
The Freeman 1991

Foundation for Economic Education

THEFREE IDEAS ON LIBERTY 4 80 Million Volunteers, But Where Are the Voluntarists? James L. Payne Needed:a creed of "voluntarism." 6 A Closer Look at the Debt and Deficit RobertHiggs Clearingup some misunderstandingsabout governmentdebt. 9 Politics, Economics, and the Destmctiveness of Deficits DwightR. Lee and CynthiaD. Lee Do deficitsmatter? 13 The Idealist in the Young Communist League Arnold Berwick Lookingback on some campusfellowtravelersof the early 1940s. 18 Modemization and Central Planning E. C. Pasour,Jr. The importanceof market signalsin an increasinglycomplexeconomy. 22 A Note on Converting the Ruble Gary Wolfram A free market economy,with full privateproperty rights,is essentialfor making Sovietcurrencyconvertible. 24 "To Further Free Trade Principles": Origins of The Economist NicholasElliott A brief historyof the noted Britishperiodical. 27 Exporting Taxes Threatens State Economies John Semmens When states export taxes they are also exportingopportunitiesfor growthand prosperity.

29 Children's Television Shouldn't Be Regulated T. FranklinHarris,Jr. Let parents, not Big Brother,control the dial. 31 Calling the Bluff: Ret1ec~ons on Liar's Poker KatherineM. Boudreatf Revealinglessonsabout "Fhatreallyhappened on Wall Street in the 1980s. I 35 Books WilliamH. Peterson reviewsEconomicFreedomand Interventionismin his article-review"Mises:The Impact of Ideas." Other books:InvisibleVictims: White Males and the CrisisofAffirmativeAction by Frederick R. Lynch; Ecologyin the 20th Century:A Historyby Anna Bramwell. CONTENTS JANUARY 1991 VOL. 41 NO.1 THEFREEMAN IDEAS ON L1BERlY Published by The Foundation for Economic Education Irvington-on-Hudson, NY 10533 President of The Board: Bruce M. Evans Vice-President: Robert G. Anderson Senior Editors: Beth A. Hoffman Brian Summers Contributing Editors: Bettina Bien Greaves Edmund A. Opitz Paul L. Poirot Copy Editor: Deane M. Brasfield The Freeman is the monthly publication of The Foundation for Economic Education, Inc., Irvington-on-Hudson, NY 10533. FEE, established in 1946 by Leonard E. Read, is a nonpolitical educational champion of private property, the free market, and limited govern ment. FEE is classified as a 26 USC 501 (c) (3) tax-exempt organization. Other officers of FEE's Board of Trustees are: Thomas C.

Stevens, chairman; Philip M. Spicer, vice chairman; Paul L. Poirot, secretary; Don L. Foote, treasurer. The costs of Foundation projects and services are met through donations. Donations are in vited in any amount. Subscriptions to The Freeman are available to any interested per son in the United States for the asking. Addi tional single copies $1.00; 10 or more, 50 cents each. For foreign delivery, a donation of $15.00 a year is required to cover direct mail ing costs. Copyright © 1991 by The Foundation for Economic Education, Inc. Printed in the U.S.A. Permission is granted to reprint any article in this issue, provided appropriate credit is given and two copies of the reprinted material are sent to The Foundation. Bound volumes of The Freeman are available from The Foundation for calendar years 1971 to date. Earlier volumes as well as current is sues are available on microfilm from Univer sity Microfilms, 300 North Zeeb Road, Ann Arbor, MI 48106.

The Freeman considers unsolicited editorial submissions, but they must be accompanied by a stamped, self-addressed envelope. Our author's guide is available on request. Phone: (914) 591-7230 FAX: (914) 591-8910 PERSPECTIVE Argumentsand Facts "[T]he capacity for individual human action de rives from the challenge and strength of free en terprise." Those are the words of Vladislav Starkov, editor of the largest-selling publication in the world, when interviewed by London-based journalist Gitta Sereny (The Independent,July 1, 1990). In 1978, Starkov became editor of Argumenty i Fakty (Arguments and Facts), a small dissident weekly in the U.S.S.R. with a circulation of only 10,000. Now, Argumenty i Fakty sells 34 million copies a week. (By comparison, the circulation of Komsomolskaya Pravda is 17 million, that of Pravdanine million.) Starkov stays in touch with his readers through their thousands of letters. He keeps the size of Argumenty i Fakty small, thin, easy-to-hold, its articles short and serious, pro voking argument, asking questions.

"A few years ago," Starkov told Sereny, "I didn't even know what the free market was. But then, travelling, I saw how other people lived, with different laws, and yet, all of them better than we. I realized then we'd been lied to all these years, when the West had been portrayed to us either as money-grabbing beasts or as poverty stricken victims." The Soviet Union's greatest problem, in Starkov's view, is the bureaucrats. "Excellence is their greatest enemy," Starkov told Sereny, "for it demands their own destruction: the ruthless prun ing of millions of totally useless red-tape-ists all over this country, who have almost literally taught whole generations not to work." When asked what chance there was for an eco nomic miracle and a total social turnabout in the U.S.S.R., Starkov replied, "Every chance in the world-if every adult, and every child too, in our country can be shown the happiness of individual achievement."

-Bettina Bien Greaves EconomicJustice The analogy between economic outcomes and games is helpful in thinking about "just" or "fair" incomes (or wages). The fairness of a game is typ ically evaluated on the basis of rules. If the rules of a game are clearly stated, known and accepted in advance, and impartially enforced, the out come of the game is usually considered fair. Thus, the outcome of a game is not used as a test of the game's fairness. The fact that the Nebraska foot ball team typically defeats most of its opponents, for example, does not suggest that the games it plays are unfair. Similarly, justice or fairness in the economic area should not be judged on the basis of economic outcomes. -E. C. Pasour, Jr. Agricultureand the State SovietManagers Westerners often think that there is a dearth of talent and creativity in the Soviet Union. Nothing could be further from the truth. Soviet managers burst with creativity,but it is misdirected. Their tal ents are drained in machinations to overcome the irrational system in order to meet their plans. The official system does not work, and none but the most creative could survive in this environment and be successful. There is no reason that bound lesslyinventive Soviet managers could not succeed if they were set free to work under a market sys tem. Escaping the discipline of the market has made each manager's life hell and has caused dis organization of production on a grand scale.

-Paul Craig Roberts and Karen LaFollette Meltdown:Insidethe SovietEconomy FreeSpeechand PropertyRights Let's say that I spray graffiti on the side of my house. Certainly I have a right to do this. After all, I do have a right to free speech. Now let's say that I spray graffiti on someone else's house without permission. But the police come by and make me stop. Would this be censor ship? Doesn't this violate my First Amendment right to free speech? Absolutely not! This is not a question of free speech. It is a question of my van dalizing someone else's property. Simply put, I can spray messages on my own house, but not on someone else's. Likewise, let's say that I have some paper and some ink. By golly, I can start a magazine. And I can decide exactly what goes in it, because it PERSPECTIVE is my magazine. Now let's say that I mail a letter to the editor of Time magazine. The editor decides not to print it.

Isn't this censorship? Doesn't this violate my First Amendment right to free speech? Absolutely not! Again, I can decide what goes into my magazine, but not into someone else's. The point I am trying to make is that I never look at anything as just an issue of free speech. I look upon the aforementioned situations as is sues of property rights. Simply put, the owner of any piece of property has a right to use it however he or she desires, as long as it is not used to harm or threaten to harm someone else or their prop erty. Thus, I can cover my own house in graffiti, but not someone else's. I can decide what goes into my magazine, but not someone else's. The only way that free speech can properly be defined is by the existence of property rights. -Daniel Alman, writing in The PittNews, University of Pittsburgh Propertyand the Environment It is no accident that serious environmental problems and underdevelopment both occur where a secure system of property rights is lacking.

Investment and the forbearance necessary for sav ing will not occur if people have doubts that they willreap the rewards of their efforts. The same re quirement for secure rights existsfor sociallydesir able environmental decisions. People willnot exercise forbearance and protect elephants that destroy their crops if they do not benefit from preserving the elephant. They will turn forests into cropland rather than preserve them ifthe only waythey can own land is by cutting trees and sowing crops (as is the case for home steaders in Brazil). They will fail to preserve trees for firewood if the trees are available now but fu ture rights to them are uncertain. An owner of property has an incentive to be a good steward. If property is well cared for, it will be more valuable. Its market value today reflects the benefits to be realized in the future. -Jane S. Shaw and Richard L. Stroup, writing in the Winter 1990issue of International Health & Development 4 THEFREEMAN IDEASON LIBERTY 80 MillionVolunteers,But Where Are theVoluntarists?

by James L. Payne V, olunteering is in the air. Magazines and newspapers run features on the . helpful activities of volunteers. Charitable donations top $114 billion, and a Gallup poll finds that 80 million Americans contribute some of their time to community activities. Unfortunately, this highly promising impulse toward philanthropy and volunteering still lacks a sense of its own identity. Consider, for example, the orientation of the American Can cer Society. Starting with the leadership of Mary and Albert Lasker in the 1930s,this orga nization's focus has been to lobby for Federal funding of cancer research. In the official his tory of the organization, a co-worker approv ingly summarized the Laskers' strategy: "The Lasker fortune could have established a re search institution .... But Albert Lasker thought in bigger terms of involving the national treasury through appropriations. And the way to that goal was to organize a lobby for biomedical research allocations."1 Rather than addressing the cancer problem in a truly private, independent way,the Laskers spent their money strengthening the govern mental approach. As a result of their activities, today we have a larger government, more taxes, and more bureaucracy.

In order to stand as an independent social James L. Payne has taught political science at Wesleyan, Yale, Johns Hopkins, and Texas A&M University. He is working on a book about the potential of voluntary problem-solving systems as alternatives to government. movement, the voluntary sector needs to have its own philosophy, its creed of "voluntarism." The voluntary approach has to be seen as dis tinct from, even the opposite of, the govern mental approach. By definition, "voluntary" means not forcing people, but relying instead on persuasion and education. Government, on the other hand, uses policemen, soldiers, and tax collectors to force people to do what it wants them to do. In a world torn with violence and killing, voluntarism's rejection of force is a precious distinction indeed. The voluntary approach should also be dif ferent from government in the motives it appeals to. It should rely on, and attempt to stimulate, generosity and helpfulness. In this way,it can lay the foundation for a more caring, sensitive society. Government's coercive ap proach goes in the opposite direction: it as sumespeople are too selfish to help their com munities on their own, and it reinforces this selfishness by trying to force them to do so.

Sadly,this distinctive view of voluntary action seems almost unknown in the volunteer sector today. Most leaders of volunteer organizations are, like the Laskers, statists: they look to gov ernment to handle society's problems. At the national level, hundreds of "volunteer" organi zations serve as lobbies pressuring Congress to appropriate tax monies for their causes. A similar pattern of governmental involve ment takes place at the local level. Well-mean ing, dedicated volunteers take up a worthy 5 cause, but then turn to government. In one case, a public-spirited, voluntary recycling arrangement was converted into a government program once it was successful. In another, a local group raised private money to build an animal shelter, only to ask local government to finance its operation. Just about every local arts group seeks state and Federal grants. Few seem to notice the harm these govern ment connections do to voluntary groups.

They bring red tape, a loss of independence, a loss of idealism, and a decline in morale and the spirit of self-sacrifice in the organization. Government funding also makes it somewhat hypocritical for a group to claim to be "volun tary," since this money is raised through the coercion of the tax system. The entwining of the voluntary sector with government has reached the extreme of having governmental "volunteer" programs. We now have the federal ACTION agency with its VISTA volunteers and Retired Senior Volun teers. Plans are afoot to expand this pattern in a Federal "national service" program for younger volunteers. A voluntarist would view these arrange ments with horror. He sees voluntary action as the problem-solving system of the future that will replace the burdensome and inept govern mental method used today. To have govern ment control and fund the volunteer sector is to make Ariel the slave of Caliban.

Volunteers are at the crossroads. They can continue down the path of "statist volunteer ing," contributing to the expansion of the exist ing tax-and-spend governmental system. Or, they can become voluntarists, and work toward a brighter future based on caring and toler ance. To travel this road, however, they will need their own guidebook, a guidebook whose first recommendation is: Have nothing to do with government. D 1. Michael B. Shimkin, quoted in Walter S. Ross, Crusade: The Official History of the American Cancer Society (New York: Arbor House, 1987),p. 213.

6 A Closer Look at the Debt and Deficit by Robert Higgs T he federal government's budget d.eficits.and the mounting public debt to whichthey give rise are not, in themselves, the greatest problems facing the American people today. Rela tive to the size of the U.S. economy, the govern ment debt was much greater in the past, during the immediate post-World War II period, than it is now. Yet those years are viewedby many as an economic golden age. Still, to admit that the government's conduct of its fiscal affairs is not the most pressing problem is not to say that it is no problem at all. It is serious, but we need to keep it in perspective. The government debt is widely misunderstood, even by some professional economists who ought to know better and whose pronouncements con tribute to the confusion. The misunderstandings arise sometimes because people think the public debt is like a private debt, at other times because they think the public debt is not like a private debt.

In truth, there are similarities and differences, and one must sort them out to get at the truth. Similarities exist because a legal debt is a legal debt: all borrowers, whether public or private, must either pay the contracted interest and princi pal when they come due, or default. Servicing a debt is costly for anybody, but if the borrower opts for the alternative and defaults, some unpleasant consequences will ensue, including a diminished ability to borrow again. The main difference between public and private debt is that the government has some options not available to private borrowers for effecting what Robert Higgs is the Thomas R Gleed Professor in the Albers School of Business and Director, Center for the Study of Social Dynamics, Seattle University. amounts to default. Since the government can inflate the money stock, causing prices to tend to rise and thereby reducing the real value of all assets denominated in units of money, it can effec tively default on its promises to repay lenders, to the extent that the lenders did not correctly antic ipate the inflation when they made the loans.

Notice, however, that the government can always defeat the anticipations of lenders. All it has to do is cause an unexpectedly rapid inflation. Because it has unlimited capacity to increase the money stock, it always holds the power to bring about this kind of surprise. The government could simply repudiate its obligations outright, as it did in the 1930s when it refused to pay the gold it had promised to pur chasers of gold-denominated government bonds, but default by means of inflation is more likely. To some extent the government has been doing this for decades. In the present fiat money regime, it can increase the rate of its default whenever the political and monetary authorities decide to do so. Early in 1990 the official government debt reached $3 trillion, but-strange to say-the true debt can be viewed as either bigger or smaller. One can say that the true debt is bigger because the government has entered into extremely large guarantees of private loans and of deposits in banks and other financial institutions, such as the savings and loan industry. In the event that the loans or deposits go bad, the government is com mitted to making up the shortfalls. In a proper set of accounts, the present value of the government's future obligations in the event of such disasters would be added to its other liabilities. The current government accounts make no such addition.

Indeed, it would be extremely controversial to decide how much to add. But the fact that some addition needs to be made is beyond dispute. InternalDebt On other grounds, the official debt can be viewed as overstated. A large part of it, about 25 percent, is held within the government. That is, the Treasury owes money to other Federal agencies, especially the Social Security Administration. The internal debt is more or less "funny money." It is also a misleading way to keep the government's accounts. There is, for example, no real Social Security Trust Fund-that's just a scam to reassure a skep 'tical public. In fact, the Social Security Adminis tration collects Social Security taxes and hands the money over to the Treasury,which spends it. In re turn, the Social Security Administration receives government bonds, which are simply promises that the Treasury will pay fixed sums of money at specified dates in the future. But because the Trea sury itself has no big hoard of funds, when future Social Security benefits come due, they will be payable only if the government collects enough taxes at that time (or borrows once again) to make the payments. The same thing can be said about the other bond holdings within the government. If the government repudiated all its internally held debt, nothing real would be affected, so this part of the debt differs fundamentally from the part held by the public.

Another portion of the debt, about 9 percent, is held by the Federal Reserve System, the nation's central bank, which is nominally private but actu allya creature of the government. Because, by law, the Federal Reserve cannot earn more than a lim ited amount, much of the interest it receives on its holdings of government bonds is immediately returned to the Treasury,revealing once again that intramural holdings of government debt are essen tially different. Subtracting the roughly one-third of the total debt held either in government accounts or by the Federal Reserve, we arrive at a figure of about $2 trillion for the debt held by others in 1990.The holders include commercial banks, insurance com panies, corporations, state and local governments, 7 and individuals, among others. Foreigners hold about $400 billion, that is, about 20 percent of the amount held outside the government and the Fed eral Reserve.

The amount of the national debt is one of those numbers so huge that the ordinary mind can't grasp it. One must view it relative to some standard. The most common benchmark is the Gross National Product (GNP), the value of all newly produced goods and servicesthe whole economy turns out in a year. Currently the debt is equal to about 57 per cent of the GNE The proportion has been risingfor 15 years, and rose especially rapidly during the 19808. Still, it stands considerably below the ratio that existed in the 19508.Keeping the relative mag nitude of the debt in perspective is a good idea, lest we panic or allow ourselves to be panicked by politicians who seek only to raise taxes. Historically the government ran persistent de ficits only during wars or business slumps. Begin ning in the 1960s,however, deficits became chron ic. They now occur in good times and bad. Only once since 1960 did the federal government not run a deficit. (Fiscal year 1969 was the single exception.) In the 1980s the size of the deficits shattered all records for peacetime, rising as high as $220billion in a single year.

PerniciousDeficits The deficits· of the past three decades can be viewed as pernicious for many reasons. Consider just three of the more important ones. First, the economic case against deficits. When the government borrows money, it diverts private savings to uses that have a smaller component of investment and a larger component of consump tion. By bidding up interest rates, government borrowing "crowds out" borrowers who would have made investments in the private economy, while the funds the government borrows are used overwhelmingly for consumption. The result is that the nation's capital stock, the aggregate of all durable resources that enhance the economy's productive capacity, grows less rapidly. As a con sequence, future standards of living will be lower than they otherwise would have been. Our chil dren and grandchildren will reap smaller harvests because our own generation is feasting on some of the seed corn.

Second, the moral case against deficits. When 8 THE FREEMAN • JANUARY 1991 "The soothing apology for the debt, that 'we owe it to ourselves,' is a fallacy. " the service charges on the debt come due in the future, the obligation to make these payments, by suffering some form of taxation, will fall on per sons who will have had absolutely no choice about entering into the debt contract and will have received no benefit from it. Unless the government defaults, which would be morally reprehensible and economically·harmful in itself, individuals in the future will be stuck with higher taxes, either directly or via inflation, than they otherwise would have had to bear. The fact that in the future some individuals will receive the interest and principal on bonds they inherited in no way diminishes the force of the argument. The good fortune of the legatees does not cancel the injustice done to others. And justice has to do with individuals, not classes or genera tions. The soothing apology for the debt, that "we owe it to ourselves," is a fallacy.The persons who willowe it are not identical to the persons to whom it will be owed.

To gratuitously impose financial obligations on our children and grandchildren for the sake of our own present enjoyment is moral arrogance at best. It bespeaks a contempt for others well captured by the famous remark attributed to Madame de Pom padour, mistress of Louis XV: apresnous le deluge (after us, the flood), or in today's terms, the future be damned. Third-and perhaps worst of all-deficits are deplorable because they are symptomatic of a po litical system gone corrupt to the core. Notwith standing all the political rhetoric to the contrary, the government runs chronic deficits because the members of Congress want to run them. They make this choice because they value their re-elec tion more than they value the interests of the gen eral public. Even a cursory examination of the evi dence shows unmistakably that the emergence of chronic deficits since 1960 has resulted from Federal spending growth,rtot from decreased govern ment revenues.

Politicians are· afraid to rein in the runaway spending so that irwill match revenues, because they don't want to· offend· those who receive the benefits financed by the government-goodies paid for sooner or later by taxpayers. Much of the government's spending is channeled to well-orga nized political pressure groups whose support is viewed as essential by incumbents seeking re-elec tion. Just think of allthosePACs whose contribu tions loom so large in Congressional campaigns. Members of Congress are unwilling to take fiscal actions that might jeopardize the electoral support of the special interest groups. The deficits reflect a political system responsive to special interests at the expense of the general interest of the public now, as well as the general interest of future gen erations. Notice, however, that the system works nearly to perfection for the politicians. In the elections of 1986 and 1988, when public concern about the deficit ran very high, more than 98 percent of all House incumbents seeking re-election were returned to office. So citizens are saddled not only with large, persistent deficits but with a cynical, self-perpetuating ruling elite.

Unfortunately, given the American political sys tem as presently constituted, individual citizens acting on their own can do virtually nothing to remedy these ills. Because people rarely organize for political action except on behalf of some nar row interest, no one is likely to create an effective political movement in opposition to continuing massive deficits. So far as the government's fiscal irresponsibility is concerned, the immediate future probably will be no different from the immediate past. The deficit willcontinue to be like bad weath er: everybody will complain about it, but nobody will do anything about it. D 9 Politics, Economics, and the Destructiveness of Deficits by Dwight R. Lee and Cynthia D. Lee A re chronic budget deficits a threat to the economy? The general public believes that budget deficits are something to fear, but economists are not so sure, and Congress doesn't seem to care.

It is difficult to argue that either Congress or economists are wrong, given their respective con cerns, even though the public is justified in its wor ry over the economic consequences of persistent Federal deficits. The public's concern is real, but it's an unfocused background concern that fails to translate into significant political pressure. So why should the concern over deficits by members of Congress go beyond rhetoric when they can spend the Federal budget into one large deficit after another and still look forward to re-election rates in excess of 98 percent? Economists don't have to worry about being re elected, but they are worried about making obvi ously foolish predictions, and they have noticed that the huge budget deficitsof the 1980shave pre cipitated none of the adverse consequences pre dicted by deficit doomsdayers. Economists are concerned with explaining the effect of budget deficits on such economic variables as interest rates, inflation, and the savings rate. These variDwight R. Lee is the Ramsey Professor of Economics at the University of Georgia, Athens. Cynthia D. Lee served as a research assistant in preparing this paper.

This paper is based on research done when Dwight Lee was the John M. Olin Visiting Scholar at the Center for the Study ofAmerican Business during the 1988-89 aca demic year. abIes have not responded to large deficits as pre dicted by standard macro-economic models, and economists have been busy developing alternative models explaining why they haven't. A major con clusion of these models is that budget deficits are almost completely neutral in their effect on the economy. An increasing number of economists have concluded that deficits have little effect, either positive or negative, on the economy, and see public concern over deficit spending as unfounded. While economic analysis can provide useful insights,it is alwaysrisky to dismissthe concerns of the public.The public may not have a sophisticated understanding of economic analysis, but this is not necessarily a liability.Sophistication in the analysis of narrow economic relationships can divert atten tion from broader features of the political econo my that are more relevant to our economic prospects. In particular, budget deficits may reflect flaws in the political decision-making process that are a threat to economic performance quite apart from any direct economic impact of the deficits themselves.

In this essay we discuss briefly the argument that budget deficits are unlikely to have the adverse economic effects commonly attributed to them. It is pointed out, however, that the theoret ical basis for the view that deficits are benign is hard to reconcile with the undeniable fiscal impulses of politicians. And given these impulses, the greater the political latitude to rely on deficit 10 THE FREEMAN • JANUARY 1991 financing the greater will be the level of govern ment spending. Even if deficits do not, for exam ple, noticeably crowd out investment directly through interest-rate increases, the political opportunity afforded by deficit spending can facil itate the expansion of public sector activity,which necessarily crowds out private sector activity.The consequences of substituting the less productive public sector for the more productive private sec tor may not register immediately in statistical measures of key economic variables. But the long run economic consequences of such a substitution are no less destructive because they go unnoticed by econometric studies and the myopic political process.

Do DeficitsMatter? What is the effect on the economy of an increase in deficit spending? The best known answer to this question is givenby the standard Keynesian model which predicts that increasing the deficit will increase aggregate consumption demand, thereby reducing the total savings in the economy and increasing the real interest rate. With a higher interest rate there will be a reduction in invest ment, and the deficit spending will have crowded out some productive capital. Harvard economist Robert Barro has attacked the standard Keynesian view by arguing that, under what he believes are plausible conditions, it makes no difference whether government spend ing is financed by taxing or by borrowing. 1 The argument begins with a proposition that dates back to the early 19th century, when it was put forth by the English economist David Ricardo. Ricardo argued that if government financed, for example, an additional $100 of spending by bor rowing, then, instead of being responsible for $100 in tax payments immediately, taxpayers would be responsible for $100plus accumulated interest at a later date. But the present value of the $100 plus interest later is equal to $100 now, so the taxpayer who expects to be paying taxes later will find deficit financing no less costly than tax financing.

The taxpayer willbe indifferent as to whether bor rowing or taxing is used to finance government spending. If borrowing versus taxing is a matter of indif ference to taxpayers, then it is also a matter of indifference as far as important economic variabIes such as the interest rate and investment are concerned. Assume that government increases the budget deficit by reducing taxes without reducing spending. Taxpayers will recognize that even though they experienced an increase in current disposable income, they have also experienced an equivalent increase in the present value of their future tax obligations. Because they are no better or worse off, there is no reason for them to increase current consumption and so the entire tax reduction will be saved. Consumption and saving therefore will not be affected by the increased deficit; both private and public consumption remain the same, and the increased public debt will be exactly offset by increased private saving.

This being the case, increasing the deficit, with government spending held constant, will not reduce long-run economic productivity by exert ing upward pressure on the interest rate and crowding out private investment. Of course, as recognized by both Ricardo and Barro, complete indifference between taxation and government debt requires that everyone alive when government increases its debt be responsible for all of the future tax increases that servicingthe debt requires. But many people realize that they will no longer be alive when the future taxes required by current deficit spending come due. Why won't these people treat the deficit as a real reduction in their tax burden (with a correspond ing increase in the tax burden of future genera tions), and respond by saving less and spending more? Barro confronts this question by arguing that most people willbe reluctant to increase their con sumption when debt is substitl,ltedfor current tax ation even if they know that they will not be alive to pay the higher future taxes required by the debt.

According to Barro, this reluctance is based on the obvious fact that people are concerned with the well-being of their children beyond their own life times. This concern is reflected in the investment parents make during their lifetimes in their chil dren's human capital and the bequests they make to their children. Given this bequest motive, Barro argues that parents willrecognize that substituting debt for taxes in the financing of government expenditures will reduce the well-being of their offspring by increasing their future taxes. In other words, parents willrealize that the value of the tax es they willavoid because of increased reliance on POLITICS, ECONOMICS, AND THE DESTRUCTIVENESS OF DEFICITS 11 deficit financing will represent a reduction in the value of their bequest to their offspring. The natu ral response to this is for parents to increase their bequests, and therefore their saving, by an amount equal to the tax burden that is passed from them to their children because of the increased deficit. The substitution of debt for taxation therefore leaves total saving in the economy unchanged with no crowding out of private investment and no reduc tion in the long-run productivity of the economy.

Barro recognizes that bequest adjustments will not offset completely the effectsof deficitspending, but he argues that these adjustments are more com plete than most people would expect. But Barro ultimately rests his case on what he sees as empiri cal support for the economic neutrality of deficit spending, with this support consisting of sophisti cated econometric studies that find little connec tion between budget deficits and interest rates. No amount of empirical testing willever provide conclusive support either for or against the Barro thesis. Aggregate economic data are always of questionable accuracy, and empirical techniques are alwaysless powerful and robust than would be desirable. Fortunately, additional evidence can be brought to bear on the relevance of Barro's proposition to fiscal policy without having to rely on.economic data and sophisticated econometric techniques. This evidence comes fr<?m the clearly observed behavior of politicians and it suggests caution in accepting the Barro position. Further more, this behavior suggests that we be concerned about budget deficits for reasons not addressed either by Barro or by economists in general.

The PoliticalCostof Deficits If the cost to the taxpayer is the same whether government spending is financed through taxes or deficits, then politicians should be indifferent as to the mix of these two means of financing. The evidence is clear that they are not. Why, for example, are politicians so reluctant to respond to the public's general disapproval of large deficits (a disapproval that is hard to square with the idea that debt and taxation have equivalent effects on the well-being of both current and future taxpayers) by simply financing all govern ment expenditures with taxation? The proposi tion that deficits are economically neutral is sim ply inconsistent with the obvious reluctance of politicians to reduce deficit spending significantly. The attractiveness of persistent budget deficits to politicians suggestsstrongly that current taxpay ers do not believe that the future taxes they will have to pay because of additional government debt are as costly to them as the current taxes that the debt replaced. If this is the case, then over some range politicians will find it is less costly politically to finance spending through debt than through taxation. This suggests that the existing combination of debt and taxation prevails because it is the combination that allows existing spending levels to be financed at the least political cost. This being the case, it is clear that politicians will be reluctant to reduce deficit spending unless the political cost of deficit financing is increased. Also clear is that any increase in the public's tolerance of deficit spending will lower the political cost of government spending and, therefore, motivate both larger deficits and greater spending. Can any one doubt seriously that government spending would increase if increased public tolerance of deficits lowered the political cost of further expanding deficit spending?

There is no obvious direct measure of the marginal political cost of deficits,so it is difficultto imagine a direct test of the proposition that a decrease in that cost will increase government spending. But a testable implication of such a response to a reduction in the marginal political cost of deficit spending is that an increase in the ratio of deficit financing to tax financing will be associated with an increase in government spend ing as a percentage of the Gross National Product (GNP). The budget experience of the federal gov ernment is consistent with this implication. Yearly Federal budget data from 1960 to 1988 show that when the ratio of deficit to non-deficit financing (almost all of which is tax revenue) increased by 1 percent, government spending as a percentage of GNP increased by .087 percent. There can be little doubt that the political cost of deficit financing has been reduced by the political embrace of a simplis tic version of Keynesian policy prescriptions, an embrace which began with the 1960 election of John F. Kennedy and lasted, though with reduced enthusiasm, into the 1980s.There can be even less doubt that the decrease in the political cost of deficit financing, whether caused by Keynesian economics or not, is largely responsible for the increase in the relative size of the federal govern12 THE FREEMAN. JANUARY 1991 ment since 1960(from 18.2percent of GNP in 1960 to 22.3 percent of GNP in 1988).

The EconomicCostof Deficits The connection between deficit spending and the relative size of government suggests a cost associated with deficits that is easily overlooked by standard investigations of the economic effect of deficits. The expansion in government that is facil itated in a regime of chronic budget deficits reduces economic productivity and growth. To argue that government expansion reduces eco nomic growth is not to deny that over some range government is a source of improved economic per formance. A few government activities are neces sary to establish an economic order that promotes productive specialization and exchange. But it also has to be recognized that organized interests per sistently exert pressure in favor of expanding the scope of government activity beyond productive limits. These interests are often quite successful owing to the fact that the cost of expanding gov ernment is typically diffused over a dispersed and unorganized public, which lowers the political cost of this expansion below the social cost. The result is that governments at all levels have expanded well into the range where, at the margin, they are reducing our economic wealth.

Recent cross-national studies of the relationship between the relative size of government (as mea sured by government expenditures as a percentage of Gross Domestic Product) and economic growth provide a quantitative dimension to the negative marginal impact of government. One such study of 115 countries by economist Gerald Scully found that a 1 percent increase in government expendi tures (as a percentage of GNP) reduced average annual economic growth by one-tenth of a percent.2 Using Scully's estimate of the connection between government size and economic growth and our earlier estimate of the connection between the ratio of deficit spending to taxation and gov ernment size,it is possible to make a ball-park esti mate of the cost, in terms of forgone GN~ associ ated with increased deficit spending. If the ratio of deficits to tax revenue doubled from 10 to 20 per cent (at the Federal level this ratio averaged about 3 percent during the 1960s, while from 1980 through 1988 it averaged 22.5 percent) then our earlier estimate predicts that government spend ing as a percentage of GNP will grow by 8.7 per cent. This means that if government spending began at 20 percent of GNP it would have increased to 21.74 percent of GN~ which accord ing to Scully's estimate would reduce economic growth by .174percent. With a GNP in the U.S. of approximately $5 trillion, this reduction in growth is approximately $8.7 billion per year. This may appear to be a relatively modest amount as gov ernment budget numbers go, but with the figure increasing each year with economic growth, and accumulating over time, this deficit-related cost is of genuine significance.

While reasonable people can disagree over the magnitudes involved, it is hard to deny that the easier it is to engage in deficit spending, the lower the political cost of increasing government spend ing. Equally hard to deny is that the increased spending that will result, other things being equal, transfers resources out of the productive private sector and into the far less productive public sector. The clear conclusion is that there is a cost associated with deficit spending that is not the direct economic result of deficits themselves. By attempting to determine the direct effects increased deficits have on such economic variables as interest rates and savings,economists have been ignoring what may be far more important conse quences of deficit spending. Even if deficits have little direct economic effect, they can still be eco nomically costly.It is not the deficits per se that are the problem, but rather the political environment that is created when politicians face little resis tance to relying on deficit financing. The move to such an environment increases the control politi cians have over productive resources, reduces the responsibility imposed on them in exercising that control, and, as a consequence, diminishes the pro ductivity of our economy. D 1. Robert J. Barro, "Are Government Bonds Net Wealth?" Journalof PoliticalEconomy,Vol. 81 (1974), pp.

1095-1117. 2. Gerald W. Scully, "The Size of the State, Economic Growth and the Efficient Utilization of National Resources," Public Choice,63, (1989), pp. 149-64. Scully's findings are supported by similar studies. For example, see Daniel Landau, "Government Expenditures and Economic Growth: A Cross-Country Study," Southern Economic Journal(January 1983), pp. 782-92;and Michael L. Marlow, "Private Sector Shrinkage and the Growth of Industrialized Economies," PublicChoice,49 (1986), pp. 143-54.

13 The Idealist in the Young Communist League by Arnold Berwick " The Yanks are not coming ... The Yanks are not comingI" In 1941, as I approached Sather Gate on the campus of the University of California in Berkeley, I once again heard a voice cry out this slogan. But never before had I heard it expressed with so much vigor. That's when I met Steve, a member of the Young Communist League and an ardent pacifist. I had already learned that a Communist was not what I had previously been led to believe him to be: a man with a black beard, dressed in a long black overcoat hanging to the ground, and holding a bomb that looked like a black bowling ball. I had already learned that Communists looked pretty much like the rest of us. But on this particular day 1was more interested in the young fellow handing out the leaflets than in his message. His eyes were alive, sparkling; the tone and vitality of his voice evidenced a profound enthusiasm that you seldom heard. I felt an affin ity with him, as though he was someone I'd like as a friend.

"The Yanks are not coming,"he cried out as he handed me a leaflet. I accepted it, but then stopped. He turned and looked at me. We made eye contact. I wasn't sure how one went about talking to a Communist. 1 had heard about the Spanish Civil War and the part the Abraham Lincoln Battalion Mr. Berwick is a retired attorney living in Santa Cruz, Cali fornia. had played in it. So I asked Steve (I don't remem ber his real name) what it was about. His face brightened and he said, "Come with me." We left Sather Gate and walked down Tele graph Avenue. (At that time, Sather Gate was at the southern edge of the campus. Since then, the University has expanded and taken over the whole adjoining block.) Steve led me to the Twentieth Century Book Store, the "Store with a Social Con science," around the corner on Bancroft Way. As I waited by the counter, he opened the door to a rear room. A fellow came out and told me he had been in the Lincoln Battalion in Spain, and told me about the evils of fascism and the horrors of war.

I saw Steve a couple of times again at Sather Gate. We chatted for a few moments, he occasion ally calling out, "Keep America out of the war ... The Yanks are not coming." The semester ended and most of us students left the campus for summer vacation. One day, I read in the San FranciscoChroniclethat Hitler had in vaded Russia. He and Stalin had had a nonaggres sion pact, and now Hitler had attacked. What effect would this have on the YCL? ... on Steve? As 1 approached Sather Gate at the beginning of the fall semester, someone else had taken Steve's place. The new guy was waving a handful of leaflets and calling out a slogan-familiar and yet different. At first, I thought I had misunder stood him, but when I reached out for a leaflet and read it, I knew I had heard correctly. And yet, at first 1couldn't fully comprehend. The leaflet said, "The Yanks are not coming too late."

14 THE FREEMAN • JANUARY 1991 Sather Gate, 1936. "Too late." The Yanks are not coming ... too late! Why this was a complete switch, a 180 degree turn-around. Now the YCL wanted us in the war. How could that be? Steve was not at Sather Gate the next day,or the next. 1never saw him again. 1liked Steve. Naive as 1was at that time, 1might even have wanted to join him, might even have become a member of the YCL. Who knows what might have happened? As it was, I later registered as a Republican and have pretty much followed that line all my life. After 50 years, I still occasionallythink of Steve, and wonder what happened to him. And what was the Young Communist League? How did it oper ate? Why the big switch? What was going on behind the scenes? Now retired and with some free time of my own, I've been to the Bancroft Library at DC and found folders containing the old leaflets handed out at Sather Gate during the late '30s and early' 40s. I've scanned issues of the DailyCaliforniannewspaper, read many books, examined transcripts of the Dn American Activities Committees, and have even managed to locate a copy of a handbook entitled, "Young Communists in Action," published in 1935 by the Educational Department of the Young Communist League (District 13). The handbook was compiled by a Lewis Miller.(I was surprised to learn later who Lewis Miller really was.) "Greetings,Comrade!"

The handbook opens on a high note: "GREET 1NGs' COMRADE! We welcome you into the YCL. You are joining the fight against capitalism, and the hunger, privation and oppression it breeds. Together, we form the revolutionary advance guard of youth-marching towards the overthrow of capitalism and the building of a new, a workers' society." It asks, "How does it happen that there are millions of people out of work? ... How come the Depression takes place, and a fellow who wants to work can't get a job?" To anyone living in those Depression days, it didn't take much argument to be convinced that, as an economic system, capitalism was a failure. Almost everyone was suffering in one way or another. "Brother, Can You Spare a Dime?" After expounding on all the evils of capitalism, THE IDEALIST IN THE YOUNG COMMUNIST LEAGUE 15 the handbook asks, "Can these conditions be wiped out, and a decent society established? Yes!

... Through Communism." A Communist society will end wars, abolish unemployment, promote racial equality, provide food for all, preserve health, and so on. And what proof is there that the Communists will and can do this? "The proof exists-it is the living example of the Soviet Union." How attractive this utopian world appeared to those who were living under the burdens of the Depression and the ominous threats of Hitler and Mussolini. There was hope for a better life because "... the Soviet Union stands out like a beacon light in a world of chaos and crisis." The handbook explains that the YCL, open to all workers and students between the ages of 16 and 25, is the preparatory school for the Commu nist Party. In great detail, ~t describes the organiza tional structure of the League, starting with Squads of only 4 or 5 members-several of which comprise a Unit, leading to a District, a National, and ultimately the International. Each Unit has an Organizer, a Dues Secretary, an Education Direc tor (in charge of agitation and propaganda), and a Literature Agent. The handbook instructs how the League can achieve its goals by infiltrating unions, promoting strikes, agitating for reforms, conduct ing demonstrations and street meetings, recruiting new members, publishing and distributing leaflets, and so on.

The 39-page handbook begins and ends on the upbeat: "We have a hard fight ahead of us-it is no simple job to overthrow capitalism and build a new society,a new life. We are glad to have you with us. From all over the world, from the mines of South Africa, from the fatherland of the workers-the Soviet Unionfrom the factories of Tokyo, from the Red Army of China, millions of young Com munists extend their hands to you and say: 'GREETINGS, COMRADE!'" DeceptiveRhetoric One way the Party was able to lure young peo ple in and exercise control over them was through its ability to manipulate the meaning of words. Even the term "communism" is deceptive. The terms "communism" and "socialism" are used interchangeably, but the true Marxists make a dis tinction between the two. Socialism, they say, is a transitional stage between capitalism and Marxist Communism. Under socialism, the "proletariat"

has complete ownership of the means of produc tion, money continues in use, and goods are dis tributed according to one's "contribution" to soci ety. But once a communist man is created (selfless, hardworking, and devoid of greed, aggression, envy, ill-health, etc.), the socialist state will wither away,and the people will live in a classless,perfect Communist society. But Lenin altered Marxism. He called for a par ty of professional revolutionaries, highly disci plined, whose aim should be to establish the dicta torship of the proletariat. (In practice, the Communist Party in the Soviet Union is the "van guard of the proletariat." In 1988,only 6 percent of Soviet citizens were members of the Party.) Lenin urged open and persistent warfare against the socialists, and a long-term program of worldwide revolution to spread his concept of "communism." When Stalin took over in 1924, he decided to establish his own form of "communism" in the Soviet..Union, without waiting for revolutions to occur in the main capitalist countries. This required intensification of the class struggle, liqui dation of his "enemies," and a policy of internal repression and terror. His policies shifted, depend ing upon what he felt at any particular time to be in the best interests of the Soviet Unionand of his own personal power. He demanded, and got, complete control over the Party.

So, the young idealists in the '30s and '40s were lured in by visions of the perfect world of "commu nism," while they were innocently and unknow ingly caught in the web of Stalinism, a totalitarian dictatorship. The name of the youth organization has been changed off and on to suit the circumstances. The All-Russian YCL was formed in 1918, and the Young Communist International in 1919.Because of the attempts to crush all left-wing movements in the United States during the period, the revolu tionary youth in this country operated under the name of the Young Workers League of America. But in 1924 (with the advent of Stalin), it changed its name to the Young Communist League. During World War II, in a gesture to make the entire Com munist organization less offensive to the U.S., the name became American Youth for Democracy. Later, it was changed to Labor Youth League, then Young Workers' Liberation League, and so on.

16 THE FREEMAN • JANUARY 1991 AlsoKnowo·As••• Some of the professional leaders used aliases. In a 1953 hearing before the House Un-American Activities Committee, Mr. Rosser, an ex-Commu nist, was questioned about the "Young Commu nists in Action" handbook (quoted above). He tes tified that it was written by Lewis Miller, but then added that "Lewis Miller ... was his party and Young Communist League name. His real name is Louis Goldblatt. He is now the secretary-treasurer of the International Longshoremen's and Ware housemen's Union .... Harry Bridges is the head of it." (It is interesting to note that in a 1943 hear ing, it was learned that the Maritime Federation of the Pacific, which Bridges headed, coined the slo gan, "The Yanks are not coming.") Another creative interpretation of words by the Party was the meaning they ascribed to "democra cy" and "democratic." Page 21 of the handbook explains the concept of "democratic centralism,"

which allows the members "complete freedom" in the choice of officers and the discussion "of all issues." Surely, this is true democracy. But, the decisions are to be made on the top of the organi zational pyramid and transmitted down to the membership. And once a decision has been made by a higher body, "the discussion must be ended and the decision carried out, even if the member ship of the local organization" does not agree. To question was heresy; to disagree, a mortal sin sufficient to cause expulsion from the League. "Democratic centralism" is a euphemism for authoritarian control. Many young people joined the YCLin the late '30s and early '40s, the League's "Golden Age." Why? According to Morris L. Ernst and David Loth in their Report on the American Communist, some who were lonely, or who lacked love from their own family,found that the YCL gave them a sense of belonging, an illusion of popularity that marked the high point in their lives. Others, following a young person's natural inclination to attempt some sort of adolescent defiance, joined as a form of rebellion against authority. Apparently, most of these young people were sincere idealists, search ing for better economic conditions, free speech, racial equality, health care, avoidance of war, and all the other goals any decent person would strive for and which only the Communists seemed prepared to do something about.

Of the many young people who joined the YCL, however, the majority became disillusioned and dropped out after two or three years. As one ex Communist said, he fought hard from within the Party for better working conditions, race equality, and free speech, but left "because the commies don't really want these reforms. They want to use the lack of them to win their own.game." And what was their game? The problem was that the leaders continually switched goals, made abrupt about faces. It was often difficult to determine what the game was at any particular time. Between 1928 and 1938, many members quit when Stalin had Trotsky exiled, old Bolsheviks slaughtered, and comrades of Lenin purged. At that time, Stalin's policy was not so much against capitalism as it was against the socialists. From 1935 to 1939, the fear of a German inva sion of Soviet Russia gave rise to a "collective security" policy. Stalin decided to appear "demo cratic" and "antifascist," a real friend to democra cy and the guardian of every tradition of freedom and civilliberty. He ordered that the YCL and the Communist Party penetrate the unions and all types of organizations, and build a "united front"

against fascism.The CivilWar was being fought in Spain. Franco was a fascist, and this was the begin ning of the war against fascism.With the European democracies insistently neutral and the United States aloof, it seemed to many young people that only the Communists and the Soviet Union were seriously engaged in combating fascism. Some 2,800 Americans, 60 percent of them said to be members of the YCL, fought in Spain as the Abra ham Lincoln Battalion of the International Brigade. Of these, it is estimated that over half lost their lives. Hitlerand Stalin And then came August 3,1939, and another turnabout in policy.Stalin signed a nonaggression pact with Hitler, the most fearsome fascist of all. This was followed by two secret protocols which provided that Russia and Germany would parti tion Poland between them, and that Russia would absorb Lithuania, Latvia, Estonia, and parts of Finland and Romania. Although Stalin was cer tain that war between England and France on one side, and Germany on the other, would continue, THE IDEALIST IN THE YOUNG COMMUNIST LEAGUE 17 he feared an extension of the war to new partici pants, particularly the United States. American participation could cause the defeat of Hitler and thus endanger Stalin's ability to acquire part of Poland and the new areas agreed to in the secret protocols, an eventuality that might involve Rus sia in a war it desperately wanted to avoid. On the other 'hand, if the war could be confined to Eng land, France, and Germany, capitalism might destroy itself, leaving the United States as the only obstacle to domination by the Soviet Union.

So, the policy was changed from the fight against fascism to the fight against imperialism. The slo gans became "Keep America out of the war" and "The Yanks are not coming." This was the situation when Steve handed out leaflets at Sather Gate. The YCL increased its efforts, held protest meetings, and fomented strikes in war industries. Roosevelt was declared a warmonger. On June 22, 1941,Hitler invaded Soviet Russia. Strikes that had been initiated by Communist dominated unions were quickly settled, some within a week after the attack. Roosevelt became an overnight hero. The American PeaceMobiliza tion was quickly changed to American People'sMobilization; they switched from anti war to all-out aid to Britain-without even chang ing their initials. "The Yanks are not coming" became "The Yanks are not coming too late." Evidently, this was too much for Steve. He no longer handed out leaflets at Sather Gate.

Members of the YCL were kept in the dark as to Stalin's motives. So, each time there was a sud den and radical change in policy,when many real ized they had been lied to and deceived, there were massive resignations. Also, those who deviated even slightly from the current party line were expelled. Those who didn't conform to the concept of "democratic central ism" were driven from the ranks. In Russia, by Khrushchev's own testimony, res ignation or expulsion often resulted in prison, tor ture, or death. In our country, the penalty was non violent but often distressful. According to Howard Fast in The Naked God, "When a Communist walks out of the Communist Party, he must travel through a special purgatory that no one other than he who has come through before can possibly understand." Ostracized and cut off from the Par ty, some missed the companionship, the sense of belonging, the excitement, and the work the Party gave them. They became outcasts, shunned both by their former comrades and by the non-Commu nist world. The Party itself didn't hesitate to resort to blackmail and persecution, writing anonymous letters to employers, slandering them, or in other ways making life miserable.

An ex-Communist was also often harassed by those outside the Party. He had difficultygetting a job, and often lost it if his employer found out about his youthful errors. Even a brief flirtation with a leftist group often tagged a person as a potentially dangerous individual, subject to scrutiny by Federal and state legislative commit t~es. Many suffered during the witch hunts of the 1950s.Some went to jail. According to Ernst and Loth in Reporton the AmericanCommunist,most of the young Commu nists were "earnest, hardworking, studious youths, generally passionate for justice." They joined in their teens, lured by the utopian idealism of Marx ism, and betrayed by the evilsof Stalinism. Most of them left after a short time when they saw they had become dupes of Stalin and the Soviet Union. I don't know what happened to Steve. But, wherever he is, I wish him well. **************** Postscript:After I wrote this article, I went to Berkeley for one last search. As a result of a series of fortunate events, I learned the name and pre sent address of the person who was the president of the YCL in 1941.

When I went to see him, I was stunned by two revelations: First, he turned out to be a person I've known and seen off and on for almost 35 years! (He used a different name while a student in the YCL.) He read the article and said it accurately reflects the facts as he knows them. Second, he said that, although he is not sure, he believes it quite possible that he was "Steve." He handed out leaflets at Sather Gate in May 1941;under the cir cumstances he would have led me to the book store; and he no longer appeared at Sather Gate after June 1941. Although I prefer not to reveal his name, I can report that he appears happy and well. He had a business of his own before partial retirement, and lives in an affluent neighborhood. He's even a reg istered Republican. 0 18 Modernization and Central Planning by E. C. Pasour,Jr. T he failure of collectivism as a productive economic system in Eastern Europe and the Soviet Union was fully predictable from the economic calculation debate that occurred more than 50 years ago.1 Ludwig von Mises and F. A. Hayek demonstrated that the structure of production in a centrally directed sys tem cannot reflect human wants efficiently because the knowledge necessary for economic calculation cannot be coordinated and transmit ted in the absence of market prices. The signifi cance of the economic calculation debate was lost in the aftermath of the Keynesian revolution of the 1930s,but its importance for economic growth and development is slowly but increasingly being recognized.

The effect of modernization of the economy on the ability to plan through central direction is one issue in the calculation debate that has received relatively little attention. The argument some times is made that a modern urban industrial economy must have an active and extensive gov ernment. Yet, one cannot conclude that more government planning is required as the economy becomes more complex. Indeed, a strong case can be made that market signals have become ever more important in the information explo sion that is inextricably linked with the increased complexity of the economy. The following analysis first discusses possible waysof coordinating economic activity.The impliDr. Pasouris a professorof economicsat North Carolina State Universityat Raleigh. cations then are shown for central direction and economic progress. Functionsof an EconomicSystem The general task of coordinating economic activity in any society may be divided into a num ber of interconnected and overlapping functions.

These fundamental tasks fall into a more or less logicalsequence. The first is to decide what is to be done. That is, it. must be determined what goods and services are to be produced and in what pro portions. The second problem is to organize pro duction or, equivalently,to get done the things that are to be done-this involves decisions concerning how to produce. The third function is that of deter mining people's incomes. That is, some procedure must be used to apportion the goods and services among the members of society. The fourth func tion is that of rationing or adjusting consumption to production. Seasonally produced goods, includ ing many agricultural products, must be rationed over time; the consumption of all goods and ser vicesmust be adjusted to the existingstock, includ ing current rate of output. The fifth function is to provide for economic progress through increases in technology, including changes in types of busi ness organization.

The functions just described are highly interre lated. For example, decisions about what to pro duce and how to produce are closely related to incomes received by resource owners. Increased incomes of corn producers will lead to more corn production. An increase (or decrease) in the profitability of corn produced using chemical methods of weed control will influence the method of pro duction (that is, how to produce). The first four functions are relatively short run in nature, dealing with an economic system oper ating under "given conditions" including resources, wants, and technology. These functions constitute the problems of the socalled "station ary economy" in which there is no economic growth and the wealth and income of individuals remain unchanged. PossibleTypesof Economic Organization The problems just described must be coped with in any society, and several methods of organizing economic activity have been tried or proposed.

These types are described here not because they are realistic alternatives in a modern society, but rather to highlight the problems that arise in the absence of market signals. Status and Tradition or Caste System. This is the nearest approach to a mechanical division and coordination of economic activity.It is possible to imagine a social order in which specialization of activities is achieved on a purely customary basis. In such a system, rigid social custom, as in a caste system, determines the allocation of resources, techniques of production, and assignment of indi viduals to their tasks. This method of coordinating economic activity holds little attraction for most people in the modern world because a society organized on the basis of status and tradition nec essarily would be unprogressive. Command or Militaristic System. In this system, the whole structure of society including determi nation of policies, division of labor, and distribu tion of income would be dictated by an absolute monarch. Therefore, the preferences of individu als either in consumption or in production need not be considered. The organization of production might be worked out to a high degree of intricacy, as in the legendary Soviet five-year plans, but coordination of economic activity is the Achilles' heel of this and other systems of central planning.

The model of central planning based on the ruler's preferences is quite similar to that of collectivist systems in the Soviet Union, Eastern Europe, Chi19 na, and other countries during the post-World War II era. Democratic Socialism. A society organized on this principle would resemble the previously described command system in its main structural features. Again, the government. owns the means of production. The purported theoretical differ ence is that economic decisions in democratic socialism are made by the will of the majority as expressed through the political process. However, this supposed difference is more apparent than real and has little practical signifi cance. A centrally directed system is plagued by information problems even if decision makers in the political process are completely altruistic and fullydesire to promote the public weal.Elected and appointed public officialshave no way to divine the "public interest." A planner, regardless of technical expertise, cannot obtain the information on con sumer preferences, resources, and production opportunities that would be necessary to determine the "correct" pattern of production, even if he wishes to do so. In reality, of course, individuals in the political process are likely to be influenced by more selfish shortrun goals such as getting re elected, increasing agency size, and so on.

In short, there is no way to coordinate economic activity efficiently in the absence of private prop erty and the associated price signals. Attempts to simulate market conditions through central direc tion are futile because there can be no competitive behavior without dispersed power and responsi bility.If all property is collectivized and all pricing centralized, there is no scope for a mechanism that can reproduce in any significant respect the func tioning of the entrepreneurial market process. Therefore, attempts to achieve the beneficial results of free enterprise in a collectivist system are doomed to fail. The Private Property System. Economic func tions are achieved through exchange in impersonal competitive markets in the decentralized free enterprise system. The most interesting feature of the market order is that it is, in a sense, automatic and unconscious. Noone ever planned the system, and no one assigns the participants their roles or directs their activities. Instead, market prices are uniquely valuable in coordinating and transmitting information to participants throughout the pro20 THE FREEMAN. JANUARY 1991 duction and marketing process. In so doing, mar ket prices provide indispensable signals to market participants in decisions concerning what to pro duce, how to produce, and the rationing of goods and services; market prices also largely determine individual incomes.2 Implicationsfor CentralPlanning and EconomicProgress What are the implications of the preceding dis cussion? There are only two possible ways of coor dinating economic activity in a modern society -the market and central planning. However, there is only one means that is consistent with eco nomic progress. The economic calculation debate demonstrated that successfulplanning is impossi ble in the absence of private property and the asso ciated market prices. Without these signals, there is no possibility of calculating costs or revenues and no way of determining whether the most high ly valued products have been produced. That is, the decentralized market system is the only way that ever-changing valuational signalscan be coor dinated systematically and transmitted by millions of individual consumers and producers.

Markets are unique not only in facilitating the use of information already possessed by market participants, but also in playing a crucial role in the discovery of new information. That is, market prices stimulate entrepreneurial discoveries, including the productive use of information that was not previously recognized. The recognition of the market as a discovery process highlights anoth er key shortcoming of central direction-the lack of economic progress, including innovation and change. Consider the problem of how decisions are to be made about allocation of venture capital, new products to produce, new types of capital investment, and so on. Managers of government enterprises have an incentive to play it safe. If a venture is successful, the government official may receive some extra compensation, but is affected relatively little com pared to a private entrepreneur. If the venture fails, however, the government bureaucrat may lose his job. Thus, the tendency is to avoid risky ventures.

In contrast, the decision maker in the profit and loss or market system is a residual claimant. He bears the loss if actions taken prove unsuccessful; he reaps the gains from decisions that turn out to be profitable. Thus, the decision maker in the mar ket has a much greater incentive to undertake risky ventures. The conclusionis that lack of incentive to provide economic change and progress is a chief defect of all alternatives to free markets. In short, market signals are crucial elements in the incentive mechanism of the capitalist system. In conjunction with residual claimancy,prices pro vide a uniquely successful way to reward effective actions and to penalize ineffective actions. Implicationsof the Information Revolution How does modernization of the economy affect the usefulness of markets in coordinating econom ic activity? The information revolution involving computers, fax machines, and so on, not only has spurred economic innovation, but also has dramat ically increased and accelerated the amounts of data transmitted. Moreover, capital transactions increasingly are being freed from the confines of national boundaries. For example, entrepreneurs using computer modems can send production orders throughout the world. The trend clearly is toward more decentralization, not increased cen tralization.

The information revolution has had a pro nounced effect on the structure of production. In finance, communications, transportation, and oth er areas, capital is becoming "miniaturized." Richard McKenzie writes: "A knitting loom that used to be the size of a car now takes up the floor space of a birdbath but is several times more pro ductive than its forerunner. Firm records that once were crowded into file drawers can now be etched on chips or the back of credit cards. Plants that once rose several floors, spanned hundreds of acres, and employed thousands fit today in one story on a one-acre concrete slab and employ few er than a hundred."3 Economic problems, as emphasized by Hayek, always arise as a consequence of change. Techno logical innovations in production and marketing have greatly increased the economic coordination problem; Moreover, much of the information important in economic decision making is special ized to time and place and cannot be conveyed in statistical form to any central authority. Under these conditions, decisions by the "man on the spot" become more and more important and MODERNIZATION AND CENTRAL PLANNING 21 central planning less and less feasible.

In the wake of the economic calculation debate, socialistplanners visualized "market socialism" in which planners using high-speed computers could simulate the information provided by private property and the associated market signals. Data processing developments have indeed played a key role in the information revolution, but the results have not been those anticipated by socialist theorists. The increase in technology related to the gen eration, processing, and transmission of informa tion hasn't lessened the need for market signals. Instead, the result has been just the opposite. The dramatic increase in information processing puts central planning at an even greater disadvantage when contrasted with market planning. As the amount of information increases, it becomes more and more difficult to discover, coordinate, and transmit information throughout the world economy through central direction. This means that collectivism becomes ever more outdated in an increasingly interdependent world. George Gilder describes the stark implications of collec tivism for modernism: "If the politicians want to have central planning and command, they cannot have dynamism and life. A managed economy is almost by definition a barren one, which can progress only by borrowing or stealing from abroad."4 Conclusions There are two basic ways to organize economic activity-eentral direction and the entrepreneurial market process. However, in a modern economy there is no feasible alternative to widespread use of market signals.As the complexity of the econo my in manufacturing, communications, trans portation, banking and finance has increased, the amounts of information generated and the speed of transactions have also increased. It becomes more and more difficult under these conditions to convey, coordinate, and transmit information between market participants through administra tive procedures. This means that with moderniza tion of the economy, planning by central direction has become less and less efficient relative to plan ning through markets.

The economic crises in the Soviet Union, East ern Europe, and other collectivist systell)s throughout the world are not accidents that just happened. The breakdown of collectivism is directly associated with the economic information revolution occurring throughout the world. Mises and Hayek failed to convince socialist theorists of the importance of free enterprise and private property during the economic calculation debate that raged from 1920 throughout the 1930s. However, now they have been fully vindi-' cated in their contention that "market socialism" and other central planning techniques that pur port to yield the advantages of decentralized com petitive markets are doomed to fail. And it is iron ic that information processing by high-speed computers, once thought to be the salvation of socialist planning, has instead turned out to be merely another nemesis. D 1. Ludwig von Mises, "Economic Calculation in the SocialistCommonwealth,"part III in CollectivistEconomic Planning,editedby EA. Hayek (Clifton,N.J.:AugustusM.

Kelley, 1974 reprint of 1938 edition); E A. Hayek, Indivi dualismand Economic Order (Chicago:The Universityof ChicagoPress,1948). 2. Thisfunctionoftenis referred to incorrectlyas income distributionin a free enterpriseexchangeeconomy.Howev er, "There is in the operation of a market economynothing which couldproperlybe calleddistribution.Goods are not first producedand then distributed,as wouldbe the case in a socialiststate." (LudwigvonMises,HumanAction [Chica go: Henry RegneryCompany,1966],p. 254) 3. Richard B. McKenzie,"The Twilightof Government Growth in a Competitive World Economy," Cato Policy Analysis No. 111 (Washington,D.C.: The Cato Institute, August19, 1988),p. 3. 4. George Gilder,Wealth and Poverty(New York: Basic Books,1981),p. 237.

22 A Note on Converting the Ruble by Gary Wolfram T he Soviet Union is beset with a myriad of problems as the final collapse of socialism approaches. One of these is how to make the ruble freely convertible with Western currencies. What seems to be missing in the discussion about convertibility is that this problem cannot be solved in isolation. It is impossible to create a con vertible currency without establishing property rights and a system of free exchange such as exists under a market economy. Recent proposals to establish a gold standard or to back the ruble with a basket of commodities will fail in the long run if the economy can't produce goods that are mar ketable to the rest of the world. WhatIs Money? In discussing the convertibility of the ruble, one must first determine what money is, and why any one would wish to possess it. Ludwig von Mises established in The Theory of Money and Credit (1912)that money is simplya medium of exchange.

It is a good that is desired not primarily for direct use, but because it can later be traded for a good that the consumer wishes to use. Money allows indirect exchange, not only in the present time and place, but across time periods and locations. Mises pointed out that the advantages of indirect exchange of goods, and the specialization of labor that this allows, are sufficiently strong that some commodity willbe established in the market as the good that trades for all other goods. This willoccur naturally, without the need for government action.1 Dr. Wolfram is the George Munson Professorof Political Economy at HillsdaleCollege. Thus, someone would want to possess rubles only because he or she hopes to exchange them at a future date for goods or services. When we say we want to make the ruble convertible, what we really mean is that we hope individuals will accept it as a medium of exchange, without being required by their government to do so. They will either trade goods and services for rubles, or they will exchange other mediums of exchange for rubles.

In other words, the ruble will be convertible when the market accepts it as money. A Gold-BackedRuble? It has been suggested that backing the ruble with gold will make it a convertible currency.2 This, of course, willwork after a fashion. But let us think for a moment about what we mean by back ing the ruble with gold. It means that the Soviet government would be willingto exchange a certain amount of gold for a paper ruble. This means that rubles willhave become certificates that are claims to gold. Why would anyone want a gold-backed ruble? Only because one wished to exchange it for goods or services, or for gold, and later to use the gold to exchange for goods or services. Suppose that the Soviet economy remains in disarray, unable to pro duce goods and services that are competitive with the rest of the world. This means that Soviet citizens will find their rubles are convertible all right, in the sense that producers in other countries will accept the Soviet rubles in exchange for goods and services. But the rubles that are accepted won't be traded for Soviet goods and services.

Instead, they will be exchanged for gold. Eventually,the Soviet Union willrun out of gold as its cit izens exchange the gold-backed ruble for foreign goods and foreigners exchange the ruble for Soviet gold. When this happens, the ruble will no longer be convertible, and the Soviets will have traded their stockpile of gold for a basket of Western goods and services. The OnlySolution:FreeMarkets The only thing that will lead to long-run con vertibility of the ruble is the production of goods and services in the Soviet Union that can be exchanged for goods and services produced in oth er countries. And this can only occur through the institution of a free market system of production with full private property rights. It is not the pur pose of this note to argue the efficacy of the free market system. This has been argued elegantly by the Austrian school of economists and within the pages of this journal over the years. Mises demon strated over half a century ago that there is no method by which a socialist economy can deter mine the proper allocation of resources.3 Without free market pricing, value cannot be assigned to the outputs of the system, and thus one has no way of knowing how much to produce of any good or service, what resources should be used in the pro duction of goods or services, how much to produce of intermediate goods, and so on.

Clearly this century's experiment in state-run economies provides ample evidence of the failure of the socialist system, in any form, to produce goods and services that meet the standards of a capitalist economy. Any recent issue of The Economistwilldocument the inability of the Sovi et economy to function. The Soviet Union is hav ing difficulty servicing its debts because the mar kets for its oil and arms, the only items that have a ready market in the rest of the world, are deterio rating.4 Institution of a market economy is the only method by which the Soviet Union can become a sufficiently efficient producer so that there will be a demand for its goods and services from the rest 23 of the world. This is really what the Soviets are after, since they wish access to Western goods and services, with currency convertibility being only the means by which that will be accomplished. This is not to say that the ruble shouldn't be gold-backed. As Mises and others have pointed out, the primary advantage of a gold-backed cur rency is that it puts constraints on the issuing gov ernment that disallow the debasing of the curren cy.5 This makes the currency more useful as a medium of exchange over time and would aid in establishing the long-run convertibility of the ruble. But the institution of a free market econo my is the primary prerequisite to making the Sovi et·currency convertible.

Once a free market economic system is estab lished, a gold-backed ruble would certainly trade in world markets for goods and services as well as exchange for foreign currency. But why not move further into the realm of free markets? In conjunc tion with a gold-backed ruble and a free market economy, allow the Soviet citizens to transact in any currency they choose. Those currencies that were most useful as a medium of exchange would dominate the market. 6 Most probably, the West German mark, the U.S. dollar, and the Swissfranc would be the primary competitors of a gold backed ruble within the Soviet Union. The effect would be to make the ruble convertible in the Soviet Union as well as abroad. D 1. For a nice discussion of Carl Menger's theory of the ori gin of money, see Murray Rothbard, What Has Govern ment Done To Our Money? (San Rafael, Ca.: Libertarian Publishers, 1985), or directly, Carl Menger Principlesof Economics(Glencoe, Ill.: Free Press, 1950).

2. See, for example, Murray Rothbard, "A Gold Stan dard for Russia," The Free Market,January 1990, p. 3. 3. Ludwig von Mises, Socialism:An Economicand Soci ologicalAnalysis,German editions in 1922 and 1932, (latest edition: Indianapolis: Liberty Press/Liberty Classics, 1981). 4. "Russia's latest queue: for creditors," The Economist, May 19-25, 1990,p. 76. 5. See, for example, Mises, The Theory of Money and Credit, (Irvington, N.Y.: FEE, 1971), p. 438. 6. A well-arguedcase for a free marketin moneycan be found in Hans Sennholz, MoneyandFreedom(Spring Mills, Penn.: Libertarian Press, 1985).

24 "To FurtherFree Trade Principles":Originsof The Economist by Nicholas Elliott "Can there be a sufficient number of readers with intelligence to appreciate it found to make such a paper pay?" asked the free-trader Richard Cobden when The Economist was launched in 1843.The journal had been founded by a manufacturer called James Wil son "in order to further free trade principles." Cobden's question was a valid one because newspapers remained a luxury good in Britain until the 1850s, with prices inflated by an excise duty on paper, a tax on advertisements, and a stamp duty.The working classessympathized with free trade principles, but could not be relied upon to spend money on a weekly newspaper. As it turned out there was a readership among the growing professional and trading classes. The Economist provided them with arguments and statistics, and gave coherent expression to their sentiments of laissez faire. At least one writer has credited the journal with a significant role in the development of 19thcentury classical liberal thought: "... if we wish to find the origin of the mid-nineteenth century theory of laissez faire, we can find it nowhere better than in The Economist and the people who were connected with The Economist during this period."l Defenderof LaissezFaire By 1843the campaign to abolish the protection ist corn laws had become a mass popular move ment. It was the year that John Bright, the great Nicholas Elliott is a financial journalist in London, and an associate scholar of the Adam Smith Institute.

liberal orator, was elected to Parliament, and a year in which the Anti-Corn-Law League dis tributed nine million leaflets throughout Britain. James Wilson had personal connections with the League, and his aim was to support their cause. The League, in return, agreed to underwrite a large number of subscriptions to The Economist. Yet The Economist was independent of the League, and continued to survive and prosper after the corn laws were brought down in 1846. Wilson was astute enough to maintain some dis tance between hisjournal and the immediate free trade campaign. The other important factor in its durability was an honest attempt by Economist writers to exam ine issues in the light of objective evidence. The Economist has always offered opinion, but it has never been opinionated; argument is made from facts rather than from dogmatics. So, the reader can expect a free-trade argument, but studiously supported by observation and statistics. Frederic Bastiat, the French free-trader, paid tribute to its rigor: "There never was a periodical work in which all the questions of political economy were treated with so much depth and impartiality. It is, besides, a precious collection of facts, doctrine and experi ence mutually supporting each other in its columns."2 This approach won respect for the journal beyond the narrow circle of the free-trade move ment, and helped to ensure that its readership wouldn't ebb and flow along with the fortunes of the free-trade campaign.

The character of The Economist was created by Wilson, who served as editor from 1843 to 1859.

Wilson was elected to Parliament as a Liberal M.~ and held public office in the government of Lord John Russell (1846-1852).He was also a man with strikingly libertarian views, who opposed inter vention in the railways and regulation of factory hours because he saw these actions as going beyond the proper sphere of government. When a public health act was being considered, he declared that "the extension of the sphere of gov ernment interference from which so much has been dreaded for freedom, seems rather likely,by the vastness of the burden, to break down the Government. "3 Thomas Hodgskin was Wilson's co-writer at The Economist. After serving in the navy during the Napoleonic Wars, Hodgskin had been unwill ingly discharged, and had written an essay critical of the navy that had drawn the attention of Francis Place and the liberal Benthamites. It was through them that he came into contact with Wilson and The Economist.

Hodgskin was author of The Natural and Arti ficial Right of Property Contrasted, in which he argued that there is a natural right to property, against which government frequently aggresses. Hodgskin has sometimes been described as a Ricardian socialist, but he was actually more of a libertarian anarchist, viewing the downfall of the corn laws as a first step toward the demise of gov ernment. Evidently,he was regarded as a touch too radical for the liberals of the Anti-Corn-Law League, and sometimes by Wilson, too. Hodgskin left The Economist in 1857, possibly because of political disagreements with Wilson. Before becoming a popular writer, Herbert Spencer (the sociologist and author of The Man Versus The State) was employed as a sub-editor at The Economist. Although he shared the convic tions of Wilson and Hodgskin, Spencer had no edi torial involvement, working instead on the statisti cal and factual content of the journal. Spencer published Social Statics in 1851, and left The Economist in 1853,as soon as he was able to sup port himself as an author.

Nassau Senior, the freemarket economist, wrote on foreign affairs for Wilson and for the second editor, Walter Bagehot. Senior was apparently an accomplished journalist who excelled himself during the Crimean War through his contacts in France, the journal was frequently able to beat other papers into 25 print with the major stories on the conflict. It is difficult to imagine a team of journalists with a stronger and deeper commitment to free markets than this group of writers for the early Economist. This was reflected in its pages, with freemarket principles applied consistently to the problems of the day. Adam Smith, Frederic Basti at, John Locke, and Edmund Burke were quoted to readers. In 1849 The Economist offered a uniquely eloquent justification of unfettered mar ket forces: "The self-interest of each merchant and trader leads to establish throughout all the ramified and vast transactions of commerce, a sys tem of order such as no Government, however en lightened or strong, could ever conceive or ever enforce. Examined in detail, or looked at in total under the most general aspect, all the great branches of human industry are found replete with order, which growing from the selfish exertions of individuals, provides the whole. Experience has proved that this order is inevitably deranged when it is forcibly interfered with by the state.... "

The Wilsonian Economist opposed, almost without exception, every government intervention in society. It opposed regulation of factory hours, government control of the water supply, govern ment enforcement of urban sanitation, state edu cation, and military involvement in other coun tries. With its clear statement of laissez faire, backed by facts and figures, The Economist was educative and inspirational reading for the sympa thetic middle classes. Continuingthe Tradition In 1860Wilson was succeeded as editor by Wal ter Bagehot, who already had been writing for the journal. Bagehot was vice chairman of the Stuckey Somerset Banking Co., which was to become the largest private bank of issue in England. Bagehot was the most famous editor of The Economist, known as a critic and a man of letters as well as an economist. He was an opinion-former, and an adviser to governments. "I had the advantage of frequent and free communication with him on all matters of finance and currency," said Prime Min ister William Gladstone.

Bagehot was very firmly in the same libertarian tradition as Wilson. He wrote in his book The English Constitutionthat "We look on state action, not as our own action but as alien action; as an 26 THE FREEMAN • JANUARY 1991 imposed tyranny from without, not as the con~ summated result of our own organized wishes." The laissez-faire tradition was maintained by Bagehot, and continued after his death in 1877. The Economist of 1895complained that "Little by little, and year by year, the fabric of state expendi ture and state responsibility is built up like a coral island, cell on cell.Every year half-a-dozen Acts of Parliament are passed which give the state new powers and new functions." With Bagehot as editor, and for its first 70 years, The Economist espoused a position of foreign pol icy nonintervention. It opposed the popular British military expedition to the Crimea. It cau tioned against British involvement in the dispute over Schleswig-Holstein, the Austro-Prussian War, the Franco-Prussian War, and Italian unifica tion. British neutrality was urged in the American Civil War, although the journal indicated more sympathy with the South because of the protec tionism of the North.

The next editor of note was Francis Hirst, who held the position from 1907 to 1916. Again, Hirst was a strong advocate of free markets, and he was part of the later generation of liberals-which included such figures as Lord Morley and Hilaire Belloc -that continued the libertarian tradition of Cobden and Bright. Hirst started the expansion and modernization of the journal that helped turn it into the international enterprise it is today. In the 20thCentury As World War I dealt a serious blow to the lib eral movement, so it did to The Economist. The war entailed a massive expansion of state activity, and involved curtailment of liberties enjoyed for many years beforehand-food was rationed, trade tariffs introduced, pubs were forced to close at cer tain times, minimum wages were imposed, rents were controlled, industries were supported or closed by government, and civilliberties were sus pended by the Defence of the Realm Act. The war was a drastic shock to the optimism of the liberals, who had looked forward to a world of enduring peace and freedom.

The Economist opposed involvement in the war, right up to the time of Britain's entry. Hirst told of how he wept when war broke out, feeling that "the lights had gone out in Europe." The 1918Economist had to adapt to new condi tions in Europe. Laissez faire was being overtaken by ideologies that placed less value on individual freedom, and the journal had to adapt to new pref erences among its readership. In foreign affairs it continued to warn against entanglements, but it now encouraged the development of international peace-making bodies such as the League of Nations, and this became a_regular editorial theme. At this time, the meaning of liberalism was changing, a reflection of changes in the ideas of lib erals. Many liberals now endorsed the welfare state and redistribution, and discarded the ideas of laissez faire. The transformation has continued until, in large parts of the world today, "liberalism"

signifies a belief in big government, the complete reverse of its original meaning. The Economist, as a liberal newspaper, followed the trend to an extent. Walter Layton, editor from 1922to 1938,was a welfare-state liberal who went on to become chairman of the left-leaning News Chronicle. Yet the journal has always retained an evident strand of classical liberalism. Brian Beadham, an Economist writer of long standing, explains how the journal continued to express an unfashionable support for the market system in the postwar years of collectivist consensus. Today, he says, The Economist remains "foursquare in the libertarian tradition." These freemarket views have often come from Norman Macrae, who has worked for the journal since 1949.A recent newspaper profile describes how Macrae "takes constant delight in pointing out where government policies are having perverse effects-where punishment leads to crime, income support to poverty, education to ignorance, planning to nonsense."4 After almost 150 years, the consistency is impressive. True to tradition, the modern-day reader is presented with arguments for a market economy, free trade, and limited government, but always substantiated by facts and statistics. D 1. Scott Gordon, "The London Economist and the High Tide of LaissezFaire," Journal of Political Economy, December 1955,p. 465.

2. Quoted in The Economist 1843-1943: A Centenary Volume (London: The Economist Newspaper Limited, 1983), p. 30. 3. Ibid., p. 39. 4. The Independent, December 31,1988.

27 ExportingTaxes Threatens StateEconomies by John Semmens T he most popular tax is one paid by someone else. Thus state legislators, in their quest to raise spending without angering local tax payers, are devising more and more schemes to "export" taxes to out-of-state residents. These include higher taxes on goods and ser vices most frequently purchased by tourists (e.g., taxes on hotel rooms and car rentals), higher taxes on extraction industries (e.g., oil production and mineral mining), and efforts to collect more taxes from business income earned outside the state through "unitary" taxes. In each case, the targeted taxpayers live outside the taxing jurisdiction, so they won't be able to express their dissatisfaction at the polls. Economists, however, point out that there are no "free lunches." Everything has a cost. The apparent free lunch to be had from attempting to export the tax burden is illusory. The short-term gains are more than offset by larger long-term losses.What the proponents of exporting taxes fail to see is that they are also exporting the enterprises and job opportunities that could help their state grow and prosper.

When the Constitution was written in 1787, its authors were careful to include a clause prohibit ing the federal government from imposing taxes on exports (Article I, Section 9, paragraph 5: "No tax or duty shall be laid on articles exported from any State"). They knew that a tax on a state's exports could devastate that state's economy.They didn't bother to similarlyrestrict states from taxing Mr. Semmens is an economist for the Laissez Faire Insti tute in Tempe, Arizona. their own exports because, apparently, they didn't anticipate that any state would be so foolish. Attempting to export a tax puts a state at a com petitive disadvantage when it comes to importing income and wealth. While it may well be true that nonresidents are nonvoters and as such probably won't have much impact on state and local elec tions, they are stillconsumers. Unlike the local tax payers who may have little choice but to pay the higher taxes imposed by their legislature, the out of-state taxpayers may more easily take their busi ness elsewhere.

Consider the dilemma of the instate firms that are supposed to export a tax to their out-of-state customers. If the tax is added to the price of the exported product (as state legislators seem to assume it willbe), competing products from other, lower-taxed locations will have an advantage. Tourist attractions in these other locations will become slightly more alluring. Manufactured goods produced elsewhere, perhaps in a foreign country, will gain a small price edge on every unit offered for sale. Consequently, sales revenue for the instate businesses will fall. Lower revenues mean a smaller business operation, fewer employ ees, and less economic growth. On the other hand, if the instate businesses absorb the tax in order to maintain competitive prices in out-of-state markets, then their profits will fall. The higher profits of out-of-state busi nesses will become more attractive to investors.

Investment capital will tend to flow out of state, which will mean less growth and fewer economic opportunities for wouldbe instate employees.

28 THE FREEMAN • JANUARY 1991 Some proponents of export taxes argue that the rates are too low to have any effect on economic decisions, or that the targeted taxpayers are "locked in" anyway.The locked-in thesis has some plausibility. A mine, for example, is where it is because that's where the ore is located. A tax won't change that. However, a tax willchange the relative profitability of the firm or the salability of its out put. These small effects at the margin can have large long-term effects on business expansion and choice of business location. Mines in other loca tions willgain a larger market share. New mines are a bit more likely to be established in lower-taxed locations. A few percentage points of ~ifference in the short run growinto millionsof dollars and thou sands of job opportunities lost in the long run. Whether taxes are exported or not, they still remove funds from the private sector. The money that goes into export taxes will be unavailable to invest in tourism, mining, or other businesses, fur ther hurting the local economy.

Economic growth rarely comes in huge leaps forward. More typical is the continuous com pounding of modest single-digit growth rates. In a multi-billion dollar economy, a reduction of just a fraction of a percent in the return on investment or growth rates can amount to the loss of billions of dollars of wealth and millions of job opportunities over a single generation. Both equity and efficiency point away from the policy of attempting to export taxes. A govern ment that rejected the "free lunch" appeal inher ent in the exportation of taxes would better serve its constituents. If the residents were disabused of the notion that someone else is going to pay their state government's bills, they would be less toler ant of waste and excessive spending. The ethos of contemporary tax policy is mis guided and, in the long run, self-destructive. A revival of a "no taxation without representation"

policy ~ould be more equitable and more prof itable for those who adopt it. D 29 Children's Television Shouldn't Be Regulated by T. Franklin Harris, Jr. T here is a familiar cry in Washington these days: "Save the children!" No, it isn't another call for foreign aid to save the starving children of Ethiopia. This time the chil dren in danger are Americans, and the danger isn't starvation, but the state of children's television. The complaints are nothing new. Peggy Char ren, president of Action for Children's Television (ACT), and her group of "concerned parents" have been at it for some time. Their latest cam paign has been in support of legislation that reduces the amount of commercial time during children's programming. The legislation, which became law in October, also threatens any broad caster who doesn't meet the "educational needs" of younger viewers with having his broadcast license revoked by the Federal Communications Commission.

Exactly what, according to ACT, is wrong with children's television? Well, it seems that most of what children watch is "just dumb." Furthermore, children must be protected from "over-commer cialization," particularly when it comes to pro grams which are themselves commercials for a product. While ACT's complaints may seem well-found ed at first, they don't stand up to scrutiny. In the first place, children generally aren't interested in educational programming. They watch "dumb" shows to be entertained. After all, whyshould chil dren be any different from adults, who scorn Mr. Harris is studying political science at Auburn Uni versity. "quality" television in favor of sitcoms and soap operas? Every day there is more evidence that the viewing habits of children are similar to those of adults. Game shows, long a staple of adult televi sion, are now appearing as children's program ming. One example is the immensely popular game show,"Double Dare." Ms. Charren says that broadcasters should be ashamed of their pro grams. But there is no shame in providing con sumers with shows they want.

Consider, for example, the cartoon "G.I. Joe." "G.I. Joe" was under constant attack for being too violent, mindless, and for being a "program-length commercial" for a brand of "war toys." Critics, however,totally missed the program's good points. In the program's early days, the stories and anima tion were of very high quality. Story lines were innovative and were written by some of the best writers in the industry,includingthe highlyrespect ed comicbook author Marv Wolfman.One story in particular dealt with the children of Vietnam veter ans who grew up in Vietnam without fathers and who were outcasts in Vietnamese society.Such pro grams may not teach children their ABC's, but who can claim that they are not "quality"? However, when the story and animation quality of "G.I. Joe" began to decline, so did the show's ratings. The "program-length commercial" disap peared from the airwaves even as the toys it was "selling" continued to dominate the market. Quite simply,children tuned in to be entertained. When the fun stopped, they tuned out.

As for "over-commercialization," Ms. Charren 30 THE FREEMAN • JANUARY 1991 "/ like everything Big Bird's ever done." DRAWINGBY M. TWOHY; © 1990 THE NEW YORKER MAGAZINE,INC. and her associates act as if it were a crime for advertisers to aim commercials at their intended audience. It is the advertiser's job to target ads toward children. It would be sillyto run advertise ments aimed at senior citizens during "Pee Wee's Playhouse." The only people not doing their job are the parents. Their job is to just say "no." Here is the root of the children's television "cri sis." Parents either cannot or will not take respon sibilityfor their children. Parents want the govern ment to step in with controls and regulations so that they won't be put in the position of saying "no" to their children. The fewer commercials children see, the less parents will need to say "no." The less "junk" on television, the less often parents will need to change the channel or turn the TV off. Par ents just don't want the hassle of crying children.

The problem goes far beyond children's televi sion. In every walk of life, parents want govern ment to take the responsibility out of parenting. But who ever said that parenting would be easy? Children shouldn't be deprived of entertain ment just because they are young. It is far better to let the ratings figures determine what goes on tele vision than any small group of individuals, no mat ter how "concerned" they are. 0 31 Calling the Bluff: Reflections on Liar's Poker by Katherine M. Boudreaux L iar's Poker by Michael Lewis (Norton, 1989)has been trumpeted as one of a num ber of indictments of the 1980s, a time when greed reigned supreme and unfettered mar ketsresulted in moral and financial ruin. This near unanimous interpretation by book reviewers gave me little incentive to purchase Lewis' book. How ever, with some time between classes this past spring, and a copy borrowed from a colleague's shelves, I did read Liar's Poker. The title, it turns out, is indeed appropriate: Lewis wants us to believe that he is baffled by this supposed world of excess in which he participated. But he is bluffing.

Lurking behind his clever rhetoric and amusing anecdotes are revealing lessons about what really happened on Wall Street. One of his most interesting points is that the explosion in the bond market in the 1980swas not the result of new-grown greed on Wall Street, but the consequence of government actions. Because of the worsening problem of inflation during the 1970s, the Federal Reserve, under Paul Volcker, was forced in 1979to abandon the no-win cycle of continually pumping money into the economy in order to reduce short-term interest rates, seeing rates rise eventually due to the resulting inflation, and increasing the money supply even further to start the whole cycle over again. Instead, the Volcker Fed allowed interest rates to fluctuate while controlling money supply growth. Because Katherine M. Boudreaux is a Senior Lecturer in the Department of Economics, Mary Washington College, Fredericksburg, Virginia.

bond prices vary inversely with interest rates, increased volatility of interest rates caused bond prices to change more rapidly and dramatically. At the same time, there was a tremendous increase in the demand for borrowed funds, with the biggest single borrower being Uncle Sam. Bonds are the sole source of borrowed funds for the federal government, and many businesses raise money with bonds as well. The increase in the demand for borrowed funds coupled with the vari ance in bond prices created tremendous opportu nities for entrepreneurs in the bond market, which had previously been a quiet backwater on Wall Street. When a market is volatile, investors want guid ance. Salomon Brothers specialized in providing advice in the heretofore boring bond market, act ing as a middleman. As the market struggled to adjust to the immense increase in government bor rowing in the early 1980s, investment bankers made a good deal of money advising and selling to borrowers and investors. Naturally, employment in this area grew because of the demand for such services.

The Growthof "Greed" Do these events signal that people became more greedy during Ronald Reagan's tenure in the White House? Of course not. Ever since the imposition of the Federal income tax, we have had tax accountants, tax lawyers, and tax preparers profiting handsomely. Rather than thinking of 32 THE FREEMAN • JANUARY 1991 these individuals as greedy wolves, we tend to think of them as protectors fighting off the incom prehensible, yet dangerously potent, edicts of the Internal Revenue Service. In fact, because govern ment continues to make complex changes in its tax code, this industry continues to have opportunities to profit, whereas the shakedown on Wall Street during the last few years signals that the bond mar ket has adjusted and above-normal profits have been dissipated. Similarly,change in government policy sparked a market in mortgage bonds. Thrifts and savings and loans (S & L's) were already in bad shape by the beginning of the 1980s. The inflation of the 1970s caught them with many long-term mort gages paying low, pre-inflation rates. With such a low cash flow, thrifts and S & L's couldn't attract depositors. So in 1981,Congress gave the industry a big tax break. In order to get it, however, the thrifts and S & L's were required to sell their exist ing mortgages.

Although many of these sales turned out to be unwise, they were prompted by the government's tax change, not by financial markets. In 1982, the government tried deregulation, but the industry, battered by the government's actions of the pre vious decade, weak from protection and regula tion, and invested in questionable assets with the proceeds from the mortgage sell-off, could not compete. Salomon Brothers helped the thrifts and S &L's find buyers for the mortgages and in the course of doing so solved one of the most perplexing prob lems in the mortgage bond market. Lewis is justly admiring of that invention. Despite the govern ment's attempts since the 1930s to establish a sec ondary market in mortgages, private mortgage bond placements were difficult because mortgages can be prepaid. In other words, when a homeown er moves and sells her home, she pays off the mort gage. The investor who bought the mortgage from the bank that loaned the money gets the money all at once. This unexpected pay-out can have adverse tax consequences. As a result, the true yield to the investor is altered. Because of this uncertainty, investors were reluctant to buy mortgages. With out buyers (a "secondary" market), banks were somewhat less willing to make mortgage loans.

A Salomon Brothers employee solved this prob lem by pooling mortgages and selling them in "tiers." Everyone who bought firsttier bonds got paid off before everyone in the second tier, and so on. With sophisticated statistical analyses, Salomon Brothers could predict with relative certainty when the investors in each tier would be paid. Inspired by the increase in the mortgages being offered by S & L'sto take advantage of the tax break, Salomon Brothers stimulated the demand for mortgage bonds. In turn, it became easier and less costly for people to purchase homes. So Salomon Brothers, and presumably other firms with expertise in the bond area, profited not because of an explosion of greed but because of changes by the government. Lewis explains these causes for those who care to pay attention and  understand. He does not, however, analyze the labor market as clearly as he does financialmarkets.

MalignedMiddlemen Bond salesmen, such as Michael Lewis and the character of Sherman McCoy in Tom Wolfe's Bonfireof the Vanities,use the recommendations of bond analysts and their own experience to sell bonds. Lewis claims still not to understand what he was paid to do by Salomon Brothers. Perhaps this is a reflection of age-old negative feelings about middlemen. It is easy to see what the farmer does because the food on the plate is so obvious. But what exactly did the agricultural cooperative, the grocery wholesaler, and the supermarket do that justifies the difference between the price the farmer got and the price paid? The contributions of middlemen, which range from tangibles such as transportation to intangibles such as display, mar keting decisions, and advice, have provoked suspi cion since the division of labor became predomi nant in trading societies. Lewis is particularly disingenuous when it comes to his own background. His art-history major at Princeton and part-time jobs between college and graduate school are detailed to illus..

trate his lack of preparation. His master's degree in economics from the London School of Economics gets short shrift. Lewis says that his $46,000start ing salary,the same as what an M.B.A. would earn, felt like "lottery winnings." Perhaps this is profes sional sensitivity on my part, but I believe that a graduate degree in economics from one of the world's finest programs is at least as good as an M.B.A. More tellingly,however, Lewis misunder stands the theory of wage determination.

REFLECTIONS ON LIAR'S POKER 33 Michael Lewis, author ofLiar's Poker. People are not paid according to some intrinsic value of their product (a favorite idea of Marx's), or what they "deserve," as Lewis puts it, but according to the worker's physical productivity plus what people are willingto pay for the product. Thus, Madonna is paid an enormous sum because she sings and dances in a way that people find entertaining.Investors valued Michael Lewis' advice and services as a bond salesman in a market stimulated by the government, and so he earned a lot of money. Both Michael Lewis and Madonna may find their financial success astounding, but that hardly matters. Lewis plays a lot on his amazement that he was paid a high salary even when he first went out on a trading floor. It is true that there is what economists call a "learning curve," and probably Lewis' advice was not worth so much at first as it was after he had gained experience. However, Salomon Brothers was not irrational to pay rela tively high wages to Lewis when he was fresh out of school, because it is costly to adjust wages fre quently. For example, despite the fact that I was recently delayed at a service station by a new employee who did not know how to work the reg ister, I am certain that his wage wasn't different two days later when he knew how to do it. Even tually Lewis admits that the business he brought in generated far more revenue for his employer than he was paid.

All PartiesGain Lewis also never quite catches on to the fact that all willing parties to a bargain gain. He writes as though he is continually duping his customers, yet also writes of being tied in to some of Europe's largest money pools, run by people Lewis describes as "quick, aware, flexible, and rich." He indicates that he has customers who trust him. These contradictory ideas are not resolved. I sus pect that Lewiscannot quite get beyond his knowl34 THE FREEMAN • JANUARY 1991 edge that Salomon bought the bond at one price but he can sell it at another, higher price. Which is the real price? Isn't someone getting ripped off? Suppose I go to an auction and buy a piece of furniture. Later I sellit at a yard sale for more than I paid for it. Who's the loser here? The original owner could have withheld the piece if the auction price wasn't high enough, so he must have been satisfied. The yard-sale buyer must have thought the furniture was worth it because she paid the price. And I got something for transporting it from the auction, where the yard-sale buyer was not present, to a place and time when she was avail able. Everyone wins-there are gains from trade for everyone. This is the idea Lewis misses.

Lewis does offer some interesting insights into junk bonds and takeovers. He admiringly describes Michael Milken's role in providing capi tal to relatively small but high-growth firms who are shut out of bond markets. These high-yield ("junk") bonds turned out to be such good invest ments that the demand outstripped the supply. According to Lewis, Milken then conceived the idea of using junk bonds to purchase undervalued companies and put their resources to more effi cient use. But Lewis realizes that, contrary to some economists' specific belief and the unspecified public myth, markets are not perfectly efficient. Some takeovers fail because investors were wrong about the value of the company and the amount of debt that could be carried. The result is bankruptcy. A competitive market punishes such mistakes. The attempted takeover of Salomon Brothers as described by Lewis is an example of another type of failure. The "raider" in question is known for-gasp!-firing inefficient management. Not surprisingly, the existing Salomon management fought off the takeover with stockholder assets, costing both stockholders and employees. Recent trends in state legislation, unmentioned by Lewis, make it easier for existing management to engage in this unscrupulous behavior.

But which is worse-layoffs of inefficient employees in order to create a more profitable firm that the socalled raider needs, or the seemingly random layoffs made by inefficient management needing funds to pay for fighting the takeover? Lewis admits that after Salomon's rousing success in the early 1980s,the management missed some important calls and was overstaffed. Using stock holder assets and his personal friends on the board, the chairman saved his job. Thefirm did cut back, but the cutback was executed by the same folks who had engineered the firm into the current unprofitable position. Salomon couldn't even hold onto one of their most (in the author's own estima tion) profitable people-Lewis himself. What I learned from Liar'sPokerwas that ev~n a writer intent upon disguising reality can't cover up the government's role in events. Government actions inevitably have unintended consequences, many of them undesirable, many long-term. We should, for example, look to the government as well as the private sector, and well before the 1980s,if we want to understand the S & L crisis. I also learned that in order to make real-life behav ior conform to the popular conception of life on Wall Street, writers such as Lewis have to be able to fool themselves.

Far from being a condemnation of private behavior in the greedy 1980s,Lewis has presented us with convincing evidence that the government should stay far out of financial markets. Of course, to make the book a best-seller,he included a lot of juicydetails that disguisethis point. Michael Lewis is a smart guy, which is why he succeeded on Wall Street. So read his book-but call his bluff. Read between the lines. D Coming Next Month ••• • "Resurfacing the Road to Serfdom"· by Susan Marie Szasz • "Lessons from the Road: The Evolution of an Eatery" by John Baden • "The Charade· of Participatory Democracy" by Ridgway K. Foley, Jr.

35 BOOKS Mises: The Impact of Ideas by William H. Peterson I deas direct thinking, govern lives, and forge history. The impact of ideas is a theme that echoes and re-echoes in the works of Ludwig von Mises (1881-1973). Mises held that man is a thinking and acting being, that his values are highly subjective, that he can be swayed by politi cal parties and spurious doctrines, that choosing determines everyone of his decisions, that he should never relax in his quest for truth, that in the end his only weapon in the war on error is reason. Mises held further that correct ideas are crucial to the human race, that the very essence of the human condition is the inescapable and insur mountable dualism of that condition: the dualism of man's two separate, distinct, unbridgeable, and not always perceptible or completely understand able realms. One realm is physical, the outer world of corpo real, material, external reality-the reality that impinges on the senses, the things we can see, hear, taste, touch, and feel, the reality that reflects such mysterious earth forces as energy, gravity,electric ity, and rotation. This, too, is the world of not always-hospitable nature, of what Darwin viewed as the struggle for existence and survival of the fittest for all the earth's species.

It is also the external world of chemistry, physics,biology,physiology,geology,meteorology, and other hard "natural" sciences that help unlock some of the mysteries of the universe, of the world of flora and fauna, of tooth and fang, of earthDr. Peterson, an adjunct scholar at the Heritage Founda tion, holds the Burrows T. and Mabel L. Lundy Chair of Business Philosophy at Campbell University, Buies Creek, North Carolina. quakes and hurricanes, of droughts and floods, and of-insofar as economics is concerned-stark scarcity. The other realm is mental, abstract, intangible, almost ethereal, the inner world of the individual and his unique individuality, of his different and changing ideas, thoughts, ends, feelings, values, aims, missions, emotions, goals, intentions, pur poses, ideologies, and traditions, the internal world of reason and reasoning, including false rea soning, the broad and largely uncharted universe of the human mind.

This is, in addition, the internal world where man ineluctably has to align and realign, continu ously,his chosen ends with chosen means, to cope, again continuously, with endless scarcity, with the ceaseless change long ago spotted by Heraclitus, with social relations, religious questions, political problems, family matters, and all other praxiolog ical concerns. It is this inner realm-impacted by ideas-that generates thinking, that stirs emotions, that impels human action, that facilitates change for better or worse, that alterably shapes and shakes the future and, to a degree, the outer realm, that makes or breaks social cooperation, especially via politics, that sows peace or wages war-that hence deter mines man's fate-in the past, present, and future. So, to repeat the observation of Mises, ideas direct thinking, govern lives, and forge history. Which is why Economic Freedom and Interven tionism: An Anthology of Articles and Essays by Ludwig von Mises as selected and edited by Betti na Bien Greaves (Foundation for Economic Edu cation, Irvington-on-Hudson, New York 10533, 36 THE FREEMAN • JANUARY 1991 250 pages, $29.95 cloth, $14.95 paper) is so vital and timely.

This fistful of ideas, this welcome and most readable book (with sideheads to ease the reading further) constitutes another chance for the West to re-examine the remarkable thought of a giant of our age. It marks another intellectual tie to the Mises legacy of understanding man's critical spheres of economics and politics, of telling us what we can do about them before it is too late. It is hence a book on human survival as well as human understanding. Mrs. Greaves, a close friend of Mises and a faithful student in his famous graduate seminar at New York University, notes that she collected some of these articles from Mises himself and oth ers from such sources as the Institute for Humane Studies, Liberty Fund, Regnery Gateway, Nation al Review, The Freeman,and The Commercial and FinancialChronicle.She thoughtfully collates the 47 pieces, most of them out-of-print or not eas ily available, into four sections: Economic Free dom, Interventionism, Mises As Critic, and Eco nomics and Ideas. Ideas of course permeate the entire anthology-much-needed ideas of a most constructive sort.

Take the Marxist idea of class conflict, for exam ple, and the Mises idea in response. In an article reprinted here from ChristianEconomicsof Octo ber 3, 1961,Mises takes Marx to task. Mises notes how the emerging market or contractual society of some two or three centuries ago soon obliterated the class lines drawn by serfdom and slavery. Yet, maintains Mises, class or status survives today only by government fiat in such dubious tax onomy and forms as subsidies (which views farm ers, for example, as a class), discriminatory taxa tion (which converts, among others, smokers, drinkers, and the rich into classes), affirmative action (which converts race and gender into class es), and union privileges (which transform employees into a class). So classes today become legal fictions and; by law, social frictions. In this sense, Marx's class struggle does persist, an unde served triumph for the Left.

Indeed, in the posthumously published third volume of Das Kapital,observes Mises, Marx was at his wit's end on how to sustain the validity of his dogma of the class struggle. He failed to solve the puzzle and so abruptly ended his manuscript with but a one-page chapter (the 52nd) on "The Classes," with his editor Friedrich Engels succinctlynot ing: "Here the manuscript breaks off." But Marx died many years after he ceased work on his major opus; and Mises sees that Marx had painted him self into a corner, simply unable to put forth a cred ible definition of classes in a capitalistic age. Or consider the Keynesian idea of the business cycle. In an article here reprinted from The Free manof September 24, 1951,Mises attacks that idea in commenting on Keynesian Alvin Hansen's book, BusinessCyclesand NationalIncome(Nor ton, 1951). In it Harvard Professor Hansen up holds the concept of.counter-cyclical· macro~ demand management by the government, dwells on such supposed causal factors as general overin vestment and overproduction (thereby ignoring the insight of classicaleconomist Jean Baptiste Say and his Law of Markets), and castigates those who see credit expansion and inflation as the underly ing causes of the cycle.

Rebuts Mises with a better idea: "People must learn that the only means to avoid the recurrence of economic catastrophes islo let the market-and not the governmentdetermine interest rates. There is but one pattern of positive counter-cycli cal policies, viz., not to increase the quantity of money in circulation and bank deposits subject to check. Deficit spending by borrowing from the commercial banks is the surest way toward eco nomic disaster." Or look at the idea of government intervention ism and the alleged need for supernational govern ments such as the European Community (which comes into full force in 1992). In a 1955 article commenting on How Can Europe Survive? by Hans Sennholz (Van Nostrand, 1955), Mises hails the Sennholz idea that the economic disintegration of then un-united Western Europe is hardly the outcome of the unhampered operation of the cap italistic market order.

It is rather, holds Sennholz, seconded by Mises, the result of the various West European govern ments (some ruled by outright socialist parties) erecting welfare states, interfering with domestic industries, even nationalizing some of them, restricting foreign trade and investment, and engendering economic retaliation in return. The further result is-no surprise! -widespread eco nomic isolationism and consequent European dis integration, even though this •. disintegration did eventually lead to the concept and implementation of a European Common Market, now known as the European Community (EC). What makes the Mises-Sennholz discussion so relevant if not poignant today is the political and economic context of this big and growing EC, which may one day conceivably take in part or all of th,e once-Eurocommunist Bloc. For while Marxism has gone down in ignominious defeat in Eastern Europe, is it not relevant to inquire: How are the Misesian ideas of the unhampered market society now faring in the EC halls in Brussels and Strasbourg, and in the respective capitals of the EC member countries? Answer: Not well.

For is the talk there not still, paradoxically, Marxian, Le., about the "need" for farmer protec tionism, welfare measures, and other "social democracy" impediments to the free trade idea? Which raises in turn this question: How does the EC propose to treat in the years ahead the foreign trade and investment of non-EC member coun tries such as the United States and Japan seeking to do business inside the Community? Or, to put this question more bluntly: Will the EC, perhaps under the pressure of a global recession, revert to Western Europe's economic isolationism of the 1950s, perhaps even with an economic Festung Europahiding behind high tariff and import quota walls? Comments Mises (again the year is 1955): "As long as there is domestic interventionism, the pre sent unsatisfactory state will last. The funds spent by the U.S. taxpayer for the economic unification of Europe were wasted."

Or consider the idea of land reform now so per tinent in an era when private property rights throughout the West are still unclear, when further decisions on just how to reallocate-hopefully, to privatize-the huge, literally millions of square miles of formerly state-held lands of Eastern Europe, including the Soviet Union, have to be made. Too, land reform is still a major issue in much of Latin America where landlords continue to operate large coffee, sugar, banana, and other plantations. In a contribution (beautifully entitled "On Some Atavistic Economic Ideas") to a 1966 Festschriftfor Jacques Rueff, previously available only in French translation, Mises again supplies superior ideas on land reform that illuminate the background behind today's headlines. Mises says the program of land reform, inc1udMISES:THE IMPACT OF IDEAS 37 ing confiscation and redistribution-usually in small equal parcels to the "peasants" or "citizens"

-no longer makes sense in a capitalistic market economy. He observes how in a market society the consumers dailyvote anew on just who should own or not own the factors of production, including land. All on a voluntary basis. Thus by their buying or abstention from buying, the consumers decide who should be allowed to be entrepreneurs and who should supply the other productive factors of land, labor, and capital. In other words, the consumers determine just who should operate the factors in the best and cheapest way for the satisfaction of their own wishes and needs. Entrepreneurs and other land and non-land fac tor owner/operators who do not measure up to these consumer wishes and needs are in effect assigned losses and soon turn to other pursuits. Factor owners who do measure up are rewarded with profits or other returns and so tend to expand their operations. It follows that economic re sources flow toward their social optimum and that the consumer is not only sovereign, but a dictator as well:ruthlessly direct, sparing no one, least of all the landowners however large.

Now, what of the idea of official favoritism for debtors (the "poor") over creditors (the "rich")? Governments historically and contemporaneously have long followed such an idea, from Solon in Ancient Greece and the Gracchi brothers in Ancient Rome on to our present Congress and to parliaments the world over. Here also, argues Mis es in his reprinted contribution to the Rueff Festschrift,the idea is to see that the capitalistic system already has radically altered the scheme of things. He writes: Under the modern credit organization the more opulent strata are more often debtors than cred itors. They own mortgaged real estate, business firms that are indebted to the banks and insur ance companies, [and] common stock of corpo rations that have issued corporate bonds. On the other hand the common man is a creditor insofar as he has taken out insurance policies, has savingsdeposits with commercial banks and savingsbanks, owns bonds whether government issued or corporate, and is entitled to receive retirement and old age pensions.

Thus the irony of modern-day deficit spending 38 THE FREEMAN • JANUARY 1991 ECONOMIC FREEDOM AND INTERVENTIONISM by Ludwig von Mises is available in cloth at $29.95 and in paperback at $14.95 from The Foundation for Economic Epuca tion, Irvington -on -Hudson, New York 10533. and easymoneyideasis that they are at oncepop ular-buttressed by conventionalwisdomin high academicand politicalplaces-and yet run direct ly counter to the interests of the broad populace. These ideas breed inflation and recessions.Since the end of World War II they have spelled the destruction of literally trillions of dollars in the total value of savingsin bank deposits,insurance policies, and pension funds, public and private, including the savings of hundreds of millions of low-incomeand middle-incomepeople.Currently the inflationary cancer induced by these ideas is and has long been global; and governments and central banks, trapped by false ideas, seem help less to stop it-even though they could, given the right ideas.

Ideas. Ideas.As John MaynardKeyneshimself, the champion of deficit spending and demand management, the supposed colossusof economic thoughtin the 20thcentury-when that colossusis properlyMises-noted in a flashofdiscernmentat the tail-end of his otherwise misguided major opus, The General Theory of Employment, Inter estand Money (1936):"Practicalmen,who believe themselvesto be quite exemptfromanyintellectu al influences, are usually the slaves of some defunct economist.... It is ideas,not vestedinter ests' whichare dangerousfor good or evil." Or as Bettina Bien Greaves puts this matter in the foreword of this remarkable book: "One re curring theme throughout Mises' writingsis that men act on the basisof ideas.Todayis the product of past ideas.And the ideas of today will produce tomorrow. The idea that government has the power to cure almost any socialill permitted big governmentto triumph throughout the world. To reversethistrend,to createa worldoffreemarkets, to changegovernments,to repeal governmentpro grams,the ideasmen hold mustbe changed."

Amen. D INVISIBLE VICTIMS:WHITE MALES AND THE CRISIS OF AFFIRMATIVE ACTION by Frederick R. Lynch Greenwood Press, 88 Post Road West, Box 5007, Westport, CT 06881 • 1989 • 237 pages • $37.95cloth Reviewed by Steven Yates H as "affirmative action"brought us closer to an equal opportunitysociety?Or hasit limited opportunities for younger white males by reverse discrimination?Is it compatible withthe principlesof a free society-or doesit run counter to them? For a key part of this new study, sociologist Frederick R. Lynch interviewed 34 white males who blamedreverse discriminationfor havinglost out on jobs or promotions.Their politicscrossed the spectrumfrom conservativeRepublicanto lib eral Democrat (though some found their views shiftingrightwardas a result of their experiences). Theirbackgroundsrangedfrommiddleto working class. Many taught or were administratorsin col leges and universities-unsurprisingly, since the schools have long been hotbeds of affirmative action.Others includedFederal and state employ ees, corporate analysts,correctionalofficers,fire fighters,cameramen,and so on.

Their reactions to reverse discrimination ranged from confusedacquiescenceand cognitive dissonance,to resigned acceptance,to anger and hostility-and in a few cases, emotional devasta tion. Manyquit their jobsor even changedcareers out of frustration, though a few were clever enough to circumventthe systemthrough various ruses.Severalfiledreverse discriminationlawsuits, some stillpending.None, so far,.hasbeen success ful. White males,they discoveredto their surprise and dismay,have littlein the way of legalrecourse in discriminationcases. Whatever the originalintent of calls for "affir mative action," obviouslysomething went badly wrong.Lynchspellsout perhaps more clearlythan anyone before him just what. First, affirmative action has generally been imposed from the upper echelonsof government downward,usuallythroughthe courts.Privatecor porations have often "voluntarily" implemented affirmative action plans to avoid discrimination investigations at the hands of bureaucrats and Federal judges.Second, theseplanshavebeen car ried out mostlyby word of mouth-word "comes down but does not go out," as Lynch describes it.

Third, institutions implementing such plans were on shaky legal ground from the start-after all, the Civil Rights Act of 1964openly repudiated prefer ential treatment. Fear of lawsuits further explains the secrecy. Fourth, this secretive aspect of affir mative action has often kept its victims in the dark, and indeed has made it difficult to determine the extent of reverse discrimination. In those cases where white males knew they were victims, there was little in the way of "paper trails" or other evi dence that would hold up in court. Fifth, and per haps most important, a taboo on all open discus sion of the subject-a New McCarthyism, Lynch calls it-has created a climate of deception and intimidation and led to a "spiral of silence." The deception is that affirmative action has public sup port, when in fact over 80 percent of the public opposes quotas. The victims, though, have hesitat ed to say anything for fear of being labeled racists.

An important tenet of the New McCarthyism is that white males should "bite the bullet"-they are a numerical majority in a society with a racist and sexist past, so by definition they can't be vic tims. They must be covering up for their own fail ures. Because of such ideologically rooted but widely promoted doctrines, wouldbe critics, too, have found themselves under pressure to keep silent; Lynch himself reports reluctance to discuss his research when it was in progress. He singles out both the mass media and aca demic sociology for special criticism. UntiI the Bakke case, affirmative action was blacked out by the media; even afterward, public discussion was fraught with tension and evasion. Conservatives who have long accused the media of a left-liberal bias will find their views vindicated, on this issue at least. Lynch tells of an even worse bias deeply rooted in academic sociology, and, indeed, throughout academe, where collectivism has long flourished and bred intense pressures to conform to an official party line. Tenure has been almost a must for vocal critics; those who speak out often find themselves facing open hostility.

What emerges from Invisible Victims is a dis turbing portrait of left-liberal social engineering run amok, carried out in open disdain for the pub lic and for merit-oriented values, and surrounded by a campaign of distortion, intimidation, and silence. Lynch, if he is reviewed at all in academic journals, will be accused of generalizing from too OTHER BOOKS 39 small a sample. He may, of course, be accused of far worse, e.g., of being a "racist" himself (or in league with the "racist status quo"). This, though, would be unacceptably ad hominem. Independent evidence confirms widespread reverse discrimination; polls cited by Lynch such as that of Gordon Black Associations (1984) indicate that at least one white male in ten has had at least one such experience. From the years 1980-83,over 1,500complaints against public institutions alone were filed with the EEOC. Lynch's discovery of the reluctance of white males to speak out suggests that the problem is in fact much worse than what direct statistical evidence reflects.

Invisible Victims belongs in the library of every one concerned about the impact of affirmative action on American society. It should be read by Federal bureaucrats, university administrators, and media moguls. Despite the left's belligerent denials, the suspicion is unavoidable that runaway preferential treatment is a major cause of racial unrest on college campuses and elsewhere. Young white males, after all, in general have committed no offenses against blacks and women, and realize instinctively that justice is not being served when they are routinely sacrificed in the name of ill defined social goals instead of treated as individu als and judged on their own merits. Lynch's research suggests a growing body of "under ground" resentment against affirmative action, and I predict a real donnybrook somewhere down the road if the problems it has created are not faced. D Dr. Yates teachesphilosophyat Auburn University.

ECOLOGY IN THE 20TH CENTURY: A HISTORY by Anna Bramwell Yale University Press, 92A Yale Station, New Haven, CT 06520 1989 • 292 pages • $40.00cloth; $16.95paper Reviewed by Ben Bolch A nna Bramwell's Ecology in the 20th Cen tury: A History is the single most enlight ening, and frightening, thing that I have yet to read about the radical environmentalist movement. It is a book that can be recommended without reservation to anyone who has become concerned with the excesses of this movement.

40 THE FREEMAN • JANUARY 1991 Bramwell points out that while environmental ists are now on the extreme left of the political spectrum, the movement apparently began in late 19th century Germany as a science-based anti democratic crusade which found its first coherent political expression in Nazi Germany. In fact, she notes, the Third Reich was the first government to be dominated by extreme environmentalists. Bramwell documents the rise in power of the Greens. This movement, of course, does not derive from any actual environmental difficulty, but rather from a gathering of a whole host of the dis contented, including anti-nuclear pacifists, anti Semites, anti-Christians, sun-worshippers, and simple haters of technology and the market pro cess. It is a movement which cloaks itself in scien tific rhetoric, a kind of public relations rationality which masks deep-seated irrationality: in "Green science," for example, conclusions (such as global warming) are announced before the research is done.

But even more fundamental to the Green movement is the paradox of mankind's being at the same time one with nature and the destroyer of nature. The Green movement's muddy thinking extends to the presumed capability of mankind to care for nature only when coerced from above by massive government programs. This stance ignores a clear history which shows that govern ment-controlled economies such as those in East ern Europe have been more ecologically harmful than have those with greater market orientation. Bramwell points out that the shift from right to left, or from Nazi to currently respectable brands of socialism, was necessitated by the outcome of World War II. Such a seemingly bizarre switch is surprising only to those who remain ignorant of F. A. Hayek's admonition concerning the corre spondence of all forms of totalitarianism. Bramwell notes that the witch cult of PAN (Pagans Against Nukes) continues to worship at the same standing stones as were revered by the pagans of the Third Reich and that the tree fetish of today serves to remind us of the tree-planting obsession of the Nazis (a large part of conquered Poland was devoted to tree planting, and the oak leaf was the symbol of the SS). In historical context, the grow ing violent streak in the Green movement as exhibited by such organizations as Earth First! is quite easy to understand.

Technology and the marketplace are showcased by the Greens as the major culprits of man's fall from natural grace. Interestingly enough, Bramwell points out, technology is more accept able if applied in a rural rather than an ur~an set ting, but the complaint against the marketplace is absolute:·any trade at all is a symptom of "lack of balance." If, it is argued, we were balanced and self-sufficient, no trade would be necessary. What we must do, say the Greens, is to define balanced geographic zones where trade is allowed solely within each zone. Who is to establish these zones of autarky is, of course, never specified. Bramwell correctly concludes that much of this new nature worship is nothing less than a death wish. One cannot help but be reminded of ancient stone carvings such as those of the Maya which show the blood of human sacrifice pouring upon the ground to nurture the soil, or, for that matter, of the "Blood and Soil" aphorism of the Third Reich. Mankind is expendable, which is why little or no thought is given to the ability of five billion or so people to live on this planet in the absence ,of continuing high levels of technology, trade, and economic growth. The human sacrifice of ancient nature cults, or of Nazi Germany itself, pale in comparison with what can be contemplated here.

A recent poll by the National Association of Business Economists found that a large fraction of its membership is highly concerned over the increased stringency of environmental regulations, restrictions which as often as not make no sense from either the environmental or the economic point of view. Economists need to understand that the Green movement willnot go away.On the con trary it willsurely grow in size not because of wors ening environmental problems (especially in the U.S.) but because the movement appears to be almost infinitely flexible in accommodating the discontented of all points of the political spectrum. It is to Bramwell's credit that she points out to us that those who profess a superior concern over nature are not necessarily morally better than those of us who are less fanatical. We need not con tinue to bestow upon this group the kind of mind less political homage that it has enjoyed in the recent past. A renewed insistence upon economic rationality is long overdue. D Ben Bolch is Professor of Economics at Rhodes Col lege, Memphis, Tennessee.
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The Freeman considers unsolicited editorial submissions, but they must be accompanied by a stamped, self-addressed envelope. Our author's guide is available on request. Phone: (914) 591-7230 FAX: (914) 591-8910 PERSPECTIVE Valuingthe Future If private property rights are well defined and respected, then the owner of a resource has confi dence that he or she will, by maintaining owner ship, benefit from any increase in the future value of the resource. As evidenced by the fact that graf fiti is ubiquitous on the walls of public rest rooms but seldom seen on the walls of rest rooms in pri vate homes, people are more concerned with the future value of property they own than of property they do not own. But genuinely farsighted behavior often re quires that individuals consider consequences of their decisions that will not be realized until after they are gone. The private ownership of property by itself will not provide the necessary incentive for people to concern themselves with outcomes which extend beyond their own existence. Yet we observe property owners sacrificing current con sumption in order to make investments that will not payoff for several generations. Many re search and development projects will not, at best, payoff for decades. Owners of forest land replant white oak and Douglas fir trees that will not be harvested for 60 or more years. Some people in vest in the production of wines and spirits that will be aged a century or more before they are sold and consumed. This behavior occurs because private ownership rights are generally transfer able, and because future values are reflected in current prices.

