressive.

Conceding the limitation of the coercive power, which was implicit in the American design, the really important matters of life, all of the creative aspects, are outside this coercive sphere and are left to the attentions of men in voluntary effort and free association. The idea of citizens left free to their home life, their business life, their religious life, with the coercive power limited to protecting citizens in these pursuits presents, roughly, the duality of the American pattern. On the one hand is the really important part of life, the creative part. On the other hand is the minor part, the part having to do with constraint. Con straining and creating call for dis tinctly different arrangements. Constraint can stop the trains but it 686 THE FREEMAN November is not the force we use to build a railroad. Out of this pattern has developed a high appreciation for our form of government, particularly as we have compared it with the coercive agen cies of the 0 ld World. Here is the point: The majority-decision system, an effect rather than a cause of our form of government, has been erro neously credited as· responsible for the superiority of our form of gov ernment. It has been thought of as its distinctive characteristic. There fore, the majority-decision system is regarded as the essence of rightness.

Without raising questions as to the distinctions between creating and constraining we have taken a coer cive-agency device and attempted its application in free association. Something is not quite right. Per haps this is one of the causes. Loss of Reason Third, we have in this country carried the division-of-labor practice to such a high point and with such good effect in standard-of-living benefits that we seem to have for gotten that the practice has any lim itations. Many of us, in respect to our voluntary associational activi ties, have tried to delegate moral and personal responsibilities to mere ab stractions, which is what associa tions are, without persons. In view of (1) this being an impossibility, (2) our persistent attempts to do it, nonetheless, and (3) the consequent loss of reason and conscience when personal responsibility is not per sonally assumed, we have succeeded in manufacturing little more than massive quantities of collective dec larations and resolutions. These, lacking in both wit and reason, have the power to inflict damage but are generally useless in conferring un derstanding. So much for causes.

"What should we do about these associational difficulties?" This wri ter, to be consistent with his own convictions, finds it necessary to drop into first person, singular, to answer this question. In brief, I do not know what our attitude should be, but only what mine is. It is to have no part in any association whatever which takes ac tions implicating me for which I am not ready and willing to accept per sonal responsibility. Put it this way: If I am opposed, for instance, to spoliation-legal pIunder-I am not going to risk being reported in its favor. This is a mat ter having to do with morals, and moral responsibility is strictly a personal affair. In this, and like areas, I prefer to speak for myself. I do not wish to carry the division -of labor idea, the delegation of author ity, to this untenable extreme. This determination of mine refers only to voluntary associations and does not include reference to mem bership in or support of a political 1983 ON THAT DAY BEGAN LIES 687 party. The latter has to do with my relationship to coercive agencies and these, as I have suggested, are birds of another feather.

One friend who shares these gen eral criticisms objects to the course I have determined on. He objects on the ground that he must remain in associations which persist in mis representing him in order to effect his own influence in.bettering them. If one accepts this view, how can one keep from "holing up" with any evil to be found, anywhere? If lending one's support to an agency which lies about one's convictions is as evil as lying oneself, and if to stop such evil in others one has to indulge in evil, it seems evident that evil will soon become unanimous. The alterna tive? Stop doing evil. This at least has the virtue of lessening the evil doers by one. The question, "Is there a proper place for associational activity as re lating to important issues?" is cer tainly appropriate if the aforemen tioned criticisms be considered valid. First, the bulk of activities con ducted by many associations is as businesslike, as economical, as ap propriate to the division-of-Iabor process, as is the organization of specialists to bake bread or to make automobiles. It is not this vast num ber of useful service activities that is in question.

The phase of activities here in dis pute has to do with a technic, a method by which reason and con science-such truths as are pos sessed-are not only robbed of in centive for improvement but are actually turned into fabrications, and then represented as the convictions of persons who hold no such convic tions. It was noted above that not all bodies called committees are true committees-a true committee being an arrangement by which a number of persons bring forth a report con sistent with what the majority is willing to state in concert. The true committee is part and parcel of the majority-decision system. Intellectual Leveling-Up The alternative arrangement, on occasion referred to as a committee, may include the same set of men. The distinction is that the responsi bility and the authority for a· study is vested not in the collective, the group, but in one person, preferably the one most skilled in the subject at issue. The others serve as consul tants. The one person exercises his own judgment as to the suggestions to be incorporated or omitted. The report is his and is presented as his, with such acknowledgments of as sistance and concurrence as the facts warrant. In short, the responsibility for the study and the authority to conduct it are reposed where respon sibility and authority are capable of being exercised-in a person. This 688 THE FREEMAN November arrangement takes full advantage of the skills and specialisms of all par ties concerned. The tendency here is toward an intellectual leveling-up, whereas with the true committee the lowest common-denominator opin ion results.

On occasion, associations are formed for a particular purpose and supported by those who are like minded as to that purpose. As long as the associational activities are limited to the stated purpose and as long as the members remain like minded, the danger of misrepresen tation is removed. It is the multi-purposed associa tion, the one that potentially may take a "position" on a variety of sub jects, particularly subjects relating to the rights or the property of oth ers~moral questions-where mis representation is not only possible but almost certain. The remedy here, if a remedy can be put into effect, is for the associa tion to quit taking "positions" ex cept on such rare occasions as unan imous concurrence is manifest, or except as the exact and precise de gree and extent of concurrence is represented. The alternative step to most asso ciational "positions" is for the mem bers to employ the division-of-Iabor theory by pooling their resources to supply services to the members-as individuals. Provide headquarters and meeting rooms where they may assemble in free association, ex change ideas, take advantage of the availability and knowledge of oth ers, know of each other's experi ences. In addition to this, statisti cians, research experts, libraries and a general secretariat and other aids to effective work can be provided.

Then, let the individuals speak or write or act as individual persons! Indeed, this is the real, high purpose of voluntary associations. The practical as well as the ethi cal advantages of this suggested procedure may not at first be appar ent to everyone. Imagine, if you can, Patrick Henry as having said: "I move that this convention go on record as insisting that we prefer death to slavery." Now, suppose that the convention had adopted that motion. What would have been its force? Certainly al most nothing as compared with Pa trick Henry's ringing words: "I know not what course others may take; but as for me, give me liberty or give me death!" No one in this instance concerned himself with what Patrick Henry was trying to do to him or to someone else. One thought only of what Pa trick Henry had decided for himself and weighed, more favorably, the merits of emulation. No convention, no association, no "decisions of men united in councils" could have said such a thing in the first place, and second, anything the members might 1983 ON THAT DAY BEGAN LIES 689 have said in concert could not have equalled this. Third, had the con vention been represented in any such sentiments it is likely that misrep resentation would have been in volved.

One needs to reflect but a moment on the words of wisdom which have come down to us throughout all his tory, the words and works that have had the power to live, the words and works around which we have molded much of our lives, and one will rec ognize that they are the words and works of persons, not collective res olutions, not what men have uttered in concert, not the "decisions of men united in councils." A Waste of Time In short, if effectiveness for what's right is the object then the decision of-men- united-in-council procedure could well-be abandoned, if for noth ing else, on the basis of its imprac ticality. It is a waste of time in the creative areas, that is, for the ad vancement of truth. It is a useful and appropriate device only as it relates to the coercive, that is to the restric tive, suppressive, destructive func tions. The reasons for the impracticality of this device in the creative areas seem clear. Each of us when seeking perfection, whether of the spirit, of the intellect, or of the body, looks not to our inferiors but to our bet ters, not to those who self-appoint themselves as our betters, but to those who, in our own humble judg ment, are our betters. Experience has shown that such perfection as there is exists in individuals, not in the lowest common-denominator ex pressions of a collection of individu als. Perfection emerges with the clear expression of personal faiths-the truth as it is known, not with the confusing announcement of verbal amalgams-lies.

"... on that day began lies that caused the loss of millions of human beings and which continue their un happy work to the present day." The evidence, if fully assembled and cor rectly presented, would, no doubt, convincingly affirm this observa tion. How to stop lies? It is simply a matter of personal determination and a resolve to act and speak in strict accordance with one's inner, per sonal dictate of what is right. And for each of us to see to it that no other man or set of men is given per mission to represent us otherwise. If such truth as we are in posses sion of were in no manner inhibited, then life on this earth would be at its highest possible best, short of further enlightenment. @ The Magic of Believing A FEELING OF <HOPELESSNESS is the straw that could break the back of the freedom movement-for free dom will never be achieved without faith. In any event, this feeling of futility more seriously threatens the continuance of the work of the Foundation for Economic Education than does any other discernible in fluence. People do not continue to work at a problem after its solution appears hopeless to them.

Too many opponents of social ism-once convinced that there is no simple remedy at hand, and aware that the problem at issue is nothing less than altering the mores of a vast society-tend to give up the ghost. Unnerved by the dimensions of the job, they say, "Oh, what's the use!" Experience leads one to believe that the forces which have to do with shaping human destiny are ofno help to those of little faith. Indeed, they appear to have no truck with people who lack confidence in what deter mined effort can accomplish. On the other hand, these forces call them by your own name-tend to cooperate with those who believe they can accomplish the seemingly First published in 1959. 690 impossible and never call it quits until the game is over. There are men, be it observed, who do, in fact, move mountains. But they are rwt the men who doubt that mountains can be moved. Take note, for instance, of golfers on putting greens. There are those who doubt they can sink any but the simplest putts. And there are those who have confidence that they can sink every putt-they actually be lieve this! The former are miserable performers. Among the latter are to be found the skilled and all the mir acle putters.

Miracles are all about us-a com mon loaf of bread is packed with wonders. Those who have no sense of the miraculous, who have no faith in achieving anything beyond what the unaided individual can accom plish, will be of little help in ridding our society of socialism. The prob lem seems too hopelessly impossible to them and they quit. But the un daunted, those who know the magic of believing, will make progress, for the forces which are available to those who believe will lend a hand to multiply their efforts. Too bad there aren't more such efforts for them to multiply! i I,Pencll I AM A LEAD PENCIL-the ordinary wooden pencil familiar to all boys and girls and adults who can read and write.* Writing is both my vocation and my avocation; that's all I do. You may wonder why I should write a genealogy. Well, to begin with, my story is interesting. And, next, I am a mystery-more so than a tree or a sunset or even a flash of lightning. But, sadly, I am taken for granted by those who use me, as if I were a mere incident and without background. This supercilious atti tude relegates me to the level of the commonplace. This is a species of the From The Freeman, December 1958.

*My official name is "Mongol 482." My many ingredients are assembled, fabricated, and fin ished by Eberhard Faber Pencil Company, Wilkes-Barre, Pennsylvania. grievous error in which mankind cannot too long persist without peril. For, the wise G. K. Chesterton ob served, "We are perishing for want of wonder, not for want of wonders." I, Pencil, simple though I appear to be, merit your wonder and awe, a claim I shall attempt to prove. In fact, if you can understand me-no, that's too much to ask of anyone-if you can become aware of the miracu lousness which I symbolize, you can help save the freedom mankind is so unhappily losing. I have a profound lesson to teach. And I can teach this lesson better than can an automo bile or an airplane or a mechanical dishwasher because-well, because I am seemingly so simple. Simple? Yet, not a single person on the face of this earth knows how to make me. This sounds fantastic, doesn't it? Especially when it is re691 692 THE FREEMAN November alized that there are about one and one-half billion of my kind produced in the U.S.A. each year.

Pick me up and look me over. What do you see? Not much meets the eye-there's some wood, lacquer, the printed labeling, graphite lead, a bit of metal, and an eraser. Innumerable Antecedents Just as you cannot trace your family tree back very far, so is it im possible for me to name and explain all my antecedents. But I would like to suggest enough of them to im press upon you the richness and complexity of my background. My family tree begins with what in fact is a tree, a cedar of straight grain that grows in Northern Cali fornia and Oregon. Now contem plate all the saws and trucks and rope and the countless other gear used in harvesting and carting the cedar logs to the railroad siding. Think of all the persons and the numberless skills that went into their fabrication: the mining of ore, the making of steel and its refinement into saws, axes, motors; the growing of hemp and bringing it through all the stages to heavy and strong rope; the logging camps with their beds and mess halls, the cookery and the raising of all the foods. Why, untold thousands of persons had a hand in every cup of coffee the loggers drinkr The logs are shipped to a mill in San Leandro, California. Can you imagine the individuals who make flat cars and rails and railroad en gines and who construct and install the communication systems inci dental thereto? These legions are among my antecedents.

Consider the millwork in San Leandro. The cedar logs are cut into small, pencil-length slats less than one-fourth of an inch in thickness. These are kiln dried and then tinted for the same reason women put rouge on their faces. People prefer that I look pretty, not a pallid white. The slats are waxed and kiln dried again. How many skills went into the mak ing of the tint and the kilns, into supplying the heat, the light and power, the belts, motors, and all the other things a mill requires? Sweep ers in the mill among my ancestors? Yes, and included are the men who poured the concrete for the dam of a Pacific Gas & Electric Company hy1983 I, PENCIL 693 droplant which supplies the mill's power! Don't overlook the ancestors present and distant who have a hand in transporting sixty carloads of slats across the nation from Cali fornia to Wilkes-Barre! Complicated Machinery Once in the pencil factory $4,000,000 in machinery and build ing, all capital accumulated by thrifty and saving parents of mine -each slat is given eight grooves by a complex machine, after which an other machine lays leads in every other slat, applies glue, and places another slat atop-a lead sandwich, so to speak. Seven brothers and I are mechanically carved from this "wood clinched" sandwich.

My "lead" itself-it contains no lead at all-is complex. The graph ite is mined in Ceylon. Consider these miners and those who make their many tools and the makers of the paper sacks in which the graphite is shipped and those who make the string that ties the sacks and those who put them aboard ships and those who make the ships. Even the light house keepers along the way as sisted in my birth-and the harbor pilots. The graphite is mixed with clay from Mississippi in which ammo nium hydroxide is used in the refin ing process. Then wetting agents are added such as sulfonated tallowanimal fats chemically reacted with sulfuric acid. After passing through numerous machines, the mixture fi nally appears as endless extru sionsas from a sausage grinder cut to size, dried, and baked for sev eral hours at 1,850 degrees Fahren heit. To increase their strength and smoothness the leads are then treated with a hot mixture which in cludes candelilla wax from Mexico, paraffin wax, and hydrogenated natural fats.

My cedar receives six coats of lac quer. Do you know all of the ingre dients of lacquer? Who would think that the growers of castor beans and the refiners of castor oil are a part of it? They are. Why, even the pro cesses by which the lacquer is made a beautiful yellow involves the skills of more persons than one can enu merate! Observe the labeling. That's a film formed by applying heat to carbon black mixed with resins. How do you make resins and what, pray, is car bon black? My bit of metal-the ferrule-is brass. Think of all the persons who mine zinc and copper and those who have the skills to make shiny sheet brass from these products of nature. Those black rings on my ferrule are black nickel. What is black nickel and how is it applied? The complete story of why the center of my ferrule has no black nickel on it would take pages to·explain.

694 THE FREEMAN November Then there's my crowning glory, inelegantly referred to in the trade as "the plug," the part man uses to erase the errors he makes with me. An ingredient called "factice" is what does the erasing. It is a rubber-like product made by reacting rape seed oil from the Dutch East Indies with sulfur chloride. Rubber, contrary to the common notion, is only for bind ing purposes. Then, too, there are numerous vulcanizing and acceler ating agents. The pumice comes from Italy; and the pigment which gives "the plug" its color is cadmium sul fide. No One Knows Does anyone wish to challenge my earlier assertion that no single per son on the face of this earth knows how to make me? Actually, millions of human beings have had a hand in my creation, no one of whom even knows more than a very few of the others. Now, you may say that I go too far in relating the picker of a coffee berry in far off Brazil and food growers elsewhere to my creation; that this is an ex treme position. I shall stand by my claim. There isn't a single person in all these millions, including the president of the pencil company, who contributes more than a tiny, infin itesimal bit of know-how. From the standpoint of know-how the only difference between the miner of graphite in Ceylon and the logger in Oregon is in the type of know-how.

Neither the miner nor the logger can be dispensed with, any more than can the chemist at the factory or the worker in the oil field-paraffin being a by-product of petroleum. Here is an astounding fact: Nei ther the worker in the oil field nor the chemist nor the digger of graph ite or clay nor any who mans or makes the ships or trains or trucks nor the one who runs the machine that does the knurling on my bit of metal nor the president of the com pany performs his singular task be cause he wants me. Each one wants me less, perhaps, than does a child in the first grade. Indeed, there are some among this vast multitude who never saw a pencil nor would they know how to use one. Their motiva tion is other than me. Perhaps it is something like this: Each of these millions sees that he can thus ex change his tiny know-how for the goods and services he needs or wants. I mayor may not be among these items.

No Master Mind There is a fact still more astound ing: The absence of a master mind, of anyone dictating or forcibly di recting these countless actions which bring me into being. No trace of such a person can be found. Instead, we find the Invisible Hand at work. This is the mystery to which I.earlier re ferred.

1983 I, PENCIL 695 It has been said that "only God can make a tree." Why do we agree with this? Isn't it because we realize that we ourselves could not make one? Indeed, can we even describe a tree? We cannot, except in superfi cial terms. We can say, for instance, that a certain molecular configura tion manifests itself as a tree. But what mind is there among men that could even record, let alone direct, the constant changes in molecules that transpire in the life span of a tree? Such a feat is utterly unthink able! I, Pencil, am a complex combina tion of miracles: a tree, zinc, copper, graphite, and so on. But to these miracles which manifest themselves in Nature an even more extraordi nary miracle has been added: the configuration of creative human energies-millions oftiny know-hows configurating naturally and sponta neously in response to human neces sity and desire and in the absence of any human master-minding! Since only God can make a tree, I insist that only God could make me. Man can no more direct these millions of know-hows to bring me into. being than he can put molecules together to create a tree.

The above is what I meant when writing, "If you can become aware of the miraculousness which I symbol ize, you can help save the freedom mankind is so unhappily losing." For, if one is aware that these know-hows will naturally, yes, automatically, arrange themselves into creative and productive patterns in response to human necessity and demand-that is, in the absence of governmental or any other coercive master-mind ing-then one will possess an abso lutely essential ingredient for free dom: a faith in free men. Freedom is impossible without this faith. Once government has had a mo nopoly of a creative activity such, for instance, as the delivery of the mails, most individuals will believe that the mails could not be efficiently deliv ered by men acting freely. And here is the reason: Each one acknowl edges that he himself doesn't know how to do all the things incident to mail delivery. He 'also recognizes that no other individual could do it. These assumptions are correct. No individ ual possesses enough know-how to perform a nation's mail delivery any more than any individual possesses enough know-how to make a pencil.

Now, in the absence of faith in free men-in the unawareness that mil lions of tiny know-hows would nat urally and miraculously form and cooperate to satisfy this necessity the individual cannot help but reach the erroneous conclusion that mail can be delivered only by govern mental "master-minding." TestimonyGalore IfI, Pencil, were the only item that could offer testimony on what men 696 THE FREEMAN can accomplish when free to try, then those with little faith would have a fair case. However, there is testi mony galore; it's all about us and on every hand. Mail delivery is exceed ingly simple when compared, for in stance, to the making of an automo bile or a calculating machine or a grain combine or a milling machine or to tens of thousands of other things. Delivery? Why, in this area where men have been left free to try, they deliver the human voice around the world in less than one second; they deliver an event visually and in motion to any person's home when it is happening; they deliver 150 passengers from Seattle to Balti more in less than four hours; they deliver gas from Texas to one's range or furnace in New York at unbeliev ably low rates and without subsidy; they deliver each four pounds of oil from the Persian Gulf to our East ern Seaboard-halfway around the world-for less money than the gov ernment charges for delivering a one ounce letter across the street!

The lesson I have to teach is this: Leave all creative energies uninhib ited. Merely organize society to act in harmony with this lesson. Let so ciety's legal apparatus remove all obstacles the best it can. Permit these creative know-hows freely to flow. Have faith that free men will re spond to the Invisible Hand. This faith will be confirmed. I, Pencil, seemingly simple though I am, offer the miracle of my creation as testi mony that this is a practical faith, as practical as the sun, the rain, a cedar tree, the good earth. i IDEAS ON LIBERTY The Invisible Hand By directing that industry in such a manner as its produce may be of the greatest value, he intends only his own gain .... 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. . . . By pursuing his own interest he frequently promotes that of the society more effectually than when he really intends to promote it.

ADAM SMITH,The Wealth ofNations On Improving the World A FRIEND OF oURs-call him John born at the turn of the century, was associated with big affairs as far back as college days. A natural leader , he became president of one of the coun try's most successful corporations during the early thirties. Devoted to private enterprise, he saw sooner than most men the fal lacies in NIRA and a host of other political interventions. And he ac tively participated in program after program to alter the country's lunge into political, social, and financial disaster. He contributed generously to plans designed to educate "the masses who had the votes. " Yet, nothing seemed to come of all this. John served as a director of-and helped finance-all sorts of business First published in 1960. organizations which passed resolu tions strongly condemning inter ventionist policy. But no one, least of all those in political power, ap peared to be moved by these criti cisms.

Time passed. Interventionism continued to grow. The national debt, coupled with the accrued liability of the federal government on various unfunded promises, slipped almost unnoticed beyond the trillion dollar mark. The dollar, as a result, pro gressively lost value in terms of what it would purchase. Labor union power kept growing into an awesome form of dictatorial government. To add insult to injury, the ranks of the staunch opposition steadily thinned. Meanwhile, plans aimed at set ting things straight were offered in endless profusion. For instance, 697 698 THE FREEMAN November While self-improvement-Iearning the freedom philosophy and how to explain it-is generally conceded to be the sound approach, it is often rejected as being too slow. "We have to act now; time is of the essence." Caution! Premature action is pointless at best, and to hurry with anything but the sound approach may be damaging. If I am working as intelligently, diligently, and rapidly on my own improvement as is within my power, the balance of the problem is in the hand of God. He did not commission me to manage the world, or the United States of America, or my neighbor.

Further, I am unaware that any person has been so endowed or empow ered. Man tends to follow the lines of least resistance to satisfy his desires. He will stoop for the property of others if the government encourages him, and will stoop for power over the lives of others if the government grants him that special privilege. Remove these appeals to man's avarice and, having nothing to stoop for, he will stand upright. projects were set in motion, with John's support, to educate the youth of the land after a poll of high school students showed that they knew no more about private enterprise and capitalism than could reasonably have been expected of Russian stu dents. But such corrective efforts had no discernible effect. Recently, came this unusually ap pealing proposal: Put the "right peo ple" in public office; and, to accom plish this, organize "right down to the precinct level." John's company paid a lot of lip service to this one, going so far as to encourage their young executives to "get into poli tics." Yet, nothing seemed to come of it. The "right people," as it turned out, had a few of the correct eco nomic and political predilections, but little else in the way of qualifica tions. With several notable excep tions, they were not firmly anchored in private enterprise principles and thus were little better than the pol iticians they hoped to replace.

Next to managing the corpora tion, the prQblem uppermost in John's mind all of his adult life had been how best to achieve private en terprise in its ideal form. He had given thousands of hours of thought and many hundreds of thousands of dollars to what he affectionately termed "the cause." Lately, how ever, he has virtually conceded de feat-given up the ghost. In spite of 1983 ON IMPROVING THE WORLD 699 his efforts over the years, the oppo site point of view grew stronger day by day. He had explored every ave nue known to him, with no more to show for his pains than socialism under its various labels-still on the march. But the other day, in a reflective mood, John realized for the first time that every effort of his, all of his energies, all of these schemes, had been aimed at the utterly fruitless task of reforming others-a method that only put in motion the latent errors so widely entertained. It was like fanning dust-the more you fan, the more you fill the air with it. No wonder "the cause" was losing its enthusiasts. The method was woe fully at fault.

Right method? As simple as a-b-c, just as anything is simple, once it is known. It is one thing to organize an army or police force to inhibit others or compel conformity to dictatorial decrees. But the practice of freedom cannot depend on coercion. When it comes to influencing another to think and act creatively, to help advance another's understanding, one is lim ited to the power of attraction. Let anyone acquire mastery of any sub ject, and others will hunger for his counsel. This is a common fact, in evidence on every hand. Once he had grasped the profound importance of right method, John gave up every thought of reforming or making over others. Though vastly ahead of most people-even busi ness leaders-in his understanding of private enterprise and his ability to explain its principles, he realized how incompetent he was, not by comparison with others but com pared to his own potentialities. He turned his sights inward toward his own fulfillment instead of focusing his efforts upon others. It was as if he had escaped from a dungeon on a tiny ray of light into an openness as expansive as the Cosmos itself. No longer was every effort futile. In stead, every effort had its reward in personal upgrading, opportunities without end. He wrote a friend: What a wonderful new life I have been introduced to. Never before have I real ized the great power of the mind ... it actually has changed my whole concept of living.

Before, John had "buttonholed" others. Now, others came to him. Previously, others ran away from his preachments. Lately, they were drawn toward his wisdom. Where he had sought, uselessly, to reform oth ers, they now managed to reform themselves. An axiom learned in high school came to mind: "The whole is equal to the sum of its parts." John forgot the whole and concentrated on the improvement of a part. As a re sult, John's part of the world was changed, and thus the whole world improved. i A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN Essays on Liberty IF YOU happen to be one of the for tunate 28,712 people who are on the mailing list of The Foundation for Economic Education, Inc., you know all about the vital pamphlets and releases proclaiming liberty that is sue periodically from its editorial sanctum at Irvington-on-Hudson. The Foundation is by any count a remarkable institution. It was founded six years ago by Leonard E.

Read, formerly the Manager of the Los Angeles Chamber of Commerce and Executive Vice President of the National Industrial Conference Board. Mr. Read is a curious mixture of American go-getter, Tolstoyan Christian, Herbert Spencer libertarFrom The Freeman of July 14, 1952, a fortnightly for individualists, of which Mr. Chamberlain served as one of the editors. 700 ian and dedicated medieval monk. Every strand of his personality is entwined in his Foundation, which, in Emersonian terms, is simply the lengthened shadow of the man. The Foundation, which has a most capa ble staff of economists and libertar ian thinkers, lives on voluntary con tributions, which it never solicits. Mr. Read holds to the Emersonian belief that a good mouse trap advertises itself by its own goodness-and the world of people who wish to see all totalitarians, Statists, Welfare Staters and believers in political compulsion at the bottom of the ocean (figuratively speaking, of course) has been beating a path to his door.

Recently the Foundation pub lished a book, "Essays on Liberty." Consisting of the cream of the Foun dation's releases to date, this book is ESSAYS ON LIBERTY 701 the definitive answer to the captive intellectuals of the New-Fair Deal in America and to the various issues of Fabian Essays which have, over the course of three or four genera tions, rotted out the entire social fabric of Great Britain. In this book we have such notable things as Dean Russell's discovery that the first Leftists in the French Revolutionary National Constituent Assembly in 1789 were libertarians who were pledged to free their econ omy from government-guaranteed special privileges of guilds, unions and associations whose members were banded together to interfere with the workings of the free mar ket. These first Leftists, as Mr. Rus sell succinctly tells the story, held a slim majority in their parliament for two years. They did a remarkable job of confounding authorit~rians.

Then they were bowled over ~y the J acobins, the terroristic Leninlsts of their day. The tragedy that flowed from Ro bespierre's and Marat's despicable Statist counter-revolution has be deviled the world ever since. Not only did it pervert the whole vocabulary of freedom; it also established the theory of the totalitarian "general will" which permits any majority, whether "transient" or not, to ride roughshod over the God-given nat ural rights of the minority. In the guise of killing royal totalitarian ism it popularized the totalitarianism of 51 per cent of the popula tionand the supposedly individ ualistic peoples of western Europe have been kowtowing to this totali tarian conception since that evil day when the first head spurted blood under the guillotine that was set up in the name of liberty, equality and fraternity. DevelopmentsAfter 1933 In America, as Betty Knowles Hunt and other contributors to Mr.

Read's book make plain, the com plex of ideas flowing from the Robes pierrean counter-revolution never managed to become domesticated until after 1933. In Europe they had rent control and a concomitant shortage of houses, as Bertrand de Jouvenel shows in an excellent pa per in this book, but in America a people free of rent control could re build the entire city of San Fran cisco after an earthquake in what amounts to the twinkling of a gnat's eye. In England, as Sir Ernest Benn says in an essay called "Rights for Robots," the Webbs and the other Fabians robbed the people of their Christian heritage of individual re sponsibility (which nurtures the di vine, or the creative, spark), but in America (see W. M. Curtiss's amus ing "Athletes, Taxes, Inflation") a Babe Ruth who climbed out of an orphanage to hit sixty home runs in a single year could reap the full re ward for a highly individualized skill.

702 THE FREEMAN November The period of Babe Ruth's develop ment and ascendancy preceded, of course, the reign of Franklin I. After 1933 came the deluge, which is mea sured accurately by the cosmic wa ter meters operated by Maxwell An derson, C. L. Dickinson, Russell Clinchy, W. M. Curtiss, F. A. Harper and other contributors to Mr. Read's volume. Not that these people deal in per sonalities: Mr. Read's genius is for collecting writers whose self-im posed duty is patiently to explain the principles (or the perversions of principles) that underlie the antics and convolutions of the various saints and devils who have been struggling for the control of our destiny. The approach in "Essays on Liberty" is not that of daily, weekly or fort nightly journalism, which must in evitably deal to some extent in the personalities that make or mar principles. Mr. Read's idea is to plant seeds that will mature in the full ness of time; he doesn't aspire to compete in immediacy with the edi tors of papers and magazines.

Nevertheless, Mr. Read is a jour nalist on a high level; he knows that principles (or their lack) are at the bottom of elections, wars, and legis lative and administrative acts. The thing that distinguishes Mr. Read from most of our journalists is that he seeks to assess personalities in terms of their basic philosophies. Long ago, as a young Chamber of Commerce man in the San Fran cisco region of California, Mr. Read was a Light Brigade soldier who simply executed the commands from on high. In those days the national Chamber of Commerce, under Henry Harriman, was promoting what amounted to trade association fas cism. (It was the Harriman thinking that created the Blue-Eagled NRA, that ill-starred adventure in price wage-and-production fixing that had us all salaaming to Iron Pants John son in the days of the first New Deal.) Read Meets Mullendore: A Conversion to Freedom A crusader then as now, Mr. Read went down from San Francisco to Los Angeles in 1932 to lecture W. C.

Mullendore of the Southern Califor nia Edison Company on the virtues of NRA-ism. The trip south was his Road to Damascus, for in the space of an hour the persuasive Mr. Mul lendore tore all of Mr. Read's think ing apart. The new Saul-become-Paul emerged from the Mullendore pres ence a changed man, a firm believer in freedom and voluntarism in all their phases, social, political and economic. The session with Mr. Mullendore was a pedagogical reve lation to the young Mr. Read. It started him thinking about tech niques and means of bringing collec tivists of one stripe or another to a full realization of the Slave State implications of their position. As Mr.

1983 ESSAYS ON LIBERTY 703 Read thinks back on it, The Foun dation for Economic Education-and the "Essays on Liberty" -were really born in Mr. Mullendore's office that day. Like most men of individualistic distinction, Mr. Read is not a mere product of our more conventional educational institutions. He learned the rough way. In World War I he was dumped from the torpedoed Tuscania into the Irish Sea. Saved from a watery grave, he knocked about England in war camps as a rigger in America's pioneer air force, learning the truth that you can't fake or fudge a problem in mechanics. He came home to take on Chamber of Commerce jobs in Palo Alto and San Francisco. During his years with the Los Angeles Chamber of Commerce he had a wonderful time fighting the myriad versions of collectivist lu nacy that flourished on the Pacific Coast in the wake of Ham-and-Egg ism, Townsendism, and Upton Sin clair's attempt to hornswoggle the voters with his EPIC (End Poverty in California) platform.

With Mullendore and others he started the Freeman Pamphleteers, a group which gaily revived such forgotten individualistic worthies as Bastiat and William Graham Sum ner. Meanwhile, as a hobby, Mr. Read was exploring the fascinations ofgood food, and making himself into a cor don bleu cook. He can look at a com plicated recipe in a cookbook and taste the thing accurately in his mind. Since he can also smell a be liever in State compulsion fifty or even a hundred miles away, Mr. Read is a fit candidate for some of Profes sor Rhine's future investigations into extra-sensory perception. He is a canny and extremely perceptive man with a vested interest in other peo ple's variations, and if his assem bled "Essays on Liberty" were to be made even an elective part of our school curriculum America might have a new birth of freedom vir tually overnight. , Books by Leonard E. Read The following 23 books by Leonard Read are available, some in cloth, others in paperback. For ordering information and special quantity discounts contact: The Foundation for Economic Educa tion, Inc., Irvington-on-Hudson, New York 10533.

Accent on the Right Anything That's Peaceful Awake for Freedom's Sake Castles in the Air Comes the Dawn The Coming Aristocracy Deeper Than You Think Elements ofLibertarian Leadership The Freedom Freeway The Free Market and Its Enemy Having My Way How Do We Know? Let Freedom Reign Liberty: Legacy of Truth The Love ofLiberty The Path ofDuty Seeds ofProgress Talking to Myself Then Truth Will Out Thoughts Rule the World To Free or Freeze Vision Who's Listening? 704 Freeman VOL. 33, NO. 12 • DECEMBER1983 The Two Faces of Risk Ernest G. Ross 707 The free economy affords a greater number of risks, but without such deadly penalties for failure. Economic Forecasting: How Good Is It? There is uncertainty and risk in human affairs. Henry Hazlitt 712 Why Socialism FailsWhy Markets Survive Bill Anderson 716 How the powerful urge of self-interest keeps the market in operation. The Irony of Eternal Vigilance Ridgway K. Foley, Jr. 729 A warning against trying political action to get one's "fair share."

Kick a Businessman Today William H. Peterson 732 An analysis of the businessman's image on TV Business and Ethics Edmund A. Opitz 735 Lawyers, doctors, businessmen are judged by the same moral law that applies to all of us. Japan's "Fifth Generation" Computers: Threat to the Free Market? John Jefferson Davis 741 Not a challenge but a new opportunity to prove the superiority of the free economy. Can Capitalism Guarantee Right Answers? Barry J. Schwartz 747 ( Individuals can answer-if they are free to do so. On Labor Unions Percy L. Greaves, Jr. 751 An article review of Clarence Carson's Organized Against Whom? Book Reviews: 758 "A Stroll with William James" by Jacques Barzun Index for 1983 761 Anyone wishing to communicate with authors may send first-class mail in care of THE FREEMAN for forwarding.