-Dwight R. Lee and Robert L. Sexton, writing in the April 9, 1989, OrangeCountyRegister Antitrustand Monopoly Government, and not the market, is the source of monopoly power. Government licensing,certifi cates of public convenience, franchises, patents, tariffs, and other legallyrestrictive devices can and do create monopoly, and monopoly power, for spe cific business organizations protected from open competition. Abusive monopoly is alwaysto be as-' sociated with governmental interference of pro duction or exchange, and such situations do injure consumers, exclude sellers, and result in an inefficient misallocation of resources. But importantly, for this discussion, such monopoly situations are legal, created and sanctioned by the political au thority for its own purposes. Thus, ironically or in tentionally, the bulk of the abusive monopoly in the business system has always been beyond the scope of antitrust law and antitrust policy. An titrust ... is both a myth and a hoax.

-Dominick 1: Armentano, Antitrustand Monopoly:Anatomy ofa PolicyFailure The Marketfor Corporate Control The (relatively) free market economy of the United States has found a way to pierce the pro tective veil that insulates unresponsive manage ment from the wrath 'of small shareholders-the takeover. The corporate takeover is practically the only way that entrenched management can be shaken up and either forced to be responsive to shareholder interests or fired. This market for corporate control does not exist to any great ex tent in any country except the United States, which provides a competitive advantage over other countries because the threat of takeover provides corporate management an extra incen tive to work for shareholder interests rather than its own. Thus, shareholders of United States com panies receive a higher return on investment than can investors in companies that are not subject to a takeover threat, all other things being equal.

The attack on Drexel Burnham, and the threat of an attack on anyone else who tries to facilitate the market for corporate control with junk bonds, is bound to harm the market for corporate control and thus decrease the already weak voice that shareholders have. Management of companies that do not have to fear a takeover will have less incentive to be efficient, which also hurts employ ees and consumers. -Robert W. McGee and Walter E. Block, writing in the NorthernIllinoisUniversityLaw Review PERSPECTIVE On the Skids I wonder if one could not draw a parallel between a drunk on the skids and the American people with their addiction to more government. Or maybe compare our socialwelfare system with a mountain system of high peaks and bottomless ravines. Behind us are the mountaintops of capitalism; below us is the chaos of socialism;we are perched on the slippery slopes which lead only downward.

Recently we witnessed several drunks in Eastern Europe, who after 40 years of socialism finally hit the bottom and only then were able to pick them selves up to vow never again to partake of what had nearly killed them. Need we follow them clear to the pits before we realize the terrible damage we do to ourselves when we tinker with the marketplace? -Douglas N. Merritt, writing in the July 10, 1990, Atchison DailyGlobe,Atchison, Kansas The CaretakerState The modem state taxes people in the name and fa~ade of compassion in order to accomplish its sal vation of all men by legislation, controls, and sci ence. People have long believed in statist salvation, and they have looked to the state to solve prob lems, moral problems, they themselves refuse to acknowledge as their responsibility. One of my more vivid memories of this came with the 1971 earthquake in California's San Fernando Valley in Los Angeles. I heard someone in a checkout line of a supermarket complain about the earthquake, and earthquakes in general, and ask, "Why doesn't the government do something about it?"

Impossibletasks have been asked ofthe state, and the state has failed again and again.As a falsesavior, it is increasinglythe target of the people's bitterness. The crisiswillonlyworsen,and the evilsexperienced by peoples and states will intensify,until they recog nize that the state is not god, nor is its power to do good equal to what man can do under God. -Rousas John Rushdoony, writing in the June 1990issue of ChalcedonReport 44 THEFREEMAN IDEASON LIBERTY Freedom of the (Printing) Press by Michael L. Coulter F reedom of the press is coming under a new attack in the United States. The threat is of an economic nature, and is rooted in sin cere, seemingly harmless, environmental con cerns. But if present trends continue, the results could have a devastating effect on press freedom. Several states recently enacted laws requiring newspapers to use varying amounts of recycled paper. Other states are considering similar mea sures. The California law, passed in 1989, man dates that, beginning in 1991, 25 percent of newsprint purchased by publishers contain at least 40 percent of old newspaper print (ONP). This rate increases incrementally until the turn of the century when 50 percent of purchases must con tain 40 percent of ON~l The Connecticut law, passed in 1990,is even tougher. It mandates that by 1993,20 percent of newspaper that is consumed willhave to be recycled.This rate willreach 90 per cent by 1998.2 Several bills have been introduced in Congress that would require newspaper pub lishers to use certain percentages of recycled newsprint, while other bills would amend the tax code so that publishers who don't use recycled newsprint are penalized.

To avoid mandatory recycling, some newspa pers have "volunteered" to purchase certain amounts of newsprint containing ONP. Agree mentshave been reached in Wisconsin and New Mr. Coulter is a senior at Grove City College in Pennsyl vania, where he is majoring in political science and phi losophy. He has served as editorin-chief of the Grove City College Collegian. York, stating that publishers will buy recycled newsprint if it is of a certain quality and price. This shifts the burden to the newsprint producers and says, in effect, that the newspaper industry can work toward recycling without government requirements. The economics of newsprint recycling are for midable. There are 62 newsprint plants in North America (21 in the United States and 41 in Cana da), but only nine are equipped for using old news paper print.3 These nine plants can produce only13 percent of industry capacity.4 Moreover, it costs approximately $100 million to retool a plant so it can make quality newsprint containing a high per centage of recycled fibers, or up to $500 million to build a new plant.5 Most of these plants are located near logging operations, while most ONP is avail able near highlypopulated urban centers.

Without legislativeinducements, approximately 1/3 of newsprint is recycled.6 Old newspaper print is used for tissue, cereal boxes, construction paper, construction board, and cellulose insulation. 7 Entrepreneurs have made use of the plethora of old newspaper and converted it into useful and profitable products, without government coercion. Legislative efforts may disrupt these established markets for ON~ Therefore, measures requiring newspaper pub lishers to use a particular type of newsprint yield small environmental gains at very high costs. Landfillswillfill up slightlymore slowly,and fewer trees will be cut for newsprint, but the costs are much greater. Newsprint producers would have to 45 make large capital investments to gain the capabil ity to recycle. In addition to capital investment, ONP must be purchased and transported to the plants. Also, existing markets for ONP could be unsettled. The additional costswillbe passed on to newspaper publishers, which could further hurt the troubled newspaper market.

Even if we disregard the economic costs in volved with the mandated use of recycled news print, we should oppose such initiatives because they are an illegitimate intrusion into the activities of the press. Thomas Jefferson asserted, "Our lib erty depends on freedom of the press, and that cannot be limited without being lost." This state ment still rings true. D 1. "Waste Disposal Crisis Fuels Surge of Interest in Recy cling," Pulp and PaperJournal,January 1990,p. 46. 2. "State, Federal Governments Focus on Recycling," Presstime,March 1990,p. 60. 3. R. Dellinger, v: Horton, and D. Snow,"Waiting for the ONP Market to Improve," Waste Age, June 1990,p. 105. 4. G. Pierre Goad, "Recycling Siren Lures Newsprint Makers," The Wall StreetJournal,November 10, 1989. 5. Alex S. Jones, "Newsprint Gamble Proving Costly," The New York Times,April 21, 1990. 6. Pat Guy, "Publishers Push Papers to Recycle," USA Today, October 6,1989.

7. "Waiting ... ," p. 106.

46 Resurfacing the Road to Serfdom by Susan Marie Szasz T he tearing down of the Berlin Wall, the overthrow of the Ceausescu dynasty in Rumania, the opening of McDonald's in Moscow all make for good front-page newspaper stories and dramatic television footage. But what does it all mean? Snapshots and sound-bites of "freedom" are a far cry from what the architects of Western freedom-Locke, Montesquieu, Adam Smith, Jefferson-had in mind. The history of the world since the 17th century has done nothing but confirm and reconfirm the indivisibilityof the right to liberty and the right to property. But where is the right to property in the imagery, the language, or the hopes of the people of Eastern Europe and the Soviet Umon? To be sure, the people under Communist rule are fed up with their lives of economic deprivation and are demonstrating for "reform." They have traveled the "road to serfdom" and now, having arrived at its destination, realize they are not where they want to be. But where do they want to be?

What sort of political-economicsystem do the peo ple of Eastern Europe and the Soviet Union want? Do they want to risk journeying the "road to free dom," or are they more interested in repaving the old road with a smoother surface-one that they hope willlead them to the abundance of consumer goods available to their ideological opponents? In addition, are the people of Eastern Europe and the Soviet Union willingto accept that capital ism can be as corrupt as socialism? Do they want Susan Marie Szasz is Associate Reference Librarian, John M. Olin Library, Cornell University. This article is a condensed version of the essay awarded first prize in the 1990 Olive W Garvey Fellowship Contest conducted by The Mont Pelerin Society. the freedom of opportunity, whereby some suc ceed and some fail-or do they just want a better life, guaranteed by a more benevolent govern ment? Are they willing to accept the inevitable inequality which results from liberty, as defined by the absence of an equalizing government, or do they still prefer to perfect social equality, only at a higher level of creature comforts? Are they, in return for true freedom, prepared to give up bread lines for unemployment lines?

We ought then to be carefullest we lend more significanceto recent events in the Soviet blocthan they deserve. While it may be difficult-even churlish-to display pessimism in the face of joyful events, it might be wellfor us to step back from the excitement and try, as coolly as possible, to assess the changes that have occurred so far and project those likely to follow. As in all discussions of human affairs, we must begin by clearly and carefully defining the terms we too easily take for granted. What do we mean by terms such as "liberty," "property," and "social ist"? Also, lest we mistakenly assume that others viewthese ideas as we do, what do these words and ideas mean to the peoples of Eastern Europe and the Soviet Union? For us, the core meaning of liberty is clearly articulated in the immortal works of the great intellectual founders of Western liberty and the institutions their ideas inspired. "Though the Earth, and all inferior Creatures be common to all men," wrote John Locke in 1690, "yet every man has a Propertyin his own Person.This no Body has any Right to but himself. The Labour of his Body, and the Work of his Hands, we may say,are properly his." Less eloquently, but no less clearly, Webster's unabridged dictionary defines "liberty"

as "freedom from external restraint or compul sion.... " This concept of liberty as "freedom from" is the cen~ral component of classical liberalism, from Locke and Mill to Mises and Hayek. In the course of this century, this formulation has often become characterized as the "negative" definition of liber ty, implying that it is inferior to some other "posi tive" definition of this idea. Thus, criticsof classical liberalism, assuming the mantle of the true friends of freedom, would have us believe that "liberty" is better defined by its consequences, which some how must be "good." They fail to understand that the essence of liberty is personal choice, and that we can escape the risks of the abuse of liberty only by escaping liberty itself. Thus, we can see sunlight as givingus food or giv ing us skin cancer-and the right to property as giv ing us landlords to provide people with homes or to exploit their homelessness.Perhaps the main differ ence between the capitalist (free market) and the anti-capitalist (communist) perspectives on life come down to whether a person perceives an eight ounce glass containing four ounces of liquid as half full or half empty. Obviously,it is both. Those who want to make the most of what they have are drawn to the philosophy of the market; those who want to feel sorry for themselves for what they don't have, demanding that others make up for their losses,will be drawn to the philosophy ofsocialism.By redefin ingliberty in such a waythat "it" is not liberty unless it guarantees "good" results-equality of ends not of opportunity-we have witnessed a hugely suc cessful attempt to redefine liberty, without, of course, admitting to this semantic sleight of hand.

The Founding Fathers set forth to form a gov ernment "of the people, by the people, and for the people." They envisioned not good government, but limited government. The Founders did not look to the King of England for permission to think and work as they saw fit; they wanted to be left alone from his influence, or, to use a modern metaphor, they wanted a divorce from George III, not alimony. Work:A Dutyor a Privilege? The Western mind, steeped in a Protestant work ethic, viewswork as a privilege, as a source of indi47 vidual identity, as a means of self-realization even as an enjoyment-This is the very opposite of the view of work that 70 years of socialism have wrought, especially in the Soviet Union, where people-like Goncharov's Oblomov-have come to view work as a duty to be endured, and prefer ably avoided. A look at the evening television news confirms this impression: Unlike the settlers in Colonial America, or the newly arrived immi grants from Asia, the people in Eastern Europe and the Soviet Union today do not appear to want to work;instead, they appear to wantto have.They want to eat at McDonald's and wear American jeans, not produce distinctive Russian food or designer clothing for export to the West.

Lacking a moral and ethical philosophy rooted in a sense of history, the people of Eastern Europe and the Soviet Union are constrained by their own present-oriented thinking. Perhaps having been forced by the inadequacies of their economic sys tem to eat hand-to-mouth, they have learned to think and act hand-to-mouth as well-illustrating the interrelationship between the free market in goods and the free market in ideas. It is this widespread destructionist aspect of socialism that Ludwig von Mises revealed more than half a cen tury ago: "Socialism and destructionism ... use up capital so as to achieve present wealth at the expense of the future. The policy of Liberalism is the procedure of the prudent father who saves and builds for himself and his successors. The policy of destructionism is the policy of the spendthrift who dissipates his inheritance regardless of the future." So what do the people in the Soviet bloc want besides national independence? Mikhail Gor bachev is no fool. He hears the people screaming for freedom, but he understands that first and fore most they want what their neighbors in the West have. In his 1990 New Year's address he called for a "humanistic socialism"-what we in the West might call a "kinder, gentler Soviet Union." A clever phrase, albeit not very original: Alexander Dubcek, the First Secretary of the Czechoslovak Communist Party, often used the slogan, "Give socialism back its human face."

Liberal Americans have used the language of "entitlements" and "equality" to appease the dis contented and make capitalism appear more "humane." Can we blame liberal Russians for using the language of glasnost and perestroika to appease the dejected and make socialism appear 48 THE FREEMAN • FEBRUARY 1991 more "humane"? Each of these euphemisms sets in motion political programs destined for disaster. Indeed, as Friedrich von Hayek warned, " ... noth ing has done so much to destroy the juridical safe guards of individual freedom as the striving after this mirage of social justice." Today, economists both on the right and the left suddenly seem to agree that, as an economic sys tem, "scientific" socialism has failed: It has failed to Yieldprosperity comparable to that achieved by market economics. The "means" have proved inadequate. But the "ends" of socialism-the "humanistic" distribution of society's goods and services-have remained unscathed.

More important, its goals cannot be tested in the same fashion. Efficiency is a fact: that the Mercedes is better than the Trabant is a fact. But equity is a value; it is,in a sense, meaningless to say that "social justice" is better than "individual lib erty" (or vice versa). The amount of goods on the market can be quantified; the value of distributing them "fairly" cannot. To think otherwise is both futile and foolish. The current fashion of readily admitting the "failure" of socialism-thus seemingly embracing capitalism-may thus be a kind of politicaleco nomic Trojan horse. In other words, there is no longer any point in asking: Can the economic practiceof socialism work? But there is still very much of a point in asking: Can the moral princi plesof socialism be the foundation for a system of government designed to protect the liberty and dignity of the individual? It is worth noting here that one of the most widely quoted critics of Com munism today, Zbigniew Brzezinski, not only stops short of equating Communism with social ism, but also avoids criticizing the ethics of collec tivism. To him it is merely a "grand failure," not an "evil."

But efforts to characterize socialism as a failure, like those to redefine it in more humanistic terms, evade the central issue-that its "success" would be a far greater catastrophe for humanity than its failure. Gorbachev would have us believe that he can fashion a neo-socialism for the next century that incorporates some type of property rights into the means of production-at least into some of the means, some of the time. His dream thus remains "... finding an organic combination of plan and market methods to regulate economic activity." (The New York Times,February 14, 1990) ProtectingPrivateProperty Wagner's music, said Mark Twain, is not as bad as it sounds. I dare say Gorbachev's economic reforms are not as good as they sound. The desire for, and the appreciation of, private property, if it is to have any real meaning, must come from the peo ple, not the Communist Party. In a society based on respect for property, government is instituted to protectproperty, not to permit it. By turning this fundamental premise on its head, the poets of per estroika are composing a new patriotic ballad of oxymorons.1f the Republican or Democratic Party were to suggest that individual liberty could exist without persons, everyone would laugh. When the Communist Party announces that socialism can be based on "property rights" that are nevertheless emphatically not the rights of "private persons,"

virtually all commentators interpret the change and accept it as a major step away from the com mand economy, toward the market. Actually, the Russians' ambivalence about pri vate property goes back a long way; it is a disposi tion the Soviets inherited rather than invented. Consider the following prescient observation made by Count Sergei Witte, Prime Minister of Imperial Russia, in 1905: "... perhaps the main reason of our revolution is a delay in the develop ment of the principle of individualism .... The principle of private ownership forms today all eco nomic relations: the whole world is based on it." (The Wall StreetJournal,November 27,1989) And what do we hear today, 75 years later? A continued depiction of the idea of private property as a moral evil. Why? Because while for us, in the West, private property implies a need for self-dis cipline, personal planning for one's future, saving, investing, economic security for oneself and one's family-for the people in the Soviet bloc it implies exploitation, profiteering, the absence of protec tion by "superiors" (whether feudal lords or Com munist commissars). Thus, in a nationally televised address broadcast on November 16, 1989,Mikhail Gorbachev declared: "The Soviet Union is not ready for private property." What, then, is it ready for? "Citizens' property," according to the new "property law" approved by the Soviet Parliament on March 6, 1990.

It would seem, then, that the property the Soviet reformers are now talking about is not real private property in our sense, but a kind of Potemkinian RESURFACING THE ROAD TO SERFDOM 49 property in the classicRussian sense. When Mises coined the phrase "anti-capitalistic mentality," he knew whereof he spoke. But why do the media and the pundits never call Gorbachev and the rest of the neo-reformers unrepentant anti-capitalists? The new Soviet Communist Party Platform con tains other seeming concessions to liberal ideals which, on close scrutiny, are offensive or at least questionable. Seemingly giving more freedom to the people, the Communist Party remains firmly in control. Adopting the language of our own First Amendment, the new Communist Party Platform will recognize "... freedom of speech, the press, meetings and demonstrations and the formation of public organizations" -except "the formation and activity of organizations and movements that expound violence and interethnic strife and that pursue extremist, unconstitutional aims [which] should be prohibited by law."

That is nothing less than a travesty of our prin ciples of freedom: The Founders never intended to grant freedom of speech only to those with whom they agreed; King George III would have been quite happy to concede that much. Nor did they want to limit speech to words that did not upset them or other Americans. The Gorbachevians, as their platform pro pounds, have their own paternalistic interpreta tion of "free speech": They are" ... prepared for a political dialogue and cooperation with everyone whofavors the renewalofthesocialistsociety[and] ... resolutely oppose separatist slogans and move ments that would lead to the destruction of the great multiethnic democratic state." Fortunately, freedom of speech and individual sovereignty seem secure in the United States. Nevertheless, despite this and our adherence to the principle of private property, our own prospects for liberty are on rather shaky ground if we look at the real market place. After all, as Peter Brimelow pointed out in the December 11, 1989,issue of Forbes,"One measure of the extent of socialism in a given society is the size of the gov ernment sector [or] its spending as a proportion of the gross domestic product." In 1987, total gov ernment outlays-local, state, and federal-com prised 37 percent of our GN~ If we also take into account the government's authority to tax and regulate, "control mechanisms" as powerful as ownership, then, "by this measure, the U.S. econ omy [has] much more of a socialist element than most Americans realize."

Clearly, modern Liberals-in Washington and Moscow alike-prefer to focus on human rights rather than on property rights in order to appear socially concerned. By splitting off property rights from human rights, we have given the former a bad name-and undermined all other rights in the pro cess.But we know that property rights are not only as valid as human rights but, in fact, are anterior to, and necessary for, human rights, since, as Madison declared, "in its larger and juster meaning, it [prop erty] embraces everything to which a man may attach a value and have a right ... [and includes that] which individuals have in their opinions, their religion, their passions, and their faculties.... " Private property is indispensable as an econom ic base for the formation of a government commit ted to freedom. But private property, solely as an economic concept, is not sufficient for such a gov ernment.

It may be worth remembering here that Adam Smith, who is generally regarded as the father of freemarket capitalism, was not an economist (there was no such thing in the 18th century); he was a professor of moral philosophy. As such, his brand of economics made no attempt to be value free. Today,professional economists and observers of the economic scene err in their efforts to make these human interactions into a value-free social "science." Accordingly, the free market must be espoused not because it "works" (or works "bet ter"), but because it is the only system that recog nizesthe supremacy and sovereignty of the individ ual as a human being. The precepts of moral philosophy and economics then cannot be com pletely separated. They are symbiotic, the one dependent on the other. Mises was right: "It is ... illegitimate to regard the 'economic' as a definite sphere of human action which can be sharply delimited from other spheres of action.... The eco nomic principle applies to all human action.... "

The leaders and the people of Eastern Europe and the Soviet Union have yet to understand this. Sadly,we in the United States have also obscured the meaning of this precept. The prospects for lib erty in the next century-both at home and abroad-require that we open our eyes to what is happening in the world· and think clearly about individual freedom, personal responsibility,private property, and the role of government. And act accordingly. D 50 Lessons from the Road: The Evolution of an Eatery by John Baden and Ramona Marotz-Baden W e spend much of each summer traveling from Bozeman, Montana, to academic and environmental conferences throughout the West. We've had a lot of experi ence eating on the road. Unless we are in areas noted for fine food-Seattle or San Francisco, for example-our choice for breakfast and lunch has become McDonald's. Many of our academic, intellectual, and envi ronmental friends view McDonald's with disdain.

They see the arches as a font of cultural sin rather than a source of nourishment. Some would rather be seen entering a porn shop than passing through the Golden Arches. Others view it more accept able to have breakfast whiskey on their breath than a McDonald's shake. To many of these people, McDonald's symbol izes what they find so objectionable in America. The arches mean plastics and conformity, dead end alternatives to unionized jobs for the masses. McDonald's represents the antithesis of the sticks, twigs,and sprouts that make up seven-grain vege tarian organic sandwiches. McDonald's succeeds by identifying a market and evolving to give people what they want as tastes and sensitivities change. However, many environmentalists imply that people want the wrong things. To them, McDonald's success assaults refined tastes and ecological sensitivity.It takes some courage for academics with an enviDr. Baden is Chairman of the Foundation for Research on Economics and the Environment (FREE), with offices in Seattle, Washington, and Bozeman, Montana.

Dr. Marotz-Baden is Professor of Health and Human Development at Montana State University, Bozeman. ronmental bent to defend McDonald's. We do. Here's why. First, one of Ramona's graduate degrees is in nutrition. She spent several years studying people whose diets contributed to their death. She was delighted when McDonald's hired Hazleton Labo ratories, a nutritional testing firm, to prepare McDonald'sFood:The Facts... ,a complete book let on the nutritional composition of every item on their menu. It guides her choice of a Chunky Chicken Salad with low-fat dressing, an apple bran, no-cholesterol, oil-free muffin on the side, with perhaps a low-fat frozen yogurt for dessert. While major portions of their menu are as bad as Ben & Jerry's premium high butterfat ice cream-e.g., the McD.L.T. with its 580 calories, 36.8 grams of fat, and 990 milligrams of sodium-their muffins,salads, and yogurts may be eaten with a clear conscience.

McDonald's has responded to changing nutri tional preferences and knowledge by adding items to their menu, while subtracting saturated fats. Since one American in seven eats in McDonald's each day, these changes are significant. Second, while we don't have a wide variety at McDonald's, we like to avoid nasty surprises when eating. We appreciate the company's quality con trol, and we know that we will be served in less than three minutes, willsoon be back on the road, and are most unlikely to get food poisoning. Third, we learned that McDonald's service is usually fast, friendly,and competent. The facilities will be reasonably clean, and our car will be safe while on their lot. Fourth, it is a pleasure to watch a firm with a 51 Environmental iconoclasts John Baden and Ramona Marotz-Baden take a break at the Golden Arches. commitment to being "the world's best hamburger store" impart a respect for standards to employees.

If we had to choose between hiring a youth certi fied by McDonald's or by a public high school, McDonald's wins. Finally, whatever their motivation, McDon ald's believes that it is good business to stress good corporate citizenship. During the past few years, they led the introduction of more environ mentally responsible behavior in the fast food industry. They reduced volume, reused contain ers, and were working toward recycling plastics and paper. The company's recent decision to renege on commitments to experiment with recy clingfoam containers, however, was a disappoint ing concession to environmental symbolism. McDonald's now emphasizes paper packaging for its public relations value, whateve;r the facts. Scientifically oriented environmentalists lament this lost opportunity for a major national compa ny to experiment with recycling. We can understand why few academics cheer McDonald's progress and leadership. Many intel lectuals and environmentalists are distracted by image and ignore substance. The symbol of the Golden Arches provides a wonderful backdrop to demonstrate one's aesthetic, cultural, and environ mental superiority. For some, this imagery is too valuable to yield to mere facts.

The number of these critics, however, is small. McDonald's needn't worry about market share missed. But the critics have influence, and as their numbers grow, McDonald's will respond. We might even see the option of an organicallygrown, whole-grain vegetarian sandwich in a recyclable wrapper. Knowing McDonald's concern about pleasing people, it will even taste good while reflecting America's changing sensitivities. D 52 The 1946 Voter Revolt Against Government Regulation by Gary M. Anderson G overnment seems to grow constantly big . ger and ever more intrusive in our lives. Modern history reads like a tale of inter ventionism run· amuck. In a recent Freeman ar ticle, Robert Higgs outlines the pattern of govern ment growth in the United States in the 20th century.! He explains that national crises (e.g., World War I, the Great Depression, and World War II) have contributed to a shift in public ideol ogy, leading to popular acceptance of ever-bigger government. Increasingly, special interest groups have learned to manipulate the political process for their own ends, and the private economy has become a "cash cow" used as the source of govern mental subsidies and other forms of favoritism.

Before World War II, it was widely believed that government had no business interfering with the private economy in the absence of dire necessity; after the war, Americans generally assumed that government interference was the rule rather than the exception. Majoritarian democracy has be come a kind of handmaiden to Big Government. Higgs concludes his essay on a pessimistic note: "as far as the eye can see, we behold only big gov ernment and more big government." In his recent book,2 Higgs discusses a related development that occurred following both world wars: the federal government shrank rather sub stantially after the close of hostilities. He notes, however, that this shrinkage failed to return the size of the federal government to where it was before the wars started (relative to the overall economy). Government expanded enormously, in Gary M. Anderson is a professor of economics at Cali fornia State University, Northridge.

both size and scope, during the war, declined sig nificantly after the war, but nevertheless remained on a higher "growth path" than would otherwise have been the case. In short, after hostilities ended and the troops were demobilized, both wars left the federal government significantlylarger even in the long run. This process of postwar shrinkage in the sizeand scope of government has received relatively little attention from scholars. Even defenders of free markets have largely focused their attentions else where. However, the postwar government shrink age deserves our attention for two reasons. First, this reduction in intervention and expenditure is interesting in its own right. We do not ordinarily expect to see government growingsmaller,because all of the incentives facing politicians and bureau crats reward those individualsfor making decisions that cause government to grow larger. Second, defenders of the free society need to consider this postwar reduction in governmental interventions in the economy as it may apply in more ordinary circumstances. A careful consideration of these episodes provides grounds for optimism. Particu larly significant was the demise of price controls after World War II. We know that Big Government can be stopped, because in the recent past, it has been stopped-at least, temporarily.

WorldWarII The federal government exploded in size during World War II. Spending by Washington grew from $10 billion in 1940 to a (what was at the time) mind-boggling $100 billion in 1944. Obviously, most of this growth was in the form of military spending. For example, the U.S. Army had about 187 thousand men in 1939; this number rose to over 8.26 million in 1945. The United States pro duced 300,000 war planes, 100,000 tanks and armored vehicles, 124,000 ships, and 41 billion rounds of ammunition during World War II, to mention a few examples. 3 But at the same time the federal government was buying tanks, planes, and ships needed to fight enemy forces, it was expanding its activities in realms that had a more dubious relationship to the efficiency of waging war. The War Production Board (WPB) became America's central planning agency, replacing allocation of resources by'the market with allocation by Federal bureaucrats.

Instead of offering market prices for military items, the federal government used the WPB to force industry to convert to war production from consumer goods. In this way, the government coerced private industry to accept prices for war goods far lower than the free market would have determined. 4 The War Labor Board regulated wages. The Office of Civilian Supply administered the civilian sector. And the Office of Price Admin istration (OPA) controlled virtually all prices. These various "war agencies" employed 151,551 people in 1945.5 In that year, the various bureau cracies that controlled prices and wages alone cost $389.1 million to operate. 6 Federal price controls weren't restricted to goods directly related to the war effort, like armor plate or chemicals needed for explosives, but were essentially universal. All important consumer goods were price controlled. Rents were especially tightly controlled. All told, about 650 separate price controls were in effect during the war years.7 Moreover, these controls were not mere requests, but were strictly enforced. Failure to obey the price regulations was a crime. Between February 1941 and May 1947, the OPA instituted 259,966sanctions on violators of price regulations, including 13,999 Federal criminal prosecutions and 5,127 local criminal prosecutions. 8 During the period 1941-1945, the federal government seized under Presidential authority (and, in effect, tem porarily nationalized) 73 industrial plants. 9 This extensive price control reduced the effi ciency of the economy, and therefore raised the real costs of the war effort. A better policy would have been to interfere as little as possible in the 53 operation of the free market, and pay the prices for war-related goods that reflected the true condi tions of supply and demand. However, as Robert Higgs points out, controlling prices had a big advantage for politicians anxious to protect their re-election prospects. Price control made the cost of the war seem to be lower than it really was.

Nominal tax revenues collected could be lower. The apparent size of the Federal deficit could be made to look smaller. Unfortunately, while this "shell game" may have reduced re-election anxi ety among politicians, it lowered economic effi ciency, produced shortages, and led to a massive system of rationing that was rank with political favoritism. 10 In an important sense, this expansion of the fed eral government into central planning was more ominous than the rapid growth in actual spending, although the latter was easier to measure and hence seemed more,dramatic. It would have been very hard for government to justify such huge mil itary budgets in peacetime, and so there was a strong built-in pressure to reduce spending after victory was achieved. But the regulatory apparatus was much more insidious. Since it had nothing directly to do with the war effort (i.e., it contribut ed nothing to military strength), it was less obvious why the cessation of hostilities should lead to deregulation. Granted, the heavy burden of regu lation was claimed to be a necessity of wartime.

But the same arguments (the supposed need for "stabilization," "production rationalization," and for "controlling inflation") that were used to justi fy the massive increase in regulatory activity dur ing the war could potentially be applied with equal force after the war had ended. More to the point, bureaucrats like to regulate, planners like to plan, and controllers like to control. A huge regulatory bureaucracy was in place and ready to insist that the country could not survive without continued central planning. If the planners had been left to their own devices, postwar deregulation would not have happened. We would be living in a centrally planned economy today. Fortunately for the U.S. economy, this dismal projection did not come to pass. Simply stated, the voters demanded an end to wartime planning. This was especially the case with regard to price controls. There was strong public support for the war against the Axis powers, so most people were pre54 THE FREEMAN • FEBRUARY 1991 disposed to accept any measures the federal gov ernment declared to be essential for ultimate vic tory. Even during the war, though, public support for price controls was lukewarm. Many people had trouble with the idea that granting Federal bureaucrats power to set prices was necessary for military victory. For example, in November 1943, when patriotism was running very high, a Fortune magazine poll found that only 29.4 percent of respondents thought that the Office of Price Administration was doing a good job; 30.8percent , rated its job as "poor," 24 percent "medium," and 15.8 percent didn't know. In other words, at the height of the Second World War, over 70 percent of respondents did not think that the OPA was doing a good job.ll The BlackMarket Additional evidence of weak public support for price controls was the thriving black market for price-controlled and rationed goods. Naturally, because open violation of price regulations was illegal, "official" data on the size and scope of this activity is hard to come by. But there are indica tions that the black market was substantial. For example, in 1944 alone, the OPA found 338,029 separate violations of its regulations, and prose cuted 9,260 people (the remainder of the cases receiving some lesser penalty),12 Food, clothing, gasoline,consumer durables, and even apartments were readily available on the black market. Of course, this is only indirect evidence of the lack of public acceptance of price controls, but such "cheating" was generally viewed by average peo ple as not hindering the war effort in any way.

Many patriotic Americans bought sugar and gaso line on the "black market." Nevertheless, most indications suggest that the general public at least tolerated the various wartime economic regulations. Most people took the federal government at its word that war regu lations were just that, and would be lifted after vic tory was achieved. As the war came to a close,much of the Federal regulatory apparatus was lifted, just as the Army was gradually demobilized and orders for tanks, planes, and ships were cancelled. This "reconver sion" did not, however,secure the enthusiastic sup port of allthe wartime bureaucracy. Many Federal war regulators and administrators fought bitterly, albeit unsuccessfully,to retain their bureaucratic fiefdoms in peacetime.13 The protests of the price controllers against peacetime deregulation were more successfulthan many of the similar efforts by their regulatory col leagues. Predictably, the professional price con trollers were not eager to set prices free-and put themselves out of jobs. Almost immediately fol lowingthe cessation of hostilities,the OPA bureau cracy began to insist that many price controls were still necessary in peacetime. OPA argued that the retention of strict price controls (combined with detailed regulations restricting clothing style changes) was "indispensable in upholding its stabi lization program."14In October 1945,OPA's price controls on building materials were actually strengthened. Price Administrator Chester Bowles strongly opposed removing price controls on hous ing. In November 1945,price controls remained in effect for rubber, tin, lead, various chemicals,hous ing, newsprint, containers, textiles, clothing, leather goods, and other products. The price-con trollaw was due to expire in June 1946, but the OPA let it be known that "at a minimum" price controls would be "required" until at least the end of June 1947!15The clear implication was that, in the OPA'sview, controls might be "needed" indef initely.At the end of July 1946,this extension was duly enacted.

Instead of leading the fight for the restoration of free market prices, economists had almost all joined the other side. One historian notes that the "unanimity" of support for continuing controls among professional economists was "remark able. "16 The list of prominent economists who signed a petition favoring extension of price con trols makes for surprising, and depressing, reading. Ludwig von Mises was a courageous exception, and voiced his strong opposition to price con trols.17 So the system of peacetime price controls met with the approval of both the price controlling bureaucrats and professional economists. Politicians in Washington, too, thought price con trols were a good idea. Continuing controls had strong support in both Congress and the Adminis tration. Congress approved the "emergency" extension of price controls until June 1947 and, although there were various political squabbles about specific price controls, generally supported the idea of continuing controls in peacetime. Pres ident Truman also found continuing controls attractive, again with various political caveats.18 Significantly, one important group refused to join in approving perpetual price controls: the vot ers. Ordinary citizens subjected to "price stabiliza tion" without end grew increasingly angry. Indus trialists began to become alarmed; the National Association of Manufacturers ran a vigorous ad vertising campaign promoting decontrol. I9 A September 1946 Gallup Poll showed that majori ties now favored decontrolling meats and other foods, and only a minority favored continued con trols on autos, radios, and other manufactured goods.2o The fall of 1946 saw a de facto farmers' strike, with meat producers refusing to bring meat to market until controls were lifted.21 The average voter wasn't trained in economics, didn't under stand the ill consequences of interfering with the price system, and accepted the official view that price controls during the war were necessary for victory. But after the war ended, they grew annoyed that the price controls continued.

The 1946Election Fortunately, the voters had a chance to voice their objections where they counted most-at the ballot box. On November 5,1946, many sitting Congress members were firmly told by their con stituents to find other lines of work. In the House of Representatives, a Democratic majority became a Republican majority, with the latter picking up an astounding 57 seats. In the Senate, the Democrats also lost their majority, with the Republicans garnering 13 seats. What is important to note here is that the new Congress members were overwhelmingly commit ted to ridding the economy of price controls, and other lingering wartime regulations, once.and for all. Former President Herbert Hoover was per haps guiltyof slight hyperbole, but nevertheless on the mark, when he commented: "The whole world, including the United States, has for years been driving to the left on the totalitarian road of 'planned economy.' America is by this election the first country to repudiate this road."22 Surely price control was only one of many issues in the 1946Congressional elections. Furthermore, price controls were being gradually lifted on vari ous items before the election, although not as a matter of principle; the OPA and other regulators made clear that decontrols allowed on particular THE 1946 VOTER REVOLT 55 items were basically "temporary," and that con trols might be slapped back on at any time. Rather, price control was important as a symbolic issue.

The existing group of elected officialsin Washing ton had demonstrated a weak commitment to a complete transition from war regulation to a peacetime free market, and an eagerness to retain as much of the wartime regulatory apparatus as they could get away with. The response by Amer ican voters, who had voted for the same politicians in 1944 (a year considered a significant victory for the Democratic Party) that they voted againstin 1946,was swift and decisive. The turnabout by Federal bureaucrats and politicians in their expressed opinions about the wisdom of continuing price controls was equally swift. Nothing strikes fear in the hearts of politi cians like an election. Price Administrator Chester Bowles, who on November 4 (the day before the election) had called for a halt to price decontrol "until supply and demand came into balance," had a sudden change of heart and approved immediate removal of virtually all remaining controls on November 10 (five days afterthe election).23The day before, President Truman had ordered the immediate removal of all remaining controls. 24 This policyshift must be one of the most abrupt on record.

Of course, this was but a temporary victory. Take government spending for example. By 1948, Federal expenditures had declined from their wartime peak of $100billion to a low of $35 billion. But Federal spending did not continue to shrink, and began a 40-year period of sustained growth. Even the victory of voters over price controls was temporary; controls were again implemented dur ing the Korean War and under President Nixon. The price of liberty is eternal vigilance, and the vigilance of American voters has lapsed on numer ous occasions. Nevertheless, there was an impor tant victory that we need to recognize: the United States returned to a largely free market economy after its brief flirtation with "war socialism." Conclusion It is easy for defenders of private property and free markets to become discouraged by contem plating the avalanche of government regulation coming out of Washington. Strong pressure for bigger and more intrusive government comes from 56 THE FREEMAN • FEBRUARY 1991 organized special interest groups, and sometimes it seems voters have abandoned t~eir right to say "Enough!" at the ballot box. But we must remem ber that ordinary citizens have on many occasions effectively exercised their franchise to stop Big Government in its tracks, or at least slow it down.

Proposition 13 in California is one famous exam ple. The voter revolt against Congressional "cen tral planners" in 1946is another example which is not as well-known as it deserves to be.25 Govern ment can be reduced by voters; those voters just need to be convinced that less government is the right course. Democracy in itself does not neces sarily imply bigger and bigger government. There is another interesting aspect to postwar government shrinkage that should inspire hope for the future. In 1946, support among professional intellectuals for decontrol and deregulation was virtually nonexistent; economists were almost unanimously in favor of continuing controls. Despite this lack of intellectual support, the "voter revolt" against Big Government succeeded. Today, growing numbers of professional intellec tuals, including economists, support deregulation and limited government. The prospects for radical limits on government intervention have probably never been better than they are in the 1990s. D 1. Robert Higgs, "The Growth of Government in the United States," The Freeman, August 1990, pp. 290-95.

Higgs explains the role of "crises" in promoting government growth on pp. 294-95. 2. Robert Higgs, Crisisand Leviathan:CriticalEpisodes in the GrowthofAmericanGovernment(New York: Oxford University Press, 1987). 3. The direct cost to the United States government of prosecuting the war against the Axis powers was tremen dous. It is difficult to determine whether victory might have been achieved at lower cost by the pursuit of alternative strategies, but there is one piece of convincing evidence that the actual pattern of Federal military spending was fairly "efficient" in a technical sense: the United States (along with its allies) won the war.Whether U.S. involvement in the war was "efficient" in the economicsense, in the long run, is an entirely different question. Ludwig von Mises thought the answer was yes, and wrote of the choice between free dom and slavery in a "Nazi-dominated world" (Omnipo tent Government:The Rise of the Total State and Total War [New Haven: Yale University Press, 1944],p. 237).

4. Richard Polenberg, War and Society: The United States1941-1945 (Philadelphia: J. B. Lippincott Company, 1972), pp. 10-11. 5. Hugh Rockoff, DrasticMeasures:A Historyof Wage and Price Controlsin the UnitedStates (New York: Cam bridge University Press, 1984), p. 123. 6. Hugh Rockoff, "Price and Wage Controls in Four Wartime Periods," JournalofEconomicHistory,XLI (June 1981), p. 390. 7. U.S. Civilian Production Administration, Industrial Mobilizationfor War: Historyof the War ProductionBoard and PredecessorAgencies,1940-1945;Volume I: Program and Administration(Washington, D.C.: Government Print ing Office, 1947), p. 956. 8. Rockoff, DrasticMeasures,p. 163. 9. John L. Blackman, Jr., PresidentialSeizure in Labor Disputes(Cambridge: Harvard University Press, 1967), pp. 259-76. Relatively few seizures involved OPA directly, but most stemmed in part from price or wage control violations. 10. Higgs (Crisisand Leviathan:CriticalEpisodesin the Growth of American Government, p. 209) notes that the 8,000local rationing boards represented an "empire of petty tyrannies" in which cronyism was rife.

11. This poll, which appeared as the "Fortune Survey" in the November 1943issue of Fortune,is reported in Rockoff, DrasticMeasures,p. 95. 12. Rockoff, DrasticMeasures,p.143. 13. See Polenberg, War andSociety,chapter 8, for a good summary of this "reconversion" to a decontrolled economy. 14. U.S. Civilian Production Administration, pp. 952-53. 15. Rockoff, DrasticMeasures,p. 100. 16. Ibid.,p. 101. 17. For example, in Omnipotent Government (1944), Mises condemned the use of price controls by the American and British governments, and commented: "These men who want to fight Nazism by adopting its methods do not see that what the Nazis have achieved has been the building up of a system of socialism, not a reform of conditions within a sys tem of market economy" (p. 63). Price controls in Nazi Ger many were even more oppressive than those promulgated by the OPA in the U.S. See also Mises, "Inflation and Price Control," in Planningfor Freedom(South Holland, Ill.:Lib ertarian Press, 1952,pp. 72-82,originally published Decem ber 20, 1945).

18. Some insight into Truman's thinking about controls can be gleaned from considering his reaction to the meat shortage that became evident in the summer of 1946. He blamed Congress for causing the meat shortage when it delayed the passage of the extension of price control, acci dentally permitting meat prices to be freed for almost a whole month! See Rockoff, DrasticMeasures,p.107. 19. Ibid.,pp. 103-104. 20. Ibid., p. 101. Rent controls continued to receive majority support. 21. Ibid.,p. 107. 22. The New York Times,November 6, 1946,p. 2. 23. The New York Times,November 10, 1946,p. 1. 24. However, controls remained over rents, sugar, and rice. See Rockoff, DrasticMeasures,pp. 107-108. 25. Admittedly, sometimes voter opposition to Big Gov ernment ultimately fails. See David T. Beito, Taxpayersin Revolt:Tax ResistanceDuringthe GreatDepression(Chapel Hill: The University of North Carolina Press, 1989)for a fas cinating account of the forgotten but vigorous "tax revolt"

movement in America during the Great Depression. Pro interventionist historians would prefer to pretend that no opposition existed to the New Deal and high taxes.

57 WilhelDlvon HUDlboldt: German Classical Liberal by RichardMiniter j ohn Stuart Mill'sOn Liberty is probably one of the best known, and most unabashed, lib eral works ever published. Mill's seminal defense of freedom of thought, speech, and action is widely acknowledged. Less well known are the writings of his intellectual precursor and some might say inspiration, the German liberal and author of The Limits of State Action, Wilhelm von Humboldt. Millbegan On Liberty around 1854,when Hum boldt's work was first published in English. The question of whether Humboldt stimulated Mill to write his famous essay is open to debate, yet Mill's frequent references to Humboldt in the text sug gest a connection. In Mill's Autobiography he writes, "[t]he only author who had preceded me ... of whom I thought it appropriate to say any thing, was Humboldt." Mill cites Humboldt as a formative influence, quoting him directly and in paraphrase throughout On Liberty. "Few persons, out of Germany, even comprehend the meaning of the doctrine which Wilhelm von Humboldt, so eminent both as a savant and as a politician, made the text of a treatise," wrote Mill in chapter 3 of On Liberty.1 That "celebrated treatise," in the words of The Westminster Review, is The Limits of State Action, which "ushered in a new era" in political theory.

Richard Miniter is an environmental policy analyst at the Competitive Enterprise Institute. As a summer fellow at The Institute for Humane Studies in 1989, he concentrat ed on Wilhelm von Humboldt. Humboldt's thinking about the self-development of man and the role of the state inspired several thinkers to publish political essays. Born in 1767 to a noble family, Humboldt gained renown as a humanist, a linguist, an educa tion reformer, and a Prussian diplomat. He was among the greatest of Germany's liberals, a tradi tion which passed from prominence sometime before the middle of the last century. He stood strongly against state intervention-despite hold ing some of the highest posts in Prussia. Lord Acton called Humboldt "the most central figure in Germany" of his time, noting his close friendship with Goethe and Schiller. He was respected as both a scholar and a statesman. He founded the University of Berlin. German schoolmasters re member him as the architect of the German edu cational system and as an accomplished scholar in history, classical literature, and linguistics. Lin guists, such as Noam Chomsky,still cite his work.

He served as the Prussian emissaryto the Holy See and was Prussia's chief negotiator at the surrender of Napoleon's armies. Humboldt learned political philosophy the way he advocated all education should take place: through a series of voluntary associations. He became a regular member of the circle of Henri ette Herz, a leading Jewish intellectual. He joined several mutual improvement societies in Berlin and entered into "self-examining and explaining correspondence."2 Through his future wife Caro line von Dacheroden, Humboldt met Friedrich 58 THE FREEMAN • FEBRUARY 1991 Schiller, perhaps the greatest of the German romantics after Goethe. After meeting Schiller several times at Weimar and Jena, Humboldt kept up a regular correspondence with him. Later, he became a close friend of Goethe's, as well. Through a broad spectrum of experiences, Humboldt set out to develop a well-cultivated, unique, and sensitive personality. He wanted to animate all that was latent within himself, to become all that he was capable of being. Such an experiment in living required freedom ("the first and indispensable condition"), a variety of people and situations, and individuality. Each of these components can be found in a more developed form in The Limits of State Action, and for that matter, in Mill's On Liberty.

The French 'Revolution At the beginning of what was to become a life long trek toward self-improvement, Humboldt found himself in the midst of Europe's livinglabo ratory of political science:revolutionary France. In the summer of 1789,Humboldt's former tutor was invited to Paris by Mirabeau and took young Humboldt along. Mirabeau showed the pair the National Assembly at Versailles and the grave of Rousseau. But Humboldt had doubts about the future of the French Constitution and its bold plans to remold French society-by force, if neces sary.He felt strongly that force impedes self-devel opment, retards natural social evolution, penalizes innovative thinking, and rewards only conformity to the imposed order. After returning from France, and correspond ing with his friend Friedrich von Genz, a supporter of the revolution, Humboldt wrote Ideas on the Constitutions of States, occasioned by the New French Constitution. In this essay, published anonymously in 1791, he expressed doubts about the results of reshaping a society by force of law.

Intended as a letter to a friend, this essay antici pates some of the ideas covered by Edmund Burke in Reflections on the Revolution in France. More interesting still, Humboldt at this point had no knowledge of Burke. As' Burke did, Humboldt believed that nations and constitutions had to evolve naturally, not called into existence by parlor philosophers without great peril. "Reason is capable to be sure of giving form to material already present, but it has no power to create new material. ... Constitutions cannot be grafted upon men as sprigs on trees," Humboldt wrote. Self-Developmentversus StateAction When he returned to Berlin, Humboldt was giv en a minor post at the law court. But soon he real ized that public life had become controlled and thus grew anxious to leave Berlin. Liberalism in Germany had all but perished with Frederick the Great in 1786.Restrictions on freedom of the press and free exercise of religion were imposed with a new vigor. Government censors would, in some cases, require approval of articles prior to publica tion. Humboldt found little spontaneity and diver sity in the life of the civil service and the court.

Whatever opportunities for self-development may have existed, Humboldt felt his education had been arrested. Needless to say, he was ill at ease with the rulers of Prussia, although he remained wiselysilent at the time. Despite the urging of friends, Humboldt resigned his government post in the spring of 1791. Believing he could not prevent much evil or do much good in public office,he entered semi-retire ment at Tegel, the family estate, to devote himself "entirely to the cultivation of his friends, his newly married wife, and himself."3 His self-development-not to be confused with selfishness, but a genuine desire to become abet ter' fuller person-had become all-important. In August 1791,Humboldt wrote to Georg Forster: I have now absolvedfrom allbusiness,left Berlin, married, and live,in the country,an independent, freely chosen, infinitely happy life. . . . I do not feel from you such disapprobation of my step as I met with from so many others. You esteem lib erty and independent activity too highly to ex pect much utility from a man only dependent on his officialposition.... The axiom that nothing on earth is so important as the highest power,and most varied cultivation of the individual, and that, therefore, the primary law of true morality is, educate yourself, and only the second, influ ence others by what you are; these axioms are so firmlyimpressed upon my mind that nothing can change them."4 (italicsmine) Perhaps no shorter summary of Humboldt's WILHELM VON HUMBOLDT: GERMAN CLASSICAL LIBERAL 59 political philosophy could be written. The Limits is a more formal and complete statement of Hum boldt's philosophical opposition to state interven tion in the natural and necessary self-development of its citizens.

The Limits ofState Action In thinking over his exit from the Prussian bureaucracy, Humboldt began to reconsider the proper functions of the state. It didn't square with his idea of a many-sided self-development. He con sidered all governments of his day too large to pro vide the social conditions that enable human devel opment. This view is directly opposed to the one widely held today and warrants some explanation. Since a large state inevitably leads to an increase in the amount of force the government wields over society and individuals, and since power cannot long tolerate freedom or a diversity of views,a state seeking to provide for anything more than their physical safety ultimately ends up stifling its citi zens. A limited state, in which individuals are able to flourish with the aid of genuinely social institu tions (such as unregulated churches and schools), can protect its citizens from foreign invasion and domestic violence. But, Humboldt argues, a wel fare state erects barriers between the individual and the society in which he lives.By freely interact ing with the world around him, an individual seeks newer, better methods of solving common prob lems. Some of these methods he willcome upon on his own; some innovations will be learned from others. This is the source of social progress in a lib eral society. By dictating the terms under which people form associations, the state deprives such associations of their essential vigor and spontane ity. Thus, the transmission of new ideas is slowed and, when the state gains enough authority to reg ulate all of society,soon stops altogether.

In a sense, Humboldt's political theory is aes thetic: the individual is a work of art. While styles and techniques can be learned from others, the artist must hone his skills over time and learn to express himself in finer, subtler ways. Commands issued from a central authority, cannot create art. Art can only be created by the free and sponta neous interplay of ideas between the artist and his subject. This was the form of his ideas when Humboldt's friend Karl von Dalberg pressed him for his findings.The two began a debate which soon led Hum boldt to write The Limits of StateAction. Young Humboldt wrote this tract in 1791. "At a time when the ideas which it unfolds were in striking contrast to the events and opinions of the day, the book was long obnoxious to the scru ples of German censorship."5 Only passages from The Limits were published by Schiller. Joseph Coulthard notes that Schiller "took much interest in its publication, [yet] had some difficulty in find ing a publisher willing to incur the necessary responsibility."6 Humboldt never strayed far from the work he penned in his early 20s.7He made several revisions to The Limits during the course of his life, both before and after his years of service at some of the highest posts in the Prussian state. The Limits was finally published 17 years after his death. The manuscript remained incomplete and lesspolished than Humboldt's other works. Some gaps appear in the text, yet it helped shape the arguments of many 19th century liberals.

In The Limits Humboldt argues for a concep tion of happiness based on what he considers a nat ural drive for self-development. It is in freely choosing and pursuing self-development "and in striving to reach it by the combined application of his moral and physical energies that the true hap piness of man, in his full vigor and development, consists." What is the goal of this drive for self-develop ment, which Humboldt describes as the source of happiness? "The true end of man, or that which is prescribed by the eternal and immutable dictates of reason, and not suggested by vague and tran sient desires, is the highest and most harmonious development of his powers to a complete and con sistent whole." This end-harmonious self-development-is not a fixed point that can be completely captured or "possessed." As in the natural world, "we find that rest and possession exist only in imagination."

And because it cannot be possessed, it cannot be given by the state to interested individuals. It must be pursued by each person in his own way. Humboldt's conception of man, as a being who must strive for self-cultivation within society and who requires society for his full development, is an important contribution to the liberal tradition. Scholars outside the tradition of Adam Smith, David Hume, and Herbert Spencer might antici60 THE FREEMAN • FEBRUARY 1991 pate Humboldt's emphasis on the individual, but may be surprised by his positive view of society. Liberals are often criticized as "atomistic individ ualists"-self-interested islandswho prefer to hold society at a distance. Humboldt's arguments chal lenge the conventional wisdom that the individu alistic premises of liberal thinking necessarily exclude society and community. In fact, society and its institutions are what Humboldt wants to save from the power and grip of the state.

Humboldtand Educational Reform Humboldt is probably best remembered for reforming German education. Education was the social institution Humboldt cared most about -although, at first, he resisted being made Minis ter of Public Instruction charged with reforming German schools. He brought a radical conception of education to the post. His revolutionary ideas were soon insti tutionalized and remained in.place, with some modific.ations,well into this century. Humboldt's tenure as Minister of Public Instruction was said to be as masterly in organization as that of Prussian generals in war. What is interesting about this assessment is that Humboldt held the post for a scant 16 months. When Humboldt joined the liberal reform gov ernment in 1809,he advocated the abolition of mil itary schools and the closing of schools catering to the nobility, and opposed the creation of special middle schools for adolescents either uninterested or financially unable to undertake university stud ies. Humboldt wanted German schools to be places where a wide diversity of students would study together, free of state-imposed barriers.

The cornerstone of Humboldt's educational reforms was the humanistic Gymnasium. Based on the classical languages and literatures, the Gym nasium remained the dominant educational insti tution in Germany until the second half of this cen tury. Humboldt considered a student's mastery of the literature and philosophy of the ancients, espe cially the Greeks, a key foundation to genuine education. The University of Berlin, which Hum boldt founded, and much of Humboldt's design of the educational system are still in place. Leaving aside the apparent violation of his earlier injunc tions against state control of education, the re formed system is remarkably akin to the system he advocated years earlier. Through the imprint they left on a key sector of social life, Humboldt's ideas have had an enduring influence on German intel lectual development. From 1810 to 1813, Humboldt was the chief Prussian diplomat in Vienna. He acted as a head negotiator both before and after Napoleon's de feat, and served in London for the Prussian crown.

In 1819, Humboldt fought the passage of the Karlsbad Decrees, which would have imposed rigid censorship throughout Germany. When his efforts failed, Humboldt retired to private life. He refused the pension offered him by the king and returned to his estate to study languages and pur sue other scholarly work. He died in 1835. Humboldt's legacyis more than a string of polit ical acts and scholarly contributions. The Limits ofState Action offers a coherent and early defense of laissez-faire society without a single recourse to economics. For students of humanities, Hum boldt's work provides a solid and engaging intro duction to liberal thought. D 1. Humboldt also influencedMatthew Arnold, who dis agreed with him, however.See Arnold's Cultureand Anar chy, especiallychapter 3. Arnold cited directlyHumboldt's ideas on educationin Schoolsand Universitieson the Con tinent. 2. Juliette Bauer, Life of Wilhelm von Humboldt (Lon don: Ingram,Cooke,& Co., 1852)p. 250.

3. Introductionto The LimitsofStateAction by Wilhelm von Humboldt, edited by J. S. Burrow (New York: Cam bridgeUniversityPress,1969),p. ix. 4. Bauer,pp. 277-78,citingHumboldt'sletter of August 16, 1791,to Forster. 5. Wilhelm von Humboldt, The Sphere and Duties of Government,editedbyJosephCoulthard(London:Trubner & Co.,1854),p. iii (from Coulthard'sIntroduction). 6. Ibid. 7. Thisis not an uncontroversialstatement.Somewriters uphold Humboldt'sconstancyof conviction;many do not. John Chapmanwrote in the July-October1854issueof The WestminsterReview,"... howeverstartlingto somemay be itsdoctrines,it hasallthe authoritydue to the longsustained convictionsof a man of extraordinarycapacity.... " A majority of historians and philosophers who have examined Humboldt hold differently,however. See Leo nard Krieger,The GermanIdea of Freedom(Chicago:Bea con, 1957),pp. 170-71;and Paul Sweet'sexcellentWilhelm von Humboldt:A Biography,2 vols.(Columbus:OhioState University Press, 1978, 1980), vol. I, p. 108, vol. II, p. 20.

Sweetalso has an appendixin the firstvolumedealingwith the receptionof The Limits.

61 The Growth of Privatized Policing by Nicholas Elliott P rivatized police! The suggestion is usually . met with disbelief,even by free-marketeers who would like most other government services shifted into the private sector. But there are good arguments to justify privatization of at least some policing functions, and few are proba bly aware of the spread of privatized policing that has been taking place both in the United States and in Britain. Many object to private sector involvement in policing and criminal justice because they say that it is the state's responsibility to maintain law and order. This view fails to take into account the ori gins of rights. In liberal democracies, rights are considered to reside originally with individuals. The responsibility of law enforcement is only ced ed to the state so that rights may be protected more effectively.The state does not own the right to enforce the law, it administers this right on behalf of the people. Therefore, there is no reason in principle why private individuals should not have law enforcement duties delegated to them, as long as they are responsible to the same system of law under which the state operates. This point has been argued by James Stewart, Director of the U.S. National Institute of Justice: "Although law enforcement is rooted in constitutional principles, the responsibility of government to ensure security need not necessarily mean that government must provide all the protective services itself."l Nicholas Elliott is a financial journalist in London, and an associate scholar of the Adam Smith Institute.


Those who argue against private policing often assume that it is only the police who ensure that laws are observed at all, that there is a sharp demarcation between the policeman and the citi zen. This disregards the role that individuals have alwaysplayed in keeping order just by going about their daily business. As urban analyst Jane Jacobs writes: "The first thing to understand is that the public peace-the sidewalk and street peace-of cities is not kept primarily by the police, necessary as police are. It is kept primarily by an intricate, almost unconscious, network of voluntary controls and standards among the people themselves, and enforced by the people themselves."2 A GrowingIndustry Private sector police are nothing new. Until the middle of the 19th century most of Britain's polic ing was provided by groups known as "Associa tions for the Prosecution of Felons." These groups provided law enforcement, crime prevention, and insurance services to their members.

More recently, there has been a steady growth in the private security industries of Britain, the United States, and Canada. In each of these coun tries there are now more private security guards than official policemen. More policing services are being contracted out to the private sector by the official police forces andby local government; and as private individu als become more affluent, they are showing more 62 THE FREEMAN • FEBRUARY 1991 willingnessto buy additional security from the pri vate sector. There is evidence that private firms can often do the same job more efficiently and more cheaply. All over the United States, different types of police service are being performed on contract by private firms. In Amarillo, Texas, local police have authorized a private security company to respond to alarm calls. Nearly three-quarters of American cities have contracted out the removal of illegally parked cars. A 1986survey by Hallcrest Inc. found that 44 percent of U.S. law enforcement officials contract out the patrolling of public property.

In Fresno, California, 21 private security firms provide security at shopping centers, in apartment complexes, at concerts and sporting events, and at the city convention center and zoo. The firms pro vide their services to the cityfor $10per hour, com pared to the cost of $59 per hour if the police were to do the job. Los Angeles County awarded 36 contracts for guard services between 1980 and 1984and "coun ty data show that the cost was 34 percent greater when the work was performed by county per sonnel."3 Policing functions frequently contracted out in the United States include prisoner custody, com munications system maintenance, police training, laboratory services, radio dispatching, and traffic and parking control. Other examples come from Europe. Private security firms in Bavaria are used to patrol the Olympic Park grounds, university sports arenas, a mental hospital in the suburbs of Munich, and the Munich subway.In Switzerland the private compa ny Securitas employs 1,700guards throughout the country to provide police backup services. Securi tas has contracts with the police and with munici palities for such services as visitingrestaurants and bars to ensure compliance with licensing laws, and patrolling parking lots and railway property. In the United Kingdom, a survey by PoliceReviewfound over 1,000 private security patrols in operation, including 239 patrols operated by private firms on behalf of local authorities.

Bromley Council in London was the first to use a private firm to patrol housing estates. The coun cil hired Sentinel Security to provide patrols in crime-ridden areas. Some local authorities also take on their own non-police security guards. At Livingston in Scotland, 42 council guards equipped with radios patrol housing and shopping precincts. The patrol is run by a former police sergeant who reports that "residents say they feel safer going out at night because of our patrols."4 A FurtherStage In a few instances, the whole policing of an area has been contracted out to a private firm. The first city to try this was Kalamazoo, Michigan. A pri vate firm was given responsibility for street patrols and for the apprehension of traffic offenders for three and a half years in the 1950s. One of the most successfulexamples is the small town of Reminderville in northern Ohio. Faced with having to pay $180,000a year for continued county policing, residents decided in 1981 to hire Corporate Security Inc. for $90,000per year. The firm also increased the number of patrol cars in the area, and improved the emergency response time from the previous 45 minutes to six minutes.

The private company was motivated to keep costs down because they were paid a flat yearly fee, and because they wanted to retain the contract. Adverse publicity for this radical experiment dis turbed local officials who then set up their own town police department at higher cost in 1983. Another example of fully contracted out police services is from Oro Valley,Arizona. There, fire fighting, police services, alarm response, and paramedic operations were provided to 1,200res idents by the company Rural/Metro. The contract was agreed in 1975, with a flat yearly fee of $35,000to be paid to Rural/Metro, a saving over what the same state services would have cost. Overall control of policing was retained by the town authorities. During their time in securing Oro Valley, the company employed some innovative operating methods. They patrolled in four-wheel drive vehi cles on difficult roads. They initiated a "dark house" scheme whereby residents who planned to be away could leave their addresses with the com pany, and their property would then be checked twice every 24 hours. Burglary rates in the area fell from 14 a month to an average of 0.7 a month.

However, the Rural/Metro contract encoun tered opposition from the Arizona Law Enforce ment Officers Association Council, who refused access to training programs and refused to grant THE GROWTH OF PRIVATIZED POLICING 63 accreditation. When a state attorney questioned the legality of the arrangement, Rural/Metro decided to pull out. Notably, when the town authorities took over full provision again in 1977,many costs increased. One change was to replace the civilian employees of Rural/Metro with uniformed officers on higher salaries. By 1982 the police budget in Oro Valley was $241,000when RurallMetro had done the job for $35,000. NeighborhoodInitiatives In Britain and the United States, there has been a proliferation of neighborhood patrols, where residents take the initiative in patrolling their own locality. On the Brunton Park and Melton Park estates in Gosforth, Newcastle, U.K., residents started their own patrol to deter thieves. Pairs of residents patrol the area in cars between 11 ~M. and dawn, reporting anything suspicious to the police. In three months of patrols only three breakins occurred, compared to a previous annual average of 130. As a result, these residents have had their home-contents insurance reduced by 35 percent.

One growing form of private initiative in the U.S. is that undertaken by homeowners associa tions. There are estimated to be over 90,000 of these associations in the United States. According to the Community Associations Institute, 25 per cent of them provide manned security for their members, and 15 percent provide electronic surveillance.5 In other instances, neighbors get together to hire security for themselves. Residents of a street at Blackfell in Tyne and Wear, U.K., hired a private security firm to cut breakins and car thefts. One resident explained that "The police would come round after a crime was reported but usually could do little more than take the details from the injured party and offer sympathy."6 Residents of East Graceland in Chicago hired a private security firm to drive out gang warfare from their neighborhood. They took on Security Enforcement Services for two months in 1989 for a charge of $8,000.Rather than strong-arm tactics, the company used intelligence to rid the area of crime. They became familiar with the known trou ble spots and offenders, as well as with residents.

They videotaped illegal activities such as vandal ism and drug dealing, and then handed the tapes over to the official police. The most unusual example of private initiative comes from San Francisco. The city is divided into 80 "beats," which are sold by the Police Commis sion to Patrol Specialsdeputized with peace officer powers (one step down from police officers). Beat owners then seek business among the companies and neighborhoods in the beat area. The Patrol Specials must pass a rigorous selection procedure, before being sent on an arrest and firearms course at the police academy, and must answer to the Police Commission. The Specials cost nothing to San Francisco taxpayers, and they have endured since the 1800s.7 The private sector in law enforcement will con tinue to grow, and more individuals, neighbor hoods, and local authorities will take the step of organizing their own local policing or hiring pri vate security.The choice is either to encourage this as a supplement to official law enforcement, or to demand a rigid distinction between police and people. The experience of privatized policing demonstrates that the idea is not so unimaginably radical as might be supposed. D 1. James K. Stewart, "Public Safety and Private Police,"

PublicAdministrationReview,November 1986,p. 764. 2. Jane Jacobs, The Death and Life of the GreatAmeri can Cities (New York: Vintage Books, 1961),pp. 31-32. 3. E. S. Savas, Privatization:The Key to BetterGovern ment (Chatham, N.J.: Chatham House, 1987),p. 183. 4. PoliceReview,January 13, 1989, p. 65. 5. Oscar Newman, Community of Interest(New York: Anchor Press/Doubleday, 1981). 6. PoliceReview,October 21, 1988,p. 3. 7. Christine Dorffi, "San Francisco's Hired Guns," Rea son, August 1979; Randall Fitzgerald, When Government GoesPrivate:SuccessfulAlternativesto PublicServices(New York: Universe Books, 1988), p. 73.

64 Did HorvatAnswer Hayek?The Crisisof YugoslavSelf-Management by David L. Prychitko A t a time when one Communist regime after another is toppling in Eastern Europe, Yugoslavia gets remarkably lit tle press. We watched with excitement the collapse of the Berlin Wall, the rise of poet-statesman Vaclav Havel in Prague, the fall of the Party in Budapest, and the bloody fate of Nicolae Ceauses cu in Bucharest. We haven't heard much about Yugoslavia. The sweeping changes in the rest of Eastern Europe seem to be passing Yugoslaviaby. But don't let that fool you. The peoples of Yugo slavia, like those of the neighboring East Euro pean countries, are calling for, and slowly attain ing, an end to the monolithic Communist Party, and the introduction of private property rights and a full market economy. Yugoslav-style socialism, with its ideological emphasis on decentralization and workers' self management of socially owned resources, was once touted as a fundamental, more humane alter native to the command planning of the Soviet Union. Indeed, Yugoslaviawas the first country to break away from Stalin's yoke of power back in 1948 to create a perestroika of its own. Under Tito's leadership, Yugoslaviaattempted a massive decentralization toward workers' self-managed socialism, which began in 1950 with the adoption of the Basic Law on Movement of State Economic Enterprises and Larger Economic Associations by David L. Prychitko teaches in the Department of Eco nomics at the State University of New York at Oswego.

He was a recipient ofa Fulbright Grant at the Philosoph ical Faculty of the University of Zagreb in Yugoslavia, from January-July 1989. their Working Collectives. The central planning bureaucracy would be dismantled. State property would be erased. In Tito's words, The takeover of the means of production by the state has not made accomplished fact of the fighting slogan of the workers' movement, "Factories to the Workers," because the slogan "Factories to the Workers, Land to the Peas ants" is more than just an abstract propagandis tic battle cry. It contains deep and weightly [sic] meaning. It sums up the entire program of socialist relations in production; it speaks of social ownership, it speaks of the rights and duties of workers and-therefore-can and must be accomplished in practice if we want indeed to construct socialism.1 Enlightened workers' councils would be in charge of planning society from the bottom up, rather than the top down. "Social" ownership would replace state ownership. No longer the legal privilege of private capitalists or state bureaucrats, the means of production would officially be the property of society at large. State enterprises were to be freed from the hands of an oppressive bureaucracy and handed over to workers' coun cils;a market for consumers' goods would emerge, reducing the shortages and long queues that plagued other East European countries. Socialism would no longer restrict and destroy democracy.It would embrace it in the workshop, factory, and planning bureau.

The heyday of "market socialism" had arrived.

65 Mises and Hayek in 1956. Claimsof Rationality The Austrian economists apparently suffered an intellectual beating. Seventy years ago Ludwig von Mises argued that socialism was impossible. By abolishing unhampered market exchange of the means of productionand thus market prices that reflect underlying economic scarcities-the central economic planners, Mises argued, would lack the knowledge necessary to rationally coordi nate the economic system. They would stand con founded in the face of a "bewildering throng of economic possibilities," as Mises so eloquently put it.2 F. A. Hayek agreed with Mises, and would later add that comprehensive economic planning, even if it begins with the most democratic and humane aspirations imaginable, must lead to a totalitarian dictatorship, "because dictatorship is the most effective instrument of coercion and the enforcement of ideals and, as such, essential if cen tral planning on a large scale is to be possible."3 The Austrians wielded a double-edged sword.

One side chopped to pieces the belief that central economic planning was possible in the complex, modern world. The other side cut through the veil of socialist democracy, and exposed the fact that any democratic ambitions must ultimately be abandoned in the utopian struggle to overthrow the market system. Or so the Austrians thought. It seemed that, by the 1960s, Yugoslavia had finallyproved that sword powerless. The Yugoslav model of decentralized socialism, which allowed markets for consumer goods as well as limited resource markets, along with its emphasis on democratic planning and management by workers, was considered by many comparative systems economists to be the final answer to Mises and, even more so, to Hayek. At that time Yugoslavia enjoyed a relatively higher degree of economic growth compared with its neighbors behind the Iron Curtain. Queues for consumer goods dwindled. Workers were officially in charge of their workplaces and enterprise plan ning decisions. Yugoslavia'sborders were open to Western tourists.

Economists tended to consider Yugoslavia the closest practical application of the theoretical model of market socialism devised by Oskar Lange. Morris Bornstein, for example, claimed that "a number of the problems identified by Hayek have been met in the Yugoslav variant of market socialism."4Thomas Marschak wrote that 66 THE FREEMAN • FEBRUARY 1991 Citizens in Republic Square, Zagreb (the capital of Croatia), Yugoslavia. "the classic idea (of Hayek for example) that the burden of assembling managers' intimate techni cal information at one center is a major obstacle to any sort of central planning seems to lose weight in the Yugoslav context."5 Statements like these were not unusual among comparative systems economists in the 1960s and '70s.But the most forceful challenge to the Austri ans was published less than ten years ago. Branko Horvat, Yugoslavia's leading economist, made it loud and clear in his magnum opus, The Political Economy of Socialism: Hayek framed his argument so as to prove the superiority of the free market over central plan ning. In the context of this book, it may be of some historical interest to note the following claim made by Hayek in 1945: "nobody has yet succeeded in designing an alternative system in which certain features of the existing one can be preserved which are dear even to those who most violently assail it-such as particularly the extent to which the individual can choose his pursuits and consequently freely use his own knowledge and skills." ... I shall not leave this challenge unanswered. 6 Horvat believes the blueprint of self-managed socialism answers Hayek: Social controlis maximally effective-and the possibility of managerial abuses drastically re duced-because management operates before the watchful eyes of the workers' council and the entire working collective. It is both impossible and illegal to keep socially important decisions secret. Contrary to monopolistictendencies else where, the concentration of capital is discour aged. The working collective ina labor-managed firm is not inclined to overexpand the firm by mergers because it then loses control over the firm's affairs. On the other hand, because of the different social organization, financial power is no longer so important. A competitive firm can be neither bought nor owned. Thus, a labor managed economy is likely to operate much closer to the textbook model of the competitive market. Social ownership impliesplanning,but doesnot eliminatethe market.Consequently, the labor-managed economy achieves what Hayek considered to be impossible:an alternative form of organization in which genuine autonomy on the part of the firm is rendered compatible with ex ante coordination of economic activities and full use is made of the existing knowledge while losses due to market failures are.avoided. Plan ning and social property render financial specu lation almost impossible and substantially reduce the scope of wasteful advertising. Inter ventionsby the state are minimized since deciTHE CRISIS OF YUGOSLAV SELF-MANAGEMENT 67 sionsare automatically controlled at every stage, and taxation is simple because of egalitarian income distribution.7 Horvat maintained that "The Yugoslavsolution should not be regarded as the end of a process, but rather as a promising beginning in the develop ment of a genuinely self-governing society."8But the Yugoslavexperience with self-managed social ism-which has now entered its fifth decade -illustrates anything but Horvat's claims. Let us therefore consider those claimsin light of the real ity of Yugoslavsocialism.

WorkerControlversus PartyPower We begin with the most important point: the democratic, self-managed enterprise as a revolu tionary vehicle of social control. Supported by Tito's call for "Factories to the Workers" in 1950, Yugoslavia is considered to be grounded in work ers' democratic control of enterprise. The self managed enterprise is composed of various work ers' councils. Communist ideology in Yugoslavia claims that, through democratic processes, work ers elect a managing board that oversees and assists in coordinating the enterprise's operation. Workers, in their respective councils, officially manage the "socially" owned means of production (it is as if they rent capital resources from the state, instead of holding fulllegal ownership claims).Not forced by the dictates of Stalinist command plan ning, the Yugoslav constitution allows workers to distribute any enterprise profits as they see fit, whether it be in the form of personal income (over and above the workers' standard wages) or in the form of reinvestment into the enterprise itself.

The self-managed socialist enterprise is thought to be a relatively autonomous planning entity, an enterprise of the workers, by the workers, and for the workers. Furthermore, because the worker is also a citizen, because self-managed enterprises follow general planning procedures, such as enter ing into planning agreements with other enterpris es, social councils, and government bureaus, and because this overall process is supposed to repre sent the best interests of society as a whole, the socialistsystem of self-managed enterprises is also thought to be a system of society, by society, and for society.The distinction between individual and society becomes, in such a Marxist utopia, blurred if not outright abandoned. Hence, Horvat can say that social control is "maximally effective" and managers have little opportunity to abuse their positions. In actual practice, however, workers have enjoyed far less autonomy and power over decision-making than Horvat's theory would have us believe.

The Communist Party in Yugoslavia has managed to maintain a great degree of power within the enterprise. One avenue of power is found in the aktiv,which is a crucial linkbetween the enter prise and other socio-political organizations. Organized by Party members who generally hold important positions in those outside organizations, the aktiv has a tremendous degree of influence over internal enterprise policy. The aktiv"assists" the enterprise in helping per suade officials within the local commune, the republic, or within the Party itself to secure bank loans, to attain higher prices for their output, receive construction permits, etc. But, because it enjoys such a strong position of power, managers within the enterprise have little incentive to resist Party pressure. Enterprise autonomy is thus sacri ficed for new permits, loans, and licenses, lower prices on scarce inputs, higher output prices, and enhanced foreign exchange allocation, any of which may be necessary for the success of the enterprise.9 The typical enterprise in Yugoslavia is riddled with both conflicts of interest and worker apathy.

Workers tend to lack real interest in managing the enterprise. In fact, as Egon Neuberger and Estelle James have argued, the workers would rather not take responsibility for decision-making, because decision-making is too risky.i0 Good decisions may bring about higher incomes, but they may also bring about greater expectations by the Party and thus greater responsibilities in the future. More over, bad decisions hurt immediately. Workers therefore tend to fall into routine. They attend council meetings, but lack initiative to introduce significant dialogue concerning most enterprise matters. The general apathy among enterprise workers further allows the Party, directly or indi rectly,to assume control over the elected manage rial board. Rather than the ideal of democratic self-management, a technocratic elite has emerged to control enterprise operations. This is not to say that workers don't become 68 THE FREEMAN • FEBRUARY 1991 vocal, and fail to bargain or fight for certain issues within the enterprise. Apathetic as they may oth erwise be, workers nevertheless have a huge per sonal interest in the distribution of enterprise prof it. Bitter conflicts of interest appear over the issue of how much profit should be handed over to the workers for personal consumption and how much should be ploughed back into the enterprise for investment.

Though the Party would like to see investment increased, workers have little, if any, incentive to invest voluntarily in the socialist enterprise. Eirik Furubotn and Svetozar Pejovich have demonstrat ed this problem in a number of theoretical and empirical studies.11 Because the Yugoslav worker does not enjoy full ownership rights to the means of production, only the right of use, he is not free to recover any money invested into the enterprise ip the event that he leaves the firm or is fired. From the worker's point of view, it is more rational to "invest" one's personal income in durable goods such as refrigerators, automobiles, and furni ture-things that are treated as private property under the owner's full control-rather than throw his money into a collectivelyowned pool that is not at his full disposal. As a response, the Yugoslavstate imposes huge taxes on gross enterprise income and engages in a policy of forced investment. Workers must then strike for higher wages. Strikes for increased wages are not unusual in Yugoslavia.In fact, thou sands have occurred in the past few years:This is a source of tremendous embarrassment to Yugoslavia's Communist Party with its self-man agement rhetoric. If Yugoslavian enterprise really were a "true" self-managed system, as the Party would have us believe, the workers would appear to be striking against themselves!

MarketSocialism,Monopoly, and Privilege Horvat claims that the "labor-managed econo my is likely to operate much closer to the textbook model of the competitive market." This is far from true, nay,it is outright ludicrous in light of the actu al Yugoslav experience. The Yugoslav "market" historically has been plagued by a horrendous lack of entry. Citizens have the legal right to form their own self-managed enterprises, but the compulsory screening of "Competition Committees" has, in practice, eliminated this form of entry. Instead of new rivals' forcing existing firms to lower their costs of production and/or make products of better quality, incumbent firms (generally established by the state) have tended to expand by creating new plants. Curiously, though newly established plants have the right to secede from their founder, they have rarely exercised it and in many cases instead form what amounts to a cartel arrangement with the founding enterprise. 12 The lack of entry has also brought about, with out surprise, a lack of exit. Inefficient, costly enter prises, enterprises that would surely go bankrupt in a true profit-and-Ioss economy, have typically been supported, like most socialist firms through out Eastern Europe, through enormous state subsidies. In Yugoslavia, as elsewhere under socialism, enterprise survival depends mostly on political entrepreneurship-the ability to cooper ate effectively with the Party-as opposed to the type of managerial adeptness necessary to survive truly competitive markets. Though political entrepreneurship of this sort helps to preserve jobs, it does so at a significant cost, including poor quality products, lack of innovation, and an overall decline in economic growth.

PlannedChaos Horvat stresses that "social ownership" com bines both market and planning; it does not elimi nate the market in favor of centralized command planning. I agree with Horvat at least in that, for Yugoslavia, the market has yet to be eliminated. There has been a market for consumer goods that has, in fact, been more open than in other East European countries. But the full benefits of the market process in the means of production and higher order goods are severely restricted by state intervention. The role of the Party aktiv that I mentioned above is one way the state intervenes in the exchange of scarce resources. The bureaucratic obstacle to entry is another. And the fact that the state has engaged in a policyof administrative pric ing of scarce resources since 1965-by fixing the prices of 90 percent of industrial products-is a third example. Centralized state banking in Yugoslavia, which resorted to printing money in order to subsidize terribly inefficient enterprises, is responsible for Yugoslavia'sfantastic rate of inflaTHE CRISIS OF YUGOSLAV SELF-MANAGEMENT 69 tionwhich grew from roughly 40 percent per year in 1981 to over 2,000 percent by 1990 (the money supply grew by more than 9.5 times between 1985 and 1988 alone). Yugoslavia's for eign debt has surpassed $20 billion.

As in the USSR, Yugoslavia'sextreme econom ic hardship has rekindled the fires of nationalism. Slovenia, Yugoslavia's most Western-oriented republic, has threatened to secede. Croatia may soon follow. Ethnic tensions in Kosovo, the trou bled province in southern Serbia, are currently pushing Yugoslaviacloser to an outright civilwar. Yugoslavia, once hailed as a watershed in mar ket socialism, now stands at the brink of catastro phe. President Stipe Suvar's keynote address to the Presidency of the League of Communists in Yugoslavia (LCY) during the 17th Session of the Central Committee meeting in October 1988 is telling: The past thirty years, since the adoption of the LCY Program, have been marked by our efforts to emerge from the stage of state socialism.All our efforts, in which milestones have been the LCY Program, the 1965 economic reform, the constitutional reform of 1971-1974,the model for the political system provided at the 11th Congress in Edvard Kardelj's work, Democra cy and Socialism, the Long-Term Program of Economic Stabilization, and the decisionsof the 13th LCY Congress and stands taken at the LCY Conference held in May [1988], have aimed at further elaborating this original model of our revolution and at channelling the orga nized social energies of our society to realize them. The past three or four decades have seen a life-and-death struggle between state social ism and the forces of self-management waged over the character of production relations and the lines along which they should change. Soci ety developed rapidly, but today all the post poned-crises and earlier mistakes have caught up with us, and society is in the throes of a pro found structural crisis. In other words, today's crisis is the culmination of all the social contra dictions that have been building up ove.r all these years. In the meantime, considerable confusion has been created in people's minds; there are many ideological misconceptions and illusions, and attempts to cover up the real situation.13 The argument put forward by Mises and Hayek-that the attempt to build socialism, even decentralized, democratic market socialism, will be plagued by gross inefficiency,waste, struggles for power and domination, blinding propaganda, and must eventually fail-that very argument applies with profound force to the Yugoslav sys tem. As Suvar continues: Today's serious crisis in our society is the prod uct of all the crises of yesterday,and for this rea son it is all the more severe and disruptive. If there was nationalism in the past, today's nationalism is its consummate expression; if there was bureaucracy in the past, today's bureaucracy is totally hidebound and unproduc tive; if there was demagoguery and attempts to pull the wool over people's eyes by false promis es of homogeneous communities, the examples we see today far exceed anything from the past.

In effect, the position of the creative strata of society which have been pushed into the back ground, and the status of workers, peasants and the vast majority of the intelligentsia are the best gauge of how much power has been con centrated in the hands of bureaucratic and tech nocratic forces in the past few decades. Theoryand Practice Branko Horvat may have criticism similar to, if not stronger than, that of Stipe Suvar concerning the way the Yugoslav system of self-managed socialism has worked in practice, especially now that the crisis has become all-consuming. Some thing, indeed, "went wrong." He would argue, I suppose, that in reality the Yugoslav economy needs more market exchange, a certain freeing up of prices,fewer technocrats and lessParty pressure in the workplace, and more enterprise control in the hands of the workers. This is just what the Yugoslavsare desperately trying to achieve in the midst of their present polit ical and economic chaos. They are going even far ther than that: Within the last year they have begun introducing other forms of ownership-pri vate, cooperative,. joint, and so on-to compete with sociallyowned, self-managed firms. They are taking some of the biggeststeps in Eastern Europe to promote joint ventures with the West, and are preparing the framework for a unified, open stock 70 THE FREEMAN • FEBRUARY 1991 market in Yugoslavia. With the traditional ideolo gy of socialistself-management now illegitimate in the minds (and budgets) of the typical Yugoslav citizen, the potential for radical market reform and political pluralism indeed exists.

Without question, Yugoslav reality has failed, terribly, to live up to the theoretical blueprint of self-managed socialism. This poses a dilemma to both the socialist the oritician and statesman. Who was at fault? What went wrong? If it were truly a worker-managed system, then the workers are the most likely can didates. But, of course, the crisis is not the work ers' responsibility. They are the victims. The ideo logue must now consider whether the theory can still be salvaged, in light of its obvious practical failure. This question is reflected in Suvar's state ment at the 17th Session: "it is high time that we resolve the dilemma of whether this is the result of a crisis of theory and an imperfect system, or whether it is the result of poor implementation and incompetent people." This, I am sure, will be debated for quite some time among the Yugoslav economists, philosophers, Party members, work ers, and citizens.

It also brings up an important point with regard to Horvat's alleged ~'solution" to Hayek's analysis. Does the Yugoslav blueprint refute the claim that socialism breeds both statism and inefficiency,and will eventually end in failure? Surely the funda mental problems in the Yugoslav experience were predictable from the Mises-Hayek position. But what of the ideal model itself? The Austrian economists granted that social ism might "work" in theory. But that isn't much of a concession, if a concession at all. After all, we can distinguish between good theory and bad the ory. Given the appropriate assumptions, perhaps anything might work in theory. It is neither intel lectually impossible nor logically contradictory to design an abstract theory which argues that, for instance, a cat could swim the Atlantic Ocean. The important thing is what is likely to' happen when the cat is thrown in the water. That's the test. A theory that cannot be tied to successful practice, though perhaps appealing in a purely intellectual or spiritual way, may not only qualify as a bad theory. It may be outright dangerous and inhumane.

Horvat did not answer Hayek. He responded to criticisms with bad theory, with an abstract model that had no potential for being realized through the actions of livingmen and women. In the mean time, Yugoslavia, once thought to be the epitome of socialist self-management, drowns in what is probably the most disturbing socio-political crisis it has ever faced. D 1. As quoted in Edvard Kardelj, Tito and SocialistRev olution of Yugoslavia (Belgrade: Socialist Thought and Practice, 1980), pp. 51-52. 2. Ludwig von Mises, Socialism:An Economicand Soci ologicalAnalysis (Indianapolis: Liberty Classics, 1981), p. 101. This book originally appeared in German in 1922. Mises' first statement was published in 1920,in the midst of the Soviet Union's disastrous experience with central plan ning, and was translated into English in 1935 as "Economic Calculation in the Socialist Commonwealth," in Friedrich A. Hayek (ed.), CollectivistEconomic Planning(Clifton, N.J.: Augustus M. Kelley, 1975), ch. 3.

3. Friedrich A. Hayek, The Road to Serfdom (Chicago: University of Chicago Press, 1944), p. 70. Hayek also criti cized the socalled "market socialism" of Oskar Lange, an alleged alternative to command planning, in his "Socialist Calculation: The Competitive 'Solution'" and "The Use of Knowledge in Society." These two essays are available in Hayek, Individualismand EconomicOrder(Chicago: Uni versity of Chicago Press, 1948). 4. Morris Bornstein (ed.), ComparativeEconomicSys tems:Modelsand Cases (Homewood, Ill.: Richard D. Irwin, 1965), p. 78. Bornstein referred in particular to an article by J. Marcus Fleming and Viktor R. Sertic, "The Yugoslav Eco nomic System," which appears in the same book, pp. 230-49. 5. Thomas A. Marschak, "Centralized Versus Decentral ized Resource Allocation: The Yugoslav 'Laboratory,'" QuarterlyJournal of Economics, vol. 82, #4 (November 1968), p. 569. 6. Branko Horvat, The PoliticalEconomy of Socialism: A Marxist Social Theory (Armonk, N.Y.: M. E. Sharpe, 1982),p. 577,n. 56.

7. Ibid.,p. 208. 8. Ibid.,p. 165. 9. See Harold Lydall, YugoslavSocialism:Theory and Practice (New York: Oxford University Press, 1986), pp.1l5-22. 10. Egon Neuberger and Estelle James, "The Yugoslav Self-Managed Enterprise: A Systematic Approach," in Morris Bornstein (ed.), Plan and Market: Economic Reform in EasternEurope (New Haven: Yale University Press, 1973), pp. 245-84. 11. See, for example, Eirik G. Furubotn and Svetozar Pejovich, "Property Rights and the Behavior of the Firm in a Socialist State: The Example of Yugoslavia," Zeitschrift fur Nationaloekonomie, vol. 30 (1970); and Svetozar Pejovich, "The Banking System and the Investment Be havior of the Yugoslav Firm," in Morris Bornstein (ed.), Plan and Market,pp. 285-311. 12. See Stephen R. Sacks, Entry of New Competitorsin YugoslavMarketSocialism(Berkeley: Institute of Interna tional Studies, 1973), ch. 1; and Jan S. Prybyla, Issues in SocialistEconomic Modernization (New York: Praeger, 1980), pp. 103-104.

13. Stipe Suvar, "Let Socialism Start Moving Forward Again to a Better Future," Belgrade, October 17,1988, reprinted in SocialistThoughtand Practice,vol. 28, no. 7-10 (1988), pp. 3-50.

71 The Charade of Participatory DeDlocracy by Ridgway K. Foley, Jr. T he coercers of the mandate state employ many artifices to camouflage their true intent. They utilize these devices for two different reasons: first, they fear the truth, because truth is freedom, so stratagems that mask their desires serve their ultimate ends well;second, they realize that human greed and envy will permit them access to their goals, if that greed and envy can be cloaked in acceptable garb. A particularly apt example of this modern approach to merchandising malice appears in the current vogue for citizen participation in govern mental decisions, especially at the county, city,and quasi-municipal corporate level. The coercers ostensibly theorize that local governmental deci sions willreach a political nirvana if those persons affected have their say and provide "meaningful input" (in the argot of the socialplanner) into state determinations. In fact, the social engineers recog nize that they can find and fund a sufficient num ber of people to offer the appearance of probity and approval, whatever the scheme. This essay proposes a brief exploration into this late-20th century phenomenon.

I. The TownMeetingJustification One might wonder at an attack on participatory democracy-after all, didn't the Founding Fathers pattern our governance after the New England town meeting and representative governmental theories of the 18th century? Shouldn't the gov erned be permitted, nay encouraged, a voice in their political control? Mr. Foley, a partner in Schwabe, Williamson and Wyatt, practices law in Portland, Oregon. No one decries representative or participatory democracy in theory, so long as the actions don't tread upon a minority,even a minority of one, and so long as the democratic process is real and not just a charade. While the national Constitutional Convention assembled in 1787 established a republican form of government expressly for the statesl and by implication for the Federal aggre gate, Jeffersonian theory, at least, favored sub sidiarity (the local unit of government best per forms all needed collective functions) which inherently subsumes democratic participation by the governed. Also, while the New England town meeting was not carved into national policy,many 18th-century thinkers recognized its worth.

The fundamental question must always be asked: What constitutes a proper function for the state? If one passes that inquiry for the moment, many would agree that all citizens affected by a decision concerning a proper gov ernmental act should be invited to participate in such rule-making. Several reasons support personal participation in regulation. First, an essential element of justice views self-government as intrinsically correct and proper. Second, no autocrat or oligarchy possesses sufficient knowledge and judgment to pass satis factory laws controlling other human beings. Third, citizen participation tends to induce agree ment and prod obedience to the laws thus enacted. Fourth, better rules of order develop from cross pollination of many minds. Given these valid rea sons undergirding participatory democracy, a sub stantial defect must exist in the current operation to explain the assault apparent from the thrust of this essay. In fact, two very substantial reasons 72 THE FREEMAN • FEBRUARY 1991 uphold a protest against the current fashion.

ll. CurrentUse of the "Public Hearing"Concept The present use of community meetings in law making gains much of its currency from explicit national and state policies decreeing citizen partic ipation to be a necessary good which must be invoked before stated and governmentally desired results start to flow. At the national level, applica tion and entitlement to "Federal funds" may require "input" from the community to be served as a precondition to distribution. At the state level, the legislative, executive, or judicial branches may enact an overall policy (deemed good) but compel residents to appear and voice opinions regarding elements and application of that policy to specific instances. A Federal example: consider the urban mass transit grant program,2 a Congressional concoc tion designed to disburse hundreds of millions of taxpayer dollars in the quest for riders on state subsidized buses. The Congress has decided that public mass transit constitutes a desirable end; to achieve the details of that end and to imbue the affected recipients of this largess with a sense of belonging, the legislators also provide for public hearings in 49 USC Sec. 1604(i): Upon submission for approval of a proposed project under this section, the Governor or the designated recipient of the urbanized area shall certify to the Secretary that he or it has conducted public hearings (or has afforded the opportunity for such hearings) and that these hearings included (or were scheduled to include) consideration of the economic and social effectsof such project, its impact on the environment, including requirements under the Clean Air Act, the Federal Water Pollution Control Act, and other applicable Federal environmental statutes, and its consistency with the goals and objectives of such urban planning as has been promulgated by the com munity. Such certification shall be accompanied by (1) a report which indicates the economic, social, environmental, and other effects of the proposed project, including, for construction projects, the effectsof its location or design, and the consideration given to the various alternatives which were raised during the hearing or which were otherwise consid ered, (2) upon the Secretary's request, a copy of the transcript of the hearings, and (3) assurancessatisfac tory to the Secretary that any public mass transportation system receiving financial assistance under such project will not change any fare and will not substan tiallychange any service except (A) after having held public hearings or having afforded an adequate opportunity for such hearings, after adequate public notice, (B) after havinggivenproper consideration to viewsand comments expressed in such hearings, and (C) after having given consideration to the effect on energy conservation, and the economic,environmen tal, and social impact of the change in such fare or such service.

A state example: the Oregon Land Conserva tion and Development Commission, created by the Oregon Legislative Assembly,3 defines "land use goals and guidelines," a euphemism for classi fying and totally regulating the entire acreage of the state. However, within those broad state poli cies, the Land Conservation and Development Commission compels each governmental unit with requ~site citizen participation-to proceed through almost eternal and certainly wasteful hearings in order to develop a local "comprehen sive plan" fitted to the city, county, or quasi municipality. The enabling statute specifies. the requirement of citizen participation: ADVISORY COMMITIEES4 197.160. State Citizen Involvement Advisory Committee; city and county citizen advisory commit tees. (1) To assure widespread citizen involvement in all phases of the planning process: (a) The commission shall appoint a State Citizen Involvement Advisory Committee, broadly repre sentative of geographic areas of the state and of inter ests relating to land uses and land use··decisions, to develop a program for the commissionthat promotes and enhances public participation in the adoption and amendment of the [state-wide planning] goals and guidelines.

(b) Each cityand county governing body shall sub mit to the commission,on a periodic basisestablished by commission rule, a program for citizen involve ment in preparing, adopting and amending compre hensive plans and land use regulations within the respective cityand county.Suchprogram shallat least contain provision for a citizen advisory committee or committees broadly representative of geographic areas and of interests relating to land uses and land use decisions. (c) The State Citizen Involvement Advisory Com mittee appointed under paragraph (a) of this subsec tion shall review the proposed programs submitted by each city and county and report to the commission whether or not the proposed program adequately THE CHARADE OF PARTICIPATORY DEMOCRACY 73 provides for publicinvolvementin the planningpro cess and, if it does not so provide, in what respects it is inadequate. (2) The State Citizen Involvement Advisory Committee is limitedto an advisoryrole to the Com mission.It has no express or implied authority over ~ny localgovernment or state agency.

Thus, given the explosion in regulatory reach and detail afflicting the commonwealth today, the observer notes a virtual plethora of neighborhood associations, community planning organizations, local improvement districts, and myriad other squanderers of timec and liberty, each devoted to the boredom of eternal explanatory meetings (work sessions) and forums for "citizen comment" (public hearings). It remains to consider the dual criticisms that detract from the beatific allure of public meetings. m. The TwinDefectsof Recent Pseudo-DemocraticStrains A. Panderingto PersonalGreedand Cov etousness Remember the fundamental question that must be asked of any proposed governmental or public activity: Does this constitute an appropriate state function? If the answer lies in the affirmative, the town meeting may afford an acceptable, if not superior, method of determining and implement ing public policy. However, if the answer is nega tive, no amount of "citizen involvement" proce dures will convert an improper act into an ethical and acceptable one. Unfortunately, almost all the instances of participatory democracy assume the propriety of the end sought, concentrate on the superficial means employed, and avoid this central issue which should be studied and answered.

Elsewhere, I have suggested the test to be applied to the central question: Does the proposed state function reasonably concern (1) the protec tion of nonaggressive persons from acts of force or fraud, (2) a defense of the realm, or (3) the resolu tion of otherwise insoluble disputes?5 If the func tion falls within these limited boundaries, it pro vides a ripe source for public concern· and the exercise of the coercive force we term "govern ment"; if the function lands outside these narrowly circumscribed perimeters, human conduct ought to be left to the individual choices of the people involved. Deplorably, omission of this seminal question serves to obscure the fact that most, if not all, pub lic hearings relate to matters properly relegated to private choice. Land-use planners don't consider whether or not the state, or any individual or group of citizens, ought (philosophically, morally, and empirically) to dictate to other, unwilling neigh bors the uses of the real property belonging to the latter. Instead, they hold witless hearings (ignoring the basic question or assuming its answer) designed to carve up the countryside into brightly colored blocks and blobs on a map, representing the (presumed)6 community calculation of how land ought to be employed. Likewise, advocates of mass transit never examine whether taxpayer residents (1) want a bus system or (2) if so, desire to pay public monies for a municipally owned sys tem as opposed to a private enterprise; instead they ignore the indispensable disquisition and spend citizen time, money, and energy in a search for ways to implement their grand design through street closures, residence relocation, mandatory ridership in the name of energy conser vation' and the like.

A deeper moral evil afflicts this activity than appears at first blush. The social architects seek their ends, knowing for the most part their goals and their reasons. They also recognize that a real and fair statement of the debate-freedom versus slavery,choice versus chains, contract versus coer cion-might provoke an outcry from the public that would scuttle their plans. The planner "knows" that his plan represents a superior viewof man's destiny; he cannot tolerate opposition or objection. With this attitude, the planner indulges in some sleight of hand (believing that his chosen end justifies any means) to assure public acquies cence if not acceptance. He panders to those sinis ter human emotions of greed and covetousness, playing what Gary North so fittingly calls "the pol itics of envy." He encourages neighbor against neighbor, friend against friend, business competi tor against business competitor, in a dark quest for conformity to his aims.

Members of a neighborhood association testify as to the "proper" uses of property in the area. "We don't want any more gas stations, car washes, or fast food restaurants in our nice residential dis trict." Never mind that kindly old Mr. Smith down the block invested his life savings in a lOOxlOOcor ner lot and negotiated a lease to Arco or Mobil as 74 THE FREEMAN • FEBRUARY 1991 his retirement security. The planners know what they want; the neighborhood will be told what it wants; and that human malady of envy will come to the fore. One can easily criticize the malevolence of the social engineer who wishes to coerce other people and fit them into his or her mold, caring not a whit if this means catering to the most base and despi cable of human emotions to achieve the desired end. However, a just judge must reserve some fair share of anger for the citizen who becomes a pawn in this depraved play,who permits the panderer to appeal to his low emotions and immoral desires.

The vocal resident who protests the opening of a new restaurant, who favors zoning or down-zoning of his neighbor's parcel, or who testifies in favor of street closure or limited access in order to improve his lot in life or to enforce his subjective value judg ments regarding a "perfect neighborhood" should go to a special kind of hell. And few modern citi zens have the right to cast the first-or any-stone! B. A MasqueradeofSelf-Limitation To this point, we have considered the question of the proprietyof the means chosen in relation to the ends sought, and have found them wanting. It remains to analyze the efficacy of the means employed by the planners in regard to their stated purpose. These, too, prove wanting. In essence, the message of this essay is that pub lictestimony means nothing; it constitutes an exer cise in futility, a charade of the classic first order. The planners and statists know what they seek, and they will always secure their ends with appar ent (but unreal) public support.

Men and women of a certain mindset tend to dominate the present political scene at the nation al, state, county, and city levels. Schooled in the rel ativism and futile delights of statism, these individ uals display a particular predilection in favor of government solutions for all real or imagined ills of society, and a distinct distrust and disfavor of private ownership of real property and personal motor vehicles. Given their options, these statists would eliminate the single-familydwelling and the private automobile from the face of America, and would substitute in their stead a gaggle of happy serfs trundling between their governmentally owned and subsidized hovels and their state-regu lated employers on the shiny, gaudy buses of the urban mass transit system. Maintenance of a bias against private ownership and the accumulation of wealth is one thing; con trol of the political apparatus and legal system with ability to effect these prejudices is quite another.

Unfortunately, persons possessing the catechism set forth now occupy a position to destroy owner ship, particularly of real property and motor vehi cles, in their drive to subjugate the citizenry. Even more unfortunately, the victims-those people who have labored creatively for years to exchange their stored-Up labor for an automobile, home, and garden-cannot or do not grasp what their tra ducers are about. Too often too many of us believe that man is inherently good, that mankind is per fectible, if only left to its own devices;that is simply not true, but because of this fantasy, the vic tims-the producing class of the United States -just cannot believe how mean and low the mod ern slave-masters have become. I believe. I have been there. And, I am here to reveal the warts and blemishes of this ugly play. Sovereignty consists of three great divisions of legal power (eminent domain, taxation, and police power), and the dictators of our communities make most effective use of each type of power in their quest for total control of all real property in the area. And, make no mistake, the goal is com plete government dominance and ownership of all realty within a few short years. Concomitantly, they seek to do away with the mobility provided by the automobile, cognizant of the fact that freedom falters without personal mobility and a sanctuary to which to repair. By taxation, by regulation, by planning, the Machiavellis of "Our Town" bite off great chunks of liberty by the subterfuge of conser vation, environmental protection, and progress.

As delineated earlier, they gain their ends by play ing to base human emotions and inducing citizen participation in a monumental farce. Of course, home ownership and our love affair with the automobile constitute two of America's most desirable and cherished personal rights, rank ing high on the list of values maintained by many people. Therefore, a frontal attack by the statists might meet with too great an opposition; not only might the power play fail but also those who tried to seize control might lose their state-paid jobs with all the fringe benefits of wealth and power. Thus, we witness a subtle yet effective assault upon our ownership and our freedom of movement, an THE CHARADE OF PARTICIPATORY DEMOCRACY 75 assault fueled by the politics of envy.Companion to this veiled riposte, one soon discovers that the vic tim is given a role to play,a role that tends to make him or her a willingparticipant in his own hanging.

This role is labeled "participatory democracy," and it is molded cleverlyand wielded wellby the power masters and their lackeys. Simply put, today's town meeting never serves to correct or constrain the planner. By means of careful orchestration, the state architects always produce seeming community support for their pre ordained choices. Their supporters, often cloaked, always muster forth with pat lines; their detractors strangely never receive notice of the meeting or, if by mistake notice does arrive, they find it post poned, or their comments ignored, or their partic ipation strictly limited. The hearing room is always stifling in summer and freezing in winter. The meetings are long-delayed Or boring, so that citi zens who must arise in the morning to attend to work or school cannot stay until their regulated turn arrives. Plan contents change magically and without notice. Transcripts and exhibits vanish. All but the most hardy become discouraged, as the assault of the meetings continues until all adversaries disappear from weariness or frustration.

Thereafter, the commission or hearing officer always smiles sweetly while making an "objective" decision forecast by the staff henchmen. In a sentence, the coercers offer the opiate of a public hearing, of citizen involvement, to the resi dents of the area, encouraging them to believe that they are participating in a grand experiment in self-governance, when in reality they are execu tioners of their neighbors' rights, and pallbearers at the funeral of their own freedom. D 1. U.S. Constitution, Art. I~ Sec. 4. 2. 49 USC Sec. 1604. 3. Or. L. 1973c 80; ORS 197.030-197.095. 4. Note that the committee is "advisory" only; as demon strated under section III B, infra,it would not do to give res idents too much control over their own lives and land. They mightrebeland abolishthe Land Conservationand Devel opment Commission, and then how could the power-hungry and cost-absorbing bureaucrats achieve their ends?

5. See, e.g., Ridgway K. Foley, Jr., "Individual Liberty and the Rule of Law," WillametteLaw Journal,December 1971,pp. 396-418and The Freeman,June 1971,pp. 357-78; and "The Source of Sovereignty," The Freeman,March 1982,pp. 167-75. 6. As demonstrated in section III B, infra,the adjudica tion truly belongs to the planners and the politically power ful; community action represents a cruel charade.

76 A REVIEWER'S NOTEBOOK Population Matters by John Chamberlain " Life on earth is gettingbetter, not worse." So proclaims Julian L. Simon of the University of Maryland in a book called Population Matters: People, Resources, Environ ment, and Immigration (Transaction Publishers, New Brunswick, N.J., 577 pages, $34.95 cloth). This sounds like Emile Coue speaking back in the Twenties, but Simon depends on much more than facile inspiration for his optimism. He lists some obvious things. The improvement in the life expectancy figures is on his side. Pollution is prob ably more and more under control. We are getting tpore wealth for less work. Diseases such as typhoid and polio have ceased to be menaces. The only trouble (and here Simon gives a per sonal twist to his writing) is that there are not enough·people around to enjoy the better life. We have been listening to the likes of Paul Ehrlich, who wrote The Population Bomb. But Ehrlich's own figures contradict his worries. We are not even producing two children· per family in some nations of the West.

This fact sets things up for Simon's theories about immigration. If we can't reproduce our selves, we can make up the deficiency by an immi gration policy that would let people of talent and personal resources into the country. We can con tinue to wink at illegalentries. The Mexicans aren't overwhelming, and besides, most of thf(mgo home again to put their newfound grubstakes into land. Simon thinks we should auction off entry permits and possibly use the money to do something about the national debt. If talented immigrants can't come up immediately with the needed auction funds, they could be allowed to payout of future incometax deductions. Talk about selling entry at Ellis Island may not sound very altruistic. But Simon says the famous Emma Lazarus poem about welcoming the refuse of a teeming shore is a phony anyway. Our immi grants of the late 19th and early 20th centuries were mostly in their robust 20s and 30s. They had brawny arms and a willingness to work without asking for welfare. In taking jobs, they began to earn money that paid more in taxes than was set aside for welfare.

Simon is extremely critical of what he thinks is a national commitment to family planning. The Ehrlichs want to keep families small. Simon's own theory is that people should have as many children as they want, provided they can pay for their food and educate them. The limitation of family num bers cuts down on the total citizenry that can be the source of new and creative ideas. Soichino Honda, founder of the automotive firm, put it apt 1y when he said, "Where 100 people think, there are 100 powers; if 1,000 people think there are 1,000powers." In his interchange with Ehrlich, Simon does a job on those who hold, with the authors of the Global 2000 Report, that the future will bring scarcities. "About 'loss of land' and 'desertifica tion, '" says Simon, "some arable land surely is deteriorating. But Ehrlich and current news stories imply a more general proposition: that the world's total supply of arable land is decreasing.

Yet the truth is exactly the opposite: [Joginder] Kumar (1973) made a country-by-country survey of the changes in arable land from 1950 to 1960. His finding: there was 9 percent more total arable land in 1960than in 1950in the 87 countries (con stituting 73 percent of the land area of the world) for which he could find data-a gain of almost 1 percent per year.... And the increase in effective crop area was greater yet, because of the increase in multiple cropping in Asia and elsewhere." Some of Ehrlich's past prophecies now seem particularly ludicrous. In 1969 he wrote in a "sce nario" of the future: "The end of the ocean came late in the summer of 1979,"and he went on to pre dict "the final gasp of the whaling industry in 1973"; "the end of the Peruvian anchovy industry in 1975";a reduction of the fish catch to 30 million metric tons by 1977-all this contributing to "50 million people per year ... dying of starvation" in 1977.These were crazy guesses.By 1977,for exam ple, the fish catch was 73 million tons.

There is a valid criticism of Simon's way of writ ing a book, which is to send his readers backward and forward to recapitulate material that should have been presented in simple chronological order even at the risk of repetition. A final criticism: Simon doesn't show how life for victims of socialism can be getting better. D ECONOMICS ON TRIAL: LIES, MYTHS, AND REALITIES by Mark Skousen Business One Irwin, Homewood, IL 60430 • 1991 • 314 pages $21.95 cloth Reviewed by David M. Brown "N0comment," says Paul Samuelson. What he's declining comment on is Mark Skousen's Economics on Trial, a trenchant analysis of the concepts, theories, and delinquencies of the "top 10" economics texts used in college classrooms today. But it's a work that Samuelson would do well to study carefully. Samuelson's Economics, which has been through 13 editions since its original publication in 1948,is the leader of the pack, the neo-Keynesian template for the modern textbook approach.

Samuelson was among the first of the "armchair economists" to sic such Keynesian notions as "the paradox of thrift" and the wonders of deficit 77 spending on the unsuspecting college students of the postwar world. John Maynard Keynes' mammoth-and mam mothly misleading-General Theory saw print in 1936, at a time of growing intellectual hostility toward capitalism. Economists and other profes sional thinkers of the day were vastly susceptible to plausible-seeming rationalizations of govern ment intervention in the economy. Although only the Austrian school of economic thought, as rep resented by Ludwig von Mises and Friedrich Hayek, had successfully predicted the scourge of the Great Depression and could now prescribe the needed policy antidote, the anti-interventionist analysis of the Austrians was washed aside in the wake of the Keynesian theoretical tsunami. And so, even though many of the Keynes-inspired "models" of economic activity blatantly contradict observable reality and common sense, they have nonetheless emerged as standard textbook fare.

Mark Skousen is an emissary from the real world. Far from being a mere subsidized armchair theorist, he has actually engaged in extensive entrepreneurial activity in what we call the econo my, the realm of goods and exchange and profit seeking. He has built his reputation as a financial analyst and is intimately acquainted with market conditions and the consequences of government controls. He has also traveled quite a bit and done some savvy comparison-shopping of the world's economies. And as far as theories go, Skousen is most sympathetic to the Austrian school, which defines economic value as "subjective" (i.e., dependent upon personal valuation and action rather than being intrinsic in any good or service), spurns mathematical formulae in favor of verbal deductive reasoning, and emphasizes the crucial role of production and the entrepreneur in a healthy market economy. Economics on Trialshould be required reading in all Econ 101 courses. Skousen has supplied a need that he himself felt as an economics stu dent-the need for "a book that would simply but thoroughly dissect the large number of dubious theories and questionable doctrines taught in the classroom." He takes on about 20 concepts or per spectives of modern economics and devotes a chapter to each, first givingthe textbook version of things, then stripping away the rationalistic veneer of officialdoctrine to expose its logical and factual deficiencies.

78 THE FREEMAN • FEBRUARY 1991 Take, for example, the Keynesian notion of the "paradox of thrift." This is a conceptual glass house that has been popularized by Samuelson. The contention is that, while savings may well be beneficial on an individual level, the effects can be deleterious for "society as a whole," at least during economic downtums. Instead of thrift and savings, therefore, during slow times we should stress and encourage the demand side of the economy (buy ing). Elsewise, businesses will be deprived of the funds that have been tucked away in savings. Says Samuelson, "If people try to increase their saving and lower their consumption for a given level of business investment, sales ... will fall. Businesses will cut back on production. How far will produc tion fall? GNP will fall until people stop trying to save more than businesses are investing." Skousen has no trouble disposing of this strange claim. First, he notes, Samuelson ignores the prob ability that an individual's savings, rather than merely moldering in a bank vault, will be lent out to business enterprises and thus contribute to pro duction. "Second, investment under Keynesian theory is primarily a function of business expecta tions of consumer demand. An increase in con sumption willstimulate investment, and vice versa.

This is contrary to classicaleconomic theory, which contends that investment decisions are deter mined by the profit margin of business opportuni ties. Demand is just one side of the equation. Busi nesses also consider such factors as the level of interest rates and the costs of production-not just final demand-to determine their profit margins." But the most central objection that can be raised against the Keynesian approach is that it imposes its own blindered short-term outlook on economic actors in the market: The Keynesian model assumes that the only thing that matters is currentdemand for final consumer goodsand the higher the consumer demand the better. But this view fails to recog nize another force that is just as strong as current demand-the demand for future con sumption.... [I]f every attempt to curtail con sumption results in a proportional decline in production, as the Keynesian theory contends, then no addition to a nation's wealth could ever occur from increased savings. By the same token, if everyone went on a buying spree at the local department store or grocery store, investment would not necessarily expand. Certainly, investment in consumer goods would expand, but increased expenditures for consumer goods will do little or nothing to construct a bridge, build a hospital, pay for a research program to cure cancer, or provide funds for a new inven tion or a new production process.

What the Keynesians have overlooked is that the decision to save is an act of time preference, the choice between current spending and future spending. Savings do not disappear from the economy; they are merely channeled into a dif ferent avenue. Savings are spent on investment capital now and then spent on consumer goods later. How do the textbook writers manage to get away with such sophistries as the view that plan ning for the future is an economic ill? One reason is that policy-makers are looking for ways to ratio nalize their indulgence in short-term expediency. Another is that students come to classwith little or no real-world economic experience, and usually without the intellectual wherewithal to challenge the conventional wisdom. This wisdom is wrapped up in arcane terminology and then formally repre sented in forbidding-looking graphs, with the rele vant fallacy neatly plotted along the x and y axes; it's easier to memorize the graph than to argue with the professor and risk a bad grade.

There's a huge question as to the intellectual utility or propriety of graphic representations in economics-even when they represent economic truths-inasmuch as these models tend to hint at or presuppose constant relationships that simply do not exist in the realm of human action. Mises eschewed such visual tools completely, although, as Skousen notes, many of his followers have not been so finicky.Perhaps graphs do have some kind of heuristic role if not taken literally, but to avoid misconception the stress has to be on verbal ratio cination. Stu~ents must be able to spell out causal connections in step-by-step fashion if they are to attain and demonstrate real economic understand ing. Skousen thus makes the proMisesian reader a little uneasy when he occasionally overturns a neoclassical model only to offer a new and improved version of his own; the lines are still too neat. A few other objections could be raised about Skousen's own theoretical approach, but thankfully these add up to a very minor and peripheral flaw in the book. Overall, Economics on Trial achieves its goal of providing simply and clearly argued objections to the textbook orthodoxy, and it does so with eminent fairness. Skousen gives credit where credit is due, and when he critiques an idea he often mentions which texts feature it and which ones (if any) adopt a more sensible perspective. He also provides much that is just plain missing from the official version of things, such as discussions on the history of money, the workings of the world's healthier economies, and the relevance of the Austrian school of eco nomics. No economics student-or, for that mat ter, textbook author-should be without a copy of Economics on Trial. 0 DavidM. Brownis the managingeditorof the LaissezFaire Books cataloganda free-lancewriter.

IDEAS, INTERESTS & CONSEQUENCES by Andrew Gamble, et al. London:InstituteofEconomicAffairs;North AmericanDistributor: Atlas Foundation,4210 Roberts Road, Fairfax,VA • 22032 • 1989 • 133 pages•$15.00paper Reviewed by PeterJ. Boettke T his collection of essaysfrom a Liberty Fund symposium held at Windsor Castle on June 26-29, 1989, addresses one of the most important theoretical and practical problems of our day. If political decisions are largely the out come of interestgroup pressure, then what role is left for ideas in changing the polity? Do ideas make a difference? All six authors-Andrew Gamble, Mancur Olson, Norman Barry, Arthur Seldon, Max Hartwell, and Andrew Melnyk address this problem from various historical, theo retical, philosophical, and practical perspectives. John Maynard Keynes concludes his General Theory of Employment, Interest and Money with the famous statement that [t]he ideas of economists and political philoso phers, both when they are right and when they are wrong, are more powerful than is commonly understood. Indeed the world is ruled by little else. Practical men, who believe themselves to be quite exempt from any intellectual influOTHER BOOKS 79 ences, are usually the slaves of some defunct economist. Madmen in authority, who hear voices in the air, are distilling their frenzy from some academic scribbler of a few years back. I am sure that the power of vested interestsis vast ly exaggerated compared with the gradual encroachment ofideas. (emphasis added) But can we be so sure? Consider the socalled Thatcher and Reagan popular freemarket "revo lutions." Neither constituted any fundamental change in the basic institutions of the polity or instituted constitutional changes in the rules. As a result, despite whatever short-term gains, with regard to releasing the power of free markets, might have been achieved-a very doubtful proposition even at that level-the long-term prospect is simply more of the same welfare/war fare policies that preceded Thatcher and Reagan.