FOUNDATION FOR ECONOMIC EDUCATION Irvington-an-Hudson,N.Y. 10533 Tel: (914) 591-7230 LeonardE. Read, 1898-1983 Managing Editor: Production Editor: Contributing Editors: Paul L. Poirot Beth A. Hoffman Robert G. Anderson Bettina Bien Greaves Edmund A. Opitz (Book Reviews) Brian Summers THE FREEMAN is published monthly by the Foundation for Economic Education, Inc., a nonpo litical, nonprofit, educational champion of private property, the free market, the profit and loss sys tem, and limited government. The costs of Foundation projects and services are met through donations. Total expenses average $18.00 a year per person on the mailing list. Do nations are invited in any amount. THE FREE MAN is available to any interested person in the United States for the asking. For foreign delivery, a donation is required sufficient to cover direct mailing cost of $10.00 a year. Copyright, 1983. The Foundation for Economic Education, Inc. Printed in U.S.A. Addi tional copies, postpaid: single copy $1.00; 10 or more, 50 cents each.

THE FREEMAN is available on microfilm from University Microfilms International, 300 North Zeeb Road, Ann Arbor, Mich. 48106. Permission granted to reprint any article from this issue, with appropriate credit.

ErnestG. Ross ASSESSINGRISK these days is a risky business. In times when we are de regulating our economy, are we to assume that risk will be increas ing-or decreasing? Should we ex pect that businessmen will face greater risk-or lesser? Will the "dog eat-dog" world of purer capitalism force entrepreneurs to take more dangerous chances than under a controlled economy-or more be nign ones? In short, how do we judge the importance of risk in our future? Judging anything requires that one start with a standard. Judging without one is like measuring with out a common unit. What can we use as a unit of risk-measurement, as our standard for judging risk? Mr. Ross is an Oregon commentator and writer es pecially concerned with new developments in human freedom. Risk means the possibility of los ing something of value. If so, our standard involves the pursuit ofval ues. Economically, a value is any thing an entrepreneur wishes to ob tain or retain in the marketplace.

(This is the Austrian School of eco nomic values-which says that in dividuals create their own values by the choices they make-i.e., that values do not exist independent of man's decisions and actions.) What is the condition of the mar ketplace which most enhances one's ability to obtain or retain values for instance, to start a new business, to create new goods and services, to secure new markets, to earn a profit? What is the condition which offers the greatest number of opportuni ties to pursue one's goals? It is, of course, freedom-the condition of 707 708 THE FREEMAN December human action which exists in a so ciety when only the first-use of force (or its threat) and fraud are out lawed. Minimizing Risk When only coercive or fraudulent activities are forbidden, all else is open to entrepreneurial pursuit-in other words, open to all of us, for in a free society because we must make our own economic decisions and take our own economic actions we are all entrepreneurs. In a most fundamen tal sense, freedom gives us the greatest number of options for gain ing and preserving any economic values we might choose to pursue or defend. In the widest view, when op tions are maximized, risk is mini mized. This is not the conventional view, which holds that freer people face greater risks.

Examine the point from another angle-from the angle of a con trolled economy or an anarchistic one where the first-use of force and fraud are not outlawed. What happens to one's options for obtaining or retain ing his values then? The essential economic character istic of societies which accept force and fraud is that markets do not have to be earned, merely taken. Consider monopolies. Monopolists can both gain and secure their markets by compulsory laws of all types forbid ding others from selling or dealing within a specified territory or in a specified category of goods and ser vices-or, in the case of anarchies, by intimidation ("Buy from us-or else!")! This internal protectionism favor ing the force-wielders' business friends drastically restricts one's market opportunities and his op tions for minimizing the possibility of losing his values-for minimizing risk. Because in controlled societies most if not all categories of economic activity are restricted, openings for entrepreneurs are severely con strained. One cannot initiate new economic action when nearly every field of endeavor is locked up and coercively protected for the politi cally favored and powerful.

Now under such conditions, be cause nearly everyone is also "guar anteed" a job (or forced to take one), it may appear that most men are working under risk-minimized con ditions. But that is illusion. There is no greater risk to a man than to be totally at the mercy of coercive masters. The illusion of risk reduc tion masks the reality of absolutely enormous risk-the risk of being found "out of favor" with the state and thus deprived of means of self support, a deprivation which can amount to a sentence of slow death, or at best, abject poverty. The only persons who operate at minimized risk in a controlled soci ety are the controllers-but only so 1983 THE TWO FACES OF RISK 709 long as they hold the reins. The beast of coercion is difficult to ride. That is why a controlled economy is char acterized by a constant, deadly power struggle-a truly "dog-eat-dog" so ciety! In judging risk, it is crucial to dis tinguish between risk magnitude and risk diversity.

Risk magnitude is highest in com pulsion-based economies where the state lowers not only the responsi bility but the opportunity for pre serving life itself. Risk diversity is greatest in a free economy where each man is accorded not only the most options for success, but for fail ure as well. The difference is that fail ure under freedom is followed by the same opportunities for success which existed before the failure. In a controlled economy, failure is pun ished by total loss of opportunity one is "locked out" of the system and perhaps permanently marked as a failure; in a free economy, failure means only that one has failed this time-while the door remains open to all future options for achieve ment. Another way of putting this point would be that in heavily regulated economies there may be fewer risks to take, but each risk is more dan gerous. Of course, it is also possible to take dangerous risks in a free society but the dangers are cushioned: (a) One is not forced to take such risks; (b) he can often earn high rewards for severe risks; (c) he can (although sometimes at substantial cost) buy insurance in order to ease the im pact which failure might have on himself or his family; (d) except for death, he will never be completely locked out of further opportunities to better himself.

Thus, a free economy's dangerous risks are voluntary, compensatory, insurable, and limited; in unfree economies the same level of risk is "built-in" to the system-involun tary, not justly compensated, unin surable, and unlimited (except by death). How Attitudes Are Affected Naturally, these differences of dangerous risk magnitude depend greatly on how free or controlled an economy is. We live in a system which, like many modern ones, is a mixture of both. However, for the sake of clarity, let us briefly exam ine the "human" effects of the two faces of risk, risk in a fully free so ciety and risk in a totally controlled one-Le., how does each type of risk affect individual attitudes and be havior? First the bad news. The attitude toward risk in a con trolled economy is, "Don't take chances!" One can see why. To take a chance is to take one's life in his hands-to risk losing all of the ben efits of society if his superiors frown 710 THE FREEMAN December upon his thoughts, decisions, or ac tions. In effect, the price of risk in a controlled economy goes far too high for most people to afford. As a result, except for the risks which the state mandates on the individual (such as compulsory employment), he is ei ther prone to stagnation-or enters politics, the only arena in which the high price of risk may appear justi fled in society's "approved" channels of operation.

(The underground economy, the primary unapproved channel, is al most always a third option. But it, too, is dangerous, sometimes penal ized by execution, and almost al ways carrying stiff prison or labor camp terms. It is not uncommon for the average citizen to dabble in the underground economy-but most do not choose steady or deep involve ment because the risks are too dan gerous. This is especially true in controlled economies where the state has "turn in your neighbor" spy sys tems-as in the modem Soviet state.) If the citizen chooses the political road to success, he must, in effect, choose between being dominated or dominating. To use the vernacular, he must either "go with the flow" or control the flow. The important point here is that in either case whether one chooses to play serf or master-he will encounter much greater repercussions for risk-tak ing than will the citizen of a free nation.

High risk magnitude results in the controlled citizen being a less pro ductive one. Risk-taking is essential to productivity because innovation requires risk. Only innovation leads to new machinery and other labor saving technology which can im prove productivity. Raise the price of risk too high and you also prohib itively raise the price of productiv ity. (This, incidentally, is one reason why controlled societies bribe, steal, and cajole to obtain new technol ogy-their systems effectively in hibit the native risk-taking neces sary to produce their own high technology.) The burdensome cost of risk in a controlled economy also limits the variety of jobs available to the av erage citizen. When innovation and productivity are stifled, the state economy must employ more people fulfilling the "basic" needs (food, clothing, shelter, energy)-which necessarily decreases the number of people employable in other lines of work. And because low-productivity jobs (often called "labor intensive"

in American political circles) on bal ance require less-knowledge and less mental challenge, these jobs involve more drudgery. When risk is constantly too se vere, a terrible thing also happens to the spirit of a people-they lose their buoyancy, their lust for life. They become victims of a perpetual undercurrent of fear and apprehen1983 THE TWO FACES OF RISK 711 sion-which in tum erodes their self esteem. Without self-esteem, with out the feeling that life is worth liv ing because one can take risks with a good chance of being rewarded, no nation's citizens can maintain a truly human spirit. Their psychology be comes a twisted thing, defeated and deformed, the kind of spirit that views life not as a series ofopportu nities-but as a minefield. (This is perhaps why a common foreign ob servation about the freest citizens of the world, Americans, is: "They are so optimistic-and so unafraid!") Personal Initiative Stifled, Anxiety Takes Control There are other effects of the heavy risk level in controlled economies such as fewer consumer products, a lowering of the quality of all goods and services, an increased driving of economic activity underground with attendant official corruption, and so .

on-but the two most important ef fects are to stifle personal initiative and breed anxiety. The good news, of course, is that the free society type of risk does all of the opposite things: (1) It encourages people to take risks, to "Go for it!"-to progress rather than stagnate; and because the rewards for private market risk taking are so great, it discourages power-seeking. (After all, when one is already his own master, what real incentive does he have to dominate others in order to enhance his self preservation?) (2) It generates productivity to the greatest degree because people want to innovate in order to maximize personal satisfaction and material gain-i.e., happiness. (3) It creates a fantastic variety of jobs and business opportunities be cause the risk-taking-induced pro ductivity frees so many people from working in the basic needs indus tries. (As a dramatic illustration of this, look at the gargantuan size of the U.S. entertainment industry films, video tapes and games, books and magazines of all types, televi sion and radio, cable, music, sports, and on and on-as compared to the almost nonexistent entertainment industry of the Soviet Union.) (4) And, as earlier touched upon, it nurtures a love of life, an opti mism, a sense of self-esteem, and a spirit of opportunity-seeking.

So, to answer our original ques tion-as we move toward a less-reg ulated economy, should we expect risk to increase or decrease?-there are two parts: First, the sheer num bers, the variety, of available risk will be more. But, second, the sever ity, the dangerous magnitude, of risk will be less. As our society becomes more free, there will be more oppor tunities to fail, but we will broaden our opportunities to rise again when we fall-and risk will become less risky! ~ Henry Hazlitt Economic Forecasting: How Good Is It? A professor of one of the physical sciences at a large university re cently wrote me to ask whether "sci entific" prediction, precise and cer tain, is possible in economics. My reply follows: The answer is No. And from the very nature of the science it never will be. The main purpose of economics is not to predict the future, but to learn what policies are likely to improve that future. Sound economists al ready know a good deal about those policies, and have known much of it ever since the appearance of Adam Smith's Wealth of Nations in 1776.

Henry Hazlitt, a frequent contributor to The Freeman, has a long and distinguished career as an economist, journalist, editor, and literary critic. Best known of his numerous books is Economics in One Lesson, originally published in 1946 and translated into ten languages with sales of more than 700,000 copies. The recently revised edition is once more available in inexpensive paperback. 712 The best policies for a country are to maintain a sound currency system (which historically has meant the gold standard), to keep the politi cians from inflating and printing in convertible paper money, and to keep the government from interfering in the economy except to prevent vio lence, theft and fraud. Yet we are all individually obliged, in every action we take-whether choosing a career, applying for a job, marrying, having children, buying a house, buying a car, making an in vestment-to speculate on the fu ture. And the more informed and sensible we are, the better our guesses are likely to be. But we must resign ourselves to living in a world of uncertainty. We can never elimi nate the gambling element, the ele ment of sheer chance.

Economics is a science, but it is a science with its own special nature, ECONOMIC FORECASTING: HOW GOOD IS IT? 713 purposes, and methods. It is a com mon error to dismiss it as a pseudo science because it does not employ the same methods or produce the same results as the physical sci ences. The physical sciences have been built up partly by deductive reasoning, but mainly by observa tion, by induction and statistics, and by actual experiment. Economics has been built up mainly by deductive reasoning, though of course it re quires observation and detailed knowledge of business processes and of what people do to make a living. Isolable economic experiments, in any scientific sense, are impossible and unnecessary. Economics is the study of human action and human choice. The Possibility of Dependable Prediction Let us come now to the possibility of dependable prediction. Such pre diction is usually most explicitly made in the choice of an investment.

The future of the stock market, and attempts to predict it, make an ideal microcosm for study. The prices on today's New York Stock Exchange represent the com posite estimates of millions of stock holders all over the world concern ing the individual values of the more than 2,000 issues listed there. These estimates do not necessarily reflect the most recent reported earnings of the corporations concerned, but the assumptions and individual frag ments of knowledge of the millions of different stockholders, and above all their composite expectations re garding the future of these corpora tions. (As to the number of people in volved daily in the stock market, there are more than 30 million hold ers of American stocks, the daily transactions on the New York Stock Exchange averaged 65,000,000 shares in 1982, and the average transaction was 1,306 shares. So on the assumption of at least two per sons involved in each transaction a buyer and a seller-there were some 100,000 persons in the market each day. Of course this figure is something of a stab in the dark, be cause one broker may on the one hand make a transaction in the name of a bank, a brokerage firm or a mu tual fund as well as of an individual, and on the oth~rlland an individual broker may make more than one transaction.) Putting aside such events as in vesting new income, and such con tingencies as forced sales, to sell is in effect to bet that a stock is selling higher than it will be in the future, and to buy is to bet that a stock is now selling lower than it will be in the future (at least as compared with other stocks). Each of us, when he buys or sells stock, is in effect bet ting his own knowledge and judg ment against the composite knowl714 THE FREEMAN December edge and judgment of millions of other stockholders.

So instead of all of us agreeing on one scientific prediction about the future, probably no two of us pre cisely agree about it. Stock prices fluctuate every hour of every day, because the knowledge of each of us is limited and the unexpected is al ways happening-we live in a world of daily surprises. Some investors and speculators can do better than oth ers, because they are wiser or luck ier, but nobody can have a perfect record. Not even the best profes sional forecaster. Let us remind ourselves that the economic future itself is only a part, and an inextricable part, of the total future of all of us. To ask anyone to predict that economic future exactly is to ask him to predict the total fu ture. Conditions Constantly Changing "Scientific" economic prediction would only be possible in the purely hypothetical situation that econo mists of a past generation called "the stationary state," that most of them now call "equilibrium," and some "the evenly-rotating economy." As a tool of thought, this hypothetical as sumption can be often useful; but the condition itself never in fact exists.

It would be a state in which nothing unexpected ever happened-no erupting volcanoes, no earthquakes, no tornadoes, no floods, no droughts, no revolutions, no sudden outbreaks of war, but also no progress, no dis coveries, no major advances in tech nical knowledge, no inventions. The future could be predicted, because there would be no changes to pre dict-no decline, no growth, no recession, no boom. Every industry would retain the same size relative to every other. And so ad infinitum. But in the fluctuating, capricious, erratic and dynamic economy in which we actually live, the factors to be put into a possible predictive formula or equation are practically without limit. We don't know what relative weights to give each of them, and we don't even know what some of the factors are. We are not even dealing, as so many so-called econo mists unfortunately imagine, with measurable objective quantities, but mainly with subjective elements, with expectations, with wavering values.

And we can only measure these at any given moment comparatively, not absolutely. An automobile ex changes today for so many dollars and cents, but tomorrow either the value of the car or the value of the dollar may be different. (This points to the fallacious and misleading nature of so many gov ernment statistics-the "national income," for example. A short crop of wheat or corn usually sells for a greater dollar total than a bumper crop, so a short crop can make the national income go up. If everybody 1983 ECONOMIC FORECASTING: HOW GOOD IS IT? 715 once had as much of everything as he wanted, the national income would be zero, because nothing could command a price.) Yet, to repeat, we are all unavoid ably speculators. We are all obliged to make our own forecasts once in a while. And in making them there are a few factors we must keep in mind. One of them is that our predic tions must commonly be based on what we expect other people to do.

When we attempt, in this inflation ary era, to predict the future rate of inflation (which is crucial in every economic decision), we must keep in mind the recent history of Congres sional spending and deficits, as well as what appears to be the complete absence of any sense of fiscal respon sibility on the part of most of the members of Congress. If we do keep this in mind, we will certainly ex pect a higher rate of inflation both in the next few months and the next few years than is currently being es timated by any of the government economists. Such considerations won't enable us to say precisely what the rate of inflation will be in any given month or year, or how long it will continue at that rate, but they will make our guesses better than otherwise. Another factor to be kept in mind (and one which certainly does not apply in predictions of purely phys ical or chemical changes) is that our expectations of the economic future themselves act to change that fu ture. Let us suppose that a very wealthy man, call him John Smith, decides that a certain stock, say that of the Widget Company, is probably going to go up some 30 points in the next thirty weeks. He starts buying; and if his resources and faith are strong enough, he may bid up his final purchases almost the full 30 points today.