It is "policy within politics" as usual. The evidence from these "revolutions" suggests the analytical power and empirical relevance of the extreme interpretation of public choice eco nomics. This argument stated in the extreme pro claims the victory of interests over ideas. Indeed, the world is ruled by little else. Politicians are vote seeking "entrepreneurs," and most voters are rationally ignorant of the preponderance of issues-eoncentrating instead on only those issues that are of specialinterest to them. The interaction between rationally ignorant voters and vote-seek ing politiciansproduces a bias in government deci sion-making toward policies that yield short-term and easily identifiable benefits at the expense of long-term and hidden costs.This usually produces policies that result in concentrated benefits to well-informed and well-organized interest groups, with costs dispersed among the ill-informed and ill-organized mass of voters.

This public choice argument is a powerful one, but one that is generally misunderstood. It is not the case that interests rule out the influence of ideas, just that within any existing polity interests have certain advantages over rational argument when it comes to satisfyingthe demands of politi cal actors. But ideas can and do make a difference. Political actors must make decisionsconcerning their political future within a climate ofopinion. If the climate of opinion were one that questioned redistribution of income, then politicians who were exposed as advocates of redistribution would 80 THE FREEMAN • FEBRUARY 1991 be easily challenged. On the other hand, if the cli mate of opinion were such that collectivist policies and redistribution were the accepted norm, then a politician favoring individual freedom and free markets would be considered reactionary and suf fer at the voting booth. Ideas matter in changing the constraints in which political actors seek to maximize their personal gains in terms of votes, campaign contributions, and prestige.

Organizations such as FEE, therefore, are not assigned a negligible role in society. Instead, they assume a role of fundamental importance by influencing the climate of opinion. But in addi tion to determining the climate of opinion, ideas also play an extremely important role within the political economy. Most scholars and intellectuals misunderstand the methodological perspective of public choice economics, and particularly the branch of public choice economics termed constitutional political economy. Public choice scholars, such as the 1986 Nobel Laureate James Buchanan, want to exam ine decision-making at both the pre-and post constitutional level. The pre-constitutional level deals with ideas concerning good and appropriate rules by which to organize society. Post-constitu tional analysis, on the other hand, seeks to under stand and explain the various strategies actors will employ within an already existing set of institu tions ,or rules. The weaving together of pre-and post-constitutional analyses to tackle the prob lems at hand constitutes the method of the consti tutional political economist.

The extreme variant of the public choice argu ment presented above is a correct representation of the role of interests in the political processes that occur in the post-constitutional arena. Ideas conGet Organizedl cerning what is moral and good, or simply what would be the most effective way to organize society,affect the rules of social interaction. Intel lectual advances and the promotion of ideas repre sent remote stagesin a time structure of production that eventually produces public policies. The investments in ideas are capital investments, which can yield great returns for those investors in the long run. It is in the interestof some to invest in ideas. Depending on the nature of those ideas liberalism or socialism,for example-their impact can be of great benefit. In the end, therefore, Keynes's statement con tains great truth. The individual papers in this vol ume all demonstrate this with notable clarity. On the surface the paradox between interests and ideas confronts a serious problem to liberalism pointing out its inherent fragility in the face of interestgroup pressure. But, the problem, while serious, is not so deadly as one might suspect. An understanding of the role of interests is funda mental to developing ideas that can protect us from the rule of special interests. At the constitu tionallevel, as the American founders sought to do, we can establish rules that reduce the negative role of interests. To do that requires a-victoryin the battle of ideas: both in the academic community where social philosophy emerges and in the gener al populace where the climate of opinion is formed. Ideas can .anddo make a difference, they do have consequences, as this volume of essays conveys with force. D PeterJ. Boettke is a professorof economicsat New York Universityand authorof The PoliticalEconomyof Soviet Socialism:The Formative Years, 1918·1928(KluwerAca demicPublishers,1990). ' Attractive blue binders for twelve issues of The Freeman will keep your 1991 issues in order. Price: $12.00 postpaid.
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The Freeman considers unsolicited editorial submissions, but they must be accompanied by a stamped, self-addressed envelope. Our author's guide is available on request. Phone: (914) 591-7230 FAX: (914) 591-8910 PERSPECTIVE NurturingGood or Evll c. S. Lewis, in his preface to The ScrewtapeLet ters,reminds us that good and evil do not spring up in a moral vacuum. He writes: "The greatest evil is not now done in those sordid 'dens of crime' that Dickens loved to paint. It is not done even in con centration camps and labor camps. In those we see its final result. But it is conceived and ordered (moved, seconded, carried, and minuted) in clean, carpeted, warmed, and well-lighted offices,by qui et men with white collars and cut fingernails and smooth-shaven cheeks who do not need to raise their voice." Thus, for instance, we find the roots of Nazism in the works of seemingly genteel philosophers who long predated the rise of Adolf Hitler. And, to cite a more felicitous example, Thomas Jefferson's Declaration of Independence was inspired by the writings of John Locke, who died 40 years before Jefferson's birth.

So it is with all social movements. Good and evil take years to nurture. The lives of children yet un born will be affected by our thoughts, our exam ples, our actions. It takes time to improve the world, and we won't be around to get the final ver dict. But we have the rest of our lives to improve ourselves. -BRIAN SUMMERS CheapLunches The slogan "There is no free lunch" seems to im ply that we have to pay for everything we get. Here a good thought is going wrong by being applied to situations it was not designed for. This slogan was originally intended to suggest that the government cannot supply free lunches to allot us, that there is no magic trick by which we can increase our total national resources by passing laws and setting up bureaucracies; rather, we as taxpayers have to pay indirectly, sometime. In other contexts, however, there arefree (or be low full cost) lunches all the time. None of us al ways pays the full cost of production for what we get. In the modern world each generation gets its lunch at a lower cost of labor than did earlier gen erations, because earlier generations responded to their economic problems with ingenuity and energy. Our ancestors bequeathed us the intellectual wherewithal to get our lunch, if not entirely free, at least much cheaper than if we had to start from scratch. Compare what we "pay" to what Euro peans had to "pay" for lunch and the other meals a few hundred years ago. They paid most of every day's work, whereas we can buy the same amount of raw food with a small fraction of the work time it cost them. And there is no economic or physical force, and no concept in standard economic theory, that suggests that this progressive reduction in the cost of lunch cannot continue indefinitely. We eat our cheap lunch courtesy of the sweat of our ances tors' brows in mental as well as physical labor.

-JULIAN L. SIMON Population Matters The Threatto ChristianSchools The Christian schools have wisely backed away from federal funds and, as long as they do so, they willbe able to maintain their freedom and control. But, more and more, we are hearing Christian school administrators and pastors talk of the bur den of Christian education. More than one Chris tian school has dabbled with the idea of reaching for the carrot of subsidies. Some have even stated that when the controls come, they will scramble to high ground. How foolish to think you can play with fire and not be burned. Now, the government has offered a second car rot, but this time it has been extended, not to the school, but to the parents. Direct aid to the parent through tuition tax credits, the voucher system, child care, transportation reimbursements just to name a few. This is but a back door approach. If they cannot bring the school to accept the funds, they will seek to encourage the parents. They are banking on their need and ignorance. Once the parents have become accustomed to receiving the funds, you will find that these funds will be with held if the school of their choice does not meet par ticular criteria. If they cannot control the school di rectly, they will attempt to control the flow of students, thus forcing those schools who will not conform out of business.

-JAMES R. PATRICK, writing in Foundations of Liberty PERSPECTIVE TaxingInvestments The main cause of a near horizon in investment planning today is not investors or managers-it is government, especially the income tax system. The tax system penalizes saving relative to consump tion. That encourages potential investors not to save, or, if they do save, to do so for less time than they otherwise would. With depreciable assets, the tax system's cost recovery allowances systematical ly favor short-lived assets over long-lived ones be cause the allowances have a smaller present value as asset life rises. Revenue-raising changes in the tax code, which have occurred almost yearly in the last decade, also shorten investment horizons. When these changes are frequent, long-lived in vestments become riskier and thus less desirable than short-lived ones. Because short-lived invest ments mature quickly, investors in them soon have an opportunity to reshape their plans in light of the new tax rules.

-MICHAEL SCHUYLER Institute for Research on the Economics of Taxation Reader'sDigest "Another World," by Richard L. Lesher, which appeared in the September 1990 Freeman, has been reprinted in the January 1991 issue of Read er's Digest, as part of the feature titled "That's Out rageous," pages 163-165. A FalseProsperity War prosperity is like the prosperity that an earthquake or a plague brings. The earthquake means good business for construction workers, and cholera improves the business of physicians, phar macists, and undertakers; but no one has for that reason yet sought to celebrate earthquakes and cholera as stimulators of the productive forces in the general interest. -LUDWIG VON MISES Nation, State, and Economy 84 THEFREEMAN IDEASON LIBERTY The TerribleD-Word by Donald G. Smith A s a person who makes his living with . words, I am often disturbed by the misuse of a word. The word articulate,for exam ple, does not mean knowledgeable, but only that a person is easily understood. Infer and imply are often used interchangeably, even though their meanings are quite different. Irregardlessgoes a step further by having no meaning at all.

These words, however, are only minor annoy ances when compared with the over-used and mis used discrimination,the terrible d-word. It is a far more serious breach of linguistic rules because it has the backing of government, which is another case of federal, state, and local governments going where they have no business being. The once legitimate word has become so pejo rative that one can imagine a group of street thugs taking it into a back alley and working it over until it is time to call for an ambulance. When used today, it is accompanied by excess amounts of sneering and finger waggling,all with government blessing, so that it is not only an accusation but an indictment. The simple truth is that discrimination is not alwaysa bad thing, only something that can, under certain circumstances, be undesirable. There is bad discrimination and there is good discrimina tion. Let's call them "X" and "Y" discrimination.

"X" discrimination can be demonstrated by telling a nonwhite person that he or she cannot use a city facilitywhen that person's taxes are helping to pay Mr. Smith is a writer living in Santa Maria, California. He is a frequent contributor to The Wall Street Journal. for it. It is indeed the proper function of government to enforce anti-discrimination laws in this instance and open the use of public facilities to all citizens. "Y" discrimination is another matter entirely because it exists almost exclusively in the private sector. An example would be an all-male organiza tion barring females from membership, or an all female organization barring men. In these instances it is not the function or the business of government to enter the picture at all, and most certainly not to pressure or threaten such groups to change their membership policies. In the case of private organizations-clubs, lodges, associations, and interest groups-there will necessarily be discrimination because that is the sole reason for existence. An organization is formed only to bring certain kinds of people together and therefore excludes those who are not of that kind, persuasion, or general interest.

The Knights of Columbus, for example, is a fra ternal society for Roman Catholic laymen. As such, it excludes from membership all women, all children, and allmen who are not Roman Catholic. It is obvious that this organization excludes a whopping majority of the human beings who pop ulate this planet. This is discrimination in its most blatant form, but what rational person can argue that it is wrong? The Knights of Columbus would serve no purpose if it didn't exclude these people. An alumni organization is another example of gross discrimination because it excludes all people who did not graduate from a given university; but, again, how could such an organization exist other wise? There are social clubs for tall people, which serve the very legitimate and understandable pur pose of bringing together men and women who are considerably taller than the norm; but they exclude people who aren't tall. There are clubs for left-handed people, for people over and under a certain age, for twins and triplets, for women who have had mastectomies, and for ex-band singers.

There is even a Jim Smith Club, which excludes everyone on earth who isn't named Jim Smith. All of these are examples of "Y" discrimination and they all serve to bring certain kinds of people together, which is another way of saying that they exist only to exclude other people; they di~crimi nate. They have to because it is their only reason for being, but it still isn't difficult to foresee the demise of these groups due to pressures from a government that cannot see the difference between using a public building and getting a date with another tall person. There is truly a super-sensitivity existent in the land that, to quote the Bard, "makes cowards of us all." We generally knuckle under rather than face an accusation of discrimination, even when that discrimination is justified and in fact desirable. I well recall the Sports announcer who covered a televised fight between a black man and a white man and consistently identified the black fighter as Discrimination 85 "the one in the blue trunks." The-distinction was made for identification purposes only and the obvious difference was that on~ person was black and the other white, but the announcer preferred to play it safe with the blue trunks. Presumably if he had seen Gary Coleman in conversation with Wilt Chamberlain, he would have differentiated between the two by the color of their socks. After all, we don't want height discrimination.

We see the pervading fear of Big Brother at work when the Los Angeles Friars Club, an all male group of entertainers, backed down and admitted a female attorney who was ready to take them to court. We see it today in the presence of female reporters in male locker rooms, when own ers of professional sports teams can no longer decide who will, and who will not, be admitted to their own facilities. We see it in hiring quotas for private businesses, in committee memberships, and even in Little League. We see it in the regular use of such"contrived, and rather stupid, words as chairpersonand spokesperson. It is time, I am convinced, to call a halt to all of this nonsense by the simple and well-tested Amer ican practice of telling government that we have had enough and that we want the executive, leg islative, and judicial branches to do those things that they were created to do and to get out of our personal lives.As a recent First Lady so succinctly put it: just say no. D IDEAS ON LIBERTY M any of the leading problems of our day, I believe, stem from a thought-disease about discrimination. It is well known that discrimination has come to be widely scorned. And politicians have teamed up with those who scorn it, to pass laws against it-as though morals can be manufactured by the pen of a legislator and the gun of a policeman....

If a man is to continue his self-improvement, he must be free to exercise the powers of choice with which he has been endowed. When discrimination is not allowed according to one's wisdom and conscience, both discrimination and conscience will atrophy in the same manner as an unused muscle. Since man was given these faculties, it necessarily follows that he should use them and be personally responsible for the consequences of his choices. He must be free to either enjoy or endure the consequences of each decision, because the lesson it teaches is the sole purpose of experience-the best of all teachers. -F. A. HARPER 86 A Chat with aMass-Man by Michael Reed "The only thing a psychically-human being can do to improve society is to present society with one improved unit."-Albert Jay Nock A short while ago, my partner and I were . invited to attend a gallery openin.gfor an artist friend of ours. By the tIme we arrived at the gallery, he had already happily sold several pieces. This did not come as a surprise as our friend is blessed with a marvelous talent.

Indeed, we found his new paintings to be sublime, almost dream-like creations that juxtaposed soft air-brushed tones with intensely vibrant hues. After our tour of the new works, our friend invited a group of us over to his studio for a small, post-opening celebration. Included in the invita tion were a husband and wife, I'll call them Don and Brenda, whom we hadn't met before. As we wandered back to the studio, we reveled in one of those rare, perfect summer evenings-the warm, lazy breeze whispered its lulling promises, while the huge orange moon hung in magical suspension at the end of the boulevard. When the cork on the champagne was cheerily popped, we all toasted our friend the artist ~nd warmly congratulated him on a successfulopenIng. Over in the corner, I could hear Don telling some one that he had been out of a job for sixmonths and that hisunemployment wasrunning out that month and he was getting worried. But, he added with a sly smile, it had been a great summer-implying that he had been using the unemployment money for goofingoff and now he wasin a spot. During the course of the evening I learned that Don had been Mr. Reed is a technicalwriterin Portland,Oregon.

publishing a small, local magazine for a few years and that he had decided voluntarily to stop publishing it and "pursue other interests." . The conversation turned to recent books, mUSIC, and films. The topic of some of the top-notch arts programming on cable television came up. B:~~da and Don, who had recently returned from vIsItIng Brenda's family in Europe, began complaining that in her country the government was going to allow television to become "commercial." They lamented that this was going to be the end of good TV over there. I inquired about the current setup and discov ered that the government had limited broadcasters to just two channels. As I understood it, people pay for subscriptions to broadcasting companies who produce various programs. These programs are then divvied up between the two channels. However, it seems that sometimes a considerable number of political debates are broadcast and that both of these channels simultaneously broadcast the same debate, but in different languages. In addition, so they can view this wondrous assort ment of channels, everyone needs to buy a license to own a television set. The license fee is, of course, another way of saying "tax."

I asked what was wrong with having commercial TV and they said they thought the government shouldn't allow it because it was, well, it was just obviously a bad thing ... just look at how lousy TV is in America because of the commercialized aspects (totally ignoring the earlier remarks of how good some of the "commercial" cable TV programs are). Of course, I had to ask why the gov ernment had to get involved at all.

Don aggressively replied that government is a good thing and that the concept of big government shouldn't be scary to people, but instead they should be scared of big business. I said it seemed to me people should be wary of big business when it colludes with the government to receive special treatment that effectively allows them to remove themselves from market competi tion-much to everyone's detriment. As the discussioncontinued, it became apparent that Don had it all worked out, but I found his arguments riddled with inconsistencies ("sinking in a sea of buts," Leonard Read used to call it). Government is good, big business is bad-but only as Don defines government and big business. It seems that the idea of big-business McDonald's (which sells food he doesn't care for) disgusts him, but big-business airlines are O.K. because they'll fly him to Europe. As for government, give him socialism. Yes, people are rejecting the oppressive socialist governments all over Eastern Europe, but, in his estimation, they haven't totally rejected them, which, of course, is good.

We kept verbally thrusting and parrying for a while and finally he d~manded to know how I thought things should be. So, I told him. People should be free to do anything they wish so long as it is peaceful. The government's job is to uphold voluntary contracts between individuals and to protect life and private property. Period. If people want to set up commercial TV stations, let 'em. Nobody's forcing you to watch them. At this point, all conversation in the room had stopped and I could feel an almost electric sizzlein the tension our discussion was generating. I saw that the questions being asked of me were of the tedious "what is your plan for creating this society" variety. I've noticed that people who want to hear master plans are not interested in the prospective creativity of individuals. And then I felt the peaceful, calming influences of Albert Jay Nock and Leonard Read. I smiled and said that obviously we had great disagree ments which we would probably never settle, most certainly not tonight. Someone breathed a sigh of relief and said, "How did we get on that topic any way?" The conversation quickly veered off onto other matters.

Later, as I reflected on what had been said and why, Mr. Nock came to my assistance again. I 87 realized that Don is a prime example of what Nock called a "mass-man." He is like a child who "knows everything" yet still needs to hang on to the apron strings of a parental governmenta government that tells him what is best-and, when he doesn't get his way, thinks it is perfectly fine to throw tantrums in the street. The mass-man seems unable to comprehend the ideal of the free individual. As Mr. Nock so eloquently put it, "The mass man is one who has neither the force of intellect to apprehend the principles issuing in what we know as the humane life, nor the force of character to adhere to those principles steadily and strictly as laws of conduct. ... He appears as not only weak minded and weak-willed, but as by consequence knavish, arrogant, grasping, dissipated, unprinci pled, unscrupulous.... "1 Because of their inconsistent master plans the mass-men do not (or cannot) understand that their plans are not the point at all. As Leonard Read affirmed, "Neither we nor anyone else can design or draft or organize a good society. No one person nor any committee can make even a pen cil; a good society is more complex than that! A pencil or a good society or whatever is but a ben efit or dividend which flows as a consequence of antecedent attention to one's own emergence toward excellence."2 Who knows what unlimited wonders a society of peaceful, creative individu als will devise? But talk of voluntary peaceful agreements between individuals pursuing their own creative interests whirls around the mass man like so much cotton candy that instantly melts when it meets the inferno of his coercive convictions.

Later that evening, Don unknowingly weak ened his case further with a final inconsistency: he and Brenda were gushing over how wonderful Disneyland is and what great things are being done by Walt Disney Productions. Somehow I had the presence of mind to refrain from pointing out that Disneyland and Walt Disney Productions are certainly two of the scariest big businesses on the planet. D 1. Albert J. Nock, "Isaiah's Job" reprinted in Notes from FEE (Irvington-on-Hudson, New York: Foundation for Economic Education, July 1962). 2. Leonard E. Read, AnythingThat'sPeaceful(Irvington on-Hudson, New York: Foundation for Economic Educa tion, 1964), p. 237.

88 State Subsidy to Private Schools: A Case History of Destruction by John Chodes T his is a story of how government aid entan gles private schools in public policy and eventually leads to state control. It is espe cially pertinent today because many parents with children in public schools are lobbying state legis latures for help: tax credits, vouchers, or even direct subsidies to put their children into private schools. Parents hope that they can obtain govern ment aid and still maintain control over their chil dren's education. History shows that this is an illusion. State sub sidies to private schools create legal conflicts that lead to their eventual takeover or destruction. The conflicts arise from inherent contradictions between parental values and public policy. Our story begins in the 1790s in the slums of London. A young Quaker, Joseph Lancaster, was excluded from an education monopolized by the Church of England because of his religion. His father taught him at home. Embittered, Lancaster conceived a radical, cheap method for schooling the poor and disenfranchised such as himself. His "monitorial system" was so effective, it spread around the world.

Lancaster had the brighter children (the moni tors) teach the slower, in order to cut costs. This also developed their leadership ability.There was one monitor for every ten students. Because of this small-group interaction, no one was bored, even though the subjects taught were more than the John Chodes is the Vice Chair ofthe Libertarian Party of New York City. basics. They included algebra, trigonometry, and foreign languages.1 Lancaster's methods brought out students' entrepreneurial spirit. They were paid to be mon itors in "merit badges," which were like Green Stamps, having considerable value when redeemed in bulk. Students purchased school goods and services with them, learning market place dynamics.2 The system was profitable even with a tuition fee of only four shillings a year. Lancaster felt it was critically important that the students, no mat ter how poor, pay so as to strengthen their motiva tion to succeed.3 Four shillings was a fraction of what it cost to operate church-run or private schools. Lancaster, however, had cut costs to the bone. Students wrote on slate instead of paper. Paper was expen sive, slate indestructible. One book per subject per class was used. Each page was separated and placed on a board suspended over a circle of ten students. Each group studied that page as a lesson.

Then the groups rotated. Lancaster even designed prefab school buildings that could be constructed in days.4 The State'sMonopoly in Education Since the Enlightenment, all governments, whether monarchies, democracies, or dictator ships, have considered education a legitimate arena for state monopoly. Values, the rules of citizenship, respect for authority, and homoge nized cultural diversity were imperatives for stability. Freedom lovers, on the other hand, saw the dan ger of extending despotism through this process. Also, church and private school systems perceived that state-funded education would undermine them, since their values often were at odds with government policy. Due to these fears and the large taxpayer expense, government-financed schools advanced slowly in the United States. Then the Lancaster system attracted state attention because of its extreme economy. Taxpayers could accept its small burden.

The negative aspect for government was that Lancaster's methods produced leaders. They were entrepreneurs, not bureaucrats. To the state, "good citizenship" meant restrictions on self assertion. In 1805 New York City was an isolated island of educational choice and freedom. It had many pri vate and church schools. Some were free, some inexpensive. It had no state-funded common schools. It was surrounded by a government near monopoly of education throughout the rest of the state, financed via the School Fund, which pressed for school uniformity throughout its domain. The city resisted. There was an illiteracy problem in New York City associated with poverty. Children not affiliat ed with a religious or charitable organization often didn't attend school. In April 1805 several promi nent philanthropists met to discuss an educational plan to reach these youngsters. Benjamin Perkins had just returned from England where he had seen the Lancaster system in operation. He felt it was perfect for New York. The others agreed.

They incorporated under the title: "A Free School for the Education of Poor Children who do not Belong, or are not Provided by, any Reli gious Society." Its charter directed the Society for a Free School to seek private contributions. Unfortunately, this meant disregarding Joseph Lancaster's original insights. Student payment and profitability were cast aside. This diffused the advantage of the mar ketplace and self-motivation. Charity became the philosophical basis. Initially,contributions kept the Societyfree from 89 De Witt Clinton political influence. In the first year enough money wasraised to open a schooland hire teachers. There was no thought of or need for a state subsidy.5 The InOuenceof De Witt Clinton The private nature of the Society for a Free School changed radically when De Witt Clinton was elected president and began to assert his influ ence. Clinton (1769-1828)was one of the most famous political figures of his day. He was a 10 term mayor of New York City and also served as the state's governor. He promoted state interven tion in education as an "indispensable foundation of democracy.... the first duty ... and the surest evidence of good government is the encourage ment of education ... that will watch over the lib erties and guard them against fraud, intrigue, cor ruption and violence."6 Clinton had heard of Lancaster's early success and the low cost of his methods. When Benjamin Perkins went to England on business, it was Clin ton who asked him to investigate how the Lan caster method worked in practice. Perkins' report created the Society for a Free School along Lan casterian lines.7 Clinton attached himself to the Society from the outset. The trustees were only too pleased to have 90 THE FREEMAN • MARCH 1991 him participate. His prestige made it easy to raise contributions.

Even though the Society had no need for gov ernment subsidy,Clinton approached the state leg islature for assistance. With his political clout, the Society received state aid. The trustees believed his view that it was important to be in the good graces of the government. The initial $4,000grant toward building a school and $1,000 for expenses was less than had been raised privately. Yet even this small subsidy required changes in state tax policy.To pay for it, the levy on taverns and liquor was raised. Then Clinton showed his true colors. In an 1807 speech at the opening of a second Society school, his views were diametrically opposed to the Soci ety's stress on student self-assertion and entre preneurship. Clinton blamed the business ethic and wealth for moral depravity and poverty. He stated that schools should perform a social, not a personal function. Now that the state had a toe hold, Clinton altered the Society's position to be more like the government's.8 SubsidyAltersIdeals Subsidy was never needed, but subsidy radically altered the fundamental stance of the Society for a Free School. State aid provoked a charter revision which extended the Society's operations to "all children who should be the proper objects of gra tuitous education." Then the name was changed to the Free School Society. No longer were the poor and disenfranchised the targeted student group.

The new aim was universality.This was the state's position through its common schools, putting it on a collision course with both the common and the religious schools. The original charter's careful wording ("... for the education of poor children who do not belong, or are not provided by, any religious society") had avoided conflict with other systems.9 The new charter meant another change: educa tion was no longer important for employability and self-improvement. Now the Free School Society (F.S.S.) reflected the state policy of edu cation to "enlighten" voting habits: "[What edu cational system] is best adopted to meet the wants of the state? In our country ... the ballot box ... a power, capricious and mighty ... which rolls over the land with the tremendous pressure of an ocean swelling on and overbearing every obstacle .... such a power must be controlled and guarded or its exercise will be the destruction of everything dear to the citizen.... "10 Secularvs. Nonsectarian In 1813the Free School Society accepted a por tion of the state's School Fund. This proved to be another crucial error, allowing New York State to extend its power into the city.This made the F.S.S.

more .like a government agency, formalized by having the mayor, city recorder, and first judge of the city on its'board of trustees. Superficially, it seemed that the state and the F.S.S. were in agreement on curriculum policy.In fact, they were completely at odds. This disagree ment, never reconciled, would finally bring down the Free School Society. The School Fund was created to develop the state's own common school system. Curriculum was mandated along secular lines. The F.S.S. taught its students a nonsectarian point of view. This difference generated the conflict of public versus private values in the legislature. Common schools were compelled to exorcise any trace of religion or partiality in values from their curricula. Free School Society schools pro vided the basic moral tenets that all Christian sects could agree upon, but which favored no single denomination. (Religious schools that followed a specific doctrine were labelled "sectarian. ") Both secular and nonsectarian schools tried to be universal. But the state legislature wondered: Can the Free School Society receive the School Fund with no legal objection, or is it simply anoth er Christian sect? If the latter, then state aid would be unconstitutional.

No matter how the F.S.S. twisted to adjust its position to the state, it couldn't be done. A major collision was inevitable. John Spencer, Secretary of State of New York, said the F.S.S.'scurriculum values would "endlessly be a source of irritation and complaint" to the legislature.ll These explosive forces led to a confrontation from an unexpected source and resulted in a land mark legislative response, all stemming from the subsidy. The Bethel Baptist Church ran a school for its parishioners. The trustees voted to build a sec ond school on New York City's Walker Street.

A CASE HISTORY OF DESTRUCTION 91 I' I i' iL:······'·,:i, \" ' I One of nineteenth-century New York's most notable charities was The Newsboys' Lodging House where orphan newsboys paid a nominal amount for their upkeep and evening school. The Free School Society eyed the site with the same intention. Bethel and the F.S.S. each feared that a rival school in the same district would diminish its own enrollment. Contrary to law, Bethel also received a portion of the School Fund. Both sides appealed to the state for help, thus turning a simple property dispute into a leg islative battle. Initially the Free School Society tried to get the legislature to revoke Bethel's share of the School Fund by raising the issue of separation of church and state. Then the ES.S. evoked the specter of religious intolerance, predicting that each sect would fight desperately over the remainder of the fund. "A spirit of rivalry [will]disturb the harmony of society [and put] prejudices in the minds of chil dren," the ES.S. maintained.

All this helped the Free School Society win the battle, but it was a Pyrrhic victory.The city expro priated Bethel's school but, in the process of plead ing its case, the ES.S. brought into the open ques tions that the legislature used against it. For instance, there was the contradiction of taxes for a civil purpose (the School Fund) being controlled by a private organization. This generated a land mark amendment to the School Fund bill. The state gave New York City's Common Council the power to administer the fund, bringing the com mon school secular curriculum into the city for the first time. The ES.S.'s nonsectarian studies came under state attack. In defending the expansion of secularism, a State Assembly report tried to show that secular ism calmed the "dangerous passions" of religious rivalries. In fact, it drove many of the religious groups to humiliate their rivals as they fought for a share of the School Fund. State officials them selves fanned denominational hatred with com ments like "ecclesiastical despotism is the most oppressive tyranny" to justify withholding monies from the sects.12 Now the state was in a better tactical position to overpower objections to a common school monopoly. The coup de grace against educational pluralism was completed by a second battle against a religious school system.

92 THE FREEMAN • MARCH 1991 SubsidiesLeadto Strife It was 1840.The ES.S. (now renamed the Public School Society to show its universal character and association with government) ran 98 schools and taught 23,000students annually.13 The Catholics petitioned the Common Council for money from the School Fund. Their spokes man, Bishop Hughes, said his people could not send their children to ~S.S. schools, which exclud ed their form of Christianity.The Catholics wanted to create their own schools with the state's help.t4 This put the Public School Society into a legal bind, due to its entanglement with the School Fund. Committed to universal education, it was forced to accommodate the Catholics or face los ing the subsidy. The attempt at compromise with the Catholics created new turmoil with the state. The ~S.S. tried to draw the Catholics into its sys tem by expurgating blatantly anti-Catholic por tions of its textbooks. Bishop Hughes was unim pressed. In arguing to the Common Council, Hughes presented the implications of secular schools that no one had stated before: both the state and the ~S.S. were moving from a common education toward a common religion via secular ism, which excluded Christianity but presented its own rational morality.15 The issue became more exacerbated, but noth ing was resolved. Bishop Hughes escalated the struggle by shifting the debate to the state legisla ture. He organized a political party to put forward candidates who would vote to give Catholics some of the School Fund. This failed but it drew Gover nor Seward and Secretary of State Spencer into the controversy. The gradual retreat by'the Public School Society turned into a rout. All the charges that the Catholics hurled at the ~S.S. were now included in Spencer's proposal for a new school bill. He attacked the ~S.S. as a closely held corpo ration where the taxpayers had no control over its administration. While this wasn't true, the legisla tors believed it. Spencer detailed the endless con flicts between the secular and nonsectarian views that would never be resolved until the state con trolled all education.

Spencer mollified the Catholics by saying that in his plan, voters in each school district would choose the moral values they wanted. But since the rules of the School Fund outlawe9 all reli gious teaching, politicians, not voters, had already determined the correct ethics.16 In 1842 Spencer pushed a bill through the state legislature that enlarged the New York City com mon school system by creating two distinct branches: the secular schools and the P.S.S. schools. A new bureaucracy, the Board of Educa tion, coordinated the two branches. Now state commissioners could inspect es.s.schools to see if any religion was being taught. If so, all funding would be withdrawn.I7 By 1847the end was at hand. The Public School Society petitioned the Board of Education for money to build a new school. The petition was denied because nonsectarian doctrines would be taught in it. Only secular values were permissible.

This was the kiss of death. The city immediately absorbed every ~S.S. school and hired all the trustees as state employees. The Public School Society, which over a 40-year period had taught more than 600,000children in New York City,was gone. Pluralism and large-scale private education ceased to exist in New York State.I8 If we ignore the tragic history of the Public School Society we will repeat it today. Current ef forts to win government aid to private schools via vouchers and tax creditswillmean another cycleof legal conflict and restricted freedoms. D 1. DavidSalmon,JosephLancaster(London:Longmans, Green and Co., 1904),pp. 1-15. 2. Joseph Lancaster,The LancasterianSystemof Educa tion, with Improvements(Baltimore:WilliamOgden Niles, 1821),p. 23. 3. Joseph Lancaster,Outlineofa Planfor EducatingTen ThousandPoorChildren(London:JosephLancaster,1806), pp. 8, 10-15. 4. Lancaster, The LancasterianSystem, pp. 1,2, 17. See illustrations,pp. 30-31.

5. William Olan Bourne, History of the Public School Society(New York: WilliamWood and Co., 1870),pp. xvii, 1-27. 6. Edward A. Fitzpatrick, The EducationalViews and InfluencesofDe WittClinton(NewYork:ColumbiaUniver sity,1911),pp. 47-49,74. 7. WilliamCampbell,Life and Writingsof De Witt Clinton (NewYork:Baker and Scribner,1849),pp. 316-20. 8. Bourne, pp. 15-24. 9. Ibid.,p.12. 10. Ibid.,p. xviii. 11. Ibid.,pp. 48-75. 12. Diane Ravitch, The GreatSchool Wars (New York: BasicBooks, 1974),pp. 20-21.See also Bourne, pp. 48-75. 13. Bourne, p. 359. 14. Ravitch,pp. 36-45. 15. Bourne, pp. 324-49. 16. Ravitch,pp. 46-76. 17. Bourne, pp. 521-25. 18. Ibid.,pp. 526-85,592.

93 Unions Drop TheirMask by Charles W Baird T he New York DailyNews strike that began on October 25, 1990, has been character ized as "an old-fashioned labor-manage ment blowout, the likes of which are rarely seen anymore."1 Extreme overt violence and threats of violence by strikers and union hooligans against replacement workers, news vendors, newsstands, and delivery trucks have attracted national and international attention, including that of London's Economist.Elaborate and expensive strike prepa rations by the Chicago-based Tribune Company, owner of the Daily News, which included secret training sessions for management personnel in Florida, a fenced and guarded "phantom news room" in New Jersey, and a nighttime guarded car avan transporting editors to the New Jersey site along a roundabout route designed to foil union spies, have added intrigue and even some enter tainment value to the tale. But the level and char acter of violence in this strike give one pause. It is unique in recent history.It is a return to the tactics of the bloody union battles of the late 19th and ear 1y 20th centuries.

Violencein LaborDisputes There is nothing unusual about violence in labor disputes. For example, in the recent Pittston Coal strike, which lasted from April 1989 to February 1990, $65 million in fines were levied against the United Mine Workers for such activities as ob structive mass sit-down demonstrations, "rolling roadblocks" to stop coal trucks, spreading spikes on roads, and occupying a production plant for Dr. Baird is Professor of Economics at California State University at Hayward. four days. Although the strike settlement included amnesty for all union acts of violence, the Virginia judge who imposed the fines has thus far refused to lift 80 percent of them. Violence against buses and replacement drivers has been widely reported in the ongoing strike by the Amalgamated Transit Union (ATU) against Greyhound. In May 1990, National Labor Rela tions Board General Cdunsel Jerry Hunter autho rized a complaint against the ATU in which he cit ed specific acts of violence, mass picketing for the purpose of intimidation, and miscellaneous picket line misconduct.

In 1983the Wharton School published Armand Thieblot's and Thomas Haggard's massive study of union violence in contemporary labor disputes. The 20 unions most frequently involved in vio lence had a total of 1,844cited incidents from 1975 through 1981.2The authors state that "Labor laws and their interpretations by the courts have failed to curtail or circumscribe overt violence, and application of criminal law is hampered by the col lective nature of much of it and the inability to fix blame on particular individuals. The end result is that violence continues, and can occur in a modern strike or organizational drive just as easily as it did at the turn of the century."3 Unionists would have us believe that a strike is merely a collective withholding of labor services in the face of unacceptable terms of employment offered by an employer. But that is not all there is to it. A strike is a collective withholding of labor services, but it is also an attempt to shut down an employer by cutting off his access to replacement workers, suppliers, and customers. It is one thing for a group of like-minded workers to withhold 94 THE FREEMAN • MARCH 1991 their own labor services from an employer. It is quite another thing for them to attempt to force other workers, supplier.s,and customers to refuse to do business with the struck firm. Such attempts are acts of trespassin broad terms, acts of vio lence-against the voluntary exchange rights of non-strikers and the strike target.

Yet the sine qua non of every strike is the picket line, whose only purpose is to interfere with exchange activities between non-strikers and the strike target. As the United States Supreme Court recognized in the 1921 Tri City case, even a peace ful picket line is inherently intimidating. The Court's solution to protecting the rights of non strikers in that case was to limit picketing to one picket per entrance. This may seem to be merely a particularly benighted ruling by a pre-New Deal Supreme Court, but the activities of the Daily News strikers demonstrate where the opposite view can lead. If "peaceful" acts of interference with the exchange activities of non-strikers are permissible, then strikers cannot be blamed if recalcitrant non-strikers must be convinced of the folly of their ways by using more "persuasive" tac tics. The 1940 Apex Hosiery decision shows that even the Supreme Court can be seduced into approving acts of extreme overt violence on the grounds that the offenders are pursuing legitimate union objectives.

The Norris-La Guardia Act (1932) and Wagner Act (1935)gave unions legal privileges and immu nities that were specifically designed to eliminate violence in labor disputes. Congress reckoned that if employers couldn't fight back, there would be peace. As it turned out, violence didn't abate, but it did become largely limited to the picket line, and it seldom involved third parties. With the passage of the Taft-Hartley Act (1947)and Landrum-Grif fin Act (1959), unions lost some oftheir privileges and immunities and were forced to adopt a mask of civilityand reasonableness. DailyNewsViolence In the Daily News strike, however, violence took to the streets to an extent unheard of in re cent memory. The striking unions dropped their mask. News vendors have been intimidated, beat en, bombed, and shot. Newsstands and their inventories have been looted, bombed, and trashed. Delivery trucks have been bombed and torched, and their drivers have been beaten. Mem bers of the general public who have been impru dent or unlucky enough to be close to acts of sab otage have been injured, and even more of them have been endangered. As Michael Gartner has aptly pointed out, this no-holds-barred attack against the newspaper amounts to thugs' attempt ing to tell us what we can and cannot read.4 James Hoge, publisher of the Daily News, has alleged that there had been, as of November 26, some 700 serious acts of violence. The New York Police Department claimed knowledge of only 229such incidents, and discounted any union con spiracy behind them. Apparently the police don't want to antagonize the unions in one of the most pro-union towns in America. The DailyNewshad to hire protective services from private security companies.

On November 14, at a union rally in front of Daily News headquarters, AFL-CIO president Lane Kirkland blamed all of the violence on the newspaper. According to him, "the economic vio lence of stealing people's jobs-that's the root of anything that might be called violence."5 If anyone other than a union spokesman had made such a claim he would have been laughed off the stage. To suggest that hiring willing workers to do the jobs that strikers refuse to do is justification for vio lence against people and property is ludicrous. Strikers do not have property rights to jobs they refuse to do. The employment relationship is one of contract between willingemployees and willing employers. If one group of employees is unwilling, the employer has a moral and legal right to make contracts with others. YetBrooklyn Assemblyman Frank J. Barbaro, in response to the Daily News strike, has introduced a bill in the New York State Legislature to outlaw the hiring of replacement workers. Only unions can practice violence with the blessing of politicians.

ItHas HappenedBefore The DailyNewsstrike is very reminiscent of the 1892 Homestead strike. Today there is a 10-foot high gray slab monument in Homestead, Pennsyl vania, that commemorates "the iron and steel workers who were killed.... on July 6, 1892,while striking against the Carnegie Steel Company in defense of their American rights." In fact, the Homestead strikers were violently attempting to deny the "American rights" of non-strikers.6 Like the Tribune Company, Carnegie had undertaken elaborate preparations for an expect ed strike. There had been a violent strike at the plant in 1889,during which the strikers drove out the Allegheny County sheriff and his deputies who were trying to maintain order. In preparing for the 1892 strike, Carnegie manager Henry Frick had a nine-foot board fence, topped with barbed wire, constructed around the perimeter of the Carnegie property. Mindful of the impotency of the sheriff three years earlier, he also arranged for 300 Pinkerton guards to be brought in, should the need arise, to protect plant property and non striking workers.

On July 6, 1892, after the strike began, Frick tried to land the Pinkerton men at the fenced-in Carnegie dock along the Monongahela River. The strikers tore down the fence, charged the dock, and fired on the tow boat and barges that were car rying the Pinkertons. At least one Pinkerton guard was killed. The tug escaped, leaving two barges filled with Pinkertons behind. They fell under siege, complete with cannon and dynamite. There were additional deaths on both sides. At one point there was an unsuccessful attempt to burn the barges to drown the occupants. In the end, the Pinkertons surrendered. They were savagelybeat en and incarcerated in a local theater. The strikers' advisory committee then proceeded to usurp all the governmental functions in the town. Like Robespierre's Committee of Public Safety in the French Revolution, the Homestead Advisory Committee policed all movement and activities of people in the town, especially members of the The Right to Strike UNIONS DROP THEIR MASK 95 press. The press was censored, and several people were incarcerated simplybecause of what they had to say about the strike. The only thing missingwas the guillotine. On July 10, Governor Robert E.

Pattison activated the National Guard and took the town back from the strikers, who offered no resistance. Peace was restored, replacement work ers went to work, and eventually striking workers crossed the picket line. On November 20 the union officiallycalled off the strike. The strike was lost. In Conclusion History has been kind to the Homestead strik ers. Their actions have been excused by most labor historians as extreme but necessary measures of self-defense in a just war against an oppressive and exploitative employer. But there is no romance left in such a view. Today, most people recognize that the employment relationship is not one of ex ploitation, it is one of contract. In today's compet itive environment, if mutually acceptable collec tive bargaining contracts cannot be implemented, mutually acceptable individual contracts-i.e., union-free operation-will take their place. D 1. The Wall StreetJournal,November 2, 1990.

2. Armand J. Thieblot, Jr. and Thomas R. Haggard, Union Violence:The Record and the Responseby Courts, Legislatures,and the NLRB, University of Pennsylvania, The Wharton School, Industrial Research Unit, 1983,p. 55. 3. Ibid.,p. 4. 4. Michael Gartner, "Nation Shrugs as Thugs Firebomb Freedom," The Wall StreetJournal,November 29, 1990. 5. The New York Times, November 15, 1990. 6. This section is based on my "Labor Law Reform: Lessons from History," CatoJournal,Spring/Summer 1990, pp. 175-209. IDEAS ON LIBERTY T he problem is not the right to strike, but the right-by intimidation or violence-to force other people to strike, and the further right to pre vent anybody from working in a shop in which the union has called a strike. When the unions invoke the right to strike in justification of such intimidation and deeds of violence, they are on no better ground than a religious group would be in invoking the right of freedom of conscience as a justification for persecuting dissenters.

-LUDWIG VON MISES Human Action 96 Old Letters and Old Buildings by Walter Block J ames Joyce's grandson Stephen burned dozens of letters written by his ~unt Lucia, the daughter of the famous Irish poet and novelist. Stephen Joyce explained as he destroyed the let ters, "I didn't want to have greedy little eyes and greedy little fingers going over [these letters]. Where do you draw the line? Do you have any right to privacy?" Naturally, Joycean scholars were aghast. They had hoped this material would provide information on anything from Oedipal relations amongst the Joyces to Lucia Joyce's relationship with Samuel Beckett. But Stephen Joyce was determined that his fam ily, at long last, should be offered a modicum of pri vacy. Lucia Joyce had spent time in a mental insti tution, and the young Mr. Joyce feared that the psycho-biographers would try to "re-psychoana lyze my poor aunt." Burning this woman's letters might obscure an important part of literary history, but it at least protected her reputation from further degradation.

This episode highlights the tension between the public good and private interests. Society's"right to know" all about James Joyce is in conflictwith the privacy rights of his family. Strictly speaking, of course, there is no such thing as a generalized "right to know" that applies Dr. Block is a Senior Research Fellow at The Fraser Institute, Vancouver, British Columbia. . to members of the general public. If there were, you and I and everyone else would have a legal obligation to reply truthfully to the sometimes impertinent questions of journalists, detectives, and nosy bureaucrats about the most intimate aspects of our lives.Stephen Joyce could have been fined or jailed for destroying his own private prop erty,on the grounds that others, or "history," had a proprietary interest. Similar conflicts over property rights arise in other areas. For example, consider the case of historical landmarks. Although not a direct anal ogy-there is no issue of privacy involved whenever the owner of an historical edifice de cides to renovate or demolish it, he places his in terest against that of society at large. Old letters, and old buildings too, are replete with historical significance. If we can label some of the latter as landmarks, and refuse to allow the owner to destroy them, can we not decide that some indi viduals are of such historical importance that no one may destroy their papers and other artifacts?

If we did so, society in effect would be asserting that it, and not the famous person in question, is the rightful owner ofthe product of hislabors. Evident 1y' not many would hold that we have the right to interfere with people's property rights in their let ters. How is it then that we regularly interfere with their right to dispose of their own physical proper ty-so-called historical landmarks? Something to think about. D 97 Ecology, Socialism, and CapitalislD by Tibor R. Machan T he socialist-or, more generally, the col lectivist-economic system has fallen into disrepute. Theoretically there were hints of this as far back as the 4th century B.C. when Aristotle observed in his Politicsthat private own ership of property encourages responsible human behavior more readily than does collectivism (as spelled out in Plato's Republic). Aristotle said, "That all persons call the same thing mine in the sense in which each does so may be a fine thing, but it is impracticable; or if the words are taken in the other sense, such a unity in no way conduces to harmony. And there is another objection to the proposal. For that which is common to the great est number has the least care bestowed upon it.

Everyone thinks chiefly of his own, hardly at all of the common interest; and only when he is him self concerned as an individual. For besides other considerations, everybody is more inclined to neglect the duty which he expects another to ful fill; as in families many attendants are often less useful than a few." In our time, Ludwig von Mises advanced the same general observation in more technical and rigorous terms in his book Socialism,although he was mainly concerned with economic problems of production and allocation of resources for satisfy ingindividualpreferences. More recently,however, Garrett Hardin, in his famous essay "The Tragedy of the Commons," argued that the difficultiesfirst noticed by Aristotle plague us in the quintessential ly public realm, the ecological environment. Tibor R. Machan teachesphilosophy at Auburn Univer sity, Alabama. His most recent book, Capitalism and Individualism, was published by St. Martin's Press in October.

These various indictments of collectivism, cou pled with the few moral arguments against it, didn't dissuade many intellectuals from attempt ing to implement the system. Our own century is filled with enthusiastic, stUbborn, visionary, opportunistic, but almost always bloody efforts to realize the collectivist dream. Not until the crum pling of the Soviet attempt did it dawn on most people that collectivism is simply not going to do the job of enabling people to live a decent human social life. Although most admit that in small units-convents, kibbutzim, the family-a limit ed, temporary collectivist arrangement may be feasible, they no longer look with much hope toward transforming entire societies into collec tivist human organizations. The most recent admission of the failure of collectivismin the wake of the collapse of the Soviet-bloc economies-comes from Robert Heilbroner, one of socialism's most intelligent and loyal champions for the last several decades.

As he puts it in his recent essay, "After Commu nism," "Ludwig von Mises ... had written of the 'impossibility' of socialism, arguing that no Cen tral Planning Board could ever gather the enor mous amount of information needed to create a workable economic system It turns out, of course, that Mises was right " (The New Yorker, September 10, 1990) But, not unlike previous thinkers who have seen examples of the failure of some kind of perfection ist, idealist normative moral or political scheme, Professor Heilbroner cannot quite say goodbye to his utopia. He notes that there are two ways it may remain something of a handy concept. First, it may leave us piecemeal social objectives to strive 98 THE FREEMAN • MARCH 1991 for-but these have alwayscome in the context of essentially capitalist economic systems. Second, it may re-emerge as an adjunct of the ecological movement. As Heilbroner puts it: The ecological crisistoward which we are mov ing at a quickening pace has occasioned much scientific comment but surprisingly little eco nomic attention. [Professor Heilbroner does not follow the burgeoning literature of the New Resource Economicse.g., the works of John Baden and Richard Stroup.] Yet if there is any single problem that will have to be faced by any socioeconomic order over the coming decades it is the problem of making our eco nomic peace with the demands of the environ ment. Making that peace means insuring that the vital processes of material provisioning do not contaminate the green-blue film on which life itself depends. This imperative need will affect all social formations, but none so pro foundly as capitalism.

What is one to say about this new fear, a new problem allegedly too complicated for free men and women to handle? Heilbroner continues: "It is, perhaps, possible that some of the institutions of capitalism-markets, dual realms of power, even private ownership of some kinds of produc tionmay be adapted to that new state of ecolog ical vigilance, but, if so, they must be monitored, regulated, and contained to such a degree that it would be difficult to call the final social order capitalism." This somewhat novel but essentially old-fash ioned skepticism about capitalism needs to be addressed-if only because it is time that the tech nique it exhibits of undermining human freedom be exposed. There is no justification for any of this distrust of the market, as opposed to placing our trust in a scientificbureaucracy. If men and women acting in the marketplace, guided by the rule of law based on their natural individual rights to life, lib erty, and property, were incapable of standing up to the ecological challenges Heilbroner has in mind, there is absolutely no reason to believe that those challenges could be met better by some new statist means. Why should ecologicallymind ed bureaucrats be better motivated, more compe tent, and more virtuous than those motivated by a concern for the hungry, the unjustly treated, the poor, the artistically deprived, the uneducated masses of the world? There is no reason to attribute to any ecological politburo or central committee any more noble characteristics than to the rest who have made a try at coercing people into good behavior.

If free men and women will not manage the environment, neither will anyone else. In fact, more optimism about the market is warranted when we examine the sources of our ecological troubles. Given, especially, collectivism's record of far greater environmental mismanagement than the mixed economies we recklessly label capitalist, there is already some suggestion here that the problem is too little capitalism. What Heilbroner and friends fail to realize or reveal is that the environmental problems most people fret about are due to the tragedy of the commons, not due to the privatization of resources and the implementation of the principles that prohibit dumping and other kinds of trespassing. With more attention to protecting individual rights to life, liberty, and property, solutions to our prob lems are much more likely. The best defense of the free market rests on the realization that it is the nature of human beings to be essentially individual. In other words, the indi vidual rights approach is most natural-it most readily accommodates nature and, therefore, the environment. If there is a crisishere, it amounts to the history of human action that has been out of line with ecological well-being. But how do we knowwhat kinds of human action might have been more or less conducive to a healthy environment?

We need to know about human nature-what it is that human beings are and what this implies for their conduct within the natural world. If, as the natural rights (classicalliberal) tradition has inti mated, human beings are individuals with basic rights to life, liberty,and property, then this is how they are best fitted within the rest of nature. Envi ronmentalism must learn to trust free men and women, not the state. 0 99 TheEnd of Communism by David Glasner T he collapse of the totalitarian empire of the Soviet Union and the increasingly clear signs that the U.S.S.R. is approaching the final stages of an irreversible process of disintegra tion close one of the grizzliest chapters in human history. The debacle has come with a speed that has stunned almost everyone, especially those who believed that (with generous doses of Western aid) Mikhail Gorbachev could contain the forces of dis solution he had helped unleash. But now it is clear that Gorbachev is presiding over a system that is collapsing at its foundations, and no amount of outside aid can avoid or even postpone for much longer its ultimate demise.

Recent events in Eastern Europe and the Soviet Union have been startling not simply because change has come so quickly.Their impact was mag nified because Communism had seemed to be so solidly entrenched in those countries that funda mental change was out of the question. The illusion of permanence, in turn, helped to gain currency for a viewof Communism which held that by supplying the basic necessities of life to populations previous ly denied them, Communism had won a degree of acceptance, if not support, from those populations. The implication of this view was that rather than seek to dislodge Communist regimes from power, the Westought to reconcile itselfto Communism as a permanent fixture of the world order. Yet the permanence of Communism was not a universally accepted proposition. Indeed, as early David Glasner, author of Free Banking and Monetary Reform (Cambridge University Press, 1989), is an economist at the Federal Trade Commission. The views expressed do not necessarily reflect those of the Commis sion or the individual Commissioners.

as the 1920s there were some who perceived that vesting ownership of all productive resources in the state was deeply irrational, for once all markets and market prices were abolished, there would be no basis for computing or comparing values and costs and no way to determine how the available resources could be used efficiently. This insight was first articulated by the Austrian economist Ludwig von Mises in a critical study of socialism published in 1922 (translated into English in 1936 under the title Socialism).So fun damental a challenge to the officialideology of the emergent Soviet state and to the deeply held faith of socialists the world over drew a quick response from socialist economists, who observed that orthodox economists had already shown how to characterize the equilibrium of a market economy as the mathematical solution of a system of equa tions. A similar system of equations, the socialists maintained, could just as easily be written down and solved to characterize the equilibrium of a socialist economy. Thus Mises' contention that a socialist system is inherently irrational was appar ently overcome.

But in response, Mises' followers, particularly F. A. Hayek and Lionel Robbins, observed that the difficulty with central planning is not that no one could write down a formal solution to the abstract mathematical problem of efficiently allo cating known resources to a given set of ends, which, in a purely mathematical sense, is indeed analogous to solving a system of equations for the equilibrium of a market economy. Rather, Hayek and Robbins argued, the problem in real life is that no one needs to find a concrete numerical solution to that system of equations.

100 THE FREEMAN • MARCH 1991 In practice, the. market more or less approxi mates a solution spontaneously through the profit seeking, self-interested behavior of many millions of firms and households every hour of every day. Market prices continually change to reflect the rel ative scarcities of goods and resources. When a change in supply or demand threatens to disrupt producers' or consumers' plans to sell or buy,price changes induce them to alter their plans just enough to allow their revised plans to be realized simultaneously. One may be able to say something about the formal mathematical properties of such a solution, but the number of equations to be solved and the amount of information required to give concrete form to abstract terms is'so incredi bly vast that no numerical solution could ever be found to that mathematical problem. Nor would finding a numerical solution to the socialist planner's resource-allocation problem begin to solve the practical problem of coping with the overwhelming informational burden of com paring allpossibleusesof resources over allpossible configurations of output to decide how best to deploy the given resources. Mises' original point wassimplythat, without a systemof prices to reflect the relative scarcitiesof resources and their relative yields in alternative uses, socialist planners would be unable to allocate resources rationally. The attempts to rebut hisargument, Hayek and Robbins demonstrated, completely missed the point.

To the general Mises-Hayek-Robbins critique of central planning no effective reply has ever been given,though not from want of trying.Some social ists suggested that a socialist system could intro duce markets that would function more or less as capitalist markets do and that socialist planners could use the prices emerging from these markets to allocate resources efficiently. But these argu ments failed to reckon with the question of how markets in the productive resources-capital and landowned by the state could be established. If only one agent in the economy-the stateis legally entitled to own productive resources, how can markets and market prices for those resources be established? Without markets in which produc tive resources could be'bought and sold, there would be no wayof comparing the relative efficien cy of different firms and different methods of pro duction. Moreover, unless they had to answer to private owners of firms whose wealth depended on efficient operation, managers would have no interest in making efficient, cost-minimizing,decisions.

But, quite remarkably, the belief that the Mises Hayek-Robbins critique of central planning had been refuted became the more-or-Iess accepted version of the outcome of the socialist calculation debate. That the outcome of that debate was so totally misunderstood probably stems chieflyfrom the strangely wrongheaded assessment rendered by Joseph Schumpeter. The premier authority on the history of economics and himself one of the outstanding economic theorists of his era, Schum peter boldly asserted in his most famous book, Capitalism,Socialism,andDemocracy(1942),that Mises' assertion of the impossibilityofsocialist cal culation was refuted by the fact that socialist plan ning"could be reduced to the mathematical prob lem of solving a system of equations analogous to the one characterizing a market equilibrium, and proceeded to dismiss the Hayek-Robbins rebuttal to the supposed refutation in three paragraphs of remarkable, almost astonishing, superficiality.Yet this verdict, coming from so eminent an authority as Schumpeter, whose unmistakably conservative, though highly idiosyncratic, views"made it impos sible to dismisshis judgment as the expression of a pro-socialist bias, seemed to settle the issue in favor of the socialists.

Although we cannot be sure what led Schum peter to commit such a colossal blunder, one sus pects that it was forced on him by the need to pro vide an economic basis for his book's ingenious sociological argument that democratic capitalism was regrettably doomed by its own success to be replaced by a system of socialist central planning. That argument was tenable only on thepresump tion that socialist central planning was a workable system, which of course is precisely what the Mis es-Hayek-Robbins critique denied. It would be fascinating to delve more deeply into the sources of the pessimism that compelled Schumpeter to forecast the downfall of capitalism and its replacement by a system with which he personal ly had no sympathy, but that would be the subject of a much different essay from the one I have embarked on here. The Appearanceof Growth But even Schumpeter's authority would not have sufficed to rewrite the outcome of the social ist calculation debate had it not been for the evident capacity of the Soviet Union and later East ern Europe and China to create 'Seeminglysustain able economic systems, and even for a time to cre ate the appearance of rapid economic growth. The apparent success of the Soviet Union under Stalin and Khrushchev in industrializing and in generat ing economic growth, as well as its impressive tech nological achievements in building nuclear bombs, guided missiles, and launching unmanned and manned satellites, created the illusion that a col lectivistsystem could promote rapid economic and technological progress and might even be able to outperform freemarket capitalisman illusion to which a generation that had lived through the Great Depression of the 1930swas perhaps under standably susceptible.

Yetit is also worth noting that the Mises-Hayek Robbins critique destroys the credibility of the statistics that purported to show rapid economic growth in the Soviet Union between 1920 and 1960, even if we assume that the underlying data themselves weren't fraudulent. Measuring eco nomic growth means measuring total national out put over time. But total output is not a homoge neous mass, so measuring it requires measuring the physical volume of heterogeneous outputs and attaching values to those outputs in order to calcu late the aggregate value of all output. But since almost all Soviet production except raw materials was consumed or used internally or by other cen trally planned economies, the prices at which those products were valued for statistical purposes had no rational basis. Even if the physical volume of output (say, measured by weight) was rapidly increasing, we literally have no information about what the value of that output was since almost none of it had to be sold in a free market. Enor mous quantities of unusable and worthless goods could have been produced, and they still would have been measured at arbitrarily determined prices. Indeed one can easily imagine that the cost of removing and disposing of piles of worthless goods would have been added to their nominal value in computations of Soviet output. 1 Even after the dismal reality behind the illusion of rapid economic progress in the Soviet Union and other centrally planned socialist economies had been widely exposed, central planning still seemed workable. Though it gradually became clear that it couldn't produce the consumer prosperity that Western societies took for granted and that even THE END OF COMMUNISM 101 the more successful developing countries had attained, Communism still appeared to some to be providing for the basic needs of the masses and thus to have secured the support of the large majority of the populations under its control. Indeed, the very fact that the Soviet Union and other centrally planned systems had survived as long as they did suggested that they enjoyed an underlying popular base of support, without which, surely,the regimes would have been replaced by some other economic and social system.

How DoesSocialismSurvive? The events of the last two years, however, have drained all plausibility from the notion that Com munist regimes enjoyed significant popular sup port. What is it then that explains the survival of centrally planned socialist economies for two, three, and even four generations before suddenly collapsing of their own weight? Despite the over whelming irrationality of an economic system lacking any method for evaluating the costs and benefits of inputs and outputs, that system must have had some features that enabled it to survive for as long as it did. Attributing its survival solely to a military establishment too powerful to be overthrown either by external· or internal oppo nents doesn't solve the problem, because rulers who become sufficiently unpopular and discredit ed inevitably lose control over their armed forces and over the population at large. That simple fact is what made it possible for so many to presume that Communist regimes must have won a sizable measure of popular support, because without such support no regime could remain in power for decades, let alone for generations.

However, the failure of economic irrationality and popular hatred to dislodge the Communist regimes of Eastern Europe and Asiafor as long as seven decades is paradoxical only ifwe ignore their totalitarian character. Totalitarian regimes do not depend on popular consent to retain power (though they may depend on it to acquire power), for they can extract consent not willingly offered. The distinction between authoritarian and totali tarian regimes is one that was once widely accept ed. But the distinction became unfashionable when it was routinely invoked to justify U.S. support for undemocratic and repressive allies in implement ing an anti-communist foreign policy.According to 102 THE FREEMAN • MARCH 1991 the influential formulation of the, distinction offered by Jeane Kirkpatrick, namely that authori tarian regimes can be overthrown whiletotalitarian regimes cannot be, the collapse of Communism in Eastern Europe would suggest that the regimes were not truly totalitarian. My purpose here is thus not to seek retroactive justification for U.S. anti communist foreign policy, but to make clear an analytical distinction which, however imperfect, has an empirical counterpart in the real world.

The notion that a regime~ven a totalitarian regime-eould survive the universal disapproval of its subjects is difficult to comprehend. Ordinar ily one would assume that a nearly unanimous desire by the subjects of a regime to oust it eventu ally would make it impossible for the regime to retain power. After all, the regime couldn't func tion if all those who wished to see it replaced stopped carrying out orders. However, unless a sufficient number of people simultaneously stop following orders, it is suicidal for anyone person to stop obeying. The goal of a totalitarian regime is therefore to isolate individuals: to manipulate the information available to them so completely that they do not realize that opponents are in the majority, or, even if they do realize it, that they don't trust their compatriots enough to risk expos ing themselves. The Prisoner'sDllemma The nature of the problem of opposing a totali tarian regime is nicely elucidated by a theoretical device called (appropriately enough) the prison er's dilemma. Developed by mathematical game theorists, the prisoner's dilemma helps us under stand the nature of a totalitarian regime's control over its population and the necessary conditions for maintaining that control.

The dilemma describes a parable in which the authorities hold two suspects who, the authorities are sure, have committed several crimes together. But lacking enough evidence to convict them of the more serious charge, the authorities can con vict them only of a less serious charge unless·they can induce one of the suspects to confess and incriminate himself and his partner. How can a legal confession be extracted (without using force)? It can be done by creating incentives that induce the prisoners to confess in their own self interest. This seems difficult since the self-interest of the prisoners is obviously best served by resist ing all inducements to confess to the more serious charge. If they resist, the prisoners can be convict ed only of the minor offense. The authorities can overcome the self-interest of the prisoners by saying to each of them: "We realize that if you and your partner both refuse to confess you willboth be convicted only of the less er charge. However, should you confess to. the more serious charge while your partner refuses to confess, we will drop the charges against you and set you free. On the other hand, should you refuse to confess while.your partner confesses, we will seek the maximum sentence against you on the more serious charge and drop all charges against him. And should you both confess to the more serious charge, we willseek a reduced sentence on that charge."

Given these alternatives, each prisoner realizes that whatever the other prisoner decides, he will be better off by confessing. Thus, both prisoners confess and wind up serving a reduced sentence on the more serious charge. The prisoner's dilemma can illuminate a wide range of social interactions in which two or more individuals are confronted with choices that, when made independently, leave them worse off than they would have been if they somehow had coor dinated their decisions. But the choices reflected in the model constitute a true dilemma only if those faced with the choices are unable to commu nicate either openly or even tacitlywith each other. Once communication becomes possible, the deci sion-makers may be able to cooperate in their mutual self-interest. If the two prisoners in the parable could have communicated with each other, they might have made credible commit ments to each other not to confess (or perhaps to punish one who did confess) that would have enabled them to overcome the incentives to con fess created by the authorities.

But direct communication and the explicit exchange of promises or threats may not even be necessary to secure cooperative decision-making in such situations. In a fascinating book, The Evo lution of Cooperation,Robert Axelrod showed how the simple recognition that people would repeatedly be subjected to a prisoner-dilemma like situation would lead them spontaneously to begin cooperating in their mutual self-interest by not seeking to achieve an advantage at the other's expense. Thus, much to the dismay of the com manding officers on both sides, German and Allied soldiers in the trenches of World War I reached tacit understandings to aim their artillery shells to minimize "enemy" casualties. An unpopular regime is vulnerable to two types of uprisings. One is a popular revolt that draws all or part of the military to its side. The other is an uprising by a small strategically located group (a coup d'etat) that paralyzes the regime and draws enough forces to its side rather than to that of the regime to enable the insurgency to take power.

Both types of uprisings have one common feature: they depend on communication among individuals who must cooperate actively or passively for the uprising to succeed. What a regime must avoid at all costs is a chain reaction in which the opposition of a single individ ual or a group induces others to resist its authority. That is why it is so important for an unpopular regime to create the illusion of popular support, misleading its opponents into believing that they, and not the regime and its supporters, are in the minority. There is strength in numbers. And believing in one's strength creates courage. Control over information is absolutely neces sary for such a regime. Not only would informa tion about the true (miserable) state of affairs create further opposition, but even the existence of internal opposition cannot be acknowledged. The transmission of such information could encourage latent opposition to surface elsewhere.

Individuals must be convinced 1) that opposition does not exist, and 2) that even if it did, its chances for success would be nil. If there are opponents, they must be branded as tools of external forces and condemned as traitors. The few people who start an uprising must take extraordinary risks, because they must expose themselves in the expectation that their example will attract the support of others who will join them in defying the regime. But if too few follow their lead, the leaders will have sacrificed them selves in a futile gesture. Moreover, any organized opposition to the regime requires communication between individuals. If no one expresses his thoughts of opposition to anyone else, opposition to the regime can be virtually unanimous and yet be ineffectual. Thus, to eradicate all possible opposition, an unpopular regime determined to stay in power THE END OF COMMUNISM 103 must suppress any form of social intercourse indeed any social relationship-that is outside the master-subordinate relationship it imposes on its subjects. Any social relationship is a potential threat to the regime because it allows the transfer of information that could be inimical to its inter ests. But more fundamentally, even the mere expression of thoughts, feelings, and emotions cre ates a degree of intimacy,trust, and obligation that the regime cannot easily tolerate. Even if the thoughts, feelings, and emotions are completely unrelated to the regime (which as the regime becomes more intrusive into the lives of its subjects becomes ever lesslikely) the expression of those thoughts, feelings, and emotions is potential ly subversive because such expressions build the mutual trust that would allow people to discussthe regime and to voice (however softly and discreet ly) their opposition to it.

It was thus profoundly insightful for George Orwell in 1984 to have focused his portrayal of Big Brother's destruction of all opposition on the power to force two lovers to betray each other. Any feeling of intimacy, trust, and mutual depen dence by two people for each other was by its nature subversive to Big Brother and had to be extirpated. The Threatof Voluntary Associations All voluntary associations of individuals are sus pect under a totalitarian regime and are either sup pressed or subverted. Obviously no independent political parties or political associations, no inde pendent labor unions or professional associations, no independent business or enterprise, not even an independent sports team or cultural organization can be tolerated. Religion is perhaps most threat ening because the obligation it tries to persuade people to accept so clearly conflicts with the de mands of the regime. Religious institutions must therefore either be suppressed outright or co opted through infiltration by agents of the regime.

Not only is every organized social association suppressed or subverted, but informal social rela tionships including (indeed, especially) family relationships are controlled or perverted by the regime. The regime assumes the burden of raising and educating (indoctrinating) children. It teaches them to reserve feelings of loyalty and devotion 104 THE FREEMAN • MARCH 1991 for the regime not their parents. Loyalty to any thing or anyone other than the regime is an intol erable offense. Indeed, loyalty to the regime can best be demonstrated by betraying one's parents or loved ones by denouncing them for disloyalty to the regime. A totalitarian regime is therefore driven to destroy all relationships that characterize a nor mally functioning society, because all such rela tionships create a context within which opposition feelings could be nurtured, articulated, and per haps channeled into concrete actions. To convince people that any act of opposition is futile and pointless, they must be cut off from all forms of authentic socialintercourse and genuine comrade ship. What is left is a collection of disconnected and disoriented individuals whose only meaning ful relationship is with the regime. Indeed, any meaningful relationship to which the regime is not a party is,from the standpoint of the regime, a kind of treachery.

Nothing was more critical to the establishment of a totalitarian political system in the Soviet Union and in other Communist countries than a socialist ideology t~at allowed the regime to appropriate to itself all private property and in the process to eradicate the pre-existing legal systems whose primary function in any normal society is to define and protect private property rights and to facilitate the voluntary re-configuration of those rights. It is the existence of private property rights that cannot arbitrarily be infringed upon by other people, or even the state, that creates a sphere of personal autonomy for individuals and allows them to engage in productive and satisfying social relationships with each other. It is only by stripping people of the protection of private property rights defined and· enforced by an impartial rule of law that a regime can subject them to the totalitarian control Communist regimes required to maintain themselves in power.

Few totalitarian regimes have perfected their apparatus of repression to such a degree. The Sovi et Union and possibly its Eastern European satel lites under Stalin, China under Mao, Romania under Ceausescu, Cambodia under Pol Pot, and perhaps a few other instances seem to be the extreme cases. Whether Hitler's regime ever dominated the lives of ordinary Germans as completely as Com munist regimes have dominated the lives of their subjects, notwithstanding the unparalleled horror of its crimes against Jews and others specifically designated for victimization, is not entirely clear, though undoubtedly no principle of law or property ever prevented the Nazi regime from exercising whatever degree of con trol it chose to impose over any individual. Nev ertheless, by not appropriating to itself title to all property, the Nazi regime did preserve a limited and highly uncertain personal sphere within which a German citizen had a minimal degree of autonomy. The mechanisms for controlling and manipulating the lives of ordinary Germans were therefore not as all-encompassing under Hitler as those developed under Communist regimes.

TotalitarianControls Indeed, precisely because Communism seeks to achieve a more all-encompassing control over the economic life of its subjects than the Nazis sought, it can more effectively deploy the instruments of totalitarian destruction of social relationships. Moreover, the more completely a regime attempts to control the economic life of society, the more irrational its decision-making becomes and the more likely that the everyday observations of indi viduals will reveal that irrationality. Such observa tions breed cynicism about and opposition to the regime responsible for such irrationality, which in tum intensifies the need for perfecting the mecha nisms of totalitarian domination of society. What makes a regime totalitarian is, thus, the degree to which it is unwilling to recognize a sphere of personal autonomy within which the regime will not intrude. Authoritarian regimes seek to control the overtly political actions and expressions of their subjects without insisting on dominating every aspect of their private lives.

It is hard to specify exactly how closely a regime attempting to impose central planning must approximate the ideal totalitarian model to sustain itself in power. But once a regime estab lishes its credibility by ruthlessly suppressing even its potential opponents, it can command a general level of obedience that will allow it to retain power even if it reduces somewhat the degree of totalitarian control it attempts to impose on its subjects. Thus, after Stalin and Mao established themselves in power, their successors could relax somewhat their grip on society without appearing at first to lose any real control. In China, the reintroduction of.limited degrees of private ownership and free markets led to a lim ited relaxation of totalitarian controls in other spheres of life.But this relaxation eventually led to a clash between the public seeking further liberal ization and the regime. The regime then had to choose between yielding to public opposition or reasserting its control by brute force. Determined not to surrender power at any cost, the regime ordered the massacre of Tiananmen Square and has since reversed its economic liberalization and reimposed totalitarian controls on the population.

However, the population now knows how widespread opposition to the regime is, and the experience of the past several years in China and other socialiststates has revealed the brittle nature of the regime's hold on power. A political aware ness and a conscious opposition to the regime has grown up which will not easily be crushed without an even harsher repression and a more complete reversion to totalitarian methods of control than the regime has yet been willingto adopt. Events in China may well follow the pattern of the first Sol idarity uprising and the ultimately unsuccessful martial-law crackdown by the Polish Army. In Eastern Europe, periodic demonstrations of Soviet power were required to suppress popular uprisings which sprang up against the totalitarian puppet regimes that Soviet armed forces imposed on the indigenous populations. Overwhelming Soviet power in Hungary in 1956 demonstrated the futility of popular revolt against the Soviets, and the 1968 invasion of Czechoslovakia demon strated the impossibility of dismantling the totali tarian system by a process of internal reform even within the framework of avowed allegiance to Moscow.

SolidaritySucceeds The turning point was the challenge by Solidar ity to the Polish authorities in 1980.Coming on the heels of the Soviet invasion of Afghanistan which had reawakened fears of Soviet power in the West and had endangered Soviet hopes for obtaining Western credits to prop up its failingeconomic sys tem, the Soviets were unable to crush the Solidar ity movement so quickly and decisively as they might have had they not been militarily committed on their southern border, or unwillingto risk a criTHE END OF COMMUNISM 105 sis in relations with the West. By the time the Sovi ets could engineer the suppression of Solidarity through the martial-law regime of General Jaruzelski, Solidarity had established itself as a permanent alternative force within Polish society that could not be crushed by Polish resources alone. No longer able to impose its will arbitrarily in Poland, checked militarily by the Afghan resis tance, its economic situation deteriorating steadily, the Soviet regime became increasingly vulnerable to internal and external pressures.

It was in this deteriorating situation that Gor bachev took power. His calls for glasnost and per estroika were an open acknowledgment of the cri sis in which the Soviet Union found itself. What he may have hoped to achieve when he took up the cause of reform, it is impossible to say. However, by assuming a reformist role and seeking to exploit it to his own advantage in the West, he sacrificed the option of taking the brutal measures that would have been necessary to reinforce the crum bling Soviet position in Eastern Europe. When it became clear that Poland would dissolve into chaos and bankruptcy if the military regime did not negotiate a settlement with Solidarity, Gor bachev had no choice but to acquiesce, since the use of Soviet forces to restore Communist control was no longer possible. But once Communist con trol over Poland was surrendered peacefully, Communist rule anywhere else in Eastern Europe became unsustainable, because that rule had all along been based solely on the fear of Soviet armed intervention. The rapid unraveling of those regimes was a foregone conclusion once the Soviet military threat was removed.

And, of course, the end of Communist control within the Soviet Union itself now seems inevitable, though what will replace it is not at all clear. However limited the policy of glasnost may have been in its original conception, tolerating a freer flow of information, which for the first time allowed grievances against the regime to be aired publicly,has irreparably undermined the bedrock of totalitarian control. Eliminating the mechanisms for totalitarian control has not automatically restored the mecha.nisms for rational decision-making. That will require dismantling the entire apparatus of state ownership of resources and central planning, in short the repudiation of socialist ideology and a more-or-less open embrace of capitalism. But in 106 THE FREEMAN • MARCH 1991 ". . . without a legal system that will protect private property rights, the transition from a command to a market economy cannot even begin."

the current situation in which totalitarian control is no longer exercised by the regime, the impossi bility of making rational economic decisions com bined with the nearly total destruction of all spon taneous socialinstitutions that, in a healthy society, preserve some tolerable state of peace and order make the continued disintegration of the Soviet Union into deepening chaos and civilstrife almost inevitable. PropertyHoldsthe Key Until the Soviet authorities are prepared to rec ognize private property rights in all resources and to tolerate free markets, no amount of aid or tech nical assistance from the West can stop that disin tegration which is a necessary consequence of the irrationality of decision-making and of the disman tling of the totalitarian controls that enforced a brutal peace on the Soviet population for almost 70 years. Unfortunately, having laid waste to soci ety and its institutions, the Soviet regime cannot now simply will back into existence the complex web of institutions that are necessary for a society to function normally.

Private property cannot be created by fiat. It is an institution which has slowly evolved together with systems of law over millennia. That evolution was violently and unnaturally aborted when the Soviet state abolished private property and insti tuted a system of socialist law-a kind of anti-legal system-antithetical at its very soul to the concept of an impartial rule of law. But without a legal sys tem that will protect private property rights, the transition from a command to a market economy cannot even begin. Even the SOO-day plan of Stanislav Shatalin and Boris Yeltsin provides no mechanism for creating the legal and institutional preconditions for privatizing the Soviet economy. And it may be that there is no way out of this dilemma short of allowing foreigners to buy and operate Soviet property in accordance with the home legal systems of the new foreign owners. Thus, the last few years have belatedly provided the empirical vindication of the Mises-Hayek Robbins critique of socialistcentral planning. Such a system is indeed impossible in the sense that no community would freely submit to it when given the opportunity to choose a different system either by a free vote or the opportunity to 'emigrate freely. Indeed, only by creating a totalitarian sys tem of social control were systems of centrally planned socialism able to remain in power. Those economic systems truly were a road to serfdom.2 Unfortunately the roads did not stop at serfdom, but went beyond it to something even worse.

Those systems proved to be so irrational and so unworkable that even the most oppressive totali tarian systems of social control ever devised have proved unable to save them. Whether the free institutions of private property, voluntary market exchange, and democratic choice can be re-insti tuted rapidly enough to prevent the complete dis solution of the Soviet Union into chaos and civil war may well be the most urgent question of the last decade of a century so blighted by its earlier irrational crusade against those institutions. 0 1. In fact,it is now universallybelievedthat the estimates of Sovieteconomicgrowththat were generallyacceptedby the academicandintelligencecommunitiesin the Westwere inflatedby at least50percent.Whilethe illusionofrapideco nomic development was created, the Soviet Union never succeededin risingabovelevelscommonin the ThirdWorld. 2. It was a vulgarmistaketo have misinterpretedHayek as saying in The Road to Serfdomthat any government interventionin the economywouldinevitablylead to total itarianismor that there is a perfectcorrelationbetweenthe degree of economic intervention by the state and the absenceofpoliticalandpersonalfreedom.WhatHayeksaid was simplythat to institutea systemofthorough-goingcen tral planningwouldproveto be incompatiblewiththe main tenance of democracy and of the civil and personal free doms taken for granted by most citizens in Western democracies.On this point he was, as Keynesonce said of FranklinRoosevelt,not onlyright,but magnificentlyright.

107 Why Communism Failed by Bettina Bien Greaves Editors'note:Thisarticle,writtenfor FEE'sop ed program,has been carriedby newspapersin Alabama, Arkansas, California,Indiana, Mis souri" New Jersey, New York, Pennsylvania, and, in Spanish-languagetranslation,in New Mexico,New York, Mexico,andthe Dominican Republic. T hree years after the Russian Revolution, an Austrian economist, Ludwig von Mises, argued that Communism would fail and explained why. Communism, or socialism,couldn't succeed, Mises wrote in 1920,because it had abol ished free markets so that officials had no market prices to guide them in planning production. Mises was relatively unknown when he made his contro versial forecast, but he acquired some internation al renown later as the leading spokesman of the Austrian (free market) school of economics. Since his death in 1973, his theories have gained new adherents, some now even in Eastern Europe.

The Soviet Union was launched with high hopes. Planning was to be done by a central com mittee, insuring plenty for everyone. The state was to wither away. But things didn't work out that way.The Soviet state soon became one of the most oppressive in the world. Millions of Russians starved in the 1920sand 1930s. As Mises pointed out, the raw materials, labor, tools, and machines used in socialist production Mrs. Greaves is a member ofthe senior staff of The Foun dation for Economic Education. From 1951 to 1969 she was a regular participant in Ludwig von Mises' graduate seminar in economic theory at New York University. are outside the market. They are owned by gov ernment and controlled by government planners. Noone can buy or sell them. No market prices can develop for them because they aren't ex changeable. Modern production is time-consuming and complicated. Producers must consider alternatives when deciding what to produce. And they must consider various means of production when decid ing how to produce. Raw materials, tools, and machines must be devoted to the most urgent pro jects and not wasted on lessurgent ones.

Consider, for instance, the planning of a new railroad. Should it be built at all? If so, where? And how? Is building the railroad more urgent than constructing a bridge, building a dam to pro duce electricity,developing oil fields,or cultivating more land? No central planner, even with a staff of statisticians, could master the countless possibili ties. Machines might be substituted to some extent for labor; wood, aluminum, or new synthetic mate rials might be substituted for iron. But how willthe planners decide? To make these decisions, planners must know the relative values-the exchange ratios or market pricesof the countless factors of production involved. But when these factors are government owned, there are no trades, and thus, no market prices. Without market prices, the planners have no clues as to the relative values of iron, aluminum, lumber, the new synthetics, or of railroads, oil fields,farm land, power plants, bridges, or housing.

Without market prices for the factors of produc tion, the planners are at a loss as to how to coordi108 THE FREEMAN • MARCH 1991 nate and channel production to satisfythe most urgent needsof consumers. More than 70 years have passedsince the Rus sian Revolution and 45 years since the end of WorldWarII.Whythen do the Russianpeoplestill lack adequate housingand many everydayitems? Why does agriculturalproducerot in the fieldsfor lackofequipmentto harvestandtransportit? Why are factories and oil fields so poorly maintained that productiondeclines?Becausethe raw materi als, tools, machines,factories, and farms are not privatelyowned.Withoutthe bidsandoffersofpri vate owners,pricesreflectingtheir relativemarket valuescannotdevelop.And withoutmarketprices, it is impossibleto coordinateproductionactivities so that the goodsand servicesconsumersneedwill be available.That is why Communismfails.

In a competitiveeconomy,wherefactorsofproduction are privatelyowned, these problems are solveddailyas ownerscalculatethe monetaryval ues of the various factors and then buy, sell, and trade them as seemsdesirable.As Miseswrote in 1920,"Everystep that·takes us awayfrom private ownershipof the means of production and from the use of moneyalsotakes us awayfrom rational economics." Today,even Communistsare comingto recog nizethat Miseswas right.The U.S.S.R.,a socialist society without private property and monetary calculation, is still "floundering in the ocean of possible and conceivable economic combina tions," as Mises foresaw in 1920, "without the compassof economiccalculation."Will she now take the important step Mises recommended of introducing private ownership of the means of production? D BASIC COMMUNISM Its Rise, Spread and Debacle in the 20th Century by Clarence B. Carson BasicCommunismis the first major attempt to capture the Communist movement whole and place it in historical perspective. It is a book for reading, for reference, and for grasping what has happened to and is happening to our world in the 20th century.

570pages in length, BasicCommunismfeatures: • Author's Preface • Chronology of major events in Communism from the late 18th century to the present • Biographical sketches of major characters • Notes for all citations • Glossary • Bibliography • Index Published by The American Textbook Committee, and available from FEE. Mail, phone,or FAX your orderto: The Foundationfor EconomicEducation 30 SouthBroadway Irvington-on-Hudson,NewYork 10533 (914)591-7230 FAX: (914)591-8910 $29.95cloth 109 Foreign Investment Helps Americans by Cecil E. Bohanon and T. Norman Van Cott A mericans' fear of foreigners owning U.S. based economic wealth has taken on epi . demic proportions. Never mind that past periods of rapid U ~S. economic growth have been accompanied by foreign investors' active partici pation in the economy, the fear that "they" will own "us" is now endemic to the U.S. economic cul ture. Not surprisingly, political and media entrepreneurs have trotted out various proposals for government to restrict foreigners' access to "our" wealth.

Support for these proposals is usually grounded in nationalistic rhetoric. That the United States lacks such restrictions, for example, is character ized as unilateral economic disarmament. Foreign investors, in turn, are equated with foreign eco nomic armies. All in all, the perspective on foreign investment is one of foreign investors re-slicingthe U.S. economic pie in their favor and against Amer icans. For the most part, opponents of foreign invest ment restrictions leave this re-slicing perspective unchallenged. Instead, they contend that Ameri cans' current concern over foreign investment is much ado about nothing, because the fraction of foreign-owned assets in the United States remains small despite the substantial new investment of recent years. While the opponents' statistics are correct, their tacit acceptance of American losses needlessly cedes the debate's higher ground. In a debate charged with nationalistic fervor, countenancing foreigners looting the American economy as long Professors Bohanon and Van Cott teach in the Depart ment of Economics, Ball State University, Muncie, Indi ana.

as the booty is within "manageable proportions" cedes the outcome before it begins. This weak-kneed posture is unnecessary.Rather than looting the economy, foreign investors increase Americans' economic pie. Restricting for eign investment would diminish the pie because it would weaken a linchpin in the institution of pri vate property-namely, the right to transfer owner ship that resides with individual owners. Leaving thisright unencumbered increases the likelihood of ownership of productive resources flowingto those who use resources most productively. While for eign investment does not provide Americans with free lunches, it makes for better helpings. A ForeignInvestmentScenario Suppose an American, Mr. Brown, decides to sell his chain of XYZ Hardware Stores and retire to Florida. Two suitors wish to buy XYZ, an American firm and a Japanese firm. The Japanese make the higher bid. In choosing to sell XYZ, Mr.

Brown obviously believes that he is better off. More important, by selling to the Japanese, he is better off compared with being limited to the American firm's lower bid. Note that Mr. Brown is not selling "our" hard ware stores. He is selling his stores. Even though the Japanese will receive XYZ's future profits, this in no way disadvantages "us." Prior to the sale, XYZ's profits were Mr. Brown's, not "ours." Tax or other obligations attached to ownership of XYZ are not nullified by the sale; such obliga tions become the responsibility of the Japanese. The Japanese are able to offer the higher bid for XYZ only to the extent XYZ will be more prof110 THE FREEMAN • MARCH 1991 itable under their ownership compared to alterna tive ownership. There are two possible sources for this increased profitability: the Japanese offer a more attractive product and/or they decrease XYZ's costs. Mr. Brown participates in this increased profitability by accepting the Japanese bid. So do the Japanese, their portion providing them the incentive to buyout Mr. Brown.

Less apparent to many, perhaps, is that other Americans also share in the expansion of the eco nomic pie. If the Japanese offer more attractive retailing services to American consumers, these consumers are obviously better off. On the other hand, a decline in XYZ's costs also raises Ameri cans' livingstandards. Since costs are lower, if the Japanese keep XYZ's output at its pre-acquisition level, fewer inputs will be required. Because the inputs released from XYZ necessarilyhave alterna tive production capabilities,Americans will be able to enjoy the original hardware store output plus additional amounts of other goods and services. The improvements foreign investors confer on Americans are similar to what happens with tech nological innovation. New technologies also lead to better products and/or lower costs of producing existing products. Interestingly, it is not· unusual for entrepreneurs who adopt new technologies to encounter "sky is falling" resistance similar to that engendered by foreign investment. The difference is that anti-technology crisis mongers assert that labor-saving machines rather than foreign investors swallowup economic wealth.

WhitherFreedom? A curious irony attaches to foreign investment restrictions. While their ostensible purpose is to increase "national independence," their end result is to reduce individual freedom. Abrogating Mr. Brown's ability to sell his hardware store to whom he pleases, on terms that are suitable to him, is equivalent to confiscating part of Mr. Brown's property. Private property rights have been the bedrock of the American economic and political system. They are the reason thousands of Mr. Browns worked and saved to establish productive en terprises. To take away these rights, even partial ly, insures that Americans have a smaller economic pie. It is hard to conceive how "our" interest is served by less freedom and lower living standards. D 111 Term-of-Office LimitsWon'tReduce GovernmentAbuse by Gary M. Galles P ublic outrage at an increasingly irresponsi ble government, especially at long-term incumbents who seem immune to re-elec tion pressures, has led to a risingwave of sentiment to limit the number of terms elected officials can serve. An Oklahoma term limitation initiative received 67 percent of the vote last September, and similar referenda in November won in California (53 percent) and Colorado (71 percent).

Term limitation measures will clear out those who cannot grandfather themselves in, throwing many of those symbolizingthe system'sfailingsout of office (probably into lucrative lobbying careers). They also will eliminate Congressional Methuselahs in the future. But it is not clear that they will lead to a more responsible government. Term limitations are unlikely to contribute much to fixing our nation's governance problems because these failings are primarily rooted in what the government is allowed to do, not in which par ticular members do it for how long. The central problem is that long-standing Constitutional con straints limiting government power have been pro gressivelyeroded, so that government has increas ingly turned from being the protector of the property rights of its citizens against the violations of others to being itself a pervasive violator of those rights. The resulting ability to help your friends at others' expense leads to the abuse of government power regardless of how long any individual may stay in an elective office.

Professor Galles teaches economics at Pepperdine Uni versity, Malibu, California. Consider Article 1, Section 8 of the Constitution, granting Congress the power to levy "uniform tax es" to provide for the "general welfare." In con trast, today's tax code is riddled with discriminatory taxes designed to burden particular subgroups of the population, following the dictum: "Don't tax you. Don't tax me. Taxthe fellowbehind that tree." Furthermore, a large share of government expen ditures, such as the multi-billion dollar agricultural price support programs, are designed to benefit certain groups at taxpayers' expense. There is noth ing in the Constitution· that even hints that using general tax revenue for the provision of benefits to such special interests is a legitimate Federal func tion. But the fact that such policiesare now consid ered acceptable (even commendable, by the bene ficiaries) leads to abusive government.

Consider also the Fifth Amendment's state ment: "nor shall private property be taken for public use, without just compensation." While this prevents the government from physically tak ing your property without payment, current court interpretations let the government take large parts of its value to benefit particular special interests through regulations and restrictions (such as rent-control laws, which may not physi cally take apartments from their owners, but which transfer much of their value to current ten ants). This ability to regulate costs onto others in order to help supporters is another source of abu sive government. Similar reinterpretations have befallen other parts of the Constitution, such as the contracts and commerce clauses, which essentially have been 112 THE FREEMAN • MARCH 1991 transformed from barriers against government intrusion into open invitations under almost any pretext. Again, the effect has been to expand the power of legislators and bureaucrats into areas our Founding Fathers tried to put beyond their reach.

The result of such changes has been an increase in the power of a few government officials to do what our Constitution formerly ruled out, and this has led to governance that is a far cry from one pri marily concerned with promoting the general wel fare. Once these powers have been seized by gov ernment, concentrating them further in illimitable legislators can worsen the results. But reforms such as term limits would not solve the underlying problem: government theft (involuntary transac tions where some are made worse offis a necessary corollary of violating either the takings clause or the general welfare requirement); it would only alter who would be allowed to do it. As term limits became law,parties could control seats through a series of candidates instead of through particular party members, especially as squeezing party contributors and gerrymandering become more precise sciences. Substituting party power for that of individual members may well move our government farther from its Constitu tional ideal. Term limits could also make legisla tors even more keenly aware of their future job prospects, increasing special interest influence over those involved in current legislation. Further, making all elected officialsmore transitory would increase the power of the unelected, permanent bureaucracy, hardly a prescription for more responsible government.

Reforms such as term limits attempt to address aspects of irresponsible government that are unfortunately far from its core. Unless the Consti tution's restrictions on government powers are taken more seriously,term limitations willdo little to produce a more responsible government. In fact, absent a return to the more limited role for government envisioned in the Constitution, there are no "reforms" that are likely to substantially reduce government abuse. D The Nature of Political Power W hen the nature of political power is put under the microscope of analysis, its incorrigible penchant for predation becomes under standable. For then one sees that political power is not "in the nature of things," but in the nature of man. It is not, like the force of gravity, self-operating and inexorable, but is an expedient devised by man to facili tate his urge for acquiring satisfactions with the least expenditure of labor.

In essence, political power is the physical power, or the threat of it, that one man or a group of men may bring to bear on other men to effect behavior. It may originate in a body of social sanctions, but it is hardly political power until these sanctions are implemented with a police force. In any case, it is exercised by human beings, and therefore must be related to the all-perva sive law of human action, the drive to get the most for the least. -FRANK CHODOROV "A Case of Corruption" IDEAS ON LIBERTY 113 EconoDlic DevelopDlent or Economic Disaster? by Bill Anderson I n the past decade, Chattanooga's downtown district has undergone a virtual face lift. Parks have been created, trees have been planted, new buildings have been built, and old ones improved. The city and county governments have constructed a gleaming trade and exhibition cen ter with a high-rise hotel attached, while the Ten nessee Valley Authority, a Federally owned utility, built a massive downtown office complex.

A city-owned downtown theater was restored to mint condition, recalling the grandeur of 1920s architecture. Construction companies-some owned by blacks-helped renovate downtown storefronts, making them more attractive to shoppers; and developers rebuilt aging and decrepit office buildings. Much of this downtown "redevelopment" was financed by grants from the federal government, more specifically,from the Department of Hous ing and Urban Development (HUD) through the Urban Development Action Grant (UDAG) pro gram, which was touted as a "public/private part nership." If one were to compare the attractive ness of Chattanooga's downtown to its less glamorous condition in 1980, one most likely would say that the Federal grants were both nec essary and beneficial. That is certainly what local officials,a local newspaper editor, and private civic leaders believe. In fact, to argue against these grants is to argue Bill Anderson teaches economics at the University of Tennessee-Chattanooga.

against progress and development, according to our leaders, yet that is precisely what we are going to do. Many of the policiesfor downtown develop ment followed by Chattanooga's city officialsdur ing the last decade have been economically unsound, reflecting a faulty theory of economic development. And Chattanooga's leaders have simply followed the path set by nearly every large and mid-sized municipality in the United States. Allocationof Resources A basic premise of market economics is that people, given the opportunity to make free choic es, will use resources in a way that will draw them from lower-valued to higher-valued uses. For example, raw petroleum pumped from the ground is nearly useless as a consumer good; petroleum that has gone through the refining process has a number of highly valued uses such as powering vehicles, heating homes, and helping create elec tricity. Petroleum is also used to make important products such as plastic, polyester, and nylon.

How does one decide the "appropriate" use for petroleum? After all, oil used for plastics or polyester cannot also be used to heat a home in Maine on a blustery winter day. In short, there are competing uses for oil, uses that are determined by the price system. Producers determine the mix for products according to the level of potential prof itability for each. Appropriateness is determined 114 THE FREEMAN • MARCH 1991 by price, not by political decisions. (In fact, when the Department of Energy controlled domestic oil prices and allocation a decade ago, its "appropri ate-use policies" caused considerable dislocations in oil markets.) The appropriate uses for Chattanooga's down town, however, have been decided by a different method, one in which economics has been co opted by the phenomenon of "political invest ment." City officials, encouraged by numerous sectors of the community, have sought to remake the center city into a place that reflects an image of prosperity and sophistication. In this case, "appropriate uses" reflect political, not economic use of resources.

DowntownHistory From the turn of the century through World War II, Chattanooga's downtown was both resi dential and a shopping center. Like many other U.S. cities, its downtown was declining by the late 1970s. Shoppers now preferred the many attrac tive and convenient shopping malls that had sprung up during the decade. By the mid-1980s, Miller Brothers had left its large downtown store, J. C. Penney was gone, and Sears had announced it was leaving for the new regional mall, Hamilton Place. Only one large retailer, Loveman's, re mained committed to the downtown. But the big retailers weren't the only ones hav ing financial problems in the center city. Small merchants, too, were struggling,as were the down town movie theaters, which finally closed their doors. Empty storefronts dotted the city, causing concern for local politicians and civic leaders. From that concern sprang a number of Federally funded projects to "revitalize" the downtown.

The first large-scale project tore up a section of Market Street, removing on-street parking areas, and constructing wide sidewalks patterned after pedestrian malls. For more than a year, a four block section of Chattanooga's busiest downtown street was barely passable or closed altogether. The significant effect of the project, ironically,was to drive shoppers from the area. Merchants-who were supposed to receive the primary benefits from the new, attractive downtown-eomplained that they weren't making enough money to stay in business. Indeed, some merchants were forced to close. Those who remained became eligible for Federal funds to redesign their storefronts. One merchant, in particular, spent large sums of both his own money and taxpayer funds to change the exterior of his two shops. Both were bankrupt within a year. Shoppers complained that the new pedestrian-oriented market center eliminated many parking spaces, making it even more difficult for them to shop downtown.

Fortunately, not all the downtown redesigning came from the taxpayers. Blue Cross-Blue Shield of Tennessee, a health insurer, purchased the Miller Brothers building and renovated it into an architecturally pleasing office complex. A local developer turned the Sears property into an office building. Both projects have been financially suc cessful, and neither was built at taxpayer expense. But these were exceptions. At the southern end of the downtown business district is an old railroad freight depot. In the early 1980s it was used as a railroad salvage company where consumers sought bargains by purchasing damaged goods. The large facility wasn't aestheti cally pleasing, but it was a popular place to shop. Developers from a northern city saw the facility as a potential renovated up-scale shopping center, and set to work using financing obtained through HUD. What emerged was a sparsely attended mall that went bankrupt within a few years-and still stands empty today. According to city officials,the up-scale mall was more economically "appropri ate" than the railroad salvage company. Con sumers, however, had their own opinions about what was the more appropriate use of the facility.

None of the Chattanooga UDAG projects has met with near the success projected on their grant applications. This is hardly surprising. The Chat tanooga experience mirrors that of the rest of the nation, as scores ofUDAG projects, including lux ury hotels and housing developments have gope bankrupt or faced severe financial problems. Why the high rate of failure? The answer is found in the price system, which moves resources from lower-valued to higher-valued uses. When given free choice in a market system, consumers decide appropriate uses of resources. In the case of Federally funded projects in our city, however, consumer choice wasn't considered. Projects were funded not because they seemed to be good busi ness investments, but because they were supposed to create jobs and make the downtown area more attractive.

ECONOMIC DEVELOPMENT OR ECONOMIC DISASTER? 115 Warehouse Rowand TVA complex, Chattanooga. CapitalMalinvestment These failed UDAG projects are malinvest ments of capital. Malinvestment has been used by the Austrian school of economics to describe cap italization during an economic boom that has been triggered by a monetary expansion caused by the nation's central bank. The tool for mone tary expansion is below-market interest rates. In the case of UDAGs, the key to attracting devel opers has also been the promise of below-market rates of interest. Because a lower (i.e., subsidized) rate of interest means a lower debt service, devel opers supposedly will have a "greater chance of profit. However, full conventional financing for such projects is usually not available because of their high risks, which reflect their potential profitabili ty. In other words, markets for many of these pro jects are, at best, weak because of factors that have nothing to do with interest rates. Markets reflect demand and potential demand of consumers, and if demand doesn't exist, lower lending rates won't suddenly make those projects more appealing to the buying public.

Profitability, unfortunately, has become subor dinate to political wishes. Thus, precious capital has been invested in projects of questionable mer it, and taxpayers are the losers. In Chattanooga's case, the city government did not invest large sums of local tax revenues, so the local liability, while significant, doesn't threaten the fiscal health of the city. However, politicians from other municipalities, anxious for any downtown development, have staked city funds as well as Federal money for risky projects, and the economic cleanup costs will be very high for many cities. Supporters of downtown development, when faced with the arguments given here, reply that if millions of Federal dollars had not been poured into Chattanooga's downtown, then the area would have further deteriorated, thus hurting the city's image. In other words, while the results haven't been as successfulas projected, leaving the center city to the whims of private, conventionally financed developers would have made things even worse.

Such reasoning, however, begs the question. To move capital from higher-valued to lower-valued uses, as was done with most of the Federally spon sored development, will usually result in long-run problems. Malinvested capital brings about pro jects that cannot stand by themselves in a market, projects that ultimately must either be permanent 1y subsidized or allowed to fail. Allowing a free market solution to downtown development, whether in Chattanooga or any where else, will not necessarily produce results that mesh with the visions of politicians or civic leaders. Stores may stand empty for a time while developers ponder other uses for the property. What appeals to an investor may not appeal to a city planner. But, in the end, uses that keep the market in mind willmost likely be more profitable and beneficial to the city'sdevelopment than those based on political wish lists. D 116 A REVIEWER'S NOTEBOOK Dubcek by John Chamberlain W illiam Shawcross, the author of Dubcek (Simon and Schuster, 244 .pages, $22.95 cloth, $10.95 paper), has seen it all in central Europe. In the summer of 1968, a 22-year-old graduate of Oxford, he traveled with his sister on a student train to Prague. He had lucked in on what would soon be known as the Prague Spring. The trip, as he says, changed his life. Let him describe his sensations: Like anyone who has ever been there, we were overwhelmed by the faded but then blooming summer beauty of the city-the dark narrow streets of the Old Town and the Jewish quarter where Kafka lived, the graceful statues on the Charles Bridge, the tiny lanes winding up the hill to Prague Castle and the cathedral.

From Prague we took long rides on rattling bus es and on ironclad steam trains, marvelous behemoths .... We rumbled through long fields of corn ready to be harvested, in and out of dark pine forests where the cart tracks meandered across the rails ... most of all I remember the extraordinary joie de vivre of almost everyone we met. The joy of talking and of being allowed to remember-and to hope! ... I had never seen such a bubbling of hope and excitement. I remember one countrywoman looking with astonishment at photographs of the Masaryks I had brought from Prague. "Six months ago we were not allowed to know that these men exist ed." That the Communist Party of all institu tions was offering such freedoms! It was too good to believe! Over long jugs of black beer everybody in the beer halls showed contempt for the Russians. Spe cial toasts to Alexander Dubcek were drunk over and over again.

The Prague Spring became the Prague Autumn on a night in August when, on orders from the Kremlin, some 200,000troops of the Soviet Union, Poland, East Germany, Hungary, and Bulgaria crossed four .frontiers into the Czechoslovak Socialist Republic. The charge from the Kremlin was that the Communist Party in Prague had lost control of the nation because Dubcek had lost con trol of the party. Dubcek was portrayed as a "weak and mindless" man who had fallen into the clutch es of such "vicious agents of imperialism" as Dr. Ota Sik. Dubcek was not accused of leading a counterrevolution, but of "allowing a counter revolutionary situation to develop." Dubcek was dragged off in handcuffs to Moscow, where he uttered a cry of anguish "that they should have done this tome, after I have devoted my whole life to cooperation with the Soviet Union." It was, he said, "the great tragedy of my life." The unity of Czechs and Slovaks prevented the Russians from installing a puppet traitor, but Dubcek wasforced to make an agreement with the Soviets. Shawcross and his sister returned to Prague in the winter of 1968-69. The Russians were using "salami tactics," whittling away the measures of the Prague Spring one by one. Free dom of the press had crumbled. Shawcross, on a wet afternoon, walked up the slope of Wenceslaus Square to the statue of King Wenceslaus, which had become a shrine since a boy had been shot there by the Russians as he pushed a Czech flag down the barrel of a tank during the invasion. A Czech student, Jan Palach, had set himself on fire, as a fierce rebuke to compromise. In April of 1969, after ferocious demonstrations that marked the defeat of the Soviet ice hockey team by the Czechs, the Russians finally removed Dubcek and replaced him with Gustav Husak, his enemy. At this point Shawcross decided to write a book about Dubcek.

Under Husak and pressure from the Brezhnev regime, Czechoslovakia became once more one of the most viciously and stupidly run countries in Europe. More than 120,000 Czechoslovaks went into exile, and a half million who stayed became "non-persons." Writers became window cleaners, doctors became porters. Nothing changed until the advent of.Gorbachev. Shawcross's biography was published in 1970. His principle criticism of it today is that "I did not realize ... that the experiment of humane Commu nism, or Socialismwith a Human Face, was impos sible, or even a contradiction in terms." He now says he was naive. "The last twenty years," he says, "have shown us nothing so much as the catastroph ic nature of Communism everywhere ... wherever Communism has triumphed ... Vietnam, Cambodia, Laos its consequences have been utterly disastrous " For his new edition, Shawcross has provided an afterword. Dubcek had been banished to an insignificant forestry job. By now another man, Vaclav Havel, a playwright, had emerged as the moral spokesman of Czechoslovakia. The Euro pean Parliament, however, had not forgotten DUbcek, who was flown to Strasbourg to receive the Sakharov Prize.

Together, on November 24,1989, Havel and Dubcek appeared on a balcony overlooking Wenceslaus Square. It was, says Shawcross, "a remembrance of youth and optimism." Standing beside Dubcek, Havel was equally cheered by the crowd. Within three weeks of their appearance on the balcony "the Stalinist structures of Czechoslovakia had been swept away by the tidal wave of reform which was roaring across Eastern Europe in the last months of 1989." Dubcek had been appointed Chairman of the Federal Assem bly.It fell to him to propose a single candidate for the Presidency of Czechoslovakia-Vaclav Hav117 el. In Havel's words, "history began again for Czechoslovakia. " What happened in 1968,says Shawcross, "was a flawed experiment. 'Socialismwith a Human Face' could not have worked; people would have wanted more-a human government without socialism. But Sakharov was right: Dubcek was an inspira tion and the Prague Spring did indeed provide an exhilarating breath of freedom."

Ota Sik, Dubcek's economic counselor, was right, too. His New Economic Model didn't go far enough to champion a complete free market soci ety. But the hints were there. D THE POLITICSOF RICHAND POOR: WEALTHAND THE AMERICAN ELECTORATEIN THE REAGAN AFTERMATH by Kevin Phillips RandomHouse,400 Hahn Road, Westminster,MD 21157 1990 • 262 pages•$19.95cloth Reviewed by Ben Asa Rast D on't let the politicians and economists confuse you. There are only two moving parts to our economy. One creates wealth. The other just moves it around. The first part is made up of people buying and sellinggoods and services in mutually agreeable, mutually ben eficial transactions. Everyone wins, nobody gets hurt, and wealth is created. This is the part of the economy where, as Murray Rothbard says, "The greater a man's income, the greater his service to others." The second part of our economy doesn't create wealth. It moves wealth around by force. When a thief moves money, we call it a crime. When a politician does it, we callit government policy. In this part of the economy there are winners and losers, and each transaction is accomplished by coercion.Here, the greatera man's income,the greater his ability to force other people to givehim money. The most violent disagreements in crime and politics are about dividing up the loot.

This simple, two-part economic system means there are two ways to accumulate wealth: you can earn it or you can steal it. Unfortunately, too few people make the distinction. A primary case in 118 THE FREEMAN • MARCH 1991 point is Kevin Phillips, author of the best-selling The Politics ofRich ~nd Poor. Phillips cites lots of statistics trying to prove that there is a growing disparity between rich and poor. He argues that government policies redistributed income from the poor to the rich during the 1980s. The problem is he never distinguishes between the rich who earned their wealth and those who had it redistributed to them. And that's a big difference. Phillips assumes that all wealth comes at the expense of the poor via government policy. This assumption isn't just unfair, it's absurd. And it's too bad, because the point he's trying to make is emo tionally appealing and morally correct: govern ment should not take money from the poor and give it to the rich.

Most of us would agree that it's immoral for the government to plunder the poor for the sake of rich. But it's immoral to steal anything from any body, rich or poor. The bottom line is that govern ment policies shouldn't redistribute wealth up or down the economic ladder. Rich and poor people should be allowed to keep what they earn, and give away what they want. Now if government policieswere the only way to get rich, Phillipsmight have a point. But remember that new wealth is not the result of government intervention; it springs from creativity,service, and risk-taking. Lots of wealthy people earn their mon ey by servingothers. How cananyone justifytaking money from them, or anyone else for that matter? Phillips tries to strike an objective, analytical tone that hides his biases against free enterprise, rich folks, and Ronald Reagan. And he is really after Reagan more than anything else. The whole book seems designed to pin income inequality on Ronald Reagan. Perhaps the Reagan Administra tion did redistribute income-that's what politi cians do-but to imply that government policies moved all the wealth to the rich is nonsense. Many people made money in the 1980s because they worked hard, not because some bureaucrat had his hand in a poor person's pocket.

Phillips just doesn't understand free market economics. His ignorance is especially obvious when he constantly confuses the term "capitalist" with "Republican." Some Republicans are capi talists (so are some Democrats), but not all capi talists are Republicans. Phillips never takes the time to make an intelligent distinction between these terms. He just lumps Republicans and capitalists under one label, even though he admits that Richard Nixon followed a rather populist set of policies, and it was Jimmy Carter who started the process of deregulation. Another example of Phillips' misunderstanding of economics is when he calls a tax cut a redistribu tion of income from the poor to the rich. Clearly, when the government lets rich people keep more of what they earn, that doesn't mean it is taking money from poor people. This book is flawed because Phillips condemns the worthy with the unworthy. But to condemn the productive part of our economy for enabling peo ple to become wealthy is bad economics and mis guided public policy. D Mr. Rast is a financial advisor with Prudential-Bache Securities and a Fellow of the Committee for Monetary Research and Education.

AGRICULTURE AND THE STATE: MARKET PROCESSES AND BUREAUCRACY by E. C. Pasour, Jr. Holmes & Meier, 30 Irving Place, New York, NY 10003 1990. 258 pages. $39.50cloth, $19.95paper Reviewed by Brian Summers F ederal agricultural programs cost Ameri can taxpayers billions of dollars a year, and add hundreds of dollars to the average fam ily'sfood bill. Yet few people are more than vague ly aware of these programs, and almost no one out side academia has a real handle on how they work. Now,however, E. C. Pasour, Jr., a professor of eco nomics at North Carolina State University, has produced a superb analysis of U.S. agricultural policy that is scholarly yet readily accessible to the lay reader. Pas our begins with a fundamental question: What is the role of economic theory in agricultural policy analysis? The answer, he says, depends on how you view economics. If you try to measure real-world agricultural markets against the norm of perfect competition, they willbe found woefully lacking because "perfect competition" is an ideal ized, artificial construct. If, however, you view competition in terms of market processes-as competitors trying to outdo one another-then economics can tell you a lot more about the merits of free markets versus centrally planned systems.

Pasour then turns to public choice theory, the study of how economic principles explain political decisions. He shows that there is a bias in the polit ical process in favor of programs where benefits are immediate and concentrated on a special interest group, and costs are deferred and spread over the general public. A classic example is the sugar program, which yields enormous gains for a few thousand U.S. producers, while spreading the costs over 250 million U.S. consumers. It is much the same with other agricultural pro grams. Tobacco growers and peanut farmers, for example, have their marketing quotas. Farmers who grow wheat, cotton, peanuts, tobacco, rice, feed grains, milk, soybeans, wool, mohair, or hon ey have price supports. The list is seemingly end less.If you (or your father or grandfather) got in at the right time, you probably are doing very well. But many farmers aren't doing especially well.

For every farmer who has an acreage allotment, there are farmers who are legallylocked out by the system. Each increase in price supports encour ages more intensive farming, which drives ~p costs, misallocates resources, and depletes the SOIl. What value is it to a poor farmer if support prices are capitalized into the price of farmland, so he can't afford to buy or even rent land? Tobacco price supports,· for example, have raised some yearly rents by over $1,000an acre. Of course, the federal government has an alphabet soup of credit agencies ready to "help" farmers. But when a farmer can't get a loan in the private sector, and has to turn to governme.nt subsidized credit, doesn't that say somethIng about his ability to repay a loan? Is the govern ment doing a farmer a favor when it encourages him to expand beyond his means, as many farmers were encouraged in the 1970s? Pasour covers these and just about every other economic aspect of U.S. farm policy, including an excellent chapter on international trade and one discussing the merits of private versus gov ernment-subsidized crop insurance schemes.

However, although his analyses clearly lead him to the free market position, he limits his policy prescriptions to a few comments. For this type of book, where the message is in the analysis, this is ideal. D Mr. Summers is a Senior Editor of The Freeman. OTHER BOOKS 119 MARKETSOCIALISM:A SCRUTINY by Anthony de Jasay London: Institute of Economic Affairs; North American Distributor: Atlas Foundation, 4210Roberts Road, Fairfax, VA 22032 -1990 - 35 pages - $8.00paper Reviewed by Peter J. Boettke I n this brilliant essay, Anthony de Jasay criti cally examines the proposals for "market" socialismoffered by a leading group of British socialist academics. With the failure of "real exist ing" socialism evident throughout the world, socialist theorists have been working overtime to salvage their ideal. As the East European coun tries move to market-based social systems of pro duction, many men of action as well as of ideas will try to maintain the socialist system of distribution.

The welfare state is basically what is left of social ism after the lessons of its 70-odd years of experi ence are absorbed. De Jasay concentrates his critique on the funda mental ambiguity of many of the proposals offered by market socialists. For example, market social ists argue for "social ownership," where the capital stock is owned collectivelyby society,but adminis tered by a group of workers. But as de Jasay points out, social ownership if it means anything is state ownership of the means of production. So what we have at the heart of the proposal, then, is a state owned market: an oxymoron of near-perfect dimensions. This market is then to be controlled by society to limit the size of firms, protect against unemployment, and insure an equitable distribu tion of income. This produces the fundamental promises of market socialism: "social owners~i?," "equality of opportunity," and "equal pOSItIve freedom." Such promises, however, are inconsis tent with the existence of functioning markets. As de Jasay demonstrates, though, the advocates of market socialismthat he is extensively confronting have no clue to how wrongheaded and empty their phrases are.

"Plainly," he states, "advocates of a new kind of socialism have an implausible case to plead, and their chief fault is to imagine that it is a natu ral winner." De Jasay concludes: "Never did a political theory, in its eagerness to escape the li~ bilities of its predecessor, put forward so superfI cial an analysis and so many self-contradictions, as market socialism. Nor does any single market 120 THE FREEMAN • MARCH 1991 socialist promise, let alone two, never mind all three-an efficient market economy without cap italist ownership, equality through equal oppor tunity without imposing equal outcomes, and free choice without freedom of contract-look capa ble of being fulfilled, each being an open contra diction in terms, much like hot snow, wanton vir gin, fat skeleton, round square." This slim volume is highly recommended for New from FEE! anyone interested in finding out what socialist thinkers are advocating these days and how empty their proposals are when confronted by logic and economic argument. D Peter J. Boettke is a professor ofeconomics at New York University and author ofThe Political Economy of Sovi et Socialism: The Formative Years, 1918-1928 (Kluwer Academic Publishers, 1990).
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The Freemanconsiders unsolicited editorial submissions, but they must be accompanied by a stamped, self-addressed envelope. Our author's guide is available on request. Phone: (914) 591-7230 FAX: (914) 591-8910 PERSPECTIVE The Hard Line Leonard Read was a hard-liner. He believed that a person should practice what he preaches. Perhaps he had this in mind when he established FEE to promote a moralfoundation for economic education, advocating a solid ethical basis for the free society. In 1961 he wrote in The Freeman: "The crown of virtue should rest uneasily on any man until he has given evil a setback. ... Ever so many persons think of themselves as virtuous simply because they have done nothing they conceive to be wrong. . . . Political virtue, however, is a false claim until our affinity to right principles has been tested and found unbreakable .... The measure of character is recorded in how each of us responds to the ques tion, 'Do I yield or triumph over what I believe to be wrong?''' Leonard Read's approach requires that men de velop respect for human life and private property.