To sum up: No professional fore caster can always be right, but some, with superior knowledge and expert analysis, can be right more often than others. With the future so un certain, each of us, every investor and every businessman, is com pelled to be a speculator. But fortu nately, it is not necessary that any of us turn out to be always right. As Ludwig von Mises has pointed out: "It is not correct foresight as such that yields profits, but foresight bet ter than that of the rest." i IDEAS ON LIBERTY Ludwig von Mises MAN is faced with the fact that there are fellow men acting on their own behalf as he himself acts. The necessity to adjust his actions to other people's actions makes him a speculator for whom success or failure depend on his greater or lesser ability to understand the future. Every action is a speculation. There is in the course of human events no sta bility and consequently no safety.

WhySocialism FailsWHYMARKETS SURVIVE 716 Bill Anderson THE other morning I had the oppor tunity to view a child's lesson in so cialism. While my six-year-old daughter and I curled up on the couch, the popular Saturday cartoon show gave to us in story form a rec itation on how self-interest corrupts while mutual community sharing in a commonly-owned system brings peace and happiness. Please don't misunderstand me. I have nothing against young per sons-or even older persons-shar ing their possessions. Indeed, unself ishness is a positive unifying force for social cooperation. But the mes sage of the cartoon went far beyond just being generous with one's own property; it said this: self-interest leads to conflict and strife, but the road to wealth, happiness and equality comes from the proper mo tive of sharing one's things with others-by force, if necessary. If we think carefully, we will re alize that this kind of social sermon is not unusual. We hear such exhor tations almost daily, whether they be from the minister's pulpit, the politician's speech, the editorial pages of our nation's newspapers or the evening news. Public (and most pri vate) school curricula are often deMr. Anderson has taught social studies in junior high school and currently is enrolled at Clemson Univer sity in the master's program in economics.

WHY SOCIALISM FAILS-WHY MARKETS SURVIVE 717 signed with such a message. Even many of our most successful busi nessmen declare that they seek nothing more than to further the common good of humankind; profit, they say, is not their main motive. Humanity is. Why Are We Unsociable? So be it. But, with all the urging to be good.socialists, or at least so cially-minded creatures, why are we not good socialists? Why do we as individuals continually seek our self interest, and why do most of our ac tions reflect a desire to maximize our own satisfaction? From the cradle to the grave, we are exhorted by those around us to act in a manner that we believe will bring satisfaction and happiness to "humanity," yet many of our actions mirror our own needs and our own desires. In short, in spite of many "socialized" particulars of our upbringing, most of us act in a manner deemed by intellectuals and other observers of the social scene to be unsociable.

It would seem, given what we are told about ourselves, that such a condition is intolerable. For exam ple, the environmentalist biologist Dr. Paul Ehrlich believes that hu man beings must curb their desire to have children "hopefully through a system of incentives and penalties, but by compulsion if voluntary methods fail."l Our birthrate, he says, must "be brought into balance with our deathrate" if humanity is to sur vive on this planet. 2 Harvard psy chologist B.F. Skinner declared that "we need to make vast changes in human behavior" to solve our eco nomic and social problems. 3 His so lution, of course, mirrors that of Harvard economist John Kenneth Galbraith: intellectuals, members of the academic and scientific commu nity and the state must play the dominant role in making all of us behave in a "proper" social manner. 4 Vast efforts have been made in that sphere in the United States since the New Deal era in the 1930s; other nations, especially the communist ones, have gone much further, both with external stimuli designed to educate persons in the proper social ist mold and, when that failed, brute force and terror. Have such efforts worked? If these socializing at tempts have been successful in the communist countries, then perhaps we can espouse a philosophy of life in which self-interest can be elimi nated and replaced with service for the common good. But, on the other hand, should such methods be lack ing in their effectiveness, we must either question their modus op erandi or their very validity itself; for if these behaviorist ideas fall way short of the mark in· their theory of human action, we must draw the conclusion that free markets, though they be stifled and harassed, cannot be eliminated from human relation718 THE FREEMAN December ships. Why? Because most behavior ist theories, when applied to the general population, are geared to the elimination of self·interest, and it is self-interest that fuels the free mar ket.

Last year I visited a nation in which a certain amount of financial success is guaranteed by the state. Medical care was "free," each person is guaranteed a job and a place to stay, good athletes and talented arts performers are heavily subsidized by the government and pensions are provided to the elderly people. I saw no emaciated people on -the streets, no beggars and (from my vantage point) no prostitutes. The Other Side "Where is this paradise?" some readers may be··asking by now. "How can I become a citizen of that coun try?" However, before you renounce your citizenship, let me tell you a few other things about this wonder ful nation. To enter, I had to travel through a breach in an impregnable wall, a barrier guarded with barbed wire, tank traps, steely-eyed guards with machine guns, vicious dogs and buried land mines. The wall exists not to keep travelers like me from entering but rather to keep people from leaving this "workers' para dise." On the other side of the wall, numerous crosses served as remind ers of the many who had been gunned down by their countrymen while trying to leave without their gov ernment's permission. The barrier is the famed Berlin Wall and the na tion, the world's most prosperous communist country, is the German Democratic Republic, known better as ~ast Germany.

Compared with West Germany, the GDR's standard of living is quite low, and that difference between the two nations is assumed to be the cause of persons' risking their lives to cross from East to West. 5 But such an ex planation of why people are willing to take a chance at being inglo riously gunned down at the border is, at best, incomplete. After all, the GDR offers what many intellectuals and politicians believe the people really want: bread, jobs, and circuses (or, to be more accurate in the GDR's case, bread, jobs, and operas). And, in keeping with what Dr. Ehrlich believes is the proper role of government, the East German state dictates a lifestyle for each citizen. Birth control-sometimes enforced with required abortions for women who might become pregnant at what the government regards as an inop portune time-is a must. An intel lectual and political elite tries to de termine the lives of each person living in the GDR, exchanging the promise of lifetime security for an implicit agreement that the people do what the government tells them.

And still they risk their lives; if the wall were suddenly removed, many 1983 WHY SOCIALISM FAILS-WHY MARKETS SURVIVE 719 more would stream across the bor der. Something is clearly amiss in someone's social theories. The intel ligent and efficient East German leaders have used the best-known techniques of mind control and stimulation. But, judging from the high number of defectors from that nation and the increased amounts of "underground" economic activity in the GDR, numerous Germans from behind the Iron Curtain still prac tice officially verboten self-interest. The Chinese Story Perhaps the East Germans are an exception; after all, many of those citizens had been previously "con taminated" by capitalism before World War II. A decade ago, many western intellectuals journeyed to the Far East and, upon their return home, gushed forth the praises of the Communist Chinese nation that had seemingly trained its citizens to be happy, cheerful, socialized people.

Chairman Mao had urged his sub jects to be "willing to integrate yourselves with the broad masses of the workers and do so in practice."6 The people, according to the intel lectuals and members of the western media, proclaimed the glories of so cialism with "evangelistic moral fervor."7 And even though the Chinese state is officially atheistic, missionary David H. Adeney enthusiastically trumpeted what he felt were the government's real achievements. Many of the great economic problems of the past have been solved. The terrible inequalities between rich and poor have disappeared. No longer does a large seg ment of the population live under the threat of natural disasters such as flood and famine [In contrast to Adeney's claims, reports have filtered out from China that tell of millions dying at periodic times in the past three decades, both from famine and disaster]. There are none of the glaring inequalities which are to be found in a city like Hong Kong with its great contrast between the very rich and the very poor. Many have been im pressed by the clean streets, disciplined living and the absence of prostitution, sordid sexy advertisements and commer cialism which are found in other parts of the world. Even though living standards may seem to be very low, the commu nists have at least been able to provide for the basic needs of the largest national population on earth. 8 Yet, many Chinese still flee to Hong Kong, risking their lives to swim across a shark-infested bay or sneaking through a no-man's land, hoping to avoid border patrols that will send the wouldbe escapees back to China.

The situation is puzzling. On the one hand, intellectuals and religious leaders tell us that what people be lieve to be a horrid social evil-dis parity of incomes-has been elimi nated in China. On the other hand, people still want to leave that land.

720 THE FREEMAN December What about Mao's exhortations to "serve the masses"? Adeney says, "He (the individual) is sent to the place where his gifts can be used to serve the masses ... the communist state does not allow a man to choose the place of work where he can obtain the maximum benefit for himself."9 It is clear, from reading Adeney's description of China, that the com munist system works with success. Yet, a contrasting account comes from a man who lived for a year in the Chinese city of Zhengzhou: The slogan "Serve the People" is laughed at ... The overwhelming worry in students' lives is their future job as signments. They are seldom consulted about their interests or desires. The the ory is that one should serve the state in whatever capacity the state wishes. This means giving the cushiest jobs to party members and their friends. For society as a whole, the result is bus drivers who wish they were postal clerks, electricians who wish they were metal workers, and shop clerks who wish they were bus driv ers ... With so little personal freedom it is unutterably difficult for a person to discover what his potential might be, let alone fulfill it in the service of the state.

The policies of control make the control necessary, and by exercising them so en compassingly, the government cheats it self of the abilities of its own people while it cheats people out of their abilities. 10 The reports of individualism are not endemic to either the GDR or China. Such stories accompany tales of human action from nearly every totalitarian nation on the globe. Something in the human condition makes us act as individuals. Gov ernments using the most sophisti cated and most terrible methods of control have failed-and will con tinue to fail-to create the socialist man en masse. What they have cre ated, instead, are austere, grim so cieties in which the individual, to reach any sort of self-fulfillment, must often break the law or leave the country. 11 The Socialist Paradox This does not mean, due to past failures of socialist experiments, that social visionaries will stop trying to create the collectivist utopia. A glance at the world scene today will dispel any such notion. But all these social experiments are doomed to failure because a collective cannot act; only individuals act. They may work with one another in a collec tive effort, but that output is only the sum total of individual action.

Walter Lippmann understood this condition well when he wrote of the Nazi experiment in the 1930s: The success of this experiment would seem to depend upon the fulfillment of a paradox. All Germans must sink into docile but eager resignation, accepting the decision of the Fiihrer as the fellah ac cepts the will of Allah; and then out of this conforming mass must arise bril liant, adventurous, and supremely intel ligent leaders. 12 1983 WHY SOCIALISM FAILS-WHY MARKETS SURVIVE 721 Within the socialist framework, only the collective (read that, "peo ple") has importance and yet, as Lippmann so aptly pointed out, the kind of leadership needed within a society must come from that same mass that has been told that indi vidual initiative is evil. One cannot be a leader without exert~ng indi vidual initiative; likewise, as Israel Kirzner has noted, a growing, dy namic economy is impossible if the entrepreneur does not have freedom to act (in the Soviet Union and a scattering of other socialist nations, to engage in entrepreneurship for profit is to commit a capital offense punishable by death.F 3 This might account for the reason numerous western visitors to communist lands have remarked that the countries seem economically and socially fro zen in time, a condition that cer tainly applied to East Germany when I saw it last year. 14 People in the GDR have tremendous pressures upon them to conform, and the penalties for nonconformity make it ex tremely unattractive for people to risk imprisonment and even death just to improve one's financial state (one can also place political dissi dents and artists who refuse to suc cumb to "Socialist Realism" in their work in this category of risk takers).

Thus, to reduce the risk, wouldbe entrepreneurs must often engage in bribery and stealing in socialist na tions; as one recent exile from the Soviet Union writes, the socialist system is greased by corruption. 15 Why the Urgeto Be Free? We have examined reasons why socialist systems work so poorly, but have not explained why human beings cannot be totally socialized. After all, we can say that human beings act from their own desires and perspectives, but we have not said why this is so. We ask: "What is it in the human condition that does not allow us to be totally absorbed in the collective? Why do we as human beings act first from our own per spective and not the perspective of everyone else? And why do we want to be free?" A glib answer that comes from some of the intellectual elite in reli gion and social sciences is that most people are not enlightened and need to be herded into doing right by members of the elite, be they a B.F.

Skinner or a David Adeney who de clares that it is "tragic that only a few Christian professionals demon strate true dedication to the needs of society and victory over self-inter est. Many would bitterly complain if deprived of freedom and compelled by the state to serve where the need is greatest rather than where the salary is most attractive." In one sense, perhaps, the intel lectuals are right. We are unenlight ened in many aspects and truly lim ited in what we can accomplish. Most 722 THE FREEMAN December religious (and secular) dogmas ad mit that sin and suffering exist in this world; people become ill, make mistakes and often fail to show proper respect for their fellows. We live in a world fraught with error. Such is a given condition of life as we know and experience it. But imperfection is a trait of all of us, not just most of the population. To say that a few of the elite can by force or persuasion rearrange the world into a utopia is to vastly mis understand the human condition.

Writes Thomas Sowell: For some, the world is envisioned as a place that needs only their superior vir tue and wisdom to achieve happiness and fulfillment. This might be called the vi sion of the anointed. To others, the prob lems inherent in man and the cruel choices of nature can only be imperfectly resolved, and even this modest goal re quires great efforts by all, not inspired salvation by a few messiahs. 16 The Division of Labor It is vitally important to under stand that all of us are vastly lim ited in many respects. A man thor oughly skilled in metaphysics may have almost no knowledge of eco nomics; likewise, a highly-regarded economist may be totally ignorant of the processes in a nuclear fission re action. People may gain expertise in some areas, but few, if any, persons are extremely competent in all dis ciplines. And there are probably none among us who can truly predict the future, least of all, economists. 17 Because of our limitations, we can barely master our own circum stances, let alone the circumstances of others. The best guide we can have for dealing with situations that face us is self-interest, flawed and racked by evil as it may be. As Sowell points out: The problem with experts is that they don't know and can't know. They may have a lot of theories and second-hand information at their fingertips. But the hard, specific knowledge needed to make decisions is usually scattered among mil lions of laymen. The layman is the real expert on his own particular situation and has every incentive to change his deci sion when the results don't turn out the way he wants. . . True, an expert may know more than one layman. But nei ther of them knows enough to try to con trol a whole economy or society of mil lions of other human beings. 18 It is in the best interest of the in dividual to learn from his or her own errors. Granted, all of us repeat our mistakes from time to time, but the negative results from those mis takes give us incentive to correct our errors.

This is not always true, however, for those in positions of governmen tal power and authority. Take edu cation, for example. For more than a decade the "new math" was foisted on public school children, even though many educators had serious misgivings about that curriculum.

1983 WHY SOCIALISM FAILS-WHY MARKETS SURVIVE 723 The result was that mathematics skills of children involved in "new math" were found to be far below those students taught a more con ventional form of math. To the lay man, the only sensible thing seemed to be to drop this pseudo-math like a hot potato; but to the experts whose jobs depended upon continuation of the "new math," changes in the mathematics curriculums across the nation became a threat to their live lihood. Therefore, they organized and worked with an amazing amount of success to keep "new math" in schools for many years, to the detriment of many youngsters who became un willing victims of this educational malpractice. 19 There seems to be an unsolvable contradiction in my thesis on self interest, however. First, I point out that self-interest is, given our very real limitations, the best guide for human action. But then, I show how self-interest on the part of some ed ucators has proven disastrous in the field of education. Either self-inter est is good or it is bad, one may say, and if it has such awful effects, then perhaps society should work to elim inate self-interest from the individ ual. (Of course, that last phrase is a self-contradiction itself, since it im plies-if one believes the whole (so ciety) is a sum of its parts (individ uals)-that it is in the self-interest of all individuals to eliminate self interest.) Acting Voluntarily The key word in all of this discus sion, however, is coercion. When an individual follows his own self-in terest and has little, if any, power to coerce his or her neighbor into doing what he wants, then that self-inter est can serve others. For example, take the baker of Adam Smith's The Wealth ofNations. Smith wrote that the baker did not bake bread be cause he was necessarily a benevo lent man, but rather because he wished to make a living. He was fol lowing his own self-interest-he could make money plus he may have enjoyed the feeling of accomplish ment when he produced an excellent product-and his neighbors re ceived benefits in the form of bread and pastries.

It is important to remember that the baker had no power to coercehis neighbors to buy his bread, at least in Smith's example. All the ex changes were voluntary, and both the baker and the buyers benefited from the exchange. However, to show how coercion may distort the picture, let us give the baker the same power as, say, the public educator. First, the baker has the local government pass a law that only he can bake bread within certain limits, and those trying to start a bakery without his permis sion will be subject to imprisonment or fines or both. Next, he has the government decree that people in the 724 THE FREEMAN December neighborhood must buy their bread from his shop; they cannot manufac ture their own bread in their homes. This condition is known as compul sory bread buying (he may even press for a law that requires people from another neighborhood to be bused to his bakery). Some time later, people begin to discover that the bread is moldy and the pastries are hard and tasteless, but the baker, backed by his political friends, manages to keep the compulsory bread-buying law on the books. The law, they solemnly declare, is in the public interest.

The people in the neighborhood, while obeying the law at first, may take to less-than-lawful means to obtain bread as the quality of "pub lic interest" bread deteriorates. They may secretly bake bread in their own homes; perhaps a disgruntled resi dent may set up an "underground" bakery in the back of a hardware store. Maybe a brave soul will openly set up his own "uncertified" bakery in hopes that the unjust law will be repealed (unfortunately, he is ar rested and jailed and his illegal bak ery padlocked). In all three cases, people are fol lowing their own self-interest, but only in the first instance, when buy ers and sellers are involved in vol untary exchanges, can self-interest truly serve the public good. In the second case, when the baker was able to convince the legislators to give him a legal monopoly, what was in the baker's self-interest was not at all in the interest of his customers. In the third situation, the underground market, while providing much needed services to people, involved corruption and dishonesty to stay afloat. Yet, people who might think of themselves as law-abiding and decent citizens, will turn to such un lawful tactics if they feel their rights to pursuit of their vital interests are either being stifled or taken away.

The Underground Economy The corruption that accompanies underground economic activities in many socialist nations is a good case in point. To quote a troubled Soviet official, "It's hard to imagine the ex tent to which theft and corruption have become expected. The assump tion that 'everybody steals' is eras ing the whole nation's sense of right and wrong."20Yet, at the same time, such underground economic activity is necessary to keep the Soviet econ omy afloat. The Soviets face a di lemma; they can either admit that socialism works poorly, a move that would discredit their entire political structure, or they can continue to speak of the glories of socialism and tolerate the black market, knowing full well that such activity, accom panied by corruption, is tearing the soul of that nation apart. Because people will ultimately follow their own self-interest, mar kets, be they legal or illegal, will in1983 WHY SOCIALISM FAILS-WHY MARKETS SURVIVE 725 evitably spring up. However, there is more to the human condition than just sin and self-interest. As human beings, each of us desires to be sig nificant. Each of us desires purpose for living; most, if not all, of us as pire to something beyond what we have today.

Because of their makeup, markets enable us, at least in part, to pursue our goals. Says Kirzner, "The mar ket system runs on purposeful ness."21That purpose may be mone tary profits to improve our own standard of living or profits to im prove someone else's life. People may seek power, as in the case of a poli tician' or influence, as in the case of a journalist or teacher. The psychologist Abraham Mas low claimed human beings have a priority of needs, beginning with ba sic physiological needs such as food, clothing and shelter. People without those basic items will center their lives on obtaining them. Once those needs are met-or, ifthey are met people seek more abstract goals such as safety and security, belonging and social needs, esteem and status and, finally, self-actualization and fulfill ment. 22 For example, an entrepreneur may risk his life savings on an enterprise because he believes success will bring riches. Twenty years and millions of dollars in profits later, however, the entrepreneur, once motivated by making money, now seeks to be known not as a "cut-throat busi nessman," but rather as a philan thropist or, perhaps, a "friend ofarts."

Such was the process of many of America's self-made men like John D. Rockefeller or Andrew Carnegie (whose descendents now often en gage in anticapitalist activities). Ways of Self-Expression Whatever the motivation, people will seek avenues to fulfill their dreams. The market is one of those avenues, though not the only one. Hitler, Stalin and Lenin sought other paths to power besides noncoercive markets (although Hitler was, at first, chosen in a free election-he later seized absolute power in Ger many by brute force). And some peo ple who· gain wealth and prestige through free market activities may later turn on the market because they feel such action advantageous to their own position. Yet, for those who spend much of their careers working against the market system, numerous others use it because they have no other ave nues to success. A man who lacks literary talent and thus cannot make millions skewering private enter prise in books and articles may have abilities in making and selling bet ter mousetraps. The Soviet citizen who, because of his lack of position or party membership, cannot shop at the special "yellow-curtain" shops which offer goods not available in 726 THE FREEMAN December regular stores may turn to the un derground market to satisfy his needs and desires. That same citizen, dis gusted at the low pay he receives from his guaranteed, state-run job, may illegally moonlight as a repair man or taxi driver. Again, he turns from government-run activity based on coercion to private-though ille gal-activity based on free ex change. He lacks the power to coerce; therefore, he must seek other means to fulfill his needs.

There is one other reason that free markets exist in the face of hostility , that being the need for interper sonal cooperation. Of course, to the anticapitalist mind, such a claim may seem self-contradictory. After all, we have been brought up on the notion that competition, not cooper ation, is the basis of the market sys tem. In one sense, this is true. Com petition helps provide the incentive people require to do a job well. But, on the other hand, market systems are also dependent upon free exchange. Buyers must cooperate with sellers and, within a business enterprise, individuals must coop erate with other individuals. Notes theologian Michael Novak, "What constitutes capitalism is an organiz ing ethos, a corporate enterprise, a collective effort. Capitalism is far more social in character than its enemies-or its friends-have yet grasped."23 Businesses, unless they have the power of government behind them, cannot coerce customers into buying from them. Their only other avenue to success is through incentive and cooperation. (This does not mean that businessmen are im mune from using fraud and trickery in their activities-it just means that in the absence of coercion, busi nesses must be able to attract poten tial buyers into voluntarily cooper ating with them.) We Are Interdependent When we speak offree markets and self-interest, the idea of "rugged in dividualism" comes to mind. Yet, self reliance is a myth. 24 We must all co operate and interact with others if we are to survive; all of us are inter dependent upon the skills and ser vices of others. The same goes for nations. As the French economist Frederic Bastiat once said, "If goods don't cross borders, armies will." For the cause of peace, there is a need for free exchange.

Markets have existed and will continue to exist because there is a pressing need for them. As Kirzner puts it, "The market is the substi tution for the absolute knowledge of truth."25 We are imperfect and shortsighted people. In a real sense, we are all blind to absolute truth and knowledge. We need incentives, and we can only act at any time with partial knowledge. With that in mind, we should remember that no central authority can or should have 1983 WHY SOCIALISM FAILS-WHY MARKETS SURVIVE 727 near-absolute control over actions of others; the result-and we see it in totalitarian .states-is the blind forcing the blind to follow. What was originally sought in those nations was economic order; what has emerged is economic chaos. Not only are we dependent upon self-interest to help us in solving our problems, we are also forever find ing that new and pressing problems needing solutions continue to force their way into our lives. We cannot live without continual replenish ment of the basic necessities of life; nor can we exist without self expression. Notes William Winter, "Self-expression is the dominant ne cessity of human nature."26 And be cause most of us lack the legal power to coerce others into serving us, we must turn to the cooperation of the market system to fulfill our needs.

As Sowell writes: "The institu tions that bring out the cooperation of numerous and very different peo ple-the family, the Constitution, the market, traditions-are all sacred to believers in the vision of social pro cesses as the way to make the best of the tragic human condition."27 Yet, the market will always have its enemies, and by blocking the free activities of the market, the enemies of capitalism have succeeded and will continue to succeed not in their cherished aims of bringing social or der and harmony, but rather in cre ating chaos and poverty. The record of collectivism in this century, from Stalin's gulags to Mao's hellish com munes to the Pol Pot massacres, is one of coercion and failure. Yet, the fail ures of socialism do not sway those who seek to impose more so cialist orders on humankind. As Sowell points out, what believers in social processes see as ways to deal with the problems of humanity, many intellectuals and government lead ers scornfully view as obstacles to their own imposed "solutions."28 MarketsWill Survive But for all the anticapitalist mentality that exists, we can be as sured that markets in one form or another will survive. True, by block ing-or attempting to block-mar ket processes, many social leaders stifle legitimate human action and aspirations, but they cannot com pletely immerse the human spirit in the sea of collectivism.

The only way that socialism can succeed is for an elite to have total knowledge of what is good for others (who are assumed not to know what is good for themselves), and then to be able to force their will on that less-than-enlightened population. And as long as human beings re main in their imperfect state, we can assume socialism will never be suc cessful. The~efore, free markets though stifled-will exist as long as human beings inhabit the face of the earth. And markets can best serve 728 THE FREEMAN the public interest when they are permitted to be practiced in the open without government harassment and extensive regulation. @ -FOOTNOTESIPaul R. Ehrlich, The Population Bomb (New York, 1968), Prologue. 2Ibid. 3B.F: Skinner, Beyond Freedom and Dignity (New York, 1971), p. 2. 4Francis A. Schaeffer, Back to Freedom and Dignity (Downers Grove, Illinois, 1972), p. 22. 5Because of the social and economic makeup of communist nations like East Germany, ac curate comparisons of standard of living are hard to measure. A suit bought in East Ger many may cost the same percentage of income as a suit bought in West Germany. But the West German suit may be of a higher quality. It is simply difficult to measure all variables in such a comparison. In the case of people escaping communist nations to enter free ones, standard of living may be only a partial reason. Freedom of worship or speech may also enter in the pic ture. Again, it is hard to measure motives. We must simply accept the fact the people escape from communist nations, not to them.
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RidgwayK. Foley, Jr. THE IRONYOF ETERNALVIGILANCE COMMON political folklore advises citizens mulcted by the persistent mirror evils of entitlement and reg ulation to "become involved in the governmental process in order to hold your own" and thus maintain their lives, liberties, and properties against the ravages of the avaricious state and its propelling plunderers. I pro test: no one should be compelled to take up cudgels to defend and pro tect his God-granted rights against onslaughts perpetrated by envious, greedy, power-seeking panjan drums. Each person should enjoy a sanctuary devoid of unwanted in trusion by the state or its minions. Those who offer the well-meaning advice concerning political involve ment recognize but a single facet of reality: The dynamics of modern Mr. Foley, a partner in Schwabe, Williamson, Wyatt, Moore & Roberts, practices law in Portland, Oregon. pressure-group politics result in a cacophony of quests for unearned largess and control over the destiny of others. A multitude of special in terest conglomerates secure enact ment and enforcement of rules and orders designed to employ the coer cive force of the state to the end of self-betterment at the expense of other, less influential or well-orga nized, individuals. The exhortative activists suggest like action: Use special interest activity to combat the existing wicked ambiance permeat ing the halls of government. Thus witness the formation of taxpayer unions, public interest law firms, and freedom lobbies crafted to promote "free enterprise," a balanced budget, judicial restraint and a whole host of superficially laudable notions.

Unfortunately, such conduct over looks the shopworn but honest ad729 730 THE FREEMAN December age that those who cannot read his tory are damned to relive it. Almost three thousand years ago, the Psalmist David warned us to "put not your trust in Princes, nor in the son of man in whom there is no help." Lobbyists, legislators, and jurors represent the current crop of "princes," and the "son of man" equates with those sinister individ ual and aggregate attempts to coerce compliance with niggling norms motivated to limit creativity and to restrain the enhanced moral life. Simply put, one who adheres to the admonition to achieve political in volvement will receive disappoint ment, not absolution; such persons who trust princes and serfs will find the proposed solution wanting. Eternal Vigilance Since we have been alerted by John Philpot Curran that eternal vigi lance constitutes the price of free dom, it appears appropriate to in vestigate the reasons that deny efficacy to such a proposal for a po litical solution. A several-fold ratio nale divides into two categories of justification undergirding the con clusion.

In the first place, political activity (even that formed for high purpose) will not prove competent to achieve the desired result. In the instant case, counselors recommend the forma tion of political action groups to en courage proper governmental stands upon such causes as the liberation of business from the bonds of con straint' the inculcation of fairness and restraint into the system of tax ation, the limitation of expensive entitlement or transfer payment programs and the like. They cham pion such tactics as flooding Con gress and the President with peti tions, raising funds to elect compliant legislators or to defeat recalcitrant ones, employing proctors to adjudi cate the legality of governmental behavior, and similar deportment. Such efforts will prove unfruitful for two simple, cogent and related reasons: (a) The doctrines of regula tion and entitlement, with their ap peal to mankind's malevolent side, always appear more desirable and harmonious than the path of right; and (b) the purveyors and seekers after booty can and will always out vote and politically overwhelm the remnant who merely wish to be left alone, never once pausing to con template Ayn Rand's seminal ques tion of "who will the looters loot when the victims are vanquished?"

In the second place, it is morally repugnant to enlist force to achieve the ends of liberty. Coercion begets coercion, restraint begets restraint. As Leonard Read was fond of noting, "the bloom pre-exists in the seed, the ends pre-exist in the means." Politi cal action-however properly con ceived-still consists of the applica tion of legal constraint upon creative 1983 THE IRONY OF ETERNAL VIGILANCE 731 human endeavor. Given the dark side of mankind, well-intentioned con duct invoking governmental action naturally deteriorates into coercive conduct resulting in the deprivation of human freedom. Treatment thus aimed at saving voluntary action soon succumbs to the disease sought to be cured. Furthermore, contemplation of the ineffectiveness of political counter action ignores the fundamental wrong: An unwilling individual ought not be drummed into the ser vice of the freedom fight against his will. Justification of such an enlist ment operates on the same premise as "might makes right." Consider the basic proposition: "A" lives an up right life, never treading upon an other's freedom, always producing and trading desirable goods, ser vices, and ideas in a market; by what moral principle should "A" be com pelled to expend his share of his rightful acquisitions in thwarting legalized theft?

One may deduce a quintessential duty to join the community defense against outlaws, but one may not Raise a Standard distend the principle to compel such an obligation against brigands who use the law for wrongful purposes. Those who exhort common political activity essentially contend that a person who lives decently and prop erly should nevertheless engage in distasteful activity at his own ex pense to prevent illegality by the very state which is supposed to act as the eternal policeman for the citizenry. On What to Do One inquiry remains: What course of conduct should be followed by one who eschews political behavior yet aspires to freedom? An answer re quires the height of presumptuous ness, for no actor can effectively di rect another in this type of endeavor. Suggestions, not commands, follow. Refuse to recognize impolitic poli tics. Resist tyranny in all forms by every peaceful means and by adher ence to ethical principle. Recognize and avoid coercion and rebuke those who apply it to your life. Read, write, discourse, listen and learn the ele mental postulates of truth and live by them always. Reveal your light to those who wish to see. i) IDEAS ON LIBERTY IF to please the people, we offer what we ourselves disapprove, how can we afterwards defend our work? Let us raise a standard to which the wise and honest can repair. The event is in the hand of God.

AITRIBUTED TO GEORGE WASHINGTON William H. Peterson KICKA BUSINESSMAN TODAY THE BEAT GOES oN-i.e. the daily beat-up of the businessman on the Boob Tube. Not physically but psy chically: in the perception of the businessman and the role he plays in our society. Scheming oilman J. R. Ewing of "Dallas" is the prototype. Recently three George Washington Univer sity researchers-Linda Lichter, S. Robert Lichter and Stanley Roth man-spent eight weeks in front of the Tube and reported their findings in Public Opinion. They identified 226 fictionalized business men and women in Televisionland. A lop sided 60 per cent of them, they found, were Bad Guys-and of these, one out of three (or 21 per cent of the total) was an out-and-out criminal. Worse, this criminality stemmed not so much from character failings, Dr. Peterson, who was chief economist for U.S. Steel, is director of the Center for Economic Education and the Scott L. Probasco Jr. Professor of Free Enterprise at the University of Tennessee at Chattanooga.

732 home background and the like but rather from the nature of the busi ness environment itself. Thus in "The J effersons" we wit ness a hotel executive get sadistic pleasure in firing employees and ex press ardent dislike for blacks. In "Three's Company" we observe a "lady" diner-owner fire her cook when he rejects her sexual advances. In "Lobo" we watch a bank manager plot the robbery of his own bank. In "BJ and the Bear" we see the owner of a corporate conglomerate deal in illegal explosives and try to sabo tage a company ship in order to col lect the insurance. Rarely, if ever, does free enter prise get bouquets on television. But brickbats, yes. In one segment of "Taxi," for example, the drivers gripe about dangerous deterioration of their cabs and put it to management to make the needed repairs. Louie, the manager, proposes instead to fix the company records so manageKICK A BUSINESSMAN TODAY 733 ment could not be blamed. Natu rally, the drivers object to Louie's devious scheme. Louie, however, ex plains away his guilt by informing them, "Every great businessman has done it."

Similarly, in "Diff'rent Strokes," a couple of kids start up their own brownie business. When their busi ness becomes too successful for them to handle alone, their sister asks to become their partner in exchange for her help. The two boys offer her in stead a meager salary as their em ployee. They explain: "That's what business is all about. You do the work and we get the profits." Concluded the Lichters and Roth man: "If American business has re deeming social values, they rarely turn up on prime-time television. Rather, businessmen are cast as evil and selfish social parasites whose ef forts to secure 'more' are justly con demned and usually thwarted. Tele vision has blurred the important distinction between selfish and self interested behavior. According to television, what is good for business is not likely to be good for American society." These conclusions tie in with Ben Stein's earlier study of TV's top sit com and soap opera writers and pro ducers. In his The View from Sunset Boulevard, Stein interviewed the creators of TV's hit series and found them condemning business as part of "a dangerous concentration of power." Business people, he was variously told, are "lepers . . . dino saurs ... cannibals ... sons of bitches." Douglas Benton, who has written or produced for "Police Woman," "Ironside," "Columbo" and many other shows, conceded that business is economic democracy at work. But he added: "It's the strong smart people who get all the money and the weak dumb people who suf fer."

Stein recorded his similar reveal ing dialogue with Bob Weiskopf, a co-producer of "Maude," as follows: Q. Why are people poor in Amer ica? A. Because I don't think the sys tem could function if everyone was well off. Q. What do you mean? A. I think you have to have poor people in a capitalist society. Q. Why? A. To exploit. The rich people can't exploit each other. Conse quently they always exploit the poor. Granted, business people, as in every other walk of life, have their share of scalawags and ne'er-do wells. But TV's distorted perception of business people does a profound disservice to American democracy. This one-sided perception is, I sub mit, hardly calculated to aid our economy in its struggle to recover. Or to assist young people in high 734 THE FREEMAN school or college on choosing a ca reer in business. Or to provide un derstanding to our legislators to fashion intelligent economic policy.