They must use common sense in the understanding of economic principles. And they must erect a lim ited government, designed to protect them, their civil rights, and their property, to act with force against wrongdoers and to settle disputes. These basic guidelines lead to a society of peace and pros perity. The hard-liner must be an extraordinary person to maintain a constant philosophical position. He must be willingto give up material gains for moral rectitude. He must be prepared to choose right over wrong at the risk of great personal sacrifice. The choice to hold fast on moral terms demands complete adherence to the fundamentals of the free society-peace, tolerance, and respect. Capi talism promises hope for the future to those willing to stand on the hard line for liberty, those who try to do good and refuse to do evil. The concept of the moral hard line flows from the basic idea of liberty.The positive side of liberty is the potential reward for prudent action. The negative side is the potential punishment for im prudent behavior. One side leads toward mankind's advancement to higher levels of civi lized conduct. The other side keeps us from sliding back into barbarism. The essence of the idea of lib erty is that a person must decide to take one side or the other. He must choose good or evil.

Leonard Read started FEE for hard-liners. He believed that every human being must take a moral stand. He knew that the only method for achieving peace on earth, and the only intellectual basis for a tolerant and prosperous society, is to draw a definite ethical line between good ideas and bad ideas that men cannot cross. He became a hard-liner himself and a livingexample for the free society.He practiced what he preached, and that is what FEE is all about. -CARL HELSTROM Real Money Gertrude Stein once told a story about her young nephew who, while out walking, saw some horses and came running in to tell his father that he had seen "a million horses." "A million?" the father asked. "Well, three anyway," the boy replied. There is, of course, a difference between three and a million. Three we can understand. We can picture three horses in a field, with maybe a few trees and a fence around them. But a million is too many. We can't grasp such numbers.

Politicians face this problem every day. They spend millions, and billions, and even trillions of dollars. But what does it all mean? You can't pic ture that kind of money. Mind games don't help much either. It takes, for example, about 10,000 dollar bills stretched end to end to cover a mile. Can anyone really visualize a billion dollars ($100 bills stretched out for 1,000miles)? Maybe that is one reason why politicians, except perhaps at the very local level, seem so out of touch with their constituents. When they sit in a budget committee somewhere, they don't seem to be func tioning in the real world. They appropriate and al locate and budget for this or that, but the numbers are so big that the money has an ethereal aspect to it. It just doesn't seem real anymore. But the money is real. Every dollar spent by the government has to be paid by someone some where in one way or another. So let's try to put it into perspective.

PERSPECTIVE Federal, state, and local government spending willamount to about $2 trillion this year. In terms of dollar bills stretched end to end, that's 200 million miles.But in the real world, where Americans try to make ends meet, it comes to $8,000for every man, woman, and child, or $32,000for a family of four. Now $8,000 or $32,000 we can understand. We know what it takes to earn that kind of money, and what it means to our budgets. We have a pretty good idea of how to allocate such sums to meet our family needs. We know that when our money runs short we willhave to turn down the thermostat, put off a vacation, try to keep the old car running, and hope that no one loses a filling. To us, as individu als, $8,000per family member is real money. Of course, most politicians have spent real mon ey at one time or another. They have some idea of what it takes to write out a mortgage check, pay for heat, or go through a checkout line. The troubles begin when they sit around those budget tables, where the numbers become astronomical and the real problems of Americans seem so distant.

-BRIAN SUMMERS Play Money Because they typically lobby for restraints on re sources and property that do not belong to them, environmentalists bear few of the costs of their ac tions. When they secure legislation that prohibits oil and gas drilling, for example, or development of a mall on a specifictract of land, the costs are borne to a disproportionate degree by the owners of the land or by the users of the goods and services that would have been produced. It is not unlike playing Monopoly. With board game money, you can be reckless, make wild pur chases, and otherwise be extravagant in ways you would never consider in real life. When playing with real dollars, however, people have to balance other considerations like the need to secure food and shelter. -Jo KWONG ECHARD Protectingthe Environment: Old Rhetoric,New Imperatives 124 THEFREEMAN IDEASON LIBERTY LeamingNot to Love Revolution by George Friedman F or the past two centuries every revolution has wanted to serve as the model for all future revolutions. Since 1917,two regimes have laid claim to be the rightful heir of the revo lutionary tradition. For most of that time, it appeared to reasonable observers that it was the Soviet Union that would serve as exemplar to the world. In a stunning reversal of fortunes, the Soviet model has fallen into disrepute, and most of the rebellious world appears to be taking its bear ings from the American regime. It is the Statue of Liberty theat moved the crowds in Peking and Prague rather than "L'lnternationale."

While this is a very satisfying view of things, it should not be accepted too quickly. This is not because the American model is not superior to other models but, rather, because the world, and particularly those rising up against Communist tyrannies, have not yet learned one of the funda mental teachings of the American Revolution: Don't enjoy revolutions too much. They have not learned to expect only the bare necessities from politics and to seek the more sublime joys of life elsewhere. Eastern Europeans still expect great things from revolution. Coming together in rebellion is seen as a great moment. They see their revolution GeorgeFriedman,a professorofpoliticalscienceat Dickin son College, is the author of The Political Philosophy of the Frankfurt School (CornellUniversityPress, 1981), The Coming War With Japan (St. Martin'sPress,1991),as wellas numerousarticleson Marxistthought.Thisessaywasreprint ed with the permissionof the Institutefor Philosophyand PublicPolicy, Universityof Maryland.

as paving the way to a generally and radically improved human condition. Such expectations place them at odds with the modesty of the Amer ican Revolution. In their great hopes for more than a mere "more perfect union," the crowds of Berlin and Prague still share much with their oppressors and less than they should with us. They understand revolution very differently from our founders; it follows that the sorts of regimes they willfound willbe very different from our own and, I think, terribly inferior. WhenRevolutionsAre Young There is a certain ineffable sweetness about revolutions when they are very young. In the beginning, when they strike out against tyranny, they are poems to decency and community, promises of radical simplification. They are odes to joy more than exercises in political theory or action. Consider the words of Schiller immortal ized by Beethoven: Joy, bright spark of divinity, Daughter of Elysium, Drunk with fire we walk in Thy celestial holiness.


Thy spell reunites What custom has divided, All men become brothers Under Thy lingering, gentle wings. This poem and Beethoven's symphony are not incidental to politics. Beethoven wrote the Ninth Symphony with the French Revolution very much in mind. Perhaps more immediately relevant, the "Ode to Joy" movement of Beethoven's Ninth is the anthem of the European Community, the Community that the Eastern Bloc now very badly wants to join. Elysium was, in Greek mythology, the field on which the gods and those humans the gods favored came together in peace and harmony. Schiller in his poem combines three themes. First, there is the promise of a pastoral redemption. Second, the means are those of a fiery intoxication. Third, there is the secular vision of human brotherhood, the Elysian Fields brought to earth. In this fusion of pagan and Christian symbols, and of divine and secular principles, Schiller celebrates the central theme of the Enlightenment: that men willbecome like gods in their power and perfection. And nowhere is this fire-drunken surge to perfection more practically visible than on the barricades of a revolution.

Young revolutions are festivals, celebrations of youth, bravery, and innocence. Men and women, boys and girls gather together with the simplest and noblest dream, that the wickedness of the past willend. Young revolutions are a universe in which good will would appear to be a sufficient basis for political life. In a way, revolution is a time when a new species of man already appears to have been born, possessing a new relationship to everything old and commonplace. Even in the most brutal of revolutions, this poetry of redemption permeates. Consider, in John Reed's Ten Days That Shook the World,his description of an old man, telling the young soldiers, "Mine, all mine now! My Petro grad." At that moment, it was his Petrograd. He had lived in it when it had belonged to others, when he was the city's demeaned and exploited guest. He had joined with others against the manifest wickedness of his dispossession, and now the city was his. But, as with the sentiments of lovers, thoughts that seem absolutely true at the instant of expression may become false or banal, even a mockery.

The simple truthfulness of the old man's senti ment at the moment of the triumph of Bolshevism inexorably turns false. The sweetness of his senti ment becomes a mocking indictment of the revo lution, as the words "my Petrograd" become a cruel joke. The moment at which the Russian Rev125 olution became a lie was when the sentiment "my Petrograd" had to be turned from an aesthetic cel ebration into a principle of political operation. What did it mean for a citizen to lay claim~ to his city? Such a question required sober reflection, and such sobriety is the antithesis of the revolu': tion's joy. Revolutions do not fail because wicked men seize hold. They fail because the very practi cality of governing is a betrayal of the revolution ary sensibility.Revolution is about the sublime and the sacred. Governing is about the prosaic and the profane. In Paris in 1789, in Petro grad in 1917, and in Berlin or Prague or Bucharest or Peking in 1989, the men and the women in the streets did not see themselves as merely overthrowing the old. The act of coming together in the streets had created a new species of society, the community of the cele bratory crowd. As Germans danced on top of the Wall,it appeared that all things were suddenly pos sible for Germans and humanity alike. Both on the highest and most ordinary levels, revolutions make the revolutionaries feel that the mundane profanity of everyday life has already given way to something new and unprecedented. As with all revolutionaries, those of 1989 want their glowing moment to suffuse everything that comes after.

America's Modest Revolution An Eastern European intellectual was asked by a reporter about the sort of society he hoped to create. His answer, consistent with those of others, was apparently modest: he wished to borrow the best ideas from socialism and capitalism and com bine them into something new, something suitable to his country. On the surface this was a reasonable answer. Two things were striking about the answer. The first was that the question and answer always involved society rather than the regime. Society encompasses all human relationships while the regime confines itself to political ones. True to the more radical revolutionary tradition, the Eastern Europeans remain committed to social restructur ing, to creating a new society,instead of seeking to free people to live their private lives without demanding that they measure those lives against standards of social significance.

This raises the second striking point about the answer: that one was given at all. Another answer 126 THE FREEMAN • APRIL 1991 The storming and taking of the Bastille by the citizens ofParis, July 14, 1789. to the question might have been: "I haven't given it a thought. I personally plan to open a hardware store." But the intellectual had an answer. He intended to create a new and better world for oth ers to live in. Unlike Marx or Lenin, the intellectu al had no complex system of thought to guide him. But quite like them, the revolutionary of Prague or Berlin in 1989 was convinced that the power to reshape society was now his. If the city belongs to the revolutionary, then he is morally obligated to do something with the city to improve it. He cannot just go home to make a living. A revolution feels itself morally bound to improve _the human condition as a whole, rather than just the condition of a single private citizen.

To have replied: "I want to go home and make money" would have been a betrayal of the deepest moral principle of revolution. Almost all modern revolutions have suffered from being both too beautiful and too ambitious. The one exception to this was the American Rev olution. Its very sobriety and modesty caused many to argue that it was not a genuine revolu tion at all. Its desire to found a regime rather than create a new species of man has caused many to dismiss the American example as an anti-colonial war that left the social order intact. It fell short of the spirited beauty expected of revolutions. Our founders wished neither to construct a new society nor to perfect the old. They sought merely to found a regime that would protect society from its own ambitions, leaving men free to find their own way in the world. Our founders sought to cre ate a world in which men of modest vision could pursue their private ends in peace, entering public life only as necessary, and reluctantly. There is a vast difference between the right to "life, liberty and the pursuit of happiness," and "liberty, equal ity,fraternity." The former is a promise to individ ual men concerning their private lives.The latter is a promise of a new species of man with a new understanding of what it means to be human.

Learning to Value HardwareSalesmen In 1917and 1789all eyes were on the capital city, first on the streets and then on the public buildings. The public's eyes never left those buildings, except in despair or terror, when citizens sought refuge in private lives far more distant from public affairs than anything envisioned by our bourgeois founders. Our founders were not eager to go to the capital LEARNING NOT TO LOVE REVOLUTION 127 "Itis substantially true that virtue or morality is a necessary spring of popular gov ernment. The rule indeed extends with more or less force to every species of free government. Who that is a sincere friend to it can look with indifference upon attempts to shake the foundation of the fabric?" -GEORGE WASHINGTON Farewell Address September 17, 1796 to begin reforming the world. They were eager to go home to their plantations, law practices, and businesses. What went on in our public buildings never came close to telling the tale of what went on in America. The capital was never the center of our society. We never really had a center, and therefore, we could never have a great, unifying moral project.

George Washington was not so interesting a man as Robespierre or Lenin, but then his heirs were not Napoleon and Stalin. It is in the banality of Washington that we can best understand the virtue of our regime. Although he was accom plished in many ways, Washington does not appear to have had great imagination in public matters. In his public life, he did what he had to do, reserving his imagination and zest for his pri vate pursuits. The energy of the American Revolution went into business, church, and school, rather than into politics.When it did involve public life,it was more likely to concern one's village than national mat ters. Nothing great was expected from the central government. Going home to open a hardware store would not be seen as a betrayal of the Amer ican Revolution, in large part because the Ameri can Revolution did not draw its energy from the dangerously seductive power of the revolutionary moment. The American Revolution, between the cerebral brackets of the Declaration of Indepen dence and the Constitutional Convention, was a long and dreary war-long on pain and drudgery, short on glory and beauty. The main wish of the American revolutionaries was that the war should end so that they might go home in peace. One could long for Red October or 1789. Who could pine for Valley Forge or the cool deliberations in Philadelphia?

This is a lesson that a man like President Vaclav Havel ought to ponder. Right now, all eyes are on Prague. During its peaceful revolution, great beau ty and righteousness resided in Prague. Both the aesthetics of revolution and the realities of power have converged on one place, the government buildings of Prague. If it goes on this way, the aes thetic sense will dissipate, and all that will remain will be the profane reality of centralized power. It will be centralized in two senses: in that power will be in the capital rather than in allof the smalltowns and cities, and more important, in that political life will be the central organizing sphere of society, rather than one limited sphere among many. Havel is an artist. He surely saw the beauty of the Prague rising. It is not clear whether he sees beauty's danger. If Havel succumbs to the danger of picking and choosing as if he were an engineer, while seeing the state as society's engine, little will have been won. If Havel the artist faces the threat that his own revolution poses, and repudiates its beauty, if he learns from the American Revolution to value the banality of the hardware salesmen, then he might escape the eternal return of Euro pean tyranny.

Eastern Europe must learn to love private life more than public. After the orgiastic pleasures of the revolution, this will be a hard lesson to learn. Victorious revolutionaries are rarely modest men. It is not easy for the victorious to be modest. To go home to make a livingfor one's family,after having danced on the Berlin Wall with a million other brothers and sisters, may be more than anyone's soul can bear. This is the most important lesson that Eastern Europe can learn from the United States. The revolution is over. It is time to go home, fall in love, raise children, make money, and see the sacred in the banality of everyday life. Unfortu nately, the lure of the public buildings in "my Pet rograd" might prove to be irresistible, after the revolution. D 128 Albania: Europe's Last Marxist Holdout "we hate Communism; we love capital ism," the young Albanian told me, with his eyes blazing. On a trip to Albania last October, I was befriended by a 20 year-old who led me down rubble-strewn alley ways in the nation's capital, Tirana, to a squalid house where I talked politics for five hours with him and two other young men. Out of view of the security police, they were strident in voicing their hatred of the government. They asked me when America and Britain would send troops to liberate them.

At the time of my visit,Albania was the last state in Europe where unreformed Communism ruled, but then it has always been something of an oddity. The Communists came to power in 1944, led by Enver Hoxha (pronounced Ho-ja). At first they allied with the Soviet bloc, but Hoxha (1908-1985) cut off all links with Moscow in 1960 because of what he saw as Khrushchev's revisionism. Rela tions with China replaced the Soviet connection from 1968 to 1978, but after that the country was kept in isolation. To the Western visitor, Albania has the appear ance of a living museum, with the only signs of the 20th century provided by a scattering of imported goods. Very few people have been allowed in or out, although, since my visit, several thousand Albanians have illegally crossed into Greece. Tourists are stared at by curious locals. Some of Hoxha's policies were as much bizarre as repressive: religion was banned, beards were made illegal, and until 1989 listening to Western The author, a journalistwith an American news agency, remainsanonymousto protectsourcesin Albania.

pop music was an offense. In 1965 a government decree banned individuals from having "inappro priate names and offensive surnames from a polit ical, ideological, or moral standpoint." Trying to escape was a capital crime. On the day before my trip, the newspapers reported that two men had been shot while attempting to flee, and their bod ies put on show as a gruesome warning. Other policies clearly demonstrated Hoxha's paranoia. Driving through the country, one sees the landscape littered with concrete pillboxes, built in the 1960s to defend against imperialist attack. Radio Tirana, whose transmissions could be heard in Britain, offered vehement denunciations of both superpowers as well as of many other nations. No Signof Wealth The country is breathtaking in its lack of devel opment. All the roads are narrow and pitted, and it was no pleasant motoring experience touring the country in an old bone-shaker Czechoslovakian bus. Private cars are illegal too, so the few rusting Ladas seen on the roads are driven by the police.

The only other vehicles seen are prewar Chinese trucks, which seem to form the backbone of the transport system. Farm animals wander over the roads at will. To get around, ordinary people ride donkeys or bicycles. No hint of affluence lightens the picture of poverty. There are no smart shops or houses. Buildings look cheaply made, with irregular bricks and uneven concrete. The countryside is beautiful but somewhat bleak, craggy, and sun-hardened, with little foliage. The striking thing is the lack of 129 The statue of Enver Hoxha, which dominated the center of Tirana, was toppled by the people in a February demonstration. evidence of human industry. There are odd pieces of rusting farm machinery, but the overwhelming picture is of a peasant society,with rows of workers toiling in the fields. There are small towns every few miles, but none take up more than a few hun dred meters of roadway.

The other bizarre sight in Albania is the Marxist iconography. In Berat, in the south of the country, "ENVER" is carved in huge letters into a distant mountainside. In Gjirokaster the same letters dec orate the hillside, but this time on stilts, Holly wood-style. Statues of Lenin (and until recently, Stalin) still adorn town centers. In the center of Tirana stands the Enver Hoxha Museum, a huge glassand steel pyramid, dedicated to glorifyingthe life and works of the Albanian dictator. My young friends resented these symbols as much as they resented the system. "Stalin, Lenin, Hitler, Hoxha, all the same," said one as he ticked off the names on his fingers. Another of their friends, they told me with glee, had attacked a stat ue of Stalin during the uprisings in June 1990. With Communist governments overthrown in all the other Eastern European countries, the Albanian dictatorship has stood alone and vulner able. Last June, thousands of young people in Tirana scaled the walls of foreign embassies to escape to the West. Five thous.and were allowed out to Italy. At the same time, demonstrations erupted in Shkoder and Kavaje.

The regime denounced the escapees as "crimi nals," and fired on them with live ammunition. My young friends told me that 100 people were shot dead in Tirana, and then hurriedly buried in a mass grave. In Kavaje, a 22-year-old man was shot dead by troops after making a victory sign with his fingers. Since then, walls around the embassies have been fortified, and armed soldiers posted outside. I tried to walk past the Turkish Embassy, but was ushered out into the road by a scowlingguard. Riots and demonstrations have erupted several times since early December. Some demonstrators have been given 15-and 20-year prison sentences. The Albanian Communists are worried that their fate might be the same as that of Nicolae Ceausescu and his officialsin neighboring Roma nia. Chairman Ramiz Alia, who took over when Hoxha died in 1985, is trying to improve the regime's image. Locals are now allowed to talk with tourists, and more visitors are admitted. Alia hopes to have Albania admitted to the Interna130 THE FREEMAN • APRIL 1991 tional Monetary Fund and the Conference on Security and Cooperation in Europe (CSCE), and to establishdiplomaticlinkswith Britain and the United States. Some private markets have been legalized, where half the profits go to the state and halfto stall-holders.

But, my youngfriendspointed out, the changes were limited, cosmetic, and grudging, and the country remained essentially an unreformed Marxistdictatorship.Theywerenervousaboutthe secret police (sigurimi),and constantly checked that we were not followed. According to their count,one-thirdof the pedestriansin Tiranawere either policeor sigurimi. Their caution became even more understand ablewhentheytoldme that theyknewofsomeone who had been given a 25-year sentence at the prison camp in BernI for expressinganti-Marxist politicalopinions.At BernI,they explained,pris oners are forced to dig coal,and are often buried alivein poorlysupportedmine shafts. According to the International Society for Human Rights,there may be up to 50,000political prisonersin Albania.The difficultiesinconfirming any such estimate are that there is so little access to the country, and that people who escape are rarely willingto endanger their relativesby going publicwithwhat they know.

Even so, somedetailsare known.Humanrights groupsreport routinetorture, imprisonmentwith out fairtrial,and executionfor anti-stateactivities. The Albanian government is one of only three ever to be publicly sanctioned by the United Nationsfor its record on humanrights. I was quite sickenedto learn that at Sarande,a resort town where I strolled along the waterfront in the sunshine, there is a jail for political dissi dents. Outside my hotel in Sarande was the smartestAlbaniancar I saw, a well-polishedMer cedes-Benz.It was undoubtedlythe property of a senior official,holidaying next door to a prison campof his government'smaking. As with Ceausescu'sRomania,there are plenty of socialistsin the West prepared to see no evilin their praisefor Albanian socialism.Writtenwhile Hoxha still ruled, AlbaniaDefiantby Jan Myrdal and Gun Kessleis an adulatoryaccountofa work ers' paradisefightingto retain independencefrom the alien and corruptinginfluencesof the outside world. ChristopherBrown,writingin the suppos edly moderate British socialist newspaper Tribune (June 9, 1990), eulogizes the simple life enjoyedby Albanians,freed fromthe pressuresof materialism. This article, incredibly, makes a virtue out of things that most reasonable people would consider appallinglimitations~of freedom: the banning of private cars, the illegalityof reli gion, and most contemptiblythe refusal to' allow people to leave. One can only hope that when all the outragesperpetratedbythe Albaniandictator ship have finallybeen revealed, these apologists will be calledto account.

SimmeringDiscontent There are good reasonsto think there will be a revolution in Albania. According to our tour guidesthere is no unemployment,but this claim became patently ridiculous as in every town we saw large groups of working-age men milling around at all timesof the day. Of the three youngmen I talkedwith,two were unemployed,and in their estimation the propor tion was one in five. Theywere numbinglybored, and passedthe time listeningto poor qualitycas settes of rock music and consideringtheir situa tion. Unemploymentleads to discontentand pro videsthe time to plan insurrection. Ironically,the Albanian governmentmay have hastened its own demise by allowingin tourists. Albanianpeoplecan now comparetheir own situ ation with that of people from free Europe, and can learn more about the worldoutside. My 20-year-oldacquaintance told me bitterly, "When I see a tourist I see a free man. He can leave."The obviouspassionof his wish for liberty was moving. He declared that he would rather sweepthe streets in America or Britain than stay in Albania.

Muchofthe conversationwithmy hostsconsist ed of comparisonsof what could be earned and what could be bought in Albania and the West. Theytoldme that the bottleofhard liquorI shared withthem costthe equivalentof a wholeday'spay. A sweater costs two weeks' money, and to buy a bicyclerequiresfive yearsof saving. "Myfather earns'fourpacksof cigarettesin one day-how much are you paid?" one of them asked. I grappledwith the problem of converting my daily earningsinto cigarettes,guessingat 100 packets,whichmade him gasp in disbelief. Officially,all Albaniansare paid500-1,000lek a ALBANIA: EUROPE'S LAST MARXIST HOLDOUT 131 Aging Chinese trucks are the backbone of the Albanian economy. month, which at their exchange rate converts to about $25-$50, but since locals were reluctant to take the currency there is good reason to think that the rate is an artificial one. When tips were in order, no one would take lek, but would take small items like chewing gum. The official rate was recently devalued to give 20 lek to the dollar, but on the black market a dollar exchanges for about 100 lek.

There is also very little to be bought with lek. There are few goods, and those on sale are shoddy. Many Albanian men look identical because they wear the same state-issue brown trousers and jack ets. There appear to be only three or four different styles of men's shoes. The house I visited was cramped, kept as homey as it could be, but obviously lacking in material comforts. The only modern item, and what seemed to be the most prized possession, was a cassette player sent by the brother of one man who had escaped to Italy through the embassy. Albanians have television that broadcasts from 6 to 10 EM., but my friends preferred their rock music to what they denounced as "Red propagan da." I offered to send a rock music magazine, but they told me it would be stolen by the bureaucrats who open the mail. Education and health care are ostensibly free, but in reality bribes ensure that some are more equal than others. When I asked my friends why they didn't study at the universityas they were clearly bright enough-they smiled and indicated empty pockets. In the Peoples Socialist Republic of Albania, the only affluent people are the Com munist officialswho, my friends told me, "live like Americans. "

For all the squalor and repression, I found it heartening that the young Albanians I met had not been crushed or molded. They were lively,intel ligent, and held no illusions about the government. They seemed to believe more passionately in indi vidual liberty than most people in the West could appreciate. I told them I would visit again when Albania is a free country, and they smiled at the thought. D 132 Do Wars Cure Ailing Economies? by Mark Ahlseen T he military action in the Persian Gulf has rekindled the belief that war can stimulate the American economy. No one, to be sure, is claiming that this is an acceptable trade off-American lives for American prosperity but it is argued that this positive effect cannot be ignored. After all, didn't World War II pull the United States out of the Great Depression? The World War II mobilization did, to be sure, put people back to work-some into the armed forces, some into war production industries.

Unemployment, which stood at 14.6 percent in 1940,was reduced to 1.9percent by 1943.Howev er, the idea that war improves the economic wel fare of a people is a dangerous error. Advocates of the "war-is-good-for-the-econo my" doctrine surely must limit this to foreign con flicts. If a war is fought on domestic soil, the destruction of production facilities can only wors en the economic welfare of the citizenry. But can foreign wars help a domestic economy? Many people argue that increased government spending will put Americans to work and reduce, if not prevent, the effects of a recession. This, how ever, is nothing but Keynesian economic thought dressed in patriotic garb. It is the notion that increased government spending, on national defense in this case, will stimulate aggregate de mand and prevent an economic downturn. If reduced unemployment is the key, it is less ProfessorAhlseen teacheseconomicsat CedarvilleCol lege, Cedarville,Ohio.

costly,in terms of lives and resources, for the gov ernment to hire one group of unemployed work ers to dig holes and another to fill them. Few would argue that this would benefit the U.S. econ omy.It i~ not employment but productive employ ment that is beneficial. In fact, the true indicators of economic well-being are the lifestyles enjoyed by Americans, not their employment status. Included in these are the goods and services con sumed by Americans as well as the leisure time they enjoy. The crux of the matter is whether war produc tion can stimulate domestic production so as to improve the welfare of the general public. Ignor ing the possible benefits from an increased sense of security, war production creates no good or service for the civilian population to enjoy. In fact, real per capita Gross National Product (GNP), excluding defense spending, grew at a relatively slow rate in World War II-from $1,774 in 1940 to $1,866 in 1944 (these numbers are adjusted for inflation, using 1967 as the base year). By way of comparison, real per capita GNP, again excluding defense spending, was $1,124in 1932,$1,538in 1936,and $2,307in 1948.

World War II was no bonanza for the domestic economy. It is not my intention to debate the validity of American involvement in the Persian Gulf-that will be left to foreign policy experts. However, to suggest that a war can pull the United States out of a recession must be vigorously opposed. 0 133 Pigeons and Property Rights by Donald G. Smith I like pigeons. They are independent creatures who would survive whether I fed them or not, which is probably the reason that I feed them. This is why I was in the park on that bright autumn day. I was visiting some of myoid haunts in Los Angeles, and I never let a trip to myoid hometown pass without a few minutes on my per sonal park bench with a bag of bread crumbs, sur rounded by some of the most noble creatures on the planet. I was in the process of convincing myself that a fat charcoal-colored bird remembered me, when I was alerted to some activity at the other end of the park. I wandered down the path to see what was happening. It wasn't long until I discovered that it was a rally, and a rally in a public park usually means that a group of people who despise the idea of free enterprise have gathered to vent their anger. Run-of-the-mill establishment people aren't big for rallies and are not inclined toward marching either.

I don't remember the name of the organization that was rallying that day, but they were a scruffy looking bunch, and they seemed to be in unani mous agreement that anyone who had more than five dollars on his person was in league with the devil. A particularly shrill female was addressing the group as I approached. I immediately sensed what was coming, having heard such oratory before. I knew that within three minutes I would hear the stirring words: "Property rights must give way to human rights." There would be, of course, an excess of n's in the word human. As it turned out, Mr. Smith is a writer living in Santa Maria, California. He is a frequent contributor to The Wall Street Journal the speaker didn't disappoint me, and the elongat ed word human-n-n-n-n soon echoed through the park with the audibility of a thousand iron bells. I heard the rest of the speaker's message, which could be encapsulated into the thought that all suc cessful people should be executed without benefit of trial, and then returned to the bench and com pleted my rendezvous with the pigeons. When the bread-crumb supply was depleted, I said another farewell to Los Angeles and began the pleasant three-hour drive to my home in Santa Maria, where people in a less harried environment seem to have no problem with the concept of property rights.

The simple truth is one that the Far Left seems to miss with predictable regularity, this being that without property rights there can be no human rights. So let's look at these rights. We talk, for example, of freedom of the press, but this is a political concept and has no meaning whatever without economic freedom. If an indi vidual cannot own a printing press and a building in which to house that press, there just isn't going to be any free dissemination of information. If the same individual cannot employ the people who operate that press, who write the words that go onto it, and who deliver those words to the con sumer, then there is no free press, regardless of governmental statements to the contrary. A gov ernment-owned printing press in a government owned building managed by government employ ees is nothing more than a very large house organ. It is a somewhat sophisticated version of the king's messenger tacking up the newest regulations in the town square.

Or let's look at the concept of religious freedom when the government owns all the church build134 THE FREEMAN • APRIL 1991 ings. It is not truly a house of worshipwhen Big Brother is taking attendance, when indeed he holdsthe onlykey to the building. Cantherebefreedomofspeechwhenno citizen is allowedto criticizehis rulerswhen standingon governmentproperty,and all propertybelongsto the government?Can there be freedomof assem bly if peoplehave no placeto assemble? PoliticalFreedomIs Dependent on EconomicFreedom Propertyrightsarethecornerstoneofallhuman rightsbecausepoliticalfreedomis totallydepen dent upon economicfreedom.A totalitariangov ernment can issue a constitution, as many have done, but human rights are only paper and ink when they are not supportedby the right to own property.The Soviet Constitution,for example, even in those dread, dark days of Joseph Stalin, guaranteedmanyofthe rightsfoundin the United StatesConstitution,withthe rathernotableexcep tion that a citizen couldn't exercise these rights whileon governmentproperty.

Political rights are much like paper money, whichhas lastingvalueonlywhenbackedwithsil ver or gold. If not, it is just paper. Politicalrights must be backed by economic rights. When this doesn'thappen,we havenothingmorethan a per sonal guarantee from a man in a checkered suit who sellssnakeoil from the backof a wagon. The strident ladyin the park didn't understand this and neither did the motleyband of admiTers who eggedher on, but it is one of the immutable facts of life that all the rhetoric of the worldisn't goingto change.Somethingsjust aren't open for debate. Wednesdayfollows Tuesday,dogs chase cats, days are shorter in winter,and people who are forbidden to own property have no rights ~ill D 135 The Roots of the Liability Crisis by James L. Payne S wapping stories about the outrages going on in American courts these days is like playing "Can you top this?" There seems to be no limit to either the size of the awards or the frivolity of the lawsuits. This system of sue, sue, sue costs us billions in lawyers' fees and insurance premiums.

This cost is, in effect, a tax on virtually all public and private activities, from running Boy Scout summer camps to delivering babies. The liability system has gotten so far out of hand that it's starting to gobble up our civilliberties too. Consider the case of Larry Fine. Fine is a piano technician who wrote an excellent volume entitled The Piano Book, in which he gave a frank assess ment of the virtues and defects of each brand of piano. The first edition of the book appeared in 1987. In preparing a second edition for 1990, he sent all manufacturers a copy of his proposed eval uation of their pianos, asking for comments and corrections. Most manufacturers, he reports, were "gracious in accepting criticism." Some, however, reacted negatively, even using their attorneys to suggest possible lawsuits. As a result of this pres sure, says Fine in the preface of the second edition, "some reviews have been 'softened' a little to keep the peace and avoid expensive litigation."

James L. Payne has taught political science at Wesleyan, Yale, Johns Hopkins and Texas A&M. He is a Research Fellow at the Independent Institute in Oakland, Califor nia. One company, a famous American piano maker, I'm sorry to say, was especially threatening. Fine reports it "sent a letter saying that if I published the reviews the company might file a lawsuit against me." Fine pondered this threat and real ized that "even lawsuits that have no merit can be prohibitively expensive and time-consuming to defend oneself against." He decided to delete the reviews of the company's pianos from the second edition. So there it is: censorship. Violation of freedom of the press courtesy of the great American liabil ity system. Fine could not say what he wanted to say, and his readers could not learn what they wanted to learn because of the threat of a lawsuit. If we keep going down this road, will we have any freedom of expression left? Will a movie critic pan a film, or an auto magazine rate a car?

What can we do about this problem of rampag ing "sue-itis"? The starting point is to take a clear view of what a legal system really is. The courts with their judges, lawyers, and laws are, at bottom, simply a complicated arrangement for applying physical force. This is the system that directs policemen, jailers, and SWATteams. If someone is being violent, then this system of deploying force is necessary to restrain him. That is the mundane task of a proper judicial system. It is socially nec essary,but not an activity that reflects man's higher nature.

136 THE FREEMAN • APRIL 1991 In the modern era, this view has been obscured. The courts seem an attractive institution, and we see litigation as a noble, patriotic way of accom plishing our goals. We fail to realize that in suing or threatening to sue we are actually reaching for the use of force against others. It is true that the "legal" use of force is generally a little less destruc tive than using force directly ourselves. If you are so angry at someone that you feel you must use force, then it's better to use force through the courts than on your own. But you shouldn't be very proud of what you are doing. You shouldn't have this anger and this urge to use force against your neighbor in the first place. It's easy to overlook this moral perspective, giv en the example of government, which has gotten itself so deeply into the coercive regulation of practically everything. With thousands of special interests descending on Washington to use the force of the state to get what they want, we say, "Why shouldn't I use a little of the force of the state to get what I want?"

But if we think about it honestly, we know it's true: nice people don't sue. The ancient Christian teachings are explicit on this point. Paul, in his first letter to the Corinthians, criticized his followers for using the courts. "When one of you has a grievance against a brother, does he dare go to law before the unrighteous instead of the saints?" he asked. "Can it be that there is no man among you wise enough to decide between members of the brotherhood ... ? To have lawsuits at all with one another is defeat for you." The politicians may be able to patch over some of the worst problems of the liability system. But real reform awaits a change in the attitudes that are at the root of the problem. It awaits an aware ness that the use of aggressive force, be it private force or governmental force, is an unsound approach to our problems. D 137 Home Schooling: A Personal Experience by Hannah Lapp " Where did you get your education?" or "Which college do you attend?" are questions I find harder to answer than most people do. Education has meant much more to me than mere academic study.

My own formal education, and that of most of my 11 brothers and sisters, consisted of eight years of schooling at home. Our teacher was Mother, or our big sister Lydia. Going to school meant going to an upstairs hall or other suitable room in one of the sundry and fascinating dwellings we called home in those days. Our curriculum contained the basics for each grade in English, arithmetic, geog raphy, and so on. Lydia selected our books from companies such as Scott, Foresman and Company, Laidlaw Brothers, and other publishers; some of the texts were as old as the McGuffey Readers. As students, we were aware that education is serious business, and we worked our brains to the fullest. School was a thrilling opportunity. It opened the doors of knowledge and was a path into the mysteries of grown-up life. Inborn in a healthy child is a thirst for the liber ating powers of knowledge. Our teacher utilized these instincts of her students in introducing us not only to hard academic facts, but to an infinite learning process whose boundaries only our own self-discipline could shape. School learning meant learning how to expend mental energy to get infor mation we wanted. Thus our minds were exercised not only in academic questions, but also in such difficult social concepts as freedom through meet ing obligations, and the price of privileges.

"How can eight years be enough?" is a justifiHannah Lapp is a dairyfarmer and writerin Cassadaga, New York. able challenge offered against an educational background such as my own. Certainly the poten tial of young minds is much too valuable to justify halting education at age 14. It does not occur to me to separate the educa tion I received after the age of 14 from my eight years of formal schooling. For I regard the disci plined acquisition of knowledge too highly to draw its boundaries at the doors of an academic institu tion. I also respect it too much to assume that it is best taken care of by a government bureaucracy or any other monopolizing agency. For where, but within individual minds and circumstances, can it be determined what type of knowledge is the most needful and how it is best obtained? The most suitable continued education for me and most of my siblings involved such things as skills training on our farm and self-help through reading, using libraries, taking short courses in specific subjects, and so on. Those of us who later decided to pursue specialized professions had no problem passing a high school equivalency test and taking off from there.

Even during my years of going to school at home, those hours of book-learning that qualified as a legal education were only a small part of my total education. More than we could fully compre hend at the time, we youngsters were receiving dai ly moral, emotional, and intellectual exercises that were just as important in preparing us for adult life as the mandatory hours spent in school. For just as becoming literate was essential to a self-sufficient and productive future, so also was learning respon sibility and proper human coexistence. These con cepts were instilled in us through necessity in our large, close family with many children to feed.

138 THE FREEMAN • APRIL 1991 My family's search for a suitable private school, and finally the search for a region having laws compatible with home schooling, was a major fac tor in our many migrations when I was small. It was also a factor in our often tight finances. We children learned thriftiness from infancy, and enjoyed few niceties. But it was enough for us to be healthy and happy. The same circumstances that appeared at times unfortunate endowed us with learningexperiences which could well be envied by the less needy. For example, my older brothers and sisters were compelled to search out employment from a young age in order to help support the family.Dur ing one school term, two of my sisters took turns babysitting for a neighbor lady who was conse quently able to stay off public assistance by holding a job. In the absence of welfare, two low income families were drawn together to trade resources, thus benefiting all parties involved. My sisters were able to maintain their grades in school by taking their books to work, and their job in itself provided excellent hands-on education. Lydia,one of the two, would go on to instruct her younger sib lings and, afterward, many other students during her teaching career.

Our quest for jobs where we could work togeth er to support ourselves while being home schooled led us to a number of different states. Among other ventures, we traveled about in our family station wagon, followingfruit harvests in their sea son. Where our employers permitted it, family members six years old and up helped to earn. It was through their children's ambitious participa tion that my parents were able to save up a consid erable sum of money so that by 1972 they pur chased the farmstead that would come to embody our longtime aspirations. Dad picked Chautauqua County in western New York for the site of our farm because of rea sonable land prices and job opportunities on the abundant fruit and vegetable operations lining the nearby shores of Lake Erie. He also questioned our real estate agent about New York's tolerance toward home schooling. "Try it and see," was the agent's response.

My parents proceeded to do so. School officials first 'confronted us five months after we arrived in Brocton, New York. At the time, we knew of no other families who attempted to home school in New York, and we had no idea what to expect. However, my parents determined to stand on their beliefs, come what may. Lydia was teaching six of us younger ones at home when school officials came to question Mom. We heard them speak from where we were studying in an upstairs room, and teacher and stu dents fell silent, trying to catch their words. "We have to see to it that these children attend school . legally,"a woman's voice was stating. Many scenes raced through our minds, including those frequent wearying travels we'd undertaken in our determi nation to home school. And we pictured a drama of recent years when school officialschased Amish children through an Iowa cornfield, trying to forcibly enroll them in public school.

Challengingthe State Our right to home schooling was challenged even more severely after we moved to a farm in Cassadaga, which was to become our permanent home. The Cassadaga school administrator was greatly annoyed by the presence of this family from out-of-state attempting to defy his previously unchallenged authority. "Child neglect" was the charge he filed against my parents in family court. The danger of forcible removal from our par ents was the only thing we children could not acceptably face. So we banded together and arranged a secret hideout, unknown even to our parents, to which we would flee if the officialsever came for us. We never had to use it. Acquaintances and employers of ours were vocal in our defense, and the case was thrown out of court, thus demon strating the power of concerned citizens in reining in oppressive government. Also somewhat influ ential in our case was a brand-new Supreme Court ruling in favor of Amish families who had objected to public schooling and education beyond the eighth grade for their children.

We cooperated with Cassadaga school officials as far as possible throughout our years of home schooling. Initially we underwent inspections, exams, and interviews. The Cassadaga school prin cipal came to observe our school and concluded of the teacher, "She may not be certified, but she's certainly qualified." Later on we simplymaintained free and friendly communications with school officials.Local teach ers offered us their out-of-date books. On several occasions Lydia was even asked by area parents to HOME SCHOOLING: A PERSONAL EXPERIENCE 139 tutor their children whose public school education was proving insufficient. After teaching at a mission school in Belize, Central America, for five years, Lydia returned home to teach her own daughter along with several nieces and nephews. Present regulations require her to submit quarterly progress reports on each student to the Cassadaga school. The paperwork aside, she stillteaches as she sees best, and with her superior results, no one wants to interfere.

The success of schools such as Lydia's and other private schools is drawing more attention with every new statistic on the disappointing results of public education. I have heard various suggestions advanced by citizens concerned with bringing American education back to par: teach teachers better, return to the three R's, require more hours in school, and so forth. The difference between private and public education, however, involves issues more fundamental than these arguments. It involves the entire teacher-student relationship. Private, competing schools are bound to the indi vidual choices of those whom they serve. Schools bound to mandatory regimens rather than client interests are inherently incapable of providing what I call true education-Le., knowledge gar nered through the inner instincts to inform your self to your own benefit. There's a difference between this type of knowledge and the kind that is methodically dumped upon you by the state.

Since knowledge that benefits one person may not benefit another, true education is infinitely diverse, varyingfrom methods as ancient and basic as apprenticeship, to the most sophisticated aca demic instruction. We as a family are now far from alone as home schoolers in our county and state. Lydia meets and exchanges ideas with a number of other parents who teach their own children. She also subscribes to The TeachingHome magazine, where one can gather or share helpful information as well as insights into national home schooling develop ments. The TeachingHome (I~O. Box 20219,Port land, Oregon 97220-0219) informs us that there are 4,000 children on record as being home schooled in New York State. We know that there are more who are not on the record, perhaps for tunate enough never to be discovered by the edu cational bureaucracy. All told, there are an esti mated 300,000to 500,000children being taught at home in the United States (The New York Times, November 22, 1990).

The Advantagesof Home Schooling It is from my own experience that I call these children fortunate. If their education bears any resemblance to my own, it will possess several advantages. First, it will contain a much richer infusion of parental interests, which are more sensitive to a child's individuality and total needs than are bureaucratic state interests. Another rather marked contrast between public schooling and home schooling involves children's peer relationships. The home-educated child is spending more time with adults and siblings and therefore devotes more mental energy to relation ships spanning age and generation gaps. Some par ents may not see this as desirable. Others find it offers a healthy alternative to the intense peer pressure in most public schools. Excessive peer pressure can and does inhibit a human being's abil ity to think freely. In my own growing-up experience, I spent fewer than average hours with children outside the fam ily, and zero hours watching television. Certainly this restricted my range of interactions with others.

It did not, however, restrict my intellectual exercis es in the least. I turned to my own unbounded imagination. I turned to exploring everything in sight, including books. Adult books were interest ing enough to read cover to cover before I was 10 years old. For some reason, I never experienced, nor could I mentally conceive, the boredom with life displayed by many other youngsters. Learning is exploration and discovery,whether you are observing the development of an ear of corn, working alongside Mom in the kitchen, going to school at home-or even attending a prestigious university. 0 140 Medicare: Prescription for a Fool's Paradise by Dianne L. Durante and Salvatore J. Durante S uppose I promise you health care like you've never had before. When you visit a doctor or . a hospital, all you'll have to do is show a card, and someone else will foot the bill. You'll never have to fill out another insurance form or wait for another reimbursement to come in. And, I promise, you'll get the same quality of care you get now, and won't have to pay more taxes for it.

Would you vote for me? Most people would. Would you get what I promised? No, because it's impossible to deliver. This is the promise of those who advocate "national health care" or "universal health insurance" (on either the state or national level). In either case, what is involved is extensive or complete government control of health care: control of who pays for services, who provides them, and who receives them. We have, before our eyes, an example of a very similar system that has been operating now for 26 years: Medicare. This article aims to demonstrate by a detailed look at Medicare, that such govern~ ment interference in health care is harmful from the first to buyers and providers of health care, and in the long run is disastrous. Government medicine, on the national or the state level, is a prescription for a fool's paradise. To understand the economic principlesinvolved in government intervention in medicine, let us look at something less emotionally charged than medicine. Hats, for instance.

SalvatoreDuranteis adentistinprivatepracticein Brooklyn, New York. He has publishedseveralarticleson the hazards ofgovernmentinterventionin dentistry,and recentlybecame editorof GP -TheJournalof the New YorkState Academy of General Dentistry.His wife, Dianne Durante,is a free· lanceresearcher. BasicEconomicLessons Let's say we all agree that hats are worth having, or even a necessity,and that all Americans have a right to them. We pass a law stating that the gov ernment will pay for everyone's hats, through tax payer dollars. What happens? First of all, hat sales skyrocket. I'm not particularly fond of hats, but if I can get them for free or below cost, why not? LessonOne:there is no limit to demand, if those who get the product or use it are not paying, direct ly or in some way they can see. This is unavoidable. The freeloaders will try to get all they can, and most of the rest of us will want something to show for our tax dollars.

If such a law passed, most hatmakers would be delirious with joy. Everyone wants hats! They expand their shops and produce as many hats as they can. What happens next? The average price of hats shoots through the roof. Why? There are two reasons. First, of the hats now being sold, the more expensive ones-the ones only a few people could afford before-will now be in much greater demand, since the individual hat-buyer no longer has to pay from his own, lim ited resources. If the latest style is a platinum-plat ed beret, anyone who wants one will now get it. The other reason for the rising prices is compe tition: specifically,lack of it. New products, such as the first camcorders or the first compact disc play ers, are usually expensive. Prices drop because more people want to make money from a product: they try to come up with cheaper and more effi cient ways of producing it, so they can sell the product more cheaply and grab some of the marketo Our unlimited government funding of hats has completely cut out the need for competition. Any hatmaker can stay in the business, no matter how high his prices.

Lesson Two: prices will skyrocket if there's no limit to how much people can spend on a product. If anyone who wants the product can buy it, price no object, there is absolutely no reason for the manufacturer to try to cut his prices, and no reason for the buyer to control how much he spends. The government, and onlythe government, can give people virtually unlimited amounts to spend on a product. In short, it is not the greed of the manufacturer or the consumer, but the mere fact of the government funding of hats that is making hat prices exorbitant. Next step: the government, and hence the tax payers, are faced with enormous hat bills. Mrs. Smith may have confined herself to one hat, but Mr. Jones wanted five, and Mrs. Imelda wanted 52 Paris originals. The government knows it can't continually raise taxes to pay for hats. Assuming it wants to keep the hat program intact, it has two choices: restrict the number of hats anyone person can buy,or restrict the price of hats. In political jar gon' that means rationing or price controls.

From a politician's point of view, setting limits on the price of hats is the obvious way to go. There are fewer hatmakers who vote than there are hat wearers, and it's easy enough to paint the hatmak ers as greedy exploiters of the hatless. So a new law is passed: no hats may be sold for more than $15, even if the buyer is willing to use his own money. The immediate result will be that the best quality, most expensive hats become unavailable. No more Paris originals. LessonThree:you can't make a silk purse out of a sow's ear. Good materials and good workman ship cost money. Yes, competition among manu facturers in a free market willcut prices in the long run. However, legislating a lower price for a prod uct is not a shortcut to cheapness. It merely makes those who were selling more expensive goods go bankrupt, before anyone has time to work on price reduction. We could try some complicated and devious maneuvers to lessen the effect of price controls.

For instance, we could slap a $5 tax on shoes and use the money for the hat program".Then we could have a maximum hat price of $15, but still pay the hatmakers $20 per hat. That would mean, of 141 course, that some poorer people wouldn't be able to afford shoes, and the government would end up subsidizing shoes, too. Even so, price controls on hats will have to be instituted in some form, because demand is so high. Remember that it is government spending for hats that made the demand and the prices so high in the first place: nothing except removal of the government's mon ey will get the situation back under control. But let's keep trying. We've now legislated a maximum price for hats. Nevertheless, Mrs. Imelda has bought another 35 hats, and the rest of us are still trying to get our tax es' worth of hats. Not surprisingly,the amount that taxpayers are shelling out for hats hasn't signifi cantly decreased, despite our price controls. The next step? Well, of course, restrict the number of hats each person can buy: ration them.

Now what happens? A lot of hatmakers go out of business. They can't sell hats for more than the maximum price, and they can't make up for the loss in income through selling more hats. Bureau crats demand forms in triplicate and slap fines on them at every turn. The best hatmakers soon leave the field in disgust. We are now facing a decreasing supply of hats, if not an actual shortage, because there are far fewer manufacturers. But hats are a necessity, aren't they? So we will have to pass a law forcing hatmakers to remain in business, whether they can make a profit or not. However, even a government order can't make a business run for long at a deficit, whether it's a hat maker or a child's lemonade stand or a bank. The hatmakers will go out of business, one by one. The government will have to step in and make hats. Given the quality of most government prod ucts, you can imagine what kind of hats we'll get.

And given the efficiencyof most government rii~n ufacturing operations, we won't be surprised if we're told we can each have one hat, in our choice of four styles, every other year. What began as a seemingly praiseworthy law-to provide all Americans with hats-has end ed up driving the hatmakers we know and trust out of business, and given us government-produced hats of considerably inferior quality and very limit ed numbers. This result is absolute, inevitable, and non-negotiable: none of the economic rules above can be avoided, and they can only be temporarily circumvented by allowingthe government to inter fere in yet more private business.

142 THE FREEMAN • APRIL 1991 LessonFour:whatthe governmentpaysfor, the governmenthas to control. Governmentfunding of hats led to government control of hat prices, hatmakers, and finally everyone who is even remotelyconnectedto hats. The only cure would be to end governmentfundingof hats. Backto HealthCare Comparinghatsto medicinemayseemevenless appropriatethancomparingapplesto oranges,but the same economicprinciplesapply,and precisely the samedevelopmentscan be seenin the 26-year historyof Medicare. In 1965 the governmentpassedMedicarelegis lation, providing basic medical services to the nation'sretirees.Physiciansand hospitaladminis trators were delighted.They built new hospitals and enlargedold ones. They began providingthe medicalequivalentof the best Parisianhats to all comers.Why not? The government encouraged physiciansby askingthem just to send the bill to the Americantaxpayer.Patients,as well as physi cians, no longer had to considercosts. Everyone simply demanded "the best"-price no object.

Medicalexpenditures in the United States were 4.3 percentofGNPin 1952;by 1982theyexceeded 10percent,andwerestillrising.In the sameperiod the government'sshare of these expensesnearly doubled,from22 percentto over40 percent.Here is LessonOne in action:withthe governmentfoot ing the bill for a substantial number of those receiving medical care, there was suddenly an enormousdemandfor medicalservices. At the same time, prices for medical care soared. The legislationdeliberatelyremovedany incentiveto keeppriceslow:infact,removingcon cern about costs was the point of the program. Manyofus canrememberthat prior to 1965 a few days in the hospitaldid not threaten to bankrupt the averagemiddleclassfamily.Today,many find the costof a hospitalstayprohibitive,becausethe rise in medicalcostshas far outpacedthe general inflationrate. Why? Becauseof Lesson1\vo. Pricesskyrock eted preciselybecause the governmentwas pro viding unlimited funds for medical care. Con sumersdemandedthe most expensivetreatment, and medicalfacilitiesdidn't have to keep prices low to maintaina competitiveedge.

By 1983,Medicarethreatened to bankrupt the entire Social Security system. It was clear that somethingdrastichad to be done to control run away costs. Taxes were raised,of course,but this was not enough.Likethe manufacture~s in the hat illustration, healthcare professionalswere (and continueto be) denouncedas the greedycu.lprits who had to be controlled; price controls were slappedon hospitalsand doctors.Under this sys tem,calledDiagnosisRelatedGroups,allhospital admissionsofMedicarepatientsare classedin one of 486 categories,and the hospitalreceivesa set fee for the patient,regardlessof his lengthof stay or the amount of care provided. When it was pointed out that this might lead to inadequate treatmentandearlydischarges("quickerandsick er" releases), the government responded by imposingfurther complicatedregulations. The federal governmenthas also set a limit on what doctors can chargepatients over the age of 65, and some states now refuse to licensedoctors whodon'tacceptthe Medicarefee as fullpayment.

Just to receive the government-approved pay ment, doctors must complywith a bewildering, and sometimes contradictory,array of regulations fromseveraldifferentagencies.Theprocessa doc tor is required to go through to obtain payment from Medicaremakes filing your tax return look like simple arithmetic, and your doctor does it manytimesper day,not oncea year.Also,a simple error in filing that would result in no monetary gainfor him, such as usingan incorrectcodefor a diagnosis, can mean no payment at all on the claim,plus a fine of thousandsof dollars. Not surprisingly,doctorsare leavingthe profes sionandthe numberandqualityofmedicalschool applicantsare falling. In 1974 there were nearly three applicants for every opening in medical school;by 1986 there were fewer than two. What bright young collegegraduate would want to get involvedwithsucha mess? LessonThree comesintoplay:youcan'tmake a silkpurse out of a sow'sear. In thiscase,you can't get top-notch,dedicatedindividualsto enter and remainin the medicalprofessionwhilecontrolling their activitiesandtheirearnings,andcallingthem greedyexploitersto boot.

Andguesswhat?Costsarestillrisinguncontrol lably,despitestringentcontrolson medicalexpen ditures. (Given the fact that it was government fundingthat made pricesskyrocket,and that the governmentis stillfundingmedicalcare,the conMEDICARE: PRESCRIPTION FOR A FOOL'S PARADISE 143 tinually rising prices should come as no surprise.) The government is now considering more drastic measures, such as rationing and "universal insur ance." Massachusetts has already adopted such a plan, which led to the exodus of doctors from that state and contributed to its recent financial col lapse and tax increase. Similar plans are under consideration in many other states, and even more appalling "solutions" have been proposed. The director of the Hastings Center, a bioethical think tank in Briarcliff Manor, New York, recently rec ommended that, by law, no one past age 80 or 85 be given accessto aggressivelife-savingequipment and medication. A medical economist from Tufts University has suggested legally banning all new technology: since not everyone can afford it, no one should have it.

Here, as expected, is Lesson Four: what the gov ernment pays for, the government must control. In the very near future, if a physician tells you that your life could be improved with bypass surgery or a hip replacement, you will have to petition the government and take a number. Perhaps your peti tion will be approved, once all the appropriate government bureaucrats have debated its merits. Perhaps it won't. Likewise, every aspect of a physician's practice will have to be dictated and controlled: most of them are already. He'll be told whom he can treat, and how, and what payment he'll receive. His livelihood and his freedom will be in the hands of the same bureaucrats who hold your life and health. What AboutRights? The final step in the process outlined above brings us to the most important reason that the Medicare and Medicaid programs should not be expanded or imitated, but must be scrapped. In the United States, we recognize certain basic rights: life, liberty, the pursuit of happiness. When those words were written, it was understood that those were the rights to your own life, your own liberty, and the pursuit of your own happiness.

The "right" to hats or to medical care is funda mentally different from these basic rights. Such a "right" depends on the efforts of others, those who make the hats or study medicine. If we declare that citizens have a right to hats or to medical care, we are declaring that the hatmakers or the doctors are obliged to provide it, no matter what the cost, somehow, and that if they don't do so willingly,the government will force them to do it. Although your own life is of enormous value, you can't use that fact to justify taking someone else's life, unless he threatens to kill you first. "But the Medicare laws don't kill doctors," you say. "They just tell doctors what to do and take away some of what they earn." If you locked up a dachshund, forced it to obey contradictory commands, and fed it at unpre dictable times and in continually decreasing amounts, you'd have a mob of government offi cials and animal rights activists at your door.

Killingthe dog quickly,they'd say,would be kinder than this long-drawn-out torture. The same treat ment has been applied to doctors for many years now, and few voices have been raised in their defense. When you take away a man's right to think, to act for himself, and to keep what he earns from that action, you make him at best a slave depen dent on your goodwill, and at worst a corpse. Thinking for oneself, acting on those thoughts, and keeping the fruits of one's effort are what allow one to live, whether one is a physician, a teacher, a garage mechanic, or a stockbroker. One hundred twenty-six years ago we finished fighting a bloody civil war to make slavery illegal throughout the United States. Twenty-six years ago, with the passage of Medicare legislation, we sanctioned it again-not on the basis of race, but on the basis of the dedication and skill and intelli gence it takes to become a medical professional.

It is still slavery.It is still immoraL And that is why the Medicare system and all such government programs that interfere with the free market in medicine must be dismantled: not merely because they do not work, but because they require that the men and women who literally save our lives be made into slaves. The same is true of any governmentfunded program of medicine, whether based on the Cana dian or British or Swedish or Soviet model. Gov ernment funding of medicine ultimately results in the enslavement of doctors, and is therefore immoral. Perhaps you are thinking that violating your doctor's rights is acceptable, in return for assuring that you and the rest of his patients are able to afford medical care. Think again. What you'll be 144 THE FREEMAN. APRIL 1991 "Let each of us take back into his own hands how much he spends on medical care, when he spends it, and what he gets for it."

gettingifyouviolatehis rightsis not carefromthe typeof doctoryou knowandtrust.The traditional kind of doctor, who went into medicine for the challengeof usinghis mind and workingindepen dently,willfindit impossibleto workundersucha system,and will graduallydisappear. When the governmentcontrols health care, it will attract a new breed of doctor:the kindwho is content to work 9 to 5 for a fixed salary,following all the rules in a government code, and is more than happy to let bureaucrats instead of his patientstell him what he's doingrightand wrong. If I must undergo surgery,I want it to be at the handsofsomeonewhocanobservethe factsofmy case and is not afraid to make his own judgment and take actionon it-and who will answerto me if he makes an error,not cite his compliancewith section 1052, paragraph 13 in some government manual. Government control of medicine means, in short,that the bureaucratswillbe tellingyou what services you are allowed to have, and when. If whatyouwantis the bestcarefor the mostpeople, any governmentfunded medical program is impracticalas well as immoral.

The MarketHoldsthe Solution The only way to assure the highest quality of medicalcare is to return to the free market. You can have choiceonlyif you are willingto take the responsibilityof paying for it. For most of your workinglife,youhaveprobablybeencoveredby a private insurancecompany.It worked. In fact, it workedincomparablywell untilthe government's intervention in the healthcare market caused prices to shoot through the roof. If healthcare providershaveto competefor our businessagain, the prices will go down, preciselyas they do for new electronicgadgets. Todayno privateinsurancecompanywillcover anyoneover65,exceptas awrap-aroundpolicyfor Medicare.Lettheprivateinsurancecompaniesget backintothe business.Letfamiliesandindividuals save for their own medicalcare, if they wish, by reducing the burden of taxation. Let each of us take backinto his own handshow muchhe spends on medicalcare, when he spendsit, and what he getsfor it.

What about thosewho cannotaffordevenmin imal health insurance? There are many, many physiciansand hospitalswhoprovidemedicalcare forfree.Theydon'tbragaboutit,andtheyare usu ally ignored when the surveyorscollectstatistics on the uninsured.Yes, it does mean that the poor wouldhaveto askfor charity,ratherthan receiving care as a matter of "right." Yes, that would be embarrassing:askingfor somethingin return for nothing usually is. But enslaving doctors and putting the health care of all citizens under the control of governmentbureaucrats is simplytoo higha priceto payfor avoidingembarrassment. Today'smost serioushealth problemis govern ment intervention in the healthcare system. Because the government's spending has driven pricesup, we are forcedto makedo withlesscare. Because of the controls the government has imposed,we are losingthe best mindsin the field. The onlycureis to return to the systemthat made Americanhealthcarethe envyofthe world:a free market, completely exempt from government intervention. D 145 Boulwarism: Ideas Have Consequences by William H. Peterson " Wat's in a name?" asked Shake speare's star-crossed Juliet. "That which we call a rose/By any other name would smell as sweet."

Boulwarism. An idea. Sweet or sour? Descrip tion or invective? The death of Lemuel R. Boul ware (1895-1990)in Florida last November recalls the controversy over his name as embodied in a General Electric employee strategy that prevailed for some 15 years after World War II. The contro versy is seen in a 1969 U.S. Second Circuit Court of Appeals decision upholding a National Labor Relations Board (NLRB) ruling that GE had committed an "unfair labor practice" via Boul warism. Asserted the Court in passing: "We do not think that [National Labor Relations] Board Member Fanning's use of the term 'Boulwarism' wasindicative of bias;the term is more description than invective." Certainly America's unions sought to make Boulwarism into invective, to undo Lemuel Boul ware's lifelong idea of avoiding force, public or private, by "trying to do right voluntarily." He held that labor and capital, employees and man agers, wages and profits, are allies and not ene mies in production. His ideas help explain GE's innovative employee policy following a rough seven-week strike in 1946 that saw acts of sabo tage at various plants.

The strike shocked the company, which had long voluntarily installed such forward-looking employee programs as a suggestion system (1906), pensions (1912), and insurance (1920).Employee Dr. Peterson, Heritage Foundation adjunct scholar, holds the Lundy Chair ofBusiness Philosophy at Camp bell University, Buies Creek, North Carolina. disapproval and distrust of the company, fanned by union hype, were widespread. GE charged Lemuel Boulware to correct the situation. So began "Boulwarism," the GE program that can be reviewed in his book, The Truth About Boulwarism (Bureau of National Affairs, 1969), written eight years after he retired from GE. Boulware tackled his charge first through job research, applying merchandising techniques that had been successful with GE's consumer products. He interviewed employees, for exam pIe, to find out what they knew about economics including the origin of jobs and wages. His find ing: Not much. His solution: employee economic education on a massive scale.

For starters, he borrowed Du Pont's flannel board economic study course entitled "How Our Business System Operates," and gained fullpartic ipation of every GE employee (then 190,000 of them) "from top management to the last non supervisory worker." The course involved three 90-minute sessions on company time. He also dis tributed thousands of copies of New York Univer sity economist Lewis H. Haney's book, How You Really Earn Your Living, to supervisors and other sponsors of study and discussion groups in GE plants, offices,and plant communities. In addition, in sustained employee communica tions Boulware hammered on the theme that mar ket competitiveness was decisive,that the GE cus tomer was the ultimate employer and paymaster, that quality and cost control were crucial to GE jobs. As GE's vice president for employee and public relations, he explained that at bottom industrial harmony springs from employee atti tudes and perceptions.

146 THE FREEMAN • APRIL 1991 Lemuel R. Boulware (1895-1990) Later on he hired a Hollywood actor named Ronald Reagan to heighten the popularity of GE's TV show.To bring about that goal, Reagan toured GE plants where he found that "we didn't chain the workers to the machines." The GE assignment apparently helped sell free enterprise to the future President. BreakingPatternWageSettlements The immediate point of Boulwarism, however, was the break with pattern wage settlements that especially had rippled out from auto and steel negotiations. To Boulware that pattern had elements of theatrics in the postwar era when employ ers felt they had to go through the motions.of first offering essentially nothing when the real plan all along was, say,an increase of five cents an hour. As he put the rest of the scenario in his book: "Then, under public strike-threat pressure, about half would be offered. Then, after all the union repre sentatives had been called in from the plants and the resulting vote for a strike had been well aired in a receptive press, management would 'capitulate' by upping the offer to the full five cents per hour."

Argued Boulware: Pattern settlements played into the hands of union officials who portrayed an employee need to "triumph over greedy and BOULWARISM: IDEAS HAVE CONSEQUENCES 147 " we have simply got to learn, and preach, and practice what's the good alterna tive to socialism. And we have to interpret this to a majority of adults in a way that is understandable and credible and attractive." -LEMUEL R. BOULWARE 1949 Commencement Address to Harvard Business School Alumni viciousmanagement," and who accordingly had to drag an unwilling company into doing the right thing by its employees. Boulware believed that such tactics discredited both capitalism and the company in the eyes of employees. He further believed that those tactics nurtured employee resentment and hurt productivity by appearing to give credit to the unions for wringing from the company what it had been willing to give at the very outset of negotiations.

Accordingly Boulware abandoned the pattern idea. Instead he painstakingly researched each opening GE offer. Soon after that he presented an up-front fleshed-out competitive "product" that he termed "fair but firm"-an offer he felt would be at once attractive to the employees and within the limited means of the company and its customers. Union officialsbristled at this new management approach and argued that the offer was but a rigid "take-it-or-Ieave-it" stand, that for all its talk of "balanced best interests" GE was "playing God," that the company was simply not bargaining "in good faith," that it could have offered GE employ ees lots more out of its "swollen" profits without having to raise prices. As Boulware rebutted this soon-standard union rhetoric in hisbook: "The trouble with our country's socalled 'free collective bargaining' in those days was that it too often turned out to be not free, not collective, and, in fact, too one-sided to be real bargaining at all." So what often passed for bargain ing, he went on, was but the imposition of a settle ment that some union officialshad already unilater ally decided, even though for public consumption they might later cut their initiallytoo high demands by as much as half in order to look reasonable.

Too, Boulware maintained that he was not inflexible, that only one of his opening proposals wound up without amendment in the GE union contract, that he was always receptive to the idea of letting the unions provide "any old or new infor mation proving changes would be in the balanced best interests of all." The ongoing Boulware-union officialsbattle of ideas became public knowledge, and the media had a field day, with politicians, commentators, and editorialists taking sides. But GE's 1960 negotiations with the Interna tional Union of Electrical, Radio, and Machine Workers, AFL-CIO, misfired, leading to a three week strike and the NLRB ruling that through Boulwarism General Electric had committed an "unfair labor practice." For, according to that 1969 U.S. Second Court of Appeals decision sustaining the ruling, GE had allegedly used "sham discus sions" instead of "genuine arguments"; too, GE supposedly conducted a communications program that emphasized "both powerlessness and useless ness of union to its members" and that "pictured employer as true defender of interest of employ ees, further denigrating union, and sharply curbing employer's ability to change its own position."

Boulware retired from GE in 1961, and Boul warism as an idea and policy passed into history. Yet so too did the heyday of adversarial unionism and the tide of union membership, with both the nation's and GE's labor force becoming sharply de-unionized in the new age of information and global competitiveness. Ideas have consequences. Lemuel R. Boul ware's prescient long-run employee economic education program, anticipating today's quality circles, Tgroups, and closer employer-employee rapport, may have triumphed in the end. D 148 The Objectives of Economic Education by Ludwigvon Mises Editors' note: Ludwigvon Mises (1881-1973)was a pre-eminentexponentof free marketeconomics duringhis longand distinguishedacademiccareer. He was associatedwith The Foundationfor Eco nomicEducationas aconsultantandpart-timestaff member from shortly after FEE was founded in 1946 until his death. These extractsfrom a 1948 memorandum to Leonard E. Read, founder and presidentof FEE, appearin Economic Freedom and Interventionism,an anthologyof articlesand essays by Dr. Mises recently published by The Foundationfor EconomicEducation.

T he struggle between the two systems of socialorganization,freedomand totalitar ianism,will be decided in the democratic nations at the polls. As things are today, the out come in the United Stateswill determinethe out come for all other peoples too. As long as this countrydoes not go socialist,socialistvictoriesin other parts of the worldare of minorrelevance. Somepeople-among them very keen minds expecteithera revolutionaryupheavalofthe Com munists,a war with Russia and its satellites,or a combinationof both events. Howeverthismay be, it is obviousthat the final resultdependson ideologicalfactors.The champi ons of freedomcan win onlyif they are supported by a citizenryfullyand unconditionallycOlI1l1}itted to the idealsof freedom.They will be defeated if those mouldingpublicopinionin their own camp are infected with sympathiesfor the totalitarian program. Men fight unto death for their convic tions. But nobody is ready to dedicate himself seriouslyto a causewhichin his eyesis only50percentright.Thosewho say: "I am not a Communist, but ... " cannotbe counteduponto fightrigorously for freedomand againstCommunism.

In Russia, in 1917, the Bolsheviks numbered only a few thousand men. From the arithmetical pointofviewtheirforceswerenegligible.Yet,they were ableto seizepowerand beat into submission the whole nation becausethey did not encounter any ideologicalopposition.In the vast empire of the Tsars there was no group or party advocating economicfreedom.There was no author or teach er, no book, magazine,or newspaper that would havedeclaredthat freedomfrombureaucraticreg imentationis the onlymethodto makethe Russian people as prosperousas possible. All people agree that in France and in Italy [1948] the Communistdangeris verygreat.Yet, it is a fact that the majoritiesin both countries are hostileto Communism.However,the resistanceof these majorities is weak, as they have espoused essentialpartsofsocialismand ofthe Marxiancrit icismofcapitalism.Thanksto thisideologicalpen etration of Communistadversariesin France and Italy, the chances of the Communists are much better than the numbers of Communist Party memberswarrant.

Those engagedin the conduct of business,the professions,politics,and the editingand writingof newspapersand magazinesare so fully absorbed by the sundryproblemstheyhaveto face that they neglect to pay attention to the great ideological conflictsof our age. The urgent tasks of the daily routine imposeon them an enormousquantityof pressingwork, and no time is left for a thorough goingexaminationof the principlesand doctrines implied. Perplexed by the vast amount of detail and trivia, the practical man looks only at the shortrun consequences of the alternatives between which he has to choose at the moment and does not bother about long-run consequences. He falls prey to the illusion that this attitude alone is worthy of an active citizen successfully con tributing to progress and welfare; preoccupation with fundamental questions is just a pastime for authors and readers of useless highbrow books and magazines. In democratic America the men most distinguished in business, the professions, and politics have today the same attitude toward "theories" and "abstractions" that Napoleon Bonaparte displayed in ridiculing and abusing the "ideologues. "

The disdain of theories and philosophies is mainly caused by the mistaken belief that the facts of experience speak for themselves, that facts by themselves can explode erroneous interpretations. The idea prevails that no serious harm can be done by a fallacious philosophy, an "ism," however vit riolic and insidious; reality is stronger than fables and myths; truth automatically dispels lies;there is. no reason to worry about the propaganda of the apostles of untruth. There is no need to enter into an investigation of the epistemological issues implied in this widely held opinion. It may be enough to quote a few lines of John Stuart Mill. "Man," says Mill, "... is capa ble of rectifying his mistakes, by discussion and experience. Not by experience alone. There must be discussion, to show how experience is to be interpreted. Wrong opinions and practices gradu ally yield to fact and argument; but facts and argu ments, to produce any effect on the mind, must be brought before it. Very few facts are able to tell their own story, without comments to bring out their meaning." 1 MarxianPolylogism Those people who believe that the mere record of the American achievements of economic indi vidualism makes the youth of the United States safe from indoctrination with the ideas of Karl Marx, Thorstein Veblen, John Dewey, Bertrand Russell, and Harold Laski are badly mistaken.

They fail to discern the role that Marxian polylo gism plays in the living philosophy of our age. According to the doctrine of Marxian polylo149 gism, a man's ideas necessarily reflect his class position; they are nothing but a disguise for the selfish interest of his class and are irreconcilably opposed to the interests of all other social classes. The "material productive forces" that determine the course of human history have chosen the working "class," the proletariat, to abolish all class antagonisms and to bring lasting salvation to the whole of mankind. The interests of the prole tarians, who are already the immense majority today, willfinally coincide with the interests of all. Thus from the point of view of the inevitable des tiny of man, the Marxians say,the proletarians are right and the bourgeois are wrong. There is no need, therefore, to refute an author who disagrees with the "progressive" teachings of Marx, Engels, and Lenin; all that is needed is to unmask his bourgeois background and show that he is wrong because he is either a bourgeois or a "sycophant"

of the bourgeoisie. In its consistent and radical form polylogism is accepted only by the Russian Bolsheviks. They distinguish between "bourgeois" and "proletari an" doctrines even in mathematics, physics, biolo gy, and medicine. But the more moderate brand of polylogism, which applies the "bourgeois" or "proletarian" yardstick only to the social and his torical branches of knowledge, is endorsed by and large even by many of those schools and authors who emphatically call themselves anti-Marxian. Even at universities, which radical Marxians vilify as strongholds of bourgeois mentality, general his tory as well as the history of philosophy, literature, and art are often taught from the point of Marxian materialistic philosophy. The tenets of people committed to Marxian polylogism cannot be shaken by any argument advanced by an author, politician, or other citizen suspected of bourgeois affiliation. As long as a considerable part of the nation is imbued-many of them unwittingly-with the polylogistic doc trine, it is useless to argue with them about special theories of various branches of science or about the interpretation of concrete facts. These men are immune to thought, ideas, and factual information that stem from the sordid source of the bourgeois mind. Hence it is obvious that the attempts to free the people, especially the intellectual youth, from the fetters of "unorthodox" indoctrination must begin on the philosophical and epistemological level.

150 THE FREEMAN • APRIL 1991 The disinclination to deal with "theory" is tan tamount to yielding submissively to Marx's dialec tical materialism. The intellectual conflict between freedom and totalitarianism will not be decided in discussions about the meaning of concrete statisti cal figures and historical events, but in a thorough examination of the fundamental issues of episte mology and the theory of knowledge. It is true that the masses have only a very crude and simplified cognition of dialectical materialism and its offshoot, the socalled sociology of knowl edge. But all knowledge of the many is crude and simplified. What matters is not to change the ide ology of the masses, but to change first the ideolo gy of the intellectual strata, the "highbrows," whose mentality determines the content of the simplifications which are held by the "lowbrows." Marxism and "Progressivism"

The social and economic teachings of the self styled "unorthodox Progressives" are a garbled mixture of divers particles of heterogeneous doc trines incompatible with one another. The main components of this body of opinion were taken from Marxism, British Fabianism,· and the Prus sian Historical School. Essential elements were also borrowed from the teachings of those mone tary reformers, inflationists who were long known only as "monetary cranks." And the legacy of Mercantilism is important too. All Progressives loathe the 19th century, its .ideas and its policies. However, the principal ingre dients of Progressivism (except for Mercantilism which stems from the 17th century), were formed in that much-defamed 19th century. But, of course, Progressivism is different from every one of these doctrines, parts of each of which were synthesized to make Progressivism what it is.... Among those who call themselves Progressives there are certain ly a number of consistent Marxians.... The great majority of the Progressives, however, are moder ate and eclectic in their appraisal of Marx.

Although sympathizing by and large with the material objectives of the Bolsheviks, they criticize certain attending phenomena of the revolutionary movement, for instance, the Soviet regime's dicta torial methods, its anti-Christianism, and its "Iron Curtain." ... Many outstanding champions of Progressivism openly declare that they aim ultimately at a substitution of socialism for free enterprise. But other Progressives announce again and again that by the suggested reforms they want to save capitalism, which would be doomed if not reformed and improved. They advocate interventionism as a permanent system of society's economic organiza tion, not as do the moderate Marxian groups, as a method for the gradual realization of socialism. There is no need to enter here into an analysis of interventionism. It has been shown in an irrefutable way that all measures of intervention ism bring about consequences which-from the point of view of the governments and parties resorting to them-are less satisfactory than the previous state of affairs which they were devised to alter. If the government and the politicians do not learn the lesson which these failures teach and do not want to abstain from all meddling with com modity prices, wages, and interest rates, they must add more and more regimentation to their first measures until the whole system of market econo my has been replaced by all-round planning and socialism.

However, my purpose here is not to deal with the policies recommended by the champions of interventionism. These practical policies differ from group to group. It is merely a slight exagger ation to say that not only does each pressure group have its own brand of interventionism but so does every professor. Each is keenly intent upon exploding the shortcomings of all rival brands. But the doctrine which is at the bottom of interven tionist ventures, the assumption that contradic tions and evils are allegedly inherent in capitalism, is by and large uniform with all varieties of Pro gressivism and generally accepted with hardly any opposition. Theories which are at variance are vir tually outlawed. Anti-progressive ideas are repre sented in caricature in university lectures, books, pamphlets, articles, and newspapers. The rising generation does not hear anything about them except that they are the doctrines of the economic Bourbons, the ruthless exploiters and "robber barons" whose supremacy is gone forever.

The M. Thesis of Progressivism The doctrines which are taught today under the appellation "Progressive economics" can be con densed in the following ten points. 1. The fundamental economic thesis common THE OBJECTIVES OF ECONOMIC EDUCATION 151 to all socialist groups is that there is a potential plenty, thanks to the technological achievements of the last 200 years. The insufficient supply of useful things is due merely, as Marx and Engels repeated again and again, to the inherent contra dictions and shortcomings of the capitalist mode of production. Once socialism is adopted, once socialism has reached its "higher stage," and after the last vestiges of capitalism have been eradicat ed, there will be abundance. To work then will no longer cause pain, but pleasure. Society will be in a position to give "to each according to his needs." Marx and Engels never noticed that there is an inexorable scarcity of the material factors of production.

The academic Progressives are more cautious in the choice of terms, but virtually all of them adopt the socialist thesis. 2. The inflationist wing of Progressivism agrees with the most bigoted Marxians in ignoring the fact of the scarcity of the material factors of pro duction. It draws from this error the conclusion that the rate of interest and entrepreneurial profit can be eliminated by credit expansion. As they see it, only the selfish class interests of bankers and usurers are opposed to credit expansion. The overwhelming success of the inflationist party manifests itself in the monetary and credit policies of all countries. The doctrinal and seman tic changes that preceded this victory,which made this victory possible, and which now prevent the adoption of sound monetary policies are the fol lowing: a. Until a few years ago, the term inflationmeant a substantial increase in the quantity of money and money-substitutes. Such an increase necessarily tends to bring about a general rise in commodity prices. But today the term inflationis used to sig nify the inevitable consequenc~s of what was pre viously called inflation. It is implied that an increase in the quantity of money and money-sub stitutes does not affect prices and that the general rise in prices which we have witnessed in these last years was not caused by the government's mone tary policy,but by the insatiable greed of business.

b. It is assumed that the rise of foreign exchange rates in those countries, where the magnitude of the inflationary increment to the quantity of mon ey and money-substitutes in circulation exceeded that of other countries, is not a consequence of this monetary excess but a product of other agents, such as: the unfavorable balance of payments, the sinister machinations of speculators, the "scarcity" of foreign exchange, and the trade barriers erected by foreign governments, not by one's own. c. It is assumed that a government, which is not on the gold standard and which has control of a central bank system, has the power to manipulate the rate of interest downward ad libitum without bringing about any undesired effects. It is vehe mently denied that such an "easy money" policy inevitably leads to an economic crisis. The theory, which explains the recurrence of periods of eco nomic depression as the necessary outcome of the repeated attempts to reduce interest rates artifi cially and expand credit, is either intentionally passed over in silence or distorted in order to ridicule it and to abuse its authors.

3.Thus the way is free to describe the recurrence of periods of economic depression as an evil inher ent in capitalism. The capitalist society,it is assert ed, lacks the power to control its own destiny. 4. The most disastrous consequence of the eco nomic crisis is mass unemployment prolonged year after year. People are starving it is claimed, because free enterprise is unable to provide enough jobs. Under capitalism technological improvement which could be a blessing for all is a scourge for the most numerous class. 5. The improvement in the material conditions of labor, the rise in real wage rates, the shortening of the hours of work, the abolition of child labor, and all other "social gains" are achievements of government pro-labor legislation and labor unions. But for the interference of the government and the unions, the conditions of the laboring class would be as bad as they were in the early period of the "industrial revolution."

6. In spite of all the endeavors of popular gov ernments and labor unions, it is argued, the lot of the wage earners is desperate. Marx was quite right in predicting the inevitable progressive pau perization of the proletariat. The fact that acciden tal factors have temporarily secured a slight improvement in the standard of living of the American wage earner is of no avail; this improve ment concerns merely a country whose population is not more than 7 percent of the world's popula tion and moreover, so the argument runs, it is only a passing phenomenon. The rich are still getting richer; the poor are still getting poorer; the middle classes are still disappearing. The greater part of 152 THE FREEMAN • APRIL 1991 wealth is concentrated in the hands of a few fami lies. Lackeys of these families hold the most important public offices and manage them for the sole benefit of "Wall Street." What the bourgeois call democracy means in reality "pluto-democra cy," a cunning disguise for the class rule of the exploiters.

7. In the absence of government price control, commodity prices are manipulated ad libitum by the businessmen. In the absence of minimum wage rates and collective bargaining, the employers would manipulate wages in the same way too. The result is that profits are absorbing more and more of the national income. There would prevail a ten dency for real wage rates to drop if efficient unions were not intent upon checking the machinations of the employers. 8. The description of capitalism as a system of competitive business may have been correct for its early stages. Today it is manifestly inadequate. Mammoth-size cartels and monopolistic combines dominate the national markets. Their endeavors to attain exclusive monopoly of the world market result in imperialistic wars in which the poor bleed in order to make the rich richer. 9. As production under capitalism is for profit and not for use, those things manufactured are not those which could most effectively supply the real wants of the consumers, but those the sale of which is most profitable. The "merchants of death" produce destructive weapons. Other busi ness groups poison the body and soul of the masses by habit-creating drugs, intoxicating beverages, tobacco, lascivious books and magazines, silly moving pictures, and idiotic comic strips.

10. The share of the national income that goes to the propertied classes is so enormous that, for all practical purposes, it can be considered inex haustible. For a popular government, not afraid to tax the rich according to their ability to pay, there is no reason to abstain from any expenditure ben eficial to the voters. On the other hand profits can be freely tapped to raise wage rates and lower prices of consumers' goods. * * * These are the main dogmas of the "unortho doxy" of our age, the fallacies of which economic education must unmask. Success or failure of endeavors to substitute sound ideas for unsound will depend ultimately on the abilities and the personalities of the men who seek to achieve this task..If the right men are lacking in the hour of decision, the fate· of our civilization is sealed. . Even if such pioneers are available, however, their efforts will be futile if they meet with indif ference and apathy on the part of their fellow cit izens. The survival of civilization can be jeopar dized by the misdeeds of individual dictators, Fuhrers, or Duces. Its preservation, reconstruc tion, and continuation, however, require the joint efforts of all men of good will. D 1. Mill, On Liberty, Third Edition, London 1864,pp. 38-39.

ECONOMIC FREEDOM AND INTERVENTIONISM An Anthology of Articles and Essays by ,Ludwig von Mises Selected and Edited by Bettina Bien Greaves 263 pages, indexed Cloth: $29.95 Paper: $14.95 Order from: The Foundation for Economic Education 30 South Broadway Irvington-on-Hudson, NY 10533 153 The Re-Iegalization of Drugs by Tibor R. Machan and Mark Thornton A me.rieans are growingincreasingly skepti cal of the government's claims about winning the war against drugs. Should this war be supported because a smaller percent age of teenagers use marijuana, or should it be opposed because a larger percentage of teenagers and young adults use cocaine and crack? Should people be optimistic when multi-billion dollar shipments of cocaine are confiscated, or pes simisticthat seizures continue to increase yet have such little impact on price and consumption? We argue that drug prohibition was doomed to failure and that the best alternative is an immediate return to complete legalization of such drugs.

One of the clearest lessons from history is that suppression of voluntary trade only drives the mar ket underground and adds a criminal element. We claim that the trade and use of drugs should not be prohibited and must be dealt with by means of edu cation, character building, willpower, and social institutions, without benefit of force of arms. Unfortunately this proposition is no longer obvious in our "free" society-perhaps due to the wide spread conviction that individual responsibility is merely a relic of ancient philosophy and religion. The war on drugs received several major increases in funding during the 1980s,and the U.S. military is now heavily involved in druglaw enforcement. Despite these increased resources we are no closer to success with drug prohibition than socialism is at creating a "new economic man." The fact that a full array of illegal drugs is available for sale throughout the Federal prison Professors Machan and Thornton teach in the Depart ment of Philosophy and the Department of Economics, respectively,at Auburn University.

system, the Pentagon, and in front of the Drug Enforcement Administration building in Wash ington, D.C., demonstrates that little has been accomplished. One lofty goal of drug prohibition was to pre vent crime by removing access to mind-altering drugs. The great American tragedy is that prohibi tion has created a vast new area of criminal activi ty-crimes such as robbery, burglary, and prostitu tion committed in order to pay for the high prices of illegal drugs. It is well documented that drug users commit crimes to pay the high prices brought on by prohibition and that wealthy addicts do not. The rate of crimes with victimsincreased during the alcohol prohibition of the 1920sonly to decline rapidly in 1933,the year Prohibition was repealed. Crime continued to decline until the mid-1960s and has been increasing ever since. The prison population increased by 35 percent between 1984 and 1988. During that period the "criminals on parole" population increased by over 50 percent!

More innocent bystanders are being killed, more school systems are infected, and more neighbor hoods are destroyed by the growing problems of prohibition. The 1990 arraignment of Mayor Marion Barry was a spectacular media event, but drug prohibi tion has been corrupting the political process for a very long time. This corruption is not confined to the United States. A look around the globe shows that countries that produce, process, and sell illegal drugs are also afflicted with corrupt political systems-consider Southeast Asia, Lebanon, Mexico, South America. The government recently reported with great pride that a smaller percentage of teenagers are 154 THE FREEMAN • APRIL 1991 regular marijuanasmokers.What was left out of that press releaseis that consumptionof virtually everyother typeofdrughasincreasedandthat the number of reported deaths associatedwith illegal drug use continues to skyrocket. New types of drugssuchas smokablecocaineand syntheticopi ates are being introduced onto the streets at an alarmingrate. The switchfrom marijuanato the more potent and dangerous drugs is directly attributableto the enforcementof druglaws.

Prohibition forces black market suppliers to take precautionsagainstdetection.This ever pre sent profit-making incentive takes on several formssuchas: 1. Producing only the most potent form of a drug. 2. Switchingfrom low potency drugs, such as marijuana, to high potency drugs, such as cocaineand heroin. 3. Inventingand producingmore potent drugs, suchas "designerdrugs,"whichare synthetic opiatesthousandsoftimesmorepotent than opium. These resultshave been labeledaccuratelyin the popularpressthe "Iron Law of Prohibition." The history of drug prohibitions reveals that black markets produce low quality,high potency, and extremely dangerous products. The most powerfulweaponof theseblackmarketeersis not the gun, but the ability to stay at least one step ahead of law enforcement. The populationof the United Statesis growing older and more affluent. Normallythese demo graphicchangeswouldreducedruguse and addic tion. Even habitual heroin users stabilize their habitsand mature out of addictionif they survive the waron drugs.However,thesebeneficialtrends have beenfar outweighedby the increasedseveri ty ofthe effectsofprohibition.In fact,we wouldbe surprisedifprohibitionactuallydidwork.Anylaw or program that underminesindividualresponsi bility and libertyhas little chanceof enhancinga democraticand free market society.

Most Americans agree that prohibition is not working-the disputeis over what to do about it. Manyarguethat we don't havethe rightpeoplein charge,but we havebeenchangingthe guard(and the law)nowfor over150years.Others arguethat we justhaven'tdone enough,but thingshaveonly becomeworseas we devotemoreofour resources and surrenderour libertiesto this cause.The sup port for prohibitionrests on the fact that people cannot contemplate the obvious alternative legalization. The Benefitsof Legalization Legalizationhas manyobviousbenefits.Lower priceswouldmeanthat druguserswouldno longer haveto resortto crimeto payfor theirhabits.With the tremendousprofitsgone,corruptionof public officialswould be reduced, and because Ameri cansconstitutea bulkofworldconsumption,polit icalcorruptionworldwidewouldbe reduced. Governmentbudgetsat the Federal,state, and locallevelscouldbe cutas entireprogramsare dis mantled. However,one thing legalizationwould not do is balancegovernmentbudgets.There is no way that tax rates on drugs could be raised high enoughto offsetthemorethan$300billionFederal deficit.Furthermore,high tax rates wouldencour agetheblackmarkettocontinue,peoplewouldstill commitcrimesto pay the high prices,and politi cianswouldstillbe involvedin corruption.

Legalizationwillcreatejobsin theprivatesector. Peoplewill be employedmakingheroin,cocaine, and marijuanafor "recreational"and "legitimate" users. All of these products have legitimateuses andmayhaveas-yet-undiscovereduses.Marijuana (hemp) will be a valuable (and environmentally safe) sourceof productssuch as paper,fiber, fuel, buildingmaterials,clothing,animaland bird food, medicineand medicinalpreparations,and a pro teinsourcefor humans.It canbe grownin a variety of climatesand soil types and grows well without chemicalfertilizersor pesticides. The repeal of drug prohibitionswill allow po lice, courts, and prisons to concentrate on real criminalswhile at the same time greatlyreducing the numberof crimescommittedto payfor drugs. No longer will judges be forced to open prison doors because of overcrowding.The courts and police will be better able to serve and protect crimewill pay a lot less! Street gangswill deterio rate withouttheir incomefrom illegaldrugsales.

The peopleinvolvedand methodsof producing and selling drugs will change dramatically.The current dealersof drugswill not survivein a com petitive marketplace.Large companieswill pro duceanddistributethesedrugson a nationalscale. In such an environment the drugs will be less THE RE-LEGALIZATION OF DRUGS 155 "Re-legalization is the admission ofgovernment's failure in pursuit of a lofty goal, not a ringing endorsement of drug abuse." potent and less dangerous. Consumers will be safer and better informed-changes in the product will be consumer-driven. The producers will face many legal constraints such as negligence and product liability laws. The threat of wrongful death suits and class action lawsuits will also con strain their behavior. It is not surprising that these products were much safer before drug prohibition. The makers of Bayer Aspirin sold heroin pills that were safe enough to prescribe to babies, and the Coca-Cola company used cocaine in its product. These prod ucts were generally non-poisonous, non-toxic, and non-lethal. The three major free market drugs alcohol, caffeine, and nicotine-are substantially safer today than they were 10 or 30 years ago. The average potency of all three continues to decrease over time.

Constructive debate can overcome political and ideological maneuvering only if people clearly understand the differences between prohibition and legalization. Prohibition is simply a piece of legislation enforced by use of law officers, guns, and prisons.Prohibition is not drug education, drug treatment centers, rehabilitation centers, self-help programs such as AlcoholicsAnonymous, religion, family, friends, doctors, help hot lines, and civic organizations."Just SayNo" does not have to leave because we say goodbye to prohibition. "PrivateProhibitions" In discussing the problems of drug abuse many people feel that legalization would only reduce the prices of drugs and therefore only increase the amount and severity of drug abuse. People would be smoking marijuana in McDonald's, the school bus driver would be shooting up heroin, and airplane pilots would be snorting cocaine before takeoff. This confusion results from a failure to distinguish between prohibition and private contractual regulations.

Restaurants could prevent people from smok ing marijuana just as they have the right to prevent people from smoking cigarettes or from entering without shoes. Airlines, railroads, and nuclear power plants have the right and incentive to con tract with their workers, for example, not to drink alcohol on the job. These "private prohibitions" are generally aimed at the most significant prob lems of drug use such as safety. Not only are they specificallytargeted, they are better enforced-co workers, customers, unions, insurance companies, and management also benefit from such restric tions and therefore contribute to enforcement. The use of private restrictions and drug testing will be enhanced after the repeal of prohibition. While we haven't examined all aspects of prohi bition and legalization, enough of the issues have been discussed to refute many of the myths of legalization and to make the question of quantity consumed a non-issue. Re-Iegalization is the admission of government's failure in pursuit of a lofty goal, not a ringing endorsement of drug abuse.

Legalization has been labeled immoral by pro hibitionists, but nothing could be further from the truth. Reliance on individual initiative and respon sibilityis no sin. It is not only the key to successin the battle against drug abuse, it is also a reaffirma tion of traditional American values. How can someone make a moral choice when one is in fact forced into a particular course of action? How is the fabric of society strengthened when we rely on guns and prisons to enforce behavior rather than letting behavior be determined by individual responsibility and family upbringing? The sooner we move toward re-Iegalization, the sooner we can begin the process of healing the scars of prohibition, solving the problems of drug abuse, and curing this nation's addiction to drug laws. 0 156 Knowledge-Processing, Spontaneous Order, and the Free Market by Sylvester Petro I hope with this to SP.Oilthe fun they are having in the groves of academe with the ideas about knowledge and "spontaneous order" that Friedrich Hayek has emphasized so much over the years. Even while agreeing that the ideas are inter esting, I think they have become distracting.

Knowledge is generally admired; academic free dom is rampant except where restrained by the dominantly leftist professoriate; and San Francis co, Paris, London, Berlin, Florence, and all points between are flooded with "spontaneity," while lacking in decent order. Knowledge, information flow, and "spontaneous order" are in no danger. Your truly endangered species today is econom ic freedom. Intoxicated with joy over the break down of the Iron Curtain countries, we are paying too little attention to the restraints on economic activity burgeoning in the West. Yes, of course, free enterprise will continue to feed the people even as governments are killing it bit by bit. But killing is killing, and no human institution is in destructible. If discovery and spontaneity are in no danger, while economic freedom is threatened, common sense tells us to concentrate our re sources where they are most needed.

Make no mistake about it. Free enterprise has never been in more danger in the West. Both here and abroad swollen bureaucracies are approach ing critical bloat, absorbing enormous shares of national product while pushing for more authority Dr. Petro is Director of The Institute for Law and Policy Analysis,Winston-Salem, North Carolina, and Trustee Emeritus of FEE. to direct the rest. Legislatures, flouting constitu tional restraints, devote themselves exclusivelyto confiscation and redistribution; they take wealth and freedom from the savers and producers and give them to the bureaucrats, the looters-the Greens, the reds, the blues-the ecologylobby,the big spenders, the regulators, the ever-active inter ventionists. Thus statism burgeons in the West while it disintegrates in the East. And even as we are drowning in debt our governments keep spending like drunken sailors, piling up ever increasing deficits, and taxes, and funny money. It will be a miracle if we don't run into big trouble.

It doesn't seem right to be fiddling with knowl edge-processing and spontaneous order while the free enterprise system is going up in smoke. Certainly the more we know the better off we are, as a rule; and the more liberty we have to acquire and to disseminate knowledge, the more productive our society will be. No one except the Marxists has ever doubted this. But until lately center stage for Austrian libertarians has been occupied by total freedom, the freedom to act, freedom of which knowledge-processing is but a part, and which is better described as rational than as "spontaneous." Let us quit confusing the parts with the whole. A person is free when he owns himself and the fruits of his labor. For slavery is understood to be the condition in which one person and his labor are owned by another, involuntarily. Further, owning means the power of disposition. The free person is at liberty to consume what he owns, to exchange it with anyone willing to participate in the exchange, to preserve it if he can, to discard it if he wishes, to destroy it if he can do so without hurting anyone else, and to invest it. These inci dents of the right of private property are what create a free society, the only setting in which a market economy is possible.

The Essenceof the Market So why all the preoccupation with the role of knowledge in the economy? It is but one feature of the market economy, and by no means "of the essence." The essential feature of the market economy is not knowledge, its generation, or its dissemination. If the market economy generates and distributes knowledge more efficiently than other systems do, and makes better use of it, that is because the market economy is the best way to organize human society, to get the most and the best out of human beings. Human beings flourish in freedom, and desiccate and deteriorate in slav ery. For human beings, freedom is the optimizing institution. It fits us fine. The heart of the matter is freedom, the freedom to act and to interact: to produce, to consume, to invest, to exchange, to work, to think, to commu nicate or to remain silent. With this unitary free dom we have a market economy; without it we don't. It's humanactionthat counts. Knowledge is just a piece of the action.

How far would we get if there were only the freedom to think? How far if there were only the freedom to write? To speak? Imagine a society in whichyou could think, or speak, as you wished,but where you could not work at any job you could find, and your possessions were insecure, and you had no privilege of investment at will. What if you could say whatever you wanted, but you had to work where you were told to work, and you would be hanged if you offered what you owned for sale? Let us have an end of this exaggerated empha157 sis upon the role of knowledge in the market. It is a fad, an academic fashion show. It is overkill. And a free society has no more to do with "spon taneous order," either. More thought, and infinitely better thought, has gone into the devel opment of the free society than has gone into all the other, failed, systems. Painful thought, hard work, excruciating rationality-these are our heritage, the heritage of the laborious West and of its current Oriental epigoni.

Of course every Austrian libertarian thrives on spontaneity, when it is disciplined by reason and moral restraint. But real, unplanned, genuine spontaneity is likely to do the market order in if we aren't careful. This country, with all its faults, remains the closest thing to a market order that the world has ever known. It is seeing, though, that genuine spontaneity does not produce order; it produces chaos. We are in trouble because while we have spontaneity, we don't have order, a fact that raises questions about the term "spontaneous order." Our educational and spiritual institutions are in shambles. Our kids are wayward, indolent, igno rant, addictive to a greater extent than I have encountered before, in life or in books. Our politi cians, for the most part irresponsible, are stran gling the right of private property and diminishing the competitiveness of the American economy in countless ways.

But is anyone threatening academic freedom or adolescent, or spiritual, or political spontaneity? I recommend that we direct less of our ratiocinative energies to "knowledge-processing" and to "spon taneous order," whatever that self-contradictory term is supposed to mean, and more to the way that governments, trade unions, and the more freakish members of our society are limiting the freedom to act, to save, to invest, to produce. The current emphasis on knowledge and "spontaneous order" is a cop-out, or the tail waggingthe dog, or both. Away with it. D " The marketprocessis coherentand indivisible.It is an indissolubleintertwine mentof actionsand reactions,of movesand countermoves." -LUDWIG VON MISES HumanAction 158 A REVIEWER'S NOTEBOOK Stalin's Apologist by John Chamberlain S talin's Apologist is an apt title for S. 1. Tay lor's absorbing story of W~lter Duranty (Oxford University Press, 404 pages, $24.95 cloth). But whether Taylor's subtitle of Walter Duranty, the New York Times's Man in Moscow holds up in all its implications depends entirely on whom the reader chooses to question.

The Times certainly used Duranty, who had a facilityfor turning out readable "I was there" copy. It played up Duranty's stories in columns adjacent to those written by Jimmy James, the Times man aging editor. But James, along with Freddie Bir chall, a previous managing editor who worked out of Berlin, disliked Duranty and would never have accepted him as an officialspokesman. Eventually James let Duranty go on a $5,000retainer that kept him out of Moscow for nine months of the year. It was a pleasant way of being fired. As the Times daily book reviewer in the Thir ties, I handed my copy directly to James, who sel dom questioned anything. I listened to his tirades about Duranty. I also listened to Joseph Shaplen and Simeon Strunsky, who wanted to see Duranty replaced, as he eventually was by Harold Denny. The main count against Duranty is that he was Stalin's man no matter what. Nobody on the Times said so openly. I was flabbergasted when in the elevator I heard Duranty, on one of his trips to New York, say that three million people had died in the Ukraine in a man-made famine. This seemed to me tremendous news. I repeated what I heard, but Duranty, worried no doubt about a return visa, denied he had ever said it. That made me a liar, but Simeon Strunsky, who had heard Duranty too, came to my rescue.

The Times could have had a major beat if Duranty had been willingto tell all he knew about Stalin's decision to starve out the better farmers known as kulaks. But it remained for others-in particular, the Manchester Guardian-to get the beat. An exasperated William Henry Chamberlin quit his job as Moscow man for the Christian Science Monitor to get the story told in the West. Ms. Taylor lets Joseph Alsop have his bitter say in an introduction to a chapter called "The Masters of Euphemism." Says Taylor: "On the 30th of December, 1974, syndicated columnist Joseph Alsop was bowing out. His last column, intended as a warning against the dangers of 'the reporter's trade,' turned into a character assassina tion of Walter Duranty-a man who had suc cumbed, as Alsop said, to that 'fatal hankering to be fashionable .... ' Alsop's shot at Duranty was based on the famine cover-up, and he singled Duranty out as the one who threw a blanket over the fire. 'Duranty ... covered up the horrors and deluded an entire generation by prettifying Soviet realities. He was given a Pulitzer Prize. He lived comfortably in Moscow, too, by courtesy of the KGB.'" In discussing Duranty privately, Alsop called Duranty "a fashionable prostitute" who made lying his "stock in trade." He even lied, though facetiously, about his wooden leg.

While Duranty was busy "prettifying" Soviet realities, hardier souls were trying to evade travel restrictions to find out what had actually hap pened in the anti-kulak drive. William Stoneman of the Chicago Daily News and Ralph Barnes of the New York Herald Tribune, acting on a tip from Eugene Lyons, went to the North Caucasus and the Ukraine, only to be arrested and sent back to Moscow. But they had seen enough. Malcolm Muggeridge, just out from England, bought a ticket to Kiev. His article, which appeared in the ManchesterGuardian,corroborated the findings of Stoneman and Barnes. The big follow-up of the pioneering three was provided by Gareth Jones, who reported fully on his three-week walking trip. Duranty's reaction to the findings of Stoneman, Barnes, Muggeridge, and Jones was that the famine was "mostly bunk." He led a pack in "throwing down Jones," which had a popular run on the Left.

Oddly enough, it was Stoneman who made excuses for Duranty. Nobody, says Stoneman, seemed in a hurry to cover the famine story. As Stoneman saw it, Duranty was "simply amoral, without any deep convictions about the rights and wrongs of Communism." In sending out Joseph Alsop's "assassination" column, Stoneman would always add a note that Duranty behaved as other New York Times men did during the same period in Paris, Berlin, and London. What moved Duranty was a desire to be right about the future. He had placed his bet on Stalin. Everything else followed from that. Even the purges were justified as necessities for keeping Stalin in power. Duranty's great sin was to care more about guessing right than about the nature of right itself. He was far from being alone here. In the end Duranty was to suffer for guessing wrong. He had never saved any money, and he was reduced to the status of beggar when editors turned him down. His women friends saved him.

After Stalin's death he married one of them just before he died. Duranty had been an opium smoker as a young man. He gave up opium because it interfered with his sex life. The Timesdid not worry about his past or his womanizing as long as the good stories flowed. In all, the Timeswas as amoral as Duranty himself. 0 159 THE ROAD TO A FREE ECONOMY by Janos Kornai W. W. Norton & Company,500 Fifth Avenue, New York, NY 10110• 1990 •224 pages• $16.95cloth Reviewedby PeterJ. Boettke T he heady events of 1989in Eastern Europe have given way to the sober reality of the 1990s. The road from serfdom will not be easy. As Czechoslovak Foreign Minister Jiri Dienstbier recently said: "It was easier to make a revolution than to write 600 to 800 laws to create a market economy." (The Wall StreetJournal,Sep tember 18, 1990) Perhaps the biggest problem is the advice of Western "experts" who warn East Europeans of the dangers of free markets. Most Western economists are convinced that the formerly socialist economies simply pursued the planning principle too vigorously, thus confronting the bureaucracy with an overly complex task. In addi tion' they maintain, in those cases where partial marketization did occur, East European economists didn't learn how to manage their economies effectively. With the right institutional framework-a central bank, a Federal Trade Commission, an Environmental Protection Agen cy, and so on-the economy could be managed efficiently, and the vagaries of unfettered markets could be controlled.

Moreover, Western institutions, such as the World Bank and the International Monetary Fund, continue to provide aid for the planningand managementof economic development to some 75 governments around the world, including those in Eastern Europe. The IMF has committed $2 bil lion since February 1990 to Poland, Yugoslavia, and Hungary; the World Bank plans to lend between $7 and $8 billion to East European gov ernments over the next three years. A new Euro pean Bank for Reconstruction and Development has been formed, and President Bush has pledged $1.2 billion in U.S. funds. Thisallfliesin thefaceoftheoverwhelmingfail ures of government economic planning and for eign aid programs. The very aid packages offered, by subsidizing existing political/economic struc tures, would undermine the revolutionary trans formation that is needed if the formerly Commu nist economies are to get on their feet.

There are, fortunately, some clear thinkers on 160 THE FREEMAN • APRIL 1991 this matter. One of the best is Janos Kornai of Har vard University and the Hungarian Academy of Sciences. Professor Kornai, one of the-leading scholars of the socialist economy and a longtime reform economist in Hungary, explains the deep structural problems that socialist economies face. He then offers an uncompromising solution to those problems. According to Kornai, the fundamental problem confronting socialist economies is that socialist enterprises encounter only "soft" budget constraints. By this he means that state subsidies destroy any profit incentive for socialist firms to act in an economic fashion. Instead, political ratio nales govern the allocation of resources, and prob lems of bureaucratic management result. But Kornai's argument is not that the govern ment should somehow try to harden the budget by tinkering with incentive schemes. He wouldn't, for example, SUbstitute profit targets for gross output targets or bonus schemes. Such tinkering with the industrial system doesn't work, he stress es. Effective "hard" budget constraints are possi ble only in a market economy with the rights of private ownership secured by the rule of law. The idea of markets without property rights is an illu sion. The idea of "market socialism," Kornai con cludes, has revealed itself in theory and practice to be a "fiasco."

In reaching this conclusion, Kornai correctly recognizes that this was a point emphasized by the great classical liberal economists of this century, Ludwig von Mises and F: A. Hayek. Not only does he acknowledge his intellectual predecessors, he adopts a basically classicalliberal agenda as a mod el for the transition to free markets. As he states: "There is no need for hundreds of new regulations Get Organized! that fuss over significant modifications of the bureaucratic restrictions on the private sector, and vacillate over whether to yield at one point or to maintain curbs at the other. It would be more expedient to approach the issue from the opposite direction, by giving unambiguous and emphatic statutory force to the principle that the private sec tor has unrestricted scope in the economy." (emphasis added) Kornai refers to his program as a "surgery" and argues that reform must be accomplished in one stroke. The program entails, on the micro-eco nomic side, the establishment of a constitutional right to private property, freedom of entry, and unrestricted market pricing to guide exchange and production. On the macro-economic side, Kornai argues for a program that: (1) stops inflation, (2) balances the budget, and (3) eliminates price and production subsidies.

One may disagree with Kornai on specifics of his program-for example, his qualifications con cerning externalities, his arguments about manag ing macro-demand, and his call for continued Western aid. But his overall vision of the transfor mation process is the closest thing to a classicallib eral program for Eastern Europe yet available. Even the much lauded SOO-dayplan of the Soviet economist Stanislav Shatalin pales in comparison with Kornai's vision of economic liberalization. One only hopes, for the fate of the people climbing out of the Communist rubble, that Kornai's words get through. D PeterJ. Boettke, Assistant Professorof Economics, New York University,is the authorof The PoliticalEconomyof SovietSocialism:The FormativeYears,1918-1928(Kluwer AcademicPublishers,1990). Attractive blue binders for twelve issues of The Freeman will keep your 1991 issues in order. Price: $12.00 postpaid.

Order from: The Foundation for Economic Education 30 South Broadway Irvington-on-Hudson, New York 10533 VISA and MasterCard orders accepted. Please give us your name, address, card num ber, expiration date and signature.

THEFREE IDEAS ON LIBERTY 164 Transformingthe CommandEconomies Hans R Sennholz Fivestepsfor reformingCommunisteconomies. 167 Germany:The Promiseof Freedom DonaldJ. Boudreauxand ThomasK. Plofchan,Jr. Does areunifiedGermanythreaten worldpeace? 171 Unsafeat Any Speed:The Caseof RepetitiveMotionInjuries John Hood How regulationharmsworkplacesafety. 173 Homosexuality'sLegalRevolution CarlR Horowitz Legalprivileges canlead to dire consequences. 182 ShouldGovernmentSubsidizeHigherEducation? James L. Payne It's time to addresssomebasicquestions. 184 The Centre SquareWaterWorks:A Monumentto GovemmentInefficiency JamesA. Maccaro Our firstpublicworksfiasco. 186 The OnlyFailureWe Haveto Fear Is the Fear of Failure DwightR. Leeand RichardB. McKenzie General economicfailurestemsfrom the fear of smallfailures. 189 The LockerRoomIs PrivateProperty DonaldG. Smith A businessownerhas the rightto admit anyonehe chooses.

190 AffirmativeDisintegration:India'sMostDangerousDecade ShyamJ. Kamath "Affirmativeaction"sets offcasteriots. 193 "Acting Black"CrushesPersonalSpirit Jason D. Hill Breakingthe chainsof racialstereotyping. 195 The RightNot to Live WilliamB. Irvine The rightto die is an inherent part of the rightto life. 196 BookReviews John ChamberlainreviewsThe ConservativeConstitutionby RussellKirk; StevenYatesreviewsUnfinishedBusiness:A CivilRightsStrategyfor America's ThirdCenturyby ClintBolick;WilliamH. PetersonreviewsThe Greatest-Ever Bank Robbery:The Collapseofthe Savingsand Loan Industryby MartinMayer. CONTENTS MAY 1991 VOL. 41 NO.5 THEFREEMAN IDEASON LIBERTY Published by The Foundation for Economic Education Irvington-on-Hudson, NY 10533 President of The Board: Bruce M. Evans Vice-President: Robert G. Anderson Senior Editors: Beth A. Hoffman Brian Summers Contributing Editors: Bettina Bien Greaves Edmund A. Opitz Paul L. Poirot Copy Editor: Deane M. Brasfield The Freemanis the monthly publication of The Foundation for Economic Education, Inc., Irvington-on-Hudson, NY 10533.FEE, established in 1946 by Leonard E. Read, is a nonpolitical educational champion of private property, the free market, and limited govern ment. FEE is classified as a 26 USC 501 (c) (3) tax-exempt organization. Other officers of FEE's Board of Trustees are: Thomas C.

Stevens, chairman; Philip M. Spicer, vice chairman; Paul L. Poirot, secretary; Don L. Foote, treasurer. The costs of Foundation projects and services are met through donations. Donations are in vited in any amount. Subscriptions to The Freemanare available to any interested per son in the United States for the asking. Addi tional single copies $1.00;10 or more, 50 cents each. For foreign delivery, a donation of $15.00a year is required to cover direct mail ing costs. Copyright © 1991 by The Foundation for Economic Education, Inc. Printed in the U.S.A. Permission is granted to reprint any article in this issue except "Transforming the Command Economies" and'" Acting Black' Crushes Personal Spirit," provided appropri ate credit is given and two copies of the reprinted material are sent to The Founda tion. Bound volumes of The Freemanare available from The Foundation for calendar years 1971 to date. Earlier volumes as well as current is sues are available on microfilm from Univer sity Microfilms, 300 North Zeeb Road, Ann Arbor, MI 48106.

The Freemanconsiders unsolicited editorial submissions, but they must be accompanied by a stamped, self-addressed envelope. Our author's guide is available on request. Phone: (914) 591-7230 FAX: (914) 591-8910 PERSPECTIVE AgriculturalPolicy Agriculturalpolicyin the United States is in a mess,to put it mildly.It is costly;it is controversial; it is counterproductive. Federal income transfer payments to farmers have been at near record levels,but news stories persistof farm failures,pressureson agribusiness firms, and the need for new rural development initiatives. Commodity group is set against commodity group as grain producers seek higher prices and livestockproducersgrapplewithartificiallystimu lated feed prices. Our grain and cotton producers are geared to producefor the exportmarket,but theyare tiedto governmentalpriceand productionprogramsde signed primarilyfor the domesticmarket. Their firstmarket,too often,is essentiallya government bin or a governmentwarehouse.

In severalstateslastyear,farmersgotmorethan halfof their net cashfarm in.comein the form of a governmentcheck.... It is instructiveto note that only about 40 per centof U.S. farm commoditiesare under effective price support. Non-pricesupported commodities includecattle,hogs, poultry,fruitsand vegetables and, untilrecently,soybeans.Thesecommodities, in the main,havebeen profitable.Theydon't cost the Treasurylarge sums of money. Producersare free to expand or contract as they choose.They neednotseek"permission"fromthe countyASCS office to plan the scope of their operation. They haveexpandedtheir markets. The troubled areas are precisely those com moditiesthat have had the largestdegree of gov ernmental price intervention.These includefeed grains,food grains,cotton,peanuts,sugar,and to bacco. These are the commoditiesthat have suf fered market loss and have borne oppressivepro ductionand marketingcontrols.

Basic Observation:The higher the degree of governmentalinvolvementin pricingand market ing,the deeperthe economicpitin whichthe com moditywallows. -EARL L. BUTZ, Dean Emeritus of Agriculture, Purdue University.This is from a summaryof his remarks delivered on July 28, 1990, in Abilene, Kansas.

Meetingofthe Minds Drink tea, and you give a friendly pat on the back to the people of India or Sri Lanka. Eat a ba nana and you stroke the people of Ecuador or Cos ta Rica. Bite on a bar of chocolate and you help add dignity to the people of Ghana or the Ivory Coast. Fly Lufthansa, Alitalia, or Japan Air and you advance our relations with our former adver saries' the once-Axis Powers of Germany, Italy, and Japan. Motor down the highway and you just may be something of a goodwill ambassador to Saudi Arabia, Venezuela, or Indonesia. Even local frictions and antagonisms tend to be smoothed over and calmed down through market place voting. Catholics and Protestants trade with each other-i.e., vote for each other!-in Belfast, as do Malays and Chinese in Kuala Lumpur, Hin dus and Moslems in Bombay, Arabs and Jews in Jerusalem, blacks and whites in Johannesburg. For to a very great extent, the marketplace is color blind and bias-free in a one-on-one global meeting of the minds.

-WILLIAM H. PETERSON, speaking at Gettysburg College, September 27, 1990 The ChessMen Adam Smith, in The Theory of Moral Senti ments,compares central planners to chess players: "The man of system ... is apt to be very wise in his own conceit; and is often so enamored with the supposed beauty of his own ideal plan of govern ment, that he cannot suffer the smallest deviation from any part of it. He goes on to establish it com pletely and in all its parts, without any regard ei ther to the great interests, or to the strong preju dices,which may oppose it. He seems to imagine that he can arrange the different members of a great society with as much ease as the hand ar ranges the different pieces upon a chess-board. He does not consider that the pieces upon the chess board have no other principle of motion besides that which the hand impresses upon them; but that, in the great chess-board of human society, every single piece has a principle of motion of its own, al together different from that which the legislature might choose to impress upon it. If those two prinPERSPECTIVE ciples coincide and act in the same direction, the game of human society willgo on easily and harmo niously, and is very likely to be happy and success ful. If they are opposite or different, the game will go on miserably, and the society must be at all-times in the highest degree of disorder."

As we examine U.S. policy in the Middle East, Smith's words return to mind. Do not, in fact, State Department strategists view the Middle East as a giant chess-board, as they decide whom to subsi dize, whom to arm, whom to attack, and whom to try to tum against whom? Central planning has failed around the world. Trying to play chess with nations hasn't worked very well either. -BRIAN SUMMERS SovietFreedomof the Press The current situation is that the state possesses a monopoly on printing presses, paper, and distribu tion facilities; and the success of a publication de pends less on the marketplace than on its relation ship with the state. Such freedom of the press is no more than a Soviet propaganda bluff unless the owners of new media enterprises gain en trepreneurial freedom. There is little point in hav ing the right to reach a masspublic without also hav ing the right to organize the effort so that it can endure. A free press will not long remain free if its editions appear only on state paper and are printed only on state printing presses at the pleasure of state agencies.

-ALEXANDER PODRABINEK, writing in the June 26, 1990, issue of the Express-Chronicle,a pro-demo cratic newspaper published in Moscow.Translation by the Center for Democracy in the U.S.S.R., 358 West 30th Street, New York, NY 10001. Reader'sDigestReprints .ChinaArticle "Kun Shou You Dou: Even a Cornered Beast Will Fight," by Marcella Smith, has been reprinted in the March 1991 issue of Reader'sDigest.This ar ticle originally appeared in the December 1990 is sue of The Freeman. Freemanreaders may obtain copies of the Digest version of the article by writing to FEE.

164 THEFREEMAN IDEASON UBERTY Transformingthe CommandEconomies HansR Sennholz T o transform a Communist system into a . market order is like trying to reform a per son suffering from alcoholism or drug addiction. The addict, knowing little of healthful living, has developed a multitude of physical and psychological deficiencies and dependencies. When he finally musters the strength for reform, he soon suffers the symptoms of withdrawal such as weakness, trembling, and mental· depression. The discomfort and pain then cause him to return to his addiction. Despite all the talk about transformation to a market order, progress is lacking almost com pletely in the Soviet Union and is limited rather narrowly in the satellite countries such as Poland, Czechoslovakia, Hungary, Romania, and Bulgar ia. Although most Communist leaders solemnly acknowledge that an eventual systemic change is necessary, they are afraid of many aspects of the market order of which they know so little. In par ticular, they are fearful of mass unemployment and other forms of "exploitation of the weak and poor" which, they are convinced, are clear results of capitalism. This fear is echoed by a diverse chorus of ex-Communists, socialists, social demo crats, and erstwhile central planners who, despite their free market rhetoric, are addicted to the old order.

President Gorbachev and his followers are deploring the "extremely high costs" of transformDr. Sennholz heads the Department of Economics at Grove City College in Pennsylvania. ing the command economies. They are warning of the economic crashes and disruptions that "radical restructuring" is said to bring about. They point with alarm at Poland's gross national product which is reported to have declined by 16 percent since an economic reform program was initiated in January 1990;unemployment is said to have risen to one million, and goods prices allegedly out paced wages by 35 percent. Wherever they look, they seek and find reasons or excuses for delaying and temporizing. In reality, the costs and pains of transition are minimal provided the transformation is swift and comprehensive. When man is free to improve his well-being he does so without delay, even on the first day of reform. He does so in Budapest as well as in Moscow.Every 1990reform that actually set him free, therefore, immediately improved his economic condition-no matter what the statisti cians want us to believe.

The economic data that the Eastern European governments are so quick to release are flawed for a number of reasons. They rest on the spurious statistics of output and income of the prior com mand system which are compared with the real levels of productivity in the fledglingmarket order. Poland's 16 percent decline in GNP is calculated from pre-reform Communist statistics that were greatly overstated. After all, economic command systems, lacking the guidance of market valuation and pricing, always operate in the dark, unable to compare the value of input with the value of output. Their production statistics include much phys ical but valueless output, such as clothing no one can wear or food no one can eat. Similarly,since the statistics of command production have to meet quantitative norms rather than produce valuable items for the market, they fail to allow for inferior product quality. And finally,Communist statistics are frequently based on faulty reporting-the embellishment of data to meet or exceed the expected quotas. The central authorities then fur ther "improve" the faulty data for propaganda purposes.

Before Communist East Germany was re united with West Germany, its per-capita GNP was reported at 88 percent of that of West Ger many. Recent estimates suggest that the Commu nist figure was overstated by more than 50 per cent. If this rate of overstatement holds true also in Communist Poland, the reported 16 percent decline in GNP since the inauguration of reform may actually signal a significant rise in production and income. The unemployment statistics that frighten the reformers are equally misleading. They compare the rates of unemployment that become visible today with the make-work, featherbedding, and pay-without-work unemployment that is hidden in all political command systems. They reveal the truth that heretofore was hidden behind the veil of Communist fiction and probably indicate real improvement in productive employment. Finally, the post-reform inflation that is laid on the doorsteps of the market order is completely misplaced. It actually springs from the hidden inflationary practices of the command regimes.

When goods prices are set free after many years of command pricing, they immediately adjust to the true state of affairs. Soaring prices promptly remove the money "overhang" left by the previous system, solve the goods shortage that constitutes a money surplus, and eliminate the long queues of people waiting patiently to buy a few shabby items. The inflation the reformers lament clearly is the inevitable consequence of command policies. Price inflation may also be the undesirable result of current money creation and credit expan sion. The reformers, most of whom are ex-Com munists and socialists, continue to wield complete control over their country's money and banking structure. For one reason or another they indulge in massive deficit spending which they easily 165 finance through the issue of large quantities of monopolistic legal-tender money. The subsequent rise in goods prices is foreseeable and unavoidable.

Yet the reformers are quick to place the blame for the rise on the privateproperty individual-enter prise system. Reform is a test of beliefs. It must be preceded by a profound acceptance of the values and princi ples of the market order. Otherwise, all efforts will be futile, and the new social and economic edifice will be built on the shifting sands of the command system. FiveStepsof Reform To transform a Communist economy to a pri vateproperty economy is a formidable but tractable undertaking. The tractability requires five steps of reform that need to be taken simulta neously or in short order: 1) The Communist regime must relinquish direct and indirect control over the people's money and credit. The central bank that issues monopolistic legal-tender money must be abol ished or, at least, be prevented from engaging in inflationary practices. 2) The regime must relinquish allmanifestations of control over the capital market. Therefore, it must exert budgetary discipline and abstain from draining and mutilating the capital market.

3) All price, wage, and rent regulations, which are really people controls, must be abolished so that consumers rather than politicians and officials determine the mode of production and rewards. Free prices must be permitted to restore the link between consumers and producers and allocate income according to costs and productivity. 4) All means of production now owned or con trolled by the regime must be privatized forthwith. They may be returned to the individuals and their heirs from whom they were seized or, if no heirs can be found, be distributed among the workers who use them. The new owners, in turn, must be free to sell their shares in the capital market. 5) To link the transforming economy to the world economy and to international competition, all import and export restrictions must be lifted and the people be permitted to exchange their goods and services with people everywhere.

To focus on one or another of these steps and exclude the rest is to invite failure and disappoint166 THE FREEMAN • MAY 1991 ment. It may even lend strength and support to the enemies of reform who would love to repair their power of command and restore the old system. All five steps need to be taken simultaneously or in short order so that the market order emerges unhampered and unimpaired and is permitted to function efficiently. Omitting a single step may jeopardize the reform. The money monopoly in the hands of gov ernment is likely to lead to soaring inflation and monetary disintegration. Continuing control over the capital market may permit government to engage in massive capital consumption, to exhaust and deplete the market, and cause economic stag nation and decline. Price, wage, and rent controls would prevent the readjustment of production to consumer choices and preferences. Government ownership of the means of production would con tinue to breed inefficiency and corruption and pro tect officials and servants from the fresh air of competition. It would deprive the people of com petent services and burden taxpayers with the loss es incurred by the public enterprises. Finally, con tinuation of export and import restrictions would deprive the people of the tremendous advantages that flow from the international division of labor.

A move toward reform is simply the result of ideas of reform taking hold on the mind. Such ideas are burgeoning throughout the Communist world, no matter what the detractors may do to sti fle them. Many mistakes are likely to be made on the road to individual freedom and the private property order. Yet mistakes provide opportuni ties for learning and lessons in wisdom. D 1990-91EssayContestWmners "A World Without Walls: Prospects for Freedom in Eastern Europe and China" sponsored by The Foundation for Economic Education COLLEGE DIVISION First Prize ($1500): Joel Frederick Kluender, University of Connecticut, Storrs, Connecticut, "The Prospects for Freedom" Second Prize ($1000): Paul Cwik, Hillsdale College, Hillsdale, Michigan, "From the Tops of Mountains" Third Prize ($500):Howard S. Hogan, Georgetown University, Washington, D.C., "The Rewards of Freedom" IBGH SCHOOL DIVISION First Prize ($1500 Scholarship): Ilya Somin, Lexington High School, Lexington, Massachusetts, "Freedom for Its Own Sake: Liberty and Eastern Europe"

Second Prize ($1000 Scholarship): Candi Delgatty, Jack C. Hays High School, Kyle, Texas, "Opening the Door to a Free Society" Third Prize ($500Scholarship): Laura M. Hertel, Brookfield Central High School, Brookfield, Wisconsin, "Free Market Incentives and Freedom" Honorable Mention: Michael Saller, Glenbrook High School, Glenview, Illinois, "Ulrich"

167 Germany: The ProlDise of Freedom by DonaldJ. Boudreauxand ThomasK. Plofchan,Jr. I n September 1990, less than a year after the Berlin Wall came crashing down but before the official reunification of Germany, we visit ed both West and East Germany as participants in the eighth annual Multiplikatoren Seminar. This seminar, which is sponsored by the West German government, brings together young American and German professionals in order to create personal, cultural, business, and intellectual ties between the United States and Germany. Of cou~se, the fall of Communism and the reunification of Germany dominated the discussions of the 1990 seminar. Visiting Bonn and Berlin during this very excit ing time in Europe's history provided unique insight into the events of the past year in Germany and in those nations that just recently escaped the totalitarian stranglehold of Communist rulers.

This essay identifies lessons culled from our visit to Germany-lessons applicable both to emerging and to established democracies. Lesson1: Communismfailedmiserably. Communism's failures are evident everywhere. The most memorable moments of our visit occurred in Berlin where, because West Berlin's hotels were still filled to capacity with refugees who had fled Communist rule, our German hosts put us up in East Berlin's Hotel Unter den Linden. This hotel is said to be among East Berlin's finest, Don Boudreaux and Thomas K. Plofchan, Jr., are studying law at the University of Virginia. Mr. Plofchan is also a Ph.D. candidate in the Government Department at the University of Virginia and is the U. S. Director of the Multiplikatoren Seminar. and indeed, East Germany's premier rock star was a guest while we were there. Upon arrival at the Hotel Unter den Linden we saw firsthand the glo ries of Communism.

The rooms in this hotel are about the size'of a large walk-in closet. We do not exaggerate. A bed here is nothing more than an elevated piece of ply wood with an aged and thin pad laid across the top. The linen is threadbare and stained, as are the tow els in the bathroom. Whenever a light is turned on, dozens of cockroaches can be seen scampering across the furniture and the floor. In one of our rooms, the window could not be closed, much less locked. Hot showers had to be taken no later than 6:45 A.M. because by 7:00all the hot water is gone until mid-afternoon. Of course, lessthan-Iuxuri ous hotels can be found in capitalist societies as well, but such hotels are never billed as being among the finest accommodations available. Other aspects of our visit provide a more telling contrast between capitalist and Communist soci eties. Perhaps the greatest testament to Commu nist "efficiency" is the lack of technical services that citizens of capitalist nations take for granted.

When one of us attempted to place a wake-up call to the other, whose room was two floors up, this proved to be impossible. Forget about direct room to-room dialing; it doesn't exist. So the caller tried to place the call through the hotel operator (who, thankfully, spoke reasonably good English). The caller asked the operator to ring room 602. After several minutes of clicking and clanging, the oper ator apologized for not being able to complete the call. The operator calmly explained that the 168 THE FREEMAN • MAY 1991 "sixes"in the hotel's telephone switchingsystem weren'tworkingthat day! The lack of modern telecommunicationswas alsoapparentwhentryingto calloutsidethe hotel. Onememberofourparty,dialingdirectfromWest Berlin, made a three-minute call to the United States.The price was $6.50. At the same time on the followingnight, this person placed the same three-minute call from our hotel in East Berlin.

But because there is no direct dialingfrom East Germanyto the U.S., the call was placedthrough the hoteloperator.The pricewas $28! Despite our hotel's shortcomings, it had the virtueofbeinglocatedlessthan a milefromwhere the BerlinWall once stood.(Incidentally,the offi cial East German name for the Berlin Wall was "the anti-fascistwall of protection."The idea was that the Wall was protectingthe citizensof East Germanyfrom the capitalisthordesof the West.) Withinminutes we were able to walk from ugly and poor East Berlininto attractiveand prosper ous West Berlinwhere even the third-classhotels appear to be immenselymore comfortable and convenientthan East Berlin'sfinest. We spent a good deal of time walkingbetween East and West Berlin.It did our bourgeoishearts good to stroll freely through Checkpoint Char lie-now nothingmorethanabandonedanddilap idated buildings.These buildings,however,still echo their horriblepast when Communistborder guardsbarked out commandsand stood ready to shootany East Germanfor the crimeofseekingto live as a free man or woman. These same border guardsalso causedWesternvisitorsto East Berlin to undergo agonizing minutes (and sometimes hours) of interrogation and intimidation before being allowedaccess into the supposedworkers' paradiseof CommunistEast Germany.

Butnow,standingsilent,the buildingsat Check pointCharlieno longerhouseimpedimentsto the movementof peopleand goods.The firsttime we crossedthisformerborderwe wereovercomewith elationat Communism'srecentdemise.Millionsof peopleonceheldhostageintheirownlandarenow free to go wherethey please,think as they please, workas theyplease,playastheyplease,andto own private property and contract freelywith others. This thought was inspiring.However,the second timewe walkedthroughCheckpointCharlieanger temperedour elation-anger at the thoughtof the atrocitiescommittedby theborderguardswho not so long ago occupiedthese crumblingbuildings, and evenmoreangerat the thoughtof the despots who gave authorityto theseguards. Lesson2: Peoplewhohaveexperienced Communismprefercapitalism. Of course, CheckpointCharlie is not the only part of the Berlin Wall to have crumbled. The entireWallis now all but completelydown. In one ofhistory'sgreatironies,the Wallis nowbeingsold in piecesto Westerntouristsby Germansfrom the east, Poles, and Turks who operate unregulated stallsalong its former path. In additionto selling piecesof the Wall,these upstartentrepreneursare also quite happyto sell to the highestbiddergen uine East Germanand Soviet armyuniforms.

An anecdote aptly illustrates the newfound entrepreneurial spirit that for so long was sup pressed by Communistgovernment.As may not be knownin theU.S.,thewesternsideoftheBerlin Wall was covered with graffitiwhile the eastern side was bare. Since the revolutionof November 1989, however,the market has revealeda greater demand for colored pieces of the Wall chipped fromthe westernsidethan for barepieceschipped fromthe easternside.We witnessedentrepreneurs fromthe easternsectionofBerlinapproachingthe easternsideofthe Wall,sprayingit withpaint,and thenchippingoffpiecesin orderto better meetthe demandsof tourists. Innate entrepreneurialabili ties are awakeningat great speed in the formerly Communistsection of Germany.It is significant that not onlyis Communistrule dead in Germany, butitssymbolsarebeingsoldfor Westerncurrency in a veryfree and competitivemarket. The overthrow of the Communist regime in East Germanyallowedlibertyandthe free market to gaina toe-holdinEastBerlinevenbeforereuni ficationhadbeenofficiallyachievedon October3, 1990.In East Berlin,just a few yardsfrom Check point Charlie,a new Chineserestaurant recently opened. This restaurant looks like many of the Orientaleateriesthat arefoundin WestBerlinand alloverthefreeworld.Itsnameis writtenin bright and bold neon; its interior decor is quite elegant; and its front door sports signs that proudly announcethe restaurant'spolicyofacceptingVisa, MasterCard,AmericanExpress,and Diners' Club creditcards.

In addition, just across the street from this restaurant is a newly opened travel agency. DisGERMANY: THE PROMISE OF FREEDOM 169 Since the revolution of1989, the market has revealed a greater demandfor colored pieces of the Wall chipped from the westem side. played in its window was a poster of a beautiful woman lying on the sands of a tropical beach. The poster advertises TWA flights to Hawaii. The trav el agency also accepts all major credit cards. The new Chinese restaurant and the travel agency are solid evidence that capitalism has begun to creep into the eastern part of Berlin. It is only a matter of time before capitalism's creep willturn into a surge bringing greater prosperity and liberty to all the citizens of what used to be called the "German Democratic Republic." Lesson3: Rejuvenationcannothappen overnight. Regardless of how bright East Germany's eco nomic future may be, signs of its horrible centrally planned past remain evident. For example, under Communism's iron fist, only 7 percent of East Ger man households had telephones. Though this no doubt will improve in the future, it currently is still quite difficult (as described earlier) to make a phone call from anywhere in East Germany.

Another example of socialism's utter inability to provide for its citizens is seen in the bullet holes that today still mark many of East Berlin's buildings.These bullet holes-hundreds of them in each building-were put there by the invading Soviet army in 1945.Most of these buildings haven't been repaired, renovated, or even painted since World War II. The amount of capital required to bring this former "Communist jewel" up to minimum Western standards is awesome. The East German automobile is evidence enough of Communism's grotesque inefficiencies, as well as of the effort required to establish a pro ductive economy in eastern Germany. Called the Trabant, this car was nearly the only personal auto mobile found on East German roads during the three decades preceding the 1989 revolution. The Trabant looks like an early 1960s economy car. Trouble is, it is far from economical. Its selling price was equal to the average yearly wage for an East German worker. And the waiting list for a Trabant was approximately 10 years for citizens of East Berlin and 15 years for citizens of other parts of East Germany.

Once an East German finally acquired a Tra bant, he needed more than 30seconds to accelerate from zero to 60 miles per hour. According to Car and Driver magazine, this acceleration rate is 170 THE FREEMAN. MAY 1991 "slower than anything not rolling on eighteen wheels." A healthy Trabant's maximum speed is a measly 66 miles per hour. Also, in addition to being a pollution machine, the Trabant is danger ously unsafe.! A West German reported to us that, not long after the fall of the Wall, he was driving on a West German autobahn at night when he saw a flickering light just ahead. He slammed on his brakes. Moments later he realized that the flicker ing light he stopped to avoid was a lone candlein the rear window of a slowly moving Trabant. The candle was serving as the Trabant's taillight! The Trabant undoubtedly makes even the worst Amer ican or Japanese car built in the past half-century look like an auto connoisseur's dream.

With production facilities capable of producing only the level of "quality" evidenced by the Tra bant, much time, money, and effort must be expended before the eastern part of Germany will be able to compete with the West. Nevertheless, it is promising that eastern Germans now have the opportunity to compete without the heavy shack 1es of Communism weighing them down. Lesson4: A reunifiedGermanyposes no threatto worldpeace. Although there are obstacles to overcome, the Germans want the citizens of other democratic countries to look favorably upon their reunified nation. They want non-Germans to understand that there is little threat of the rise of a militaristic German state. America and the rest of the world's democracies can trust a unified Germany because of two fundamental differences between today's Germany and the Germany of the pre-World War eras. First, postwar Germany has joined the ranks of the world's most prosperous nations, and is inte grated into the world economic order in a way that wasn't true during the first half of this century. Ger many is a major exporter. Its economic prosperity is protected and furthered by production and trade with peoples of other nations. As long as Volkswa gens and Braun coffee makers are crossing German borders into other countries, there is little threat that Germany will send missiles and bombs across these same borders. No economically pros perous nation increases its wealth by bombing its trading partners.

Second, today's Germany is a constitutional democracy in which the military is solidly under civilian control, and a system of checks and bal ances characterizes the German federal govern ment. Democratic nations with such constitutional safeguards are not likely to be militarily aggressive. Because of these characteristics, which differen tiate present -day Germany from its past, Germans realize that military aggression is unproductive and would only lessen the world economic influence that their post-World War II leaders have worked so hard to acquire. The not-uncommon suggestion that Germans are especially disposed to sacrifice their wealth and position in the world economic order because of some expansionist forces inher ent in German blood is nothing more than a reflec tion of naive racism. Conclusion:Germany'sfuture is bright for Germans and for all free people. Of course, the most direct beneficiaries of the death of Soviet-dominated Communism in Europe will be the people who were prisoners of those totalitarian regimes. But people from every nation that trades with Germany and other former Com munist countries will have their lives improved by the burial of Communism. Eastern Germany's future promises hard work, to be sure, but it also promises freedom and prosperity for a people who have long been thirsting for both. In their attempts to quench their thirst, former captives of the Com munist regime in eastern Germany will create wealth and prosperity which, through their trading practices with other nations, willbe shared with the entire free world. D 1. CarandDriver,December1990,pp. 89-cn.The quota tion in the text is foundon page94. Thisarticlealso reports the resultoftheirTrahantroad test.Notsurprisingly,the car receivedan incrediblylow score.

171 Unsafe at Any Speed: The Case of Repetitive Motion Injuries by John Hood O ne of the hottest issues on the social activism circuit is "repetitive motion injury." It refers to any of several work place hazards of the modern economy: stress on arms and shoulders from working on computers, muscle pulls and injuries related to sorting mail or gutting chickens. A host of interest groups has sprung up across the country to organize class action suits and push for legislation regulating "repetitive motion" workplaces. Late last year, San Francisco enacted the nation's first comprehensive ordinance regulating video-display terminals (computers), mandating certain work-station designs, and guaranteeing aid to workers injured by constantly working on VDTs. At first glance, the problem seems real enough. The Bureau of Labor Statistics reports that repet itive motion injuries made up 48 percent of 241,000 workplace illnesses in 1988, up from 18 percent of 126,000illnesses in 1981.Thus both the actual number of such injuries and their share of total workplace illnesses rose significantly during the 1980s.1 The culprit, say the pro-regulation forces, is automation, which has replaced heavy-lifting, manual-labor jobs with high-speed tasks. Indeed, automation is a symptom of other trends, accord ing to Peter Kilborn of The New York Times: "Experts say the actual number of injuries are pro liferating because people are being pressed to John Hood is publications and research director for the John Locke Foundation in Raleigh, North Carolina, and a columnist for Spectator (N.C.) magazine.

work hard-in private industry to keep up with foreign competition, in government to hold down spending.,,2 If competitive markets and fiscal restraint are the problem, then regulation and gov ernment spending must be the solution. The flaw in this analysis is a familiar one: static thinking. If automation changes the demands of a job from heavy lifting to speedy typing, simply documenting the harms of speedy typing won't prove the existence of a new workplace hazard. The true measure of safety would be to compare accident and fatality rates of heavy lifting with those of speedy typing. As it turns out, the Nation al Safety Council reports that during the 1980s,the chance of dying from a workplace injury fell almost 30 percent. 3 It's not hard to see why. Oper ating the levers of a crane at a construction site may put significant strain on the fingers, but carry ing dirt and gravel on your back is liable to cause more serious injury. Similarly, keeping copious corporate records on computer may cause hand and eye strain, but it reduces the number of times heavy boxes or cabinets must be lifted and moved.

Even if modernity has increased overall danger to workers, the idea that government regulation is the answer should be viewed with great skepticism. First of all, workplace safety regulations dispro portionately affect small firms because there is a fixed cost to implementing design changes or other measures that are beyond their means.4Moreover, one reason small businesses haven't striven to reduce repetitive motion injuries is that state regulated markets for workers' compensation 172 THE FREEMAN. MAY 1991 insurance don't encourage such changes. Insurance companies generally have the expertise and the incentive to identify design and operation changes that would reduce injuries, but they have no incen tive to compare the costs of those changes with their benefits to workplace safety. That's the job of the firm. In a free market, firms would implement only the most efficient changes-those for which the safety gains exceed the costs of implementation. If they implemented every change insurers suggested, insurers could gain from fewer claims but firms would pay exor bitant and unwarranted costs.If they implemented no changes, insurance firms facing potentially numerous and expensive claims might withhold coverage.

State-RegulatedInsurance HarmsIncentives But in state-regulated insurance markets, all firms must have insurance. Even if firms complete ly ignore safety concerns, they stillretain their cov erage-and in most states their rates are no higher than those of safety-consciousfirms,since rates are also regulated. Because firms cannot benefit eco nomically by experimenting with safer workplace designs,they don't experiment. Thus the problems activistsattribute to competitive forces are actually caused at least in part by a lack of competition in workplace safety insurance.5 Another problem with regulation is that it imposes a "one-size-fits-all" mandate on situations that by their very nature are varied and unique. One firm might reduce repetitive motion injuries most effectively by changing shifts, production timetables, or other schedules. Other firms might redesign work stations and pass some of the costs along to workers in the form of delayed pay raises or reductions in other benefits. There is no single solution to a dilemma generated in the give-and take of economic actors-workers, firms, in surers-in a free market. Workers can, after all, choose not to work for a firm that doesn't care about their safety-and whose poor safety record has made it uninsurable for workers' compensa tion (assuming, of course, that a free market exists for insurance).

There is another strong argument against the regulatory response. Study after study has docu mented that unemployed people are less healthy, more prone to injury (especially serious injury), and more prone to mental illnesses than their employed counterparts. So if regulation were somehow to cause workers to lose their jobs, there would be no net gain in safety, and instead a net loss. In general, researchers have found that the costs of government regulation of the workplace including unemployment-far exceed its benefits. University of Alabama economist Harold W. Elder found that "all increases in safety are paid for through lowered output and factor employ ment.,,6Examining the case of regulating asbestos exposure, University of Toronto researchers Don ald N. Dewees and Ronald J. Daniels concluded that "the amount of asbestos to which a worker may be exposed yields a cost per life saved far in excess of the costs for occupational accidents.,,7 On balance, such regulations cause decreased out put, consumer price hikes, and unemployment, without significantlyincreasing worker safety.

Pro-regulation activists question such analyses by stating that economic costs should never be compared dollar-for-dollar with "human costs" such as injuries. But even if that were true (though it's hard to see any other way of assessing the de sirability of regulation except by counting the number of lobbyists on each side), the fact is that regulation can decreasesafety if it leads to un employment and thus to the harmful effects of job lessness. And a related fact is that innovation and automation, when driven by the competitive mar ket, tend to reducethe most serious dangers to workers-by replacing relatively hazardous tasks with non-hazardous ones. 0 1. Peter T. Kilborn, "RepetitiveMotion Injury Plagues Workers," The New York Times,July 24, 1990. 2.Ibid. 3. Trish Hall, "Accident Death Rate Drops in '80s, Report Says," The News and Observer(Raleigh, N.C.), October 7, 1990. 4. Ann ~ Bartel and Lacy Glenn Thomas, "Predation Through Regulation: The Wage and Profit Effects of the Occupational Safety and Health Administration and the Environmental Protection Agency," Journalof Law and Economics,October 1987,p. 257.

5. John T. Sholz, "In Search of Regulatory Alternatives," Journalof PolicyAnalysisand Management,1984,p. 114. 6. Harold W. Elder, "An Economic Analysis of Factor Usage and Workplace Regulation," Southern Economic Journal,October 1987,p. 120. 7. Donald N. Dewees and Ronald J. Daniels, "The Cost of Protecting Occupational Health: The Asbestos Case," TheJournalofHumanResources,Summer 1986,p. 381.

173 Homosexuality's Legal Revolution by Carl E Horowitz L ast April,abriefseriesofeventsoccurredin a Madison, Wisconsin, restaurant that spoke volumes about the current character of the homosexual rights movement. An employee of the Espresso Royal Cafe asked two wom en-presumably lesbians-to refrain from pas sionately kissing as they sat at a window table. Madison's gay community was not amused. The very next day, about 125 homosexual demonstra tors showed up on the premises, and conducted a "kiss-in" for several minutes. A spok~swoman for the protesters, Malvene Collins, demanded, "You say gays and lesbians cannot show affection here? Why not here but in every other restaurant in Madison?" The establishment's chastised owner, Donald Hanigan, assured the crowd, "I regret that this incident ever happened. I want all of you to come in here every day."1 In October, several dozen homosexual males, many of them dressed in women's clothing, openly hugged and kissed in a terminal of Seattle-Tacoma Airport, and handed out condoms and leaflets to travelers. Matt Nagel, spokesman for the Seattle chapter of a new homosexual organization, Queer Nation, seemed to sum up the feeling among militants in the local homosexual community.

"We're going to homophobic bars, we're going to pack them, we're going to be openly affectionate, we're going to dance together and make it unDr. Horowitz is a policy analystat The HeritageFoun dation in Washington,D.C. He formerly taught at Vir ginia PolytechnicInstitute. comfortable for all the straight people there."2 At the same time in Chicago, six homosexual couples staged a "kiss-in" at the cosmetics counter of a Bloomingdale's department store until they were escorted out by security guards. Far from being deterred, the couples shortly went down to the cafeteria of a nearby office building, where they resumed their public display of affection.3 A Bidfor Legitimacy After some two decades of confrontation, the homosexual rights movement is consolidating its bid for legitimacy.The phrase, "Out of the closet, and into the streets," sounds quaint. That battle has already been won. Openly homosexual adults are certainly in the streets-and in stores, airports, and "homophobic" bars. Openly gay television characters, each with handsome, well-scrubbed looks, populate daytime and evening drama. Gay oriented news programming is available on radio and television. Homosexual activists have all but completed their campaign to persuade 'the nation's educational establishment that homosexuality is normal "alternative" behavior, and thus any adverse reaction to it is akin to a phobia, such as fear of heights, or an ethnic prejudice, such as anti Semitism.4 The movement nQw stands on the verge of fully realizing its use of law to create a separate homo sexual society paralleling that of the larger society in every way, and to intimidate heterosexuals 174 THE FREEMAN· MAY 1991 uncomfortableabout cominginto contactwith it.

Throughaggressivelobbyingbysuchgayorganiza tions as the Human Rights CampaignFund, the LambdaLegalDefenseand EducationFund, and the NationalGay andLesbianTaskForce,the first part ofthat missionhasenjoyedenormoussuccess. About 90 counties and municipalitiesnow have ordinancesbanningdiscriminationon the basis of gender orientation.There are roughly50 openly gay publicofficials,up from lessthan a half-dozen in 1980.5 Gay couplesare increasinglyreceivingthe full benefitsof marriage,if not throughstate recogni tion of homosexual marriage ceremonies, then throughenactmentof domesticpartnershiplaws.6 The State of California recently took a big step towardlegalizationofsuchmarriages:thisDecem ber it announcedthat "non-traditional"families, includinghomosexualcouples,couldformallyreg ister their unions as "unincorporated nonprofit associations."7Divorcedgay parentsare receiving with increasingfrequencythe right to custodyof natural children.Gay adultswithoutchildrenare increasingly receiving the right to adopt them.

Aspiringhomosexualclergyare demanding~and receiving~the right to be ordained. Openly gay teachersare teachingin publicschools.Homosex ual soldiers,aware that their sexualorientationis grounds for expulsionfrom the military,openly declaretheir proclivities. A Federal gay rights bill is the ultimate prize, and homosexualactivistsare bluntand resolutein pursuingsuch legislation.For example,Jeff Levi, spokesmanfor the NationalGay andLesbianTask Force,remarkedat a pressconferencecoinciding with the national gay march on Washington in October1987: ... we are no longerseekingjusta rightto priva cy and a protectionfromwrong.·We alsohavea rightas heterosexual Americans already have-to seegovernmentandsocietyaffirmour lives.... untilourrelationshipsarerecognizedin the law-through domesticpartner legislation or the definition of beneficiaries, for exam ple-until we are providedwiththe samefinan cial incentivesin tax law and governmentpro gramsto affirmourfamilyrelationships,thenwe will not have achieved equality in American society.S Yet, homosexualactivistsknow that this legal revolutionwillneversucceedwithoutthe unpleas ant task of coercingheterosexuals into masking theirdispleasurewithhomosexuality.It is thusnot enoughmerelyto break down all existingbarriers to homosexualaffectionbeing expressedthrough marriage,child-rearing,or employment.The law must additionallybe rewrittento make it as diffi cult as possiblefor heterosexualsto avoidcontact with such displays,or to show discomforttoward them.

This two-edgedapproachwould create a world in which stringent laws at all levels,aggressively enforced and strictlyinterpreted, force business ownersto refuseto discriminateagainstthe openly homosexual in patronage, leasing, and hiring. Removingovertlyhomosexualpatronsfrom a bar, an airport,or any other publicspacewould result in heavyfinesandevenjailsentencesagainstprop erty ownersor their employees(or in lieuof these sanctions, mandatory purgation). Derogatory remarksdirectedat homosexuals,evenwithsexu alityonlyincidental,wouldlikewiseresultin crim inalpenalties. 1990:A PivotalYear The year 1990 was pivotalfor the homosexual legalrevolution.The states of Massachusettsand Wisconsinin the late 1980shad enacted laws for biddingdiscriminationagainsthomosexuals.The victorieswould come quickly now, especiallyat the local level. In March, the City of Pittsburgh voted to includesexualorientationas a rightpro tected under the CityCode.In October,Stanford Universityallowedhomosexualcouplesto quali fy for universitystudent housing.In November, voters in San Francisco, buoyed by a heavy turnout of that city's large gay population, pro duced a "lavender sweep," not only passing PropositionK, a cityinitiativeto allowhomosex uals to register as domesticpartners at City Hall (a similar measure was defeated in 1989), but electingtwo openlylesbiancandidatesto the City Board of Supervisors,and an openlyhomosexual malecandidateto the Board of Education.

Votersin Seattle refused to repeal an existing gender orientation ordinance. Congress did its part early in the year by overwhelminglypass ing the Hate Crimes Statistics Act (or Hate Crimes Act), which requires the Justice De partment to publishhate crime statisticsaccordHOMOSEXUALITY'S LEGAL REVOLUTION 175 ing to classifications that include sexual orienta tion.9 This agenda would likely have been even further realized with Michael Dukakis as President. In 1988, his Presidential campaign organization placed an advertisement in a New York homosex ual newspaper, pledging, "As President, I willfight for Federal legislation to add a prohibition against discrimination based on sexual orientation to the existing protections of the 1964 Civil Rights Act."lO Rank-and-file pressure on even a centrist Democratic Presidential candidate would be diffi cult to fend off. Rule 5C of the National Democrat ic Party currently states: "With respect to groups such as ... lesbians and gay men ... each state party shall develop and submit party outreach programs for such groups identified in their plans, including recruitment, education and training, in order to receive full participation by such groups in the del egate-selection process and at all levels of party affairs."

For close to 20 years, old-time party regulars have been walking on eggshells on this issue, pray ing it would go away, yet never really having the stomach for open conflict. Now the day of reckon ing looms. Democratic candidates and party offi cials opposing this recent requirement (none dare call it a quota) must be willing either silently to watch the slow disintegration of their party, or to speak out and face de facto expulsion. It is there fore not surprising that all candidates for the Democratic Party Presidential nomination in 1988, in response to a questionnaire circulated by the National Gay and Lesbian Task Force, promised to support a Federal gay rights bill. Republicans offer only little more resistance. The few among them who do speak out against the homosexual lobby-most notably, U.S. Rep resentative William Dannemeyer of Califor nia-enjoy little support from their party.!l One need only remember how reluctantly and belat edly Congress acted merely to reprimand U.S.

Representative Barney Frank, Massachusetts Democrat, for aiding a male roommate in running a prostitution service from the basement of his Washington, D.C., townhouse. One need only remember also how quickly a Bush White House official, Doug Wead, who circulated a memoran dum complaining of the high visibility of gay activists at the Hate Crimes Act signing ceremo ny, was fired from his post. "GayCivilRights" The homosexual lobby speaks of itself as strug gling for "civil rights." "The gay community's goal is integration-just as it was with Martin Luther King," argues homosexual activist and San Fran ciscoBoard of Supervisors President Harry Britt.12 Yet, underneath the surface, gay civil rights seems analogous to black "civil rights" after Reverend King's death. Far from seeking integration with the heterosexual world, it vehemently avoids it. More important, the movement seeks to win sinecures through the state, and over any objections by "homophobic" opposition. With a cloud of a heavy fine or even a jail sentence hanging over a mort gage lender, a rental agent, or a job interviewer who might be discomforted by them, homosexuals under these laws can win employment, credit, housing, and other economic entitlements. Het erosexuals would have no right to discriminate against homosexuals, but apparently, not vice versa. Libertarians as well as traditionalists ought to be troubled by this.

Consider a recent controversy in Madison, Wis consin, as noted earlier a national bastion of "enlightened" attitudes. Three single women had recently moved into the same apartment, and one announced that she was a lesbian. The other two, not unreasonably, asked her to move. The lesbian filed a grievance with the local Human Rights Board, and, predictably, won. The shock came in the punishment. The two heterosexual women had to pay $1,500in "damages" to the lesbian, send her a public letter of apology,attend a two-hour "brief ing" on homosexuality (conducted, needless to say, by homosexuals), and submit to having their living arrangements monitored for two years.13 With such laws in effect, this outcome would not be so much played out as simply avoided. Let one hypothetical example suffice, one that no doubt hasbeen played out regularly, and that goes a long way in explaining why in any metropolitan area gays tend to cluster in a few neighborhoods.

A man enters an apartment rental office, inquir ing about a vacancy. He openly indicates he is a homosexual, or at least implies as much through certain mannerisms. For good measure, he brings along his lover. The rental manager fudges, clears his throat, and says, "Well, er, several people are looking at the apartment. Call me later." An hour later, a second man, alone, walks in. He does not 176 THE FREEMAN. MAY 1991 Members of the group ACT-UP march through New York's Grand Central Station. announcehis sexuality.Who gets the apartment? In the absenceofgayprotectionism,and assum ing equal incomes, the manager (sighing with relief)wouldprobablyawardthe apartmentto the secondapplicant.Gay militantswould cry, "Dis crimination!"-and missthe point.Discrimination based on sexualorientationis fundamentallydif ferent from that based on race. Homosexuality constitutesa behavioral,not a genetictrait. It is withinthe moralrightof a landlord,jobinterview er,banker,or anyoneelseperforminga "gatekeep er" function to discourage economically risky behavior,sexualor otherwise.Libertariancolum nistDougBandowarticulatesthis: The point is, homosexualshave no rig~t to force others to acceptor supporttheir lifestyle.

Certainlygovernmenthas no businessdiscrimi nating against them: Anti-sodomy laws, for instance,are a viciousintrusionin the mostinti mateformofhumanconduct.Andgayswhopay taxeshaveas muchrightto governmentservices and employmentas anyoneelse. But someonewho decidesto live openlyas a homosexualshould accept the disapprovalof those around him. For many Americans still believethat there is a fundamental,unchange able moralcodeby whichmen are to live.... Usinggovernmentto bludgeonhomophobics intosubmissionis evenmoreintolerant thanthe originaldiscrimination.14 Under normalcircumstances,the rentalmanag er would not want to lease to gays who, once moved in, might tell their friendsthat the neigh borhood could have possibilitiesas a "gay" one. Word-of-mouth travels fast within their world. Beyonda certain"tipping-point,"manyheterosex ual residentsnear and withinthe complex,rather than risk feeling stigmatized, would choose to move.Theirplaceslargelywouldbetakenbyovert homosexuals.

In factthisis exactlyhowneighborhoodssuchas Castro(SanFrancisco),WestHollywood(formerly part of Los Angeles,now separatelyincorporated largelydueto gaypressure),theWestVillage(New YorkCity),andDupontCircle(Washington,D.C.) allrapidlydevelopedreputationsas "gayneighbor hocds," and how large sectionsof Martha'sVme yard, Fire Island, and Rehoboth Beach became HOMOSEXUALITY'S LEGAL REVOLUTION 177 "gay resorts."15 The tipping-pointprinciple also appliesto publicfacilitiessuch as restaurants.At the GrapevineCafein Columbus,Ohio,for exam ple,heterosexualcustomersstoppedcomingwhen the clientelebecameheavilygay.16 What would happen with a sexual orientation law in place?The rental managerknowsthat if he turns down an openly homosexualapplicant, he risksprosecution.Anyrejectioncanserveas proof of discriminatoryintent,even with factorssuch as lengthof employment,income,and previousten ant record taken into account.17 In response to suchafear,themanager,thoughreluctantly,is like ly to awardthe apartmentto the homosexual.

For gay activists,thereinliesthe payoff.By cod ifyinginto law "protection" of homosexualman nerisms,theycanintimidategatekeepersintopro viding job security and housing for the openly homosexual.Thus,withoutnecessarilymentioning anythingabout quotas or, for that matter, homo sexuality,law in the U.S. is increasinglymandating homosexual affirmative action.18 Such law has the same intent as the recently vetoed Kennedy HawkinsCivilRightsAct. SexualSchism If the homosexualrights movementis in large measure an affirmative action strategy, certain consequences should be evident, all of which alreadyare on theirwayto beingentrenched.Most obviously,Americancultureis experiencinga sex ualschismas deepas anyracialone.Thereare oth er damagingramifications. First,whereversuch laws exist,they will attract homosexualsto the jurisdictionsenacting them. Commonsensedictatesthat anycommunitylaying out the welcomemat for homosexualitylays it for homosexuals, implicitlytelling others to kindly step aside. Aside from legal protection, there is politicalstrength in concentratednumbers.Most aspiring elected officials in San Francisco, for example, must now pay homage to the achieve ment of localgays, and show up at gay events.As PropositionK coordinatorJean Harris remarked following the November elections, "We've shocked the world and made history with this lavendersweep.... It's clear that if you don't get the support of the gay-lesbiancommunityyou're going to be in trouble."19 While the homosexual votingblocwillneverbe a majorityinanycity,even San Francisco,it can wield enormousveto power overthe objectionsof all other blocs.

Second,havinglearned the power of the gate keeper role, many homosexuals will seek to becomegatekeepersthemselves.It takes no great stretchof imagination,for example,to understand that the growingnumber of college administra tions severely punishing anti-gay harassment (evenif such "harassment"takes no more sinister a formthan a satiricalcampusnewspapereditorial or cartoon)has muchto do withthe growingnum ber of collegeadministratorsand facultywho are themselveshomosexual(and possiblywere hired on that very basis).20 Nor does it take muchimag ination to understand that gay employers have more reason than ever to favor homosexualsin their hiringand promotionpractices. Third,theselawswillcreatemarketbottlenecks. Heterosexualsand even "closeted" homosexuals will be at a competitivedisadvantagefor jobs and housing.For them,priceswillbe higherand wages lower than in the absence of such "safeguards."

Thisis especiallysignificantsincegaycultureisvis ible in high-costcitiessuch as New York and San Francisco. Gays view economicvictoriesto be won here, and few have been as resoundingas the Braschi decision.21 In July1989,the New YorkState Court of Appealsruled that a gay lover had the right to stay in his deceased partner's rent-controlled apartmentbecausehe qualifiedas a memberofthe partner'sfamily,a decisionrecentlyupheldby the Appellate Divisionof the State Supreme Court. "We conclude that the term 'family,'" the lower court argued, "should not be rigidlyrestricted to those people who have formalizedtheir relation ship by obtaining,for instance,a marriagecertifi cate or an adoptionorder.... a morerealistic,and certainlyequallyvalid,view of a family includes two adult lifetimepartners whose relationshipis long term and characterizedby an emotionaland financialcommitmentand interdependence."22 Gay activistsunderstandablywereelated at this imprimaturfor homosexualmarriage;they know household economics. Homosexual couples definedas "married" could reduce not only their housingcosts,but alsotheirincometaxes(byfiling jointly),pensions,and insurancepremiums.They also wouldqualifyfor paid medicalleave,spousal bereavementleave,and other employeebenefits.

At this writing,the San Franciscochapter of the 178 THE FREEMAN. MAY 1991 American Civil Liberties Union is considering suing several locally based corporations that deny benefits to their homosexual employees' part ners.23 Fourth, the new legalism will increase hetero sexual anger-and even violence-toward homo sexuals..Reports of "gay bashing" (the real kind) simultaneous with increased homosexual visibility cannot be a coincidence. What economist Thomas Sowell24 and psychologist Stephen Johnson25 have each revealed about racial affirmative action can apply to sexual affirmative action as well; unpro tected groups, lacking recourse through rule of law, may resort to violence against innocent members of protected groups. Those who make it their baili wickto monitor every incident of petty harassment of gays are impervious to any possibility that when laws force heterosexuals to bottle up dialogue, their feelings may erupt in more destructive ways.

Gay bashing,then, is in some measurea product of the very laws designedto punishit. The LanguageofVictimhood The radical homosexual movement seeks cen tralization of state power in the name of "civil rights." What began as a demand for the state not to interfere against private homosexual behavior has evolved into a demand for the state to inter cede on behalf of public homosexual behavior. In so doing, the movement has advanced further into the same totalitarian netherworld that various black and feminist movements also have come to occupy. In each case, activists proclaim "victim" status, malign the intentions of critics~ and demand government entitlements that necessarily discrim inate against others. "Once upon a time," syndicat ed columnist Paul Greenberg writes in The Wash ington Times, "civil rights were unifying and uni versal-a way to open society to the claims of indi vidual merit. Now 'civil rights' becomes a code word for dividing society into competing, resentful groups."26 Gay militants know the cue-card language of victimhood. For example, Gara LaMarche and William B. Rubenstein write in The Nation,"The targets of the 1950s witch hunts were both Com munists and other leftists, labeled 'subversives,' and homosexuals, labeled 'sexual perverts. '·Today, as the cold war mentality collapses, enemies are again being found at home, but this time lesbians and gay men are leading the list."27 With former President Ronald Reagan and Cardinal John O'Connor leading the list of personages in the "McCarthy" role, the authors can make believe this really is the 1950s.

Just as opposing current racial and ethnic civil rights orthodoxies inevitably invites being labelled "racist" and "ethnocentric," opposing the current homosexual orthodoxy almost guarantees being denounced as "homophobic." One is simply not free to not pay tribute to them. The few people willing to toe the line pay the consequences. Pete Hamill, hardly an allyof the hard Right, knows this too well. Having written a column in the August 1990 Esquiresharply critical of those aggressively politicizing their homosexuality (though with gen uine warmth for his homosexual friends), he was subsequently subject to constant attack by ACT UP (AIDS Coalition to Unleash Power) and other homosexual gendarmes. 28 When early in 1990, Martin Luther King III remarked in a speech in Poughkeepsie, New York, that "something must be wrong" with homosexuals, enraged gay leaders demanded (and got) an apology.

Heterosexuals need not even fire the first shot to invoke gay wrath. When a pair of Queer Nation activists disrupted the airing of the December 14, 1990,segment of TheArsenioHallShow,they insist ed that the host explain why so few of his guests were gay. Unappeased by Hall's assurance that many are, the activists continued their on-camera ranting for about 10 minutes. Hall, of course, must now bear the onus as a "homophobe."29 Gay activists may incessantly speak of their "rights," yet oddly care little for those of others. Articles in Outweek,a year-old tabloid dedicated to exposing homosexual liaisons (real or imagined) of public figures believed otherwise to be hetero sexual, routinely call for removing freedom of speech from anyone alleged to be "homopho bic."30 A placard at a recent gay rights march in Washington read, "BAN HOMOPHOBIA, NOT HOMOSEXUALITy."31 Radical homosexuals apparently do not reciprocate when it comes to the First Amendment.

The most shameful example of the gays' civil rights double standard, of course, was their tem porarily successful attempt to blackball Andy Rooney, longtime humorist of CBS's 60 Minutes program. The details of the saga-Rooney's allegedly anti-gay comments on a CBS news speHOMOSEXUALITY'S LEGAL REVOLUTION 179 cial reviewing the events of 1989;32the subsequent storm of protest by gay militants; Rooney's expla nation to them in the form of a letter to and an interview with a national gay newspaper, the Advocate; the anti-black comments falsely attributed to Rooney in the interview; and his three-month suspension without pay from CBS-are well-known.33 Never mind that the interview was a pure frame up, or that homosexual militants routinely make hate-filled denunciations of "straights." More omi nous is how quickly CBS moved to institute dam age control, choosing to take the word of a gay cub reporter, lacking any tape of the interview, over that of Mr. Rooney, a loyal and popular CBS employee for some four decades. This is how CBS, which now hires a homosexual group to conduct "gay sensitivity seminars" for its news personnel, responded to its fear of a lawsuit or a boycott of network sponsors. The network's action was an indication of how readily small businesses might capitulate under a Federal gay civil rights law.

Rooney, of course, was reinstated on 60 Min utesbefore the three months, but no thanks to any good graces from CBS top brass. Give the credit instead to Rooney's supportive 60 Minutes col leagues and the show's falling Nielsen ratings. Yet Rooney, chastened, had to issue a public apology prior to reinstatement, one that virtually forfeited his right to say "offensive" things about gays in the future, ironic since his job requires being cantan kerously peevish. Free speech lost. Homosexual militants also have little use for the right to privacy save their own. They view any pub lic figure's possible homosexual behavior as grist for voyeuristic public consumption. The mere exis tence of a spurious scandal sheet like Outweek ought to outrage the sensibilities of all individual ists. The hypocrisy of it all begs a comparison. Sup pose the NationalEnquireror some other general circulation gossip magazine exposed as homosexu als the very same celebrities that Outweek does.

Homosexual activists would properly see this as character assassination. Yet apparently when a homosexual publication engages in the identical practice, it is creating "positive gay role models. "34 "Now, the idea that one must be either in the closet or out of it is an invention of those who would politicize sex and abolish privacy," Thomas Short writes in NationalReview. "They wrongly make whatever is not publicly proclaimed seem secret, furtive. This dichotomy of being either in the closet or out of it should not exist. ... We all have some secrets to keep. "35 Homosexual radicals do not keep sexual secrets. Since a homosexual act is political, even the most casual encounter by an otherwise heterosexual person must be made pub lic, at whatever cost to that person. Outweek,and the mentality to which it caters, is more than indis creet; it is totalitarian. The GrowingThreatof Violence There is something about encountering homo sexuality in its militant and pugnacious form that touches a deep, almost reflexive anger, even among most heterosexual liberals. That is why attempts at "mainstreaming" gay culture, even when holding an olive branch, are bound to fail.

One of the saddest books to appear in recent years is After the Ball: How America Will ConquerIts Fearand Hatredof Gays in the 90s.36 The authors, Marshall Kirk and Hunter Madsen, both homosex ual, advocate a national campaign to cheerfully "sell" gay culture. They suggest, for example, that gay organizations buy up advertising space in "straight" newspapers with pictures of historical figures such as Alexander the Great, asking: "Did you know he was gay?" Kirk and Madsen, like their surlier compatriots, fail to grasp that public homosexuality strikes at both a heterosexual's fear of loss of sexual identity and sense of belonging to a family. For even in this age of artificial insemination, families are not sus tainable without heterosexuality. No matter how much the homosexual activist naively protests, "Gays are people, too," such a plea will receive in return grudging respect, and little else.

In a summary piece for Newsweek'sMarch 12, 1990, cover story, "The Future of Gay America," Jonathan Alter revealed a rare understanding of this dynamic. 37 He notes, '''Acting gay' often involves more than sexual behavior itself. Much of the dislike for homosexuals centers not on who they are or what they do in private, but on socalled affectations-'swishiness' in men, the 'butch' look for women-not directly related to the more pri vate sex act." Quite rightly so--one doubts if more than a tiny fraction of heterosexuals have even inadvertentlywitnessed a homosexual act. Alter then gets to the core of the issue. "Heterosexuals," he writes, "tend to argue that gays can downplay 180 THE FREEMAN • MAY 1991 these characteristics and 'pass' more easily in the straight world than blacks can in a white world.... This may be true, but it's also irrelevant. For most gays those traits aren't affectations but part of their identities; attacking their swishiness is the same as attacking them."

Yet if gays, through their carefully practiced "gay" mannerisms, know fully well they are antag onizing many heterosexuals, then why do they dis play them? Is it not in part to make heterosexuals sweat?38 By aggressively politicizing these traits, and demanding that those objecting must grin and bear it, they are in a sense restricting heterosexual freedom of speech. Male and even female opposi tion to persons with these traits is slowly taking a nasty turn, moving from violence of language to violence of fists. And yet, given the emerging legal climate, one discovers within oneself a disquieting empathy with the inchoate rage behind such acts. Most heterosexuals are reasonably libertarian; an October 1989Gallup Poll indicated that by a 47 to-36 margin (with the remainder undecided), Americans prefer legalization of homosexual rela tions between consenting adults.39This is all to the good. Anti-sodomy laws serve no purpose but to intimidate people out of private, consensual acts.

On the other hand, the brazen, open display of homosexuality-as if to taunt, to tease, to mali ciously sow confusion into sexual identities-is something most heterosexuals do not handle gracefully.With an unofficial government mandate for preferential treatment, it is not difficult to imagine a backlash. When homosexual lawyer artist William Dobbs plastered explicit homosexu al artwork throughout the Yale University campus back in 1989, he was not simply making a homo erotic statement; he was daring "homophobes" to remove the art, and risk suspension or expulsion from the university.40Those having little to lose may accept his dare-and it may be people like Dobbs as well as such art that gets torn up. Should a sober discussion of the possibilities for heterosexual violence be forbidden? Nobody in a rationalstate of mind would seek to emulate the exploits of "skinheads" or the late San Francisco Supervisor Dan White. Yet let readers here imag ine themselves in that Madison restaurant or Seat tle airport, being witness to mass displays of homo sexual kissing, and feeling utterly helpless to evince the slightest disapproval. Would not such a scenario provoke an impulse, however fleeting and irrational, to do bodily harm? Does not the knowl edge that the law is now stacked against even non violent disapproval.("hate crimes") merely add to the likelihood of a conflagration?

The principal motive of the gay movement is coming into focus with each passing month: to bait heterosexuals' less morally sturdy side, goading them into verbal or (better) physical assaults against the openly homosexual. That way, cries of homosexual victimhood would carry even more self-fulfillingprophecy, so much the better to vilify heterosexuals. Gay militants aren't hesitant about admitting to such motives. Some want nothing less than war in the streets. Homosexual playwright and ACf-UP founder, Larry Kramer, recently called upon a gay audience to take gun practice for use in eventual combat against police and gay-bashers. "They hate us anyway," he rationalized. A cover of a recent issue of Outweek displayed a lesbian pointing a gun at the reader, with the headline, "Taking Aim at Bashers," while another cover announced, "We Hate Straights."41 Even "mainstream" gay lead ers, such as Urvashi Vaid, executive director of the National Gay and Lesbian Task Force, endorse such tactics, whatever the loss of potential support ers.42 The crowning legacy of the new gay legalism may yet be widespread violence, a violence brought on by state inhibition of rational dialogue at the behest of gay radicals, and in the name of "sensitivity." That alone is enough reason to oppose it. 0 1. "Gay RightsProtestersWin Rightto Kiss," The Wash ingtonTimes,April 18, 1990.
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182 Should Government Subsidize Higher Education? by James L. Payne W hen it comes to agricultural subsidies, scholarsline up to criticize.They point out that these governmentfunds cause overproductionand waste,that theystifleinnova tion, and that they are unfair,since lower-income taxpayers are forced to contribute to wealthier individuals. But on the subject of subsidies to academia,scholarsare noticeablysilent.They are content·withgovernment-operatedstate universi ties,and seldomsay a wordagainstthe manyFed eral programsthat directlyor indirectlyfund col leges,includingstudentloans,constructiongrants, work-studyprograms,and researchgrants. This silenceis unfortunate, since many of the current problems in American higher education traceto itssubsidizedcharacter.Thosewhoseekto revitalizeacademiclife can't afford to ignorethis issue.It turns out that the argumentsagainstagri culturalsubsidiesapplyin equalor greaterforceto highereducation!

Overproductionand waste in highereducation take several forms. Because higher education is pricedwell belowcost,many more individualsfill universityplacesthan can profitfrom the training. Oneresult is an oversupplyoftrained,personnelin manyfields:Ph.D.'s in Englishwho work as clerk typists or B.A. graduates in forestry who drive lumbertrucks.The wasteis alsointellectual:many studentswho sit in the underpricedcollegeclass.. James L. Payne has taught political science at Yale, Wes leyan, Johns Hopkins, and Texas A&M. He is now an independent scholar living in Sandpoint, Idaho. roomslackthecapabilityandmotivationto absorb the material.They are frustrated and unfulfilled, and theirresistancedragsdownthe qualityofedu cationfor the others. Another form of waste is the pursuit of irrele vance.Insulatedfromthe disciplineofthe market place in their taxpayer-supportedfiefdoms,many academics pursue silly scholastic dogmas. For example,Marxismthrivesamonguniversityteach ers. Professorsof literatureembraceinanefads in interpretationthat leadthemto wrestthe lifefrom the bookstheyteach.

A broader consequenceof subsidizinghigher education is that of preserving an historical anachronism. The four-year liberal arts college emergedseveralhundred years ago as an educa tionalformto servea tiny,NewEnglandelite.Had this institutionnot been nurtured by government, the landscapeof higher education would almost certainlyhaveevolveddifferently. In a systemof voluntary,unsubsidizedhigher education,the four-yearcollegeprobably would havebeenreplacedbya myriadofschoolsandpro grams,all competingto providethe kindofeduca tion that Americans wanted and could benefit from. To a large extent, this educationwould be oriented toward specifictechnical skills. At the same time, however,the liberal arts could thrive. Insteadof beingimprisonedin government-subsi dizedacademic"disciplines,"subjectssuchasliter ature, history,politics,and philosophycould be openedto both teachersandstudentswhosemotivation would more often be curiosity and concern.

With government out of the picture, who knows what kinds of exciting variations and innovations would flourish! Regulationsand Red Tape In agriculture, another cost of subsidies has been to subject farmers to governmental regulations and red tape. The subsidies in higher education have entailed the same burden. Take, for example, affirmative action, the Federal requirement-let's not mince words-that colleges must hire less qualified members of governmentally approved social groups, including women, blacks, and His panics. The direct result of this Federal regulation, of course, is less competent faculty members. Its indirect effect on the caliber of administrators may be even more harmful. To be a college dean or president these days, you pretty much have to go along with the premise of affirmative action, which is that social goals can be more important than aca demic standards. Since uncompromising champi ons of intellectual excellence cannot accept this premise, these stalwarts tend to be excluded from a leadership role in higher education today.

A final argument against government subsidies for higher education concerns their effect on the thinking of academics. When government pays the salaries, and supports the students, and builds the science labs, and funds the summer research trips SubsidyLeads to Control 183 to Paris, scholars are encouraged not to bite the hand that feeds them. For one thing, administra tive controls are at work. The scholar who makes a forthright criticism of a spending program that is at all close to his field will often be reprimanded by his superiors. Thus, physicists are deterred from questioning super-colliders, educational psycholo gists are deterred from criticizingpublic education, and so on. There is an even more insidious control, howev er. The really telling objections to government spending programs involve universal principles that underlie all programs. The state-subsidized scholar is reluctant to unearth these ideas, for they bring into question his livelihood and that of his colleagues. For example, one criticism of govern ment subsidies is that they involve the use of phys icalforce, since force and the threat of force are the basis of the tax system. A profound analysis of sub sidies, then, would have to ask whether the use of force is a moral approach to socialproblem-solving.

A scholar who already has a government paycheck in his hand would rather not face this issue-and is, of course, biased if he does address it. Thus we see that government subsidies of higher education may involve far worse evils than similar payments to farmers. In agriculture, a subsidy merely distorts production. In higher education, it distorts the thinking of the entire intellectual class on one of the critical issues of our era, the proper role of government in the life of a people. D IDEAS ON LIBERTY It is hardly lack of due process for the government to regulate that which it subsidizes. -UNITED STATES SUPREME COURT Wickardv. Filburn,317 U.S. 111,p. 131, October 1942 184 The Centre SquareWater Works:A Monumentto GovernmentInefficiency by James A. Maccaro T he Centre Square Water Works was an ornatestructureinthe heartofPhiladelphia andformanyyearswasoneofthecity'sbest knownlandmarks.Designedin 1798by Benjamin Latrobe, it resembled an ancient Greek temple, complete with Doric columns and pediments.

Althoughnow rememberedmainlyas an architec turaloddity,the WaterWorksis alsoa landmarkin the historyof state involvementin the American economy,andprovidesacautionarytaleofgovern ment wasteand inefficiency. The Philadelphia water system was the first large-scalepublicworksprojectin our nation'shis tory. As Philadelphia'spopulation grew, demand overburdened its network of public water wells, which once were the pride of the city. In 1797, a group of prominent citizens petitioned the City Councilto rectifythe situation,and in the follow ing year Latrobe, the nation's leading architect, submitted his plan) It called for water to be pumped, using the newly invented steam engine, fromthe SchuylkillRiverto CentreSquare,where a steam-powered pump located in the Grecian temple would make it availableto the rest of the city. The Latrobeplanwasopposedby OliverEvans, a pioneerindustrialdesigner.Evanswas the inven tor of the first practical high-pressure steam engine,and the author of The YoungMill-Wright andMiller'sGuide,a best-sellerthatwasindispensMr. Maccaropracticeslaw on Long Island.

ableto the mechanicsofthe early19thcentury.He also is credited with being the originator of the modem assemblyline.2 Evans noted severalglar ing deficienciesin Latrobe'ssystem,and put forth his own plan.He correctlyassertedthat the Water Works'capacityas designedby Latrobewas mere ly 7,500gallons,a figuregrosslyinadequatefor the city'sneeds. Additionally,he argued that the sys tem could not be built at Latrobe's estimat~of $150,000. While Evans was a better mechanicaldesigner, Latrobe was a far superior lobbyist. The City Councilwas composedof membersof the leading familiesofthe city;theywerewealthyandcultured, andpatternedthemselvesafterthe Englisharistoc racy. Latrobe, a sophisticatedand well-educated Englishgentleman,was skilledin the art of flatter ingandcajolingthe Councilintoadoptinghisview point.Incontrast,Evans,despitehismasteryofthe technologyof the day and his many accomplish ments,was nonetheless,in the words of historian David Freeman Hawke,a "dirty fingernail"man.

He, in commonwithmostof the great mechanical designersofthe period,was a productofthe work ing class,and knew next to nothingabout how to charmsociallyprominentgovernmentofficials. Latroberealizedthat the keyto winningoverhis audience was a sophisticated presentation. He publishedand presentedto the councilmena pol ished and extensivelyillustratedbooklet that fea tured someofthe highestqualityengravingsmade in America up to that time. While Evans con185 The Centre Square Water Works (from a painting in the collection of The Historical Society ofPennsylvania). cerned himself solely with the technical issues involved, Latrobe stressed the aesthetic appeal of his plan. He impressed upon the councilmen that they were authorizing not a mere utility,but rather a grand monument that would reflect for genera tions to come the greatness of the city and them selves. The Council enthusiastically endorsed Latrobe's plan, and construction of the Centre Square Water Works began in May of 1799. Latrobe, however, grossly exceeded his budget and far surpassed his promised construction time. Instead of costing $150,000and taking about half a year to complete, as Latrobe had led the Council to believe, the actu al cost of construction was $500,000and the time to completion was 18 months. Further, Evans' objec tions were proved to be frilly justified: the Water Works was incapable of meeting the city's demand and operated at a continual deficit. It was finally abandoned in the early 1800s,to be replaced by a system that adopte~_ many of Evans' ideas.

The Philadelphia government of 1797 recog nized the need for a modem water system, but was ill-equipped to evaluate and implement a practical solution. The Water Works fiasco set the trend for future public works projects. Then as now,the pro curement process was politicized, costs and time overruns far exceeded expectations, and the end result was a dubious scheme that did little more than waste taxpayers' money. D 1. Benjamin Latrobe (1764-1820)designed the Bank of Pennsylvania building in Philadelphia and supervised the rebuilding of the Capitol after the War of 1812. He died of yellow fever while supervising construction of the New Orleans water system. 2. The career of Oliver Evans (1755-1819)is described by David Freeman Hawke in NutsandBoltsofthePast:A His toryofAmericanTechnology,1776-1860(New York: Harper & Row, 1988).

186 The Only Failure We Have to Fear Is the Fear of Failure by Dwight R. Lee and Richard B. McKenzie S ocialismhas been, by any measure of eco nomicsuccess,a total failure.The hope of socialismwas that it would promotewealth and distributeit fairlyby transferringpoweraway from capitalistsinterestedonlyin profitsand give more control to political representatives con cerned with economicgrowth and socialjustice. That hope has been dashed. Socialismhas suc ceededonlyinprovidingspecialprivilegesto a few by imposinggrindingpovertyon everyoneelse. With socialism a sinking ship, the goal in countryafter countrythat has been impoverished bythelegacyofKarlMarxisto achievethewealth creatingpower of capitalism.The most dramatic examples of the rejection of socialism and the moveto embracecapitalismhavecomefromEast ern Europe and the SovietUnion,countriesthat have experienced the poverty of socialismfirst hand.Butcountriesin Africa,SouthAmerica,and otherpartsoftheworldthathavebeenbeguiledby the false promisesof socialismalso are anxiousto trade socialismfor capitalism.


Whilethe embraceof the marketeconomyhas been widespread,it has been cautious.Everyone wantsthe wealthcreatedby capitalism,but at the same time the marketplaceis seen as harsh, cal loused,and unfair.Isn't the marketplacelittered with the victimsof those who have suffered the failuresofbankruptcy,unemployment,andpoverDwight R. Lee is the Ramsey Professor of Economics at the University ofGeorgia, Athens. Richard B. McKenzie is the Hearin/Hess Professor of Economics at the Uni versity of Mississippi, Oxford. ty at the mercilesshands of market competition? Isn'tthere somewayto acceptthe wealththat cap italismofferswithout havingto endure the con stantfailuresit imposes?Thecallshavebeenfor a marketeconomywitha humanface,or for a third way between the productivityof capitalismand the compassionof socialism.There is no end of proposalsto reform the marketplacein order to protectits innocentvictims.

It would,ofcourse,be niceto unbundlethe eco nomic package known as capitalismor the free market,andkeepthe sweetwhilerejectingthe bit ter.It alsowouldbe niceif everyonehadan above averageI.Q. and income.Unfortunately,the only way to avoid the failuresthat resultfrom capital ism is to pass up the wealthcreatedby capitalism. Failuresin the marketplaceservean indispens able function in the·production of wealth: they provideinformationon the mostproductiveuseof resourcesandthemotivationto respondappropri atelyto that information.Failuresare part of the steering mechanism that directs an economy toward prosperity. Attempting to improve the marketplace by preventing economic failure is equivalentto attemptingto improvean automo bile by removingthe steeringwheel. It is no sur prisethat socialisticeconomiesthat wereapplaud ed initially for eliminating unemployment, bankruptcies,and economicfailureof everyvari ety have themselvesbeen colossaleconomicfail ures. By allowingeconomicfailuresin the small, and convertingthesefailuresinto usefulinforma tion,market economieshave producedeconomic success in the large. In economics, overall success depends on a constant supply of small failures.

Thus, the general economic failure that is most feared in all societies stems, paradoxically, from the fear of economic failure. The best antidote for this fear is an understanding that economic failure is a necessary ingredient in the market process that leads to higher overall living standards. UnderstandingFailure While economic failure is a positive force in the market economy, it is commonly converted into a destructive force in the political process. Every economy is a political economy and, for the very reason that economic failure promotes wealth in the marketplace, it promotes political responses that can undermine market productivi ty. A public understanding of the importance of economic failure is the best way to moderate harmful political responses to that failure. The lack of understanding of the essential role of eco nomic failure is the biggest political obstacle to achieving free market prosperity in formerly socialistcountries. The same lack of understanding prevents the market process from Yieldingthe full measure of its potential wealth in those political economies that are predominantly capitalistic.

It is easy to see the failures imposed by market forces as isolated occurrences rather than as an integral part of a wealthcreating process. When viewed in isolation, it is natural to see economic failure as unnecessarily harsh and unfair, and con clude that government can protect people against these failures without harming economic produc tivity. But government cannot protect everyone against failure. The best government can do is to protect a privileged few against failure by di minishing the opportunity for success of everyone else. Obviously such special int~rest protection is neither efficient nor fair. Ironically, for the very reasons that the market economy is both more efficient and fair than alter nati~e economic systems, it appears to be unfair to the superficial observer. Conversely, for the very reasons that the political process is typically less efficient and fair than the market process, it appears to be fair to the superficial observer.

Unfortunately, harmful political policies are often fueled by superficial impressions. The efficiency of the market process derives 187 from the fact that it holds people accountable for the costs of their actions. This accountability is imposed in waysthat are difficultto ignore, such as bankruptcy, unemployment, and other forms of economic failure. Although this market account ability conveys·long-run benefits to all by promot ing productivity, each economic interest group prefers special protections against the accountabil ity ofthe market whilebenefiting from the account ability the market is imposing on others. The fun damental fairness of the marketplace is that it does not allow such free-riding on the contributions of others. In the marketplace we all have to contribute to the general well-beingby accepting the failure as well as the successthat comes our way. However, because the benefits from market accountability are general, they are easily ignored and taken for granted. Because the costs and fail ures of market accountability are concentrated, they easily dominate the public's perception of the market and create the impression of unfairness.

Indeed, the failures inflicted by the market appear all the more unfair against the backdrop of eco nomic success made possible by those failures. The inefficiency of the political process results from the fact that it provides opportunities for people to acquire benefits without being held accountable for the costs. Political action com monly concentrates benefits on a well-organized few whilespreading the coststhinly over the gener al public. As opposed to the fairness of the market process, the political process encourages some to free-ride on the contributions of others. Because political benefits are concentrated, however, they are easily noticed, greatly appreciated, and readily associated with particular policies and politicians. Because the costs are diluted over so many, they are easilyignored. The impression conveyed is that the political process motivates generosity and mit igates the unfairness of the marketplace. The larger the number receiving political benefits, and the more poorly the market operates because of the greater burden of government, the more it is that fairness seems to demand extending political ben efits to yet additional recipients.

The impression that failure in the marketplace is unfair, and government action to moderate that failure is fair, is accentuated by special interest politics. No matter how well a group is organized politically, it isn't likely to be successful in obtain ing special interest subsidies, protections, and 188 THE FREEMAN • MAY 1991 other exemptions from the discipline of market competition by arguing that its members want to benefit at the expense of the general public. A far more effective technique is for a special interest to claim that they, and the public interest, are being threatened with bankruptcy, job losses, and dislocations by unfair market forces. Whether it is farmers facing foreclosure, steelworkers facing indefinite layoffs, or the Chrysler Corporation facing bankruptcy, their chances of appealing to public compassion and obtaining political protec tions against market pressures are increased with a persuasive argument that those pressures are unfair.

Of course, with public compassion being fanned by interest groups using economic failure as a pre tense for capturing special privileges, the result is > unlikely to be very compassionate. Certainly there are people who for reasons beyond their control are left behind in the marketplace, and who deserve our sympathy and help. Unfortunately those who need help the most are the ones whom political action in the name of compassion helps the least. Pointing to the problem of poverty has long been the most effective way of disparaging the market economy and persuading the public that in the absence of government programs the marketplace would be littered with the poor and the impoverished. What has been almost com pletely ignored is the government's impotence in helping the poor. Indeed there is reason to believe that by lowering the productivity of the market place, government transfer programs have reduced the income of the poor. By concentrating attention on economic failure in the marketplace to justify the expansion of political control over economic decisions, the influence of special inter est groups has grown and the scope of economic failure has been enlarged.

Unless economic failures are understood as integral to the successful performance of market economies, they will be seized upon by political interests as justification for expanding government action that stifles general economic productivity for the shortrun advantage of the politically influ ential few. As long as the economic failures that impose the guiding discipline in market economies are widely perceived as unnecessary and unfair, a threat remains to the prosperity of existing capital istic economies, and a roadblock stands in the path of economic progress in those economies that are trying to escape the blight of socialism. D The Only Route to Personal Security I f the less productive members of a society tru.Iy seeksecurity,let t.hem rally to the defense of the freedom of choice and freedom of action of those who work for a living and who are personally productive. Let them voluntarily deal with one another in a marketplace kept free of compulsion. Such voluntary trading directs the instruments of production and the means of economic secu rity into the hands of those most capable of serving all mankind. It promotes mutual respect for life and property. It stimulates every individual to develop his own talents to their maximum productivity. It encourages saving instead of squandering. The free market, and not its displacement by governmental con trols, is the only route to the kind of personal security which makes for harmo nious social relationships.

-PAUL L. POIROT IDEAS ON LIBERTY $ The Locker ROODlIs Private Property by Donald G. Smith I n the past few months we have all read a lot of words on the subject of female reporters in men's locker rooms. I am familiar with the con tention of the reporters that they have a job to do and should have the same rights as men. I have also heard the complaints from players' wives that they don't like their husbands to disrobe in the presence of other females. There have been statements that a locker room is a man's world and should remain so. Others claim that a reporter is a reporter and that gender shouldn't matter. There have also been suggestions to alleviate the problem: put a screen across the middle of the room; keep everybody out for 20 minutes; build a special interviewing room; or do all of the inter viewing outside. It seems to me that we have been wasting a lot of time and newspaper space on concerns that aren't very important. We have-intentionally, perhaps-avoided the one overriding issue that should settle things for all time. I refer to the right of a business owner to admit anyone to the premis es that he or she chooses. This is another way of saying propertyrights.

Remember that we live and work in a capitalis tic, free enterprise system. Professional sports Mr. Smith is a writer living in Santa Maria, California. He has been a frequent contributor to The Wall Street Journal. 189 teams are certainly a part of this system. Even when a sports team uses a rented facility,the busi ness part of the arrangement is still private-just as private as any other business that operates in a rented building. The courts have already established that an owner has the right to move a franchise to another city. Certainly no one disputes the owner's right to control parking and concessions; to release a play er who isn't doing the job; to trade the contract of one player for another; to keep fans off the playing field; even to change the team colors. Why then doesn't the owner have the considerably lesser right to determine who will, and who will not, be allowed on the premises?

We are talking here about individuals and indi vidual rights. It is my contention that the owner has the right to ban women, or anyone else, from the locker room for no other reason than simple own ership. This is the same right that a female reporter would invoke to keep any uninvited person out of her home, including a team owner. The team own er doesn't owe an explanation to those who are kept out and most certainly not to any group of political reformers or protest marchers. It is quite clearly none of their business. The same owner has the right to admit only female reporters and to keep the men out, or to allow only reporters over 40, or those with last names beginning A through L. This is the owner's prerogative, and it is not the business of government to determine who is to be allowed in a private facility. In regard to the contention that reporters "have a job to do," I submit that this situation is not exclu sive to the newspaper business. Indeed it applies to every employed person, and we cannot expect doors to open just because somebody has to earn a paycheck. I have been freelance writing for 25 years, and I have yet to see a publisher accept something that he doesn't want because "Don Smith has ajob to do." Nor have I seen affirmative action groups breathing fire because one of my articles wasn't accepted. This isn't the way that the system works, and let's hope that it never comes to this.

Rejection is a part of my business just as other obstacles are an inherent part of any job. Female reporters would do well to remember this the next time they are told that they aren't allowed in a room where men are showering and changing their clothes. 0 190 Affirmative Disintegration: India's Most Dangerous Decade by Shyam J. Kamath F or the past decade, India has been on the verge of political and social collapse. In recent months, caste riots over a decision to enlarge India's affirmativeaction "reservation" policies have claimed hundreds of lives, including an estimated 150 suicides, mainly by distraught youth, many by public self-immolation and inges tion of poison. In just one week, 325 people lost their livesin communal riots sparked by a political ly motivated religious dispute between the coun try's majority Hindus and the minority Moslems. In the beautiful vale of Kashmir, the idyll has again been shattered by gun battles between Kash miri Moslem secessionists and Indian security forces with nearly 2,000 people killed. Life in the adjoining state of Punjab remains paralyzed, and the death toll mounts as Sikhsecessionistscontinue their reign of terror. Continuing agitations in the northeastern states, especially.Assam, fester and take a heavy toll on human life. Communal frenzy has touched virtually every state while caste divi sions seem drawn more sharply than ever before.

In the latest act of a long political tragedy, another Indian government has fallen as a result of the communal and caste frenzy unleashed by its vote-mongering policies. The coalition gov ernment that has replaced it is not expected to last long. The situation, uncannily, seems to bear out the gloomy prognostications of Selig Harri son's influential 1960 book, India: The Most DangerousDecades,on the disintegrative forces of caste, region, religion, and language on India's ability to remain united. It seems that ProfessorKamath teacheseconomicsat CaliforniaState Universityat Hayward. India's "most dangerous decade" has arrived. While the causes of the tragic events unfolding in India are complex and varied, there is a common denominator that is insufficiently appreciated. Since India won its independence in 1947, social and economic policy has been dominated by statism. An all-pervasive network of controls on the private sector combined with a framework of centralized planning and an emphasis on public sector activity have stunted economic growth in a land of tremendous human and naturalresource potential. Confiscatory tax rates along with ever escalating controls have led to the growth of one of the largest and most thriving underground economies in the world, estimated to account for 50 percent of economic activity.Prohibitive tariffs and a policy of inward-looking "self-reliance"

have insulated the economy from foreign compe tition and investment. Besides preferential policies many times more comprehensive and detailed than similar U.S. affirmative action programs, social policies have included statist labormarket and employment policies, government control over the· broadcast media, and socialistic educational and housing programs. These have gone hand-in-hand with the unrestrained growth of a bureaucratic, redistribu tive state. Over 20 million Indians are on the public pay roll, and around 70 percent of all organized sector employment is in the public sector. The govern~ ment's wage bill accounts for two-thirds of its annual revenues. During the past 40 years, the public sector has accounted for about 60 percent of total investment. India's jungle of red tape is said to be one of the largest and most complex in the world. The result of such a statist development policy has been the neglect and systematic suppression of market activity.Private property rights and vol untary transactions have been severely circum scribed. Anemic rates of economic growth have been the direct result of the suppression of market forces amidst increasing population pressure, ris ing expectations, and burgeoning powerful special interest groups. These interest groups have competed to commandeer the redistributive powers of the state in their favor, despite sporadic recent attempts at economic liberalization. The tragic events of recent months have been the pre dictable result.

The caste violence and deaths unleashed by then -Prime Minister V. P. Singh's decision to implement the findings of the 1981 MandaI Com mission Report for extending the ambit of India's preferential policies is a case in point. India's 1950 Constitution enshrined the concept of restitution for the "untouchable" castes by allowing the state to "make special provisions for the advancement of any socially and educationally backward class es" and to make "any provision for the reservation of appointments or posts" in favor of such back ward classes in the services under the state. Some 1,765 different groups in India's complex and locally variegated caste system, comprising about 17.5 percent (increased to 22.5 percent in 1970)of the population, were classifiedas "Sched uled Castes" and "Scheduled Tribes." Quotas in central government employment, legislative rep resentation, education, and numerous other areas were provided by statute. Individual states set up their own "reservation" policies with much higher quotas, in some cases up to 80 percent of govern ment positions. All this was done despite the inability of government committees to come up with clearly defined criteria for identifying the tar geted groups.

Subsequent events have borne out the unin tended consequences of the decision to put social justice in the political commons. While quotas at the state level proliferated, political pressure for similar policies for the "Other Backward Classes" (OBCs) led to the MandaI recommendations. By its own admission, the commission was unable to define clearly the criteria for identifying OBCs. When Prime Minister Singh saw his fragile 10191 month-old coalition government on the verge of collapse, he decided to create a "vote bank" by implementing the MandaI recommendations. By doing so, he hoped to command the backing of about 60 percent of the electorate, the total num ber of "reserved" seats now comprising 22.5 per cent for the Scheduled Castes and Tribes, 27.5per cent for the OBCs, with another 5 to 10percent for the poor. The resulting "anti-reservation" riots have been the outcome of this policy of making politics dominant and the market subservient.

The communal frenzy that has engulfed the nation in recent months is also linked to the dom inance of politics over economics. While the 1950 Constitution declared a secular state, political par ties have used religious affiliation as a powerful force to gain and hold power. The lack of sustained economic growth.and employment opportunities, accompanied by a rapid increase in the numbers of educated but unemployed young people, has con tributed to the rise of religious fundamentalism. The most recent strife has been caused by one of Mr. Singh's coalition partners, the militant Hin du Bharatiya Janata Party (BJP), which has spearheaded a drive to build a Hindu temple at the site of a 450-year-old Moslem mosque in Ayo dhya, the legendary birthplace of Lord Rama, the Hindu deity. Events were precipitated by Singh's decision to implement the MandaI recommenda tions, which the BJP saw as a serious threat to its very existence and its strategy of building a united electorate of Hindus, who comprise about 83 percent of the population. It saw the Other Backward Classes reservation decision as divid ing the Hindu vote. In turn, Moslem leaders have raised the specter of Hindu dominance in the face of severe job competition in a stagnant job mar ket and an unsympathetic bureaucracy. The BJP led march to and temporary occupation of the mosque at Ayodhya prompted a nationwide out break of communal frenzy and the collapse of Singh's coalition government.

The same denominator underlies the events in Kashmir, Punjab, and the northeastern states. The redistributive and statist policies of previous governments led to an on-and-off policy of dis tributing state largesse alternating with the under mining of democratically elected governments in these states. The violent demands for secession provide a paradigmatic example of an effort by regional elites to wrest the coercive power of the 192 THE FREEMAN • MAY 1991 state in order to gain political and economic pay offs. Thus, since gaining independence in 1947, India has been epitomized by the replacement of individual pie-enlarging behavior with interest group oriented pie-slicing behavior. Recent attempts at liberalization have only led to an escalation of fragmentation and violence, since no fundamental changes have been made to restore a market order. Such fundamental changes would involve an acrossthe-board scrapping of all controls over the domestic economy and foreign trade and invest ment, the dismantling of the nihilisticplanning systern, a drastic reduction in the bureaucracy, a restoration of absolute rights to private property and voluntary exchange, and a comprehensive reliance on market forces in every facet of daily life. A constitutional convention to limit the pow ers of government and guarantee a decentralized, truly federal system of government is also urgently needed. The objective should be to make eco nomics dominant and politics subservient.

Given the political economy of the redistribu tionist society and the entrenched interest groups and violence, such an outcome is unlikely.But the alternative is the continued unfolding of India's most dangerous decade. D ECONOMIC FREEDOM AND INTERVENTIONISM An Anthology of Articles and Essays by Ludwig von Mises Selected and Edited by Bettina Bien Greaves Forty-seven of the pre-eminent Austrian economist's shorter pieces, all written after Mises came to the U.S. in 1940, gathered from many sources into a well-organized and annotated collection. Topics include: • the importance of private property • savings and investment • Keynesianism • the proper role of government • interventionism • the dangers of inflation • Marxism • bureaucratic management All around·the world, longtime advocates of economic planning are being forced by circumstances to admit that their policies haven't worked. This book sets forth, with inescapable logic and clarity, the reasons why. It also shows how capitalism, with its democracy of consumers, helps to reduce conflicts and point the way to peaceful human cooperation.

Plus: Mises' original evaluations of ~ A. Hayek's The Constitution ofLiberty, Murray Rothbard's Man, Economy, and State, Israel Kirzner's The Econom ic Point of View, and Hans ~ Sennholz's How Can Europe Survive? 263 pages,indexed ORDERTODAY The Foundation for Economic Education 30 South Broadway Irvington-on-Hudson, NY 10533 Phone: (914) 591-7230 FAX: (914) 591-8910 Cloth: $29.95 Paper: $14.95 METHODSOF PAYMENT • Check or money order payable to The Foundation for Economic Education. • Credit card-VISA or MasterCard Please give your full credit card number, expiration date, and signature.

193 "Acting Black" CrushesPersonalSpirit by Jason D. Hill F or years I have been disturbed by the psy chological batterings and lynchings blacks inflict on each other. All this is performed in the name of some undefined code of "appropriate" behavior: acting black. There is a strong tendency among many blacks to malign and ostracize other blacks who in their view do not fit within the concept of how a black person should behave. When I was attending a university in Atlanta, a woman in one of my class es accosted me one day. For one thing, she said, I spoke "too proper"; black folks didn't talk that way. She added emphatically that white people just would not appreciate my being so intellectual in class. I needed to shut up sometimes, she insist ed, because white people owned the school. I looked closely at her to remind myself that this was no dream-that this was the United States of America in the 19908.

She said she also thought it disgusting that I was studying so much with a white girl. Why couldn't I share my brains with other blacks? She reminded me that the "sisters" would think I was trying to prove I was too good for them. On another day,another black student asked me what my major was. When I declared it was philos ophy, raised eyebrows, a cynical smirk, and a self righteous "whoever heard of a black philoso pher?" were the responses I received. By the time Mr. Hillis aseniorat GeorgiaState University.Reprint ed with permission of The Detroit News, a Gannett newspaper, copyright, 1990. the individual discovered that I enjoyed classical music, I was no longer perceived as a real person, let alone a black man. Another fellow told me that "new blacks" need ed to stop going over to Europe and visiting all those cathedrals and patronizing white values, that whites would laugh at us and ask us if we didn't know that there were African pyramids we should be visiting.

The situation is much worse on the job. Dining with fellow blacks I have been accused of "acting white" because I placed my napkin on my lap. Black people don't eat that way, I was informed. A co-worker once told me that I spent too much time reading books and that I should be in the ghetto getting a real education; that because I was a middleclass black who hailed from the suburbs I had not lived the black experience, nor had I lived real life. I wondered if there were blacks who longed for a day when the "black experience" could be seen in terms other than victimization and inferiority. But I knew such individuals existed because I had met several who admitted they sometimes felt guilty about their success. Some said they would rather bear this agony silently than be labeled an "Oreo," a disgraceful term used by many blacks to describe a person they f~el is trying to be white. When our black academicians and politicians sanc tion and use such terms, one has to wonder what kind of moral and psychological atmosphere we want for our young people.

194 THE FREEMAN • MAY 1991 This startling revelation was brought home dur ing a conversation I had with an office manager some time ago. Observing him daily, I had the dis tinct feeling he was more intelligent than he appeared to be. Our conversations confirmed that my assumption was correct. He eventually con firmed that he consciously repressed a great deal of his intelligence. Since all his employees were black, he said, he was afraid he would be perceived as being arrogant and pompous. It was hard to maintain that degree of professionalism he knew was necessary, he explained, because he had to make his co-workers realize his office position had not alienated him from them. Proof of such commonality took forms such as tolerance of sloppy, vulgar behavior or using curse words. The manager did not want to be labeled as a betrayer of the race, the man who for got where he came from. Why would any human being apologize for the best within him?

Another fellow, an intelligent college student whom I knew very well,who is an advocate of Black Power, declared that blacks are racially superior to any other group. I pointed out that besides being irrational, such a view had been extolled by other races to dominate other groups throughout history. He said I was nothing more than a self-hating "house nigger" who was sellingout. What I saw in him was the black slave master regulating our activities, defining our emotional, political, and psychological existence to conform to his guilt-ridden, intellectually bankrupt vision. I want no part of this vision. We scream racism when the Klan hurls racial epithets. When blacks do the same against other races and against their own, it suddenly becomes justifiable. How can one condemn racism while practicing it? I spent a long time attempting to discern the A Matter of Choice nature of this mentality. I realized that in its most blatant and perhaps instinctual form it is tribalism.

A tribalist mentality attempts to mold people's character and their values into the image of what constitutes tribal mores. Who are the definers of such values? Everyone and no one in particular. In such a culture, the individualist, the non conformist, is resented. It is truly unfortunate that those who dare to break from this hostage/captormindset are forced to pay such a great price, often in the form of ostracism. Usually, however, the greatest price they pay stems from within. On the one hand the individual is torn between a sense of fulfilling his personal value system and of responding to new growth. But he is also tom by what he feels is his moral obligation to fulfillthe implicitly understood code of "black values," even if assuming such a role means displacing and disowning his own personal feelings. Slavery and years of government-sanctioned segregation forced the "black experience" to be one primarily of pain. But do we want to cling to the past forever? When the history of black people in this country is placed in the mainstream of aca demic consideration-not with any special consid eration, but read simply as a part of world histo ry-it would certainly be pleasing to read of the black experience as merging closer with the tradi tional American dream.

Until many blacks make a concerted attempt to see the members of other races and themselves as individuals, and start practicing healthy individual ism, until they learn to see the universal qualities in education, art, literature, and ideas and stop this generalized talk about white values and white edu cation, until they learn the importance of exploring values for mutual benefit, these psychological lynchings will continue unabated. D IDEAS ON LIBERTY A n individual has no choice about the color of his eyes, but he can choose to color his personality by a view of a gray,fogbound universe in which he feels hopelessly lost and powerless to comprehend; or he can color his personality by a view of a sunswept, integrated universe in which he feels at ease and confident in his ability to master. -ANNE WORTIIAM "Individuality and Intellectual Independence"

195 The Right Not to Live by William B. Irvine L ast December a pair.of legal decisions drew national attention. In one case a Michigan judge dismissed a first-degree murder charge against Dr. Jack Kevorkian, inventor of a "suicide machine." Janet Adkins, who suffered from Alzheimer's disease, had used this machine to self-administer drugs that caused her first to lose consciousness and then to die. In the other case a Missouri judge ruled that the parents of Nancy Cruzan, who had been in an irreversible coma since a 1983 car accident, could remove her feeding tube and thereby bring about her death. What these two cases involve, of course, is the socalled right to die. Many have questioned whether we possess such a right. Indeed, there are those who argue that in order to preserve our right to life, the state should intervene to prevent us from killing ourselves. I would like to argue that those holding such views are fundamentally confused about what it means to say that we have a right to something.

More precisely,they are guiltyof ignoringthe differ ence between rights and duties. Indeed, I would even argue not only that we have a right to die, but that this right is in a sense includedin our right to life. What does it mean, after all, to say that I have a right to something, e.g., that I have a right to that rusted-out Plymouth Valiant in my drive way? It means in part that I can use it and can restrict others' access to it (and that the state will back me up when I do so).It also means, however, that when I am done using it, I can give it away, sell it, dismantle it-indeed, that I can blow it up, Professor Irvine teaches philosophy at Wright State Uni versity in Dayton, Ohio. as long as I do so in a way that does not expose others to risk. If the state defends my ability to use the Valiant but obstructs my ability to dispose of it, the state to some extent transforms my rightto own the car into a duty to own it. And in the case of my Valiant,it is a duty that, as the years go by and the steel crumbles into rust, willbecome ever more burdensome.

Turning our attention back to matters of life and death, if the state declares that our right to life can not be relinquished-if, that is, it declares that we cannot decide when and how we end our lives-it has not only deprived us of an important element of self-determination, but it has to some extent transformed our right to life into a duty to live-or, in the case of brain-dead people, into a duty to go on breathing. And it has harmed us in doing so. lt is, by the way, important to keep in mind that those who argue that we have a right to die are not arguing that sick people should be put to death against their will (they are not, that is, arguing that we have a duty to die); rather, they are arguing that terminally ill patients who are sound of mind should be allowed to die, if they choose to do so. Furthermore, many advocates of a right to die are arguing that this right involves not just the right to be starved to death, as was the case with Nancy Cruzan, but the right to die quickly and painlessly, as was the case with Janet Adkins.

We would be mistaken, then, to suppose that the right to life is somehow in conflict with the right to die. To the contrary, the right to die is an inherent part of the right to life. And anyone who truly val ues the livesof hisfellow human beings willrespect not only their decisions about how they live their lives, but also their decisions about how they die their deaths. D 196 A REVIEWER'S NOTEBOOK The Conservative Constitution by John Chamberlain R ussell Kirk calls his generally excellent new book The ConservativeConstitution (Regnery Gateway, 241 pages, $22.95). The word "conservative" is correctly calculated. The famous55 men, leadersin their own colonies, wanted to avoid a revolution.They were bent on retainingthe historicrightsof Englishmen.It was King George III who was the revolutionist,bound to revivethe discrediteddivineright·ofkings. So the 55 men-Madison, Hamilton, John Adams,Washington,and the rest-eut loosefrom Britain, though a bit reluctantly. They followed Montesquieu, who wronglysaw a tripartite divi sion of powers in the unwritten Englishconstitu tion.Kirkwouldliketo thinkthat EdmundBurke, a friend of the colonistswho had no desire to see them separated from England, had more to do with the spirit of the American Constitutionthan John Locke, who gets a credit derivingfrom the part he playedin the GloriousRevolutionof 1688.

It just so happened that Edmund Burke was too wrapped up in heading the Englishoppositionto Robespierre and the revolutionary French Jacobinsto pay any direct attention to 55 men in Philadelphia. Just who read Burke and who read Locke are mattersfor argument.RussellKirkdoeshisbest to getat the truth ofinfluence.CharlesBeard,the his torian,was insistentthat the 55 men had economic intereststo protect.Kirkdoes not disagree.But he writes that factors other than economicinterests stronglyinfluencedthe delegates,"and their votes at the Conventiondo not follow the pattern that Beard thought he had discerned;nor did ratifica tion of the Constitutionin the severalstates actu allyfollowthe linesof Beard'seconomicinterpretation."The flaw in Beard'sthesisis "the hard fact that mercantile,manufacturingandpublic-security investmentswerenot the moreimportantproperty holdingsof the Convention'sdelegates."Agricul tural property,particularlyin the caseof the richer delegates, bulked far larger in value. "There occurred no contest at the Convention between capitalist and farmer, nor any other discernible classconflictalongeconomiclines."

The Beard thesis that the line of cleavagewas between personal property interests (capitalistic classes) on the one hand and small farming and debtor interestson the other is, as Alabama'sFor rest McDonald told Kirk, "entirely incompatible withthe facts." McDonald,a goodHamiltonianresearcher,had undone Beard by followingBeard'sown methods, but with greater thoroughness. Kirk is perfectly safeintakingMcDonald'sword.But thisleadsto a great injustice.It so happens that a Michiganpro fessor,Robert E. Brown,anticipatedboth McDon ald and Kirk by some30 years. When I was doing the reviewcolumnfor The Wall StreetJournal in the fifties, my editor, Ver mont Royster,handedme Brown'spioneeringcrit icalanalysisofBeard,a bookcalledCharlesBeard and the Constitution.Youmight find this interest ing,said Royster. Indeed I did. Let me quote from my own flab bergastedreviewcolumn."As thingswereactually constituted,"I wrote,"the Americaof 1787was an agrarian nation in whichproperty was widelyand beneficentlydiffused.As ProfessorBrownputs it, quoting Gouverneur Morris, 'At least 90 percent of the men were voters because they were free holders.' Some 97 percent of the people lived in rural areas, and the local freehold voting qualifica tion admitted the small farmers, including the debtors among them, to the franchise. States in which farming was practically the sole economic interest were among the first to ratify the Constitu tion. And towns whose citizens owned a lot of 'per sonality' actually voted to reject the document that had been allegedly rigged in their interest. ...

"The Founders felt, and rightly felt, that they had a mandate from the people to balance the powers in such a way that the tyranny represented by King George III would never be repeated in America. And, while they admittedly had econom ic motives, their main effort was to protect the life, liberty and property (small farms included) of everybody, not merely the few who had put their money into movable securities which would bene fit by the funding of the debt." I concluded my review of the Brown book by saying that it failed to give justice to the totality of Charles Beard's work. Beard ended his life believ ing that the Founders had wrought well. He said many interpretations, economic, moral, and esthetic, were possible. Later I played the part of honest broker when Henry Luce lured Beard into doing a piece extolling the Constitution as a docu ment in which moral factors were even more important in history than economic.

None of my praise for Brown should detract from Kirk's book. It is sound even though he gets some of his figures from a secondary source. My only consideration here is to see that pioneers get credit. I am sure Russell Kirk would agree with me. [] UNFINISHED BUSINESS: A CML RIGHTS STRATEGY FOR AMERICA'S THIRD CENTURY by Clint Bolick PacificResearchInstituteforPublicPolicy,177PostStreet,SanFran cisco,CA 94108•1990•159pages • $24.95cloth,$12.95paper Reviewedby Steven Yates O ne cannot close the cover of this new book by the author of ChangingCourse:Civil Rights at the Crossroads (Transaction, 1988) without a disquieting sense of how fragile a thing economic liberty really is: how it depends crucially on the recognition of certain principles 197 and their embodiment in law, and how easily these principles can be compromised. It is clear that the civil rights movement is in a deepening crisis. We once heard calls to create con ditions for black empowerment by removing the legal obstacles restricting blacks' economic activi ties; now we see preferential treatment, set-asides, and group entitlement-claims. We have witnessed the empowerment of bureaucrats instead of blacks, the rise of victimology as a growth industry whose clients now outnumber non-victims, the smothering of institutions by all sorts in Federal regulations, and the gradual deterioration of race relations. Meanwhile, evidence is mounting that current civil rights policies leave average blacks no more well off than before and even discourage their economic advancement.

But these remarks only go so far. After all, the problems such strategies were intended to address were real. For years, Constitutional commitments to equality of all citizens under the law were marred by slavery and, later, by the legally sanc tioned exclusion of members of nonwhite ethnic groups from significant economic influence. So once we note that "conventional" civil rights strategies fail to rectify things, the next question is, "Where do we go from here?" Unfinished Business takes up where critics of affirmative action leave off, and offers a strategy very much committed to a free society and a mar ket economy. Bolick's roots are in the 18th-century natural rights tradition, particularly Thomas Paine's version of it. This tradition emphasized individual natural rights and accompanying responsibilities in civil society, a limited govern ment, and equality of all citizens under the rule of law. Civil rights, in this view, are individual rights embodied in and protected by civil law.

Thus the struggle for civil rights must not be merely a struggle againstdiscrimination but also for individual rights, including the right to own property, to trade one's skills for money on an open market (the right of entrepreneurship), to assem ble and bargain for wages, and so on. Excluded are all forms of coercion against other people, includ ing entitlements that can be fulfilled only at the expense of others. Bolick follows F: A. Hayek in noting that liberty is a negative concept, the absenceof coercion by others. This, Bolick argues persuasively, is the real heritage of the civil rights 198 THE FREEMAN • MAY 1991 movement; what has happened in the past two decades is an aberration that shouldn't be seen as a real civil rights strategy at all (his term for it is "civil rights revisionism"). ) The original civil rights vision was an ideal that had to be implemented gradually over a long peri od of time. Its first phase began with the formula tion of the concepts of natural rights and of politi cal and economic liberty by John Locke, Thomas Paine, Adam Smith, and others, leading to the Declaration of Independence and culminating in the writing and signing of the U.S. Constitution and the Bill of Rights. The abolition of slavery and passage of the 13th and 14th Amendments, with the latter's equal protection clause, was its second phase. The third phase culminated in the Civil Rights Act of 1964 and the Voting Rights Act of 1965 which, in their original interpretations, did away with the last of the laws designed to keep blacks "in their place" and would have prepared the way for an increasingly color-blind society in which, to abbreviate Martin Luther King, individ uals would be judged solely on the content of their character-and, of course, on their abilities. As a civil rights attorney with experience in the Justice Department and the Equal Employment Oppor tunity Commission, Bolick has some specificviews on what led to the downfall of the original civil rights vision, and this brings us to specifics.

After the Civil War, the 14th Amendment applied equal protection to all citizens regardless of skin color, but new state laws soon restricted the activities of blacks, particularly in the South. The Civil Rights Act of 1866 was designed to protect blacks against such laws and reaffirm the role of the federal government in protecting individual liberties. But two Supreme Court rulings soon weakened its effects, leaving the door open for government to parcel out favors to some and erect barriers against others on the basis of race. The first Supreme Court ruling was the Slaugh ter-Housedecision in 1873;the second was the bet ter known Plessyv. Fergusonin 1896,which estab lished "separate but equal" educational facilities. In the first, the Court upheld five-to-four a Louisiana state law that four years earlier had granted a monopoly to certain slaughterhouses in the New Orleans area and ordered others closed, in effect barring newcomers or "outsiders" from entry into a market. The Court's reasoning used a restricted interpretation of the equal protection clause, in effect dividing citizenship rights into two categories, those of the country as a whole and those of the individual states.

Slaughter-Houseset a dangerous precedent that was used to uphold similar laws in other states and led to a decline in the willingness of the Federal judiciary to defend economic liberty. In the arena of race relations, it permitted "separate but equal" facilities years before Plessy.In the professions, its eventual effect was to permit a legally protected formation of machinery that privileged some at the expense of others. "Establishments" developed in the professions that could protect themselves from competition with an arsenal of government regula tions, contracts, and licenses aimed at discouraging or even blocking the advances of outsiders. Such laws did not discriminate against blacks, as such, but rather against outsiders who included nearly all blacks. As for Plessy,the conventional wisdom has it that this decision was effectively overturned by Brownv. Boardof Educationafter a long struggle by the NAAC~ But to borrow an expression from affirmative action's backers, what was overturned was the letter but not the spirit of Plessy.While the "separate but equal" doctrine was repudiated, left intact was the view that government can rely on special "racial facts" as a basis for legislation, and therefore can classifypeople on the basis of race if such classifications are "reasonable." Thus was the door left open to civilrights revisionism, which has set the agenda for the last two decades.

The cornerstone of Bolick's strategy, then, is bold: to chip away at Slaughter-Housetype legisla tion until this crucial decision can be overturned, the culmination of an effort similar to the NAACP's campaign to defeat Plessy.The over turning of SlaughterHouse,given its precedent setting status, would clear the way for a return to judicial protection of fundamental economic liber ties for individuals and for, full Federal enforce ment of the equal protection clause. Such a deci sion could then serve as the basis for eventually removing every law requiring group classification and every provision protect'ing some at the expense of others. Then the struggle for civilrights can be set back on course as a struggle for individ ual economic empowerment in a free market soci ety-a struggle depending on equal protection, creating conditions for individual self-empower ment through individual action.

In other words, today's situation is the result of two mistakes: the abandonment of the doctrine of individual natural rights and the compromising of the equal protection clause. Both are necessary conditions for economic liberty, in its turn a condi tion for individual empowerment, black or white. Unfinished Business is a powerfully argued work, with a wealth of legal citations and a number of case studies illustrating how civilrights revision ism has worked to the detriment of the people it originally set out to help. But Bolick doesn't answer all the questions. One potential problem is that Bolick, like many others, wishes to separate the concept of affirmative action from that of quotas in order to argue for affirmative action strategies that avoid quotas. This introduces confu sion for, contrary to Bolick, when the former term was introduced it had no "original and highest meaning" or any clear meaning at all. This might seem a quibble; but it was partly the abuse of lan guage by civil rights revisionists that created our present dilemmas. Rather than calling his strategy for black empowerment a kind of affirmative action, he should recognize that this term belongs in the vocabulary of the revisionists and according ly drop it altogether.

As we conclude UnfinishedBusiness,a far more troubling question arises, one that returns us to the reflection in my first paragraph. Bolick's premises are clearly stated throughout, and his emphasis on the need for litigation shows that the protection of individual economic liberties by government is no easy matter either to institute or to preserve. This is an issuewhichfreedom philosophers are eventually going to have to address in more detail: individual liberty,the freedom from coercion by others, is nei ther self-establishing nor self-preserving, as history shows conclusively.Hence it is agreed to be a legit imate function of government to protect it. But how much governmental machinery are we looking at here? Could we find ourselves in the unenviable position of having derailed the drift toward social engineering only to replace it by an arsenal of new rules, this time in the name of economic liberty?

Without careful development in the context of par ticular situations, calls for economic liberty and equal protection will degenerate into slogans. Bol ick knows this; accordingly, he does not present OTHER BOOKS 199 them as universal panaceas. But the issue of how much governmental and legal machinery is required to safeguard individual economic liberty in an imperfect world bears pondering. UnfinishedBusinesshas the merit of proposing a strategy based on principle instead of expedi ence-even if it doesn't answer every question, offering not a new direction so much as a proposal to get an old one back on course. Everyone involved in one way or another with the civilrights issue can benefit from reading this book. D ProfessorYates teachesin the Departmentof Philosophy, Auburn University. THE GREATEST-EVERBANK ROBBERY: THE COLLAPSEOFTHESAVlNGSAND LOANINDUSTRY by Martin Mayer CharlesScribner'sSons, 866 Third Avenue,New York, NY 10022 1990 •368 pages•$22.50cloth Reviewedby WilliamH. Peterson M artin Mayer, the wise and witty author of The Bankers and The Money Bazaars, here spins out a tale of wantonness, of banking naivete, dereliction, and culpability reach ing into the highest levels of government and busi ness. The culpability is not without irony-the cul pable include high government officials such as "the Keating Five," then-Speaker of the House Jim Wright, and other assorted banking regulators elected or appointed to protect the public trust against, ironically,the very malefactors or bunglers they themselves became.

The irony brings to mind Juvenal's unanswer able enigma: "Sedquis custodietipsos Custodes?" (But who is to guard the guardians themselves?) It also brings to mind Acton's oft-demonstrated truth on the corruptibility of power as well as the regu latory implications of McCullochv. Maryland,the landmark case of 1819in which Chief Justice John Marshall forbade a state from taxing the Federally chartered Bank of the United States on the grounds that "the power to tax involves the power to destroy" -a line that could be rewritten to the effect that "the power to regulate involves the power to destroy." In this closelydetailed account of recent banking regulation and resulting repercussions, Mr. Mayer 200 THE FREEMAN • MAY 1991 names names (including that of Neil Bush) and reveals the extraordinary ins, outs, and dimensions of the S&L scandal. He makes it clear that the scandal grew from regulatory roots reaching back more than a half-century to the New Deal, that thus was born today's "made-in-Washington"

debacle. This debacle willend up costing American taxpayers upwards of $500billion over the next 50 years, dwarfing the scandals of the Credit Mobilier in the Grant Administration or the Teapot Dome in the Harding Administration. Here then is reference to the brazenly named bipartisan Competitive Equality Banking Act of 1987,passed by a Democratic Congress and signed by Republican President Reagan well after every one inside the Beltway knew the S&L dam had broken, explicitly charging regulators to exercise "forbearance" so as to alleviate insolvent thrifts which should have been immediately shut down, stemming losses that were snowballing day after day-lost money to be made good by the nation's perennial forgotten man, the taxpayer. Or here are background and details on the cen tral role played by the PAC-financing U.S. League of Savings and Loan Associations, the octopus lobby with virtual veto power over S&L legislation, a situation reflecting one more exam ple of Milton Friedman's brilliant perception of an "iron triangle" or cabal ever at work in Wash ington (apart from state capitals) of legislators, bureaucrats, and organized interests.

Or here is the bipartisan Democratic Congress Bush Administration's Financial Institutions Reform, Recovery, and Enforcement Act of 1989 Get Organized! (FIRREA). FIRREA's centerpiece was an initial injection of $50 billion into the Resolution Trust Corporation, a newly created government agency serving as the receiver for busted S&Ls and mak ing certain that insured depositors got their money back. But once again Congress and President Bush ducked the hard questions, especially of what to do about government deposit insurance, which con tinues serenely along at $100,000 per account (which originally topped out at $2,500 per account). Comments the author: "Deposit insur ance has been an entering wedge for the socializa tion of losses, for establishing governmental safety nets not only under those who cannot take care of their own interests but also under active and con senting adults who demand to be rescued from the consequences of their own mistakes."

The looting of insured deposits is what this book is all about, validating the idea of Ludwig von Mis es that intervention breeds intervention, that inter ventionism only makes bad situations get worse and worse. Martin Mayer may be a bit shy of putting forth the philosophy of limited government and free market economics (hardly de rigueurin a book of this type), but he performs an invaluable public service as he traces corruption between gov ernment and business, calls a spade a spade, an inveigler an inveigler. In this era of cover-ups of public venality, that's something. D Dr. Peterson,an adjunctscholarat the HeritageFounda tion, holds the BurrowsT. and Mabel L. Lundy Chair of BusinessPhilosophyat CampbellUniversity,BuiesCreek, North Carolina. Attractive blue binders for twelve issues of The Freeman will keep your 1991 issues in order. Price: $12.00 postpaid. Order from: The Foundation for Economic Education 30 South Broadway Irvington-on-Hudson, New York 10533 VISA and MasterCard orders accepted. Please give us your name, address, card num ber, expiration date and signature.
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The Freemanconsiders unsolicited editorial submissions, but they must be accompanied by a stamped, self-addressed envelope. Our author's guide is available on request. Phone: (914) 591-7230 FAX: (914) 591-8910 PERSPECTIVE Why WelfareFails First, government has no money of its own. What money it spends must be taken from the peo ple, or borrowed in the people's name. Therefore, when it takes money from some people and gives it to other people, it is engaging in legal plunder. Second, the forced transfers are two-edged: those from whom the money is taken are ag grieved, while the recipients are demoralized they have given up some responsibility in ex change for some dependence. Third, to the extent that they are dependent, the recipients are less inclined to work harder to im prove their condition or to save for retirement. Fourth, once the transfers have begun, they build their own momentum. The bureaucracy that administers them has a self-interest in ex panding both its clientele and the range of trans fers it offers.

Fifth, by definition the transfers are taken from the productive sector. More and more of the wealth it creates, instead of being reinvested for the benefit of the whole society, is diverted into consumption. -KENNETH McDONALD Toronto, Canada Too ManyPeople? The fact that a country is poor ... does not mean it is overpopulated .... China has the same popu lation density as Pennsylvania. Countries like Taiwan, with five times China's population densi ty, and South Korea, with four times the density, out-produce her four and five times respectively. Is the problem too many consumers or too many commissars? -FRANK RUDDY, writing in the May 1990issue of Crisis Red Tapein Bangladesh It is in the Second Nine-Story Building at the Government's central Secretariat that much of life in this nation of 100 million people slows to a standstill. Here, in their offices along dark, winding corri dors, some of the Government's 1.2 million bu202 reaucrats sit almost motionless amid towering stacks of dusty files tied neatly, by 19th century British tradition, in red tape.

"We move a file from here to there, but no work is done," said a senior Government official. ... "The more senior the officer, the higher the stack of files on his table, said A. R. H. Doha, a for mer Foreign Minister who said one of his main ac complishments in office had been to throw heaps of 40-year-old files out of the window.... Each day, outside the guarded gates of the Sec retariat buildings, scores of petitioners gather to pursue the fate of their applications, some of which, tied with a delicate bow in red-or white-tape, have been waiting action for years. -The New York Times TwentyMiles While driving to Delaware recently, I crossed the George Washington Bridge from New York City to New Jersey. As I went over the bridge, I glanced at the odometer; it is 20 miles from FEE to the bridge. You see a lot in those 20 miles. There are palatial homes, middle class neighborhoods, and the slums of the very poor. How, I wondered when I returned to my desk the next day,can we reach so many dif ferent people?

On one level, of course, we do reach people from all walks of life. Freeman articles appear in newspapers across the United States, from the StreetNews hawked by New York City's homeless to The Wall StreetJournal.Our Spanish-language translations appear throughout Latin America. Reader'sDigestreprints Freemanarticles in several languages around the world. Freeman authors even appear on talk shows. But on another level, the written and spoken word can only go so far. Our message can help peo ple to understand the freedom philosophy; it can inspire them to want to learn more. But in the final analysis, real change must come from within our own homes, our own families, from within our selves as individuals. We must serve as exemplars, and live the philosophy we espouse. Then we will reach the most important people in our lives, and, PERSPECTIVE with patience and consistency, our message will spread to the ends of the earth.

-BRIAN SUMMERS Environmentalismand Capitalism Our planet's environmental problems will only worsen if the artificially created gap between envi ronmentalism and capitalism is allowed to widen. Although far from perfect, a free market is the most efficient way of distributing commodities to consumers. This basic principle holds true whether that commodity is bread or clean air. It is no coin cidence that there is a dire shortage of both bread and clean air in the Soviet Union. Instead of sup pressing capitalist forces, environmentalists should harness these forces to the planet's benefit. -GRANT THOMPSON, writing in the December 1990 CarolinaCritic A Big Mistake Todor Zhivkov, Bulgaria's deposed Communist dictator, long regarded as the East bloc leader most subservient to Moscow,looked back on his long po litical career during an interview ... and said it was all a big mistake. "If I had to do it over again, I would not even be a Communist, and if Lenin were alive today he would say the same thing," said Mr. Zhivkov as he sat in his granddaughter's luxurious villa on a hill side above Sofia, where he remains under house arrest.

Mr. Zhivkov, 79 years old, ruled Bulgaria for 35 years before being forced to resign just over a year ago. He said he began to doubt the Communist sys tem in the mid-1950s and realized after the rise of Mikhail S. Gorbachev in the Soviet Union that Communism's underpinnings were faulty. "I have been a soldier, I have been a Communist, it is my deep belief and conviction that I served my people and my country," Mr. Zhivkov said. "But I must now admit that we started from the wrong ba sis, from the wrong premise. The foundation of so cialism was wrong." -CHUCK SUDETIC,writing in the November 28, 1990,issue of The New York Times 203 204 THEFREEMAN IDEAS ON LIBERTY What Garbage Crisis? by Charles W. Baird L ast November, several state-wide environ mental initiatives-most notably Califor nia's $12 billion "Big Green" and a $2 bil lion New York bond issue for land acquisition, dump closures, and recycling subsidies-failed to pass. Big Green was defeated by a 2-to-1 margin.

The then-emerging economic recession has been given most of the credit, or blame, for these out comes, but there is more to it than that. The general public is, at long last, beginning to take a more cautious, critical attitude toward the claims of the environmental establishment. Envi ronmental values are still important to the elec torate, but so too are other values such as common sense, individual freedom, property rights, jobs, and economic well-being. Moreover, the general public is beginning to recognize that much envi ronmental hectoring consists of gross exaggera tions and sometimes, as in the case of Big Green, directly contradicts elementary scientific princi ples as well as readily available evidence. For example, the advocates of Big Green over stated the risks of pesticides on fruits and vegeta bles by 2,600to 21,000times.1If they had won, pro duce grown outside of California that didn't meet Big Green's pesticide standards could not have been sold there, and the prices of California pro duce would have risen dramatically. Most physiCharles W Baird is a professor of economics at Califor nia State University, Hayward, California. This article was written in association with the Foundation for Research on Economics and the Environment, Seattle, Washington.

cians agree that eating fresh fruits and vegetables is a good way to reduce the incidence of cancer in the digestive system. As University of California biochemist Bruce Ames has pointed out, if Big Green had passed, Californians would have eaten fewer fresh fruits and vegetables and therefore would have increased their risk of getting cancer.2 Environmental extremism has become the prin cipal means by which many collectivists hope to achieve their dream of a thoroughly regulated, controlled, and planned economy.3The Red Star is burned out, but the Green Star is rising. A Quasi-Religion Consider, for example, the alleged garbage cri sis. This year, Congress must decide whether to reauthorize the Resource Conservation and Recovery Act, whichis the principal Federal waste disposal law. There is no doubt that Congress will indeed reauthorize this act, and, if the Green Lob by has its way, the law will be substantially strengthened. For example, recycling, regardless of whether it is cost efficient, willbe made manda tory for everyone throughout the country.

Environmentalists have already done substan tial propagandistic groundwork. For example, recent TV pictures of garbage-Iadened barges in search of a dumping place were skillfully used by the Greens to suggest that the U.S. is about to drown in municipal solid waste unless we sinful, profligate American consumers reduce our waste ful consumption and take the recycling pledge.