Moreover, the perception, which is furthered on network news pro grams, promotes the· idea that not free enterprise but far-seeing hu manitarians and political crusaders are responsible for America's well being. It advances the idea that in come essentially flows from Wash ington and only secondarily from Rural America, Main Street, Wall Street, and Factory, Laboratory and Office Row. In addition, the perception squelches the highly strategic mar ketplace role of the entrepreneur who, aided by the saver and inves tor, competitively applies our lim ited resources to where they'll do so ciety the most good-creating jobs and wealth, including our daily bread, and thereby boosting our liv ing standards. For, after all, it is the entrepre neur-no matter how denigrated who continuously seeks out busi ness opportunities and accordingly combines land, labor and capital into fresh and hopefully profit-making, wealth-creating and job-inducing situations in an ever risky, uncer tain and dynamic world. And no matter if the entrepreneur is a farmer, undertaker, gas station owner, fast-food restaurant opera tor, construction contractor or head of a giant conglomerate, the mes sage for our free enterprise system in this critical recovery phase of the business cycle is the same: No entre preneurship means no economic growth. Worse, it ultimately means no jobs. No wealth. No freedom. Only decay and social breakdown. The entrepreneur, in other words, is the unsung and most unappreciated and much needed hero of our times.

But the Tube proclaims, in effect, that the public sector sustains the private sector instead of the other way around, that Congress or this or that President somehow crushed poverty by redistributing wealth and by regulating and planning (read "fine-tuning") the economy. Busi ness-the fountainhead of our wealth, our tax revenues, the source of 80 per cent of our jobs-gets short shrift. As black Stanford economist Thomas Sowell puts it in his new book, Pink and Brown People: It was not our enlightened crusaders who brought light to the masses. It was Thomas Edison. It was not our intellec tuals who ended the insularity of iso lated communities. It was Henry Ford and the Wright Brothers. For the man in the street, Kodak did more to make him aware of pictures than Rembrandt and all the museums put together. More peo ple hear Beethoven as a result of record ing than ever heard him in his own time.

Sunset Boulevard, please copy. i MR. X manufactures gismos in a plant which uses the varied skills of a thousand employees. These people might cheerfully acknowledge that they'd rather be sailing, or fishing, or whatever; but when it comes to supporting themselves they have chosen to work with Mr. X in pref erence to any known alternative. They are free to leave whenever a better opportunity offers, and many have indeed "graduated" into other forms of employment, to be replaced by people who have chosen to work with Mr. X as the best opportunity available to them. A lot of people find gismos useful, and they are offered for sale at a price consumers can af ford. So people buy, and Mr. X pros pers. The Reverend Mr. Opitz is a member of the staff of The Foundation for Economic Education, a seminar lecturer, and author of the book, Religion and Capi talism: Allies, Not Enemies. Edmund A. Opitz Business and Ethics The relations between Mr. X and his employees are amicable; they are completely noncoercive and all ar rangements are voluntary. Likewise all arrangements with customers.

Mr. X is wholly dependent on will ing customers, over whom he has no leverage except the appeal of his product, plus the persuasiveness of his advertising. Mr. X has a profit able business, and his customers profit too; owning a gismo makes life more pleasant. There is an overall upgrading of the level of human sat isfactions on the part of everyone in volved: Mr. X, his employees, and the users of his product. By any def inition of the term, Mr. X is per forming a public service; everybody profits, nobody is coerced. Mr. Y manufactures thingama jigs. There was once a brisk market for this gadget, but times have changed and the item is no longer 735 736 THE FREEMAN December fashionable. Sales decline steeply and the firm slumps into the red. Mr. V's firm is on the verge of failure. Now, no one likes to go down the drain, although in the profit and loss sys tem of the free economy-usually called "capitalism" -some firms are bound to fail; customers simply stop buying, an act of free choice on their part, consumer sovereignty in ac tion.

Mr. Y, although he has lost most of his former customers, has friends in Washington; so he lobbies for a handout. The politicians and bu reaucrats respond by bailing him out with taxpayers' money. What does this mean to the average citizen? People who had refused to volunta rily pay their hard-earned dollars for one of Mr. V's thingamajigs now have a portion of their earnings confis cated by the taxing authority in or der to keep Mr. Y and his company afloat. Doesn't seem right, does it? As long as Messrs. X and Y oper ated in the private, voluntary sector of society they had no power to coerce anyone. Neither man could force anyone to work for him or buy his products. The rules of the market place forbid this. Under these rules Mr. Y faced failure, so he entered into an arrangement with govern ment, and now the law forces every taxpayer to spend a fraction of his time working for Y, and another fraction to subsidize the sale of Y's product.

There are many real life situa tions that parallel the case of Mr. Y. Most recently in the news, and therefore fresh in our memories, is the Chrysler caper. The firm is a large one, and its products have merit. But for a complex set of rea sons the American public turned to other makes of automobiles. The free market-which is the playing field where the rules of business hold sway-began telling Chrysler to go into some other line of business, or fail. This adverse business judgment on its products turned Chrysler toward politics. The several hundred thou sands of people who make up Chrys ler-management, labor, and stock holders-refused to accept the verdict of consumers, who chose to buy other makes of cars. Instead, they turned to Washington and got help. They got a political remedy for economic failure, as have countless others. UnbusinesslikeConduct A business or industry endures only so long as it pleases customers.

When a business ceases to please customers it ceases to exist as a business. At this stage of the game it may succeed in pleasing politi cians, who have the power to force taxpayers to support the new opera tion. This is a different ball game. A failed business propped up by a gov ernment handout is no longer a business; it's a hybrid which de1983 BUSINESS AND ETHICS 737 serves criticism as an unethical raid on the public treasury. It doesn't matter much what you label this politicized industry, so long as you realize that it operates in defiance of the rules which define a business or industry in a free society. A businessman per se operates within the framework of rules laid down by "the market"; when he op erates outside this framework, and by a different set of rules, he is something other than a business man. "The market" describes the process of social cooperation under the division of labor, where free and virtuous people specialize in a com plex variety of tasks in anticipation of a consumer demand for the goods and services they produce. This is stage one of the market, and it is followed by stage two-multiple voluntary exchanges of these goods and services where people give over something they value for whatever it is they value more. The end they have· in view is maximum satisfac tion of creaturely needs for food, clothing, shelter, recreation, or whatever.

Most of those involved in busi ness, industry, and trade operate within the framework laid down by "the market." They have a genuine desire to serve consumers; they take a craftsman's pride in the honest workmanship embodied in quality products which make the life of all of us safer, healthier, or more pleasant. And they feel a moral obliga tion to give value for value received; they have adopted and try to live up to a code of "business ethics," a praiseworthy effort, at which most businessmen succeed far better than many in other walks of Hfe. I was discussing this ethical point with a friend who had taught eco nomics to a generation of students at a fine midwestern college, where he also served for some years as Dean. We were talking about our two professions-teaching and preach ing-some of whose seamier sides we had experienced from the inside. "You know, Ed," he said to me, "a thoroughly dishonest man can last longer as a professor or a preacher than as a used car salesman!" I had to admit that there was more than a grain of truth in Ben's cynical obser vation; and further, that these same intellectuals have a tendency to look down their noses at business, indus try, and trade, as if the people in volved in commercial activity are a lesser breed-a mean and mistaken opinion which I reject completely.

The Customer Is Boss In a genuinely free society, a lais sez faire society in the early sense of this much abused phrase, the busi nessman is a mandatary of con sumers; the customer is boss. Con sumer sovereignty! Is this the way the businessman likes it? Of course not. Our businessman would like to 738 THE FREEMAN December think of himself as the man in charge, hands on the reins, running a tight ship. But who is he kidding? He doesn't have even the power to set wages in his own factory, or fix the prices he'll charge for his prod ucts! His competition, his employ ees, and his customers make those decisions for him. If he tries to lower wages he will lose his best workers to his competition who pay the going rate or more. If he tries to raise prices people buy elsewhere. He's stymied, and that's why he's tempted on oc casion to persuade some politician to bend the rules in his favor, just enough to give him a little "fair ad vantage." But when a businessman yields to this temptation he forfeits his standing as a businessman and becomes something else-a branch of the government bureaucracy with a status similar to the postal ser vice.

Wealth has a universal appeal, but wealth production is a dull affair. There's nothing about work to make the adrenalin flow or the heart to leap; there's no poetry, dash, or glamour about commercial transac tions-which is why the literacy tribe turns its back on the realm of trade. John Ruskin, for example, admired the buccaneer and freebooter type, calling him the Baron of the Crags the knight with his castle atop a hill. The modern man of wealth Ruskin referred to contemptuously as the Baron of the Bags-money bags, that is. The businessman tends to accept this caricature of himself and his function, vainly trying to conceal it under a false, and somewhat ridicu lous image. If only business radiated some of the magic that invests royalty, or reflected some of the panache of the military! So dreams the man of bus i ness, who then finds wish fulfill ment, of sorts, in assuming titles such as The Spaghetti King, The Chew ing Gum Czar, The Fast Food Ty coon, and so on. Captains of Indus try meet with their Lieutenants at the Admirals' Club to work out the strategy and tactics of the next "trade war." Inside the plant or in the board room our tiger is referred to with af fectionate dread as The Boss, or The OldMan.

The Function of the Businessman Is to Serve the Customer There is an inversion of values here, as well as a gross misunder standing of the role of the business man in society, a misunderstanding on the part of the businessman him self, which is shared by friends and enemies alike. Kings and dukes in the precapitalistic ages did not produce or earn the wealth they en joyed; they seized the wealth produced by others. They lived by "The good old rule, The simple plan, That they should take who have the power, And they should keep who can."

1983 BUSINESS AND ETHICS 739 Royalty and the nobility exercised vital functions at the time, but work was not one of them; and the same might be said of the military. As necessary as a military establish ment is for the defense of the nation, is it not obvious that military action results in the consumption and de struction of wealth? The business man appeared on the scene as a different breed altogether; the busi nessman earns whatever wealth he obtains, and the method he employs increases the well-being of others. He is on an ethical par, to say the very least, with those who rule and those who fight! "I take what I want," said Fred erick the Great; "I can always get some pedant to justify my actions." The thief also takes what he wants, and so does the pirate and the rack eteer. The king, the crook, the buc caneer and the gangster pursue their naked self-interest directly, operat ing in terms of a ruthless egoistic hedonism. Bemused by these glam orous figures, apologists for capital ism have explained the motivation of the businessman in terms of the same egoistic hedonism. With friends like this the businessman doesn't need enemies!

It is a truism to say that everyone tries to improve his circumstances, to upgrade his level of well-being. The question is How? Pursuing one's self-interest directly, at the expense of other people, is the way of the powerful and the crooked. Serving one's self indirectly by advancing the well-being of other people is the op erational principle of the free mar ket economy. To illustrate: the successful buggy manufacturer with a deep personal commitment to this means of trans port and pride in his product finds business falling off. Consumer taste is gravitating toward the new-fan gled horseless carriage. Our entre preneur, if he wants to stay in busi ness, must swallow his pride and put his time, talents and capital at the service of those who want automo biles. The ruler of this tiny indus trial empire, as he fancies himself, surrenders, and agrees to put him self at the disposal of consumers.

Everyone's welfare is upgraded in the only way possible for this to occur. The Good Society The latter part of the 18th century marks a watershed in human his tory. Walter Lippmann, writing about the capitalistic era which opened two hundred years ago, ut ters an incandescent truth about this startlingly novel way of conducting our economic affairs: "For the first time in human history men had come upon a way of producing wealth in which the good fortune of others multiplied their own." Read that one again, for it is the basic axiom of the free market economy, so fundamen tal that it is overlooked by friend and 740 THE FREEMAN foe alike. Lippmann continues: "For the first time men could conceive a social order in which the ancient moral aspiration for liberty, equal ity, and fraternity was consistent with the abolition of poverty and the increase of wealth." (The Good So ciety, pp. 193-4.) This was the social order origi nally known as Classical Liberal ism, built around the conviction that there is an inviolable essence in each person, which it is the function of the Law to protect. When the Law is limited to the administration of jus tice by securing the life, liberty and property of all persons alike, then people are free to peacefully pursue their personal goals, each respecting the right of every other to do the same. This is the good society oper ating under the moral law, the only kind of society in which a complex division of labor economy can flour ish.

There is a moral law whose man dates are binding on everyone of us. The moral law within each person his individual conscience-in structs us to "injure no man." It ob ligates us to work for justice and fair play in human affairs; to speak the Fred De Armond IDEAS ON truth in charity, keep our word and fulfill our contracts. This ancient code forbids murder, assault, theft and covetousness. These are the most important items in any ethical code, so universal as to seem part of hu man nature itself, and so compelling that most of us acknowledge them as binding even while we fail to obey them. There is not a separate ethic or set of moral principles trimmed or adapted to this group or that in so ciety, even though our common speech seems to suggest this. It is improper, strictly speaking, to talk about "legal ethics," "medical eth ics," "business ethics," or the like. Lawyers, doctors, businessmen are judged by the same moral law that applies to all the rest of us. Free market rules of business fall well within the moral law; and individ ual businessmen, large as well as small-so long as they stick to their last-measure up at least as well as members of other trades and profes sions. Only when a government grant of privilege is obtained is a moral principle violated. But when this happens the violator is no longer a businessman. ~ LIBERTY A MAN OF ACTION, intent on performance which is both successful and ethical, must strive to see that his actions are consistent with the prin ciples he professes. To fail in that respect is the worst form of incon stancy. "What is right?" is always a relevant question.

John JeffersonDavis JAPAN'S "FIFTHGENERATION"COMPUTERS: THREATTO THE FREE MARKET? "In my opinion, your contemplated conduct is an unequivocal combina tion in violation of the antitrust laws of the United States."! This was the response of San Francisco antitrust lawyer Joseph M. Alioto to the for mation of the Microelectronics and Computer Technology Corporation ("MCC"), a consortium of twelve major high-tech corporations in cluding Honeywell, Motorola, RCA, and Control Data. These American corporations formed the new group in order to pool their research re sources for a more effective response to the challenge of the Japanese "Fifth Generation" computer initia tive. Japanese leaders in government, industry, and the universities have mapped out a master plan for the Dr. Davis is Associate Professor of Theology at Gor don-Conwell Theological Seminary in South Hamil ton, Massachusetts, and author of the forthcoming book, Your Wealth In God's World.

next decade to catapult Japan into the forefront of the world economy of the 1990s. The Japanese plan calls for a $100 million, eight-year effort to capture the world lead in the field of "supercomputers," the incredibly fast computers such as the Cray-1 manufactured by Cray Research of Minneapolis, capable of executing 100 million instructions per second. These super-fast machines perform vital functions in weather forecast ing, industrial design, and in de fense applications. The Japanese also plan to spend $500 million in a ten-year effort to achieve world dominance in the strategic area of artificial intelli gence, one of the most exciting fields in computer research today. The Japanese have seen that in the new Information Age economy of the 1980s and 1990s, computer science holds the key to dominance in the world economy. American 741 742 THE FREEMAN December computer scientists such as Profes sor Edward Feigenbaum of Stanford are warning that unless decisive ac tion is taken soon, America could easily find itself as knowledge-de pendent on Japan in the 1990s as it was oil-dependent on the Middle East during the 1970s.2 Japanese Lead in Marketing of 64K RAM Chips The United States has already lost a preliminary skirmish in the global computer wars. The Japanese have now captured 70 per cent of the world market in 64K Random Access Memory chips, the microprocessing devices which are at the heart of the modern microcomputer. These chips were invented in America, by engi neers at the Intel Corporation in California, and opened up an entire new world of information process ing. They serve as the "brains" of countless devices ranging from mi crowave ovens to personal comput ers. With real justification, these sil icon chips have been called the "crude oil of the 1980s" -so much new wealth and employment have they created.

Japanese leaders in industry and government were quick to respond to the new economic opportunities created by the microprocessing chip. The Japanese government provided $300 million for research and devel opment, worked out a cooperative arrangement among five companies, and Japan proceeded to achieve dominance in the world market for 64K computer chips.3 Their chips had done to American industry what their digital watches had done to the Swiss watch industry. Is it really the case that the Jap anese "Fifth Generation" challenge represents a grave threat not only to the American economy in the 1980s and 1990s, but to the very vi ability of classical free-market eco nomics itself? How could this be the case? The dilemma arises because there are voices which are now call ing for massive government initia tive as the only way for America to successfully respond to the Japanese computer threat: Only if govern ment takes the initiative, coordi nates the planning, and sets the goals, and provides massive financ ing, can America's economic sur vival be assured.