And sin is what they have in mind. For many environmentalists, pantheism has replaced belief in a transcendent God who grants human beings dominion over the earth and all its creatures. This new (actually it has ancient roots) "earth womb" religion comes complete with its own creed. One of its most important doctrines is the recy cling of municipal solid waste. Landfill sites, the litany goes, are scarce, and, in any case, they are hazardous. Incineration, the litany continues, is unthinkable because of the resulting air pollution and the dangerous content of much of the resulting ash. There are, the litany goes on, only two legiti mate acts of contrition-recycling and less con sumption. The litany ends with "Go in peace, and abstain from plastics.Thanks be to Mother Earth." Landfilling There is no shortage of geologicallysafe, poten tiallandfill sites in the United States. Japan, a land poor country, has 2,400 operational sites. In the land-rich U.S., there are only 4,800.While it is true that one-half of existing landfillsare due to close in five years, that is always the case-landfills are designed to stay open, on average, only 10 years.

Stateof-the-art landfill technology makes it possible for all new sites to be environmentally safe and people-friendly. There are vast, empty regions in the West and Southwest that aren't used by anyone for any purpose that could be devel oped into environmentally safe landfills. Only pol itics and pantheism stand in the way of common sense. Private landfill owners have strong economic incentives to use liners, install leachate and methane gas collection systems, and include groundwater monitoring systems. It is only on government-owned landfills that scant attention is paid to such amenities. The reason is simple-pri vate owners are liable for the damages they create, and government operators are not. Similarly,it is in the interests of private owners to charge fees that reflect the full costs of collection and disposal, which include landfill closure and post-closure maintenance costs. Such fees will be different for different kinds of waste. Individuals and businesses can make rational choices about the composition and quantities of what they dump only if disposal fees embody the true costs of that activity.Municipal disposal fees, politically set, are 205 usually uniform for all kinds of waste, and they typically cover only current operating expenses.

This encourages over-dumping and lack of atten tion to the composition of the waste. Moreover, closed landfills don't have to be dead land. Housing developments, golf courses, and conference centers are only three types of already successful post-closure landfill uses. The way to overcome the alleged shortage of landfill sites is to get politics out of the way. All existing landfills should be privatized, and govern ment should get out of the landfill business. The proper role of government in this matter is judicial. If courts held private landfill operators strictlyliable for the real harms they impose on oth ers, the operators would internalize those costs and make appropriate decisions thereon. To overcome the not-in-my-back-yard (NIMBY) attitude of most people toward landfillsiting,operators would have to offer compensation to people whose prop erty would be in close proximity to landfills. Thus residential and commercial sites that have already been developed would be avoided.

Incineration Stateof-the-art incineration technology makes it possible for new combustor sites to be construct ed and operated that would be environmentally safe and people-friendly. According to the U.S. Conference of Mayors, "The technology exists to carry out, monitor, and control the processes of incineration of municipal solid waste (inclusive of ash residue management) in such a way as to com pletely ensure that potentially harmful con stituents are not expected to pose risks to humans and/or the environment which would normally be of regulatory concern."4 We incinerate only 14 percent of our municipal solid waste, and the Environmental Protection Agency (EPA) has set a target of 20 percent for 1992. In contrast, Japan safely incinerates over 60 percent of its waste.5 Air pollution from incinera tion is no longer a problem. Even much of the resulting ash can be put to good use-in secondary road construction, for example. The rest can be safely landfilled. If we incinerated at the same rate as the Japanese, we would cut our need for landfill space by almost half. Only the irrational opposi tion of environmental zealots and the NIMBY phenomenon prevent us from siting, constructing, 206 THE FREEMAN • JUNE 1991 and operating sufficient new incinerator facilities.

Just as with landfill siting, NIMBY can be over come with offers of compensation. Prudent choice of incinerator sites would minimize the compensa tion bill. Furthermore, the energy released through incineration can be converted to electricity.Waste to-energy incineration would reduce our con sumption of nonrenewable fossilfuelsin electricity generation. About 40 percent of landfill waste is paper and paper products. Paper is a renewable resource. If we incinerated the paper we now send to landfills we would ameliorate two problems with one stroke. The state of Maine has moved toward prohibit ing private ownership of new incinerators, but rational public policy dictates just the opposite. If private owners are held liable for the damages they cause, and if government sets standards while monitoring private operators for compliance, we willhave safe and effective incineration. If govern ment agencies operate incinerators, less care will be taken. The reason, again, is simple-private owners have their own wealth at stake, govern ment operators do not.

Recycling Recycling is not what it is cracked up to be. While it makes economic sense to recycle some things, especially aluminum and ferrous metals, recycling other things, such as most paper, does not. There are already more stored old newspa pers waiting to be recycled than the demand for recycled paper can absorb. Much recycled paper is too poor in quality to be used effectively in print ing. The bleaches used to de-ink paper during recycling are toxic and present their own environ mental problems. 6 Moreover, most paper comes from trees specificallyplanted for that purpose. If the demand for new paper is reduced by forced recycling, fewer such trees will be planted. Recy cling of paper can be anti-green. The irrational attachment of EPA bureau crats to recycling was illustrated by their pro posal last December that all municipal waste incinerators be required to recycle 25 percent of the trash they received for burning, not withstanding any considerations of the cost and benefits of doing so. Fortunately the Vice President's Competitiveness Council quashed that regulation before it took effect.

The best way to get people to be careful about what they discard is to charge them by-the-can or by-weight garbage collection fees based on the composition of what is discarded. The city of Seat tie has set a target of recycling60percent ofitstrash by 1998.Its current recyclingrate is 37 percent, the highest in the nation.7Seattle's "pay as you throw" system imposes differential disposal fees for vari ous kinds of waste based upon their disposal costs. Seattle adopted its program as an alternative to the construction of a large incinerator facility. Although its municipal solid waste disposal prob lem has been ameliorated by this sensible pricing policy,recyclingalone will not suffice.The 60 per cent target is unattainable without large subsidies. Sooner or later the citizens of Seattle will have to reconsider the incineration alternative. Thirty-nine percent of American cities don't charge for garbage collection. Of those that do charge, half impose flat fees that are unrelated to the amount and kind of garbage collected. Thus about two-thirds of American cities provide no direct incentive for households to consider the costs of their garbage disposal decisions.8 If recy cling must be done, the implementation of differ ential fees based on the separation or non-separa tion of recyc1ablesand the characteristics of what IS discarded is the best way to accomplish the task.

Direct command regulations enforced by garbage police and neighborhood monitors should be anathema to Americans. Worse yet is the real dan ger that school children will be encouraged by their environmentally conscious teachers to become garbage police deputies at home as they try to instruct their parents in environmentally cor rect thinking and acting. Plastics "Plastics" is not a four-letter word. McDonald's recent capitulation to the environmental establish ment on the use of polystyrene foam containers was an act of infamy. It is testimony to the power of the environmental priesthood that McDonald's felt it had to take this public-relations step to defend its goodwillcapital. Ironically,McDonald's switched from paper to plastic in the 1970s at the behest of environmentalists who were then con cerned about excessiveharvesting of trees. Styrofoam is clearly superior to paper in hot food and drink containers. Moreover, plastics are just as recyclable as paper. Almost 200 companies are in the business of recycling plastic food con tainers, milk containers, bottles, knives, and forks into such products as carpet backing, paint brush es, scouring pads, appliance handles, floor tiles, automotive parts, and fiberfill for pillows,sleeping bags, and ski jackets. High density polyethylene plastic is recycled into such things as traffic cones, trash cans, and plastic lumber.

Plastic takes up less landfill space per compara ble item than does paper and, unlike paper, plastic will not decompose and produce leachate that could find its way into groundwater. Polystyrene foam makes up only one-quarter of 1 percent of landfilled waste, and all plastics make up only 8 percent. Paper, in contrast, constitutes 40 percent.9 Moreover, plastics, just like paper, can be safely incinerated. There are simply no grounds for the widespread plastiphobia that the environmental zealots have created. The AsepticPackage Many environmentalists seem to fear and loathe any kind of technological innovation irrespective of its environmental impact. The aseptic package is an excellent case in point.10 An aseptic drink box, for example, can store fruit juices for extended periods without refrigera tion or chemical preservatives. These boxes, in sin gle-serving sizes, are sold in most supermarkets across the country. They have become popular with consumers who wish to include such bever ages with packed lunches at school or work. They are unbreakable, light in weight, use less material than any other packaging alternatives including those that require refrigeration and chemical preservatives, are energy efficient in production, and have the lowest environmental impact of any alternative single-serve package on the market.

Notwithstanding the fact that in 1989 the Insti tute of Food Technologists voted aseptic packag ing to be "the outstanding food processing tech nology of the last 50 years," the state of Maine, in that same year, at the behest of environmentalists as well as producers of alternative packaging, banned it. The ostensible reason was that since WHAT GARBAGE CRISIS? 207 aseptic packaging takes more packages to hold the same volume of product as a larger package of a different type, aseptic packaging increases the amount of discarded waste. But this is a non sequitur. For any volume of product, the total amount of packaging material required by aseptic packaging is lessthan that used by any alternative. It takes more separate boxes, but all those boxes together require less material than one larger package of a different type that could hold the same volume of product. Maine's action cannot be defended on rational grounds. It was decision-making on the basis of misinforma tion, superstition, and ignorance.

We should forsake the environmental priest hood and adopt an integrated approach to munic ipal solid waste management. Such an approach would include sensible landfilling and incineration along with recycling and prudent packaging deci sions, all based on cost-benefit comparisons. If we adopt that strategy, the "garbage crisis" of the 1990swillbe seen to be as chimerical as the "ener gy crisis" of the 1970s, and for the same reason. Both were caused by faulty government policy. The cure is simple: discard counterproductive gov ernment interventions, privatize, get the prices right, and allow individuals, guided by those prices, to make their own choices. D 1. Warren Brookes, Revengeof the Killer Watermelon:Califor nia'sBig Green Initiative(San Francisco: Pacific Research Institute, July 26, 1990), p. 5. 2. Bruce N. Ames, oral discussion of "Misconceptions About Environmental Pollution and Cancer," paper presented at the Gen eral Meeting of The Mont Pelerin Society, Munich, Germany, September 3, 1990.

3. Robert James Bidinotto, "Environmentalism: Freedom's Foe for the '90s," The Freeman,November 1990,pp. 409-420. 4. IncinerationofMunicipalSolid Waste:Scientificand Technical. Evaluationof the Stateof-the-Art(Washington, D.C.: U.S. Confer ence of Mayors, February 1, 1990), p. 8. 5. Kenneth Chilton, TalkingTrash: MunicipalSolid Waste Man agement (St. Louis: Center for the Study of American Business, Washington University, September 1990), pp. 9-12. 6. Lynn Scarlett, "Integrated Waste Management: A Primer on Solid Waste Problems and Policy Options," paper presented at Inte grated Waste Management Systems: A Seminar for Academics, sponsored by the Foundation for Research on Economics and the Environment, Seattle, Washington, November 2-4, 1990,p. 13. 7. Chilton, op. cit.,p. 12. 8. Scarlett, op. cit.,p. 5. 9. CharacterizationofMunicipalSolidWastein the UnitedStates:. 1990Update(Washington, D.C.: Environmental Protection Agency, June 1990), p. 10.

10.This section is based on Harry Teasley,Jr., President and CEO of Coca-Cola Foods, "Presentation on Aseptic Package to Maine Waste Management Agency," October 9,1990.

208 The Samaritan's DileDlmaand the WelfareState by E. C. Pasour,Jr. T he parable of the Good Samaritan in the biblical story is well known. In traveling from Jerusalem to Jericho, the Samaritan came across and assisted a man who had been robbed and beaten by thieves and "left half dead." Under the circumstances of this event, the Samar itan is properly lauded for his exemplary conduct. However, as Nobel Laureate economist James Buchanan demonstrates, a dilemma frequently arises when a modern-day Samaritan's actions are generalized as a rule of conduct for individuals attempting to assist people in need.! What should a Samaritan do, for example, if the assistance ren dered serves to increase the need for further help? Most people have personally experienced the Samaritan's dilemma when confronted with winos and other street people "in need." On the one hand, there is a desire to help the less fortunate, some of whom cannot help themselves. On the other hand, there is the recognition that a handout may be harmful to the long-run interests of the recipient. It is shown below why this dilemma is likely to be resolved in a way that is socially more damaging when assistance is provided from the public till. Relatively little attention has been given to the inherent problems of the political process in effectively coping with this pervasive problem.

The Samaritan'sDUemma and PersonalChoice In a broad sense, a Samaritan can be viewed as anyone trying to help people in need. No dilemma Dr. Pasour is a professor ofeconomics at North Carolina State University at Raleigh. arises for the Samaritan as long as the condition of being in need is beyond the victim's control. How ever, a recipient through foresight and effort gen erally can influence the likelihood of the ensuing condition that evokes offers of aid. Therefore, a dilemma arises for the Samaritan who attempts to do good, as suggested above, if the donor's action leads to an increase in the amount of need.2 More over, this dilemma arises in personal choice situa tions in many different contexts when we as indi viduals try to extend assistance to other people. The Samaritan's dilemma commonly is encoun tered in the home. Consider the discipline and rearing of children. Who can deny that the parent who succumbs to pressure from a pleading child to make a purchase while shopping has increased the likelihood that the child will exhibit similar behavior in the future? What should the benevo lent parent do in such situations where shortrun assistance is likely to create long-run problems?

Similarly, should an individual permit a neighbor readily to borrow groceries or tools if this is likely to encourage the neighbor to be in chronic need of assistance? In the academic area, Buchanan cites the exam ple of the teacher returning exams. Increasing the grade of a single complaining student, one form of giving aid, is the easy thing to do in the short run. However, helping that student makes for long-run problems by increasing the number of student complaints. The Samaritan's dilemma is inherent in private charity too. A dilemma arises generally because there is a positive relationship between the amount of work a person will do and the financial 209 While the biblical Good Samaritan is properly lauded for his exemplary conduct, a dilemma frequently arises when a modem-day Samaritan's actions are generalized as a rule of conduct. rewards received from work. Stated differently, there is a trade-off for the aid recipient between work (or income) and leisure.

Consider what happens when a Samaritan tries to assist someone less fortunate, with the more help extended the lower the income of the one in need. If the recipient realizes that the amount of ass~stance varies inversely with the amount of income earned, he has an incentive to reduce work and income earned. In this situation, the granting of financial aid exacerbates the condition that brings forth the assistance. The only way to avoid the socially undesirable outcome of reduced work by the needy is to withhold the aid. Hence, the Samaritan's dilemma. In short, the Samaritan's dilemma for us as indi viduals in this and other situations arises whenever the extension of aid increases the number of situa tions requiring aid. Thus, the Samaritan's dilemma is a pervasive problem as people respond individ ually to those in "need." Although this dilemma cannot be avoided, we as individuals have an incentive to take a long-run rather than a shortrun perspective in dealing with these situations. In the case of private charity where the aid comes from the Samaritan's pocket, 210 THE FREEMAN • JUNE 1991 the individual donor has an incentive to monitor the effect of the aid on the recipient's conduct to prevent the recipient from taking advantage of the donor's benevolence. For example, few people today give unsupervised handouts to "street people."

The Samaritan'sDilemma and the PublicTill It is much more difficult to cope with the Samar itan's dilemma when low-income problems are addressed through the political process. Moreover, this dilemma is endemic in government programs to assist the poor. Henry Hazlitt, for example, describes two lessons that can be drawn from the effects of the dole in ancient Rome: "The first ... is that once the dole or similar relief programs are introduced, they seem almost inevitably ... to get out of hand. The second lesson is that once this happens, the poor become more numerous and worse off than they were before, not only because they have lost self-reliance, but because the sources of wealth and production on which they depended for either doles or jobs are diminished or destroyed."3 In short, in collectively assisting those less fortu nate through the government dole, the number of the poor increased because work incentives were adversely affected.

The Samaritan's dilemma is no less important in government welfare programs today. Consider the food stamp program. The willingness of the state (the Samaritan) to offer food stamps will increase the perceived need for food aid. Moreover, the social problem created by state aid is made worse in this situation because both the recipient and the donor-including those enacting the legislation as well as those administering the program-have an incentive to overstate the need. First, consider how a state-financed welfare pro gram weakens the incentives by the donor (the state) to deal with the Samaritan's dilemma. A government program inevitably creates a political constituency that benefits from expansion of the program. The food stamp program, for example, provides an important source of political support to Congressmen having large constituencies of low-income people. Moreover, a bureaucrat's salary, perquisites, and patronage tend to increase as the bureau's budget increases. Therefore, government officials administering the food stamp program have a vested interest in expanding the scope of the program. Thus, it isn't surprising that the U.S. government has sponsored mass mailings and door-to-door recruiting campaigns to increase the number of people who will accept food stamps.4 In reality, the Samaritan's dilemma for taxpayers funding government transfers is of rela tively little concern to those administering welfare programs.

Second, recipients of food stamps (and other welfare programs having a means test) have an incentive to under-report income. Moreover, information problems associated with ad ministering a means test are formidable in the case of low-income workers having income that isn't reported for tax purposes. Thus, it is not sur prising that implementation problems constantly plague the food stamp and other government transfer programs. The problem the Samaritan faces in providing assistance is known in the insurance field as moral hazard. A moral hazard problem arises whenever an individual's behavior is affected because he is protected from the· consequences of his actions. Thus, moral hazard means that insurance makes it more likely that the event insured against willhap pen and that a loss will be incurred. The Samari tan's dilemma is a moral hazard problem. The fact that the Samaritan offers aid will almost certainly affect the recipient's behavior and increase the "need" for aid.

In subsidized credit programs in agriculture, for example, easy credit is extended to farmers who "need a lower interest rate." Government officials here too have an incentive to find needy borrow ers, and borrowers have an incentive to overstate their need to obtain the easy credit. Thus, govern ment-run or -supervised credit agencies substitute political judgment for the discipline of the market. Cheap credit extended by the Farm Credit System and the Farmers Home Administration during the inflationary period of the late 1970s was partly responsible for the dramatic increase in farm bankruptcies and financial stress of agriculture during the mid-1980s. A similar problem exists in government assis tance to promote economic development in less developed countries. Economist E T. Bauer has shown that government programs to promote eco nomic development instead are likely to retard the THE SAMARITAN'S DILEMMA AND THE WELFARE STATE 211 political and economic changes necessary to pro mote economic growth.5 Economic assistance to the Soviet Union is an excellent current example of the Samaritan's dilemma in government aid programs. In late 1990, the news was rife with reports about food shortages and impending famine in the V.S.S.R. In response, the Bush Administration announced that the United States would extend some $1 billion of economic aid in the form of guaranteed commercial credits for Soviet purchases of V.S.

grains, poultry, pork, and other farm products. However, many economic and political analysts, including proponents of economic freedom within the Soviet V nion, argued that such aid is a tempo rary palliative that in the absence of meaningful political and economic reforms is likely to impede rather than promote economic growth. WillIt Hurtor Help? The Good Samaritan's conduct in the biblical parable is worthy of emulation because the situa tion encountered presumably was beyond the vic tim's control. However, in many contemporary sit uations, the aspiring Samaritan is confronted with a dilemma in dealing with people in need. There frequently is a down side to a Good Samaritan's actionsand not just because the ostensible victim may, as sometimes occurs today, turn the tables and rob and beat the Samaritan! In determining whether aid of any given type is socially beneficial, we must consider whether it is likely to significantly increase the number and worsen the condition of victims needing aid. The donor is faced with a dilemma whenever the grant ing of assistance promotes the conditions that evoke such aid.

In private charity, for example, the dilemma for the benefactor is present as long as the recipient's work effort falls as income rises. If aid increases as the recipient earns less income, he has an incentive to reduce earnings to obtain larger gifts.The donor faces a chronic dilemma in attempting to abolish poverty because it is likely that some hunger and homelessness must be allowed for to avoid unduly promoting the conditions that elicit aid. However, the individual donor who bears the cost of his own benevolence has an incentive to prevent those in need from taking advantage of his willingness to help. Moreover, in the world of pri vate charity, there is no particular individual or agency who bears final responsibility for letting someone go hungry if he refuses to work in the hope of getting a larger donation. This strengthens the attitude of individual responsibility and the credibility of insisting on self-help as a require ment for aid.6 The Samaritan's dilemma poses a more formidable social problem in the welfare state.

Democratic governments are much lesslikely than private individuals to deal effectively with the dilemma when the government acts as a "safety net" or "charity of last resort." In this case, individ uals whose earnings are just above the govern ment's safety net have a strong incentive to quit working and take advantage of transfer programs. And, as shown above, there is a shortrun bias on the part of those who legislate and administer wel fare programs. When contrasted with private donors, government employees have an incentive to be less concerned with the long-run effects of aid on a recipient's behavior. There is no way to avoid the Samaritan's dilem ma in coping with people in need-whether the issue is homelessness, medical care, subsidized credit, or foreign aid. An offer of aid generally will bring about some worsening of the conditions that evoked the initial offer of assistance. However, the above analysis suggests that publicly funded aid is less effective than private charity in coping with this dilemma for two reasons. First, when com pared with private donors, the welfare bureaucra cy is likely to be less concerned about the societal dilemma inherent in assisting needy people because government employees benefit personally as the magnitude of the aid increases. Second, no one spends other people's money as carefully as he spends his own. D 1. JamesM. Buchanan,"The Samaritan'sDilemma,"in Edmund Phelps, ed., Altruism, Morality, and Economic Theory (New York: RussellSage,1975),pp. 71-85.

2. A numberof the examplesused are taken from RichardE. Wagner, To Promote the General Welfare: Market Processes vs. Political Transfers (San Francisco: Pacific Research Institute for PublicPolicy,1989). 3. Henry Hazlitt,"Poor Reliefin AncientRome," The Freeman, April 1971,p. 219. 4. James Bovard,"FeedingEverybody:How Federal Food Pro gramsGrew and Grew,"Policy Review, Fall 1983,pp. 42-51. 5. P. T. Bauer, Dissent on Development, revised edition (Cam bridge,Mass.:Harvard UniversityPress,1976). 6. Wagner,op. cit.,p. 173.

212 The Shame of the Church by NormanS. Ream I n 1948the World Council of Churches held its first assembly in Amsterdam, Holland. In Sec tion III of its concluding report it issued asear ing indictment of both Communism and capitalism in which the United States delegates heartily joined. Shortly thereafter, writing in The Christian. Century,the Reverend John C. Bennett, a promi nent American Protestant and a seminary profes sor,seeking to defend the Council's report, laid out four major indictments of capitalism: 1. Capitalism tends to subordinate what should be the primary task of any economy-the meeting of human needsto the economic advantages of those who have most power over its institutions. 2. Capitalism tends to produce serious inequal ities. 3. Capitalism has developed a practical form of materialism in Western nations in spite of their Christian background, for it has placed the great est emphasis upon success in making money.

4. Capitalism keeps people subject to a kind of fate which has taken the form of such social catas trophes as mass unemployment. These same charges have been laid at the feet of capitalism by prominent church leaders of nearly every major denomination for the past 70 years. I can remember in the 1930s hearing a prominent Methodist bishop, just returned from a guided tour of the Soviet Union, extolling the virtues of Communism over those of capitalism. In my sem inary days near Chicago, the then-conservative ChicagoTribune was consistently ridiculed and Dr. Ream, who served for many years as pastor of the First Congregational Church, Wauwatosa, Wisconsin, lives in retirement with his wife in Estes Park, Colorado. scorned by my professors for its defense of the lim ited government, private property, free market way of economic life. Later on when I became a member of the social action committee of my denomination's state body, and it was proposed to endorse the United Nations Declaration of Human Rights that Eleanor Roosevelt had enthusiastically endorsed, I asked the other members of the committee how many had actually read the document. Not to my surprise, nary a one had done so. In their misguid ed idealism, they were supporting it because it sounded so good and were completely unaware of the traditional rights and privileges it would deny citizens of the capitalist United States.

Over and over again church leaders and church assemblies have passed resolutions that, in sub stance if not overtly, praised socialism and con demned capitalism. As a consequence, the Chris tian church and its leadership has made a large contribution to the denial of a higher standard of living and a larger measure of freedom to millions of men and women around the world. No PerfectSociety Let us not hesitate to admit that capitalism has its faults. Those faults, however, are due primarily to the fact that human beings are human and cap italism gives these fallible human beings the largest measure of freedom in whi.ch to exercise their fallibility.As the church itself says, "All men and women are sinners." Or as the Bible puts it, "There is none good but one, that is God." (Matthew 19:17) Those same fallible men and women exist in every society and will exist under any and every economic system. That they contin ue to exist and don't decrease in numbers is certainly due to a failure on the part of religion more than to a failure of the economic system.

There is no such thing as a perfect society, and there never will be. This has been acknowledged by the Christian church since its very beginning. Men and women, being sinners, frequently do what they ought not do and fail to do what they ought. Human beings are also partially ignorant, and thus make errors of judgment. The propensi ty to sin and the lack of perfection in knowledge and wisdom lead to an imperfect society. The most mankind can hope for is a society that is suc cessful in providing the greatest good for the greatest number. Without the slightest question, history and the millionsof men and women who have lived behind the Iron Curtain of socialism and Communism (the ultimate form of socialism) now testify to the indisputable fact that capitalism is far superior to socialism in providing the necessities of life to the masses, and in doing so without denying them their individual freedom.

But ever since the Russian Revolution of 1917, church leaders have tried to convince church members that socialism meets the moral and ethi cal demands of Christianity better than does capi talism. They have done so by constantly compar ing socialism as they believe it could be with capitalism as it is. In his recent excellent book, Capitalism,Arthur Seldon vividly points out that long ago we should have been comparing capital ism as it could be with socialism as it has actually operated in those parts of the world where it was enthusiastically adopted and is now being equally enthusiastically rejected. The clergy who have praised and advocated socialism through the years have done so, for the most part, without any real knowledge or under standing of economics and political science. They have been well-intentioned and misguided ideal ists who have looked at the end desired and failed to examine the means and calculate the costs.They didn't heed their Master's admonition in His para ble of the builder. (Luke 14:28ff)The clergy have been guilty of what F. A. Hayek calls "the fatal conceit." They were certain they knew what was good for society and for each member of it, and when one is in that position it is difficultnot to seek to impose one's ideas and theories on all.

As already pointed out, the great weakness in the pro-socialist clergy's argument has been the 213 comparison of socialism as an idealistic theory with capitalism as an operating economic system. It would be far more appropriate to compare socialism as it has operated in the Soviet Union with capitalism as it has operated in the United States. That, of course, would immediately and obviously lose the argument for socialism. Social ism only "works" in theory and can work in no other way for it never takes into account human nature. It takes no notice of men and women's burning desire for freedom, their inborn compet itive nature, their desire to get ahead, to prosper and succeed, which the church itself has praised in urging them to use their talents and abilities to the full. For seven decades many, if not most, leaders of the major Christian denominations have advocat ed a system that is now seen by the entire world as an economic and political disaster. It has robbed millions of their freedom. It has denied them a higher standard of living that could have been theirs. This is the shame of the Christian Church.

Joseph Schumpeter wrote in Capitalism,Social ism and Democracy that "... the impressive eco nomic and the still more impressive cultural achievements of the capitalist order ... could lift poverty from the shoulders of mankind." Church leaders however preferred blind faith in an abstract idea over recognition of the positive ben efits of capitalism. AnsweringCapitalism'sCritics Let us now return to the indictment of the World Council of Churches~nd the criticisms of Professor Bennett, which are prototypical of all those made since. The first charge is that capitalism does not devote itself to the primary responsibility of any economic system, which is the meeting of human needs. If economics is a science requiring a sub tlety of understanding, then it is obvious that any one making such a charge doesn't understand capitalism. When I was a freshman in college, I came across Edward Bellamy's paean to socialism, Looking.

Backward.I recall urging my father, a small busi nessman of that day, to read the work, and gave it my own fulsome praise. My wise and experienced father responded·by saying something like, "You can say things in books you can't put into practice 214 THE FREEMAN • JUNE 1991 in the real world." Many clergymen, however, have had little or no experience in the real world and, like politicians, look only at promised results, ignoring the tremendous costs of implementation. Men and women will differ in their definitions of needs and luxuries, but no intelligent entrepreneur would go into business without being reasonably certain that he wasresponding to a felt need for his product. Thousands of business es fail every year precisely because the owners miscalculated and discovered too late an absence of need. Ask those who have lived in the Eastern dicta torships if the socialist economies met their needs.

It is primarily because there are no free markets in those countries, and no private property, that socialism does not and cannot meet human needs in the same abundant fashion as can a free econo my. Again it is a case of left-leaning church leaders looking at socialist promises and ignoring capital ist results. The second indictment has been that capitalism tends to produce serious inequalities in society. There are indeed inequalities in any society. The primary blame, however, needs to be laid at the feet of God. The framers of the Declaration of Independence notwithstanding, there is no sense in which all men and women are created equal. If, as Christianity demands, we use all our talents and abilities to the full, we will become less and less equal. God has greatly blessed some, while others seem terribly deprived. Egalitarianism plays well on the lips of politi cians and the clergy, but in real life its goals are seldom if ever achiev~d. The MayflowerPilgrims tried it and gave it up as unproductive. Wrote William Bradford of the experience, "For this community ... was found to breed much·confu sion and discontent and retard much employ ment that would have been to their benefit and comfort." It destroyed the will of the ambitious, and encouraged the lazy and indifferent to con tinue being so. Socialism equalizes by bringing everyone down to the lowest common denomi nator (except the ruling class), while capitalism equalizes by tending to raise the living standards of all.

There may indeed bea sense in whichcapitalism promotes a form of materialism by making avail able to consumers so much more than socialism ever can. Nevertheless there is akind of "materialismof misery" that grips those who have very lit tle available to them and who must wait in long lines in order, they hope, to get that little. The "materialism of plenty" would be preferred by the vast majority of people in every country. But rather than being the result of capitalism, one could with equal verity claim that it was the result of politicians undertaking to convince the voters they deserved all of these "things" by right and promising to provide them in return for their votes. The church and the clergy also deserve part of the blame for their failure to effectively teach their people how to assess values. The final charge is that capitalism subjects cit izens to such social catastrophes as mass unem ployment. That is the only "social catastrophe"

mentioned, and one has difficulty thinking of any others that could be laid at the feet of capitalism. Let us recall that there was no mass unemploy ment in Nazi Germany. There is, allegedly, no unemployment in the Soviet Union. But again one must count the cost: no personal liberty, no free markets, constant scarcities of consumer goods. The Soviet Union can make these claims, but it is the only industrial power in the world whose living standards are declining, the only such country where the life expectancy has been falling and infant mortality rates are rising. So much for the benefits of "full employment" under socialism. Put against the criticismsof church and clergy is one irrefutable consideration: capitalism has produced more to meet human needs and aspira tions than any other system known to mankind, and it has done so largely without depriving indi viduals of their personal freedom. One must insert the word "largely" because· even in this country much of the progress made by capitalism has been in spite of the interference of politicians, which results in a loss of freedom. Capitalism has proven itself in practice. Socialism has failed wherever it has been tried.

Capitalism is the morally and ethically superi~r system, and as such should have been supported, not condemned, by church and clergy. Had the church and clergy supported capitalism, millions of men and women around the world might well have known a larger liberty and a greater happi ness. Even today, however, church leaders follow the lead of politicians and power-seekers, and while millions of people around the world reject socialism,they continue to embrace it. 0 215 Vive la Difference by RidgwayK. Foley,Jr. C omparisons-purported or real-are dan gerous. Superficial arguments can seem so plausible.Sincehuman beings dislikestrain and contention, we tend to accept the shallow or one-dimensional assertion without question. A common example, which appears in many manifestations, is the unflattering comparison of public expenditures by the United States and other nations for various social welfare programs.

How often have we heard that "the United States ranks very low among civilizednations in per capi ta expenditures for education," or "virtually all Western countries provide greater public support for the (arts, humanities, old people, young peo ple, sad people, bad people) than we do"? Propo nents of "social" causes decry this purported gov ernmental and cultural absence of support for their favorite venture as a sign of a failing civiliza tion, as if endless state funds should be committed without question or cavil to child care, elder care, alcohol rehabilitation, sex education, and myriad other proposals and programs limited solely by the fantasies of the activist mind. The zealot commonly overlooks flaws that threaten his preconceived notions. Serious flawsin addition to those of calculation and conception erode this ineluctable parade of plans for spending "public monies." These deficiencies arise in no small part from the inaccuracy of the underlying assumption that the United States is an abject fail ure because it theoretically throws less tax money at any or all such social programs. Let us examine two of the more malignant defects: the inaccurate calculus,and the essential denial of conceptual his tory and principle.

One may dispatch the erroneous calculation quickly and certainly. A plethora of distinguishing Mr. Foley, a partner in Schwabe, Williamson and Wyatt, practices law in Portland, Oregon. computational features and factors differentiate the United States from other nations with which it is unfavorably compared. For example, no one can verify the comparative figures from other coun tries: How can one equate open and closed soci eties? And, even in the United States, dishonest political accounting obscures and misleads the stu dent of political economy seeking to discern just how much is spent on a particular function. Fur ther, each nation differs in monetary unit, data base, system content, linguistic labels, political structure, and a whole host of other variables which result in a comparison of incomparables. Thus to say, for example, that Russia, France, or Chile spends more on education than the United States says nothing important at all. The argument satisfies only the utterer because it is meaningless without close examination and verification of many features to assure that the statement com pares comparables.

However, the error of the conceptual premise overwhelms this obvious inaccuracy of the calcula tion. Assume, for the sake of argument, that some or several nations we generally respect spend more tax money on some or all common "social programs." Assume further that men of good will would generally acknowledge that the end sought is laudable: after all, who among us would dispute that education of the young, medical care for mothers, and rest for the aged constitute fine objects in the abstract? Even the positing of these suppositions will not sustain the argument that the United States is remiss in some duty to its citizenry, and that such an omission may be cured solely by a massive assessment, collection, and application of more taxes to these praised projects. A faulty premise always implicates and erodes a conclusion; in this case, the proponents of more governmental activity have overlooked, misread, 216 THE FREEMAN. JUNE 1991 or ignored the foundations of our country.

The 200th anniversary of our Bill of Rights ought to remind us of our beginnings. Our fore fathers left their "Old World" and hewed a new nation out of the forbidding wilderness of this "New World." The adjectives "old" and "new" referred not primarily to location. Rather, they connoted and commended a sharp break with the omnipresent past; a past of hunger, disease, incivil ity, and slavery; a past which those wise and hon orable men and women wished to leave behind-in the Old World. In the Old World, individuals counted for little or nothing; they existed as the king's pawns or nature's playthings. As Thomas Hobbes decried, human life was "solitary, poor, nasty, brutish, and short." Men toiled for a lifetime in the dank and the dark, without hope or help. The feudal mon archs and barons plundered as they wished; it scarcely mattered to the serf or yeoman if his mea ger possessions were taken by force of arms or by force of law.

Presaging the Instrumentalist revolution in law and education of the late 19th century, the privi leged and powerful of the Old World could say with virtual impunity, "The law is what I say it is, and nothing more pretentious." Thus, in the Old World, the state reigned supreme and the individ ual merely sojourned to serve its greater purpos es; the state determined what should be created, how it should be produced, and who should receive the resultant distribution; the state decreed who could engage in each and every task and for what return or recompense; the state declared the existence and content of any and all "social programs"; the state decided who might live and who should die. NewWorld,NewVision By contrast, the New World offered a new and singular vision. The original beauty of our nation lay in its creed of expansive freedom of individual action and strict limitation of state control. Men were.at liberty to live their lives, take their risks, and reap their rewards as they saw fit without gov ernment direction or interference. So long as men didn't plunder or cheat their neighbors, the state kept its nose out of their lives and businesses. Our ancestors specificallysought to escape the squalid model of the Old World with its caste system, festering poverty, and pervasive malaise. They achieved this goal by a new vision of individual rights fit for the New World and protected by a special structure of limitations upon the state by means of a Constitution that spelled out personal rights safeguarded from collective trammel.

For years, the United States retained and fol lowed this novel vision. In so doing, within a single lifetime, our citizens-all immigrants from the fal tering and oppressive Old World-came to enjoy the highest standard of living (including, not inci dentally, health care, educational progress, artistic stimulation, and a whole host of other values which form the essence of civilization) that the world, old or new, had ever known. What percep tive philosophers had long surmised became proven in fact: unfettered free men and women will produce the best, most civil, most advanced, most honorable society possible. Men without chains eliminated drudgery, advanced science, improved life, and engendered happiness for all segments of society. Amazingly, the "poor" benefited relatively more substantially than the wealthy in the United States, a stark con trast to the Old World of privilege and patronage.

And, all the while, those truly important "social action" projects were fulfilled in a manner much superior to that prevailing in myopic Old World fiefdoms. Free men recognize what is essential and proceed to accomplish such necessary tasks, unbound by archaic regulations and stifling bureaucratic murk. Slaves see no farther than the end of the master's nose. After all, it doesn't pay for a servant or a serf to venture into the unusual or unknown. This century, however, has borne witness to a remarkable turnabout in attitude, integrity, pro ductivity, and civility.This retrenchment seeks to take root in an inordinate idealization of a foreign model, the Old World way of doing things. Grad ually weare encouraged to ape Old World social and legal systems, venerating them for their sup posed wisdom and humanity, and adopting them for our own. In so doing, we not only depart from the core of our greatness but also take on the trap pings of a failingand failed civilization,a socialsys tem erected on force, malevolence, mediocrity, and mandate. Our forebears left those Old World evilsfor good reason; we would do well to emulate our ancestors, not the heritage they discarded. D 217 The Do-It-Yourself Queen by Vincent Curcio I na corner of her living room at The Sherry Netherland hotel in New York City, a glass case displays a portrait doll of Lucille Lortel, clothed in a billowing black skirt and simple white satin blouse ruffled at the neck. Generous folds of rich auburn hair frame a sympathetic face, whose most striking feature is the huge, liquid dark eyes, the sort that would disconcert if they did not instantly disarm. Adorning her head is a golden crown, its peaks surrounding a puff of royal purple velvet. Nearby,on a yellow damask Louis XVI set tee, rests a small petit-point pillow. An old friend has patiently embroidered Gothic letters on the pillow, proclaiming the legend: "It's Not Easy Being a Queen."

In 1962 Lucille Lortel received the first Margo Jones Award for encouraging new American play wrights. On that occasion Richard Coe, drama critic of The Washington Post, dubbed her "The Queen of Off-Broadway," an entirely appropriate appellation that has stuck to this day, making her instantly recognizable in theatrical circlesthrough out the world. For she, along with Joseph Papp and Ted Mann, consolidated off-Broadway, which was not just a location, but a name for the art theater movement consciouslydeveloped as an alternative to the Broadway commercial theater. Though no one would ever speak of the decid edly proletarian Papp or Mann in aristocratic terms, somehow it has always seemed fitting to speak regally of Miss Lorte!. It isn't because of her background, which is ordinary middle class, but Mr. Curcio has been the manager of The White Barn Theater since 1979. He is the author of Suicide Blonde: The Life of Gloria Grahame (William Morrow & Com pany, 1989).

more her manner, which has something of an autonomous sweep about it. After making up her mind about projects yea or nay as quickly or as slowly as needs be, she then follows a suitable course of action without admitting any impedi ment. She does what she has decided is right to do; and time has shown that her judgment is uncannily perspicacious. Though she refuses to allow others to dissuade her from a firm decision, neither does she ask anyone else to be responsible for the con sequences-as she calls the tune, she pays the piper. You might say that Lucille Lortel has always been the Do-It-Yourself Queen, and for that rea son her little pillow speaks the truth. "MadAboutthe Theater" By her own admission, she has been "mad about the theater" from the start. After graduating from the Neighborhood Playhouse in 1921, she contin ued her studies abroad, accompanying her mother and brother, the concert violinist Waldo Mayo, to Berlin. While there, she acted for the first time, albeit as a pair of dancing feet in an Emil Jannings picture filmed at the giant UFA studios.

Upon returning to the United States, her the ater acting career began in earnest. Initially play ing in summer and winter stock productions in Maine and upstate New York, she managed to make her Broadway debut within a year. First came a bit part in the Theater Guild world pre miere of George Bernard Shaw's Caesar and Cleopatra,starring Helen Hayes and Cedric Hard wicke. "I played a whore on the wharf," she recalls. "All I had to do was look sexy and run across the 218 THE FREEMAN • JUNE 1991 stage with a bunch of sailors in hot pursuit. Well,at the first rehearsal I got halfway across, turned around, and in my best melodramatic acting style, threw my hands up in front of my breasts and shouted, 'No! No! I won't let you lay a hand on me!' Guthrie McClintic, the director, stopped everything and asked me where that bit of dia logue had come from. I told him it just 'felt right'; sending a steely gaze in my direction, he told me to cut it out or else. It seems he felt Mr. Shaw was quite capable of writing dialogue without my assis tance. So much for my star-is-born debut."

After that Broadway saw her as the ingenue in One Man's Woman and the nymphomaniac in The Virgin Man. "I didn't really know what a nymphomaniac was, but I did my best to fake it. The critics were enthusiastic, so I must have done something right." Later she played Poppy, yet another nymphomaniac (this time also a drug addict!), in The Shanghai Gesture, which starred Florence Reed. "At the end of the show when Miss Reed, who was acting the role of my mother, dis covered my dissipation, she threw me to my death down four flights of steps in her brothel. My main memory of that tour was being black and blue all the way from Kansas City to San Francisco." None of these jobs came easily."It took me years to get decent paying parts," she recalls. "I was just one of hundreds of young actresses banging on pro ducers' doors, looking for work. On top of that, my family had some financial reverses then, and we had to move into very cramped quarters. I earned the family money, made our budget, and watched every penny. One day the great Luther Adler, then unknown and in the same financial straits as I, bor rowed five dollars from me, a considerable sum at the time. He didn't get around to returning it, and years later, when our circumstances were much improved, I jokingly asked him when he was going to pay back the money. 'Never,' he replied, 'So you won't forget how poor we all once were, and how hard we struggled.' "

She never did forget, and for this reason she has always lent a sympathetic ear to the needs of the ater artists and companies. Most tend to be impe cunious far more often than not, theater being what it is, and a bit of help at the right moment can make the world of difference to an important pro ject or career. Louis Schweitzer, the brilliant chemical engineer, industrialist, and philanthropist, met and instantly fell in love with MissLortel in 1930.After a whirlwind courtship, which included his transat lantic telephone proposal, a then almost unheard of blandishment, the couple was wed aboard ship on the Leviathan in the spring of 1931. Unfortu nately, Miss Lortel's motherin-law did not have a very high opinion of the acting profession, and threatened her son with dire financial conse quences if his bride did not renounce the stage. Since he was still under his mother's thumb, he requested Miss Lortel's "retirement," and she agreed, for the sake of family peace.

"I didn't quite give it up completely though," she avers. "In 1930,Sessue Hayakawa and I made a Warner Brothers short of The Man Who Laughed Last, which we had played coast to coast in vaudeville. I liked the experience, and while my husband was working in Jersey during the day, I used to sneak away to Brooklyn in the afternoons to make more shorts for Warner's. Lou was none the wiser,so I got bold enough to take a small part on Broadway in the Theater Guild's production of The Man Who Reclaimed His Head, which starred Claude Rains. Lou caught up with me that time though, and made me quit. Except I didn't. I just decided to be a little less visible after that, and started doing Advice to the Lovelorn, a sob sister show on the radio. Everything was goingvery well, until critic Ben Gross advised newspaper audi ences to tune in to the program to hear my low pitched, 'dramatic' voice; most girls cultivated high pitched, squeaky voices then, and I guess lis tening to me was a relief. Anyway, Lou saw the column, and this time the jig was really up.

"We bought a house in Connecticut in 1938,and for the next few years I was reasonably happy as a socialite. But then Lou's mother died, and sudden ly he had a lot of money and none of his mother's restraints for the first time in his life. It turned his head, and he went a little wild, spending much of his time with a new crowd in Europe that I didn't like. I became depressed and sad; not only was my marriage foundering, but the stage career I loved and gave up for him once again began to weigh on my mind. I knew I had to do something, but I wasn't sure exactly what that something should be. "One day, after the end of the war, I decided to give a party for Children's War Relief at my barn in Connecticut. Lily Pons and Danny Kaye entertained, and during the shindig Danny turned to me and said, 'You know,Lucille,this barn would make a great little theater.' It set me to thinking." Out of those thoughts, and the interventions of fate, came her new career as an art theater producer of world wide influence and fame.

Since 1947, Lucille Lortel has produced over 500 plays on Broadway, off-Broadway, off-off Broadway, and in regional and university theaters, both in the United States and abroad. To do it, she either spent her own money or, occasionally, that of a few individuals who shared her vision. But she has never used public funds to support her pro jects. "I feel that the benefits of government fund ing aren't worth the bureaucratic red tape one must deal with to obtain it; besides, using private money means 1never have to concern myself with what the government thinks about the politics of my artistic personnel or the controversial nature of the statements they sometimes make in their work." Since she looks to present the best in theater, no matter how conventional or outrageous it may be, ideological independence is of utmost importance to her. "If you are a serious producer, you cannot flinch where artists are concerned," she says.

"Even in the days of red channels 40 years ago, I gave all the blacklisted actors who couldn't get work elsewhere a chance to perform in my the aters-Zero Mostel, Kim Hunter, Sam Jaffe, Anne Revere, all of them. People said, 'Aren't you afraid, Lucille?' but 1said, 'No, I'm using my own money to hire them, so nobody has the right to tell me what do.' " The WhiteBarnTheater Her new career began at The White Barn The ater in the summer of 1947. "Phillip Huston and Canada Lee, two actor friends of mine, had a play, The Painted Wagon, that nobody would produce commercially.They asked if they could read it for my theater friends to get their reactions; I said 'sure,' and arranged for the reading to take place in my barn at the country house in Connecticut. "Afterwards 1 gave a supper for everyone who attended, to encourage discussion of the play. Nobody liked the show much, but everybody liked the experience of hearing it read. Audrey Wood, a famous play agent who was in the audience, encouraged me to do more of these readings; in THE DO-IT-YOURSELF QUEEN 219 Lucille Lortel fapt, she gave me another script immediately. That was Some of the Sky, which Joseph Anthony directed. Things were beginning to snowball, and somebody came up with a musical about struggling young actors called No Casting Today, which brought me back to my youth. That one intro duced both Jo Sullivan (later Mrs. Frank Loesser), who went on to star in The Threepenny Opera and The Most Happy Fella, and the comedienne Bibi Osterwald. Somebody else gave me The Ivory Tower,which gave an early job to Eva Marie Saint; later she won an Oscar for On the Waterfront.

"By the end of the summer 1 had done six of these events. There was great excitement in the air about it all, and people were vying for invitations to get in. Big articles started to appear, both in show business trade papers and the general press. My husband was astonished to read a newspaper headline in Paris proclaiming' ANew Type of The ater' right in his own backyard, and rushed back to find out what all the commotion was about. You 220 THE FREEMAN • JUNE 1991 see, there was no off-Broadway or experimental theater then; it was all commercial. Having a the ater situation removed from those pressures and problems gave people an exhilarating sense of freedom. Anything seemed possible in my theater precisely because everyone knew that nobody would go broke or ruin a career playing there. For the first time, theater artists knew they had the right to try and fail without risking censure, which is essential if something daring and new is to be attempted.

"I didn't pre-plan anything I was doing when I started, and nobody paid to see the shows or got paid to work. It was just a service for playwrights and other theater artists who wanted a chance to do something new. It's hard to imagine today how fresh the whole experience was, but we were pioneers." There was one extra-theatrical benefit Miss Lortel received from starting her new theater. "When Lou got back from Paris and saw that I had done something so successful completely on my own, he gained a respect for me as an individual that he had never had before. Suddenly I wasn't just Mrs. Schweitzer but someone of importance in her own right, and that made him very proud. Also, though he wasn't crazy about the theater, he loved having his country home swarming with the atrical people. Their humor and verve were a far cry from the sober-sided business types he dealt with at work, and that was a big lift to him. So as he became interested in the life I was making for myself, we were drawn closer together. You might say that my decision to start The White Barn The ater saved my marriage."

Success, of course, breeds difficulty and expense. "I paid for it all out of my own pocket at first, but by the second year Actors' Equity started making problems. As far as I was concerned, I was giving parties at which a play was read and dis cussed, but Actors' Equity said no, the actors were working and should be paid a regular salary. They wouldn't let the actors rehearse for my shows. On one memorable Sunday we premiered Sean O'Casey's Red Rosesfor Me without rehearsals (it featured Kim Hunter, along with George Roy Hill, fresh off the boat from Ireland). The director read all the parts to the actors in the afternoon, and they performed at night. Though the show was success ful, the experience was harrowing. After that, I agreed with Actors' Equity to pay the actors $15 a performance, and from then on my expenses start ed to rise. In 1949I began charging $25 a couple to non-professionals to see the season's shows; they made up about half the audience of 150. The rest were producers, agents, and backers whom I invited to further the careers of the artists.

"As the theater continued to boom and our pro gram expanded, two important things happened. The first was that we created The White Barn The ater Foundation, because my husband was con vinced by his advisers that this was the proper set up for a not-for-profit art theater. He began to solicit contributions from theater-minded business associates under the foundation set up. This got me some help with my burgeoning expenses, and allowed the contributors a tax write-off. "The second thing we did was to renovate the barn, putting in a real stage and real theater seats; previous to 1954,it was just a big room with a plat form and drapes·at one end, and folding chairs for the audience at the other. Ralph Alswang, the famous theater designer, worked with actress Eva Le Gallienne on the architectural plans for the renovation. Neither of them charged me for their considerable help." MissLortel also began to expand her program in the direction of education. "We began havingclass es in 1951, first for older students and later for young children. In 1955,MissLe Gallienne started teaching master classes. I guaranteed her $5,000a season, and agreed that she would take only stu dents she deemed worthy of her tutelage. Of course, professional friends and talented young people who couldn't afford it did not pay, and I made up the difference between what the classes took in and her guarantee. At this time also, great choreographers like Valerie Bettis and Jean Erd man began to teach at The White Barn, and we had classes going from early morning until show time.

Mariette Hartley, Peter Falk, and Linda Hunt were among scores of students who attended. "On stage at night, the shows were bigger than ever, some with elaborate sets and casts of 15 or more; in 1955 alone we did 11 shows in a season stretching from July 9th to October 30th. Many famous people, like Peggy Wood, Ruth Chatter ton, and Margaret Webster,were now clamoring to work at The White Bam because they could per form there in shows they wouldn't have an oppor tunity to do commercially.A lot of future stars got a start at The White Bam too, from Rod Steiger and Geoffrey Holder to Flip Wilson, Mary Steen burgen, and Peter Bogdanovich, the film director. "My audiences saw new plays, like Beckett's Embers and lonesco's The Chairs, that I brought back from Europe every year; I produced Yukio Mishima's plays there for the first time anywhere in the States. Both established American play wrights like Tennessee Williams and beginners like Edward Albee premiered their works on my stage. It became the place to go every summer for whatever and whoever was fresh and exciting in theater.

"In fact, things got so hectic that I interviewed prospective audience members before I agreed to let them attend. We had a limited seating capacity, and although extra performances were added to meet the demand for tickets, there was only a cer tain number of people we could accommodate. If I didn't feel potential ticket buyers were genuinely interested in new theater, I didn't take them. It sounds snobbish, but it wasn't. You didn't have to be rich or social to get in, you just had to love new theater. Otherwise you were taking a seat away from someone who really cared. "By 1962, it was costing $30,000 a year to run The Barn, despite all my efforts to hold down expenses. My husband, who saw how hard I was struggling to get by, wanted me to quit. But I felt I couldn't. There was a need for expression in the theater unconnected to financial considerations, and I knew I had a responsibility to see that this need was met. So I kept on."

Off-BroadwayBound In 1955Mr. Schweitzer bought his wife the The ater De Lys on Christopher Street in Greenwich Village as a silver wedding anniversary present. The idea was that she would be able to continue her work in New York during the winters. Who could have known that the first show she produced there, The Threepenny Opera, would turn into a monster hit that would run for seven years? The show was so successful that Mr. Schweitzer asked his wife to pay him back what he had laid out to buy the building. "My husband was a great phi lanthropist, who supported any number of chari ties, but he always kept business and charity sepa rate. He worked to help me with my theater projects, but he was not disposed to give me money for them. When the De Lys turned out to THE DO-IT-YOURSELF QUEEN 221 be a hit from the word go, he didn't see why he should be out the money it cost to buy it, so I reim bursed him. Actually, he taught me a great deal about how to be frugal and not waste money in the arts. He thought it was a disservice to say some thing was nonprofit art theater and then throw money around. If it truly was altruistic art theater, then he felt resources should be husbanded so more art could be created. Furthermore, since these theaters represented my taste, he believed it was my responsibility to pay for them. The only way I could do that was to be very, very careful."

In order to relieve her frustration at not being able to do new shows at the De Lys because of the long run of The Threepenny Opera, Miss Lortel began the Matinee Series in conjunction with the American National Theater and Academy, or ANTA. These were White Barn-style premieres performed on Tuesday afternoons at the De Lys, when the theater was "dark." The actors, usually playing in long-running Broadway hits, were dying to do something different to keep their creative juices flowing, and this was their chance. Eileen Heckart, then in The Dark at the Top of the Stairs, played O'Neill's Before Breakfast; Richard Burton from Camelot joined Cathleen Nesbit to read Dylan Thomas, and so on. Begun in 1955 and last ing for 20 years, the Matinee Series was the true beginning of off-off-Broadway; Miss Lortel only gave it up when that type of theater was firmly established, and the need for this series was obvi ated.

Her enthusiasm and capacity for work have nev er abated. In the 1950sshe produced Genet's The Balcony, a shocking work comparing society's leaders to perverts in a brothel. She brought the South African playwright Athol Fugard to the U.S. in the 1960s. Persona non grata in his own country and a failure in London, he was set on the path to international recognition by her 1964New York production of The Blood Knot. At this time Miss Lortel also began a 30-year tradition of taking productions of some of her distinguished plays to the Library of Congress in Washington. A Walk in the Woods' More recently, she was nominated five times for Broadway's Tony Award as producer of the best play or musical of the year. These productions included Lanford Wilson's Angels Fall,which pre222 THE FREEMAN • JUNE 1991 miered at The White Barn; As Is, the first play about AIDS; a revival of The Blood Knot; the South African musicalSara/ina;and A Walk in the Woods, a landmark drama about Soviet-American arms reduction.The lastwasof specialimportance to her.

"The humanity of this play touched me deeply, and I was sure it would have the same effect on thousands of others. It was written in 1987,just as the issue of nuclear disarmament was becoming a subjectofcrucialimportanceto people throughout the world.A Walk in the Woods put a human face on the situation, dealing as it did with a wily old Communist and a fresh-faced, uptight American, both arms negotiatorsin Switzerlandtryingto rep resent their governments' policiesand at the same time achieve genuine nuclear arms reductions. Its downbeat conclusionproved to be very affecting, and more than that, a cautionary tale. Never more so than when I was invited by three Senators to present the piecebefore an audience of both hous es of Congressat the Library of Congressthe week they were to vote on the nuclear arms reduction treaty. The treaty was stalled, and had to be ratified very quicklyfor Reagan to be able to sign it with Gorbachev at the summit. Rarely have I seen an audience as deeply moved as this one was.

At the conclusion of the performance Congress men and Senators stood around in groups speak ing of the absolute necessityof ratifyingthe agree ment, and three days later it was approved. That performance was in many ways the high point of my career." Financially,putting the play together was very difficult. Miss Lortel thought this simple, two character play should be done off-Broadway,but the author, director,and Yale University,who had done the first production of it, wanted Broadway, and without big star names. Since they controlled the rights, that was how it had to be done, with Yale as a non-financialproducing partner. The big money meeting on the showtook place at 4;lluncheonin MissLortel's apartment on Octo ber 19, 1987.It was Black Monday,the day of the biggest stock market crash in 60 years. As she passed around deviled eggs and crab meat salad, the worldwas fallingapart. Every few minutes her secretary would rush in with the latest bad news: "Down 100points"; "Down another 150."People around the table were visibly shaken; sweat poured down over their pasted-on smiles. But Lucille Lortel remained calm, taking care of her guests and discussing the business at hand. She reassured everyone that she intended to continue with the project, no matter what financialdifficul ties ensued. She had made a commitment,and was going to honor it. All were relieved, thanked her profuselyand left.

When asked why she didn't use this crisisas an opportunity to back out of the project, now that its costs were ballooning since the principals were insisting on a Broadway production, she replied that she had given her word and, besides, she felt the play's statement was too important to aban don. "If worst comesto worst,I can alwayssellmy jewelry from the vault. This play just has to be seen." The worst didn't happen, and publictelevision's American Playhouse eventually came in for half the budget. But that didn't end the problems. On opening night, the all-important New York Times, which had liked the show at Yale, gave it a bad review. Despite the fact that most of the other reviews were quite favorable, her partners and managers advisedher to close the show. Sherefused,and put up another $200,000(along with $100,000from American Playhouse) to give the show a big publicity push. Furthermore, she rolled up her sleevesand got a number of fullpage ads in the Times at deep discounts, arranged for signs on the sides of buses all over town at cheap rates, and put together all the theater parties she could muster.The results: the show ran over four months on Broadway; it was nominated for two Tony Awards; American Playhouse televised it throughout the U.S.; Alec Guinness and Edward Hermann starred in a London production; it was shown to members of both the House and Senate at the Library of Congress;and it became one of the most produced plays at regional theaters throughout the country."Getting to opening night is just halfthe battle. Then you haveto roll up your sleevesand pull out all the stops to keep the audi ences coming.Many fine shows have died on the vine because producers didn't do their jobs," she reminds us.

To top it off,the Soviet government invited her to bring the show to the U.S.S.R., truly amazing at that time, considering that the piece dispenses criticism evenhandedly to both the Soviets and the Americans. Just a year earlier, A Walk in the Woods would never have been seen in the Soviet Union under any circumstances. Once again,financingthis venture wasn't easy. "The Russians paid for living expenses in their country,but I had to come up with the rest, some $120,000.You'd think people like Armand Ham mer or companieslike American Express would havebeen happyto writebigchecksto be a part of this, but no. I put up a third, and raised the rest fromconcernedin<;lividuals,whichwas tough.The biggestcontributionwas $5,000.It took the better part of a year to completethe financing.But when I saw how gratefulthe Sovietpeople were to have the show, I felt it was well worth the struggle to bring it to them."

A WorkingMonarch Today,at an advancedstage of life,Miss Lortel is as busyas ever.The White Barn had four shows last summer,and the De Lys, renamed the Lucille Lortel at her friends' insistencein 1981,currently houses the hit musical Falsettoland. Her next planned project is StevieWants to Play the Blues, whichshe found in California."It's a musicalplay about sexual identity set in the world of seedy nightclubsand dope addiction. Some of it is raw and shocking,so it's not for everyone.But it's also very touching,and I feel it shouldbe done." SinceMissLortel continuesto be so active,she is well aware of how much things have changed since she started. "In 1954, Threepennyonly cost $18,000.Todayit would cost way over $1,000,000 off-Broadway,and witha castof 18 and an orches tra of nine, you would barely break even if you sold everyseat. They did a flop production of the show on Broadway last year that lost over $5,000,000.If he werealivetoday,my late husband wouldbe shocked to know that The White Barn, which used to cost $30,000 a year, now costs $150,000.The economicsof producing has com plicated the whole situation far more than it should have.People are afraid to take chanceson anythingnew and untried, and that is very bad for the art of theater.

"WhenI startedout I almostnever hadpartners, THE DO-IT-YOURSELF QUEEN 223 preferringto produce on my own becauseI hated to ask people to investin my taste. But with costs as theyare, I've beenforcedto go in withothersfor the last 10 years or so. If I were beginningnow, I supposeI couldn'teventhink of beingas indepen dent as I was. I wouldhaveto havelotsof partners for the commercial ventures and learn all about corporate fund raisingfor the not-for-profitwork. It stillwould go againstmy grain to look for gov ernment grants though, because of the financial and,potentially,the ideologicalpublicaccountabil ity. In the arts, one'stime and moneyshouldprop erlybespenton artisticmatters,not ongovernmen tal bureaucracy.To be a great producer,one must understand finance and administration well, but one mustunderstandart evenbetter.That doesnot happen if you and your staff have your heads buriedin governmentrule booksall day.

"However, art does not happen in a financial vacuum.The moneyhasto comefromsomewhere. People who believein private support for the arts have to do more than talk about it. They have to spend moneyon it. Otherwisethe mostseriousart our culture has to offer will be subject to the dic tates of the commercial marketplace or govern ment policy,a situationwhichis at best uncomfort able and at worst dangerous. I lived my life independently,believingthat art should be inde pendent. Only the active support of other like mindedindividualswillmakeit possiblefor people like me to existin the future." Askedto sumup her career,she lowersher gaze and thinksfor a moment;then she raisesher head to fix youreyeswithher own."Basically,despiteits complexities,producingis simple.You have to use goodjudgementto choosea worthwhileproperty, and believein it completely.Then you have to use all your resources,both internal and material, to getit on and keep it on. That'ssimpleenough,isn't it?"

As the Queen of Off-Broadway laughs, her great liquid eyes sparkle like deep brown dia mondsin the afternoon sun. Her mind is her true crown;the eyes are diadems of the spirit, shining from within. 0 224 Price Controls Do Not Control Prices by Bill Anderson A s the fighting raged in the Persian Gulf, the conversation in my college eco nomics classinvariably turned to the con flict-and its economic effects. In the past several months, students have seen gasoline prices rise and fall rather violently and are puzzled by the whole affair. "How many of you believe," I ask, "that had the government kept price controls on gasoline instead of lifting them in 1981,gas would be cheaper at the pump than it is now?" Forty hands rise as one, matching the number of students in the room. I'm not surprised by their response, for even though this is an upper-division class,rarely do col lege students learn the origin of prices in principles of economics. And even had they learned the dynamics of price theory, most likely they would also have remembered the professor telling them that price controls do produce lower prices-even if those controls cause other economic disloca tions. Price controls, their textbooks said, deliver at least some of the goods.

"If we adjust prices to inflation," I ask, "what, then, would be the 1980 price of gasoline com pared to what we pay now?" No hands are raised. "Let's try $2 a gallon," I say, answering my own question. "And remember that in 1980, the U.S. Department of Energy set gasoline prices ostensi bly to protect consumers." The student in the back of the room who had his head on the desk raises up to listen better; suddenly, the discussion has be come more interesting. Bill Anderson teaches economics at the University of Tennessee-Chattanooga and Covenant College. In the days since Iraq's August 2 invasion of Kuwait, we have seen oil and gasoline prices rise and fall with intensity. A few days before the inva sion, the price for a barrel of oil stood at about $18. By October the price was $40, and "experts" told the U.S. media that, at best, $30 would be the new floor price. By January 15, the U.N. deadline for Iraq to leave Kuwait, prices were slightly below $30. A day later, they had plummeted $10 a barrel.

These numbers are even more significant when one takes inflation into account. In the early 1980s, when the Department of Energy was setting domestic oil prices, the world price for a barrel of petroleum stood at about $40. After accounting for a decade of inflation, the $40 barrel would be about $60 today. The 1981 peak price of $1.41 for unleaded regular gasoline would equal $2.10 today. But even though the prices of oil and gasoline have fallen substantially since their autumn highs (on December 1,I paid $1.39for a gallon of regular unleaded at a nearby gas station; in mid-April, I paid $1.02), the public is still unhappy, and Con gressmen have responded by introducing dozens of bills to reimpose price controls. Do ControlsReallyWork? The dynamics of price controls are misunder stood, even by economists. Most economics text books accurately portray what happens when gov ernment imposes price controls, at least in the shortrun. Because price performs the vital role of allocation of resources, a price held below what the market will bear causes dislocations in the form of shortages. In the case of gasoline price controls in the 1970s,shortages meant long lines and empty gas pumps.

The gas lines were only short-term effects of price controls, however. Within a few months after the initial crisis, allocation procedures plus the imposition of gas rationing by some states returned what seemed to be a normal market. This was what happened in 1973 and 1979. An EmergingPattern When one examines the two supply shocks in the 1970s, a clear pattern emerges, a pattern tied directly to government price-control and alloca tion policies. First came the panic, as motorists realized prices were going to rise and that future supplies might be short. Drivers waited in long lines as they sought to purchase gasoline before stocks were depleted. Second, prices rose as predicted, bringing an angry chorus from the public and legislators. Both times, the federal government strengthened its powers of price and allocation controls. And, both times, prices did not fall back to pre-crisis levels.

On the contrary, prices remained at the current levelsfor a short time, then began to creep upward as inflation increased. Contrast the experience of the 1970s to that of August 1990,when the world suffered its greatest oil shock since World War II. Within hours of Iraq's invasion of Kuwait, prices for oil quickly rose in the world's trading pits, increases that were almost immediately passed on to consumers bringing the usual chorus of condemnation from politicians and "consumer groups." Throughout the early days of the crisis, media commentators predicted that gas lines would be next, and that shortages of heating oil and other fuels would plague our nation as cooler weather approached. Even The Wall StreetJournaltold its readers that "experts" were warning consumers to ready themselves for long lines. The "experts" were wrong. While gasoline prices rose quickly, Americans found that gasoline was readily avail able. The gas lines never materialized in 1990 and will never occur so long as gasoline is rationed by the price system.

A further important difference between the supply shocks of the 1970sand the supply shock of 225 1990is what happened to oil prices after the initial crises abated. In 1973 and 1979,prices climbed to new levels and remained there; but prices during our latest crisis fell back close to where they had been before the invasion. Why gas lines don't form when price rations gasoline is easily explained. When outside forces (usually governmental) hold prices below market levels,false signalsare sent to both consumers and producers. Consumers are encouraged to buy more than what is available on the market, while producers are discouraged from providing that commodity because they cannot receive revenues that justify production and distribution costs. In short, the system encourages consumers to demand more than what producers willmake, thus creating bottlenecks in the market. This is what our nation experienced in the 1970s.

Last year, however, prices were allowed to reflect not only the sudden decline in supplies, but also the uncertainty that gripped the oil markets. Given the information available at the time, prices did not send wrong signalsabout supplies-as had been the case a decade earlier. And because prices transmitted accurate information to consumers, they were better prepared to make rational deci sions about fuel use. Economists have done an effective job of explaining why price controls cause economic damage, whether the damage be gas lines in Cali fornia or housing shortages in rent-controlled New York City. However, they haven't effectively shown why prices can rise in a controlled environ ment, yet fall in a free market. As one contrasts the oil shocks of the 1970s to that of 1990, two ques tions appear: "Why did prices continue to rise when regulators, supposedly working with con sumers in mind, were setting them?" and "Why have prices fallen when they were left to profit minded producers in the marketplace?"

To answer these questions, one must return to the original lessons learned in principles of eco nomics. Yes, shortages occur when controls hold prices below market levels, and those shortages force consumers to incur new costs in order to obtain the commodity in short supply. As Armen A1chian and William R. Allen have pointed out, "... ifpriceis restrainedbelowthe market-clearing equilibrium, other forms of competition will becomemore significant.Political power or other costly means of competition for the goods will 226 THE FREEMAN • JUNE 1991 decide who gets more and who gets less." (Exchangeand Production,Wadsworth Publish ing, third edition, p. 62, italics in original) When the oil shocks occurred in the 1970s,gov ernment restrained price increases. While author ities believed they were creating bargains for con sumers, they were actually forcing consumers to absorb other costs to substitute for their "savings"

on oil. The most obvious cost was time. What had originallybeen a five-minute stop at the gas station turned into a wait ranging from several minutes to several hours when motorists panicked at news of shortages. Mandatory conservation measures passed .by several states, while helping quell con sumers' fears, brought about even more costly delays. Eventually, oil prices slowlyrose as Federal reg ulators permitted companies to charge at market clearing levels again. New pump prices replaced motorists' time costs, trading one set of inconve niences for another. However, because motorists understood that pump prices were legally mandat ed, they believed prices were at their lowest possi ble levels. This did not mean that they were satis fied with oil prices; on the contrary, most Americans believed oil companies were gouging them. But because the government set prices, consumershad no expectationsof oil prices ever fallingsignificantly.Consumers believed the gov ernment was "protecting" them (though not pro tecting them enough, according to critics).

Cost-Pluson the SupplySide When the supply shocks from the 1979 Iranian Revolution hit the oil market, gasoline prices couldn't be kept at pre-revolution levels, since oil producers would have had to sell at a loss.As is the case with almost all price controls, the Energy Department based prices on a cost-plus formula. Using industry-supplied figures, it examined the cost structure of the oil industry, then allowed a price that covered costs and afforded a "reason able" profit. In an economy with even moderate inflation, operating costs increase on a regular basis. With U.S. inflation in double digits by the early 1980s, there was every reason fo anticipate higher and higher costs in the energy industry. Federal ener gy regulators, using their cost-plus formula, would have passed those anticipated higher costs on to consumers ..Thus, ceiling prices on oil, per versely enough, also would have served as "floor"

prices. Had President Reagan continued price controls, gasoline prices most likely would have continued to rise, and Americans would have paid hundreds of billions of dollars more for gasoline and heating oil than they did during the past decade. Deregulation of oil prices ended the official stamp of approval on price increases. Oil compa nies, like airlines, had to compete in the open mar ketplace. Without the protection of price-setting regulators,'they had to lower prices when market conditions so dictated. Oil company profits fell back to normal (and even below-normal) percent ages. Prices fell for three reasons. First, as already pointed out, the demise of price controls meant the end of "floor" prices on oil. Second,.the Western industrial world, including the United States, became significantly more energy efficient. Third, oil-producing countries had to become competi tive in selling petroleum.

This last factor was made possible, however, only with the return of a competitive U.S. oil mar ket, the largest market in the world. Once the Energy Department relinquished price and alloca tion controls, the U.S. market had to operate according to the same laws of supply and demand that govern other commodity markets. The dynamics of the market are obviously not limited to oil. Long-term price controls have forced up prices in other markets as well. New York City's rent controls have created some bar gains for people who have held the same apart ments for many years, but have imposed higher costs upon people seeking new places to live. A free market for oil could not protect Ameri cans from high prices in the weeks immediately following the Iraqi invasion of Kuwait. But no energy program could have accomplished that. What we have found, however, is that the free market enabled us to quickly adjust to the new market realities-and it rewarded us after wards. D 227 Why the Welfare State Is Immoral by Tibor R. Machan "[The]socialpoint of view . .. cannottoleratethe notion of rights,for such notion rests on individu alism. We are born under a load of obligationsof every kind, to our predecessors,to our successors, to ourcontemporaries.After ourbirththeseobliga tions increaseor accumulate,for it is some time beforewe can returnanyservice.... This[to livefor others], the definitiveformula of human morality, givesa directsanctionexclusivelyto ourinstinctsof benevolence,the common sourceofhappinessand duty. {Man must serve] humanity, whose we are entirely."

This was written by the 19thcentury French social philosopher Auguste Comte. It serves well to identify the viewpoint that welfare statism whether conservative or radical-wishes to graft onto the unique American political tradition, indi vidualism. It is the viewpoint that drives many intellectuals in our time. On the Left it is economic welfare statism that reigns, while on the Right it is the kind of spiritual welfare statism exemplified in William F. Buckley's recent book, Gratitude (which advocates national service for all who wish to attend college at taxpayer expense) that pro motes the ideal. Both Left and Right are critical of individual ism. Both suspect it of leading to alienation or anti social attitudes. At a time when major changes in geopolitical affairs call for answers to broad politTibor R. Machan teachesphilosophy at Auburn Univer sity, Alabama. His most recent book, Capitalism and Individualism, was published by St. Martin's Press last year.

ical economic questions concerning which system best suits human community life, it is vital to con sider whether socialismshould be replaced with its watered-down version, the welfare state, or with an individual rights-based political order. At this point the war of ideas is fought over which alterna tive to collectivism is best, and individualism is under widespread attack. What exactly does individualism advocate? It maintains that each normal individual is a sovereign being so far as some very basic choices of his or her life are concerned. A person must be the final authority to decide whether to do right or wrong, to marry or remain single, to choose a career in academe or business, to volunteer for military duty or stay out of the service, to worship in line with one given religion or another, or none at all, and so on. In these matters each of us is ulti mately alone. We can gain help, but make our own decisions, for which we are ultimately responsible.

Does this kind of individualism preclude the sociability of human beings? By no means. Individualism sees human beings as originators of some of their crucial behavior-mostly their thinking processes by which they come to grips with the world around them and proceed to guide themselves. Even as every person learns a great deal from others who have come upon this world before, he or she needs to choose whom to listen to and whom to ignore, whom to trust and whom not to trust, and so forth. And what is best for indi viduals is most often going to involve extensive and close relationships with others. But even these willbe of value only if the individual chooses with228 THE FREEMAN • JUNE 1991 out being coerced into them. This is the human condition. Of course, many prominent thinkers disagree. For example, Karl Marx said that "the human essence is the true collectivity of man," meaning that when we finally reach our true historical des tiny, we will all be part of what he called "the organic whole" of humanity. For such thinkers human beings are but the equivalent of intelligent ants or bees, parts of a larger body, somewhat as our fingers and toes are parts of the hand and foot.

But this viewfails to take account of a most fun damental human attribute-freedom of choice or free will. Admittedly, this attribute didn't appear to be reconcilable with some of the supposedly sci entific viewpoints about human nature. Many 17th-and 18th-century thinkers held-and many people still hold-that we are but a part of a mech anistic universe, following impersonal laws of nature. Any other view was deemed mystical and anti-scientific. Yet it turns out that this belief was no more than a desperate wish, resting on hope rather than evi dence. While a human being is, of course, subject to many impersonal laws, there is now evidence and there alwayshas been convincing argument to show that when it comes to a person's most essen tial capacity-abstract thought-each of us is on his own. (As a teacher it is only too obvious that we cannot make anyone thinkthat is always the job of the person, not of outside forces!) From these considerations follow some very important practical points.

First, we are responsible to do well at our task of living our lives-this is our first choice, implicit in the fact that we want to live. This basic decision puts us on a course that commits us to intelligent thought and action. That is the human mode of life, with all the complexities it implies. It also explains the enormous complexity and challenge of our lives-how each generation practically re invents culture, even while it draws on what came before. Second, for a human community to do justice to our need to make basic choices and follow through on them, it must embody a sphere of exclusive jurisdiction for every person. This is what basic individual human rights accomplish.They are bor ders around us, recognizing that our lives are ours, not humanity's or the state's or the race's. (Notice that every dictator first denies that a person is his or her own sovereign ruler.) Third, private property rights are the concrete expression of our sovereignty-the poet owns his poetry, the novelist her novel, the composer his music, the industrialist her plant, the professor his book, the computer programmer her program, and so on. Of course, each will gladly exchange some of what he or she owns for what others own, provided terms are agreed to peacefully. And, of course, there is much benefit to be drawn from community. But it must also be noted that some community is intolerable to a decent person, and only if he or she is able to withdraw to his or her dominion can the judgment to reject the bad com pany be acted upon.

Uprivate property rights are sound principles of a just society,then the welfare state, since it forces people to part with what is theirs even against their own choices, is unjust. To put it simply, it perpe trates legalized theft by taking from some persons what belongs to them and making it available, without the consent of the owner, to others. While the objective the government may serve by this could be justifiable and even noble, the means used to promote that objective are plainly criminal. Of course, one can ask, how else might those objectives be achieved? The answer is, "In mil lions of possible peaceful ways, but not by means of the violation of the rights of individuals." We are not to be made slaveseven with the excuse that the goals of our slavery are laudable. We are not to be deprived of our honest holdings even if we do not use them as generously and wiselyas others might think we ought to. Most of all, we are not to be made the subjects of kings, politburos, or majorities who devise the objectives of our lives without our consent. What we do to solve our problems, even those dire ones that lead some very decent people to yield to the pleas for the welfare state, is a matter for us to discover and implement as diligently as possible. D 229 The Fight for Beijing by Steven W. Mosher Two yearsago thismonth the Beijingregimesent troops and tanks to crush China'spro-democracy movement. Here is an eyewitnessaccountof those days of terrorin the Chinesecapital.

The Communist terrorcontinuesto this day, as pro-democracydemonstratorsare broughtto trial andpunishedseverely. Rescuinga Friend "The People's Liberation Army is firing upon the people!" Chen Jian screamed in Tao Ye's ear. Tao nodded. He could see the Communist troops advancing down Changanjie, Beijing's main thor oughfare, firing their automatic weapons at any one who ventured too close. When Tao had first heard the distant pop-pop pop of automatic weapons, he had thought the troops must be firing in the air. He and a group of fellow workers had left Tiananmen Square in the direction of the firing, hoping to form a human barricade against the advancing troops. This had worked before. The troops had been unable to force their way through tens of thousands of peo ple standing shoulder to shoulder, and had turned back. This time was different. The crowd tried to stand its ground, shouting at the troops not to fire their weapons at unarmed people. The troops answered with their guns. The people would then take flight like a flock of startled sparrows, before coming to rest again the length of a football field Steven W Mosher is director of Asian studies at The Claremont Institute in Montclair, California. His latest book is China Misperceived: American Illusions and Chinese Reality (Basic Books, 1990).

away. Left behind in this wild retreat would be the bodies of the dead and wounded. The troops moved forward steadily.Tao knew what the fate of the wounded would be if they were captured by the army. "We must save the wounded," Tao told those around him. "Who will join a Dare-to-Die Brigade?" A dozen voices answered him, a dozen shocked and frightened onlookers who were ready to put their lives on the line. They were all workers. A student who wanted to join was turned away. "Go home," Tao told him. "You know too much to waste as cannon fodder. The country needs you. We workers will not be missed." Fifty yards in front of them a man was trying to crawl back to safety,dragging an injured leg. Tao and three others ran out, in a low crouch, onto the no-man's land. They picked up the injured man, and began to run clumsilyback to the safety of the crowd. Bullets whistled around them. Six times they ventured out onto this no-man's land, pulling, dragging, or carrying the wounded to safety. Six times they went to the nearest hospital, the Beijing Children's Hospital, with those they had saved. Each time the hospital was more crowded with the wounded, while the dead lay stretched in long rows in the hospital courtyard.

It wasthe seventh rescue attempt that went awry. Tao, his friend Dong, and two others were carrying a man who had been gut shot. Tao staggered as his load suddenly got heavier. Dong, a member of the Brigade, had fallen. Tao pulled the wounded man to safety and then, without stopping to catch his breath, ran back to where Dong had fallen. A bullet had struck him in the thigh, gouging away a big chunk of flesh. Blood had already spread out 230 THE FREEMAN • JUNE 1991 in a dark pool on the pavement beneath him. He wrestled Dong to his feet, supporting him under the shoulders. "Run, Dong, run!" he cried. But Dong, weak from the loss of blood, could scarcely stand, even on his good leg, much less run. Tao had to drag his friend along. After what seemed an eternity they reached the relative safety of the crowd, and willing hands carried Dong to a bicycle cart. Tao tied a tourniquet around his bleeding leg, and then ran alongside the cart to the Children's Hospital, shouting encouragement to his friend. But by the time they arrived at 3:30 A.M., Dong was unconscious.

Tao, unwilling to leave his friend, stayed at the hospital, numbly helping with the dead and wounded as they were brought in. Soon there were no more beds, and the wounded had to be placed on temporary cots in the corridors, and finally on the floor. Many, like Dong, had lost a great deal of blood. The hospital's small supply of blood plasma was soon exhausted; an ambulance was sent for more. Red lights flashing and siren sounding, it roared out of the main gate of the hospital, only to be attacked by troops at the first intersection. It exploded in flames. The dead kept increasing in number, spillingout of the small morgue and onto the courtyard in front of the hospital. Bodies continued to be car ried in from the streets, and now bodies began to be carried out of the hospital to make room for the living. By morning the courtyard was full of corpses, lying in uneven rows upon the cold ground. At 6:30 A.M., Tao laid Dong on the cold ground beside the others. He had died for lack of a blood transfusion.

FightingBack The dawn did not bring respite from the night mare of the night. The reality of what had hap pened was worse than any nightmare. Not only Dong but hundreds, perhaps thousands were dead. Other thousands had been wounded. Tao was alive,and he was a survivor.His mother, had died when he was a child,and his father, a high ranking Party member, had been arrested during the Cultural Revolution. He was an "orphan of Mao." He had survived those years of terror by joining a Red Guard group. They had been hisfam ily for three years, and then they, too, had been arrested on Mao's orders and sent to the labor camps. His older brother had also been arrested and sent to the camps, where he had died of liver cancer. Communism had taken from Tao every thing he had ever held dear. He had known it was a cheat, a trick, a deceit, from that time forward. All the wonderful talk about the dictatorship of the workers was a fiction.It wasjust dictatorship, pure and simple.

Tao knew how the workers felt. He had been one himself for nine years. He had worked as a mechanic in a truck factory in the city of Hankow from 1970 to 1979. Later, he had gone back to college and studied law. China needed laws, he had felt strongly, laws before which everyone stood equal. One could not put one's faith inindi viduals, even reformers like Deng Xiaoping, but only in laws. When the demonstrations started, Tao had gone back to his roots. He had joined the Independent Alliance of Workers on June 1st. He didn't want to be associated with intellectuals. All intellectuals ever did was talk. Workers were not afraid to act. And they could bring real pressure on the government. They could shut down the fac tories. They could turn off essential utilities. The thought of the Communist Party trying to run the country without water, electricity, telephones, or trains made Tao smile.

For several days he had taken part in the peace ful, nonviolent protest for democracy in Tianan men Square. At that time he still thought that the system could be changed gradually. But now the army had opened fire on the people. The first few hours, seeing the slaughter, he was numb, thinking only to save the wounded. But now with the dead in front of him, he thought of what must be done. There could be only one response to such tyranny. His work here was done. It was six kilometers from the Children's Hospital to the An Dun Qiao district of Beijing where he lived. Tao set off at a trot. As he ran he thought of Beijing's millions of workers. After this night of slaughter, many would be ready to fight. If they could just be organized, this government wouldn't last a day. There were thousands of people in the streets, talking in angry clusters. Others were ready to act. In Tao's district, rebels had already looted the weapons lockers of factories, and had turned the local gas station into an armaments plant, producing Molotov cocktails by the thousands. Other groups had built makeshift barricades by overturn ing carts and cars, buses and trucks, blocking the main roads leading into the district.

Tao joined a group of guerrillas, armed with these homemade firebombs and an odd rifle or two, guarding one of the entry points. So poorly armed, and with the army shooting on sight, they would have been cut down out in the open. Instead they secreted themselves behind the barricades, off in alleyways,and on the tops of buildings,ready to greet any approaching military or police vehicle with a wall of flame. Tao's company didn't have long to wait. A block away,an armored personnel carrier (APC) turned onto the street they were guarding. It moved quickly up the street, its machine gun firing off short bursts at anything that moved. Children were a frequent target. Their curiosity led them to stand in doorways, or to look out of windows, and often killed them. From his hiding place, Tao watched the APC as it came nearer. Then he caught a sudden flash of movement. A small boy darted across the street directly in front of the oncoming APC. A burst of automatic weapons fire stitched across his chest. A few seconds later, never swerving, the APC ran over him. Tao Ye thanked God that the boy was already dead.

Tao's head was pounding. When the APC was 40 yards from the barricade he lit the rag in the neck of a bottle. When it was 20 yards away and slowing, he stepped out into the street and let fly. The bottle flew in a flat arc and shattered on the driver's side of the vehicle, bursting into flames. A second, a third, and then a whole flurry of bottles broke against the wheels and gun turret. The vehi cle was engulfed in flames. Machine guns fired wildly from its gun ports for about 30 seconds at nothing in particular and then fell silent. The doors of the APC burst open. The soldiers on board clambered out to safety, threw down their weapons, and ran. They were village youths, and had no stomach for a fight in close quarters against an enemy they couldn't see. Tao's group gathered up the discarded AK-47s. Someone thought of saving the ammunition on board the burning APC, but the crack and pop as it exploded scattered them. They watched at a dis tance as the APC burned down into a black, smol dering hulk, regretting only the loss of the ammuTHE FIGHT FOR BEIJING 231 nition. They now had guns, but precious few fire crackers, Tao thought ruefully.

For three days Tao's group firebombed every official vehicle, from army trucks to police cars, that came within range, fillingthe street for several blocks with a score of burned-out skeletons. For the first three days, the army kept clear of the area. On June 7th it assaulted in force. The column of troops and armored personnel carriers was repulsed with barrages of automatic weapons fire and sheets of flame. No fewer than six APCs were destroyed by the end of the fighting. But Tao's group and the others that had joined it suffered heavy losses. Worse yet, they used up all of their ammunition and most of their gasoline in the two hour firefight. Had not the people come out in force, some to throw homemade firebombs, others to rain down bricks and rocks on the troops·from the rooftops, they would have lost. As long as Tao heard the sounds of fighting,like distant thunder rolling over the city, he was encouraged. He knew they were not alone, that resistance continued in other parts of Beijing. On the afternoon of the eighth day,however, the thun der began to diminish. By the morning of the ninth the scattered reports of machine guns could be heard from the neighboring quarter. It was the sound, Tao knew, of mopping up. The army would soon be paying them a visit in force.

Further resistance was futile. Tao told his ragtag forces that it was every man for himself. Tao him self returned to his apartment and, for the first time in four days, slept. TroopsComefor Tao Tao awoke suddenly the next morning. He was on his feet before he realized what had startled him. It was the silence. After five days of near con tinuous gunfire, calm had descended over the empty streets. The resistance had ended. He paced around his apartment, grappling with his own problem. The list of labor union members had undoubtedly fallen into the hands of the authorities. His name was on that list. And if they didn't yet know of his participation in the resis tance, they soon would. His name was probably high on the list of counterrevolutionaries to be arrested. As a worker, not an intellectual or a stu dent, he could expect no leniency.His life would be forfeit.

232 THE FREEMAN • JUNE 1991 The ring of his phone caught him in mid-stride. It was his father. "Son, could you come over? My illness has taken a turn for the worse." Tao's father was bedridden with liver cancer. Tao instantly put aside the problem of his escape. Avoiding the main streets, he cycled to his father's apartment. Bursts of gunfire punctured the morning stillness.The arrests are beginning, he thought to himself. He had been visiting with his father for only a few minutes when he heard the front door slam. "Tao Ye is dead! Tao Ye is dead!" he heard some one shouting. His younger brother burst in through the bedroom door, tears streaming down his face. He stopped, dumbstruck, when he saw Tao. The brother had been on his way to Tao Ye's apartment when a convoy of armored personnel carriers and trucks had pulled up in front of the building. As soon as they were within range of the window of Tao's apartment, they had opened up with machine guns. Squads of soldiers leaped from the trucks, some taking up positions on the street, others running into the building.

When they reached Tao's apartment on the top floor, they fired their weapons wildly into every possible hiding place, destroying lamps and furni ture and beds. "They would not have given you a chance to surrender," his younger brother told Tao Yeo "They wanted you dead." The hunt for "counterrevolutionaries" was under way in earnest. Later that day Tao got word that Chen Jian, another member of the labor union, had been arrested. One by one, they were being hunted down. He had to leave China. Escapeto HongKong Tao sat in the airport lounge, trying to look relaxed-and foreign. He was traveling under the Thai name "Sambat." His forged Thai passport stuck out prominently from his shirt pocket. Even so, he had twice been stopped by soldiers, who were swarming everywhere. They had thumbed . through his passport and tried to interrogate him, but he had pretended not to understand. "Thai cit izen, Thai citizen," he had repeated in what he hoped was suitably broken Chinese. His passport was good enough to fool ignorant country soldiers, but he knew it wouldn't stand up to close scrutiny.

It had taken only two days to get the passport and the ticket. Even so they had come through just in time. This morning Tao had seen a picture of his friend Chen Jian on state television. It hadn't looked like him at all. His face was beaten until it was twice as big as normal. Now he is undoubtedly dead, Tao thought. The same fate that will await me if I am caught. He silently thanked his friend. He gave me two days of time, and if I can get out today ... Otherwise I meet the same fate, and probably betray others in the bargain. "Are you Sambat?" a man wearing an airport security uniform asked him. He nodded. "Come with me," the man said. He would board the air craft through the crew entrance, avoiding the immigration check. It had been so arranged. Tao found himself on a·nearly empty plane. He counted only seven other passengers. Yet he knew that everyone would leave if they could. The plane was scheduled to take off at 11 A.M., but they were still sitting on the ground at noon. The control tow er hadn't given them clearance to leave. Tao was sure that a squad of soldiers would board at any minute and pull him off the flight.

At last the plane rolled down the runway and was airborne. Tao took one last look at Beijing, an occupied city. The Chinese Communists had thought that they could retake Beijing from the people in a day. Instead it had taken nearly a week. If only one division of the army had come over, Tao thought to himself, or if we had had a few more days to organize the workers, the outcome would have been different. Next time it would be, he vowed. No Asylum In Hong Kong, Chinese democratic activists had organized themselves into the Committee to Aid the Mainland Democracy Movement. Tao went to see them as soon as he arrived. "You know it is dangerous for you to remain in Hong Kong," the old Hong Kong Chinese told him after listening to his story. "We can help you make arrangements to go to a third country. France, for instance." "I'd like to go to America," Tao Ye told them firmly.America. The very sound of it had the ring of freedom about it. He and his friends had been inspired by the ideals of America, the country that believed not in dividing people into classes (like Marxism), but that all men are created equal.

"Give me liberty or give me death," they had THE FIGHT FOR BEIJING 233 sworn to each other, a vow that many had paid for with their lives. He had applauded when the "god dess of democracy," modeled on the Statue of Lib erty, was erected in Tiananmen Square. The older man's answer brought him out of his reverie. "I am afraid that will be impossible," he told Tao Ye flatly. "But why?" Tao Ye asked. "I thought America supported China's democracy movement. And after the Tiananmen Massacre, I heard on the Voice of America that ... " "We know, we know," the older man said gently, interrupting him. "We, too, heard on the Voice of America that many countries were willing to accept those who escaped from China. "We naturally went first to the U.S. Embassy in Hong Kong. We asked them straight, 'If we save people, will you help?' But the Americans played taichiwith us, putting us off, day after day. We put our request in many times, but there was no answer, which was answer enough.

"We then went to the French," he continued. "Immediately, without hesitation, they said yes." ************ Today, Tao Ye lives in Paris, where he is active in the democracy movement. His goal is to orga nize a Chinese Solidarity, modeled after the Polish labor federation that has now won power in that country. "Most of those who died were workers, not students," Tao says. "If freedom is to come to China, it willbe because the workers throw out this hated regime. And they will. This regime cannot last long." D 234 A Closer Look at "Dumping" by S. J. Cicero O ne hears frequent complaints that for eigners, particularly the Japanese, "dump" their merchandise (sell it below cost) in American markets, thus making it difficult for U.S. manufacturers to compete. Is there any truth to these charges? First, we need to bear in mind that there is gen erally no such thing as a single "cost"; costs can be calculated in several ways.There are average costs over various lengths of time, overhead costs that can be amortized by a number of techniques, quantity-related variations, and so on. When items are being mass produced, the "cost" of a specific finished product depends on operating costs, which are bound to fluctuate. Additionally, what about the cost of failing to sell the item in a timely fashion-the "opportunity cost" of manufacturing one kind of item instead of another?

There are many reasons for selling merchandise at or below "cost." One of the most common is the attempt to secure a greater market share. Further more, a foreign market may be much larger than the home market, givingrise to economies of scale for goods shipped abroad which do not apply in the home market, so that even such price differen tials as these are not sure signsof predatory intent. Second, the sole purpose of production is con sumption. This means that goods not consumed are wasted, and represent a loss of profit opportu nity. In a competitive market, this prompts each manufacturer to concentrate on what he does best, Mr. Cicerois a computersoftwareengineerin California. and to continually improve his production tech niques to hold the competition at bay. Profit is the essential link that drives this process. The profit incentive encourages innovation, and reinvested profits enable innovations to be brought on line.

To operate deliberately at a loss is a risky strategy that, in the absence of government "assistance," can be kept up only for a short time. Third, while it is true that a country's govern ment may subsidize a favored industry, enabling that industry to outdo its rivals, this can be done only at the expense of other industries, rendering them less competitive. The net effect is to reduce overall productivity, putting the country as a whole at a competitive disadvantage. This is so because the taxation required to shift capital to the favored industry tends to reduce incentives in both the favored and the taxed sec tors. In addition, the act of collecting and distribut ing the tax is costly,with no offsetting increase in production. When the state diverts resources to its favored industries, the whole economy is rendered less efficient. Fourth, the "dumping" of goods into the Amer ican market benefits U.S. consumers, who enjoy lower prices and thus increased purchasing power.

The particular industry that competes with the cost-cutter does, of course, face a challenge. But rather than calling for tariffs and import quotas, a better strategy would be for the threatened com pany to cut overhead where possible, shift produc tion to more profitable lines, and emphasize qual ity and/or promote product differences when advertising. Given this, an industry which is still uncompetitive will contract in favor of its rival, freeing up workers and capital for more profitable and therefore more productive endeavors. If U.S. industries can't compete, it is largely due to misguided policies, both within the industries themselves and inflicted upon them by our own government. Before we blame Japan or Germany for our troubles, we would do well to get our own house in order. Taxation and inflation hurt our ability to compete, as do burdensome regulations. Pro-union legislation, pitting labor against man agement and nonunion workers, drives up costs.

Tariffs and import quotas, which enable a compa ny to continue operating in an inefficient manner, hurt overall productivity and thus harm con235 sumers. In the case of Japan, we are foolish to accuse the Japanese government of subsidizing their industries, when we subsidize virtually all of Japan's defense, thus freeing much of their tax rev enue for use in subsidies. Economic principles are always the same, whether we consider trade across national bound aries, state borders-or across the street. People benefit from unrestricted trade. Attempts to restrain trade always reduce overall prosperity, particularly for consumers who would otherwise find the imported goods less expensive. It would be helpful if we could remember that the Japanese people trade with the American people, to the mutual benefit of both. We are partners in trade with the Japanese, not adversaries. 0 THE JOHN TEMPLETON HONOR ROLL FOR FREE ENTERPRISE TEACHING The Foundation for Economic Education is pleased to anounce the publication of its descriptive survey detailing The John Templeton Foundation Honor Roll for Free Enterprise Teaching for 199 1.

Copies of the honor roll are available on request by contacting: Janette Brown The Foundation for Economic Education Irvington-on-Hudson, New York 10533 telephone: (914) 591-7230 fax: (914) 591-8910 236 BOOKS LORDSOF POVERTY:THE POWER, PRESTIGE,AND CORRUPTIONOF THE INTERNATIONALAID BUSINESS by Graham Hancock AtlanticMonthlyPress,19 Union SquareWest,11thFloor, New York,NY 10003 -1989 - 226 pages - $17.95cloth Reviewedby David Osterfeld F oreign aid has reached immense pro portions. If one excludes the billions spent yearly by private voluntary organizations such as the Hunger Project, Oxfam, and World Vision, and looks just at money raised by taxation and distributed by government agencies, the figure hovers around $60 billion a year. The budgets of most multinational corporations, including Stan dard Oil, IBM, Phillips, Nestle, and Volkswagen, pale in comparison. And yet this figure, Graham Hancock, a former aid worker for the British Overseas Development Administration, points out, doesn't even include the billions more in gov ernmentto-government loans, unless they are "soft" or concessionalloans. The question Han cock asks, and answers, in this explosive book is just whom is this "aid" aiding.

The chief, if not the sole beneficiaries of foreign aid, Hancock shows, are the local elites in the recipient countries, special interest groups in the developed counties, and the aid bureaucracy itself. The chief losers? The First World taxpayers and the poverty-stricken in the Third World. The aid "industry" is quite lucrative for those who administer its programs. Incomes for employ ees of international agencies are determined by the "Noblemaire Principle," named after Georges Noblemaire, an employee of the League of Nations in the 1920s. According to this principle, salaries for employees of international organiza tions should be high enough "to attract as employ ees citizens of the country with the best-paid national civil service." United Nations pay rates, Hancock notes, must therefore exceed "those of the· federal civil service of the richest country on earth-the United States."

As a result, not only does base pay for U.N. offi cials exceed that for U.S. civilservants by an average of 25 percent, but the fringe benefits are also far more lucrative. Promotion comes twice as fast for U.N. employees than for U.S. civil servants. It takes a U.S. civilservant 14 years to accumulate as much sick pay as a U.N. staffer is entitled to on his very first day. U.N. pensions exceed those of the U.S. civil servant by 43 percent. And this is only the beginning. An increasingly large part of aid budgets is for travel (first class, of course). And most of the travel is not to poverty-stricken areas in the less developed world, but to poverty seminars normal ly held at posh hotels in exotic and very attractive locations. In just one year, Hancock notes, the Executive Board of the Educational, Scientific and Cultural Organization received $1,759,584 for travel and lodging. During the same time it spent $49,000on education for handicapped children in Africa, and $1,000to train teachers in Honduras.

Interestingly, despite the Noblemaire Principle which is supposed to attract experts, U.N. agencies increasingly rely on the expertise of "outside con sultants." The minimum salary for a consultant is $100,000.The average salary is probably closer to $150,000.Since the number of consultants exceeds 150,000,this puts the cost at more than $22 billion. When the salaries of the regular employees are combined with the costs of consultants, the amount is well over half of all that is spent by gov ernments on aid each year. In fact, "personnel and associated costs," Hancock notes, "today absorb a staggering 80 percentof all U.N. expenditures." Groups with political clout in the First World are also major recipients. The purpose of food aid was and is to help dispose of farm surpluses in the First World. The tragedy of this is that struggling Third World farmers are often driven out of busi ness by the influx of food aid. Similarly, the real rationale of other aid projects, as Hancock amply demonstrates, is not to help the poor in the Third World but the giant corporations in the First. Thus, between 80 percent and 99 percent of all aid mon ey distributed to the Third World is actually spent in the First World in the form of purchase orders.

"Western aid," as Hancock puts it, is used "to cre ate profits for Western companies." And finally,Hancock shows that it is no accident that some of the world's richest people live in the world's poorest nations. Aid has been regularly siphoned off by Third World leaders. Often this has been done, it should be noted, with the knowledge and thus implicit approval of the aid agencies themselves. The agency term for this larceny is "leakage." The figures reach into the billions of dollars: an estimated $10 billion for the Marcoses in the Philippines and perhaps $4 billion for Presi dent Mobutu in Zaire, to name just two. Who pays the cost? The taxpayers in the First World and, more important and tragic, the poor in the Third World. To cite just a single example, the Akosombo Dam on the Volta River in Ghana was built with World Bank and other agency money.Its purpose was to provide inexpensive power to the U.S.-owned VALCO aluminum plant and to the wealthy sections of Accra, Ghana. In the process thousands of villagers were displaced, without compensation, when the dam flooded their lands.

And since the dam's completion, well over 100,000 people livingin the vicinity have been permanent ly incapacitated by river blindness. This is far from a unique case. Aid programs in places such as Indonesia and Brazil have resulted in massive losses of life. Brazil has received $434.3million to fund its huge reset dement program. The result was the needless destruction of millions of acres of tropical rain forest (3.6million acres a year) and the decimation of many of the indigenous Indian tribes. Of the 13,000 settlers arriving in the resettlement areas each month, Hancock writes, "Their prospects for supporting themselves are virtually zero and, in addition, more than 200,000are estimated to have contracted a particularly virulent strain of malaria ... to which they have no resistance." Even the World Bank has acknowledged that the program has been "an ecological, human and economic dis aster of tremendous dimensions."

Verysimilar has been the Bank-funded resettle ment program in Indonesia: the destruction of mil lions of acres of rain-forest, bloody and savage fighting between ethnic tribes, and the death of 150,000indigenous Timorese who opposed having their land used as a resettlement area for Javanese. Hancock's conclusion is that the aid programs are so corrupt they are "utterly beyond reform" and should be abolished. If there is any criticism of Lordsof Povertyit is that, as John Hogan wrote in Commonweal(June 15, 1990), Hancock "offers no alternative." And since the problems are so immense, criticscontend, it would be inhumane to abolish all aid. The point is welltaken. The reader is left with the feeling that 237 if only the rascals could be thrown out (admittedly a big if) and replaced by good, public-spirited bureaucrats, foreign aid could achieve its noble purpose. What is needed in Lordsof Povertyis an explanation why foreign aid, by its verynature-by politicizingsociety,by generating large bureaucra cies, by encouraging or even requiring recipient governments to pursue highly interventionist poli cies that scare off private investors and generate inefficiency-retards economic development.

But perhaps one shouldn't criticize an author for not doing what he never intended to do. As the book's subtitle indicates, the Lords of Pover ty focuses on the "power, prestige, and corruption of the international aid business." Hancock does a remarkable job. His book deserves wide read ership. D Professor Osterfeld teaches political science at Saint Josephs College in Rensselaer,Indiana. THE MARKETECONOMY:A READER edited by James L. Doti and Dwight R. Lee Roxbury Publishing Company, P. O. Box 491044, Los Angeles, CA 90049 • 1991 • 375 pages • $26.95 cloth; $17.95paper Reviewedby WilliamH. Peterson T his anthology lives up to its title. It outlines the characteristics and philosophical premises of a free society insofar as its political and economic ramifications are con cerned. It points up how the world works better under freedom, under a regimen of social cooper ation and division of labor; and it does so through the reprinted essays and thoughts of a good num ber of champions of liberty.

Here, to cite some examples, are Frederic Bas tiat and his satirical "Candlemakers' Petition" pleading with the French government to stop the "unfair foreign competition" of the sun; here's David Ricardo on comparative advantage demon strating the gains for international society stem ming from free trade; here's John Stuart Mill set ting down the limits of government so the free individual can live and let live. Of more recent vintage the editors-Professor Doti of Chapman College and Professor Lee of The University of Georgia-serve up "Roofs or Ceilings? The Current Housing Problem" by Mil ton Friedman and George 1. Stigler, a 1946 attack on the rent controls established by the World War 238 THE FREEMAN • JUNE 1991 The Market Economy: A Reader edited by James L. Doti and Dwight R. Lee is available from The Foundation for Eco nomic Education in paperback at $17.95 plus $2.00 postage and handling. Visa and MasterCard orders are accepted. Please give your card number and its expiration date when ordering. Send or phone your order to The Foundation for Economic Education, 30 South Broadway, Irving ton-on-Hudson, NY 10533.

II price-fixing agency, the U.S. Office of Price Administration. The Friedman-Stigler article, originally published by The Foundation for Eco nomic Education, is still timely and relevant as the idea and application of rent controls continue to repress the supply of homes and thereby exacer bate the urban housing problem today from New York City to various cities in California. Or here is an excerpt from Charles Murray's Losing Ground in which Murray observes the dif ficulties of fighting poverty through "helping the poor." One difficulty is the bureaucratic problem of defining eligibilitywhich almost alwaysincludes some who are not truly needy and excludes others who are. Another difficulty seen by Murray is the problem of inadvertently subsidizing poverty i.e.,extending it indefinitely by inducing some wel fare recipients to give up the search for indepen dent livelihoods, to become wards of the state as long as they can.

Economists Doti and Lee reach out to non economists to bolster their case for a market soci ety. They include some of Ayn Rand's thinking in the form of the Hank Rearden statement on the moral meaning of capitalism as it appears in her novel, Atlas Shrugged. And they present Henry David Thoreau's case for civil disobedience in which Thoreau defends withholding his taxes so as not to help finance slavery or the Mexican War, an action which led to Thoreau's spending a night in the Concord jail. In all,the 44 selections here add up to invaluable insights to the classicalliberal philosophy of limit ed government and free markets. D Dr. Peterson,an adjunctscholaroftheHeritageFoundation, holdsthe Lundy ChairofBusinessPhilosophyat Campbell University,BuiesCreek, North Carolina. CAPITALISM by Arthur Seldon Basil Blackwell, 3 Cambridge Center, Cambridge, MA 02142 -1990 - 419 pages - $29.95 cloth Reviewed by CarlO. Helstrom, III T his book outlines the great ideological struggle between individualism and collec tivism.Written with originality and vigor,it presents the latest arguments for capitalism and against socialism.The author, a leading libertarian thinker, clearly demonstrates capitalism's superi ority over socialism,not only in theory, but in prac tice as well.

Seldon's education, his experience in private industry,and hispioneering work with the Institute of Economic Affairs (lEA) in Great Britain lend special forcefulness to his exposition. Born in 1916, a year before the Russian Revolution, Seldon grew up around London -where the teachings of Fabian socialism inculcated British society. His secondary school history instructor, an old style liberal, first emphasized the benefits of capi talism to the young Seldon, whose personal belief in socialismbegan to wane even as socialisticideas continued their ascendancy in Great Britain. He entered the London School of Economics in 1934, with a budding interest in classical liberalism and capitalism. Seldon's growing suspicions about socialism were confirmed during World War II. "The inter lude of war," he writes, "provided a practicalles son in socialism as it would be in real life." The wartime command system was continued after the war by socialists enamored with its accomplish ments. As Seldon explains, "The intellectuals taught it; the public was led to think it was desir able; therefore the politicians acquiesced in it for electoral expediency even more than from philo sophic conviction; and the bureaucracy reveled in its extended powers."

After World War II, Seldon became an econom ic adviser to British retail and brewing companies. In 1956, he became acquainted with the newly formed lEA, founded by agricultural entre preneur Antony Fisher. Moved by Friedrich Hayek's Road to Serfdom, Fisher started the lEA to promote classicalliberal ideas. He hired Arthur Seldon and Ralph Harris to run it, beginning an "intriguing partnership of complementing con trasts ... [that] led for over 30 years to the most rewarding work that could have been wished for a life's career." The history of the lEA is an important and interesting story in itself. A small and isolated voice at first, the lEA utilized a broad-based, edu cational approach, and eventually flourished thanks to Harris's knack for public relations and Seldon's research and publishing leadership. It has been instrumental in rekindling academic and popular interest in the freedom philosophy and market economics.

"Over the century," writes Seldon, "socialist thinking has prevailed over liberal teaching on the consequences, in all human behaviour, of state coercion, concentration of power, monopoly and producer myopia," mainly because people could see the imperfections of capitalism in the world around them. The socialists promised a perfect world, free from selfishness, struggle, and want, through centrally directed programs. Socialists, however, built their case on the theo ry that the breakdown of capitalism and the suc cess of socialism are inevitable. Over time every socialist experiment failed, proving that socialism as a system is not only illogical, but also impracti cal. According to Seldon, "... the vision of social ism not only remains a vision after a century or more of proselytizing; it is never likely to become reality until it resolves the unending circular rea soning in which it is entrapped: that human nature willnot become selflessuntil scarcity is replaced by superabundance, but superabundance will not replace scarcity until human nature becomes self less.... "

The crucial question has become: Which system, based on real historical evidence, can make the best guarantees for the most people? Seldon's answer, of course, is capitalism. He presents a clear, revitalized vision of capitalism by synthesiz ing new ideas, especially the innovations of Friedrich Hayek and the public choice theorists in the United States, with older classical liberal prin ciples. He also systematically analyzes socialism, emphasizing particularly the empirical and histor ical proof that socialism has failed. Despite his predilection for the capitalist sys tem, Seldon tests capitalism as rigorously as social ism. Both systems claim to solve the same inherent human problems-ignorance, scarcity, unfairness, and want. So capitalism must prove itself with more than economic arguments. He finds the BOOKS 239 modern theory of capitalism to be imperfect, but concludes that capitalism is better than socialism because it offers relatively more to the world-more goods and services, more freedom, more security, and more opportunity.

Seldon's arguments are comprehensive and sig nificant. He lays the groundwork for further intel lectual advancement, and inspires classicalliberals to continue the fight for a truly free society. D Mr. Helstromis Directorof Developmentat the Atlas Eco nomic ResearchFoundationin Fairfax, Virginia. THE POLITICAL ECONOMY OF SOVIET SOCIALISM: THE FORMATIVE YEARS, 1918-1928 by Peter 1. Boettke Kluwer Academic Publishers,101 Philip Drive, Assinippi Park, Norwell,MA 02061 •1990 •246 pages. $49.95cloth Reviewed by Aaron Wildavsky I t has generally been thought that the Com munist command economy that Joseph Stalin introduced into the Soviet Union in the early 1930s, with its nationalized industries, multi-year plans, and administered prices, was the epitome of socialism. Not so. The only effort to implement socialism-cum-communism (as it was understood by Karl Marx and the foremost socialist thinkers of the last quarter of the 19th century) was the ear 1ierabolition of monetary exchange for commodi ties in favor of production for use, Le., bypassing markets and money in favor of direct exchange of goods. For Marx believed that it was the process of exchange through money and markets that pol luted human relationships by alienating workers from the products they produced.

Following the pioneering ideas of Michael Polanyi, Paul Craig Roberts, and Boris Brutzkus, Peter Boettke has written what must now be the major introduction to the ideas animating Com munist economies. His first proposition is that Marx and his followers did indeed wish to substi tute direct for monetary exchange. His second is that Lenin and his followers, taking Marx serious ly, did indeed attempt to abolish resource alloca tion via market prices in favor of central direction by intellectual calculation via direct exchanges of commodities. His third proposition, the obverse of the second, is that the deliberate introduction of a Communist economic system wasn't forced on 240 THE FREEMAN • JUNE 1991 Lenin by the exigenciesof civilwar,but that he did what he and his followers always intended to do. Why does this seemingly abstruse historical point matter? If Boettke and the tiny band of his predecessors are right in holding that socialist cum-communist economics was actually tried, then they can also show that it failed, for all stu dents of this period agree that war communism was a disaster. There is a great difference in claim ing that the Stalinist political economy that failed was a deviation from true·socialism and acknowl edging that the real thing was a disaster. What about the evidence?

"The policies of war communism, I hope to demonstrate," Boettke writes, "were not born 'in the crucible of military expediency,' [as the major Western historians argue] but were born instead in the political economy of Karl Marx and were transformed into praxis [that funny word Marxists use to show they are serious] by Vladimir Ilyich Lenin from 1918to 1921 in Soviet Russia." Among the many pieces of evidence Boettke cites are these: banks were nationalized during the last days of 1917, foreign trade monopolized in April 1918, and large-scale industry nationalized in June. Private trading was forbidden and a monopoly on exchange granted to the Commis sariat of Supply in November. The Supreme Eco nomic Council declared in August 1918 that accounting had to be carried out without use of monetary measures. A vast expansion of the mon ey supply cut the purchasing power of the ruble by 99 percent between October 1917 and October 1920, thereby demonstrating the low regard in which money was held. Everything that was then circulating as a form of money,at least among state enterprises, had to be handed over to the Peoples' Bank in May 1918. In August 1918, according to the Supreme Economic Council, receipts of goods and settlements (one hardly dare say "payments") for deliveries were to consist of accounting entries.

In this way was made good the common belief of Marx, his followers, and radical socialists that money would no longer be required once produc ers made goods directly for users. Hence, in the Marxist image, the fall of mankind, the split between private and public selves,would be made whole by workers not merely metaphorically but physically, by directly giving the work of their hands, minds, and bodies·to other workers for the things they needed. What, by contrast, is the Stalinist command economy? It is an effort to mimic the operation of markets by providing from central direction the same sorts of commands that a market system might were it allowed to operate. Money is there (albeit reduced somewhat in importance but by no means entirely); so is the price system. What is missingare only those things that make capitalism work and worthwhile-private property, the mar ket price system, interest rates to ration capital, and capital markets. The devices of market exchange that simultaneously operate to elucidate preferences, to calculate marginal exchanges, to get rid of the worst products as resources are bid away to more productive uses and users, are abol ished. With what result? There emerges an econo my of shortages characterized by negative selec tion in which the .least valued products, produced by the most politically powerful factories, get the most resources. Some call this state capitalism. A better way to express what has happened is that Stalin'smisunderstanding of capitalism as a system that exploits workers by decreasing their con sumption while coercing them to increase produc tion, thus freeing up investments for economic growth, led him and his allies to use Communist collectivist forms to imitate individualist opera tions.

The PoliticalEconomy of SovietSocialism.is so good that it deserves a new chapter specifying in detail the operations of war communism. It is not enough to know that production decreased by any where from two-thirds to four-fifths; it is also important to understand the ways in which this proved unsatisfactory. It is true that Marx never had an opportunity to observe a Communist econ omy; one of the few benefits of the Bolshevik rev olution is that it left behind a historical legacy of what such an economy was lik!e. This fine book whets our appetite for more. D Dr. Wildavskyis Professorof PoliticalScienceand Public Policy, Universityof Californiaat Berkeley.
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The Freeman considers unsolicited editorial submissions, but they must be accompanied by a stamped, self-addressed envelope. Our author's guide is available on request. Phone: (914) 591-7230 FAX: (914) 591-8910 Cover art: © Washington Post Writers Group PERSPECTIVE ResponsibleAttitudes Private business enriches society. You have a greater responsibility and a greater attitude to ward the things'you own. In socialism, everything "belonged" to everyone, so no one had a respon sible attitude toward the equipment and material. -MILAN STRBA, a commercial painter in Czechoslovakia, quoted in the March 1991 issue of New Dimensions Freeto Choose A central feature of bourgeois philosophy, what I have called "classical individualism," is that hu man life is not subject to predictions. This is be cause human individuals have the capacity to choose what they will do. Of course, one can esti mate trends, based on well-established habits of mind and action, the constraints of nature and law, and so forth. But just how human beings will cope with the constraints, how they will come to terms with their own habits of mind and action, whether they will change their laws-those questions must not be answered prior to what they willactually do.

Perhaps the most grievous fault of contemporary social science is to have built up expectations in us that ignore the above aspects of human life. Social engineering can only go so far-usually as far as the next person's intelligent way of pre-empting the engineers' plans. - TIBOR R. MACHAN Auburn University Free-Wheeling Capitalism Picture this: a Southern town invaded by hordes of motorcyclists. If it were the plot of a B movie, you all know how the script would go. The people are apprehensive; the motorcyclists are abusive. But this action takes place for real every year in Daytona Beach, Florida, and most residents couldn't be happier. The event is officiallycalled Bike Week, though that's Harley-Davidsons not 10-speeds, and this year was its 50th anniversary. It takes place in the time period after the Daytona 500 race has ended and before Spring Break begins. It's when the mo torcycle engines at the Daytona Beach racetrack 242 start revving up. It's also when you start noticing folks around town who don't exactly remind you of Ozzie and Harriet.

But before you even notice the folks, you notice the signs. "Welcome Bikers." On the Food Lion Supermarket, there's a big piece of white cloth draped out front saying "Welcome Bikers." The Wal-Mart also welcomes the bikers; so do many of the restaurants and motels. A Western-dress store runs advertisements on television only during Bike Week. Ditto a gun store. The bars welcome the bik ers too. Now these guys look a lot like the guys in those B movies. They are dressed in black. Many of the men sport beards and long hair. In general, both the men and the women have a jenesaisquaiambiance about them, which sets them apart. Perhaps it's all their tattoos. But nonetheless, townspeople under stand that underneath it all is a common humanity. If you prick them, do they not bleed? And better than that, do they not share with the rest of us the need to eat and sleep and purchase souvenirs? Welcome Bikers. Residents enjoy going out on the town just to see hundreds, sometimes thou sands, of motorcycles parked in front of local busi nesses. And there's a parade marking the end of Bike Week that passes by the McDonald's with its "Welcome Bikers" sign out front. Come back next year, bikers. Daytona Beach doesn't have much in dustry, and it's people like you who keep this town going. So come back and bring your buddies and don't forget your wallets.

See! It's not just Southern hospitality that brings out the best in people. And it's not just laws that overcome prejudices. It's capitalism too. -A. M. ROGERS Ormond Beach, Florida AnyoneCanDo It Of all our social problems, crime is certainly the most inexcusable, and the criminal is deserving of the least compassion. People who suffer from phys ical and mental disorders or unforeseen economic hardships have had their situation thrust upon them, and they truly suffer from the cards that were dealt to them. This is not true of the criminal, how ever, and one is hard put to include him on the list of those who drew the short straw from the fates. PERSPECTIVE The professional criminal is a volunteer. All that society asks of him is that he stop doing what he is doing, and this doesn't seem to be an unreasonable request. It isn't a great exaggeration to say that ev ery man, woman, and child in the United States is capable of not stripping a car, not selling drugs, not vandalizing property, and not robbing a store. No one is asking the lawbreaker to run a four-minute mile, to translate the Dead Sea Scrolls, or to playa fugue on the harpsichord. Obeying the law requires no talent and no training. Anyone can do it.

-DONALD G. SMITH Santa Maria, California Reapingthe Harvest I had my gall bladder removed last summer by a new surgical procedure that kept me hospitalized for only one night. This is a vast improvement over the standard gall bladder surgery, and the nurses made quite a fuss over my "miraculous" recovery. Of course, I had almost nothing to do with this "miracle." Someone else thought of it; someone else invested in it; someone else went through a lot of training to make it work. As we look back, we see that such advances are based upon a seemingly endless procession of sim ilar breakthroughs. The advances of the 1990s are based on the advances of the 1980s,the 19708,and so on. It takes a long time to perform major surgery in less than an hour. What type of environment gives rise to such ad vances? What percentage of them have occurred in an open atmosphere of relative freedom? What percentage of them have relied upon coercive tax ation, regulations, and orders from above?

When we examine history, particularly the incredible advances that have been squeezed into the past 200 years, we find that free societies lead the way. A free society is truly a breakthrough society. Can we, as individuals, contribute to such ad vances? Most of us, after all, don't work at the cut ting edge of science, technology, or medicine. We can, however, contribute to the cause of freedom, for it is freedom of thought and freedom of enter prise that will nurture the great advances that will bless our children. -BRIAN SUMMERS 243 244 THEFREEMAN IDEASON L1BER1Y America's0 PEC: The PublicSchool Cartel by Thomas J. DiLorenzo T ennessee, New Jersey, and numerous other states have recently proposed or enacted state tax increases with the ostensible pur pose of improving localpublic schools.Despite the fact that there is virtually no evidence that simply throwing more money at public schools will improve them, governors, state educational bureaucrats, teachers' unions, superintendents' associations, and politicians strongly support the increased taxes because, they claim, it is in the "public interest" to do so.l Anyone who challenges these policies is typi cally labeled as greedy or grossly uninformed about the educational needs of children. Listening to the public school bureaucracy, one gets the impression that this latter category even includes many parents.

The public school bureaucracy thus portrays itself as comprised essentially of selfless, benevo lent public servants, in sharp contrast to stingy, self-interested taxpayers. Accordingly, the state supposedly needs to raise taxes because local com munities are unwillingto do so, even for the good of their own children. I believe a more accurate explanation of vari ous campaigns for greater state funding of local public education is that such campaigns are a manifestation of how local government consists primarily of a collection of cartels-public school Dr. DiLorenzo holds the Probasco Chair of Free Enter prise at the University of Tennessee at Chattanooga. cartels, cable TV cartels, electric power cartels, water supply cartels, hospital cartels, and even parking lot cartels. Not surprisingly, since most municipal "services" are organized as monopo lies, they perform as monopolists, gouging con sumer/taxpayers with high (tax) prices while offering low-quality services.

Greater reliance on state funding of local public education, I will argue, is simply a way of extract ingfurther payments from the victimsof the public school cartel-the taxpayers. If my interpretation is correct, then much of the rhetoric about how the public school monopoly is in the public interest is just that-rhetoric-which only serves as a smoke screen for what is essentiallya price-fixingconspir acy against the public. The PublicSchoolCartel A well-enforced cartel is one in which each member agrees to cut back on production in order to drive up the price of the product the cartel is selling. Fortunately for consumers, cartel "cheat ing" is so pervasive and inevitable that they rarely last very long. Historically,there are thousands of examples of private cartels that collapsed because their members cheated. Unfortunately for consumers, cartelistsin many industries have been able to invoke the power of government to enforce their cartel agreements when private enforcement failed. The Civil Aeronautics Board was a government-enforced cartel agreement; the Interstate Commerce Commission enforced a trucking industry cartel; the regulation of hundreds of occupations, from taxi driving to morticians, is a way of enforcing occupational car tels. The list is almost endless. In return for cam paign contributions and other forms of political support, politicians use the coercive powers of government to enforce "private" cartel agree ments, all to the detriment of consumers.

Local public schools are monopolies since, by law, they enjoy a captive audience of students, are funded by compulsory taxation, and mandatory attendance laws force their "customers" to "con sume" their "product," regardless of how low quality it may be. School districts across the United States would like to enhance their mono poly power (and "profits" in the form of tax rev enues) by acting as one giant cartel-at least within each metropolitan area-but are often unable to do so effectively. The reason for this is opposition by taxpayers, both at the voting booth and by "voting with their feet." For example, if there are 10 school districts within a metropolitan area, and one of them raises taxes significantly (or, equivalently, reduces the quality of education), it will be at a competitive disadvantage because many parents who believe their children can get just as good an education in lower-tax jurisdictions (or a better education for the same tax burden) will move.

If all 10 jurisdictions conspired to raise taxes, however, then the taxpayers would have to move to a different metropolitan area altogether to escape the tax or the decline of educational quality (or both). This form of taxpayer opposition is more costly to the taxpayers and is therefore more unlikely to occur. Thus, in order to raise taxes as· much as they would like, local governments must enter into a cartel arrangement. But like all cartels, they face the problem of "cheating" by other cartel mem bers. That is, there is no guarantee that every juris diction will raise its taxes. No jurisdiction will increase its taxes if it thinks the others won't follow suit. Even though they all would like to raise taxes, each hesitates to do so. Moreover, the more members of the cartel there are, the more difficult it becomes to enforce a school district price-fixing cartel. That's where the state government comes in.

245 The state can act as a cartel enforcer for local gov ernments, just as various regulatory agencies and other governmental entities have acted as cartel enforcers for privatesector cartels. Specifically, raising state taxes and then redis tributing some amount to local governments after the state has taken its cut-is a way for local governments to avoid the cartel cheating problem. State governments are the enforcement mecha nism to raise everyone's taxes; taxpayers must then move to an entirely different state to vote with their feet. Obviously, this makes it much more dif ficult and unlikely that taxpayers will express their freedom of choice. The local government price fixing cartel becomes effective, thanks to state government "enforcers." The Role of Government Propaganda State politicians seek tax dollars as much as oth er politicians, but they are also aware that they run the risk of losing political support by advocating higher taxes. They want the higher tax revenues that they can use to enhance their political careers by claiming credit for "improving" public schools and declaring themselves the "education gover nor" or senator, or whatever. They must, however, from their perspective, deflect taxpayer opposition to their political plans.


To deflect taxpayer opposition, a formidable coalition of teachers' unions, school superinten dents, state educational bureaucrats, and state and local politicians is often formed to wage a propa ganda campaign to confuse or wear down taxpayer opposition. They typically utilize the strategy of repetition: If you say it often enough, they'll start to believe it. For example, in Tennessee, per-student public school spending at the primary and secondary lev els more than doubled from 1980to 1990while stu dent achievement plummeted. This, of course, has been the trend in the U.S. for at least 30 years-spending more and more on public schools for worse and worse results. Yet, in a campaign to raise taxes, the state educational bureaucracy end lessly repeated the argument that the "solution" to declining student performance is more spending. Such propaganda campaigns can be effective, for most citizens are "rationally ignorant" of many public policy issues; they spend much more 246 THE FREEMAN • JULY 1991 time on their personal affairs than on educating themselves about public policy. Joseph Schum peter had strong opinions on this matter, writing in his classic book, Capitalism, Socialism, and Democracy, that "the typical citizen drops down to a lower level of mental performance as soon as he enters the political field. He argues and ana lyzes in a way which he would readily recognize as infantile within the sphere of his real interests. He becomes a primitive again. His thinking becomes associative and affective."2 To make matters worse, much of the informa tion about public policy alternatives that voters do receive is biased and self-serving,having been pro duced by special interest groups, such as teachers' unions, or by government itself. Consequently, many citizens make public decisions based on false information.

Despite government and specialinterest propa ganda, however, many voters are aware-or at least suspect-that throwing money at public schools won't work. To try to eliminate this skepti cism, state governments often promise to "do it better" next time, particularly by "streamlining" the educational bureaucracy. The press secretary to the governor of Tennessee, for example, recent 1y announced that in return for a proposed $1.3bil lion tax increase (approximately $800per year for a family of four), the state would make the local schools "run like a business" by requiring elected (as opposed to appointed) school boards that would appoint school superintendents, just as cor porate boards of directors appoint chief executive officers.3 Such proposals are, of course, transparent pro paganda. There are no real businesses that have a captive audience of "customers" guaranteed by law, are financed completely by compulsory taxes, enjoy the benefits of mandatory attendance laws (or something like them), and are exempt from onerous taxes and regulations that any potential private competitor must comply with. The phrase "business-like government" is truly an oxymoron.

Transparent as the public school bureaucracy's propaganda is, it is often enough to confuse a suf ficient number of voters. It isn't unusual for voter turnout in state or local elections to be 20 percent or less. Furthermore, public employees vote far more frequently than the average citizen; and since public employees can also bring in two or three other votes from relatives or friends, they disproportionately influence state and local elec tions.4 Thus, the government needs to persuade only a relatively small number of marginal voters with its propaganda campaigns. In sum, the purpose of such government propa ganda. campaigns is to convince voters that even though there is no evidence that public education will be improved, the "solution" is to spend more money. As Richard E. Wagner has explained, the function of government advertising campaigns "would seem to be to promote acquiescence in and to provide assurance about the prevailing public policies. The purpose of public advertising would be to reassure citizens that the fact that their public goods are composed of 60 percent baloney indi cates good performance."5 GovernmentFor or Againstthe People?

Imagine that the grocery store industry was organized like American public schools. Each family would be assigned·to a single store where they must shop for all their groceries, and no competition would be allowed. Each family would pay an annual grocery tax of several thousand dollars and be required to enter the government subsidized grocery store at least three times a week-whether they buy anything or not because of "mandatory attendance" laws. Such lawswould have been established through the lob bying efforts of our hypothetical grocery store monopolists who know that Federal and state sub sidies depend partly on the average daily atten dance in their stores. All cost overruns would be automatically covered by additional taxpayer sub sidies, and whenever costs outstripped the ability of local governments to provide the subsidies, a "food crisis" would be declared and the govern ment would wage a propaganda campaign to raise taxes.

Such a grocery industry would be bizarre indeed, but this is exactly the way the public school monopoly is·organized. The reason why, for at least the past 30 years, additional spending has led to nothing but lower student achievement was clearly explained by sociologist James Coleman: "To understand how the outputs of education could be unrelated to the school inputs [Le.,spend ing], it is only necessary to shift the context. In the industries of Eastern Europe and the Soviet AMERICA'S OPEC: THE PUBLIC SCHOOL CARTEL 247 Union, which like American public schools oper ate under state management without markets sub ject to the discipline of consumer choice, outputs are also little related to inputs."6 The public school monopoly operates like a defunct Eastern European government mono poly: its "product" gets worse and worse, year in and year out, while the beneficiaries of the monopoly-educational bureaucrats and teach ers' unions-clamor relentlessly for more and more subsidies. The obvious solution to the col lapse of socialism in Eastern Europe and else where is privatization and free enterprise. Only by establishing private property and free markets can the formerly Communist countries hope to devel op healthy economies that cater to the preferences of their citizens rather than to the political whims of their rulers, as is the case in all socialistic orga nizations, including the American public schools.

Politicians, bureaucrats, and teachers' unions show their true colors when they organize power ful political opposition to any attempt to provide parents more freedom of choice in education, whether through vouchers or tax credits or the more genuine reform of privatization of govern ment schools.It is American parents and taxpayers against whom the public school bureaucracy is constantly doing political battle, which calls into question the bureaucracy's self-serving claims of being "public servants." A case in point of how the public schools have been a cartel designed primarily to benefit the public school bureaucracy, not the public, is the experience of Polly Williams, the Milwaukee state legislator and single mother of four who earned the support of the governor of Wisconsin and the state legislature for an experimental educational voucher plan. Her plan (which was implemented in the fall of 1990 but is subject to a court chal lenge) gave as many as 1,000 inner-city youths scholarships worth up to $2,500 annually that could be used at any school in the area, public or private. (The average per-student expenditure in the Milwaukee public schools exceeds $7,500.) The plan was enthusiastically embraced by hun dreds of minority parents as well as the state legis lature and the governor. Parents found that their children could get a far superior education at significantly lower costs to Milwaukee taxpayers.

This was as much a boon for the parents and stu dents as it was a disaster for the public school b~reaucracy. Powerful opposition, including an ongoing court battle, was provided by teachers' unions and school superintendents-the protec torates of monopoly privilege. Episodes such as this underscore the true essence of the public school cartel. It is a sad exam ple of how government has increasingly become more the master than the servant of the people. No one can reasonably argue that citizens shouldn't have the right to shop around for the best deals they can get for groceries, automobiles, clothing, appliances, recreation, and virtually every other consumer item. Even Mikhail Gor bachev has been widely quoted as saying, "Free dom of choice is a universal ideal." This is clearly not true, however, for the public school bureaucra cy, which makes every attempt to stand in the way of parents who wish to exercise the same kind of freedom in choosing the education their children receive as they do when choosing between Coke and Pepsi.

Needed:A New American HistoryLesson The American Revolution was fought partly as a protest over government -sponsored monopolies that King George III tried to impose on the colonists. It would be a fine history lesson indeed for America's school children to witness a second American revolution against monopolistic gov ernment, starting with the dismantling and privati zation of the public school cartel. D 1. Erick Hanuscheck, "The Economics of Schooling: Production and Efficiency in Public Schools," Journalof Economic Literature, September 1988,pp.1141-77. 2. Joseph Schumpeter, Capitalism,Socialism,and Democracy (New York: Harper and Row, 1950), p. 262. 3. ChattanoogaNews-FreePress,March 9, 1991,p. 5. 4. Winston C. Bush and Arthur T. Denzau, "The Voting Behavior of Bureaucrats and Public Sector Growth," in Thomas Borcherding, ed., Budgets and Bureaucrats (Durham: Duke University Press, 1977), pp. 90-99.

5. Richard E. Wagner, "Advertising and the Public Economy," in David Tuerck, ed., The PoliticalEconomy ofAdvertising(Washing ton, D.C.: American Enterprise Institute, 1976), pp. 90-110. 6. James Coleman, "A Quiet Threat to Academic Freedom," NationalReview,March 18, 1991,p. 28.

248 Illiberal Education Can't Be Cured With Illiberalism by John-Peter A. Pham I. Crisisin Academia W hen Allan Bloom published his 1987 critiqueof Americanhighereducation, The Closing of the American Mind, he ignited a fire-storm of indignation from the dons of academia whose seemingly tranquil world he had disturbed. Not uncommon was the response from the American Council of Learned Societies,which solemnly declared that "precisely those things now identified as failings... actually indicate enlivened transformations." Today, however, the record clearly vindicates Professor Bloom: no matter what index is used to gauge the performance of the country's "best and brightest," the results are equally dismal. A 1989poll of college students from 67 schools conducted for the National Endowment for the Humanities by the Gallup organization revealed that most would not be able to recognize classiclit erary works, identify the men and women who contributed major philosophical concepts, or even state important historical changes. For example, 58 percent couldn't identify Shakespeare as the author of The Tempest; 42 percent couldn't date the American Civil War to within a half-century; and 25 percent thought that one of Karl Marx's favorite dictums-"from each according to his abilities to each according to his needs"-was excerpted from the U.S. Constitution.

Mr. Pham is former editorin-chief of Campus, Ameri ca's largest student newspaper, and co-editor ofthe forth coming book, The State of the Campus Report, from the Intercollegiate Studies Institute. At the University of Chicago, a current-events survey recently conducted by the independent stu dent journal, The Chicago Crucible, found that two-thirds of the nearly 300 undergraduates inter viewed at the prestigious Midwest institution didn't know the capital of Canada. Only 8 percent could identify both U.S. senators from Illinois. Equally disheartening statisticswere tallied in sim ilar polls conducted by independent student jour nalists at Dartmouth, Vassar, and other elite schools. These statistics often are justifiably offered as evidence of some failure in higher education to impart to students a common body of knowledge essential to the continuance of the Western tradi tion of humanistic studies and the maintenance of a free and informed society.To a great extent, the responsibility for the crisis must be borne by col leges and universities. The administrations of these institutions have certainly allowed stan dards to decline to the extent that it is now possi ble to graduate from 78 percent of the nation's col leges and universities without ever having taken a course on the history of Western civilization, and 33 percent without ever having taken any history course. American literature is required reading at fewer than half of American centers of higher education.

What is worse is not that students are no longer being exposed to a common body of cultural knowledge (although this is a major problem), but that the shell of traditional studies has been pre served, yet left devoid of any semblance of meaning, rational moral purpose, or hierarchy of values. Traditional academic departments have had to endure the indignity of having courses such as "Psychology of Dress" (Dartmouth), "Sexual Metaphysics in Gustave Courbet" (Stanford), and "Sodomy and Pederasty Among 19thCentury Seafarers" (Rutgers) inserted into the curriculum next to the works of Plato and Aristotle. Alongside the debasement of traditional humanistic studies has been the increase in under graduate specialization and vocational studies to the detriment of liberal education. While there should always be the option of early professional training for students and parents who elect it, the level of vocational overspecialization has ap proached the absurd. Auburn University, for example, offers a course in "Recreation Interpre tive Services," which, according to the course description, teaches "principles and techniques used to communicate natural, historical, and cultural features of outdoor recreation to park visitors."

Arguments have nevertheless been made that some students may need the security of employ able skills that vocational studies confer rather than the more abstract utility of, say,classicalstud ies. Granted. However, employers still expect graduates.to have a certain set of skills commonly associated with educated people, the abilities to communicate coherently and reason rationally heading the list. The graduates of the traditional curriculum certainly had these qualifications; time will indicate whether students of recreational interpretive services have them as well. And ifit weren't bad enough that the liberal cur riculum has been trivialized, the quality of the actual instruction in what remains of the curricu lum, particularly for undergraduates, is on the whole rather poor. According to the Carnegie Foundation for the Advancement of Teaching, over half of American college and university instructors spend less than 10 hours a week actual ly teaching; an additional 15 percent never even darken the doorway to a classroom.

As a full exposition of the crisis in teaching is beyond the scope of this article, it suffices to men tion that perhaps the primary factor contributing to the decline is the reduced incentive to teach. While billionsof both private and government dol lars are available in grants for competent researchers, there are relatively few such rewards 249 for gifted instructors. This, coupled with its corol lary, the cash-starved academic department's dic tum of "publish or perish," has pushed many promising teachers into becoming researchers in order to further-or in some cases, simply to con tinue-their careers. This crisis in instruction is particularly notice able in the sciences where a common complaint among undergraduates is that their professors do little more than appear at appointed times to dictate some'notes, leaving "discussion sessions" (i.e., teaching and explanation) to graduate student assistants of varied qualification and, often, marginal English fluency. In this area, gov ernment involvement is partially to blame: lucra tive government research contracts and grants are a veritable magnet of incentive drawing professors away from the classroom and into the laboratory.

While the overall extent of the crisismay not be fully appreciated outside of academic circles (and indeed the philosophical crisis posed by relativism and deconstructionism in general is far more seri ous in the long run than the pragmatic crisisof cul turally illiterate students or disinterested instruc tors), the sensational headlines of the past decade have aroused sufficient interest from society at large to bring the government into the scene. For mer Education Secretary William J. Bennett, National Endowment for the Humanities Chair man Lynne V. Cheney, and other high-ranking public officials have certainly performed a yeo man's task in refocusing some attention away from short-term policy decisions to the long-term plight of the nation's schools. Nevertheless, some of the solutions they, or educators taking their cue from Washington, propose for the current malaise may be too utilitarian: illiberal education cannot be remedied by illiberal means.

ll. CurriculumCentralizationand Freedomof Choice Most education critics would agree that the dis integrationof the Americanacademybegan and continues to foment at the local level. In fact it can be argued that the leading educational crisisis that deconstructionists, feminists, and other academic special interest groups have become the dominant voicesin many departments, forcing cowed admin istrators at individual institutions to grant conces sion after concession in the vain hope of avoiding 250 THE FREEMAN • JULY 1991 public confrontation. To cite a particularly notable example, in 1988a group of radical students occu pied administrative offices at Stanford University and kicked off a series of protests that drew such national celebrities as Jesse Jackson to chant "Hey, hey, ho, ho, Western culture's gotta go!" and "We don't want to read any more dead white guys!" What the protesters objected to was a sequence of core courses centered upon some of the,great books of the Western tradition, includ~ ing the Bible, Homer, Thucydides, Plato, St.

Augustine, Dante, Thomas More, Machiavelli, Martin Luther, Galileo, and Locke. The faculty quickly capitulated and replaced the sequence with a course called "Culture, Ideas, and Values" that avoids any explicit Western orientation and requires instructors to "confront issues relating to class, ethnicity, race, religion, gender, and sexual orientation, and to include the study of works by women, minorities, and persons of color." Thus a subtle shift was executed wherein the criterion for inclusion in the course was altered from intrinsic merit (historical, literary, philosophical, etc.) to extrinsic quota-filling. The Stanford case and others like it, such as the New York State "Curriculum of Inclusion" report, have prompted movements toward a centraliza tion of curriculum. While Dr. Cheney no doubt never intended it to be, some have interpreted her 1989 report, 50 Hours: A Core Curriculum for CollegeStudents, as a call for some sort of national standard or regulation of the educational curricu lum of the country's schools.

Dr. Cheney's proposal of a required core of 16 semester-long courses-including six courses in "civilization and cultures," four in languages, and two each in mathematics, natural sciences, and social sciences-is, from the educational point of view, little more than minimalism, hardly amounting to a liberal education. Nevertheless, any sort of government-dictated standardized curriculum, no matter how nobly intended, is dangerously statist. While administrators such as Drs. Cheney and Bennett would hardly pose a challenge to a free, liberal education, there is no telling what might be the eventual ramifications of the precedent of Federally dictated curricula. Certainly few critics of contemporary academia would favor a Soviet-style education system where everything was dictated from an omnipo tent Ministry of Higher Education. A crucial part of the effort to restore the Amer ican academy must be choice in colleges and uni versities. And choice implies diversity.While these institutions face pressure from one side to all become little better than relativist think tanks, they also face tremendous pressure to all become liberal arts colleges. Neither is an acceptable option.

In the relatively free and pluralistic United States, students come from a variety of back grounds and interests and have an even wider range of goals and plans. Excluding obviouslydefi cient curricula and schools, students should be allowed to choose from a diversity of colleges and universities when they go off to school. There is a need for both philosophers and engineers, Chica go's and MIT's, and everything between in a plu ralistic society. In a free society, colleges and universities emerge in response to the various demands of edu cation consumers. It might be, for example, that the economy requires both liberal arts and profes sional studies. Since education is a commodity in the market, each institution has to resolve for itself its own priorities in the matter. Consumers (par ents and students) then have to decide whether they prefer an institution emphasizing one or the other characteristic. In the end, everyone benefits by getting that which gives him or her maximum utility.

m. Freedomof Choiceand the End of the University While many education analysts are willing to grant that there must be a necessary choice and diversity among different types of schools,fewer,it seems, are willingto be as tolerant within a given liberal arts college. Those to the left attempt to expunge from the liberal arts curriculum works they judge to be "insensitive, racist, sexist," and the like, and seek to replace them with a bewilder ing host of relativist courses in women's and minority studies. While those to the right are less guiltyof such outright politicization, many of them exercise something short of tolerance toward dif fering viewpoints:few who describe themselves as conservative are to be found fighting for Karl Marx's inclusion in the curriculum although the importance of his thought in history is undisputed. This leads to the question of the end of a colILLIBERAL EDUCATION CAN'T BE CURED WITH ILLIBERALISM 251 lege or university education. Perhaps no more succinct articulation of the mission of collegiate education exists than the one given it by John Henry Newman in The Idea of a University.The 19thcentury English cardinal acknowledged the pluralism of the modern university when he noted that "a university is a place of concourse whither students come from every quarter for every kind of knowledge."

Newman emphasized that the aim of higher education was thus to be the cultivation of the intellect for the intellect's sake. The liberal educa tion was intended to open minds to the wealth of man's intellectual and cultural heritage. Through the study of works of literature, philosophy,theol ogy, and polity, students are led to discover for themselves the nature of man and his place within the social and cosmicorder. Rather than stifle aca demic dissent, Newman encouraged it: a university was meant to be a place where "an assemblage of learned men, zealous for their own sciences, and rivals of each other, are brought by familiar inter course and for the sake of intellectual peace, to adjust together the claims and relations of their respective subjects of investigation." Allowing for the freedom of each institution to determine its own philosophical and curricular policy,it would seem that the best recourse in the current academic debate over liberal education would be the liberal approach in the end: let there be free competition in the marketplace of ideas between the conflicting visions of education. If their opponents are as bad as each side claims, then the opposing sides should encourage closer study and discernment of each other, rather than sweeping them aside. Under such scrutiny, the shortcomings will be all the more evident to free minds. Instead of replacing St. Augustine with Kate Millett, radicals should have them read side by side to contrast their validity. Students can decide for themselves whether the Confessionsor SexualPoliticsspeaks more to them of the realities of the human condition.

Some would claim that such educational free dom is inappropriate for impressionable young minds and that students aren't advanced enough in learning to discern what among the intellectual menu offered is important to internalize. While there is a certain validityto this, the classicalliberal faith has alwaysbeen that, in the end, the most effi cient case-the truth-will prevail. While students at the University of North Carolina at Greensboro may get academic credit for followingthe Grateful Dead around, students at Stanford for picketing, and students at Dartmouth for observing the psy ,chologyof clothing, once they graduate, they will have to seek employment. And one suspects that a solid course of critical studies will serve the wouldbe professional much better than Activism 101. In any case, the speed with which students in Eastern Europe, when finally given a free choice, abandoned Karl Marx and Friedrich Engels for free market thinkers like Adam Smith and F. A.

Hayek proves once and for all that a small amount of faith deposited in students is not misplaced. ~ Some OtherLiberalSolutions The myriad crises of contemporary higher edu cation-cultural illiteracy,curriculum devaluation, faculty indifference, and administrative weakness, among others-warrant thoughtful consideration by all who are concerned with the future of society. However, the pressing nature of the challenges facing liberal education in America doesn't justify the use of illiberal, though seemingly expedient, solutions. Force, whether state or ideological, can not be used to achieve true academic reform, unless one is willingto sacrifice academic freedom of ideas. The recovery of the academy requires first and foremost a moral commitment to the principles of liberalism. This includes the reaffirmation of the principles of free inquiry of ideas and free dom of choice in education as the only truly humane basis for the search for truth. This, in turn, leads to more concrete action. While some solutions are outlined above, a few more which deserve more extensive study in the coming years should also be considered.

Faculty members who have been vital in the deconstruction of the academy are also vital in its restoration. True scholars are needed to rebut some of the trendy "scholarship" of the tenured radicals in the nation's colleges and universities. These scholars must organize to defend the integrity and validityof the academy.In a free soci ety, the battle for the academy must be fought on the field of ideas. A thought: instead of purging schools of radicals, why not let them continue in their positions, but remunerate them according to their success in attracting pupils? Inevitably, right 252 THE FREEMAN • JULY 1991 reasoning will triumph, and, without violence, these dons will be forced to fade into other areas of employment. Students acting as educational consumers have tremendous power to effect educational reform. As more and more students abandon failed radical experiments in search of the truth and wisdom to be found through liberal education, schools willbe jolted into positive action. Additionally, as the var ious independent student publications across the country-Dartmouth Review, Chicago Crucible, Vassar Spectator,NorthwesternReview,Carolina Critic, et al.-have proven, student opinion does carry influence when it is reasonably articulated.

Alumni, parents, philanthropists, and other groups have a great deal of power over higher edu cation, especially since they speak the language most understood by administrators-money. In a free society,one has a choice as to where he dispos es his resources. If the financial wells of particular ly bad schools begin to dry while those of true centers of liberal education swell, assuredly the col leges and universities will get the message. ~ ReconsideringGovernment's Rolein Education The discussion of the crisis in education, as with almost any discussion of problem-resolution in a statist society,must eventually turn to a considera tion of government. All too often, reports of prob lems in the educational system prompt little more than calls for more government funding or increased monitoring of troubled programs, as the case seems to warrant. Implicit in such calls is the assumption that government should be actively involved in higher education. However, if Ameri can higher education is ever to be recovered, even such long-held propositions must be reconsidered.

Aside from "tradition" (and it is a relatively young one, dating substantively only to the Morrill Act of 1862),an argument appealing to inertial ILLIBERAL EDUCATION CAN'T BE CURED WITH ILLIBERALISM 253 tendencies among some, there isn't a very convinc ing argument for government involvement in the ownership and operation of colleges and universi ties. On the economic level, these institutions are certainly no more efficient than private institu tions. During the academic year 1985-86, for example, the average cost to educate one student at a state college or university was approximately $6,760,while the same figure for private colleges was $6,600.Few educators would venture to argue that the education received in most state schools or colleges was equal to-never mind $160 better than-that in private schools. While it has been argued that state institutions often teach the technical skills necessary to keep up the country's competitive edge in the world economy (as opposed to usually more liberal arts inclined private institutions), the statistics have belied such claims: over 60 percent of the profes sional degrees earned in America are awarded by private institutions, and, since World War II, most of the nation's physicians, scientists, and lawyers have been trained in the private sector.

In addition to its proprietary involvement in higher education, government is involved in a number of educational programs that include pri vate institutions through its assorted funding pro grams. Many students receive assistance withtheir education from an alphabet soup of state and Fed eral aid programs: SEOG, Pell, NDSL, GSL, etc. While there is little doubt that these programs have helped a number of talented young scholars to receive training, there has been, as a conse quence of the relatively easy access of these pro grams, little incentive to explore the possibilitiesof private sources of aid. And the potential for entan glement with the government leviathan-and the resulting loss of institutional freedom-that comes from the acceptance of public dollars is consider able, as demonstrated by the Grove City College case where participation in Federal assistance pro grams led, in part, to a government attempt to reg ulate unassisted athletic programs.

The question of government involvement with instructors, and hence curriculum, also needs investigation. While no concrete evidence of impropriety has yet been uncovered in the United States, the historical experience of other countries as well as analogous examples here should give some pause for thought. If allegedly independent thinkers, teachers, and researchers are receiving government assistance, then any claim to scholarly independence is forfeit. At best, it represents a market inefficiency: if there is a market demand for the work, the enterprising scholar can receive support for it from the private sector. At worst, it reduces academic freedom of inquiry from an undisputed right of the individual mind to a con tractual item to be argued in courts of law. Witness, for example, the recent limitation of freedom of expression for artists soliciting grants from the National Endowment for the Arts. Once funds are exchanged, the relationship between the state and the individual is altered from the govern ment being an objective protector of rights to being an interested party with patronal rights of its own.

All in all, while the likelihood of anything close to a substantive state withdrawal from the educa tion business any time soon is rather slim, the cur rent malaise may serve to spark the debate in that direction. At least it should be an incentive to explore this question further. VI. Conclusion Liberal education is perhaps the most noble work of a free society. It aims not at proselytiza tion or indoctrination, but at exposing the mind to the great wealth of diversity in the human experience, opening it to the full horizon of possibilities. In the end, it gives the freedom to discover and internalize truth, and the tools to do so. Yet never in history has this great work faced the assault it does today from within the academy. Nevertheless, in the battle for the hearts and minds of academia, it must never be forgotten that the end, liberal education, can never justify the means of illiberalism. Freedom of the mind cannot be bought by the slavery of theteacheL [] 254 Keynesian Budgets Threaten Recovery by Hans F: Sennholz T he 1991 and 1992 Federal budgets alarm anddismaymanyeconomists.Theyarethe verymodelsof Keynesianbudgets,calling for a sharprise in Federalspendingas an antidote for recession. They propose to boost Federal spendingfrom $1.25 trillionin fiscal1990 to $1.45 trillionin 1992,or 15 percent.If we add the expen dituresof Desert Storm,which is merelylistedas an $8 billion"placeholder"itemfor supplemental budgetrequestslaterin the year,total1992spend ing may exceed$1.5 trillion.As politicalbudgets usually understate the spending totals, actual expendituresmay approach$1.6 trillion.

Government expendituresof such magnitude are simplytoo big to be ignoredor taken lightly. They are felt not only throughout the American economybut alsoalloverthe globe.Afterall,they may affectthe valueof the U.S. dollarwhichis the standardmoneyof the world,usedwidelyby gov ernments,corporations,and individuals.U.S. gov ernment spendinghas pocketbook effectson all continents. Federal legislatorsand administrators appar ently cannot free themselves from the spell of Keynesianism.It has such a compellingattraction because it elevates to good economicsthe thing theyliketo do most-spend otherpeople'smoney. Keynesianismpermits administratorsto yield to any and all spendingpressuresby Congress,and encouragesthemto take the leadin new spending Dr. Sennholz heads the Department of Economics at Grove City Collegein Pennsylvania. initiatives. It confers respectability on political profligacy. Unfortunately,governmentspendingdoes not sustain,stimulate,or invigoratean economy.On thecontrary,it divertseconomicresourcesto many unproductiveusesand therebyaggravatesa reces sion. Boostsin spendingallocatemore resources to the ever-growingbureaucracyand the favorite recipientsof Federallargess.This is why the Fed eralbudgetsmay actuallydeepenand prolongthe presentrecession.

The budgets propose higher expenditures on preschool education and preparation of low income Americans for higher education. They seek more funds toward the reduction of illness anddeathfrompreventablediseases.Theyrecom mend a sizeableincreaseof Federal spendingfor researchand development,with specialemphasis on basic research, high performancecomputing, andenergyresearchanddevelopment.Theyargue for more Federal spending on highways and bridges,on airports, theair trafficcontrolsystem, and the explorationand use of space.They pro pose to spend more for the expansion and improvementof national parks, forests,wildlife refuges,and other publiclands.They call for fur therincreasesin Federalspendingon drugpreven tion,treatment,andlawenforcement.Theywould substantiallyraiseFederaloutlaysto helpthe Fed eral Bureau of Investigationfight crime,Federal prosecutorsprosecutecriminals,and the Federal prisonsystemaccommodatemoreconvicts.

To finance the additional spending of $194 bil lion, the budgets envision $133.7billion in new tax receipts, user fees, and other collections; the $60.3 billion shortfall is added to the deficits estimated at $318.1billion in 1991 and $280.9billion in 1992. Altogether, they probably will exceed $600billion. The Seenand the Unseen Yet despite such massive consumption of eco nomic resources, nowhere do the budget docu ments reflect on the obvious reduction in econom ic well-being that Federal taxation and deficit spending inflict on their victims. Nowhere do they mention a $194 billion reduction in individual income that prevents people from spending money for preschool education and preparation for higher education, for the fight against illness and death from preventable diseases, for research and development, for drug prevention and treat ment, and so on. Governmentspendingalwaysis presentedas a benefit withoutcost, a grand addi tion to the generalwelfare,a socialachievementof the highestorder.

This popular view of government spending not only springs from the old predilection of politicians for spending other people's money but also draws support from man's natural inclination to prefer the seen over the unseen. Government largess is visible to all in the form of various benefits, lucra tive contracts and privileges, and public buildings, many of which look like Greek temples built to the gods. What is not seen are the costs borne by mil lions of people who were forced to do without preschool and higher education, who no longer can afford medical services or purchase health and life insurance, who must forgo better housing and warmer clothing. The marble temples of politics which may last a thousand years are durable mon uments to the supremacy of political power over individual freedom and economic prosperity. To a thoughtful person, they speak of onerous taxation and painful extractions that greatly aggravate the plight of the poor.

The Keynesian call for a sharp rise in Federal spending as an antidote for recession is neither thoughtful nor helpful; it completely misinterprets the causes and consequences of recession and, therefore, prescribes the wrong medicine. A reces sion is a time of readjustment and recovery when businessmen correct the mistakes made in the past 255 and put their houses back in order. It is an integral part of a business cycle that begins with a boom, leads to a bust, and ends with recovery. If, for any reason, government prevents the readjustment or even promotes more maladjustment, it makes matters worse. In the end, the recession may turn into a deep depression, just like the Great Depres sion during the 1930s. The present recession had its beginning during the 1980s when the Federal Reserve System, the monetary arm of the government, ignited a boom with numerous bursts of new money and credit.

It helped finance Federal budget deficits of nearly $2 trillion, permitting the Federal debt to rise to $3 trillion, plus approximately $1 trillion in agency debt and off-budget guarantees. It rushed to the rescue of many governments of Third World and former Communist countries which incurred and now labor under $600 billion of foreign debt. The Fed kept alive hundreds of banks and S&Ls suffer ing in the vise of regulation and inflation. Helping to build large pyramids of junk-bond debt, it facil itated a great takeover game that enabled promot ers and speculators to assume control over giant corporations. Banks amassed $700 billion in loans for mergers and acquisitions and another $700 bil lion in loans on real estate. The Fed even financed the rescue of various corporations and city govern ments chafing under heavy loads of political debt. Duringthe 1980stotaldebtnearlydoubledto an estimated $12 trillion, much of which is of low quality.The growth of debt did not lead to eco nomic growth; instead, it facilitated government handouts and corporate mergers, acquisitions, and leveraged buyouts. It caused real estate and stock prices to rise dramatically, while economic output, according to the Tax Foundation, stagnated, and median average income after direct Federal taxa tion and inflation declined by 9.2 percent.

Recoveringfrom Recession A recession or depression is a cleansing affair that exposes mistakes and manipulations and calls for corrections and remedies. The present reces sion is the inevitable consequence of the moun tains of unproductive debt that financed many ill advised ventures and now weighs heavily on the debtors. It will end as soon as the debt burden has been reduced to a more bearable level. Debt relief may come through bankruptcy and rescheduling, 256 THE FREEMAN • JULY 1991 write-offs, and payoffs. The end may be in sight when fallinginterest rates signal not only a decline in lending risk, but also the arrival of new savings in the market. Under the sway of Keynesian thought, many politicians and officials are determined to hasten recovery through deficit spending and money cre ation, which they call "contra-cyclical." Actually, their policies are "contra-recovery"; they aggra vate and prolong the recession by consuming cap ital en masse, crowding out busiIiess,and depress ing business activity. The currency and credit expansion falsely lowers interest rates, which again misleads businessmen in their investment decisions. In short, government deficit spending and money manipulation are the most potent recovery suppressors.

The present recession may prove this point. When Federal deficits are made to swell to unprecedented levels while the recession deepens and lingers on, the Keynesian model obviouslyfails to demonstrate economic reality. It misinterprets the causes of recession and, therefore, prescribes a wrong medicine, in fact, a very harmful medicine. There are three types of people in the world. Some learn (rom their own mistakes-they are experienced and wise. Others learn from delibera tion and observation of the experience of oth ers-they are diligent and intelligent. The third type learns neither from their own experience nor the experience of others-it comprises the fools. The severity and length of the present recession will clearly reveal which type of legislator and administrator is holding forth in Washington. 0 257 A Report from theWorld of Suggestive Looks by Jack Matthews R ecently I was sadly amused by a front page story in the student newspaper of the university where I teach. This article fea tured the report of our Assistant Director of Affir mative Action in which sexual harassment of female faculty and administrators was found to be a serious and continuing problem on campus.

Coming from an office whose existence depends upon a generally acknowledged perception of injustice, the findings of this report were not entirely unexpected; but they were nevertheless deserving of attention. And yet I will confess that my own attention wavered for a moment when I came to the followingseemingly sober and responsible statement: the "report showed that nearly 50 percent of 310 women reported some form of sexual harassment on the job. Most of the cases involved unwanted sexual teasing and sexually suggestive looks." Innocent readers could be easily misled by the statistical format of this assertion, but its premise is as vaporous as Dracula's blood pressure or the ghost of Bambi. Why? Because nothing can be suggestiveunless there is someone to whom it is suggested. Therefore, a "sexually suggestive look" is the product of a judgment, and most sensible folks understand that judgments are not always and necessarily valid or well-founded. ("Sexual teasing" is subject to the same distrust; but it is not my concern in this piece, for reasons that willsoon be clear.) I don't question that sexual harassment exists; Jack Matthews' latest books are Dirty Tricks, a volume of stories with Johns Hopkins, and Memoirs of a Book man, bibliophilic essays with Ohio University Press, Athens. He also writes plays and collects old and rare books.

nor do I question that there is such a thing as a sex ually suggestive look. Although if a sexually sug gestive look is what I think it is, it is part of what we used to consider the pleasurably harmless game of flirtation played with equal enthusiasm by males and females. But that reactionary view has evidently been discredited, and I will confess the possibility that I myself,in my long life as an unre pentant heterosexual male, may have occasionally fallen into weakness and sin by emitting a sexually suggestive look. Even though I'm still not entirely sure of what that is, it sounds like the sort of thing I might have done at one time or another. If I have upon occasion been guilty, however, I have also been innocently wronged. Let me give an example. Recently I was driving alone in my car on campus-which is really a small city,as are most university campuses today-and I stopped for a traffic light that turned red just in time to catch me.

I had my radio tuned to the university station, and I was listening to a politician from Colorado talk ing about his home state. I can't remember the context, but for some reason he was explaining how frolicsome, outdoorsy, and danger-loving a great number of the populace of Colorado are. Then he told a story he'd heard to demonstrate this fact. This story was about a parachutist, a male, who had one day made three successful jumps; and then, on his fourth jump, his chute failed to open. He was experienced, however, and pulled the rip cord of his emergency chute; but it failed, also. By now he was falling at maximum rate and under standably concerned. Suddenly, he was surprised to see another man traveling in the opposite direc tion. "Do you know anything about parachutes?"

258 THE FREEMAN • JULY 1991 he cried out. "No," the other man answered, "what do you know about camp stoves?" I thought this was so funny that I laughed out loud, even though I was sitting there all alone in my car waiting for the light to change. Unfortu nately, the very instant I laughed, I happened to look up directly into the eyes of a young woman jogging bouncily across the street in front of my car. When her gaze met mine, her expression changed and she positively glowered at me. In fact, she kept glowering for two or three strides as she progressed (she had stopped jogging the instant I looked at her), so that her gaze didn't leave my no-doubt fatuously grinning face. As best I could determine, her expression was defi antly indignant and self-righteous, verging upon outrage. And yet, I am aware that describing her ex pression in such terms-no matter how unmistak able it seemed to me-is open to question. I am aware that this is only my impression of her ex pression, for it's possible that this young woman had just twisted her ankle the instant she glanced up to see what she interpreted as a sexist smirk on my face. Or maybe, out of the blue, the thought of mid-terms came to her. Or she may have been myopic, and was frowning into the windshield to see if I was her Uncle Phil from Shaker Heights.

But, do you see, this is the point I want to make. I don't think my version of that little episode should enter the world of statistics anywhere. The suggestive aspect of the look she gave me-the look that suggested to me that she thought I was beaming a sexually suggestive look at her-might have existed in my head alone, and not hers. Because of this, I know that my impression has no more place in the world of statistics than it does in next year's Federal budget. My story should be appreciated only for what it is, an honest report by one sadly limited human being who, through no perceptible fault of his own, happens to be a man ... and happened upon one occasion to hear an unexpected joke and found it so funny he broke out laughing. Do you sense the moral in my story? I hope so. But to tell you the truth, I can't be sure anybody will understand what I have just written as I intended it. There are some people, I'm certain, who will find it ineffably offensive. These people seem to me so inflexibly self-righteous, narrow, and bigoted that rational discussion is forever closed to them and a sense of humor is an obscen ity they cannot abide. I believe that I could further define and describe these people, and I don't think they are all professionally connected with Affir mative Action issues-some of whose programs are no doubt wisely and judiciously governed and some of whose principles I agree with generally, affirmatively and, yes, when the wind is right, maybe even actively.

Nevertheless, these people are out there in the real world and we have to live with them. All I can do at the moment is hope that the moral of my report will be evident to everyone, and hope that all of us try to clear our heads of cant. Wouldn't it be wonderful if this happened, and we really did learn to distinguish between the different sorts of signals emitted by sexually suggestive looks and, say, traffic lights? And wouldn't we be wiser and happier if we were careful to distinguish clearly between judgments and facts? And wouldn't it be wonderful if we could somehow learn to "feel good about ourselves"-as the gummier TV ads keep prompting their viewers-without feeling nasty about others? Even if they're men? Or, indeed, women? D FromSamuelJohnson's Dictionary: cant. (1) A corrupt dialect used by beggars and vagabonds. (2) A particular form of speaking peculiar to some class or body of men.

(3) A whining pretension to goodness, in formal and affected terms. (4) Barbarous jargon.... (1755) 259 Tyranny From the East to the West by Tibor R. Machan I n the late 1950sI was a boy in Hungary, living in Budapest and experiencing the impact of tyranny on my elementary education. It con sisted, mainly, of compulsory uniformity. All schools had to teach the same topics, from the same books, without any leeway for individual stu dents' needs, aptitudes, or interests. The entire experience was a nightmare. Teachers were dis missed for the slightest departure from 'official strictures. One experience stands out for me. We were being indoctrinated-for you cannot call it being educated-with the famous line from Karl Marx, "From each according to his abilities, to each according to his needs." As the teacher explained how important it was to etch this idea in our minds, I raised my hand and asked, "If two people started with the same resources but one drank himselfsilly while the other produced a useful product, did they have to share the benefits of the latter's work?" I was summarily dismissed from my class and reassigned to a construction trade school.

During the last few years, the Eastern bloc has experienced a serious measure of liberation. The uniformity of Communist state indoctrination has gradually given way to a more liberal, pluralistic education for most students. Some Soviet schools are experimenting with Western-style education for even the youngest pupils. They have begun to adopt unique educational methods they have dis covered at Montclair State College in New Jersey, which has an experimental program to teach phi losophy to children starting at the age of 6. The techniques of critical, independent thinking are Professor Machan teaches philosophy at Auburn Uni versity,Alabama. being imparted to youngsters so they can begin to evaluate what others say, to carve their own intel lectual paths. I am not certain how effective such education can be-Aristotle believed that people under 40 can't engage in philosophical thinking. But at least some introduction to critical reasoning and evalu ation may generate independent thought for those exposed to such educational methods. And now some educators from the Soviet Union are exper imenting with this.

Ironically, at the same time Eastern Europe is transforming itself toward a more liberal social order, the opposite seems to be happening on some of America's college campuses. Reports from Tulane, Smith, Harvard, Rutgers, and the University of Northern Colorado, to name just a few, indicate that faculty and students alike are moving closer to demanding a uniform approach to teaching. Even private conversations are moni tored on these campuses, and it is demanded that these conform to "politically correct" language. Teachers and students are being told that they may not speak in waysthat indicate wrong thinking-in one case at the University of Pennsylvania, a col lege administrator deemed the word "individual" in an undergraduate's memo to be inappropriate because he considered it a sign of racism! What's happening here? While in Eastern Europe, South Africa, China, and Latin America the winds of pluralism are blowing, in recognition of the fact that individuals have different needs, aspirations, and talents, in the United States, many intellectuals in powerful administrative and politi cal positions are mandating uniformity along lines reminiscent of the crudest forms of Marxism260 THE FREEMAN • JULY 1991 Leninism. And if you protest that this is tyranny, your remarks are deemed self-incriminating.Even to question the new demands for mandated unifor mity of speech is to invite the accusation that you have subconscious tendencies toward racism, sex ism, and all manner of other intolerable social indecencies.

Karl Marx argued that for socialism to arrive, first a society must experience democratic capital ism. The workers will then vote in socialism when the time comes. In Eastern Europe it has been dis covered that socialism needs to be imposed by commissars and dictators. Such a political econo myjust isn't suited to human beings,and the Marx ian idea that they-or at least "the workers"-will embrace it voluntarily has turned out to be a myth. In America also we are discovering that it isn't "the workers" or "the people," but rather many of the privileged intellectuals who demand that we become fully collectivized, made uniform in conduct and speech. Since such a social life is inherently anti-human, it is no surprise that its champions have to implement it by the threat of force. Nor is it much of a surprise that some of those now embarking on such measures used to be advocates of free speech. At one time, when they lacked power, they defended their anti-individual ist propaganda as fully protected by the First Amendment. Yet, as many critics remarked at the time, they never defended individual freedom -including freedom of speech-for anything oth er than strategic purposes. Once they gained some measure of power, they showed their hands by denouncing liberty as a bourgeois bias and pro ceeded to try to impose their "politically correct"

vision of human behavior. For me it is very sad, not to mention frightening, to see that the country to which I escaped from collectivist tyranny is now experiencing the omi nous winds of collectivist uniformitarianism .. I only hope that it goes no further than the peculiar and unreal regions of American university life. But I am afraid that such hope may be futile. D 261 Elephants and Ivory by Elizabeth Larson W hen government officials arrived in Lausanne, Switzerland, for the biannu al meeting of the Convention on Inter national Trade in Endangered Species in October 1989, they wanted to save Africa's elephants from extinction. They voted to end the ivory trade. Unfortunately, an ivory trade ban may be as good as a death warrant for Africa's elephants. The delegates supporting the ivory trade ban argued that it would eliminate the ivory market. Without a market for ivory, they say, poachers would be out of business. But opponents of the ban maintain that banning ivory willsimply create a black market for elephant products, encouraging poachers to find new ways to beat the system and profit from elephants.

Zimbabwe is taking a stand against the "made in Switzerland" solution to dwindling elephant populations by promoting trade in ivory. Botswana, Zambia, Malawi, Namibia, and South Africa have joined Zimbabwe's elephant manage ment program, which has a 10-year record of suc cess. Banning ivory is the surest road to extinction for the African elephant, argue leaders in those countries. They believe the villagers can do more to protect the elephants and ensure the longevity of the species than costly centralized government programs can. If statistics are any indication, the communal management programs in those countries are suc ceeding-the numbers of elephants in those counElizabeth Larson, a staff writer at the Cato Institute, researched African elephants while studying at the National Journalism Center in the summer of 1990. She holds a degree in English literaturefrom Vassar College. tries have increased 40 percent in the last decade.

Much of the elephant debate centers on whether the species is really in danger of extinction. Ele phant herds in many sections of Africa have been shrinking drastically.The total number of African elephants has fallen from 1.3 million in 1979 to 750,000today-a fact no one on either side of the ivory issue denies. Yet African elephants don't live in a single gigantic herd. Hundreds of herds, each numbering several thousand elephants, are scat tered across the African continent. While popula tions of some herds declined during the 1980s,pop ulations of other herds doubled. "Zimbabwe does not consider the African ele phant an endangered species," Thomas Bvuma, an official at the Zimbabwean embassy,said in a July 1990interview. Individual herds are in trouble, but the species as a whole is not about to disappear, he said. It can hardly be a coincidence that political borders, not natural ones, delineate which areas are experiencing rapidly dwindling elephant pop ulations and which are not, Bvuma pointed out.

Simply totaling the population figures from all countries home to the African elephant can be misleading. In fact, elephant populations in Zim babwe and surrounding regions are not only grow ing in numbers, but are doing so at close to the maximum 7-percent-a-year reproduction rate for the species. What are the Zimbabweans doing to eliminate poaching and ensure the survival of their elephants? Agriculture in Zimbabwe has long been man aged by the individual farmer-now the elephants are too. The ranks of Zimbabwe's government are filled with Soviet military advisers, yet the coun262 THE FREEMAN • JULY 1991 try's Marxist leader, Robert Mugabe, recognizes property rights in wildlife as well as in land. When Mugabe transferred the responsibility for ele phants from government and wildlife agencies to the farmers and herdsmen on whose land the ele phants live, the elephant population in Zimbabwe grew by 5 percent a year, according to Zimbabwe's Department of Wildlife.

Farmers and herdsmen in Zimbabwe own the elephants roaming on their lands. If a big-game hunter wants to shoot an elephant in Zimbabwe, he buys a permit from a nearby village. This costs him some $25,000.There is no middle man. The permit fee goes directly to the villagers selling him the right to hunt an elephant. The schools, medical clinics,roads, and fences built with the funds ben efit everyone in the community. The hunters -by givingthe rural Zimbabweans a reason to consider the elephants creatures of value instead of danger ous pests-playa vital role in Zimbabwe's ele phant management program. Today Zimbabwe's problem is too many ele phants. At last count there were at least 5,000 more elephants in Zimbabwe than the country's wilderness can sustain. Wildlife Service officialsin Zimbabwe are forced to cull about 5,000 to 7,000 elephants every year or the animals will eat themselves out of house and home.

If the Kenyan government weren't averse to applying economic incentives to protect its wildlife,it could buy Zimbabwe's excess elephants to replenish Kenya's disappearing herds. Kenya's President Daniel arap Moi faces a future where elephants willbe wiped out in his country by 2005. A vocal supporter of the ivory ban, Kenya has been a de facto one-party state since independence in 1963. Moi holds fast to the trappings of social ism: despite Kenya's pretensions to democracy (voters must publicly line up behind photos of their candidates during "elections"), the U.S. State Department's CountryReportson Human Rights Practicesreports political killings and torture and police brutality every year-events unlikely to appear in tourist brochures or pamphlets from wildlife conservation groups advocating Kenya's wildlife management policy.The wildlifein Kenya is as regulated as the citizens, and a no-questions asked tribunal (poachers are shot on sight) is the rule of the savannah.

"The Kenyan government manages their ele phants the way the East Germans tried to manage their economy: with armed guards, electric fences, and central planning. The result is a sad cycle of blame-passing and demands for greater control. Meanwhile, elephants die," explains Fred Smith, president of the Competitive Enterprise Institute, a freemarket advocacy group. The grasslands of Kenya are a virtual war zone between government game wardens attacking by jeep and poachers with automatic weapons steal ing in on foot. Kenyan newspapers report that a Western tourist was shot and injured in the cross fire. Despite Moi's all-out efforts to subdue the poachers, Kenya's elephant population has fallen by 75 percent since 1981, according to statistics published by the World Wildlife Fund, a leader in supporting the ivory trade ban. Tanzania and oth er central and eastern African countries recorded similar drops in their elephant populations.

"Propertyof the People" Moi, who was recently reelected without oppo sition for his third five-year term, considers ele phants roaming on Kenyan soil the "property of the people." Kenyans "own" the elephants as part of their national and cultural heritage-just as all Americans "own" the bald eagles. Yet symbolic ownership is not the same as legal ownership. Kenyans have no daily incentive to act responsibly toward the elephants because they don't own them in the legal sense the Zimbabweans do. When something is said to be owned by everyone, it is owned by no one. And what no one owns, no one considers his responsibility. Advocates of the ivory ban don't dispute the statistics indicating that countries supporting trade in ivory are also seeing a rise in their ele phant populations. "We recognize that the status of the elephant is not the same everywhere in Africa," said Michael Sutton of the World Wildlife Fund in an interview last summer. The U.S. government "agrees that the elephants' situation is not identical throughout Africa," but argues that, nonetheless, the only way to solve the problem of the shrinking elephant herds is an "acrossthe-board ban," according to an official at the Fish and Wildlife Service. "We felt the only responsible thing to do was to say 'no' to all ivory," he said.

Acrossthe-board bans on trade in rhinoceros and sea turtle products have done nothing to preELEPHANTS AND IVORY 263 "Banning trade in ivory does not address the pressing problem of rural communities competing with wildlife for increasingly scarce land and resources." vent a flourishingblack market in powdered rhi no horn and other products. Nor have those trade bans given the people who live in the animals' environment the incentives to protect them. Yet even if the ivory ban did eliminate the world market for ivory, that would solve only half the problem. At 3percent, Africahas the highesthumanpop ulation growth rate in the world. Elephants in many sections of the continent are reproducing even more quickly.Today there are 500 million people in Africa,and 80 to 90 percent of them live in rural agrariancommunities.The carryingcapac ity of the African wildernessis already at its limit in manyareas,accordingto a report fromthe Zim babwe Department of Wildlife.Lifeon the savan nah is becomingan almost dailystrugglebetween man and beast.

Stampeding elephants are destructive. A farmer's first reaction when he sees an elephant maraudingthrough his newlyplanted fieldis to go after it with a gun-unless he knows the elephant might bring him and his neighbors several thou sand dollars from a trophy permit. Making ele phants valuablegivesfarmers and rural villagersa reason to figure out how to share their lands with the otherwisetroublesomeanimals."Weare living where elephants are nuisances.Surely as soon as youremovethose [economic]benefitsand the ele phants destroy a village,the peasants are goingto killthem. You don't even need poachersto killthe elephants," Bvuma said. Banning trade in ivory does not address the pressing problem of rural communitiescompetingwith wildlifefor increas inglyscarceland and resources. Farmers and herdsmen in "southern African countries should not have to suffer because their neighboring governments to the north and east cannot keep their animals alive," Thabo Yalala, an officialat the Botswanaembassy,said in a 1990 interview.

The 36 Africancountrieswhere elephantsroam are among the poorest in the world: the 1988 per capita GNP in 21 of those countries was below $500, according to the World Wildlife Fund. In poor countries poaching is a tempting alternative to farming the arid soil or protecting animals on game reserves and national parks. The average Kenyan earns $20 a month; rangers at Tsavo National Park in Kenya earn about $50 a month. But poachers rake in many times as much from a singleday's kill. One elephant tusk bringsin hun dreds of dollars, and hides from the animals are almostas valuable.Profitfar outweighsthe poach er's chances of being shot on sight, as is law and commonpractice in most of Africa. In Zimbabwe,villagers havea vestedinterest in the long-term well-being of their elephants. It wouldn't make economicsense for rural Zimbab weans to supplement their incomes by poaching. Todaypoachingin Zimbabweis "minimal,almost nonexistent," since the program was put into effect,accordingto Bvuma.Poachingin his coun trydropped byover90 percent whenMugabegave the villagersstewardshipof the elephants. Mean while,poachers in Kenya kill 300 elephants a day.

Had Zimbabwe'sdelegatesto the 1989Conven tionon InternationalTradein Endangered Species signedthe ivoryban, they wouldhaveundermined the rural villagers' incentive to share their land with the elephants.By givingeconomicincentives to rural farmers and herdsmen, Mugabe created an effective stewardship relationship between nature and man. The "made in Switzerland"solu tion mayhavewonkudosfromarmchairconserva tionists,but the clockis running out for elephants living outside the "made in Zimbabwe" wildlife management programs. D 264 Government Is StranglingTransit by John Semmens P ublicly owned and operated transit has been a colossal failure. Billions of taxpayer dollars have been frittered away with little or nothing to show for it. In 1964, the year the Urban Mass Transporta tion Administration was created by Congress, eight billion trips were taken on urban transit car riers. Twenty-sevenyears later, public transit rider ship is still eight billion trips. This total lack of progress hasn't been without cost. Since 1964 the federal government has squandered over $35 bil lion on public transit. State and local governments have tossed in another $30 billion.

Despite this sorry record, many urban politi cians are eager to build new rail systems,whichwill typically cost more than $50 million per mile to construct. The outlays will likely have even less impact on urban mobility than what already has been spent over the last two-and-a-half decades. Transit policy has failed to adjust to changing urban needs. Most forms of transportation origi nated over 50 years ago. Fixed-route bus and train transit flourished from the 1920s through the 1940s, but have been in decline ever since. Total ridership and market share peaked in 1945 at 23 billion passengers and 32 percent of urban trips. The current eight billion annual trips amounts to a market share of only 2 percent. A major factor in the decline of public transit has been the nation's growing prosperity. Rising personal income changes people's living habits. They move away from the high-density neighbor hoods served by traditional transit. They buy cars.

Mr. Semmens is an economist for the Laissez Faire Insti tute in Tempe, Arizona. They acquire a taste for convenience. Walking to a bus stop, waiting in a train station, fighting crowds for a seat, and worrying about missing the last departure are all inconveniences that modern urban travelers prefer to avoid. Yet these inconveniences are the trademark of public transit. Instead of developing ways to reduce such inconveniences, transit policy has entrenched them through regulatory barriers and belowcost subsidized pricing. Most urban areas prohibit unauthorized transit operations. Certificates of public convenience and necessity are required before a new transit service can be offered. Typically,the wouldbe provider of new services must prove they are needed and that they cannot be furnished by existing operators. The low-load factors, excess capacity, and deficits exhibited by existing operators usually are enough to secure regulatory rejection of any newly pro posed service.

A semi-fixed route, jitney-type service might be able to offer passengers reduced walking and wait ing while providing shorter transit times. Unfortu nately, this type of service has been suppressed by regulatory policy. A rationale of "preserving the distinctions" among modes of travel relegates the options to cheap-but-slow buses and trains versus fast-but-expensive taxis. Preserving such distinctions is clearly out of step with the times. For example, with conve nience at a premium, "one-stop" shopping cen ters have proliferated. Merchants seek to provide better service by shedding some distinctions. Many food stores now sell drugs, while many drugstores sell food. The fading distinction between these stores is a rational response to changing consumer needs. There is no reason why transportation should be exempt from this phenomenon. Private autos now account for nearly 95 percent of urban trips, while public transit provides only 2 percent. In protecting this 2 percent from new competition, regulatory policy prevents public transit from competing effectively with the auto mobile.

Transit alternatives and innovations not killed by regulatory means are likely to be undermined by subsidized competition. Government funding permits belowcost, predatory pricing of publicly operated transit. To be price competitive, private sector competitors would have to operate at one third the cost of publicsector transit. Rather than continue to waste large sums in an effort to perpetuate inconvenient and unpopular forms of public transit, we should be moving toward a market system of transportation. Instead of jealously guarding the edifice of publiclyowned transit, we should be deregulating and privatizing transportation. Deregulation will open the way for new com petitors. Intermediate forms of transportation such as jitneys or shared-ride taxis could offer a more convenient option for many travelers. The legalization of for-profit car pooling could enor mously expand the capacity and flexibility of urban transit. With more carriers available, more people might be willingto leave their cars at home.

Locating and structuring transit stops to accom265 modate buses, jitneys, taxis, and car pools could help revitalize the system. In this respect, transit operators can learn from shopping malls, which provide common locations for competing busi nesses. The availability of many stores attracts more customers than if each merchant tried to go it alone. The elimination of government subsidies would promote greater efficiency and encourage more entrepreneurs to enter the field. For example, rather than losing a billion dollars a year, the New York City subway system could be turned into a profitable business. A study performed for the Metropolitan Transit Authority a few years ago revealed that the subways could show a profit if fares were doubled. How much more could be accomplished if the excessive wage rates prevail ing in public transit were trimmed to reflect market conditions? The few examples of privately run subscription buses in urban regions indicate that commuter ser vice can be provided at up to 50 percent less than the cost of publiclyowned transit. This impliesthat privatization of municipal bus systemswould yield more cost-effectiveresults.

The argument that government ownership is needed because of market failure is nonsense. The market has been suppressed by government regu lation and subsidies. Government doesn't have to own and operate transit in order to promote urban mobility.In fact, the evidence indicates that government ownership retards such mobility. D The Facts Have Spoken H ow little the management of the NewYorkCit.y subways is touched by the spirit of business was proved a short time ago when it tri umphantly announced economies made by cutting down services. While all private enterprises in the country compete with one another in improving and expanding services, the municipality of New York is proud of cutting them down! When economists clearly demonstrated the reasons why socialism cannot work, the statists and interventionists arrogantly proclaimed their contempt for mere theory. "Let the facts speak for themselves; not economics books, only experience counts." Now the facts have spoken.

-LUDWIG VON MrSES writing in 1953 IDEAS ON LIBERTY $ 266 Hitting the Phantom Curve by Donald G. Smith M y son developed an interest in sports at an early age. As I recall, he was throw ing a ball in the playpen while ignoring his stuffed animals. A born competitor, he grew up seeing me as a batting practice pitcher and punt return man as much as a father, and our blood bond was forged in the fires of competition. A most important plank in our relationship evolved from the phantom curve, a rather clever bit of chicanery that I sold to him as the "unhittable pitch." I had used it in my playing· days with the Dakota All-Stars, but only sparingly because I was acutely aware that this weapon could ruin the game of baseball. I jealously guarded my awesome secret and refused to teach the pitch to anyone else. As a player I had used it only in crucial situa tions and threw it no more than three or four times a game. As the story went, no batter ever came close to hitting the phantom curve.

As I said, my son was a competitor, and he was determined to hit the unhittable pitch, but of course he never did. When he hit the ball, he would look hopefully at me and ask if that was the phan tom curve. The answer was always negative, but when he swung and missed, we had a different sto ry. That was the phantom curve. He was about eight when he finally saw through the whole charade, realizing that he couldn't win because I was calling the shots. I alone decided what was, and what was not, this remarkable pitch. Mr. Smith is a writer living in Santa Maria, California. He has been a frequent contributor to The Wall Street Journal The whole thing was rigged, and he was the victim of a bit of deceit from a man with questionable pitching skills and an active imagination. I recalled the phantom curve recently when I heard yet another speaker castigating the federal government for its "inadequate efforts" in dealing with AIDS and the homeless problem. The simple truth is that efforts to date have been far too ambi tious because neither matter is the government's business, but that is another issue. The point to be addressed here is in the area of problem solving.

The speaker, and all people of like mind, see the federal government as a problem-solving institu tion, a place in which bureaus and departments are established to deal with social problems. Then, presumably, the problems go away and humanity takes a giant step forward. It is another case of the phantom-curve decep tion because the whole thing is rigged from the outset and no batter will ever make contact. Peo ple who are awarded desirable government jobs, with all attendant perks, don't work their jobs out of existence. This is a universal law of human nature and shouldn't be all that difficult to compre hend. These people don't solve; they regulate. Solution is terminal, and regulation is forever. This is not intended as a put-down of govern ment workers, because they are human and they react as humans react. Not being entirely pure of heart, I would do the same thing if given a plush office with commensurate salary, medical cover age, a fat pension plan, a government car, and all kinds of business to conduct in Paris and the 267 Bahamas. The problem is not the people, but the systema system that makes problem-solving the kissof death and problem-perpetuation a one-way ticket to the good life.

This is something that our selfappointed humanitarians don't understand. Government doesn't cure diseases, and it doesn't make the indi gent disappear. It doesn't make the deserts bloom, the blind see, nor the lame walk. This is not whywe have government. It is interesting to note that since Lyndon John son offered to cure all our social illswith the Great Society,we have spent more than a trillion dollars trying to turn the federal government into the Magic Kingdom, and it hasn't even come close to working. We have added five cabinet-level departments, all devoted to some kind of social better ment, and this has resulted in nothing more than jobs for people who regulate this massive wheel spinning operation. All of this leads us back to the phantom curve, the unhittable pitch. Whenever I hear of a new Federal agency created to solve a social problem, I think of a sevenyear-old boy, digging in at the plate and mustering all his skills and deter mination to do something that couldn't be done, simply because the man who controlled the game wouldn't let it be done. There is, however, one major difference. The little boy figured it out and went on to more constructive things. People who should know better are still up there swinging a bat. D 268 Biblical Roots of American Liberty by Edmund A. Opitz T he First Amendment to the Constitution forbids Congress to set up an official church; there was to be no "Church of the United States" as a branch of this country's gov ernment. Such an alliance between Church and State is what "establishment" means. An estab- .

lished church is a politico-ecclesiastical structure that receives support from tax monies, advances its program by political means, and penalizes dissent. Our Constitution renounces such arrangements in toto; the Founders wrote the First Amendment into the Constitution to prevent them. The famed American jurist Joseph Story, who served on the Supreme Court from 1811 till 1845, and is noted for his.great Commentaries on the Constitution of the United States, had this to say about the First Amendment: "The real object of the Amendment was, not to countenance, much less advance Mahometanism, or Judaism, or infi delity, by prostrating Christianity; but to exclude all rivalry among Christian sects, and to prevent any national ecclesiastical establishment, which should give to an hierarchy the exclusive patron age of the national government." The various theologies, doctrines, and creeds found in this country can thus be advanced by religious means only-by reason, persuasion, and example. Separation of Church and State means that government maintains a neutral stance toward our three biblically based religionsThe Reverend Mr. Opitz is a member of the staff of The Foundation for Economic Education and is the author of the book Religion and Capitalism: Allies, Not Ene mies.

Catholicism, Judaism, and Protestantism, as well as toward the various denominations and splinter groups. These several religious bodies, then, have no alternative but to compete for converts in the marketplace of ideas. This is a good arrangement, good for both Church and State; it avoids the twin evils of a politicized religion and a divinized politics. A ChristianNation It has often been observed that America is a Christian nation-around which observation sev eral misunderstandings cluster. We are a Christian nation in the sense that our understanding of human nature and destiny, the purpose of individ uallife, our convictions about right and wrong, our norms, emerged out of the religion of Christen dom-not out of Buddhism, Confucianism, or primitive animism. And it is a fact of history that our forebears whose religious convictions brought them to these shores in the 17th and 18th centuries sought to create in this new world a biblically based Christian commonwealth. But it was not to be a theocracy-of which the world had seen too many! It was to be a religious society, but one which incorporated a secular political order!

The reasoning ran something like this. The human person is forever; each man and woman livesin the here and now,and also in the hereafter. Here, we are pilgrimsfor three score years and ten, more or less. Life here is vitally important for it's a test run for life hereafter. Earth is the training ground for life eternal. Such training is the essence of religion, and it's much too important to be entrusted to any secular agency.But there is a role for government; government should maintain the peace of society and protect equal rights to life,lib erty, and property. This maximizes liberty, and in a free social order men and women have maximum opportunity to order their souls aright. Separating the sacred and the secular in this fashion is a new idea in world history. Secularize government and you deprive it of the perennial temptation of governments to offer salvation by political contrivances. By the same token, things sacred are privatized as free churches, where the spiritual concerns of men and women are advanced by spiritual means only.

So, when it is said that America is a Christian nation, the implication intended is poles apart from what is meant when it is obseived, for exam ple, that Iran is a Shiite nation. The Shiite sect of Islam is a branch of the government of Iran. Other religions are not tolerated. Deviations from doctri nal orthodoxy are forbidden. The government punishes infidels because Shiism is Iran's official, authorized church. From time to time government uses the sword to gain converts. The government of Iran is not neutral with respect to religion. In the United States, it is mandated that the gov ernment maintain a level playing field, so to speak, "a free field and no favor," where freely choosing individuals find their different pathways to God while government merely keeps the peace. This is what is really meant by the phrase, "Separation of Church and State." This oft-quoted phrase is fre quently misunderstood as suggesting that religion and politics are incompatible, and that we should keep religion out of politics.

If we think of "politics" as several candidates wheeling, dealing, and sluggingit out in an election campaign, it's clear that religion doesn't have a sig nificant role in such a situation. And if we think of "religion" in terms of a contemplative meditating and praying in his cell, it's obvious that politics is absent. But there is no coherent political philoso phy apart from a foundation of religious axioms and premises. Religionand the SocialOrder Religion, at its fundamental level, offers a set of postulates about the universe and man's place therein, including a theory of human nature, its 269 origin, its potentials, and its destination. Religion deals with the meaning and purpose of life, with man's chief good, and the meaning of right and wrong. Thus, religious axioms and premises pro vide the basic materials political philosophy works with. The political theorist must assume that men and women are thus and so, before he can figure out what sort of social and legal arrangements pro vide the fittest habitat for such creatures as we humans are. So, some religion lies at the base of every social order.

It is the religion of dialectical materialism that is the takeoff point for the Marxian theory and prac tice of the total state. Hinduism is basic to the structures of Indian society. Western society, Christendom, was shaped and molded by Chris tianity. Incorporated into Western civilization were elements from the Bible, as well as ingredi ents from Greece and Rome. This composite was lived, worked over, and thought out for nearly 1,800 years by the peoples of Europe. And then something new emerged and began to take root in the New World; it was the recovery of that part of the Christian story needed to ransom society from despotism and erect the structures of a free society wherein men and women might enjoy their birthright of economic and political liberty. A vision emerged of a society where men and women would be free to pursue their personal goals, unimpeded by the fetters of rank, privilege, caste, or estate that had hitherto consigned people to roles determined by custom and command, not by their own choice.

The people who settled these shores during the 17th and 18th centuries were children of the Reformation driven by their need to worship God as it pleased them, according to their own wisdom and conscience. Believing that God had entered into a covenant with His people, they freely covenanted together to form churches. This was later called "the gathered church idea," seemingly endorsed by Jesus Himself in Matthew 18:20: "Where two or three are gathered together in my name, there am I in the midst of them." The local New England church in the Puritan period had full ecclesiasticalauthority to ordain its minister and appoint deacons and elders. Its min ister could celebrate communion, perform chris tenings, baptisms, and marriages, and conduct funerals-all on the authority of the local church. Each church was in voluntary fellowship with oth270 THE FREEMAN • JULY 1991 er churches, but in authority over none. The covenant pattern of the early New England churches was the paradigm for the federalist polit ical structure erected two centuries ago. The West was moving from status to contract, as Sir Henry Maine would observe in 1861.

This concern for individual liberty in societywas not limited to theologians. Tom Paine generally took a critical stance when dealing with religion and the church, but in 1775 in an essay entitled "Thoughts on Defensive War" he wrote as follows: "In the barbarous ages of the world, men in gener al had no liberty.The strong governed the weak at will; 'till the coming of Christ there was no such thing as political freedom in any part of the world. ... The Romans held the world in slavery and were themselves slavesof their emperors .... Wherefore political as well as spiritual freedom is the gift of God through Christ." And Edward Gibbon, so critical of the Church in his history of Rome, nev ertheless pays tribute to "... those benevolent principles of Christianity, which inculcate the nat ural freedom of mankind." Our forebears of a couple of centuries ago regarded human freedom as a religious impera tive. They loved to quote such biblical texts as: "Where the Spirit of the Lord is, there is liberty,"

(2 Cor. 3:17) and "Proclaim liberty throughout all the land to all the inhabitants thereof." (Lev. 25:10) They struggled for freedom of worship;they fought for the right to speak their minds, and for a free press to put their convictions into written form. They also had firm convictionsabout private property. The popular slogan of the time was "Life, Liberty, and Property!" Property meant the right of private ownership. Adam Smith and his Wealth of Nations came along at just the right time-with what Smith called his "liberal plan of liberty, equality and justice"-to become the eco nomic counterpart of the political ideas of the Declaration of Independence. The Importanceof the Individual The central doctrine of the American political system is our belief in the inviolability of the indi vidual man or woman. This is one of the self evident truths enunciated in the Declaration of Independence: "We hold these Truths to be self evident, that all Men are created equal, that they are endowed by their Creator with certain unalienable Rights, that among these are Life, Liberty, and the Pursuit of Happiness." The "equality"

which is the key idea of the Declaration means "equal justice," the Rule of Law,the same rules for everybody because we are one in our essential humanity. The reflections of H. L. Mencken on this point are intriguing as coming from a man usually critical of religion. In 1926 Mencken wrote an essay entitled "Equality Before the Law." "Of all the ideas associated with the general concept of democratic government," he wrote, "the oldest and perhaps the soundest is that of equality before the law. Its relation to the scheme of Christian ethics is too obvious to need statement. It goes back, through the political and theological theoriz ing of the middle ages, to the early Christian notion of equality before God .... The debt of democracy to Christianity has always been under estimated .... Long before Rousseau was ever heard of, or Locke or Hobbes, the fundamental principles of democracy were plainly stated in the New Testament, and elaborately expounded by the early fathers, including St. Augustine.

"Today, in all Christian countries, equality before the law is almost as axiomatic as equality before God. A statute providing one punishment for A and another for B, both being guilty of the same act, would be held unconstitutional every where, and not only unconstitutional, but also in plain contempt of common decency and the inalienable rights of man. The chief aim of most of our elaborate legal machinery is to give effect to that idea. It seeks to diminish and conceal the inequities that divide men in the general struggle for existence, and to bring them before the bar of justice as exact equals." The freedom quest of Western man, as it has exhibited itself periodically over the past 20 cen turies, is not a characteristic of man as such. It is a cultural trait, philosophically and religiously inspired. The basic religious vision of the West regards the planet earth as the creation of a good God who gives a man a soul and makes him responsible for its proper ordering; puts him on earth as a sort of junior partner with dominion over the earth; admonishes him to be fruitful and multiply; commands him to work; makes him a steward of the earth's scarce resources; holds him accountable for their economic use; and makes theft wrong because property is right. When this BIBLICAL ROOTS OF AMERICAN LIBERTY 271 outlook comes to prevail, the groundwork is laid for a free and prosperous commonwealth such as we aspired to on this continent.

A CreatedBeingin a CreatedWorld We gaze out upon the world around us and are struck by the preponderance of order, harmony, beauty, balance, intelligence, and economy in the way it works. The thought strikes us that the expla nation of the world is not contained within the world itself, but is to be sought in a Source outside the world. The Bible simply declares that God cre ated the world, and when He had finished He looked out upon the world He had created and called it good. The biblical world is not Maya-as Hinduism calls its world; it is not a mirage or an illusion. Nor is the world of nature holy; only God is holy. The created world, including the realm of nature, is "the school of hard knocks." The earth challenges us to understand its workings so that we might learn to use it responsibly to serve our pur poses. Economics and the free enterprise system teach us how to use the planet's scarce resources providently, efficiently, and non-wastefully-in order to produce more of the things we need.

Man comes onto the world scene as a created being. As a created being, man is a work of divine art and not a mere happening; he possesses free will and the ability to order his.own actions. As such, he is a responsible being. He's no mere chance excrescence tossed up haphazardly by physical and chemical forces, shaped by acciden tal variations in his environment. To the contrary, man is endowed with a portion of the divine cre ativity, giving him the power to dynamically transform himself, and his environment as well, according to his needs and his vision of what ought to be. The other orders of creation-animals, birds, bees, fish, and so on-live by the dictates of their instincts. But our species has no such infallible inner guidelinesas our fellow creaturespossess; our guidelines are formulated in the moral code, as summed up in the Ten Commandments. Ethical relativism is a popular attitude today; it is a wrong answer to questions such as: Is there a moral code? Are there moral laws? Let me sum marize briefly the argument that our universe has a built-in moral order by showing that there is a striking parallel between the laws of physical nature and moral laws.

The laws of science transcribe into words the observed causal regularities in the world of physi cal nature, i.e., the realm of things which can be measured, weighed, and counted. This is one sec tor of reality. Reality also exhibits a moral dimen sion, where things are valued or disdained on a scale of ethics ranging from good to evil.Biological survival depends on conforming our actions to the laws of nature; ignorance is no excuse. Social sur vival,the enhancement of individual life in society, depends on willing obedience to the moral code that condemns murder, theft, false witness, and the rest. Transgressors lead us toward social decay and cultural disorder. Your individual physical survival depends on several factors. If you want to go on living you need so many cubic feet of air per hour, or you suf focate. You need a minimum number of calories per day, or you starve. If you lack certain vitamins and minerals specificdiseases willappear. There is a temperature range within which human life is possible: too low and you freeze, too high and you roast. These are some of the requirements you must meet for individual bodily survival. They are not statutory requirements, nor are they mere cus tom. They are laws of this physical universe, which one can deny only at his peril.

Establishinga MoralOrder It is just as obvious that our survival as a com munity of men, women, and children depends on meeting certain moral requirements: a set of rules built into the nature of things which must be obeyed if we are to survive as a society-especially as a social order characterized by personal free dom, private property, and social cooperation under the division of labor. Moses did not invent the Ten Commandments. Moses intuited certain features of this created world that tell us what we must do to survive as a human community,and he wrote out the code: Don't murder, don't steal, don't assault, don't bear false witness, don't covet. Similar codes may be found in every high culture. It would be impossible to have any kind of a society where most people are constantly on the prowl for opportunities to murder, assault, lie, and steal. A good society is possible only if most people 272 THE FREEMAN • JULY 1991 most of the time do not engage in criminal actions.

A good society is one where most people most of the time tell the truth, keep their word, fulfill their contracts, don't covet their neighbor's goods, and occasionally lend a helping hand. No society will ever eliminate crime, but any society where more than a tiny fraction of the people exercises criminal tendencies is on the skids. To affirm a moral order is to say,in effect, that this universe has a deep prej udice against murder, a strong bias in favor of pri vate property, and hates a lie. The history of humankind in Western civiliza tion was shaped and tempered by biblical ideas and values, and the attitudes inspired by these teachings. There was much backsliding, of course; but in the fullness of time scriptural ideas about freedom, private property, and the work ethic found expression in Western custom, law, govern ment, and the economy-especially in our own nation. We prospered to the degree that we prac ticed the freedom we professed; we became ever more productive of goods and services.The gener allevel of economic well-being rose to the point where many became rich enough so that biblical statements about the wealthy began to haunt the collective conscience.

The Bible does warn against the false gods of wealth and power, but it legitimizes the normal human desire for a modicum of economic well being-which is not at all the same as idolizing wealth and/or power. As a matter of fact, the Bible gives anyone who seeks it out a general recipe for a free and prosperous commonwealth. It tells us that we are created with the capacity to choose; we are put on an earth which is the Lord's and given stewardship responsibilities over its resources. We are ordered to work, charged with rendering equal justice to all, and to love mercy. A people which puts these ideas into practice is bound to become better off than a people which ignores them. These commands laid the foundation for the economic well-being of Western society. Western civilization, which used to be called "Christendom," did not prosper at the expense of the relatively poor Third World. This unhappy sec tor of the globe is poor because it is unproductive; and it is unproductive because its nations lack the institutions of freedom that enabled us to achieve prosperity.

During recent years a small library of books and study guides has poured off the presses of American church organizations (and from secular pub lishers as well) with titles something like "Rich Christians (or Americans) in a Hungry World." The allegation is that our prosperity is the cause of theirpoverty; in other words, the Third World has been made poor by the very same economic pro cedures-"capitalism"-that have made Western nations prosperous! Therefore-the argument runs-our earnings should be taxed away from us and our goods should be handed over to Third World countries-as a matter of socialjustice! The false premise is that the wealth we have labored to produce has been gained at theirexpense. Sending them our goods, then, is but to restore to the Third World what rightfully belongs to it! What perverse ignorance of the way the world works! Nations of the West were founded on biblical principles of justice, freedom, and a work ethic, which led naturally to a rise in the general level of prosperity. Our wealth could not have come from the impoverished Third World where there was a scarcity of goods. We prospered because of our productivity; we became productive because we were freer than any other nation. Freedom in a society enables people to produce more, consume more, enjoy more; and also to give away more-as we have done-to the needy in this land and in lands allover the world. The world has never before witnessed international philanthropy on such a scale.

No one has denied Third World nations access to the philosophical and religious credo which has inspired the American practices that make for eco nomic and social well-being. Few nations have done more to make the literature of liberty avail able to all who wishit than American missionaries, educators, philanthropists, and technicians. But there is something in the creeds of Third World countries that hinders acceptance. However, when non-Christian parts of the world decide to emulate Western ideas of economic freedom they prosper. Look what happened to the economies of Taiwan, South Korea, Hong Kong, and Singapore when they turned the market economy loose! Regardingthe Poor Ecclesiastical pronouncements on the economy are fond of the phrase "a preferential option for the poor." It is invoked as the rationale for governmen tal redistribution of wealth, that is,for a program of BIBLICAL ROOTS OF AMERICAN LIBERTY 273 taxing earnings away from those who produce in order to subsidize selected groups and individuals.

But it is a fact that reshuffling wealth by programs of tax and subsidy merely enriches some at the expense of others; the nation as a whole becomes poorer. Private enterprise capitalism is, in fact, the answer for anyone who really does have a prefer ential option for the poor. The free market econo my, wherever it has been allowed to function, has elevated more poor people further out of poverty faster than any other system. Another phrase, repeated like a mantra, is "the poor and oppressed." There is, of course, a con nection between these two words; a person who is oppressed is poorer than he would be otherwise. Oppression is always political; oppression is the result of unjust laws. Correct the injustice by repealing unjust laws; establish political liberty and economic freedom. But even in the resulting free society,where people are not oppressed, there will still be some people who are relatively poor because of the limited demand for their services.

Teachers and preachers are poor compared to rock musicians because the masses spend millions to have their ears assaulted by amplified sound, in preference to the good advice often available for free! Ecclesiastical documents announce their con cern for "the poor and oppressed," but the authors of these documents are completely blind to the forms oppression may take in our day. If there are unjust political interventions that deny people employment, this would seem to be a flagrant case of oppression. There are many such interventions. Minimum wage laws, for instance, deny certain people access to employment, and these people are poorer than they would be otherwise; the entire nation is less well off because some people are not permitted to take a job. The same might be said of the laws that grant monopoly status to cer tain groups of people gathered as "unions" U.A.W., Teamsters, and the like. The above-mar ket wage rate they gain for union members results in unemployment for others both union and nonunion. It is not difficultto figure out why this is so. The general principle is that when things begin to cost more we tend to use less of them. So, when labor begins to cost more, fewer workers will be hired.

It would take several pages to list all of the alphabet agencies that regulate, control, and hinder productivity, making the entire nation less prosperous than it need be. Our country suffers under these oppressions, economically and other wise, but not so severely as the oppressed people of other nations, especially Communist and Third World nations. Churchmen recommend, as a cure for Third World poverty, that we deprive the already over-taxed and hampered productive seg ment of our people of an even larger portion of their earnings, so as to turn more of our money over to Third World governments. This will further empower the very Third World politicians who are even now oppressing their people, enabling those autocrats to oppress them more efficiently! The New Testamentand the Rich It is not difficult to rebut the manifestoes issued by various religious organizations. But then we turn to certain New Testament writings and are confronted by what seem to be condemnations of the rich. How, for example, shall we understand Jesus' remark, found in Luke 18:25 and Matthew 19:24:"It is easier for a camel to go through a nee dle's eye, than for a rich man to enter into the king domofGod"?

Jesus' listeners were astonished when they heard these words. Worldly prosperity, many of them assumed, was a mark of God's favor. It seemed to follow that the man whom God favored with riches in this life was thereby guaranteed a spot in heaven in the next. There is a grain of truth in this distorted popular mentality. Biblical religion holds that man is a cre ated being, with the signature of his Creator writ ten on each person's soul. This inner sacredness implies the ideal of liberty and justice in the rela tions between person and person. These free peo ple are given dominion over the earth in order to subdue it, working "for the glory of the Creator and the relief of man's estate," as Francis Bacon put it. This is but another way of saying that those who follow the natural order of things-God's orderin ethics and economics will do better for themselves than those who violate this order. The faithful, we read in Job 36:11,"... if they obey and serve Him ... shall spend their days in prosperity and their years in pleasures."

Perhaps Jesus had something else in mind as well. Palestine had been conquered by Rome.

274 THE FREEMAN • JULY 1991 Roman overlords, wielding power and enriching themselves at the expense of the local population, would certainly supply many examples of "a rich man." Furthermore, there were those among the subject people who hired themselves out as publi cans to serve the Romans by extorting taxes from their fellow Jews. "Publicans and sinners" is virtu ally one word in the Gospels! In nearly every nation known to history, rulers have used their political power to seize the wealth produced by others for the gratification of them selves and their friends. Kings and courtiers in the days of slavery and serfdom consumed much of the wealth produced by farmers, artisans, and crafts men. Today, politicians in Communist, socialist, and welfarist nations, democratically elected by "the people," share their power with a congeries of special interests, factions, and pressure groups who systematically prey on the economy, depriv ing people who do the world's work of over 40 per cent of everything they earn.

Many a "rich man" lives on legal plunder, today as well as in times past. Frederic Bastiat's little book, The Law, familiarizes us with the procedure. The law is an instrument of justice, intended to secure each individual in his right to his life, his lib erty, and his rightful property. Ownership is right fullyclaimed as the fruit of honest toil and/or as the result of voluntary exchanges of goods and ser vices. But the law, as Bastiat points out, is pervert ed from an instrument of justice into a device of plunder when it takes goods from lawful owners by legislative fiat and transfers them to groups of the politically powerful. "Robbery is the first labor saving device," wrote Lewis Mumford, and politi cal plunder is a species of theft. The fact that it is legally sanctioned does not make it morally right; it is a violation of the commandment against theft. The Israelites had fond memories of King Solomon. "All through his reign," we read in 1 Kings 4:25,"Judah and Israel continued at peace, every man under his own vine and fig tree, from Dan to Beersheba." A nice tribute to individual ownership and economic well-being! The Bible has high praise for honestly earned wealth, and it is exceedingly unlikely that Jesus, in the passage we have been considering, intended anything like a general condemnation of wealth, as such.

At this point someone might raise a legitimate question: "Did not Jesus say,in the Sermon on the Mount, 'Blessed are the poor'?" Well, yes and no. The Sermon on the Mount The Sermon on the Mount appears in two of the four Gospels, in Matthew and in Luke. In Luke 6:20 the Beatitude reads: "Blessed are the poor"; but in Matthew 5:3 it is: "Blessed are the poor in spirit."There's a discrepancy here; how shall we interpret it? The Beatitudes were spoken somewhere between 25 and 30 A.D. The Gospels of Matthew and Luke appeared some 50 or 60 years later. Both authors had access to the Gospel of Mark, to frag ments of other writings now lost, and to an oral tra dition extending over the generations. We do not have the original manuscripts of the Gospels; what BIBLICAL ROOTS OF AMERICAN LIBERTY 275 we have are copies of copies, and eventually trans lations of copies into various languages. Scholars tell us that the Aramaic original of those two words, "the poor," is am ha-aretz "people of the land." The am ha-aretz-at this stage in Israel's history-were outside the tribal system of Jewish society; they did not have the time or inclination to observe the niceties of priest 1y law, let alone its scribal elaborations. The work of the am ha-aretz brought them into contact with Gentiles and Gentile waysof life,whichin the eyes of the orthodox was defiling. Their status is like that of the people on the bottom rung of the Hindu caste system-the Sudras. Jesus is reminding His hearers that these outcasts are equal in God's sight to anyone else in Israel, and because of their lowly station in the eyes of society, they may be more open to man's need of God than the proud people in the ranks above them. The New English Bible provides an interesting slant on this text; it trans lates "poor in spirit" as "those who know their need of God."

In short, Jesus is saying that all are equally precious in God's sight, including the lowly am ha-aretz;He is not praising indigence, as such. BiblicalInterpretation The Bible is full of metaphor and symbolismand allegory. Literal interpretation usually falls short; proper interpretation demands a bit of finesse ... as in the case of St. Paul's remark about money. St. Paul declared that "The love of money is the root of all evil." (1 Tim. 6:10) The word "money" in this context-scholars tell us-does not mean coins, or bonds, or a bank account. Paul uses the word "money" to symbolize the secular world's pursuit of wealth and power. We tend to become infatuated with "the world." It's the infatuation which is evil, for God's kingdom is not wholly of this world. We are the kind of creatures whose ulti mate destiny is achieved only in another order of reality: "Here we have no continuing city." (Heb.

13:14) Accept this world with all its joys and delights; live it to the full; but remember-we are pilgrims, not settlers. In today's vernacular, Paul might be telling us: "Have a love affair with this world, but don't marry it!" We know that there are numerous unlawful ways to get rich, and these deserve condemnation. But prosperity also comes to a man or woman as the fairly earned reward of honest effort and ser vice. The Bible has nothing but praise for wealth thus gained. "Seest thou a man diligent in his busi ness?" said the author of Proverbs (Pr. 22:29)."He shall stand before kings." Economic well-being is everyone's birthright, provided it is the result of honest effort. But we are warned against a false philosophy of material possessions. This, I think, is the point of Jesus' parable of the rich man whose crops were so good that he had to build bigger barns. (Luke 12:17ff.) This good for tune was the man's excuse for saying, "Soul, thou hast much goods laid up for many years; take thine ease, eat, drink, be merry."

There is a twofold point to this parable. The first is that nothing in life justifies us in resigning from life; we must never stop growing. It has been well said that we don't grow old, we become old by not growing. The second point is that a mate rial windfall-like falling heir to a million dol lars-may tempt a man into the error of quitting the struggle for the real goals in life. Jesus con demned the man who put his trust in riches, who "layeth up treasure for himself and is not rich toward God." He did not condemn material pos sessions as such; He taught stewardship, which is the responsible ownership and use of rightfully acquired material goods. Life here is probative; our three score years and ten are a sort of test run. As St. Augustine put it, "We are here schooled for life eternal." And one of the important examination questions concerns our economic use of the planet's scarce resources and the proper management of our material pos sessions. These are the twin facets of Christian stewardship, and poor performance here will result in dire consequences. Jesus put it very strongly: "If, therefore, you have not been faithful in the use of worldly wealth, who will entrust to you the true riches?" (Luke 16:12) What does it mean to be "faithful in the use of worldly wealth?" What else can it mean except the intelligent and responsible use of the planet's scarce resources to transform them by human effort and ingenuity into the consumable goods we humans require not only for survival, but also as a means for the finer things in life? In practice, this means free market capitalism-the free enterprise system-in the production, exchange, and utiliza tion of our material wealth in the service of our chosen goals. D 276 A REVIEWER'S NOTEBOOK Leftism Revisited by John Chamberlain I f you want to know the worst about Karl Marx (and there is very little good to be said for him), it's all here in Erik von Kuehnelt Leddihn's Leftism Revisited:From de Sade and Marxto HitlerandPolPot(Regnery Gateway, 520 pages, $29.95cloth).

The Communist Manifesto,.written by Marx jointly with Engels, with its ominous words about a "specter" haunting Europe in 1848,was original ly published in London. With turmoil in the mid century air, the authors felt justified in saying that all history was the history of class struggles. But in what they called "pre-history" there had been no classes, and property had been held in common. "In other words," says Kuehnelt-Leddihn, "they adopt the Rousseauistic notion of a paradisiacal past, a Golden Age, a secular version of the biblical story." This about ended Marx's connection with Adam and Eve and the Garden. Says Kuehnelt-Leddihn, "A violent critique of bourgeois civilization follows, a passage that highlights the dominant characteristic of Marx: self-hatred. Marx, the typical product of bourgeois culture, is antibour geois;Marx, of Jewish origin, is anti-Jewish; Marx, a permanent resident of capitalist Britain, is anti capitalist; Marx, married to an aristocrat, is antiaristocratic. "

In Paris the self-hating Marx "wrote his first bitterly hostile essay on the Jews. Marx nurtured a real hatred for the Jews, in whom he saw the very embodiment of bourgeois capitalism. But his prejudice had a racist as well as a sociological character. " Marx had to have access to big libraries. (The "idiocy of rural life " did not provide access to books.) So Marx found a library and working space in the British Museum, which he "used to his dying day." His financial support came from Engels, and from the New York Tribune. With Engels, Marx agreed that the bourgeoisie had played a role in history in building up the mid dle classes. They killed feudalism. But the bour geoisie, as Marx and Engels saw it, had done too well. They had exhausted their internal markets. Now, with foreign markets drying up, hadn't the time come for a new ruling class, the proletariat? Hence the call: "Proletarians of all countries, unite. You have nothing to lose but your chains."

With their doctrine of inevitability, Marx and Engels might have allowed things to rest there. But to hurry the process of change along, they advocat ed 10 measures. One was for confiscation of real estate to pay the costs of government. Another was for highly progressive taxation. A third was abolition of the right to inherit. The trouble with the Manifestois that history refused to support it. Most of the 10 points advo cated by Marx and Engels have become common place. But the wealthy remain wealthy, and the poor have been catching up to them. Eduard Bern stein first pointed this out in Germany. It was in Russia that the "revolution" occurred, without his torical prediction or warrant. Bill Buckley has published Kuehnelt-Leddihn's columns in NationalReviewfor the past 35 years, and writes the preface to this book. Buckley does not find it remarkable that Kuehnelt-Leddihn believes in minority rule. Nor do I. Majorities should be contained-there should be whole areas left beyond their reach. The Bill of Rights does what it can to give minorities their scope. It may not be enough, but it helps.

We have escaped the worst features of the French Revolution, which could not provide for a legal succession and fell victim to Bonapartism. The checks and balances provided by Madison and the other Founders work, even though they were established by 55 men who misapplied the thinking of Montesquieu, who didn't see that Parliament in England was all-powerful. There's an appendix entitled "What Is Left?" listing 41 succinct earmarks of modern collec tivism-socialism, Communism, welfarism, and the like. For example, Left is "Messianism assigned to one group: a nation, a race, a class." Again, Left is "Totalitarianism: pervasion of all spheres of life by one doctrine." Left is the "Provider (Welfare) State: from the cradle to the grave." The sub-appendix headed "What Is Right?" has only one item: "The opposite of all the above or its absence." It should be obvious after reading Leftism Revisitedthat no party or system is ever 100 per cent Left or Right. It's a question of what predom inates, and where we are headed.

Kuehnelt-Leddihn is surely one of the more remarkable personages of our time; a few minutes in his company convinces one of that, as will time spent with any of his books. He is fluent in nine languages and can get by in as many more-a skill which serves him well in his constant travels which take him into all parts of the globe. He's a prodi gious reader, as the 150pages of notes in this book attest; there are keen comments on books and shrewd profiles of authors. This man does not write to soothe; some will be infuriated by this or that opinion expressed in these pages, but every reader will grow a little. D 277 CHILD LABOR AND THE INDUSTRIAL REVOLUTION by Clark Nardinelli Indiana University Press, Tenth and Morton Streets, Bloomington, IN 47405 -1990 -194 pages - $25.00cloth Reviewedby David M. Brown W hile there are many reasons for the "anti-capitalist mentality" so prevalent among intellectuals (and, in somewhat less virulent form, among the general public), dis tortions of our economic past must surely rank prominently among them.

As E A. Hayek put it in Capitalismand the His torians,"Few men will deny that our views about the goodness or badness of different institutions are largely determined by what we believe to have been their effects in the past. ... Yet the historical beliefs which guide us in the present are not always in accord with the facts; sometimes they are even the effects rather than the cause of political beliefs. Historical myths have perhaps played nearly as great a role in shaping opinion as historical facts. Yet we can hardly hope to profit from past experi ence unless the facts from which we draw our con clusions are correct." More reliable accounts of the past must sup plant these false historical beliefs if our endan gered heritage of economic and political freedom is to be revived. This is so even in an age in which the opposite of economic freedom-socialism -seems to be almost universally discredited.

Without a real appreciation of capitalism's virtues and achievements, the only substitutes offered for presumably defunct socialism will be obnoxious "new" versions of the "mixed economy," unneces sarily burdening denizens of both the East and the West for numberless years to come. So by all means, let's get the history right. In this slim but fact-packed volume, economist Clark Nardinelli observes that many historians regard child labor as symbolic of the ravages of the Industrial Revolution. Following the lead of con temporary factory-system critics like Richard Oastler, they often begin with an arbitrary moral assumption-that child labor is immoral or ex ploitative on its face-and squeeze the facts to fit that assumption. "The study of child labor and the industrial rev olution has, I believe, paid too little attention to the 278 THE FREEMAN • JULY 1991 economic reality of that labor," Nardinelli writes.

"Child labor can easily be the outcome of family decisions to improve the well-being of children. The important decision with respect to child labor, moreover, may not be between working and not working but between working at home and work ing away from home.... Under the conditions of the early industrialrevolution, childlabor may well have made children (and'the family) better off." This possibility was never even considered by many of the earliest criticsof child labor in the fac tories. With proto-Marxian outrage, Richard Oastler compared the situation of working minors to that of slaves: "... Ye are compelled to work as long as the necessity of your needy parents may require, or the cold blooded avarice of your worse than barbarian masters may demand! ... Ye are doomed to labour from morning to night for one who cares not how soon your weak and tender frames are stretching to breaking." Oastler's lurid charges have had a sweeping influence on the per ceptions of later writers.

But support for these claimscomes mainly from the 1832ReportoftheSelectCommitteeon the Bill for theRegulationofFactories,recounting testimo ny that we now recognize to be skewed in favor of the prosecution. The Committee, led by M. T. Sadler, a pal of Oastler's, was originally supposed to hear evidence from both critics and supporters of the British factory system. But instead, only antagonistic witnesses-carefully coached by Oastler-were allowed to be heard, and their hor ror stories remain "the basic indictment of child labor in early industrial Britain." In a later inquiry, held in May 1833, factory overseer John Redmen offered more favorable testimony. He recognized instances of mistreat ment, but contended that "generally they are as well treated in mills as anywhere else. Those par ents who look after their children now, and place them now with masters who treat them well, will manage them well when they are turned out of the mills at six o'clock: those parents who now place their children, for the sake of higher wages, with spinners who illtreat them, rather than with neigh bors or friends, will, I suppose, treat them in the same way as they do now, that is, neglect them."

This kind of testimony has exerted considerably less influence among historians, perhaps because, as Hayek argues, political beliefs have indeed shaped historical ones. There is no evidence that parents typically sent their children to work out of arbitrary greed or negligence; rather it was a matter of survival. In this connection Nardinelli cites the work of David Vincent, whose study of working-classautobiogra phies concluded that their authors "believed that their parents made them labor because they could not afford to do otherwise, and that as children they were simply trapped in the poverty of the family and the class into which they had been born." There is evidence that the increased pro ductivity and opportunities of the factory system made it possible for more children and parents to survive than would have in a more primitive econ omy. Furthermore, despite long hours by today's standards, children working in the factories were usually assigned peripheral and relatively easy tasks. It could be a much tougher slog out in the country,where the hours were certainly no shorter.

Although he is sound and scholarly on most points, the author plunges into muddy waters when he tries to prove something about exploita tion with statistics. He notes that for many critics, if a child has to work at all he is being exploited, whether or not his earnings mean the difference between life and death. Their assertion implies that how children were actually treated in particU lar cases is irrelevant. But his own "neoclassical" definition is no improvement: "According to the neoclassical def inition' economic exploitation exists when the val ue of the worker's marginal product (that is, what the worker adds to the revenues of the firm) exceeds the wage rate." Nardinelli himself con cedes that measuring the marginal productivity of child labor is a ,dubious chore, but his premise is wrong in any case. Wage rates on the market are determined competitively. Of course they are relatedto the marginal product of the labor; that's whya CEO tends to be paid more than a clerk. But whether "exploitation" exists has to do with behavior, not with meeting the requirements of some academic formula that presupposes the evil of "excessive" capitalist profit. (Especially since the values can be plugged into the equation only afterwages have been paid and profits have been earned-with the profits coming later, if at all.) When the text strays from common-sense eco nomics it can be annoying and wrongheaded, but there are only 10 or 12 pages here that' are com pletely useless.

The only other problem, for the general reader, is the sheer inclusivenessof the argument. Because Nardinelli has apparently absorbed all the extant literature on the subject of child labor in the Indus trial Revolution, he sometimes deals with arcana that could be of interest only to fellow academics. But, on the other hand, he covers many areas about which solid information is urgently needed. He shows that anecdotes by themselves reveal lit tie without an understanding of which direction the trends are going, and what the historical con text is; and he unveils that context. Despite its rather dry tone, Child Labor and the Industrial Revolutionis a clear and important contribution to setting capitalism's historical record straight. D David M. Brown, a free-lancewriter, is also the managing editorof the LaissezFaire Books catalog,and the publisher ofa monthlynewsletteron cultureandcurrentaffairs.

THE CRISISIN DRUG PROIDBITION edited by David Boaz Cato Institute, 224 Second Street, SE, Washington, DC 20003 • 1990. 148 pages· $8.00paper Reviewedby WilliamH. Peterson Prohibitionis an awfulflop. We like it. It can'tstop whatit's meantto stop. We like it. It's lefta trailofgraftand slime, It don'tprohibit wortha dime, It'sfilled our land with viceand crime. Nevertheless,we'refor it. So wrote Franklin ~ Adams (as recalled by con tributor James Ostrowski in this volume) kidding the 1931 report of the Wickersham Commission, a blue-ribbon panel of eminent Americans appoint ed by President Hoover. Hoover and the nation were perplexed by the wholesale defiance of law, the mushrooming of speakeasies, the rise of the Mafia, the wave of organized crime that swept over America in the 1920s. Amazingly, the Wickersham Commission con cluded that, although "there is as yet no adequate observance or enforcement" of Prohibition or the 18th Amendment, the Government should "sub stantially" increase appropriations and crack down harder on the lawbreakers. Nonetheless, proponents of legalization won the struggle: in BOOKS 279 1933, just two years later, the 18th Amendment was repealed and Prohibition was dead.

Ostrowski, the head of Citizens Against [Drug] Prohibition, is right to review the story of [alcohol] Prohibition and point up the wisdom of Santayana that those who don't know history are condemned to repeat it. For today President Bush, like the Wickersham Commission of yesteryear, escalates the War on Drugs, seeking appropriations of $11.7 billion in Federal anti-drug funding for fiscal1992, an increase of 11 percent over 1991. James Ostrowski is one of 28 leading critics of drug prohibition gathered in this timely and most important Cato study. They cover the opinion spectrum from left to right, from Anthony Lewis, Richard Cohen, and Hodding Carter III to Charles Murray, Milton Friedman, and William F. Buckley Jr. They include the editors of The Economist, Baltimore Mayor Kurt Schmoke, New York State Senator Joseph Galiber, Hoover Institution economist Thomas Sowell, and Prince ton University Professor Ethan Nadelmann.

The critics see the government's intervention of prohibiting drugs bringing on the Law of Unin tended Consequences with a vengeance: a sharp increase in street crime, the spread of AIDS (through exchanging contaminated needles), the swelling of our prisons with drug offenders, chil dren lured into drug dealing, destruction of inner city'communities, a further decline in respect for the law,the corruption of law enforcement officials from Latin America to the ghettos of Harlem and Watts, Chicago and Washington, D.C. To be sure, legalization wouldn't solve the drug problem entirely. But, notes editor and Cato's executive vice president David Boaz in his intro duction, legal drugs are getting weaker-low-tar cigarettes, nonalcoholic beer, wine coolers. He points out that 41 million Americans have quit smoking, and sales of spirits are off. Too, as Amer icans become more health conscious, they are turning away from drugs. Boaz feels drug educa tion would do more to encourage the trend if it were separated from drug enforcement.

Professor Nadelmann argues there would be no dramatic increases in drug use after legalization. He cites evidence from the Netheriands, the American states that have already decriminalized marijuana, Asian countries when drugs were legal, and 19thcentury America-where all drugs were legal.

280 THE FREEMAN • JULY 1991 How would legalization be implemented? Back to editor Boaz. He suggests the nation might apply "the alcohol model." Thus marijua na, cocaine, and heroin would be sold only in spe cially licensed stores, perhaps in liquor stores, perhaps in a new kind of drugstore. Warning labels would be posted in the stores and on the packages. It would be illegal to sell drugs to minors. It would be illegal to advertise drugs on television "and possibly even in print." It would be illegal to drive under the influence of drugs, and there would·be added penalties for commit ting other crimes under their influence, as is the case with alcohol. Such concessions from well-known libertarian Boaz indicate how much the War on Drugs has backfired, how much America needs to debate here and now the question: "Does Prohibition Create More Problems Than It Solves?" D Dr. Peterson, an adjunct scholar with The Heritage Founda tion, holds the Lundy Chair of Business Philosophy at Campbell University, Buies Creek, North Carolina.

Ludwig von Mises LIBERALISM: IN THE CLASSICAL TRADITION LIBERALISM: In The Classical Tradition by Ludwig von Mises is a book-length essay that sums up the ideas and principles of classical liberalism as they apply to the twen tieth century. First published in Germany in 1927, it was published in the United States under the title The Free and Prosperous Commonwealth in 1962 and reissued in the mid-seventies by The Institute for Humane Studies. It was republished by The Foundation for Economic Education in association with the Cobden Press in 1985, and has recently been reprinted. 230 pages • $12.95 paperback Order from: The Foundation for Economic Education 30·South Broadway Irvington-on-Hudson, NY 10533 THEFREE IDEAS ON LIBERTY 284 Beating the System: Soviet Entrepreneurs Work on the Wild Side SheilaMelvin Enterprisingyoungrisk-takersare carvingnichesfor themselvesin the wreckage of the Sovieteconomy.
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Will their environment be spoiled by our pol lution? Will their air be fit to breathe and their water fit to drink? Will their land be poisoned by toxic wastes? And what about the problems children face right now? How willcrime and drugs in our public schools affect them in future years? These are, indeed, serious concerns. Yet our greatest failure-and our greatest hope-may be in the values we teach our children. Are we teaching them thrift and honesty when we incur debts we have no hope of repaying? Are we wise to excuse criminal behavior as merely a "sickness"? Are we helping our children to control their own behavior when we say that a drug addict "can't help it"? Are we showing them how to be come responsible adults when time and again we turn to the government to "solve" personal, family, and community problems, with little concern for the rights or property of others? Our personal and family values may seem in consequential compared with the problems the world willface. Yet they hold the solution.

-BRIAN SUMMERS Statecraftand SouIcraft The true problem with humanity is that far too many of us suffer from inadequate moral enlight enment. Many people simply don't sufficiently cultivate the gardens of their souls-not neces sarily because they are evil; they may simply be engrossed in other things, or not realize the im portance of soulcraft. Consequently, religion and morality are often not the governors of conduct that they should be. Indeed freedom is always at risk precisely because the moral worthiness of 282 freedom and free enterprise are inadequately grasped by too many. Characteristically standing this truth on its head, statists often maintain that people are too selfish, depraved, and morally unenlightened to be trusted with freedom. Butthestateitselfis operatedby those selfsameflawed and unenlightenedpeople. When we start with benighted people and add an activist state, all we get is an actively intervening state staffed with benighted people-hardly an improve ment. And because morally ignorant and back sliding people now have the state's power at their disposal, and deploy it to gain their ends, it stands to reason that we willbe worse off; government ac tion will be inadequate in its conception, clumsy or tyrannical in its execution, and harmful in its ef fects. If anarchy is not safe for imperfect, corrupt ible, unenlightened people, neither is any form of government beyond the minimal state envisioned by the Founding Fathers.

And if people were not flawed and unenlight ened? Then, proponents of statism might argue, there would be no need for a welfare state. But nei ther, friends of freedom would rebut, would they want one. The desire to coerce, or enlist the gov ernment to coerce, your neighbors, competitors, or other fellow citizens on your behalf is itself morally flawed, indeed one of the best proofs of insufficient moral awareness. -JOHN ATIARIAN Ann Arbor, Michigan PromotingInefficiency Increased government intervention in the econ omy can change the efficiency of private busi nessand universities and hospitals, and other nonprofit institutions as well-by changing the kinds of people who survive the Darwinian struggle to reach the top. The executive who knows how to get the most bang for the buck may not be the one who ends up in charge, if what is really needed is someone who can keep Congress from taxing those bucks away or from draining them off by imposing new regulatory restrictions or ancillary obligations for environmental or other purposes.

In short, not only does government itself often operate inefficiently; it can also make businesses less efficient by creating an environment that disPERSPECTIVE advantages those businessmen whose primary-or sole-talents are in promoting efficiency. -THOMAS SOWELL,writing in the May 27,1991, issue of Forbes Churchand State When the church becomes so closely identified with the state, how willthe church be viewed when the state in turn becomes oppressive? Ask the peo ple in Romania or the Soviet Union. A close prox imity of church to state compromises the church's ability to critique the state .... The nature of any state is coercive. For the church to avoid repeating past mistakes she will have to resist the age-old temptation of becoming closely identified with the means of coercion. -ROBERT A. SIRICO,CS~ writing in the JanuarylFebruary 1991 issue of Religionand Liberty Choicesand Consequences Every choice we make has consequences for us.

We must bear the burdens of our choices. If our choices are irresponsible we suffer the conse quences and learn from them. We change our choices by reforming. We reform ourselves each day in small waysthat in most people eliminates the need for drastic change. Governmental institu tions, on the other hand, freeze decisions and make incremental reforms almost impossible. This cre ates the demand for drastic results. Removing more decisions from governmental institutions will make it possible to achieve necessary reforms in an easy rather than difficult manner. The natural rela tionship between freedom and morality, then, can be restored to its appropriate harmony. -LEONARD ~ LIGGIO,writing in the October 1990issue of Chronicles HumanNature It's in people's nature that if something is theirs, it's theirs, and a person works with a totally differ ent mindset if he has property. -NATALIYAYEROMEEVA,a private shopkeeper in Leningrad, quoted in the April 23, 1991, WallStreetJournal 283 284 THEFREEMAN IDEASON LIBERTY Beating the System: Soviet Entrepreneurs Work on the Wild Side by SheilaMelvin B Oris Yeltsin, president of the Russian Republic, discussed the problem of entrepreneurshipin the SovietUnionin a recent televisedinterviewwith Barbara Walters.

"Entrepreneurs," he said, "are few and far betweenin thiscountry,but we haveadoptedlaws on entrepreneurship."He wenton to disclosethat the Soviet government intends to send 50 man agers to the United States, Great Britain, and Japan to be "trained" in entrepreneurial skills. Thespeciallyselectedtraineesare "peopleof30to 35 years of age, talented people, with university diplomas.Theydon't knowwhatbusinessis, what entrepreneurshipis, whata marketis, but theyare prepared to learn." Entrepreneursin the U.S.S.R.aren'tso few and far betweenas Mr. Yeltsinbelieves.Quitethe con trary, Mr. Yeltsin'sown republic is teeming with people who know exactly"what businessis, what entrepreneurship is, what a market is." As I dis coveredlast autumn,from the U.S.S.R.'s borders with Mongoliato the streets outsidethe Kremlin, Sovietentrepreneursare carvingnichesfor them selvesin the wreckageof their nation'seconomy.

Young, English-speaking,risk-taking,persua sive, amiable, and tireless, these entrepreneurs possessallthe skillsnecessaryto be successful.But becausethey live in a nation in which free enterSheilaMelvin is afree-lancewriterbasedin Washington, D.C. prise is called "speculation" and the simplest of capitalisticventures is illegal,they must channel theirabilitiesintothe blackmarket,the onlyviable market the SovietUnion has, and bear the label "blackmarketeer." The Trans-SiberianBazaar "SovietArmywatches-you buy?"inquiredthe young Russian who appeared at the door of my compartmenton the Trans-SiberianExpressas it passedthroughSiberiaon itsweeklyrunfromBei jingto Moscow.Invitedin, he sat down,pulledout hiswatches,andbeganhissalespitch.Afterselling three army watches(all with Yuri Gagarinwatch bands),one Soviet-AmericanFriendship,and two Russian Independence timepieces,he moved on to the nextcompartment$40 dollarsricher.