According to Prof. Feigenbaum, "America needs a national plan of action, a kind of space shuttle pro gram for the knowledge systems of the future."4 Are we really left with the dilemma of a choice between the classical free market and economic ruin, or massive government inter vention and economic survival? The new realities of the Information Age do challenge classical free market principles, but before it can be seen how this threat has been exagger ated, it is important to appreciate more fully the new developments 1983 JAPAN'S "FIFTH GENERATION" COMPUTERS 743 that are on the horizon in the "Fifth Generation" of computers. The Promiseof the Fifth Generation The phrase "Fifth Generation" re fers to stages in the evolution of computer technology. The first gen eration of computers was based on vacuum tube technology; the sec ond, on the transistor; the third on the integrated circuit, which com bined many transistors on a single circuit board; the fourth, on micro processor chips with large-scale in tegration (LSI) and very large-scale integration (VLSI) of the compo nents. Each "generation" saw an in crease in speed and computing power, together with a reduction in size and cost.

Computers that in 1960 filled en tire rooms and could only be af forded by government, industry and universities can now be matched by desk-top and portable models that are affordable to the consumer. Between the years 1946 and 1960, the num ber of computers increased from zero to ten thousand; between 1960 and 1980, the number of computers ex ploded from ten thousand to ten mil lion, and continues to expand at a phenomenal rate. 5 The "Fifth Generation" will see the development of artificial intelli gence, "computers that think." This means not merely another quanti tative improvement in computing technology, with all the economic implications which that has en tailed, but a new qualitative leap for human civilization and the world economy. Already computer scientists have developed such "expert systems" which mimic the reasoning pro cesses of experts in medicine and en gineering. The Caduceus system de veloped by scientists at the University of Pittsburgh assists doc tors in performing intricate diagno ses in internal medicine, at times with a degree of accuracy surpass ing even the most experienced hu man diagnosticians. The Dart sys tem developed at Stanford can diagnose computer system malfunc tions in the field, thus saving costly "down time." The Programmer's Ap prentice developed at M.I.T. assists human operators in the design and debugging of complex computer pro grams. 6 These "expert systems," and many others like them which are already in use or presently under develop ment, combine vast stores of rele vant information, together with de tailed programs which mimic the reasoning processes used by experts in the field. These programs are con structed by "know ledge engineers"

who interview the experts, "pick their brains" for their val uable know l edge, and translate this into a form that the computer scientist can use in writing a program that emulates 744 THE FREEMAN December the reasoning of the human expert. The development of "computers that think"-in contrast to ma chines that merely respond to pre programmed instructions-has vast implications for the world economy. It scarcely seems an exaggeration to predict that the widespread diffu sion of artificial intelligence will have an impact on human society compa rable to, if not greater than, the in vention of the automobile or the printing press. The Industrial Revolution magni fied the power of human muscle with the introduction of the steam en gine. The Fifth Generation will mean a new post-industrial revolution, where the power of the human mind itself will be magnified by the new computer technology. Just as the steam engine raised the standard of living in the industrialized nations, so the new generation of "thinking computers" promises a new plateau of economic well-being for those na tions that are alert enough to seize the opportunities.

The Fifth Generation: No Real Threat to the Free Market While the Japanese Fifth Gener ation project represents a real chal lenge to American leadership in the world economy, it by no means sig nals the end of classical free-market principles. Such alarmist predic tions represent a misreading of the true situation, as well as a failure to recognize the true resilience and creativity of the American system. The research and marketing strategies of the Intel Corporation are a good case in point. For the last several years the California com puter-chip firm has been reeling un der the impact of a recession and the fierce competition from Japanese manufacturers. Having lost the bat tle for the 64K chip, Intel is not giv ing up and acquiescing to a place of permanent inferiority in the world of microelectronics. Even though its 1982 profits were down 25 per cent from the previous year, Intel is planning to invest $130 million in research and development and $150 million in new plants and equip ment in an effort to regain its com petitive edge. 7 According to some es timates, Intel has succeeded in cap turing 70 per cent of the market in the new 16-bit chip technology-a design that can process information more quickly than the eight-bit de signs that characterize most per sonal computers in use today.

According to industry sources, IBM, the giant of the world com puter industry, has quietly formed a team of 25 scientists to counter the Japanese Fifth Generation project. 8 Last year IBM's gross income reached a record $34 billion dollars, and prof its surged more than 20 per cent. Af ter the Justice Department dropped a thirteen-year long antitrust suit in January of 1982, IBM executives 1983 JAPAN'S "FIFTH GENERATION" COMPUTERS 745 began to map out an aggressive new strategy for leadership in every field of computer technology: biomedical systems, factory automation, educa tional systems, telecommunications, and artificial intelligence. As of 1982 IBM had increased its research and development budget to a massive $2.6 billion-numbers which far ex ceed the Japanese efforts. Even without government help, "Big Blue," as IBM is known in the trade, would represent by itself a formidable threat to the Japanese plan. Any predictions of assured Japanese dominance would at this point be quite premature.

Suggestions that the government subsidized Japanese computer chal lenge make free-market principles obsolete also overlook the new con text of the globalized economy. In ternational trade is nothing new, of course, but the growing extent of the interdependence and interpenetra tion of national economies does ap pear to be a genuinely new factor in the world scene. Ford's new car, the Escort, is assembled in the United States, Britain, and Germany from parts manufactured in Japan, Bra zil, Britain, Spain, and Italy. Volks wagen provides the engines for the Dodge Omni and Horizon cars, and Mitsubishi of Japan the engines for the Dodge Colt, the Plymouth Champ, the Dodge Challenger, and the Plymouth Sapporo. Volkswagen builds commercial vehicles with parts made in Brazil and Mexico.9 The point here is that in the new globalized economy, many of the an titrust laws dating all the way back to the nineteenth century, and which focused on the problems of a na tional economy, need to be re thought in light of the new economic realities. A cooperative research venture such as the Microelectron ics and Computer Technology Cor poration does not eliminate compet ition; it is merely a rational response to the realities of international com petition.

As long as government does not unfairly favor or subsidize one cor poration over another, such cooper ati ve research ventures should be encouraged by government in order to keep American industry competi tive. Neither is free cooperation be tween government, industry, and the universities inconsistent with free market principles, so long as gov ernment does not favor or exclude some corporations at the expense of others. Such cooperation is essential in areas such as computer technol ogy which affect both the United States' economic future and its na tional security. The FutureIs Bright The free-market tradition has nothing to fear from the revolution ary advances that are on the horizon in computer technology. The com puter has opened a new frontier for 746 THE FREEMAN entrepreneurship and personal cre ativity that promises to surpass the discovery of petroleum and the in vention of the automobile in its po tential for creating new forms of em ployment and higher standards of living for all.

Sirjang Tandon of India worked in restaurants as a busboy in order to pay for his American engineering education. After working for IBM and Memorex, Tandon decided to start his own computer-components busi ness in his garage. Today the Tan don Corporation is one of the lead ing manufacturers of disk drives, the vital components which store infor mation in a computer. The net worth of the Tandon Corporation is $1.5 billion, with sales projected at $270 million this year. Says Tandon, now an American citizen, "Every time I travel around the world, I like this country better. "10 On the global level, the new com puter technology presents a test of strength not merely of Japan vs. the United States, but even more broadly, a crucial test of controlled, socialistic economies and economies where the private sector remains the prime mover. Analysts such as Pro fessor William Griffith ofM.LT. pre dict that in this race the Soviet Union will fall further and further behind the United States and Japan. The Soviet system is a system without free competition and a rational pric ing system, and one which places a premium on political orthodoxy rather than technological efficiency.

Consequently, the Soviet system is really an "anti-management sys tem," according to Griffith, "doomed to finish last."11 Rather than being a fatal threat to the free market system, the Fifth Generation of computer technology will, in the long run, demonstrate the superiority of the initiative, risk taking, and creativity characteristic' of a free economy. The benefits will not be automatic, however; the United States, if it is to maintain its leadership in the global economy, must rise to this new challenge as it has met the challenges of the past. , -FOOTNOTESI"The Race to Build a Supercomputer," Newsweek, July 4, 1983, p. 61. 2Edward A. Feigenbaum and Pamela Mc Corduck, The Fifth Generation: Artificial Intel ligence and Japan's Computer Challenge to the World (Reading, Mass.: Addison-Wesley, 1983), pp. 2, 3 and jacket. 3Bernard J. O'Keefe, "We Did It to Ourselves," Boston Globe, July 5, 1983, p. 44.

4Feigenbaum, op. cit., p. 3. 5The Futurist, February 1983, p. II. 6Feigenbaum, op. cit., pp. 244-50. 7Marilyn Chase, ''The Chip Race," Wall Street Journal, February 4, 1983, pp. 1, 13. 8"The Giant Takes Command," Newsweek, July 11, 1983, p. 57. 9John Naisbitt, Megatrends (New York: War ner Books, 1982), p. 65. 1°"Still the Land of Opportunity?" U.S. News & World Report, July 4, 1983, pp. 37, 38. llWilliam E. Griffith, "High-tech Charging Onto World Scene," Boston Globe,June 27, 1983, p.2.

Barry J. Schwartz Can Capitalism Guarantee Right Answers? ARGUMENTS for government con trols often begin with a series of practical-sounding questions de signed to make freedom appear im practical and utopian in light of im pending crises. Prior to each new regulation by the state, questions are posed by professors, journalists, leg islators, and interest-group spokes men. "How can our free market sys tem solve this particular problem? Might not government action be more expedient in this case?" In essence, the interventionists seize upon a pressing problem for which there seems to be an obvious right answer, at least in the eyes of a vocal minority. For example, most reasonable people will agree that energy conservation is wise, that killing whales is inhumane, and that racial discrimination is illogical and cruel. And so we agree. Now, they say, the free market Dr. Schwartz is a psychologist, a freelance writer, and a teacher at Empire State College in White Plains, N.Y.

carries no guarantees of infallibil ity. Competition does not always give the correct answers, at least not as quickly as can be gotten by direct state action. While the government is not creative, it does offer one ad vantage: It is definite. The state has arrived at a good plan of action, rec ommended by experts, and backed by public consensus. Why must we leave this problem in the uncertain realm of the free market? To put the issue more broadly, take any problem where there exists some state plan, and you can ask: "Can the free market promise a better an swer, or even one that is correct?" The same applies to any scientific controversy where there are funds for research available from govern ment agencies. The challenge is: "Can capitalism solve problems well enough and soon enough?" There is no correct answer to this question, because the question itself is invalid. It does no service to the concept of 747 748 THE FREEMAN December freedom to argue that capitalism solves problems more efficiently than does socialism. The whole argument assumes a collectivist premise: that problems are solved by social sys tems rather than by individuals.

Discoveries and solutions to prob lems are accomplished by individu als, not by social systems. Political economic systems merely define the conditions under which creative in dividuals are either rewarded or brutalized for their efforts. Reason Is Released Capitalism is the economic expression of individual rights. When force is removed from the market place of ideas and production, the reasoning power of the individual is unchained. Since individual reason ing power is the only kind in exis tence, the result of establishing in dividual rights is an explosion of time-saving, life-saving inventions recognized later on as wealth. In any civilization, whether under primitive or advanced conditions, the power of reason belongs to the indi vidual, and the seeds of progress are planted in the privacy of a thinking mind. Progress has never worked by command, nor could it be predicted in detail. The great advances of the 19th and 20th centuries under near capitalism were made possible by scientists and industrialists in pur suit of their own interests. The Edi sons, Carnegies, Rockefellers, and Einsteins were not brought forth by government edict in recognition of pressing national problems. There was no way to predict, for example, prior to John D. Rockefeller, that the development of petroleum explora tion and refining would ultimately be the salvation of the remaining whale population; or that the inven tions of the transistor and computer would constitute a means of energy conservation, and contribute to an improvement in air quality by sav ing fuel and transportation costs.

Creative work requires tolerance for error and the chance to succeed in the competition of the new and untried against the old, the ac cepted, and the routine. It is no ac cident that America, the land of in dividual rights, is also the land of inventors and industrialists: crea tive and productive men from around the world who were Americans by choice. Consider the disproportion ate numbers of American Nobellau reates, men with surnames of every nationality, who are refugees or sec ond-or third-generation Americans. Capitalism Nourishes Genius Capitalism was not asked to solve the problems that interested these thinkers and producers. But, with the guarantee of individual rights, force was kept from interfering with their creativity. Capitalism does not solve problems. It nourishes genius. It doesn't take technological hind1983 CAN CAPITALISM GUARANTEE RIGHT ANSWERS? 749 sight to debunk the interventionists' mistrust of competition. The im pulse to turn to government author ities in defense of "right answers"

did not originate in the mixed econ omy of the 20th century. Thomas Jefferson saw the threat, and wrote about it with his accustomed clarity and fire, "The error seems not suffi ciently eradicated, that the opera tions of the mind, as well as the acts of the body, are subject to the coer cion of the laws."! Against the statists' mistrust of freedom in the realm of religious be liefs, J effers.on wrote: "Reason and free enquiry are the only effectual agents against error. Give a loose to them, they will support the true re ligion, by bringing every false one to their tribunal, to the test of their investigation." What Jefferson saw in the realm of personal philosophy he knew to apply to the realm of scientific con troversy: "Government is just as in fallible too when it fixes systems in physics. Galileo was sent to the in quisition for affirming that the earth was a sphere: the government had declared it to be as flat as a trencher, and Galileo was obliged to abjure his error. This error however at length prevailed, the earth became a globe, and Descartes declared it was whirled round its axis by a vortex.

1All quotes are from Jefferson's Notes on the State of Virginia, ·first published in 1787 (New York: W. W. Norton, Co. 1954). The government in which he lived was wise enough to see that this was no question of civil jurisdiction, or we should all have been involved by authority in vortices. In fact, the vortices have been exploded, and the Newtonian principle of gravitation is now more firmly established, on the basis of reason, than it would be were the government to step in and make it an article of necessary faith. Reason and experiment have been indulged, and error has fled before them." And, in one classic sentence, Jef ferson weighs force against reason: "It is error alone which needs the support of government. Truth can stand by itself." Confidence in the free competition of ideas is not blind faith about the ability of the market to solve any particular crisis. It is instead a cer tainty about the fundamental con ditions needed to protect creative and productive minds from brutality and confiscation.

HobbesFeared Freedom Far from being an expression of "scientific" social planning, the sta tists' mistrust of the marketplace is much more in the spirit of Thomas Hobbes, the 17th century statist, who feared that freedom would produce chaos. Hobbes recommended a social system which would invest a king with complete authority over the lives of the people, not because the 750 THE FREEMAN king would be wise, but because his actions would be definite and pre dictable. Hobbes, being a skeptic, did not believe that the "unaided power of reason" could function as a basis for individual action or for benevo lent cooperation. Mistrust of reason implied mistrust of the individual. Society was, for Hobbes, in the per son of the king, more reliable than the mass of individual people. Naturally, today's intervention ists would chafe at any comparison with Hobbes, the totalitarian and skeptic. They do not champion skep ticism, they advocate science. And they do not want to establish a king: they advocate only a mixed econ omy, with the greatest latitude pos sible for freedom. Each intervention by government is to be made only in those areas where they see the mar ketplace as having left a gap, in the form of an important and unsolved problem. It is only these gaps which the interventionists would fill with the expedient of government action.

The Consequences of Force A broader view would show them that all of the unsolved problems of man fit into these gaps. Once force is preferred to competition, the im plications are universal. The results are only a matter of time. It is logi cally inconsistent to advocate the use of force in one area of production and thought, and to demand that it be kept from other such areas. If government coercion can be justified in banking, why not in publishing? Those who favor the mixed econ omy are less consistent than their neo-Hobbesian contemporaries, who rule over today's totalitarian states. These modern-day kings regard the individual as inconsequential and unworthy in the grand scheme of state action. The idea that individ uals are made capable by the power of reason and cooperation is re garded a dangerous and fallacious bourgeois prejudice, to be eradicated by state censors. They must jeal ously guard all areas of thought against the intrusion of private ini tiative, especially in the presses and in the schools. They know, by expe rience, that there is no telling when one side of a free controversy will discover the idea of liberty.

Impatience with private competi tion of ideas in favor of government enforced solutions reveals a mis trust of reason and its sole propri etors: the individual citizens. If gov ernment controls are believed necessary to find answers to prob lems, then the individual's capacity of reason, persuasion, and competi tion has been judged to be incompe tent. Then, the government must become the caretaker to all. There is no middle ground in this contro versy: a mixture of freedom and statism is no more viable than a mixture of persuasion and coercion. Freedom is indivisible. i Percy L. Greaves, Jr. ON LABOR UNIONS UNEMPLOYMENT can be a dreadful condition. The inability to find a needed job is a heart-rending expe rience for anyone. For those with young children to feed and clothe, it is a terrifying predicament. It gnaws at and destroys the spirit and self confidence ofeven the strongest souls.

With nerves on edge, family har mony too often flies out the window. In addition to the deep mental an guish, there are also physical and financial losses. An adult's health, as well as his spirit, may suffer ir reparably. A child's growth may be permanently stunted. The loss of the family car can reduce both the hope Mr. Greaves, economist, lecturer, and author of nu merous articles and books, served with the U. S. House of Representatives Committee on Education and La bor during the preparation and passage of the 1947 revisions of the National Labor Relations Act, popu larly known as the Taft-Hartley Act. and the possibility of getting an other job. The foreclosure of a mort gage on the family home can liqui date the savings of a lifetime. In short, a prolonged period of unem ployment can wreck a person's life. Then, too, the unemployed are not the only sufferers. With millions of able-bodied persons searching for a source of income or twiddling their thumbs in frustrated idleness, the potential quantity of goods and ser vices available in the market place is greatly reduced. This means higher prices and lower living standards for everyone. Government programs to provide a floor for the unemployed also mean higher taxes and/or still higher prices as a result of the polit ical creation and distribution of un earned dollars. Actually, mass un employment and its aftermath is probably the greatest single driving 751 752 THE FREEMAN December force behind our politically spon sored inflation.

So solving the problem of mass unemployment is a major task of our time. Before we can solve it, we must locate the root cause. There was no unemployment at Plymouth or Jamestown. There was no mass un employment during this country's first hundred years of existence. What is different today? Not a Free Market One major difference is that there is no longer a free market in jobs and wage rates. There are now laws on the statute books that grant cer tain groups of workers the privilege of demanding and getting higher wages than they could and would earn in a free market. The unem ployed are no longer permitted to compete and thus reduce the higher than free market wage rates of the privileged few. So those shut out from the higher paying jobs must com pete for work and drive down the wage rates in unorganized occupa tions. Then, they face the floor de creed by minimum wage laws which often prevent employment at these reduced market wage rates.

Employers cannot long pay work ers the legal minimum wage rate if consumers cannot or will not buy the resulting goods and services at prices that cover costs. As a result, mil lions are now legally prevented from taking either high paying jobs or low paying jobs. The free market in jobs and wage rates has been legally de stroyed. It should thus be evident that the remedy for mass unemployment is to repeal the laws which prevent people from competing for the higher paying jobs or taking the lower pay ing jobs-lower paying, until work ers acquire the skill and experience needed to climb the ladder to higher incomes. Organized Against Whom? The Labor Union in America by Clarence B. Carson. Pub lished by Western Goals, Alex andria, Virginia, 1983. 114 pages, $5.00 paper. The book is also available from The Foun dation for Economic Education, Irvington-on-Hudson, New York 10533 Historian Clarence B. Carson has written a small book, Organized Against Whom?, which tells some of the story of how we strayed from the free market path for jobs and wage rates. It is an ugly story vividly de scribing the coercion and violence employed by many in the labor union movement in their effort to convince the electorate that they are entitled to special privileges and immuni ties. They have successfully con vinced many that labor unions are 1983 ON LABOR UNIONS 753 the protectors of downtrodden poorly paid workers who are supposedly at the mercy of greedy all-powerful employers who rob them of their rightful earnings.

Today, thanks to socialist and la bor union propaganda, there is little understanding of the fact that em ployers are merely middlemen op erating in a heavily taxed and very competitive market place. Actually, employers have very little to say about wage rates. Employers are compelled by market forces to pay employees in accordance with the value that consumers place on the production of their marginal em ployees, the last hired. If employers pay higher wage rates than they get back from consumers, they suffer losses and sooner or later cease to be employers. If employers seek to in crease their profits by paying lower than market wage rates, competi tors soon bid away their employees. Thus, the free market competition of employers is the salvation of work ers looking for higher wages. The Voluntary Way In a free society, labor unions, like other organizations, would be vol untary groups trying to advance the interests of their members. They would abide by the laws and seek no special privileges or immunities.

Unions that offered employers the most competent and reliable work ers, who were willing to work for competitive free market wage rates, would grow and prosper. Labor unions that offered incompetent workers, insisted on featherbedding, or other unnecessary or costly con ditions and demanded higher wage rates than competent nonunion members would willingly accept would soon fade away. Certainly, in a free society no group should or would resort to violence, coercion or special privileges to obtain what it seeks. The free market operates accord ing to the Golden Rule. The higher values one contributes to the mar ket place, as valued by consumers, the more one receives in return. Free market operations are always vol untary transactions by which all parties exchange something they have. for something on which they place a higher value. Goods and ser vices thus continually move to per sons who place a higher value on them. Barring human error or the use of force or fraud, all parties gain from all such transactions. The pre vention of the use of force or fraud is a prime function of government.

Dr. Carson tells us how many la bor unions now operate, with the help of laws and court decisions, coercing employers to join with them to grant them a monopoly of certain jobs. Such unions are thus able to shut out the competition of competent applicants for those jobs. Then, by demanding still higher wage rates, some unions 754 THE FREEMAN December further reduce production and em ployment by pricing some of their own members, those with low se niority, out of their high paying jobs. In short, labor unionism, as now practiced, is not only the enemy of employers, investors and con sumers, but it is primarily the en emy of competent job seekers who, as a result of union action, must re main underpaid or unemployed. Unions Gain Monopoly Status Today, we live in an economy of political privileges with all kinds of lobbies trying to get for their mem bers what they consider their "fair share" of the political largesse. Un questionably, labor unions have been one of the first and strongest of these political pressure groups. As Dr.

Carson narrates, they won their first great political victory in 1914, when they persuaded Congress to decree: "That the labor of a human being is not a commodity or article of com merce." Congress has great powers, but it did not by this legislation al ter the fact that labor is one of the factors of production traded in the market place. With this law on the books, union leaders waged a propaganda cam paign demanding that government help them raise wage rates above those of the free market, which they maintain, falsely, are set too low by the whims of all-powerful employ ers. Their propaganda campaign was accompanied with strikes and vio lence that disturbed the entire na tion and contributed to the mass un employment of the depression period that started in 1929. As a result of this propaganda and the show of force, Congress and the courts were persuaded in the 1930s to grant these labor union advocates of self-serving coercion most of the special privileges and immunities they sought. Now, we have the re sults. Employers as a breed are be coming scarce. So are investors will ing to place their savings in new or expanded production facilities. The combined result is that the ranks of the unemployed are now reckoned in the millions. Mass unemploy ment has even caught up with many of the legally privileged union mem bers. The economic laws of the mar ket cannot long be circumvented without eventually producing unde sirable consequences.

As Dr. Carson tells us, our consti tutionally chosen government has empowered the labor unions to ac complish all this. He may be a bit harder on the unions than they de serve. There can be no excuse for their resort to violence and coercion. However, they can hardly be blamed for taking advantage of the special privileges and immunities from prosecution that Congress and the courts have conferred on them. In taking advantage of existing laws, they are doing no more than many 1983 ON LABOR UNIONS 755 college kids~ lots of old folks and millions of persons in between. Of course, that does not make it right or permanently possible. Neither Congress nor the courts have any power to repeal the laws of econom ics. They could make us all million aires, but only by destroying the value of the dollar. A price must be paid for every interference with the inexorable laws of economics. A Storyof SpecialPrivilege It would seem we are fast losing the freedom for which our Founding Fathers pledged their lives, their fortunes and their sacred honor. As Dr. Carson writes: "The thrust of the American Revolution was in the di rection of removing special privi leges and legal supports from groups and organizations." For decades now the courts have supported Congres sional grants of "special privileges and legal supports" on a wholesale basis. As Carson writes, this has been "a fundamental departure from the principles of good government," not to mention the principles of sound economics.

Our government has permitted, encouraged and even underwritten the power of labor unions to coerce all other elements of our society to bend to their will. This small book tells much of the story of how this came about. In doing so, it exposes many of the errors in the popular fallacies, the acceptance of which has permitted labor unions to attain their present position of power. This story is one with which every American should be familiar. The book is not without its faults and contradictions. Some are only the result of an unfortunate choice of words. For example, lawlessness is referred to as the "state of nature." Or, "An ancient union complaint could certainly be disposed of if gov ernments neither recognized, gave status to, taxed, or otherwise no ticed private organizations, except as they might disturb the peace." That would mean no legal recognition or taxation of corporations or any other private organizations. In effect, it would repeal the First Amendment.

For no press or religious organiza tions would have any status or right to be recognized in court. Or when Carson writes, "Congress is empow ered to make laws regulating com merce." The Constitution carefully limited that power to "interstate commerce," and that is what it meant until the Supreme Court, in 1937, ignored the key word "interstate" in a 5 to 4 decision which upheld the National Labor Relations Act, pop ularly known as the Wagner Act. There are some unfortunate con tradictions in the book, as when we read, "Let me confess at the outset that I do not know what labor unions are." Then the author proceeds in chapter after chapter to tell what they are and what they do. At an756 THE FREEMAN December other point we read, "Violence is not essential to unionism." That is true, of course, if they operate within the rules and ethics of a free society. However, the thesis of this book is that labor unions are organized against society in general and against other workers in particular.

As the author describes so well, they have for years pursued their policies by resorting to violence and coer cion. For decades now the govern ment has given its support to their antisocial actions-actions that impede not only full employment and prosperity but also the legitimate activities of many governmental en tities. Criticism might be made of such statements about labor unions as, "They are not economic organiza tions'" and "Nor is the labor union primarily a political organization." If economics is the science of human actions to attain selected goals, then attaining union goals by boycotts, strikes and stopping others from working are certainly economic ac tions. This book presents many in cidents illustrating how labor unions have used both economic and politi cal means to attain their present po sition of power. Perhaps this reviewer's greatest disagreement is with the author's assertion that "Labor unions are re ligious, or religion-like organiza tions and, as I say, once this is grasped they come into focus. Their immediate goals are ethical in char acter; their ultimate goals are reli gious. Their economic claims are ethical in character." The latter might be so if they sought their le gitimate ends by ethical means.

However, there is nothing ethical or religious about the use of coercion, be it legal or illegal. As for labor unions being reli gious' many economically ignorant labor union members and Congress men undoubtedly swallow the pro paganda and follow the wishes of the union bosses with a "religious" faith and fervor. We may live "in the age of the divine right of majorities," as the author rightly states, but the fact that labor unions are "supported by compulsory tithes and taxes" does not make them religious or "established churches." Religion pertains to the supernat ural-metaphysics. Except for the fact that reason tells us there must have been a Creator, religions deal with matters which cannot be logi cally proved or disproved. Religions are concerned with the irrational aspects of human life. Conse quently, honest people, who are both sane and intelligent, can and do dif fer on religious matters. The aims and actions of labor unions are cer tainly neither heavenly nor irratio nal. They are earthy and concrete.

Labor unions seek more for their members. There is nothing wrong with that objective if they pursued 1983 ON LABOR UNIONS 757 it by ethical means-by voluntary agreements for the mutual benefit of all parties. However, as Dr. Carson has so vividly pointed out, our present problems have arisen from the use of violence, coercion and spe cial privileges which are neither ethical nor particularly metaphysi cal. The mass media, which are largely manned and edited by labor union members, constantly present a one sided favorable picture of union pol icies, privileges and activities. The The Labor Monopoly public needs to know more about the antisocial effects of the prerogatives exercised by labor unions. This book strips away much of the veneer that covers the unfortunate deification of labor union activities, activities which, if committed by individuals or other organizations, would be properly labeled as crimes. We need more books which, like this one, ex pose the root cause of mass unem ployment, a major blight not only on economic peace and prosperity but also on the pursuit of human happi ~~. i IDEAS ON LIBERTY Do employers in fact possess monopsony power in the labor markets in which they operate? Certainly they would like to do so and often at tempt to do so. But I see nothing in the history of wage rates in this country and in comparisons of union and nonunion industry experience that would lead me to conclude that employers in this country do now or have ever exercised significant monopsony power in the labor mar kets. The weakness of the individual worker in obtaining "fair" wages is one of the most durable and widely-believed myths in the economic folklore of the modern world. Even my hero, Adam Smith, gave it some standing, though it may have possessed some greater validity in his day than in ours. Today's worker, with his far greater physical and psycho logical mobility, need hardly sit still to be exploited, and a solid core of movable workers will protect even those who have little or no mobility, just as I am protected in buying television sets by those who are shrewd enough to know that it is not magic but easily understood processes which cause them to work.

BENJAMIN A. ROGGE A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN A Strollwith WilliamJames A Stroll with William James is a thoroughly misleading title for Jacques Barzun's voluminous book about the psychologist and philoso pher whom Whitehead called "that adorable genius" (Harper and Row, 344 pp., $19.95). The word "stroll" connotes something light and airy, but this study of the works and in fluence of the American thinker who picked the word "pragmatism" (from the Greek word "pragma," meaning "the thing done") to describe the test of truth is more like a safari, with beaters whacking the circumam bient bush in eight or nine different directions to track down all manner of fascinating quarry. The book begins simply, with a bit about the man. But Barzun doesn't tarry very long with the bare facts about William James's most cosmo politan upbringing. As the son of 758 Henry James Sr., the Swedenbor gian philosopher, and brother to the younger Henry, the novelist who worshipped all things English, Wil liam grew up on a "transatlantic shuttle." This "typically American philosopher ," as he is usually called, was learned in four languages. At one point he decided he wanted to be a second Delacroix, his favorite French painter. He drew and he drew as a child, and after perfecting his French in Geneva and picking up a reading knowledge of Italian he joined John La Farge as an art ap prentice in William Morris Hunt's studio in Newport, Rhode Island.

One year's painting produced work that was far from amateurish, but once William was convinced that he was no genius in oils he switched to science at Harvard preparatory to medical school. There was a blessed A STROLL WITH WILLIAM JAMES 759 interlude in his medical training when he hiked off to the Brazilian jungle to study the fauna of the Am azon with the naturalist Louis Agassiz. Barzun treats all this back ground in hop-skip-jump fashion, and is then on to a most intensive study of James's pioneer work in psychol ogy. Reading everything that fol lows is a dense but fascinating and rewarding experience. What Barzun has done is to provide us with a trea tise on the origins of the modern mind, using James's books as the guiding line to an understanding of every last current of thought that has taken us out of the Victorian world into the permissive present. Pragmatic Pluralism Barzun doesn't admire many manifestations of the world that has been built on the shifting sands of pragmatic choice, but he blames our shortcomings-the collapse of our educational system, for example-on misguided disciples whose theories definitely do not stand up to any in telligent definition of what "works."

As a psychologist James had first called attention to the stream of consciousness. He had, in his work on "radical empiricism," disposed of the "heart-and-mind dichotomy." The ancient quarrel of the nominalists and the realists had no meaning for him; in his world both the chair and the idea of the chair were equally parts of nature. In religion he was personally inclined to a vague form of Deism, but he cherished both the right and the will to believe. Though he was no Freudian, he explored the subconscious mind, hoping for dis closures that would tell him more about religion, genius and psycho pathology. He was a pluralist for quite practical reasons in a world that had witnessed entirely too many atrocities stemming from monists who thought they had unique access to the truth. Jamesian pluralism is well adapted to democracy, which pre supposes that no right balance can be struck between diversity and unifying authority by rule. As for pragmatism, he did not intend it as a philosophy in itself. He thought of "pragma" as providing an attitude that would test philosophies by their consequences. But consequences must have values to be useful to hu man beings, so we are led in a circle back to ideas of worth. What is im mediately practical may have dan gerous longterm consequences, and the "pragmatic" politician who con fuses opportunism with statecraft is no real Jamesian.

The Educational Debacle As an educator Barzun is particu larly concerned with what has hap pened to our schools as a result of what he regards as a perversion of pragmatic or instrumentalist ideas. As a teacher James thought it was 760 THE FREEMAN the pedagogue's job to "make the pu pil ashamed of being scared at frac tions." But the whole business of bringing "the softer pedagogies" into the classroom took a stupid tum with the disciples of John Dewey. "Dew ey's effect on schooling," says Bar zun, "was to dethrone subject matter and replace it by techniques, the main one being aimed at teaching 'problem-solving' regardless of sub ject." On the surface this may ap pear to be a Jamesian idea. But the "adaptation to 'life' is not to be en gineered in the classroom ... con trived situations fool only the teach ers and undermine their authority by silly make-believe." Barzun doesn't even blame John Dewey for our educational debacle.

Dewey's ideas, he says, "were ex ploited by ignorant and irresponsi ble people-veritable Smerdi akovs-and impressed upon children, parents, and teachers alike. Any thing less 'pragmatic' than the inef fectiveness of public schooling would be hard to imagine." The permis sive, "relaxed," "at-your-own-pace" needs of instruction have paradoxi cally resulted in a notably tense at mosphere. "James," says Barzun, "had no reason to imagine that schools would turn into places where death by violence, the drug habit, rape, and teenage pregnancy would count as educational problems." It is often said that William James was the "psychologist who wrote like a novelist," whereas his brother Henry was the "novelist who wrote like a psychologist." Whatever may be the truth of this cliche of criti cism, it is certainly true that Wil liam James's prose is utterly unlike that of the usual professional in any of the social sciences. Barzun re marks on James's "sinewy, lucid, vernacular prose, full of its own va rieties to match the varying subjects ... " Many of James's best effects have passed into the common speech.

We all know of the distinction be tween "tough-minded" and "tender minded" people, but how many would be aware that the phrases were first used by James? "The moral equivalent of war," a Jamesian elaboration, has been used by more than one politician, the most recent being Jimmy Carter, whotriv ialized it by applying it to lowering the thermostats in a time of oil shortage. James spoke of the stream of consciousness before novelists built literary careers out of it. It was Pierre Janet who coined the word subcon scious, but it was James who pro vided the inspiration for it. J ames loved concreteness. If our pedagogues had followed him stylis tic ally , we would have been spared most of our "life adjustment" teach ers college rot. t!l Index THE FREEMAN-Volume 33, January-December 1983 Prepared by BETTINA BIEN GREAVES of the Foundation staff NOTE: In page references, the number preceding the colon designates the month, those following refer to pages.
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