The youngman was just the first in a stream of entrepreneurswho tramped from car to car over the nextthree dayswiththe persistenceand cheer of "Avon ladies." Women with wicker baskets slungovertheirarmsdida briskbusinessin vodka, despite the fact that it is officiallybanned on all trains.Moneychangersexchangedrublesfor dol lars at three to four times the officialtourist rate. Caviarvendorssold tins of belugafor $8. Smiling teenagerssoldLeninbadgesfor a dollarapiece. Outnumberingentrepreneurswiththingsto sell werethosewithemptycanvasbagsandpocketfuls of rubles who walked the train looking for things to buy. While the vendors concentrated on the smattering of Western tourists aboard the train, the buyers saved their energies for the Chinese passengers, who had come forearmed with the knowledge that the Soviet Union was a seller's market. And when the Chinese and the Soviets, citizens of the two biggest Communist countries on earth, got down to business, the result was a capitalist free-for-all.

Sellingeverything from sorghum liquor to candy to clothing, the Chinese raked in rubles and racked up profits. An elderly scientist on his way to a con ference in Berlin literally sold the shoes off his feet. A young teacher sold cartons of instant noodle soup and chewing gum at a 1,000 percent profit. Business was transacted openly, and whenever there was a lull, the Chinese passengers compared profits. "How much have you earned so far?" a famous pianist on her way to perform in Budapest asked me over breakfast. When 1 confessed to earning nothing, she laughed and said that she had made nearly 150rubles. (The Chinese didn't always have the last laugh. One Beijing economist sold a jacket at what he thought was a great profit only to discover,too late, that he had been paid in Yugosla vian dinars, rather than rubles.) On-train entrepreneurs, particularly those who purchased goods, faced stiff competition at station stops when scores of ordinary Soviet citizens with rubles to spend, but nothing in their cities to buy, came to meet the Trans-Siberian. Capitalists not by profession, but out of desperation, these people thronged around Chinese and Western passengers alike, waving rubles and echoing the sad refrain, "Cigarettes? American dollars? Vodka?"

At Sverdlovsk, the heart of the U.S.S.R.'s mili tary-industrial complex, our train was held up for 20 minutes while hundreds of passengers from a Soviet train crawled underneath it to get to the platform. Reaching the platform, they flocked to the windows of the Trans-Siberian, pleading with all of us on board to sell our clothes, our jewelry, our food. Spotting a good business opportunity, several of the Chinese leaned out the windows and began auctioning off their food and liquor sup plies. A Western woman, misinterpreting the situ ation, threw a box of cookies to the crowd and then indicated that she didn't want money.The Russian woman who caught the box thrust it back angrily; she wasn't asking for charity, only for the opportu285 The author outside a church in a tiny Siberian town during one of the Trans-Siberian's 15-minute stops. nity to spend her rubles. (Ironically,it was the hos tile reception given Mikhail Gorbachev on a visit to Sverdlovsk last year that convinced him an immediate, Polish-style conversion to a market economy would be untenable in the U.S.S.R.) Somewhere in the Ural Mountains, the food service staff, the only Soviet workers on the Chi nese-owned train, locked up the dining car and began to moonlight. "I am interested in buying shirts," the waiter told me. "Not new, but in good condition. 1also have caviar for sale." The waitress sold army watches and, at one stop, the Russian cooks jumped off the train clutching empty potato sacks, ran into the platform shop and bought out its entire stock of matches for resale in Moscow, where there was said to be a shortage.

Looking on, the Chinese conductor in my car smiled ruefully. He didn't engage in this type of business, he told me, but it wasn't easy to avoid. At one stop, a Soviet conductor from another train had asked to buy his flashlight. When he declined to sell it, the Soviet conductor had tried to con vince him to sell his socks. Ivan,Inc. 1 got off the train at Moscow's Yaroslavsky Sta tion, along with a dozen other Westerners, to find a young, red-haired Russian wearing Levi's and a leather jacket waiting for me, as it were. Taking a 286 THE FREEMAN-AUGUST 1991 drag on his Marlboro, he addressed us, "Hey guys-my name's Ivan. I've gotta place for you to stay. Wanna hear about it?" I most definitely did. Like the others, I didn't speak a word of Russian, I had no place to stay and, since the visa clipped into my passport was for transit only, I wasn't supposed to do anything in Moscow except change trains, which meant that no hotel would accept me.

Ivan made his offer in a fluent hodgepodge of British and American slang. "O.K.-it's your own flat in downtown Moscow just three Metro stops from Red Square. You'll each have a bed, there's a shower, a 100 [toilet], and a kitchen, and I'll help you get tickets outta here. Ten U.S. dollars each." Sensing our collective hesitation, he added, "I think this is the best deal you're gonna get. This country's [expletive] socialist, you know." Not even the wheeling and dealing aboard the Trans-Siberian had prepared me for this welcome to the capital of the Soviet Union. Joining the oth ers, I bargained Ivan down to $7 a night and then followed him, on foot, to the flat. The apartment Ivanled us to was a three-room flat in a government -subsidized compound inhab ited by diplomats from socialist countries. Cuban children played in the dingy entrance, and the smell of Oriental cooking wafted through the trash-cluttered stairwell. Ivan had arranged to rent the flat from a Vietnamese diplomat home on leave; it was just one of five downtown apartments he used to accommodate foreign visitors.

Andrei and Konstantin, Ivan's business partners and friends, were waiting to greet us and to offer any assistance we might need. With Ivan, they made it a point to emphasize that they weren't just renting us an apartment-they were providing us with a service from which all concerned would benefit. Those who wished to leave for Europe at once would be taken to Intourist, the monopolistic Soviet travel agency,that afternoon; for those who wished to stay,there would be assistance in getting visa extensions, opportunities to see the ballet and the circus, shopping trips, and guided tours of Moscow. I decided to stay. Lenin'sLegacy Just prior to embarking on a tour of Ivan's Moscow,I took in the sights at Red Square, includ ing Lenin's Mausoleum and the deserted Lenin Museum, with some Europeans from the train. At the museum, the guide, an ardent and vocal Com munist, led us past the remnants of Lenin's life, pausing longest at a copy of his work, Imperial ism: The HighestStageof Capitalism.

"Excellent book," he said, pointing at the copy in the glass case. "Have you read it?" None of us had. "No? Really? None of you?" he asked with gen uine surprise. "You really ought to read it-it will give you great insight into why capitalism is bound to failure and socialism certain to succeed." My jaw dropped visibly as images of my first 24 hours in Moscow collided with the guide's words: the college students in Alexander Park covertly selling hand-painted "I Am a K.G.B. Agent" tee shirts in exchange for hard currency; the police man who tried to fine me five dollars, rather than rubles, when he caught me jaywalking to get to Pizza Hut; the dissidents living in cardboard boxes outside the Hotel Rossiya who had given up their homes and jobs in order to embarrass the Kremlin into addressing their grievances; the speculators who lingered outside the Army Department Store offering to sell Westerners a complete Red Army officer's uniform, including leather dress boots and vintage gas mask, in exchange for dollars or Levi's; the endless rows of empty shelves in GUM, the U.S.S.R.'s largest department store, and the equally endless lines of consumers queued up to buy soap, which had been unavailable for weeks; the clerk at GUM who had required me to show my passport in order to buy a cheap wool scarf because goods were so scarce in the Soviet capital that only Muscovites and foreigners were allowed to purchase many items.

"Capitalism bound to failure," I repeated. "What about now? There is nothing on the shelves of your stores, and your government and your peo ple are struggling to adopt capitalist methods as fast as possible." "Now? Now? Now we must not be dogmatic. Strict dogmatism is a great evil." "TheDungeon" The first stop on Ivan's tour was "the dirtiest bar in Moscow." Called "The Dungeon," the bar was located in the basement of a building several blocks from the Hotel Metropole. At 3:00 on a rainy Tuesday afternoon, more than 50 people BEATING THE SYSTEM 287 GUM, thefabulous-and fabulously empty-department store on Red Square. were waiting to get inside. Appearing from nowhere, Konstantin and Andrei walked to the front of the line and bribed the bouncer. A mo ment later, we were all ushered inside. Aptly named, "The Dungeon" was dim and dank. Beneath a vaulted ceiling, painted with flowers, the working class, mostly male clientele stood at high tables drinking beer, eating caviar and chicken, and smoking incessantly.Ivan, Kon stantin, and Andrei bought plates of food for everyone and, as with anything that could be pur chased with rubles, paid for it out of their own pockets; to them, the ruble was so worthless it was almost a form of play money. Having arranged for us to share a table with an inebriated man who looked like a professional wrestler, Ivan gathered up empty beer mugs, washed them in the men's room, and led us to the self-serve beer machines that lined one wall. Forty kopecks bought a mug of the scarce commodity.

Sipping the warm, flat beer, I stared at a legless man passed out under the next table. Ivan explained that the man was a veteran of the Afghan War, and then proceeded to tell the story of how his own best friend was killed at the age of 18 while driving a truck over a mountain pass in Afghanistan. "Afghanistan was our Vietnam," he concluded with tears in his eyes. "It was [exple tive] pointless." We left "The Dungeon" when two drunk men began pounding an even drunker man's head into the beer machines. Ivan's next point of interest was a record store where albums cost the ruble equivalent of 11 cents and compact discs cost a dollar. Cassette tapes weren't sold in the store and could only be pur chased on the black market from speculators. Like most of his peers, Ivan, a heavy-metal fan, owned a cassette player. On the Arbat, Moscow's beautiful shopping esplanade, we saw artists who sold cartoons depicting perestroika as a toilet floating out to sea and speakers who drew large crowds by open ly decrying Gorbachev. Craft vendors peddled post-glasnost versions of Matryoshka dolls in which the biggest doll was painted to look like Gorbachev. Inside the Gorbachev doll were Brezhnev, Khrushchev, Stalin, Lenin, and, finally, a tiny doll representing "the Communist idea."

But, because it is illegal to show disrespect for the President, the vendors kept the outer doll depict ing Gorbachev hidden away, bringing it out only when approached by potential customers.

288 THE FREEMAN • AUGUST 1991 Our tour was to conclude with a traditional Rus sian banquet at the Hotel Rossiya. After we had met up with the 10 other Westerners who were his guests, Ivan made several phone calls to his con nections in the Rossiya, the world's biggest hotel, and then led us around to the back of the building. There an employee with a bunch of keys was wait ing to escort us through the locked doors, mean dering corridors, and dark staircases that led into a medieval-style banquet hall. Entering the hall, we sat down at a groaning board lit by candles in pewter holders and laden with caviar, smoked salmon, cold meats, cham pagne, vodka, and Pepsi. Every time a plate or a bottle was emptied, it was whisked away and replaced. Gypsy dancers whirled across the floor strumming guitars and singing folk songs. Even paying guests at the Rossiya have been known to have trouble getting a meal-Ivan's connections, and five dollars each, had purchased us a feast fit for a czar.

Beatingthe System Ivan, Konstantin, and Andrei were at first reluc tant to explain how they built and maintained their highly profitable, extremely visible, but complete ly illegalbusiness. But over the course of the week, they let me in on some of their secrets. The.founder of the business was afourth friend, Andrew, already semi-retired, who had hit on the idea of meeting travelers from China at the train station and inviting them to stay in his dorm room for a few dollars. As demand for rooms increased, so did competition, and by the time Ivan got involved, more than a dozen other Muscovites were meeting the trains from China and offering travelers places to stay."But," Ivan explained, "we were the best. The foreigners all began to stay with us because they heard of us from their friends, and now we are the only ones in this business." Once assured of a steady customer base, Ivan and his partners began to expand the services they offered· and to raise the price they charged each traveler. As with capitalist ventures anywhere, the continued success of the business depended on its founders' competence and ambition, ability to make and keep good business connections, and willingness to take risks; the fact that Ivan, Kon stantin, and Andrei were running a capitalist enterprise in a Communist country only magnified the importance of each of these qualities.

Ivan, Konstantin, and Andrei whose ages ranged between 19 and 24, had the competence and the confidence of people much older. Each had his specialty-Andrei specialized in visa extensions, Konstantin in getting tickets, and Ivan in gaining entrance to restaurants-but was also quite capable of handling any aspect of the busi ness, should the need arise. Their ambitions were simple and strong: to supply themselves, their par ents, and their siblings with everyday necessities and luxuries such as food, clothing, make-up, and music, and to save enough money to travel togeth er to West Germany for a working vacation. Support of their business undertakings wasn't always forthcoming at home. Ivan's mother, an economist, knew what he did for a living and tacitly approved, but he didn't dare tell his father. Konstantin's parents were "traditional" and feared that he would get into serious trouble. His mother often cried and yelled, Konstantin con fessed, and he didn't like to go home. Andrei didn't tell his parents about his role in the business so "they wouldn't worry too much"; they thought he spent all his spare time studying.

Connections are the cornerstone of the ordinary Soviet consumer's life and the foundation of a Soviet entrepreneur's business. The apartments used by Ivan and his partners came from low-level socialist diplomats, old friends, and university stu dents. Eight-dollar tickets for us to see the sold-out Kirov Ballet performance at the Bolshoi Theater on half an hour's notice came from scalper friends outside the theater. Five bunches of Chiquita bananas which we came home to one night-an unheard-of luxury in Moscow-were courtesy of Cuban diplomat friends. Ten-dollar train tickets from Moscow to London, paid for in rubles, were obtained by slipping a pair of Chinese pantyhose and some rice wine to a friend of Ivan's mother who worked at Intourist. Cases of champagne and cognac were purchased from speculators. Entry to restaurants whose doors were locked to the gener al public was gained by knowing the secret knock and having the right Mafia friends. (Ivan swore that organized crime-what he called the Russian Mafia-controlled almost every restaurant in Moscow.) McDonald's hamburgers were bought not by standing in the five-hour line, but by placing a take-out order in advance with friends who worked there.

Waiting at a bus stop one day, Andrei uninten tionally demonstrated how spinning an extensive web of connections had become second nature to him when a woman vending fruit asked for help putting up her umbrella. The umbrella, which cov ered her entire stand, was heavy and in need of oil ing, and it took Andrei several minutes to get it up. When he had finished, the woman thanked him peremptorily and Andrei returned to the bus stop and lit a cigarette. Seeing the cigarette (Muscovites are limited by rationing to five packs of cigarettes per month), the woman called out to him again, asking first for a cigarette and then for a light, both of which he gave her. Laughing, I asked Andrei if he didn't consider the woman's behavior to be somewhat rude. He shrugged and replied, "Good connection. She willremember me and she willsell me fruit someday when there is nothing in the stores to buy."

All entrepreneurs run risks, but by taking in for eigners without permission and dealing in dollars, both illegal activities, Ivan, Andrei, and Kon stantin ran particularly great ones. Exactly how great became evident one night when they took a newly arrived group of Europeans to the banquet at the Hotel Rossiya. Dinner over, they exited through the main lobby where they were confront ed by police who insisted on searching them. All three balked, the police roughed them up, and they were taken away. The next day, they all had black eyes and swollen faces. The police had found over $200 on them and kept it all. When I asked why they had been treated thus, Ivan responded, "Because we took foreigners to a restaurant." Andrei's explanation was, "Because the police knew we were working and that we have more money than they do." Eventhe WeatherIs Worse Ivan, Andrei, and Konstantin picked the~ way expertly around the rubble of the Soviet economy and prospered in the process. But each bitterly resented the economic shambles to which Russia had been reduced.

Ivan blamed the Communist system in general BEATING THE SYSTEM 289 and Gorbachev in particular for the destruction of the economy. No string of expletives was long enough to express his disdain for the Soviet leader. It rained every day I was in Moscow, and when I asked Ivan if the weather was always so bad, he replied, "Only for the past five years," a direct ref erence to Gorbachev's term in office. Andrei offered a more sophisticated explana tion of the U.S.S.R.'s economic woes, but he, too, blamed Gorbachev. "Five years ago there were goods on the shelves," he said. "Even if they were expensive, they were there. Now there are no goods, there isn't even enough bread! Gorbachev has done nothing." Andrei believed that the root of the problem lay in profiteering. "The problem," he explained with controlled rage in his voice, "is officials.Not high officials,but middle officials, all around the country. They control where the bread, the products, willgo, and they keep them and don't let the people buy them. They keep them until the people are ready to jump up and riot and then they release them, but for more money which they put in their pockets. It is all the fault of the officials.So we must go to speculators-everything we must buy from speculators. Or else we stand in line always stand in line."

The happiest I saw Ivan was one afternoon when he returned from a shop with a set of table tennis paddles. "Look!" he exclaimed, "Ping-Pong paddles! They're from Vietnam-the best you can buy-and I didn't even get them from a speculator. I got them in a regular store, on a shelf!" TheirOwn Backyard Mr. Yeltsin is aware that the salvaging of the Soviet economy is going to require people who "know what business is, what entrepreneurship is, what a market is." But if he would look in his own backyard and see the self-made entrepreneurs already operating in it, he might realize that entrepreneurship isn't so alien to Soviet soil as he thinks it is. And if he would like to meet three home-grown Russian entrepreneurs, I'd be more than happy to put him in touch with Ivan, Kon stantin, and Andrei. 0 290 Cuba: Misery and Hope by Jorge Amador I t arrivedin Januaryas the GulfWar opened, and it read like a dispatchfrom Baghdador Kuwait: "The situation here is desperate.

There is no food, or water,or electricity."But it wasn't a press account from a place ravaged by bombing or military occupation. It was a letter from an ordinarycitizen,writingabout Cubainto its fourthdecadeofsocialism. Cuba'seconomicplightis hardlynews.A curso ry glance at United Nations historical statistics shows how a once up-and-coming developing nation has slowlysunk into the bottom half of ThirdWorldeconomies.But somehowthe parade ofgrimstatisticsneverreallyhithomeuntilaseries of lettersand personalinterviewswithrelativesin recent months added a human dimensionto the coldnumbers.Theseare not therantingsofembit tered exiles,but the firsthandaccountsofmen and womenwho grew up in FidelCastro'sCuba. I met my aunt Josefinain November,when she came to the United Stateswith my grandmother for a three-weekvisit.She lastsaw me whenI was still a toddler in 1961. She belongsto the genera tion of idealisticyouth who helped put Castroin powerin 1959.

What do you talk about with a relativeyou've nevermet before?As a nephewand a journalist,I was bound to ask, "What are things like over there?" "We'regoingbaekto the 19thcentury,"was her short reply. Josefina confirmspress reports that horse-drawn carriages are replacing delivery Jorge Amador is editor of The Pragmatist, a current affairs commentary. The names ofprivate individuals in Cuba have been changed for their protection. trucksin Havana.The governmentrecentlyissued bicyclesfor urbanworkersto get to work,and put in an order for thousands of oxcarts to replace tractorsin the countryside. Electricityis strictlyrationedin Cuba,she says, enforced by scheduled and unscheduled power outages.Thosewhospendmorethantheirmonth ly electricityallowanceget theirpowershutofffor threedaysa month.Twenty-five-wattbulbsarethe rage in Havana. Depending on their location, homes in the city have running water for a few hours everysecond,third, or fourth day. Josefina shouldknow:she'semployedin the waterworks.

For yearsthe Cubaneconomywas kept barely afloat by Soviet subsidies, but recently it has foundered as formerly Communistcountries in EasternEurope havestarteddemandinghardcur rency, not worthless rubles or Cuban pesos, in exchangefor their goods.The sharp rise in crude oil pricesfollowingthe Iraqi invasionof Kuwait madethingssuddenlymuchworse.Cubandictator FidelCastrowas quickto blameeverythingon the price of oil, but the economy continued to deteriorateevenafterDesertStormstartedandoil pricesreturned to pre-invasionlevels. ConsumerHell In response to the growingcrisis, Castro has decreeda "specialperiodofausterity"reminiscent ofwartimeeconomies.Rationinghasbeeninplace for mostconsumergoodssincethe 19608,but now everything is strictly rationed, and buying one rationeditemforfeitstherightto obtainsomething elseuntilthe nextrationbook arrives.

291 Empty store shelves: Cubans have plenty of money but little opportunity to buy. I "Things are very difficult here," writes another aunt, Rosa. "To give you an idea, it was my turn to shop on Friday. If 1 bought a refill for my pen, I would lose the right to buy perfume .... Abso lutely everything is [bought] by the ration book." "I am a Fidelista,but not a comunista,"declares my grandmother defensively over this kind of din ner talk. She admires Castro's carefully cultivated image as the dynamic Maximum Leader. "That's because you stay home all the time, and I'm the one who has to stand in line for hours to do the shopping," retorts my aunt Josefina. "You just see what they put on television. If you went out more often, you'd realize how bad things really are." As in other centrally planned economies, Cubans have plenty of money, but little to buy with it. Socialist labor bosses can boast that the system has given workers unprecedented levels of in come, but shoppers begin lining up in the wee hours of the morning before the stores open to make sure they get in before the goods run out.

Predictably, the preponderance of buyers over sellers has resulted in minimal levels of quality and service. "Let me explain to you how it is here so you understand," writes my cousin Lidia. "You take a roll of film to be developed. Three or four months later-if you're lucky-you get back maybe half the pictures you took. You go through the negatives and find undeveloped photos, but there's nothing you can do about it; you can't go and complain. And forget about getting extra copies of your prettiest pictures: it's impossible." Unlike a "seller's market" in a free economy, however, entrepreneurs cannot enter the market to provide the relief of competition. Nobody else is allowed to fill the people's needs, and the sellers themselves derive no profit from their endeavors, so they lack the incentive to increase their own production. The result is not a seller's paradise, but sheer hell for consumers.

"StoneAge Man"in Manhattan My cousin Domingo, 38,left Cuba for good with his two sons late in January. He was eager to tell me about Cuba, and to offer his first impressions of the United States. "Coming to the United States from Cuba is like putting a man from the Stone Age smack in the middle of New York City," he said to me. "The differences are that great. Here you have everything; over there, we had nothing."

292 THE FREEMAN • AUGUST 1991 UnlikeJosefina,Domingolivedin the country side. I probed him for information about rural Cuba.Whateverbecameofthe farmers'free mar ketsthat Castroallowedfor a few yearsin the mid 1980s?Didn't they help to ease the shortagesof food staples? "They were relatively expensive,"replied my cousin,"but youcouldget thingsyoucouldn'tfind in the state stores.Fidelcloseddown the farmers' free markets because, as he put it, they were 'exploitingthe people,' sellingrice at 1.30pesosa pound.So then he set up thesestate-run,socalled 'parallelmarkets'-and they soldthe samerice at 1.50 pesos a pound." Now even the parallelmar kets are closed,sincethere'snothingto sell. Whateverthe economy'smaterialfailings,apol ogistsfor Cuban socialismare quick to point out that Cubans now possess"dignity,"an intangible commoditywe are saidto havelackedbeforeCas tro. Whether or not Cubans had dignity before, Domingowould disagreethat they have it today.

"Whathurtsthe most,"he saysaboutconditionsin Cuba,"isthe discriminationagainstCubansby the governmentitself." TheCubangovernment,he explains,runsstores where only people with hard currency(e.g.,U.S. dollars)are allowedto shop. Since Cubansaren't allowedto possessforeigncurrency,onlyforeign ersare admittedintothe stores.Thehard-currency shopsoffera widevarietyofgoodsnot availableto the average Cuban,who has to askvisitorsto go in and buy thingsfor him. "There are restaurants where anybodycan sit downto eat, but there are two setsof menus-one for foreignersand another one for Cubans,"says Domingo."You can sit at the same table and not be allowedto orderthesamethings,unlessthecus tomerwiththe hardcurrencyoffersto payforyour meal." Cracksin the Monolith Because the regime quicklyswoops down on displaysof publicdissent,Cuba presents an out ward image of undisturbedharmony.But clearly there is widespreadprivate disenchantmentwith the socialist system. One relative reports the resultsof an informalpollshe took at her officein Havana:75 percent said they are againstthe gov ernment, 10 percent are in favor, and the rest declinedto say. The fact that she felt safe enough in her surroundingsto undertakesucha projectis itselfrevealing.

Duringmy interviewwith DomingoI turned to his sons and asked what young people think of Castro. Aren't they indoctrinated in socialism from Day One? "Yes,but nobodybelievesit," said Andres,age 19. "WheneverFidelgoeson TV we say, 'The heck with him,' and go out and party." After 32 years, the state's effortsto imbueyouth withsocialistide ology can't compete with the hard evidence of its failure all around them. His brother Ian, 8, played with a remote-con trolled toy fire truck. But misery had made him wisebeyond his years. lao took me on a tour of his grandfather'shome in Connecticut,whichthe fam ily was leavingfor sunnier skiesin Florida. Strewn all over the house was the debris of movingprepa rations. Ian led me to the garage.He walkedme around a pile of items to be discarded before the move: a wooden wine-bottle box, a rack full of dusty cups and glasses,someold tools,dirtyclothes."Here [in the United States] you consider all of this trash, junk to be thrown out." He picked up the wooden box by the handle. "But in Cuba we wouldsaveall these things.When you're poor you have to make do with what you have."

In the face of crushingpoverty and stifled for mal speech, Cubans have turned to humor for relief. Cuban jokes about features of daily life, fromrationingto Castro'spersonalitycult,serveto expresspopular feelingsabout the socialist"revo lution" and its MaximumLeader. In a recent compilation of Cuban political humor (Chistes: Political Humor in Cuba [Wash ington: The Cuban American National Founda tion, 1989]),Luis Aguilar,a professor of historyat Georgetown University,includesone about Sher lock Holmes, the master of logical deduction. Walking the streets of Havana with Dr. Watson, Holmes stops to watcha man wipinghis browwith a handkerchief and walkingbrisklypast them. "Watson, do you see that man who has just passed us? Well,he doesn't have any underwear." Watsoncouldn'tbelievehis ears about Holmes's statement and asked the man in question if it was true. Upon hearing his affirmative reply, Watson inquired from Holmes how he had reached such a conclusion.

"Elementary,Watson,elementary.In this coun try,he whospendshisration coupon on a handker chiefforfeits his right to underwear!" The cracks in the Cuban monolith are slowly growing. Listening to Radio Marti or TV Marti, the U.S.-sponsored services broadcasting into Cuba,is a punishableoffense.Nevertheless,Radio Marti is the most popular station in Cuba. "When CUBA: MISERY AND HOPE 293 Radio Marti comes on, the streets are emptied," says Domingo. "Everybody plays it real low so nobody can hear you listeningto it from the other side of the wall." TV Marti has been jammed by the Cuban gov ernment sinceit first came on the air, but that may change soon. "The jamming signal is transmitted from a helicopter," claimsJosefina, half seriously. "We're all waitingfor the helicopter's fuel to run out so we can watch TV Marti uninterrupted." But what about those great rallies we see on television, where everyone cheers Fidel's every word? "People go because they get off from work that day," explains Domingo. "It's like a holiday.

But if you don't show up for the rally or don't cheer,you're suspect." And what of those infamous "Committees for the Defense of the Revolution," the busybody block committees that are supposed to keep tabs on the people's political correctness? Josefina is the vice chair of her block committee. Participat ing in the CDRs is a matter of survival,not ideo logicalcommitment. So how soon can we hope for change in Cuba? Domingo was pessimistic. "The problem is that everybody complains in private, but nobody is brave enough to be the first to go out on the street and start a revolution.They'll shoot you." Politically,Cuba today appears to be in what we mightdescribeas a pre-reVOlutionaryhighsimmer: it could boil over at any time. There is general dis content, but as yet no widespread opposition movementto giveit direction.Crackdownson for mal dissenthavemade it more difficultto organize the opposition,but as the exampleofRomaniasug gests,organizedoppositionmay not be necessary.

"Youknow,"I told Domingo,"in Romania they had a big rally for the Communist dictator Ceau sescu, and the crowd started booing when they were supposed to cheer. It was quite a shock. The people then poured onto the streets, and the regimecollapsedin a matter of days."Even a mas sivestate securityapparatus,personallyloyalto the dictator,couldnot stop the people when enough of them decided they couldn't take it anymore. Not surprisingly, my cousin had not heard of this. Couldn't the same happen in Cuba, I asked, when things get so bad that somebody might decide they've got nothing to lose? It only takes one smallspark to set off a tinderbox. My cousin'seyes lit up. "It just might." D 294 California'sMan-Made Drought by Dirk Yandelland MichaelC. Paganelli C aliforniansandother Westernersare feel ing the effectsof a fifth year of drought. Reservoirsare at recordlows,riverlevels have dropped significantly, and the Sierra Nevada snow-packhas been well below normal.

Water has become an everydaytopic, and emo tions are strong. The shortagehas led to a numberof proposals to promote conservationand regulatewater use. Mandatorycutbacksand masterplansfor conser vation have been implementedor are beingcon sideredby waterdistrictsthroughoutCalifornia. Water-usecontrolsincludebans on the opera tion of large fountainsand decorativewater dis plays,restrictionson servingwater in restaurants unlessrequestedbythe customer,andbansonhos ingdowndrivewaysandsidewalks.Limitsonusing sprinklersystemsto waterlawns and shrubshave been imposed,and washingcars at home and fill ingswimmingpoolsandspashavebeenforbidden. The mostsevereproposalscallfor an outrightban on all outdoorresidentialwateruse. Households have been warned of impending mandatorycutbacksof30to 50 percentfromaver age water usagein prior years.The impositionof this severerationingwas postponedin many dis trictsafter heavyrainsfell in March,but planning forsuchrationingcontinues.In SanFrancisco,pri vate homes and businesseshave been budgeted only75 percentof their usualconsumption.Santa Barbara householdsand businesseswere ordered to cut waterusageby 45 percent.

Dirk Yandellis AssociateProfessorof Economics at the UniversityofSan Diego.MichaelPaganelliis astudentof businessand economicsat the Universityof San Diego. Many citiesare using "water-wastecompliant investigators"to rootoutwater-wastingcustomers. Peoplefoundwastingwaterarefirstissueda series ofwarnings,butultimatelyfacefines.Unrepentant "water hogs" have flow restrictersput in place to reducewaterpressureand limitusage. The problem is that all rationingplans ignore the naturalforcesofthe marketplace.All usersdo notplacethesamevalueonwater,butallareasked to curtailusageby the samepercentage. A Marketfor Water Theefficientsolutionis to allowa watermarket to develop so that allocationscan be made in a competitive environment. The way to get con sumersvoluntarilyto use lesswateris to allowthe market price to rise to reflectits decreasedavail ability.At higher prices,consumerswill have an incentive to conserve. Water will be demanded only for its most highlyvalueduses. An efficient allocationresults,and no regulatoryintervention or costlypolicingis needed.

Consumerscomplainedwhenthe priceof gaso line rose during the U.S. buildup in the Persian Gulf, but most understoodthat the priceincrease reflected the expectationof reduced availability and the uncertaintyof future supplies.Shoppers understand that cold weather has a direct influ ence on the pricesof many fruits and vegetables. Consumersregularlysee pricesadjustin response to changesin market forces, and yet the idea of allowingwaterto be allocatedby the samemarket forcesis ignoredin the currentdebate. The focus on residential rationing is curious when one considers that only about 15 percent of the water used in California goes to household and industrial sectors. The remaining 85 percent is used by agriculture. In fact, 40 percent of the state's water is used to grow rice, alfalfa, and cotton, and to irrigate pasture land for grazing' by cattle and sheep. These uses combined produce only about 0.2 percent of total state income.

Water for agricultural uses often is sold at prices well below the price to residential customers. Prices charged to some agricultural users are as low as $8 per acre-foot (one acre-foot of water is the amount needed to cover one acre to a depth of one foot), compared with those to some urban users who are charged well over $200 per acre foot. The focus of the water debate shouldn't be on the regulation of water use, but on means for effi ciently allocating existing supplies. The current allocation of water is determined by historical water rights. Such rights follow the legal concept of "first in time, first in right." This means that those who first claimed the right to a source of water may use it as long as they and their descen dants live. Unfortunately, the right is simply to use the water, not to sell it. To discourage hoarding, most Western states require that the water be applied to some "benefi cial use." If not, water rights can be lost. Because of this requirement, water is used in such histori callydefined "beneficial uses" as irrigating acres of alfalfa or other grasses for grazing cattle or sheep, or for growing cotton or flooding rice paddies in semi-arid regions.

Farmers and ranchers with water rights have no incentive to save water. Excess water cannot be sold to eager urban consumers, and conservation techniques are many times more costly than the cost of the water saved. Farmers often get the blame for urban water shortages, but they are sim ply responding to incentives that government poli cies place before them. Current policies have kept the price of water from reflecting its true value. One acre-foot of water contains about 326,000 gallons. A price of $200 per acre-foot is equivalent to about 6.1 cents per 100 gallons. A few cents per day to keep thou295 sands of dollars of landscaping alive is an expense that most homeowners are happy to pay.The plea sure that a pool or spa provides is well above the cost of the water needed to fillit. Water for cooling or lubrication in a manufacturing process may be much more valuable than as an agricultural input.

Mutually beneficial exchanges, made in a func tioning water market, would allow farmers to sell excess water to the users who most highly value the scarce resource. It is impossible for a central planning body to calculate all the efficient uses of a particular resource. As E A. Hayek put it, central planners cannot compute "the infinite variety of different needs of different people which compete for the available resources .... " The rational approach is to design policies that allow the marketplace to efficiently allocate water to the uses that provide the best economic return. Water markets need to be developed to allow water transfers. This doesn't mean that those with rights need lose them, but only that they face the full market costs of using water. As the price rises, some farmers may find it most profitable to leave their fields fallow and sell their water to others. A water market will allow those with the most highly valued uses to obtain the water they need.

Prices will adjust to reflect the relative scarcity of water. In periods of drought, the price will rise, which will discourage residential water use. Con sumers will find it desirable to switch to brooms and low-flush toilets, just as higher beef prices encourage consumers to eat more chicken and fish. The advantage is that consumers will be free to choose how they use water, and no rationing policy need be put in place. We all watch the disaster of economic planning in the Soviet Union and Eastern Europe and applaud their movement to a more market-orient ed economy. We recognize that their chronic short ages of products from apples to automobiles are a direct result of the failure of a command economy. Somehow most policy makers don't realize that the current water shortage is the result of the same anti-market philosophy. D 296 Teaching Business Ethics in an Environment of Mistrust by Tibor R. Machan N ewsweek recently ran a "My Turn"

column by Professor Amitai Etzioni. Etzioni, a professor from George Wash ington University, and author of The Moral Dimension(The Free Press, 1988), a book highly critical of market economics, taught a term of busi ness ethics at the Harvard Business School. In his Newsweekpiece he criticized his business school students, complaining, for example, of their mea ger interest in ethics. Etzioni's main complaint was that he "clearly had not found a way to help classes full of MBA's see that there is more to life than money, power, fame and self-interest." The MBA students were disappointingly fond of business, including adver tising, as far as Etzioni was concerned. Some even endorsed the idea of "consumer sovereignty," meaning that consumers pretty much have the opportunity to make up their own minds as to what they will purchase, even in the face of persuasive advertising. In response Etzioni cried out: "But what about John Kenneth Galbraith's view [which] argues that corporations actually produce the demand for their products, together with what ever they wish to sell-say male deodorants." He thus implied that consumer sovereignty is a myth-people are coerced by advertisements to buy things they "really" don't want.

We could dwell here on Etzioni's substantive Professor Machan teaches philosophy at Auburn Uni versity,Alabama. criticisms of business students and professionals, and we would find that they aren't very telling. For example, there is a famous response to Galbraith's debunking of the consumer sovereignty doctrine that Etzioni fails to mention. In a piece only rarely used in business ethics texts, "The Non Sequitur of the 'Dependence Effect,'" E A. Hayek has argued that although desires are indeed created, in a sense this is just what occurs with all innovations-artis tic, scientific, religious, or whatnot. When a new symphony is written, it may "produce" a demand; people may take note of it and find it preferable to other music. So, whenever a new service or prod uct is introduced, it obviously is hoped that some one will desire it once he or she sees its point and judges it as having merit.

No doubt there are consumers who will buy things on a whim and even waste their money on what is clearly bad for them. As against some neo classical economists' protest that "the free exchange process benefits all participants on the market," it needs to be granted to Galbraith and Etzioni that there are market failures, that is, wrongs that can occur within the system of free exchange. Indeed, it is quite possible that in some cases one or even both parties, after the fact, will find that they have failed to benefit from trade. Yet that isn't crucial-human fallibility is certainly not confined to market behavior and has a much wider impact when government planners are given broad powers. What is doubtful is that Galbraith or anyone else is more competent than we are at deciding what is the right thing for us to buy. Thus, judging by how Etzioni tells us he went about teaching his business ethics course, it is no wonder that his students responded without much enthusiasm. What our professor apparently did was not teach business ethics but engage in the familiar academic pastime of business bashing.

Anti-Capitalismin Academia It is no surprise that Harvard MBA students found the standard approach to business ethics teaching objectionable. The message in such courses is that what people in business are doing is from the ground up morally suspect, perhaps even contemptible. It is an activity that we must, per haps (at least for the time being), engage in but if we could only get away from it we could go out and live a decent, respectful, human life. This notionthat capitalism is just some unavoidable but nasty period of humanity's existence that will, fortunately, soon be overcome, with the capitalist class promptly liquidated when the time is ripe-has overtaken our universities because, sad ly, a large portion of Western intellectual history plays right into its hands. It is especially important to counter these views when millions of people around the world have discovered the hopelessness of socialist and Com munist systems that prohibit business and denounce commerce as evil.If these viewsprevail, soon after economic recovery the moral con science of these people willonce again guide them toward such anti-capitalist social arrangements.

Perhaps I ought to state some of my own cre dentials for discussing this topic. I have taught business ethics at the College of Business and the Department of Philosophy at Auburn University in Alabama. Formerly I taught the same course at the Department of Economics at the University of California, Santa Barbara, as well as Franklin Col lege in Lugano, Switzerland, and the University of San Diego. In these courses I treat the profession of business as every bit as capable of being honor able as any other profession. It is with this assump tion that I discuss with my students various prob lems of ethics that might arise within business, such as unjustified dishonesty in advertising, unjust discrimination in employment and promo tion, the problems of nepotism, or the complica297 tions involved in trading with foreign colleagues who adhere to standards that seem to be morally insidious. Business ethics students find none of this objectionable-even when it is suggested that often in life the socalled bottom line of profit isn't the bottom line at all.

Similarly, in teaching medical, educational, legal, or engineering ethics, the objective is to take general and mostly familiar ethical theories and show how they might be made applicable to the problems that have to be tackled within special disciplines. What would utilitarianism say about surrogate motherhood or the problem of honest communication in the case of fatal diseases? How do we apply the tenets of Christian ethics or those of ethical egoism to the problems of risk aversion in the building of high-rise apartments or automo biles? These are the problems of some branches of applied ethics. Any such field presupposes that people want to be decent human beings in the con duct of their professions. They want to be good persons in the different roles they play in their lives, and all they really need is some enlighten ment about special problems in these areas. This means taking the general ethical precepts or prin ciples they should live by and probably have already assimilated into their lives, and showing their implications for these special areas.

That is how to teach professional ethics proper ly. The professor doesn't simply take a side and try to badger students into agreeing with him. Rather the tenets of the major ethical systems are aired, and the different implications they may have for the special areas of human conduct are explored. In a book I recently edited and contributed to, Commerceand Morality,Douglas 1. Den Uyl and I wrote an epilogue entitled "Recent Work in Business Ethics: A Survey and Critique." It appeared earlier in the American Philosophi cal Quarterly.The piece makes it clear that what the various major business ethics books and business ethics writers have been saying and what they teach have nothing in common with the way I teach business ethics. Nor, in fact, does it parallel the content of applied ethics courses for other professions. In fact, I found that the accepted approach to teaching business ethics is seriously biased. It doesn't even cover the topic that names the course.

Such courses are ironically-considering that 298 THE FREEMAN • AUGUST 1991 "truth in labeling" is one of those public policy matters urged in them-mislabeled as "business ethics." What is going on here is not the teaching of business ethics but the maligning and attempted taming of business. We meet up with it throughout the country's universities. Most of these courses are concerned not so much with the subject matter of ethical conduct within the profession of business as with the denigration of the profession and the advocacy of public policy to reform it. Denigratingthe Pursuit of Prosperity Most business ethics courses and textbooks tend to involve going to the students and essentially demonstrating to them that the very objective of commerce is morally shady.For these teachers and writers, the pursuit of prosperity is,if not immoral, at least amoral-without any moral significancein human life.This is despite the long tradition of eth ical teaching in which the pursuit of profit could well be construed as an aspect of prudence, a trait of character that has, after all,been regarded as the first of the cardinal virtues.

Instead of seeing business as the institutional expression of prudence, business as a profession is mostly distrusted and denigrated. Accordingly,the only way to be ethical in business is to abdicate. Short of that, one is at least required to wash one's hands after leaving the executive suite. As business ethics is conceived in much of academe, decent or moral persons in this profes sion must demonstrate to others that they are not seriously committed to business after all. The only reason business existsis that it turns out to be a pre condition for doing some really good things in life. But a decent person in business is one who pays attention not to making money or earning a good return on investment but to rectifying social ills, what is now called being "socially responsible." Most teachers and authors in the field of busi ness ethics view corporate commerce in the tradi tion of mercantilism-corporations are entities created by the government to serve some public purpose. Professor Richard DeGeorge, who has authored numerous texts and articles in business ethics, adheres to this view, as does Ralph Nader.

Both see people in the business world as entrusted with a public purpose; they shouldn't aim at eco nomic success.They also ignore the point, made in reply by Robert Hessen, in his In Defenseof the Corporation (Hoover Institution Press, 1979),that the idea of business corporations as entities creat ed by the state harks back to a conception of soci ety within the feudalist and mercantilist tradition. In that view citizens are subjects and thus lack per sonal sovereignty. Once this theory is understood as unjustifiably elevating some persons, namely, those exercising state power, to a superior status reigning over others, the implication is clear: The government-created-entity view of business cor porations takes citizens to be essentially servile, especially in their economic endeavors. Instead, as Hessen explains,·business corpora tions should be seen as voluntary associations whereby people hire professionals to perform tasks so as to reap profits from them-i.e., as a means for gaining some prosperity.

Searchingfor MoralSubstance When business ethicists look to economists as the moral defenders of the institution of business, they willfind, apart from a few cases,very little that is of moral substance. Yet that shouldn't be surpris ing-as students of commerce, economists seek a technical understanding of the workings of busi ness.They don't dwellon moral issues,just as other social scientists don't. But moral philosophers shouldn't take advantage of that-and they usually don't when it comes to other social sciences. Instead of looking to economists to explain why business might be an honorable activity,business bashing ethicists should look to fellow ethicists. There are some who see in business activity a per fectly legitimate form of prudential behavior, aim ing at the prosperity of the agents and their clients. And they should then try to come to terms with the arguments of these people from their field, ones that try to establish the moral propriety of such prudential conduct.

Instead business ethicists tend in the main to argue with people who aren't prepared to debate the fine points of moral philosophy. Thus, these business ethics teachers find little resistance from most business students to their attempt to discredit the moral foundations of bona fide business. This way they make it appear that the field is nothing but an arena of naked greed, amounting to little more than sheer vice. As even the founders of modern economics used to say, with commerce TEACHING BUSINESS ETHICS IN AN ENVIRONMENT OF MISTRUST 299 what we see is private vice-greed-linked with public benefit-the nation's increase of wealth. Because of disdain toward business, business ethics courses tend not to focus on ethics prop er-on how to be ethical in the performance of the tasks of the profession. Instead, they discuss what public policies we need to get business on the right track. They worry about how to force business to be sociallyresponsible and lessconcerned with this morally low objective of making a profit.

Most business ethics courses and textbooks are preoccupied with politics, not ethics. Their ques tion is, "What is it we need to do to tame business by government intervention, by regulation, by litigation?" The answer is, "Invent a host of new rights that consumers and workers are supposed to have, rights that in our political system, based on pro tecting human rights, are owed government pro tection." These rights include workers' rights to decent wages, or women's wages based on compa rable worth, the right to fairness in the market place, to job security, to safety and health protec tion on the job, and so forth. Never mind that the market may not enable employers to pay and to comply with all this, never mind what workers agree to of their own free will. Business ethicists are busily advocating a deluge of regulatory mea sures that require commercial agents to comply or go under.

This implies that what people in business are after-profit, which is to say, prosperity-is really not an honorable objective. We simply shouldn't let people run free when they want to acquire wealth by peaceful means. If we allow commerce at all, they say, it needs to be kept under stringent controls. This is accomplished through innumer able government regulatory bodies at the Federal, state, county, and municipal levels. It makes little impact on business ethics teachers that often such public policies stifle what little real chance people have for economic solvency.It cer tainly doesn't faze them that they limit the freedom of commercial agents. After all, since no real moral merit can be found in the pursuit of profit, therefore even in case of the slightest moral demand upon those in the field, their professional objectives must be sacrificed. Solvency is of some concern, but certainly let's not be serious about it.

I'm painting a bleak picture, I know.Others who teach business ethics might be more optimistic. They may know teachers who are somewhat bal anced in their approach. But the literature in the field-including major scholarly books and arti cles, as well as textbooks-follows the lines that I have described. PrevailingViewsof Employment In discussions of the employment relationship, most business ethics authors and professors argue that there shouldn't be employment at will.That is, employers ought to be constrained forcibly-by government regulation or litigation, not by freely entered-into contracts-in their judgment as to whom they hire, fire, demote, or promote. This is defended on the grounds that employees are pow erless, compared with employers, and they are entitled to a property interest in their jobs. Most business ethicists also argue that employ ees should be forbidden from making certain kinds of decisions-choosing to work at higher risks than what is reasonable (as figured by risk analysts in academe or in the federal govern ment). OSHA will then proceed to regiment the workplace accordingly.If employees wish to take "unreasonable" risks for higher pay, they are for bidden to do so. Government imposes a given set of standards on every business-never mind how new and how much in need of some initial cost cutting the business might be and never mind indi vidual differences in employee priorities.

Answers to these arguments are rarely supplied in businessethics texts and courses-except for cit ing some ideas from neoclassical economists who almost uniformly deny the existence of objective morality in the first place and have no direct ethical response to such complaints about the market. Take another area. Here the objective of most business ethics professors is to show that most employees shouldn't be subordinated to managers. They argue for socalled employee rights that should diminish if not annihilate the position of management. The employer is viewed as a tyrant, oppressor, and exploiter, and this needs to be countered with some effective legislation and court decisions. It doesn't matter that some employees prefer working for employers who take bigger risks and thus are expected to reap greater returns. Differ ent business establishments might also require dif ferent types of organization-in some there won't 300 THE FREEMAN • AUGUST 1991 be room for shared managementrolesif they are to be run efficiently.None of this mattersand will be subordinated to the will of the state, with the fervent approval of many who teach our college studentsthe ethicsof business.

So we havein academea sustainedattackonthe professionof business.Wherestudentsseek guid ance in their preparation for the profession through the studyof ethicaltheoriesand the spe cialproblemsofcommerce,theyreceivea message that their chosen professionis dishonorableand would best be totally uprooted. It is no wonder, then,that theyavoidbusinessethicsif theycan,or look upon it withsuspicionand fear. Intothe MoralUnderground There is yet another result:it is verydifficultto induce people in businessto behave themselves properly,givenhow utterlyconfusedthey mustbe by now concerningmoral issues associatedwith their profession.It's as if we were tryingto teach ethicsto people we also label professionalcrimi nals. Once we have declaredan activityto be cat egoricallywrong,itis nearlyimpossibleto upgrade it. We have driventhe professionof businessinto the moral underground;it's no wonder that busi nesspeoplefind themselvesconfusedas to how to lead an upstandingprofessionallife.

And those in business, as many of them will admit-usually to theirchildrenwho thenreport it in the classroom-are virtually schizophrenic about their profession. They can't be proud of whattheydowhentheydiscussit.athome;theyare unableto telltheir children,as a doctoror an edu cator is able to tell his or hers, that they are engagedinsomethinghonorableoutsidethe home and that the culturerespectsthemfor it. No, business or commerce is a kind of shady thing always under attack, and of course people in academeas well as too many artists, po liticians, movie producers, and, oddly enough, membersof the businesscommunityitself-tend to sanction this reputation. After all, programs suchas "Dallas" are beingsponsoredby corpora tions,as are all the sitcomsin which,for example, someone might be making a decision as to whether to becomean elementaryschoolteacher or a businessexecutive,and the entire half hour is devoted to a humorous but biting exploration of how rotten a decisionit would be if it turned out to favorjoiningthe professionof business.

All this,of course,is quite tragic.It is probably debilitatingin many more ways than L I have sug gested-psychologically, morally,and culturally. We are a societyin whichpagesand pagesof each newspaperare devotedto business.It is deemeda most important aspect of our lives on the one hand.On the other,however,the verypeoplewho playkeyrolesin the dramacannottakefullhuman pride in their activityin the way other profession als can. Why BerateBusiness? But why is thisallgoingon in universitydepart mentsofphilosophy,andevenin businessschools? Why is it that businesshas sucha bad press? Manyanswershavebeen given.Somesay it has to do with envy. That's probablythe most preva lent analysisproduced by those, such as Ludwig von Misesand HelmutSchoeck,who observeand want to understand the anti-capitalistmentality. Others discussthe fact that many people dislike and distrust economicpower,which they believe can be usedto exploitinnocentand helplessfolks.

Doesn't government get "bought" by business? Thus,doesn'tthe blamefor governmentalmiscon ductlie withthisprofession?And there is alsothe claim that members of the business profession actually brought all this upon themselves when they wouldn'trely on the rulesof the free market to playthe game of commercebut urgedthe state to help them out in times of hardship,as did Lee lacoccawhen Chryslerwas in trouble. Such explanationsare unconvincing.The rea son the envypremisedoesn'texplainverymuchis that there are lots of areas of life in whichpeople are excellent or outstanding and aren't so righ teously envied and denigrated as they are in the business world. Business isn't just envied, it is resented. Peoplewinthe NobelPrize,becomestarsingers or actors,and while there may be some shameful envy associatedwith this, most people recognize theirs as legitimateaccomplishmentsand tend to honor them,flockto their movies,go to their con certs, and so forth, rather than attack them with hatefulindignationand try to dragthem down.

As to economicpower,here the problemis that powerhas manysources,somemore or lesspopu lar, and when we lament economicpower we are TEACHING BUSINESS ETHICS IN AN ENVIRONMENT OF MISTRUST 301 confessing our distrust of economics. If power comes from being a celebrity or very beautiful or a great prose writer or a brilliant artist or a magnifi cent television commentator, we don't seem to have much trouble with that. And concerning business'swillingnessto turn to the state, consider that these days practically everyone runs to government with his or her pet project. If government advances ecological inter ests, this is deemed to be an honorable project. If artists are given support, ethicists seem not to mind very much-nor are they disdainful about taking a few thousand tax dollars in support of their next ethics book (e.g., from the National Endowment for the Humanities). There is a more fundamental reason why busi ness has gotten such a bad rap. At the levelof ideas this is a very ancient reason, one that comes from some very honored philosophers-Plato in partic ular, and to some extent Aristotle. Indeed, most major philosophical and theological figures in Western history must take the blame.

The IntellectualRootsof Hostility The basic intellectual underpinning of the hos tilityto businessis the idea of dualism or,more par ticularly, idealism. Idealism in philosophy means, roughly, that the most important reality is ideas and not nature. Put differently, it is the spiritual realm, not the natural that is of primarysignifi cance.Dualism is the viewthat two major elements of reality exist, the natural or material element and the spiritual or intellectual element. Dualists com monly choose the intellectual or spiritual as the one with higher substance, as the more important one. Not surprisingly,to the extent they believe that human beings are composed of these two ele ments, those who hold these views usually select for special treatment and honor the intellectual element of human life. Indeed, in Aristotle's ethics the truly happy or contemplative life is the one lived entirely at the level of thought or in tellect. In Plato's ethics as well as in his politics, at least at first reading, those people who special ize in mental labors-who flourish intellectual ly-are the most worthwhile. These then are the people who ought to be accorded the role of lead ership and guidance in society. The rest-espe cially those occupied with the mundane tasks of trade-must be subordinated to their will.

Following this philosophical viewpoint, subse quent Western thinking fell in line. Many popular religious readings tended toward a denigration of prosperity and wealth-seeking. The institution of usury, one that characterizes the tasks of most banking and lending establishments, was con demned for centuries and found to be unnatural for human beings. And we still are told by many moralists that earning interest on money is close to the lowest form of money-making. The only time in Western philosophy that we escaped this kind of thinking was during a very radical swingtoward the other extreme. This came with Thomas Hobbes's turn to radical materialism. Hobbes, in the 17th century-following his enthu siasm for Galilean physics and science in general (which was itself given sanction through the rein troduction of Aristotle's work in Western culture by St. Thomas Aquinas)-eompletely denied the spiritual or intellectual realm. For him and his fol lowers everything is matterin-motion, and the whole world can pretty much be understood in terms of physics.

Due largely to Hobbes's influence and to that of his followers, such as Bernard Mandeville and Adam Smith, business in modern times has made some gains, at least on the practical front. Com merce has at least become legitimatized-some of the more severe disdain toward it, which had once resulted in outright bans of much of what now passes for business,is no longer institutionalized in our legal system. Instead, what remains is a moral or ethical sus picion toward business that, however, feeds into the legal mechanism via extensive restrictions against commerce. Consider that even the First Amendment is abandoned when judges rule on commercial speech! Yet the value-free nature of the brief respite given business hasn't saved the institution from descending nearly to its earlier disreputable status. Suppose now that we still find reality as well as human beings divided into two spheres. And sup pose we designate the spiritual or intellectual sphere a higher level of reality. Then it is not sur prising that those who work at supplyingour mate rial needs and wants will not be highly honored and may even be held in moral suspicion.They are threatening to divert our attention from what is truly important.

302 THE FREEMAN • AUGUST 1991 In any case, this is what I take to be one serious way to understand why business is treated so shab bily in our culture. There are probably other rea sons involved, although arguably they are not so fundamental as those I have been discussing. MarxistMaterialism There are some apparent difficulties with the position I have advanced. One might be tempted to argue that Marxism is an exception to my anal ysis. After all, isn't Marxism a materialistic philos ophy, and doesn't it at the same time denounce business? First of all, Marxist materialism is a peculiar kind, dialectical materialism. It still abides by the notion of a firm hierarchy of nature. And the top of the hierarchy in human sociallife tends to be the intellectuals, especially in Marxism-Leninism. Those engaged in intellectuallabor are regarded as of a higher caliber than those who merely do menial work. And actually one of the functions of capitalism in Marxist philosophy is to eventually do away with menial labor and thus make us ready for pure intellectual labor in Communist society.

Furthermore, according to Marxism, until in the future when humanity will be rewarded for its labors, most of us are supposed to wait around and act pretty servile. And when that future has arrived, one of the rewards to humanity will be that most of our generalized work will be intellec tual, while the tedious and harsh work willbe done by machines created in the capitalist phase of human history. Marxism, in addition, holds that capitalists, who are producing for the masses what the masses ignorantly want, engender market anarchy rather than a rational economic order. But a' rational order would produce what is right-that is, aside from basic necessities, goods and services arising from our intellectual talent such as musical com position and philosophical criticism. At this juncture I am not going to criticize at great length the basic thesis underlying the deni gration of business. My aim has been to pinpoint the intellectual source of this attitude and why business ethics is treated as it is at our universities and colleges. Some of my criticism is already implicit in what I've said.

Yet let me put myself on record by saying that I think the fundamental mistake is to divide human beings into separate selves and not to recognize that what they are is of one cloth, and that if they are important, they are important in all respects, in the whole of their nature as human beings. A human being is an integrated entity, and the entire ty of this entity needs to be cared for and honored, not just some special part of it. Certainly from an ethical point of view to be prudent or conscientious about one's life involves, also, taking good care of one's material well-being: clearly this is acknowledged to some extent when we are prepared to care-and gain credit for car ingabout our health. But at the same time as one grants the health profession an honorable stand ing-probably because it is a kind of derivative theoretical science-the very same reasoning should apply in granting the business professions an honorable standing.

Worthyof Respect Professionals in business are clearly attending to some of the legitimate purposes of human life, namely, the securing of prosperity-of a pleasant, happy, spirited, and in the final analysis robust human life. And while they may not be the main contributors to a full life, they are surely very important to it and as such their work ought to be respected. Their profession deserves all the honors given to educators, doctors, scientists,lawyers, and politicians. And when we teach business ethics to students who will probably enter that profession, we ought to teach them not to abandon their task, feel ashamed about it, set out merely to tame it, deni grate it, consider themselves freaks. Rather they should be guided in how to do this entirely honor able task in a way fully compatible with living up to all the basic moral requirements of a human life. And it should be made clear to them that when some moral point of view appears to denounce their profession, this is not necessarily the end of the story-the moral point of view might be in error. Let them figure out how to handle it, rather than trying to indoctrinate them to believe that business must be at fault.

Business people may be told that while they are business professionals,they probably also have the responsibility, in most cases, to be concerned about how to be good fathers or mothers or citi zens. That doesn't denigrate business. But it is TEACHING BUSINESS ETHICS IN AN ENVIRONMENT OF MISTRUST 303 another thing to tell them, "Well, you may carry on with the profession of business only because it's something we need, but it is too bad you have to. And if you can do anything else, please don't hes itate but do it." Yet this is precisely the message communicated to us all the way from TV sitcoms to the classrooms of the Harvard Business School. Now perhaps it will be noted that other profes sions are often ridiculed or scorned, so why make special note of business's bad press? Yetwhile doc tors, lawyers, politicians, and others do receive some friendly drubbing-at the hands of comics, Hollywood, and others-the business community is outright smeared and maligned. The frequency with which it turns out to be a business person who holds the smoking gun in anything from a cheap detective novel to the most expensive PBS mystery is staggering. Although Samuel Johnson may have believed that "There are few ways in which a man can be more innocently employed than in getting money," this is not at all the viewpoint of those like Arthur Miller in Death ofa Salesman or the screen writers of Wall Street who all seem to agree that people in commerce are "money-grubbers."

Here in the United States, in turn, there is a new statism in the air, associated this time with the con cerns we have about the environment. Despite the fact that socialistsystems have coped far worse with this problem than the quasi-capitalist ones, many environmentalists continue to look to the govern ment for managing the environment. And if it is suggested that privatization be tried, this will be resisted so long as people believe that making a profit is somehow a shady thing, especiallywhen we face emergencies. Unless business and prosperity gain a better moral reputation, the main solution to our environmental problems willescape us, and we will continue to be plagued by ill-conceived and hopeless governmental approaches, the very ones that often created these problems in the first place. Both justice and practicality favor reconceiving commerce and the profession of business as moral ly respectable. And while the prospects of counter ing centuries of contrary opinion are dim, the effort to change our course seems to be well worth making. D Business and Ethics T he latter part of the 18th century marks a watershed in human history.

Walter Lippmann, writing about the capitalistic era which opened two hundred years ago, utters 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 for tune of others multiplied their own." Read that one again, for it is the basic. axiom of the free market economy, so fundamental that it is overlooked.by friend and foe alike. Lippmann continues: "For the first time men could con ceive a social order in which the ancient moral aspiration for liberty, equality, and fraternity was consistent with the abolition of poverty and the increase of wealth." (The Good Society, pp. 193-4) This was the social order originally known as Classical Liberalism, 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 admin istration of justice by securing the life, liberty and property of all persons alike, then peopleare free to peacefullypursue their personalgoals, each respecting the right of every other to do the same. This is the good society operating under the moral law, the only kind of society in which a complex division of labor economy can flourish ....

Free market rules of business fall well within the moral law; and individual businessmen, large as well as small-so long as they stick to their last-mea sure up at least as well as members of other trades and professions. -EDMUND A. OPITZ IDEAS ON LIBERTY $ 304 Child Labor and the British Industrial Revolution by Lawrence W. Reed E veryone agrees that in the 100 years between 1750and 1850there took place in Great Britain profound economic changes. This was the age of the Industrial Revo lution, complete with a cascade of technical inno vations, a vast increase in industrial production, a renaissance of world trade, and rapid growth of urban populations. Where historians and other observers clash is in the interpretation of these great changes. Were they "good" or "bad"? Did they represent improvement to the citizens, or did these events set them back? Perhaps no other issue within this realm has generated more intellectual heat than the one concerning the labor of children. The ene mies of freedomof capitalismhave successful ly cast this matter as an irrefutable indictment of the capitalist system as it was emerging in 19th century Britain.

The many reports of poor working conditions and long hours of difficult toil make harrowing reading, to be sure. WilliamCooke Taylor wrote at the time about contemporary reformers who, wit nessing children at work in factories, thought to themselves, "How much more delightful would have been the gambol of the free limbs on the hill side; the sight of the green mead with its spangles of buttercups and daisies; the song of the bird and the humming of the bee."1 Mr. Reed is President of The Mackinac Center, a free market public policy institute in Midland, Michigan. An earlier version of this essay appeared as a chapter in Ideas on Liberty: Essays in Honor of Paul L. Poirot, published by FEE. Of those historians who have interpreted child labor in industrial Britain as a crime of capitalism, none have been more prominent than J. L. and Barbara Hammond. Their many works, includ ing Lord Shaftesbury (1923), The Village Labourer (1911), The Town Labourer(1917),and The Skilled Labourer (1919) have been widely promoted as "authoritative" on the issue.

The Hammonds divided the factory children into two classes: "apprentice children" and "free labour children." It is a distinction of enormous significance, though one the authors themselves failed utterly to appreciate. Once having made the distinction, the Hammonds proceeded to treat the two classes as though no distinction between them existed at all.A deluge of false and misleading con clusions about capitalism and child labor has poured forth for years as a consequence. Opportunityor Oppression? "Free-labour" children were those who lived at home but worked during the days in factories at the insistence of their parents or guardians. British historian E. ~ Thompson, though generally critical of the factory system, nonetheless quite properly conceded that "it is perfectly true that the parents not only needed their children's earnings, but expected them to work."2 Professor Ludwig von Mises, the great Austrian economist, put it well when he noted that the gen erally deplorable conditions extant for centuries before the Industrial Revolution, and the low levels of productivity which created them, caused families to embrace the new opportunities the fac tories represented: "It is a distortion of facts to say that the factories carried off the housewives from the nurseries and the kitchens and the children from their play.These women had nothing to cook with and to feed their children. These children were destitute and starving. Their only refuge was the factory.It saved them, in the strict sense of the term, from death by starvation."3 Private factory owners could not forcibly subju gate "free-labour" children; they could not compel them to work in conditions their parents found unacceptable. The mass exodus from the socialist Continent to increasingly capitalist, industrial Britain in the first half of the 19th century strongly suggests that people did indeed find the industrial order an attractive alternative. And no credible evidence exists which argues that parents in these early capitalist days were any less caring of their offspring than those of pre-capitalist times.

The situation, however, was much different for "apprentice" children, and close examination reveals that it was thesechildren on whom the crit icswere focusing when they spoke of the "evils" of capitalism's Industrial Revolution. These young sters, it turns out, were under the direct authority and supervision notof their parents in a free labor market, but of government officials. Many were orphans; a few were victimsof negligent parents or parents whose health or lack of skills kept them from earning sufficient income to care for a family. All were in the custody of "parish authorities." As the Hammonds wrote, "... the first mills were placed on streams, and the necessary labour was provided by the importation of cartloads of pauper children from the workhouses in the big towns. London was an important source, for since the passing of Hanway's Act in 1767the child popula tion in the workhouses had enormously increased, and the parish authorities were anxious to find relief from the burden of their m.aintenance.... To the parish authorities, encumbered with great masses of unwanted children, the new cotton mills in Lancashire, Derby, and Notts were a godsend."4 The Hammonds proceed to report the horrors of these millswith descriptions like these: "crowd ed with overworked children," "hotbeds of putrid fever," "monotonous toil in a hell of human cruel ty," and so forth. Page after page of the Ham monds' writings-as well as those of many other 305 anti-capitalist historians-deal in this manner with the condition of these parish apprentices. Though consigned to the control of a government authori ty, these children are routinely held up as victims of the "capitalist order."

Historian Robert Hessen is one observer who has taken note of this historiographical mischief and has urged others to acknowledge the error. The parish apprentice children, he writes, were "sent into virtual slavery by the parish authorities, a government body: they were deserted or orphaned pauper children who were legally under the custody of the poor-law officials in the parish, and who were bound by these officials into long terms of unpaid apprenticeship in return for a bare subsistence."5 Indeed, Hessen points out, the first Act in Britain that applied to factory children was passed to protect these very parish apprentices, not "free-labour" children. The Role of the State It has not been uncommon for historians, including many who lived and wrote in the 19th century, to report the travails of the apprentice children without ever realizing they were effec tively indicting government, not the economic arrangement of free exchange we call capitalism.

In 1857, Alfred Kydd published a two-volume work entitled The History of the Factory Move ment. He speaks of "living bodies caught in the iron grip of machinery in rapid motion, and whirled in the air, bones crushed, and blood cast copiously on the floor, because of physical exhaus tion." Then, in a most revealing statement, in which he refers to the children's "owners," Kydd declares that "The factory apprentices have been sold [emphasis mine] by auction as 'bankrupt's effects.' "6 A surgeon by the name of Philip Gaskell made extensive observations of the physical condition of the manufacturing population in the 1830s. He published his findings in a book in 1836 entitled Artisans and Machinery. The casual reader would miss the fact that, in his revelations of ghastly con ditions for children, he was referring to the parish apprentices: "That glaring mismanagement exist ed in numberless instances there can be no doubt; and that these unprotected creatures, thus thrown entirely into the power of the manufacturer, were overworked, often badly-fed, and worse treated.


306 THE FREEMAN • AUGUST 1991 No wonder can be felt that these glaring mischiefs attracted observation, and finally, led to the pass ing of the Apprentice Bill, a bill intended to regu late these matters."7 The Apprentice Bill that Gaskell mentioned was passed in 1802, the first of the much-heralded factory legislation, the very one Hessen stresses was aimed at the abuse by the parish officials. It remains that capitalism is not a system of compul sion. The lack of physical force, in fact, is what dis tinguishes it from pre-capitalist, feudal times. When feudalism reigned, men, women, and chil dren were indeed "sold" at auction, forced to work long hours at arduous manual labor, and com pelled to toil under whatever conditions and for whatever compensation pleased their masters. This was the system of serfdom, and the deplorable system of parish apprenticeship was a remnant of Britain's feudal past.

The emergence of capitalism was sparked by a desire of Englishmen to rid themselves of coercive economic arrangements. The free laborer increas ingly supplanted the serf as capitalism blossomed. It is a gross and most unfortunate distortion of his tory for anyone to contend that capitalism or its industrialization was to blame for the agony of the apprentice children. Though it is inaccurate to judge capitalism guilty of the sins of parish apprenticeship, it would also be inaccurate to assume that free-labor chil dren worked under ideal conditions in the early days of the Industrial Revolution. By today's stan dards, their situation was clearly bad. Such capital ist achievements as air conditioning and high levels of productivity would, in time, substantially ame liorate it, however. The evidence in favor of capi talism is thus compellingly suggestive: From 1750 to 1850, when the population of Great Britain nearly tripled, the exclusive choice of those flock ing to the country for jobs was to work for private capitalists.

The SadlerReport A discussion of child labor in Britain would be incomplete without some reference to the famous Sadler Report. Written by a Member of Parlia ment in 1832 and filled with stories of brutality, degradation, and oppression against factory workers of all ages and status, it became the bible for indignant reformers well into the 20th century. The Hammonds described it as "one of the main sources of our knowledge of the conditions of fac tory life at the time. Its pages bring before the reader in the vivid form of dialogue the kind of life that was led by the victims of the new system."8 Two other historians, B. L. Hutchins and A. Har rison, describe it as "one of the most valuable col lections of evidence on industrial conditions that we possess."9 W. H. Hutt, in his essay, "The Factory System of the Early Nineteenth Century," reveals that bad as things were, they were never nearly so bad as the Sadler Report would have one believe. Sadler, it turns out, had been agitating for passage of the Ten Hours' Bill, and in doing so he employed every cheap political trick in the book, including the falsification of evidence. toThe report was part of those tactics.

Hutt quotes R. H. Greg (author of The Factory Question, 1837), who accused Sadler of giving to the world "such a mass of ex-parte statements, and of gross falsehoods and calumnies ... as probably never before found their way into any public doc ument."ll This view is shared by no less an anti-capitalist than Friedrich Engels, partner of Karl Marx. In his book, The Condition of the Working Classes in England, Engels says this of the Sadler Report: "This is a very partisan document, which was drawn up entirely by enemies of the factory system for purely political purposes. Sadler was led astray by his passionate sympathies into making asser tions of a most misleading and erroneous kind. He asked witnesses questions in such a way as to elicit answers which, although correct, nevertheless were stated in such a form as to give a wholly false impression. "12 As already explained, the first of the factory leg islation was an act of mercy for the enslaved apprentice children. Successive acts between 1819 and 1846, however, placed greater and greater restrictions on the employment of free-labor chil dren. Were they necessary to correct alleged "evils of industrialization" 1 The evidence strongly suggests that whatever benefits the legislation may have produced by pre venting children from going to work (or raising the cost of employing them) were marginal, and prob ably were outweighed by the harm the laws actu ally caused. Gaskell admitted a short time after one of them had passed that it "caused multitudes CHILD LABOR AND THE BRITISH INDUSTRIAL REVOLUTION 307 of children to be dismissed, but it has only increased the evils it was intended to remedy, and must of necessity be repealed."13 Hutt believes that "in the case of children's labor the effects [of restrictive laws] went further than the mere loss of their work; they lost their training and, consequently, their skill as adults."14 Conditions of employment and sanitation were best, as the Factory Commission of 1833 docu mented, in the larger and newer factories. The owners of these larger establishments, which were more easily and frequently subject to visitation and scrutiny by inspectors, increasingly chose to dismiss children from employment rather than be subjected to elaborate, arbitrary, and ever changing rules on how they might run a factory employing youths. The result of legislative inter vention was that these dismissed children, most of whom needed to work in order to survive, were forced to seek jobs in smaller, older, and more out of-the-way places where sanitation, lighting, and safety were markedly inferior.I5 Those who could not find new jobs were reduced to the status of their counterparts a hundred years before, that is, to irregular and grueling agricultural labor, or worse -in the words of Mises- "infested the country as vagabonds, beggars, tramps, robbers, and prostitutes."16 So it is that child labor was relieved of its worst attributes not by legislative fiat, but by the pro gressive march of an ever more productive, capi talist system. Child labor was virtually eliminated when, for the first time in history, the productivity of parents in free labor markets rose to the point that it was no longer economically necessary for children to work in order to survive. The emanci pators and benefactors of children were not legis lators or factory inspectors, but factory owners and financiers. Their efforts and investments in machinery led to a rise in real wages, to a growing abundance of goods at lower prices, and to an incomparable improvement in the general stan dard of living.

Of all the interpretations of industrial history, it would be difficult to find one more perverse than that which ascribes the suffering of children to cap italism and its Industrial Revolution. The popular critique of child labor in industrial Britain is unwarranted, misdirected propaganda. The Ham monds and others should have focused on the activities of government, not capitalists, as the source of the children's plight. It is a confusion which has unnecessarily taken a heavy toll on the case for freedom and free markets. On this issue, it is long overdue for the friends of capitalism to take the ideological and historiographical offen ~~ D 1. WilliamCookeTaylor,The FactorySystem(London,1844),pp. 23-24. 2. E. P. Thompson, The Making of the English Working Class (NewYork: Random House,1964),p. 339. 3. Ludwigvon Mises,Human Action (New Haven,Connecticut: Yale UniversityPress,1949),p. 615.
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308 Why Work More? by Roger M. Clites P ractically all governments have enacted a tax on incomes that is generally termed the "progressive income tax." I prefer to call it the "stair-step tax." The tax is structured so that each additional increment of income is taxed at a higher percentage than were the previous ones. Usually opponents of such a tax discuss the harm it does in terms of how it reduces capital investment and thus retards economic growth. When I was a young university instructor in the 1950s,however, I came across what may be a more easily understandable example of the damage done by this stair-step tax. A man I knew was by far the best salesman at his company. By hard work and his ability to edu cate potential customers about how his firm's products met their needs, he sold more than three times as much as any other salesman. In fact, while he worked he sold enough to keep 30 production employees busy.

Note the phrase, "while he worked." In the 1950sour stair-step income tax reached a far high er percentage than it does today. The top rate was over 90 percent. That's right, if your income was already high enough and you earned another dime, you didn't get to keep a whole cent! The salesman was paid on commission, and he decided that it wasn't worth his while to continue working when the additional dollars he earned were taxed at a rate of 50 percent or more. He would rather take an extended vacation. Therefore, about two-thirds of the way through each year, generally in late August or early September, he would ask his supervisor for a leave Professor Clites teaches economics at St. Mary's College in Winona, Minnesota. of absence until the following January. The com pany didn't like to do without its best ·salesmanfor the last third of the year, but felt that givinghim a leave of absence was better than taking the chance of losing him.

The consequences of the salesman's reaction to the "soak the rich" tax structure are interesting. The salesman himself wasn't seriously hurt. He would, as he put it, spend much of the remainder of the year at Miami Beach "watching the scenery walk by." Those most hurt were the 10 people who weren't employed by the company because of his decision to not work during the last third of the year. Since he sold enough products to provide work for 30 production workers but restricted his selling time to about two-thirds of the year, he brought in only enough orders to keep 20 produc tion workers busy. Consequently, 10 fewer people were employed. Thus, the tax collector's greed backfired in sev eral ways. Since the salesman didn't work for a third of the year, he probably paid less in total taxes than he would have had he been taxed at a lower rate but on an income that would have been about 50 percent higher.

The 10 people who weren't employed may have wound up with little or no income to tax. In fact, they may have become a drain on the tax revenues that other people paid. Thus, the tax collector's greed caused a loss of revenues from two sources, and it likely added a drain on the public treasury. But, remember, those most hurt by the "soak the rich" policy were not "the rich." They were the 10 people who weren't employed. D 309 FireFighting for Profit by NancyW. Poole F irefighting services don't need to be pro vided by government. For-profit is better, and Scottsdale, Arizona, industry leader RurallMetro Corporation proves the point. Mayor Herbert R. Drinkwater doesn't need prodding to lavish praise on Scottsdale's second largest nation allyheadquartered company. "I'm a great believer that the private sector can normally do things a lit tle better than the public sector-and for lessmon ey," says Drinkwater. "Our fire service does a superb job," he continues matter-of-factly. "The citizens of Scottsdale love it. I get compliments all the time on RurallMetro's performance."

Statisticsback the mayor's enthusiasm. A recent poll by Arizona Opinion and Political Research found that by a margin of six-to-one, Scottsdale voters prefer Rural/Metro to the option of a municipally owned fire department. Moreover, the price is right. Drinkwater says that because of Rural/Metro, Scottsdale citizens benefit from a superior level of fire service at a considerably lower cost than if the city had a municipal fire department. Drinkwater, however, doesn't want to focus exclusively on economics. "Even more impor tant," he stresses, "the kind of service Rural! Metro provides is based on incentive and innova tion. So our citizens aren't subject to the con straints experienced with traditional municipal fire departments." For example? "The traditional emphasis is on fire response," Drinkwater answers. "We think Rural/Metro's emphasis on prevention is a more effective way to deal with fire protection service.

Nancy W Poole is a/reelance writer based in Scottsdale, Arizona. The company's core philosophy is prevention. As a result, Scottsdale citizensare offered a much bet ter balance between response and prevention than is available in most communities." Rural/Metro's unique mix of part-time fire fighters working alongside career professionals makes Scottsdale's fire protection service one of the most economical in the nation, and one of the most effective. There are literally hundreds of small private fire companies along with seven industry leaders in 14 states, according to Private Sector Fire Associa tion statistics. RurallMetro is not only the largest such company in the country,it is an industry mod el for customer service, excellence, cost contain ment' and innovation. For example, an increasing number of estab lished departments are emulating Rural/Metro's subscription servicesin remote areas. RurallMetro created the concept of providing fire protection to areas that might otherwise have difficulty obtain ing any fire or emergency medical service at all-communities without the tax base to subsidize fire departments. Rural/Metro currently services communities in Arizona, Tennessee, and Oregon on a subscription basis.

The subscription process is voluntary. Rural/ Metro contracts with home and property owners in subscription areas, who pay annual fees for fire protection and emergency medical service. Level of service is based on population density and geography. Rural!Metro is the first-responder agency in these locales. A non-subscriber must pay a fairly high hourly rate per firefighting unit if it is neces sary for RurallMetro to respond to a fire at that 310 THE FREEMAN • AUGUST 1991 Robert Manschot and crew. person's residence or property. (The adequate pro tection of members' properties requires response to all fires and medical emergencies in a subscrip tion area.) ServiceTailoredto Needs Another company tenet is the tailoring of ser vices to each area's needs. For instance, poisonous desert reptiles are removed from members' homes or properties, at no extra charge. Or how about bursting water pipes? Rural!Metro subscription customers know the company will shut off utilities and remove excess water from their homes as a matter of routine, at no additional cost. The list goes on and on.

Typically, the difference between public and private firefighting services isn't a matter of avail able resources, but in the management of those resources. The private sector depends on manage ment skills for its results. In the case of Rural! Metro, the average per capita cost to subscription customers in Arizona is 25 to 50 percent lower than for similar services nationally. "We are forcedto be more economical but at the same time provide excellent service, since the pri vate citizen has other options," says Robert Man schot, Rural/Metro's president and CEO. "Other wise, we will not survive. Communities can and do have specific cost and performance requirements; if we don't produce, our customers can release us. This is a task not easily accomplished when a com munity has a municipal department! Because we pioneered the concept of matching manpower and equipment to each service area's needs, we can do a better job for less money."

RuraVMetro's vice president of fire operations Robert T. Edwards puts it another way, half-jok ingly: "Our firefighters must bleed green." His statement refers to a company slogan about loyal ty. Rural/Metro began painting its fire apparatus lime green in 1972 for safety purposes, after a national study showed this to be the most visible color in evening and all weather conditions. Edwards continues more seriously. "Can you imagine what our liability risk would be if our fire fighters weren't extremely well trained and state of-the-art in performance?" With a sharp rap of knuckles on the wood conference table, he points out that, so far, no Rural/Metro firefighters have lost their lives on the job. "Naturally, this shows we're doing something right; but what it really shows is that the guyswe train are trained to think. They see a hazard and don't wait to be told what to do." The Growthof RurallMetro When newspaperman Louis Witzeman founded Rural/Metro Corporation in 1948,it was probably the last thing in the world he'd planned on doing.

There was no fire protection for his home, and he simplywanted to get it. Neighbors promised to pay him $10 a year for fire protection, and the 21-year old Witzeman invested his last $900in a fire truck. So much for promises. Stuck with the truck when his neighbors didn't follow through, Witzeman had to go into business. So it was that one truck, four men, and a modest budget started a fire protection subscription-based business that grossed $30,000 in its first year. What is now the city of Scottsdale was incorpo rated in 1951, and Rural/Metro has continued to provide fire and medical emergency services. Since that time, the community has grown from a town of 2,000 people to a thriving metropolitan area of 126,000. Today, more than 50 communities in five states take advantage of Rural/Metro's innovative privatesector approach to emergency services. Over 1,800 highly trained specialists provide fire, ambulance, and other services to five million peo ple, responding to over 300,000calls for assistance each year. Rural/Metro operates the equivalent of over 20 fire departments nationwide.

In addition, Rural/Metro has a wild-land fire division, and offers fire and safety services to the Potlatch Paper Company and other private com panies-plus providing training programs in han dling hazardous materials and manning industrial fire brigades. When Witzeman left the company in 1978, he sold it to his employees, making Rural/Metro unique in this respect among private sector emer gencyservices. "We believe that employee-owners make better employees," Edwards stresses. "For example, a firefighter who finds a bulb out on his truck could open a package with two bulbs in it, use the one he needs, and throw the other one away. An employee-owner will put the extra bulb back on the shelf. He is cost-conscious." FIREFIGHTING FOR PROFIT 311 "Furthermore," says Manschot, "since the ownersof Rural/Metro respond to our customers' emergencies, they respond faster, better, and with genuine caring."

Accordingly, a recent study by The University City Science Center of Herndon, Virginia, praises Rural/Metro as "one of the best departments we have had an opportunity to review." The report cites the company's "model prevention and inspec tion program ... [which] provides citizens with a higher degree of safety than available in most com munities." Beyond that, because of Rural/Metro's strong prevention ethic, Scottsdale enjoys one of the lowest fire incident and loss records in the nation, for a city its size. This helps keep the costs of Rural/Metro's serviceslow compared with other communities. NewManagementSparks Innovations Robert Manschot became Rural/Metro Presi dent/CEO ih 1988.After 14 years of running hotels internationally for Sheraton and Intercontinental, he had joined The Hay Group, a human resources oriented consulting firm-the largest of its kind in the world-becoming a worldwide partner. Rural!

Metro hired Manschot as a consultant in 1987,and then offered him the position of chief operating officer,which he accepted. Why Rural/Metro? Manschot answers quickl~ "After working with hundreds of companies, I had the urge to practice what I preached. RurallMetro is one of the most unique companies I'd ever worked with, and it attracted me because of char acteristics I felt were related to my strengths. Expertise in fire, ambulance, and various other lines of business were already in place, but Rural/Metro had expanded so rapidly it lacked established infrastructures." "No other privatized emergency services com pany can boast our kind of diversity," Manschot points out, referring to Rural/Metro's multi-state and international operations. "Falck, located in Denmark, is the largest privatized emergency ser vices company in the world. However, last year we entered the international arena in a joint venture with the Holland-based Smit Fire & Loss Preven tion Company to provide off-shore and petro chemical firefighting expertise internationally."

As a result of this agreement, Rural/Metro fire312 THE FREEMAN • AUGUST 1991 Rural/Metro firefighters were three ofsix specialists called to battle a fire on the Norwegian tanker Mega Borg. fighters were three of six specialists called from around the world last summer to successfullybat tle afire on the Norwegian tanker Mega Borg in the Gulf of Mexico. Since joining the company, Manschot has streamlined operations to bring about maximum communication, efficiency,and cost-effectiveness. The energetic Dutchman leans forward for emphasis. "I believe that your strongest asset is your people-not your capital, not your equip ment, but your people-the empowerment of the employees, which has nothing to do with unions." "What we like to do," he continues, "is push the entrepreneur role down to our general managers; then these managers push it down ever further to our employees, stretching them to be innovative."

Every month, Rural/Metro's "Idea Program" offers innovative employees who contribute ideas that are implemented a percentage of whatever dollar amount the company makes or saves as a result. RurallMetro also rewards "Conscientious and Responsible Effort" (CARE) on a regular basis.Don Niesen, an employee in Yuma, Arizona, received a CARE award last October, in recogni tion of the many extra hours of time he had donat ed for equipment repairs and maintenance. The CARE award is a $50 gift certificate for dinner at a restaurant of choice. Manschot and other Rural/Metro managers spend one-third of their time visiting employees on-site. "We want our employees' ideas," Man schot stresses. "However, I also believe that employees must be taughthow to be more auto nomous and participate in decision-making. Em powerment goes hand-in-hand with accountabili ty," he continues. "Managers and employees must be accountable for their own success.The strategy must be pervasive and ongoing. That is why we have task forces and 'shadow' boards to deal with strategic issues. Since we almost are the industry, we must train our own managers."

Paramedic Bob Videan gives an example. His immediate supervisor, Clint Vardeman, returned to home base recently from the Florida operation. "Clint has put together two weekend-long 'camps' held at his home," explains Videan. "I saw enough value in the first one that I volunteered to be fac ulty for the latest session. The presentations are well organized, and we have time at the end for open discussion-which is veryactive." "For one thing," he continues, "these 'camps' have helped us know Clint, and certainly have created an esprit de corps. Employees from all over the country were at both 'camps.'" According to Vardeman, employees receive special invitations to these weekend sessions, which are structured and informational with ample time for brainstorming during the day. After dinner, all present break for games and socializing.Eventually, every ambulance company employee will be invited to a "camp."

"At the end, we summarize our ideas, and all employees receive a copy of the summary," Varde man comments. "We follow up by letting them know when ideas from these sessions are being implemented. " Manschot indicates that a Rural/Metro fire fighter or paramedic can be a senior manager with in eight or nine years. "If we want to continue at our present rate of expansion," he emphasizes, "we will need 50 new managers five years from now.This is the reason we have a very strong train ing and development program." In 1987,Rural/Metro acquired Arizona Medical Transport (AMT), a private ambulance company, and AMT paramedic Videan became a Rural/Metro employee. "Within three months," he says, "we were better equipped than we'd been at any time during the previous 10 years since I started with AMT. Mr. Manschot has brought about extensive communication between top-level management and field crews.The difference is like night and day."

FightingFire withPrevention Rural/Metro has a strong prevention ethic. "The best way to fight fires is to prevent them," com ments Edwards. "For example, we have a much higher number of inspectors per capita than is the norm." Rural/Metro fire inspectors are also asked to serve as firefighters, so that their awareness of hazards in buildings throughout the community often aids in the suppression of fires. "For us," Edwards explains, "it's not prevention and sup pression; instead, it's prevention/suppression-the two components interact." As a national leader in the development of fire prevention programs, Rural/Metro abundantly communicates prevention to its customers FIREFIGHTING FOR PROFIT 313 through many training and education programs. These include home fire-safety inspections, CPR classes, emergency first aid, water and mountain rescue courses, and hazardous materials services, as well as fire safety education classes in the schools.

With top performance records and dramatically lower costs than publicly owned counterparts, RurallMetro is a hard-to-beat sell. Nevertheless, since public sector turf is often just across the street, the company's nonunion, privatized opera tion is frequently a target for intracity politics and media misconceptions. (Rural/Metro's employees recently voted down union membership.) Fire fighter Wes Kemp elaborates. "Our position as a privatized emergency services company is a chal lenge because we are continually up against the municipalities to prove ourselves." Historically, a rivalry has existed between Rural/Metro and unionized municipal depart ments. "We position the company not in a directly competitive mode with these departments, but as a fire service alternative," says Suzanne Brossart, Rural/Metro's corporate communications manag er. Brossart adds that Rural/Metro does not ap proach communities that have established munic ipal fire departments. "Instead," she explains, "we prefer to target small but growing communities that don't have fire departments or that want to expand volunteer departments into full-time ser vices. With this approach, we can build our strong fire prevention and operational philosophies directly into a community'Sdevelopment."

President/CEO Manschot adds, "We must con tinue building relations with other agencies, and reinforcing an atmosphere of mutual cooperation and respect." Rural/Metro's philosophy translates into finan cial success. Corporate revenues have grown over the past 10years from $6 million to almost $65 mil lion annually, increasing in the past three years alone by over $24 million. Revenues for the cur rent fiscal year are estimated at nearly $68 million. , Rural/Metro Corporation has shown that fire fighting and other emergency services can be pri vatized, with outstanding results. As municipal budget crisesplague many communities, privatiza tion is an option that merits careful study. 0 314 Public Interest Is Usually Special Interest by Dwight R. Lee and Robert L. Sexton S pedal interest groups have been quick to tap . the public till. Of course, they usually aren't so blunt as to demand tax money for their personal benefit. They have found a more effective strategy: obtain government subsidies for their pet project by arguing that it will benefit everyone in the community. Their project, in fact, is something we all "need." It's amazing what a person will "need" when someone else is picking up the tab.

A natural response is: "If your project is so desirable, why do you have to come to the govern ment to get it funded? If everyone needs a good or service so much, why aren't they willing to pay for it?" (In which case some enterprising entrepre neur will gladly supply it.) Most specialinterest advocates have a couple of answers. They argue that most people aren't aware of all the benefits they will receive from the pro ject, or that the project is a public good and deserves support on that basis. The first answer should persuade very few. If you don't benefit from a private good, it's because you don't care enough to purchase and consume it. Of course, there are always people who feel that you aren't very bright if you don't like the same things they do. But how you spend your money is your concern, not theirs. If the lobbyist claims public-good status for his or her proposal, at least two questions need to be asked. Does the project convey important benefits to the community at large? Is it impossible to deny Dwight R. Lee is the Ramsey Professor of Economics at the University of Georgia, Athens. Robert L. Sexton is Professor of Economics at Pepperdine University.

these benefits to anyone once the project is com pleted? Few projects meet these standards. But you would be amazed at the number of projects that are funded at public expense because they are supposedly public goods. For example, many big cities have built large sports arenas at taxpayer expense. Supporters claim that a sports arena, with the major-league teams that usually go with it, brings recognition and fame and revenue to the city. Furthermore, supporters assert, this will benefit everyone in the city, whether they are sports fans or not, because they will be living in a more prestigious community. And this justifies coercing everyone to pay for it. Clearly, this is a weak argument. The people who benefit the most from a sports arena are the fans who use it. But it's easy to prevent someone from receiving this benefit if he doesn't buy a tick et. And it isn't true that everyone will benefit. For example, sports arenas create traffic congestion that many find objectionable.

It's probably true that some people who never attend a sporting event may feel a little better just knowing that they can, or knowing that their city makes national news occasionally for something other than a rising crime rate. But does this justify commandeering funds from everyone in the city to build a sports arena? What about fine restaurants? Certainly fine restaurants enhance the reputation of a city.Many people are happy to know that one is nearby, waiting to serve them, whether they visit it or not. But most people would find a proposal to build publicly financed restaurants a little farfetched. If desirable side effects justified govern ment subsidies, then well-kept yards, hair styling, pretty dresses, face lifts, car washes, toothpaste, deodorants, smiles, ice cream parlors, and athlete's-foot medication would all qualify for a handout. We need to recognize that special interest groups expend a lot of effort to get subsidies for things that they enjoy.The sports arena is only one example. The more "cultured," and usually wealthier, denizens of many cities have managed to obtain government support for symphonies, operas, ballet, and the performing arts in general.

315 The justification they giveis similar to that for sub sidizing sports arenas. Supposedly, everyone in a community will benefit, even those who prefer to sit home with a can of beer and watch all-star wrestling on television. There are many other examples of special inter est groups seeking public funds for goods and ser vices that primarily benefit them. Just follow the proposals and requests that come before meetings of locally elected officials. You probably will be surprised at the number of "socially concerned" people who have identified some urgent public "need." D Karl Marx: An IrrelevantMan by Donald G. Smith I remember reading Karl Marx in college. The assignment was, to understate the case, a tedious experience. There is a quality about this ponderously dull man that makes the eyelids heavy, and his work is not recommended for a pleasant afternoon at the beach. In defense of Marx, however, the writing that we see is a trans lation, and the passage of thought from one lan guage to another often has the effect of squeezing out the pithy phrases and the clever shades of meaning. I doubt that this happened to any signif icant degree with Marx, but it is still possible that he is more of a thundering bore in English than in the original German. Let's give him the benefit of a doubt on this one.

Mr. Smith is a writer living in Santa Maria, California. He has been a frequent contributor to The Wall Street Journal. Over the years I have also remembered Marx as a man who was simply wrong in the conclusions that he reached, but here was another judgment that couldn't be put to rest that easily.I have always had some trouble with the word wrong in regard to Karl Marx because he wasn't one for hitting nails squarely on heads, and his oblique phraseology didn't lend itself to the simplicity of right and wrong. Adolf Hitler was wrong throughout Mein Kampf, but not in the sense that the word would apply to Marx. There is a certain specificityto being wrong that applies to a Hitler but not to a Marx. It is wrong, for example, to say that Altoona is the capital of Pennsylvania, but the word cannot be so easily applied to the proposition that Altoona is, or is not, a nice place to live. Hitler would have gone with the first statement and gasped his last mortal breath insisting that it was 316 THE FREEMAN • AUGUST 1991 correct. Marx would have preferred the other proposition, making fuzzy and ill-conceived state ments that have no basis in fact but are hard to sup port or refute.

I have been rereading Marx in recent weeks, and I am turned off to the same extent that I was in my undergraduate days. I now believe, however, that I can pinpoint the reason that Karl and I just don't get along. The word that I had sought for so many years was not dulland it was not wrong.The word for Karl Marx is irrelevant. One will note that Marx prattled incessantly about the great class struggle. This might have had some meaning for 19thcentury Europeans, but it means absolutely nothing to Americans of any century. We are a nation of individuals with very little concept of social or economic class. Our group affiliations are temporal: an afternoon cheering for the home team, a lodge meeting, or a get-together with the property owners' associa tion, but it ends when we step outside and become individuals again. I suppose that a con temporary American could hold his or her income up to some economic scale and find a place in a pre-selected bracket, but it really doesn't mean much to anyone. Certainly there is no class struggle, and I don't think that I know anyone who could define the term, or who cares enough to find out.

The Irrelevanceof Labels Marx uses the words bourgeoisieand proletar ian repeatedly, and both are about as relevant to our lives as hoop skirts and butter chums. I know what the words mean, or what they meant to Karl Marx, but there are too many people who fit into both categories, or neither, for the words to have any applicability.I would be hard put to label any one I know as one or the other. If a man repairs shoes, for example, he is probably a proletarian, but what if he owns the shop and he is the only employee? This makes him the boss and also the one who does all the work. In the great revolution, Marx would probably have him destroy himself. Marx was obsessed with the idea of class,but to most Americans this is a vague, if meaningless, U lJ.llJ·· .llJ'iJJ J This portrait, taken in 1882 the last known photo of Marx. concept. We see the world as individuals, a group of divergent entities, each with a unique value and making up a collective body that is less important than its parts.

If one would ask the proverbial man-on-the street American to pinpoint himself on a class scale, he would probably come up with an answer of sorts, but it would be offered with a shrug of the shoulders and a "Who cares?" tone of voice. Class loyalty is about one step below loyalty to a bowl ing team or an alumni association in human inten sity. Certainly no American is going to take to the streets for the honor of the citizens in his salary bracket. This, I believe, is the reason that Karl Marx has made so little impact on American thought pro cesses. No one is quite sure what the man was talk ing about, and if they ever found out, they wouldn't care anyway.He wasn't evil, he wasn't insane, and he certainly wasn't stupid. On our side of the Atlantic, he is merely irrelevant. To put it succinct 1y' Karl Marx is a man with nothing to say to the American people. 0 317 A REVIEWER'S NOTEBOOK A Child of Fortune by John Chamberlain W e almost lost our Constitution before we had one. Jeffrey St. John, a journal istoftalentswhodecidedto put himself into a reporter's position at the secretive meetings of 38 delegates who framed the Constitution in the hot Philadelphia summer of 1787, opens the sec ond book of a trilogy with the story of a narrow escape.

The date was the third week of September in 1787. General George Washington was returning to his farm at Mount Vernon on the Potomac with the new Constitution in his keeping. Crossing the Elk River in northeast Maryland, his carriage fell through the rotten planks of a makeshift bridge. His horses hung suspended 15 feet above the Elk flood. As a reporter who givesus this information, St. John has an uncharacteristic lapse-he doesn't furnish the details of how local citizensbrought the animals to safe ground. Otherwise St. John plays his clever game of reporting the struggles which gave us our Con stitution and our first President. He makes you see what a crushing blow it would have been if Washington had not made it safely to Mount Vernon. The first volume of St. John's projected trilogy was called Constitutional Journal. It appeared in the bicentennial year of 1987 after running as a daily newspaper series in the Christian Science Monitor.

In a foreword to the second printing of Consti tutional Journal, retired Chief Justice Warren Burger wrote that "St. John ... takes the reader through the debate, day by day, in an entertaining style that succeeds in conveyingboth the historical facts and the emotion and drama of the debates." Justice Burger has continued his support of St. John by offering a foreword to volume two, pub lished as A Child of Fortune (Jameson Books, 392 pages, $24.95 cloth). The title comes from a letter written by Washington to the Marquis de Lafayette: "It is now a Child of Fortune, to be fos tered by some and buffeted by others.... I suppose it will work its way if good; if bad, it will recoil on the Framers." Recoil there was to some degree: the provision that extended the slave trade for 20 years wasn't liked in the Northeast, but it had to be accepted as a compromise to keep the Southern states in line. The anti-federalists (and there were many) would have liked to sustain some connection with the Articles of Confederation, but they were objective men. They were primarily students of geography. The Spanish empire to the south of the 13 colonies and the British to the north in Canada controlled access to two great river sys tems, the Mississippi and the St. Lawrence. To deal with empires controlling river systems, something stronger than 13 independent colonies was needed. This was the thought that guided the Philadelphia delegates in their Constitution making. They were happy to have the French, then headed for their own revolution, on their side, but Quebec might become an enemy if the French Revolution went askew. There had once been a French and Indian War. Spaniards were inciting Indians in Georgia even as the Constitu tion was being debated.

318 THE FREEMAN • AUGUST 1991 For A Child of Fortune, St. John pretends he is a reporter at ratification debates in 11 states. He makes the progress of ratification exciting even though the reader knows that the stipulated num ber of nine ratifying states will be reached. Delaware, with more Senators than Representa tives, was the first to ratify, followed by Pennsyl vania and New Jersey. There were riots in Penn sylvania. New Jersey, a "barrel tapped at both ends," was easy, for its traders stood to benefit from being a corridor from New York to Philadel phia. Georgia came into line in late December of 1787on a unanimous vote, with vows to keep the Creek Indians at bay. But there was more to it than that. St. John quotes Georgia's chief justice as saying his state "suffers from wounded credit." Paper money was indeed a curse in all the colonies, and the Founders were agreed with Oliver Ellsworth of Connecticut that the wisest thing done at Philadelphia was to forbid its print ing by the states.

Connecticut became the fifth ratifyingstate, and the first in New England, for economic reasons specified by Ellsworth. Massachusetts became number six. Shays's Rebellion against debt fore closures in the western part of the state was still a vivid warning in Boston. Governor Hancock cov ered himself with glory-and promoted his own case for the Vice Presidency-as the great concil iator of the Massachusetts convention. But John Adams got the Vice Presidency. The Lees of Virginia had started talking about a Bill of Rights. Thomas Jefferson, then absent in Paris as ambassador, was in agreement. Patrick Henry in Virginia, the orator of the Revolution, let it be known that he favored acceptance of a Bill of Rights as a "condition" for ratification. There followed the epic struggle between the dis trustful patriots Henry and James Madison, with Madison (and General Washington) holding for voluntary amendments to the Constitution. The voluntarists won in Maryland, seventh state to ratify, and in South Carolina (the eighth). New Hampshire became the ninth, giving "legal life"

to the Constitution. Legal life, however, would not have meant real life if Virginia and New York hadn't been satisfied with promises of a Bill of Rights. Jeffrey St. John is currently busy with his third volume, which will follow events leading to Con gressional adoption of the Bill of Rights. D THE MYTH OF SCIENTIFICPUBLIC POLICY by Robert Formaini Transaction Publishers, Rutgers University, New Bruns wick, NJ 08903 • 1990 • 129 pages • $24.95 cloth; $14.95 paper Reviewed by John Semmens T he thesis of this book-that an objective, scientifically determined public policy is impossible-stands in stark contrast to the proliferation of public planning agencies that has occurred over the last generation. The goal of a sci entific public policy would appear meritorious. Using research and experimentation to gather evi dence with which to guide public policy decisions would seem superior to reliance on unresearched and untested opinions. Nevertheless, the author contends that allthe research in support of govern ment intervention adds up to essentially nothing.

Public policy decisions are inherently entangled with value judgments. The aim of policy is to do "good," however that may be defined. Since defi nitions of the "good" will differ, demonstrating that one policy is superior to another must quickly run into subjective inputs. For example, no public policy has uniformly beneficial effects on every one. Some willbe helped, others may be hurt. Bal ancing the help and the hurt is the ostensible goal of a scientific approach to policy-making. The tools of scientific policy-making include "risk assessment," "cost/benefit analysis," and "environmental impact analysis." However, researchers don't agree on just how these tools should be used. Yet,the way in which a tool is used can affect the result. Consider, for example, the 1987 speed-limit increase on rural interstate highways. Since the limit was raised to 65 miles per hour, studies have been done to show that accidents and fatalities have increased. Focus on the affected routes reveals, unsurprisingly, higher incidences of acci dents. However, other researchers question the scope of the analysis and point to lower overall accident and fatality rates. Scientists come down on both sides of the policy issue of whether the increase in speed limit was a "good" or "bad" pol icy change from the perspective of safety.The pol icy question becomes even more complicated when we consider other travel dimensions such as time and convenience.

The end result of policy decisions is frequently a law or a regulation compelling people to modify behavior or to finance government programs. Even if we were convinced that the majority of people would benefit, there is still the uncomfort able aspect that the law compels some to take actions from which they will not benefit, or per haps even be harmed. In the absence of the com pulsion of law or regulation, people are making the choices that they perceive as optimal. Initiating the compulsion will shift people into behaviors that they did not freely choose. The inevitable conse quence is that there willbe less satisfactory results despite the noblest of intentions. As an alternative to relying on the choices peo ple make in the free market, many advocates of government intervention imagine that we can rely on information obtained from polls or surveys. Unfortunately, such data are less reliable than many might hope. The wording of survey ques tions can easily force the desired result. In the eagerness to discover a wellspring of popular sup port for a government project, researchers can lapse into faulty survey design and achieve mis leading answers. Even if the questions are designed with utmost care, respondents may mis perceive or misrepresent their own preferences.

A case in point is the survey carried out on the "Sardine Express" train during the 1980 Phoenix flood. For a period, all but two highway bridges over a river that splits the metropolitan region were closed or washed away. Commuters packed the trains set up to offer an alternative service dur ing the emergency. A survey of riders showed that the average rider evinced a willingness to pay more than twice the existing fare and to ride the train regularly once the emergency had passed. Yet, the day a third bridge over the river was restored to service (by no means eliminating the crushing traffic jams) train ridership dropped by 75 percent. The severed link between the costs and benefits of public projects aggravates the problem of deter mining the relative worth of each project. This is probably what lies behind the phenomenon of a voter population that wants more services from government, but doesn't want to pay more taxes. If we ask people whether they want more roads, parks, police, or whatever and no price tag is attached, large majorities will respond in the affir mative. If we ask them if they want to pay higher OTHER BOOKS 319 taxes, they will naturally say no. Hence, we have persistent crises in government budgets.

The private sector resolves this dilemma by putting the price tags right on the merchandise. Then those who truly value the product at more than the cost will buy. Those with an opposite opinion won't buy. This linkage between costs and benefits simplifies the problem for private sector firms. Tax-funded projects are denied this crucial measure of true value. Robert Formaini is not an opponent of science per se. He does assert, though, that more skepti cism should be applied to the claims made on behalf of government intervention. The scientific studies purporting to show gains from displacing the market with government edicts are fatally flawed. The benefits are typically inflated. The costs are repeatedly underestimated. The risks are always far greater than admitted. The alternative to a pseudo-scientific backing of more interference with freedom of choice is a greater appreciation of the irreplaceable role played by voluntary transactions in the market place. When people are free to choose, they are in the best position to maximize both individual and social well-being. Recognition of this fact would be the most scientific approach to public policy making. D Mr. Semmens is an economist for the Laissez Faire Institute in Tempe, Arizona.

IF YOU'RE SO SMART: THE NARRATIVE OF ECONOMIC EXPERTISE by Donald N. McCloskey The Universityof ChicagoPress,11030S. LangleyAvenue, Chicago,IL 60628 -180 pages -1990 - $17.95cloth Reviewedby RussellShannon O ne can almost predict it. It usually hap pens whenever I give a talk to a civicclub or some other group. It's almost sure to occur at a social gathering when people discover that I teach economics. Sooner or later, someone is bound to ask: "What do you think is going to happen to interest rates?" Years ago, I was not only surprised by the ques tion but also somewhat annoyed, since I'm not greatly interested in what is largely a financial mat ter. But as the question persisted, I began to ask 320 THE FREEMAN • AUGUST 1991 myself, "What would I do if I really knew where interest rates are headed?" I finally realized that the best response to the question was quite simple albeit a bit rude: "If I did know what was going to happen to interest rates, would I waste my time talking to you?"

Now Donald N. McCloskey,an economist at the University of Iowa, has written a book that addresses this very issue. Broadly speaking, his book is about the rhetoric economists use. It is directed mainlyat non-economists, but it has much to recommend it to economists as well. The book's title derives from what Professor McCloskey calls "the great American question." That is, "If you're so smart, why ain't you rich?" Speaking directly to the issue I have raised, he points out that if economists really did know the future of interest rates, they would be too busy phoning instructions to their stockbrokers to be attending cocktail parties. But, of course, economists are no more knowl edgeable about how to turn a quick buck than ordinary people are; in fact, they obviously know a good bit less than such active entrepreneurs as the John D. Rockefellers and Donald Trumps in our society. In that regard, McCloskey indicates that economists play roles akin to those of art, the ater, and music critics. If these people could actu ally paint the Mona Lisa, write Hamlet, or com pose Swan Lake, then surely they would be doing that instead of writing columns for newspapers and magazines.

Then why do people turn so often to economists for financial advice-not just at luncheons and cocktail parties, but professionally,and at a steep fee, for guidance on managing trust funds and oth er investments? (In fact, some firms such as Otto Eckstein's Data Resources have used complex economic models to rake in enormous sums of money from clients.) McCloskey offers an enlightening explana tion. He tells us that "James Burk, a sociologist and former stockbroker ... found that the advice-giving industry sprang from legal deci sions early in the century.... The courts began to decide that the trustee of a pension fund or of a child's inheritance could be held liable for bad investing if he did not take advice. The effect would have been the same had the courts decid ed that prudent men should consult Ouija boards or the flights of birds." The result was a burgeoning business for economic forecasters.

By casting doubt on the ability of economists to prophesy the future, McCloskeyis similarlythrow ing a blanket ov~r the efforts of social planners to make dramatic improvements in our well-being through the power of centralized government con trol. If planners were so smart, then why haven't they made countries rich? Of course, the current collapse of Communism in Eastern Europe and the Soviet Union confirms the validity of McCloskey's disdain for such schemes. Indeed, therein lies what McCloskeysees as the true nature of the benefits to be gained from eco nomic expertise-not predicting future events but illuminating the past. As he puts it, "The point is to know history,not to change it." In McCloskey's view, economic rhetoric can perform a valuable social function by providing stories, such as those about the adverse impact of governmental regula tion and the beneficial effects of entrepreneurial endeavors, that may guide us to make valuable improvements.

At times, such as in the recent efforts at dereg ulating transportation as well as privatization, these stories have been successful. Paraphrasing John Maynard Keynes, McCloskey notes that, at least occasionally, ideas do triumph over vested interests. Not incidentally,McCloskey notes that the "sto ry" of scarcity and the need for choice appeared first not in the writings of economists but in litera ture. In Daniel Defoe's novel, Robinson Crusoe is compelled to select the items he can transport ashore on his small raft. In modern economics classes,Crusoe's dilemma has been converted into the choice between "guns and butter." But McCloskey warns that our choices are indi vidual, not collective. American well-being, he notes, does not depend on crushing Japan. Just as it isn't of great importance to predict the future, so too, in McCloskey'sview,"The idea is not to 'com pete,' whatever that might mean in thrillingly col lective policies, but to become skilled and hard working and therefore rich."

All in all, one ends McCloskey'sbook by feeling that it is a tale well told. It deserves a wide audi ence. But please don't ask me to speculate on how wide that audience may be! D Professor Shannon teaches in the Economics Depart ment, Clemson University.
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The Freemanconsiders unsolicited editorial submissions, but they must be accompanied by a stamped, self-addressed envelope. Our author's guide is available on request. Phone: (914) 591-7230 FAX: (914) 591-8910 PERSPECTIVE On Movingthe World Every so often, an event occurs that stands as a monument to the continuing struggle for human freedom and serves as a reminder to all who work for liberty that even when success seems farthest from reach, they can make a difference. Whether it is the Boston Tea Party, the storming of the Bastille, the Warsaw Ghetto uprising, or the as sault on the Berlin Wall, such events are a vivid reminder that man has an undying desire to be free. Of all these, however, there is one event that will stand alone as the simplest and yet most pro found reminder not only of the universal desire for liberty but also of the power of a single indi vidual. This event occurred on June 5, 1989, one day after the Chinese government massacred thousands of its own citizens in Tiananmen Square. As a column of tanks rolled down the ironically named Boulevard of Heavenly Peace, a lone man ran into the middle of the street and stood in front of the lead tank, preventing the en tire column from moving. For one brief moment, the age-old historical struggle between the indi vidual and the state was crystallized into the im age of this one man standing perfectly erect, star ing straight ahead, with the gun turret of a tank pointed at him. It is said that the quest for free dom is the struggle between the armed state with its ultimate resort to the power of a gun and the individual with often nothing more than his prin ciples to defend him. Never before has one event so perfectly represented this struggle before the world, and never before has the power of princi ple and the impotence of force been more per fectly communicated.

To those who fight the daily battle for liberty on even the smallest, most inconspicuous, and some times apparently the most meaningless level, the actions of this man in Beijing should serve as an inspiration and a reminder that, though a single individual may seem powerless to change any thing, the greatest success must always begin with someone who is willing to stand up and fight for what he believes. Where, after all, would the world be today were it not for the first American patriot who resisted British rule, the first French man who stood up against the ancien regime, the 322 first person who refused to comply with the Nazis' plan to murder every Jew in Europe, or the first East European who demanded his freedom in the worst days of Communist tyranny? At the time, it may have seemed to all of these people that they were engaged in a hopeless exer cise, that the resistance of one man is nothing compared with the military and political power of a state. They acted not because they knew that they would wil1, for victory was far from certain, and not as part of a mass struggle against tyranny, for they were, at least initially, quite alone. They acted because they knew they were right, because they wanted to be free, and because they hoped that by taking a stand they would inspire others to do the same. History, of course, proved them cor rect in the long run-acting alone they not only in spired others but eventually proved victorious.

The undeniable lesson of history is this: One per son, backed only by the strength of his convic tions, can make a difference; one man can change the world. -DOUGLAS MATACONIS George Mason University School of Law BalanceofTrade Imagine applying mercantilism to our everyday economic affairs. When our employer gave us our weekly paycheck, we would have to say that this was a favorable balance of trade since it ended up with us having more money at our disposal. On the other hand, we would have to speak of being vic timized by an unfavorable balance of trade when we shopped at the supermarket. This is because money left our hands and went to the grocer. But anyone who has ever shopped realizes that gains are made by such activities. Who would patronize the local supermarket unless what they get is worth more to them than what they pay for it? It is the same with nations. If we buy more this month from Japan than we sell to them, this doesn't mean we are exploited by them any more than gro cery stores victimize us when we shop there. More to the point, the purpose of trade is to import-just as the purpose of working is to be able to afford to buy or import the groceries. So the next time you hear that we have a negative balance in merchanPERSPECTIVE dise trade, remember that means we are consuming more goods and services provided by foreigners than they are getting from us.

-WALTER BLOCK,writing for The Fraser Institute Vancouver, Canada "No Problem" "You want to go para-sailing?" the pilot of the snorkeling boat asked as we pulled ashore near Montego Bay. "No problem." And there was no problem. He hailed a cab, the driver took us a few miles down the sandy Ja maican beach, we paid cash, signed a one paragraph release, and we were up in the air. It was as simple as that. It's about the same if you want to take your first scuba dive in Aruba. Yousign a release, they sit you down to explain the basics, you practice in a pool, and an hour later you are diving off the side of a boat. Again, "No problem." Unfortunately, it isn't so easy if you want to take some risks in the United States. If you can even find someone to take you scuba diving, para-sailing, mountain climbing, or whatever, the release forms are a lot longer than a paragraph or two, and the ba sic message is: "Don't sue me."

Americans have always been risk-takers. But if we have to go overseas to take our chances, that says a lot about our future as a people and as a nation. -BRIAN SUMMERS Mises'LastWord Whatever reversals lie ahead, the day when pro fessors of Marxism could make the case for their man over the market is over. The Austrian economist Ludwigvon Miseshad the last word back in 1947,when the Red Army was imposing central planning from the Baltic to the Mediterranean and socialists everywhere were dreaming that they had the key to a better world: "A socialist management of production ... will squander the scarce factors of production, both material and human. Chaos and poverty for all will unavoidably result." -ROB NORTON,writing in the January 14, 1991,issue of Fortune 323 324 THEFREEMAN IDEASON UBERTY Rethinking the Free Rider Problem by James L. Payne O n the Bottle Bay Road, in North Idaho's Bonner County, they've confounded the professors. In the academic world, volun tarism is generally considered a hopeless way of approaching public problems. The reason is "free riders": in a voluntary system of donating to a wor thy project, people can get the benefit of the pro ject without having to pay for it. Therefore-the theory goes-everyone will be selfish and wait for others to give, and nothing will get done. No, say the academics, the only way to accomplish public projects is to use government and its tax system to force everyone to contribute.

Fortunately, Marla Wentner, Bill Bowman, and their neighbors on the Bottle Bay Road didn't believe this theory. The 5.2-milestretch of road by their property was unpaved, and likely to remain so for many years. Its washboards were a safety hazard, and its dust polluted the air and nearby Lake·Pend Oreille. "We finally just got fed up," said Bill. Marla and Bill formed a committee to raise money on a voluntary basis to pay for paving this stretch. From county records, Marla hunted up the names of 408 property owners affected by the road. Through extensive telephoning and mailings (they sent out over 1,000 pieces of James L. Payne is a political scientist who lives in Sand point, Idaho. This article is adapted from his column "The Volunteer Beat," which appears in the Bonner County Daily Bee. mail), the committee persuaded some 120 prop erty owners to contribute. The basic contribu tion was set at $300. Some people were willing to give more. Some could afford only $50. The small contributors impressed Marla: "You knew they were doing their best." After months of campaigning, the committee reached its goal of $50,000, the amount the gravel/chip seal coat will cost (the county will handle preparation of the road bed).

Who were the noncontributors? Some were opposed in principle to paving the road, because that would lead to more traffic and development. In other cases, people really couldn't afford any thing. And then there were absentee owners who couldn't be reached. But there were free riders too, and that did bother the volunteers. "It's a little dis turbing when there are people who want the paving, and can pay, but don't," said Marla. "But you just have to get past that." So the theory is wrong. Yes,there are free riders in a voluntary situation, but what the academics overlook is that there are also public-spirited peo ple, and their generosity can more than make up for the selfishness of free riders. That's why volun tarism can work. And, of course, it does work on this basis, all around the nation. Tens of thousands of voluntary groups, from churches to Boy Scouts, operate in circumstances where free-riding can take place, but this doesn't prevent them from operating successfully.

325 Marla Wentner on the Bottle Bay Road EncouragingVoluntaryAction The Bottle Bay project illustrates another point: . voluntary problem-solving is stronger when gov ernment is weaker. The Bottle Bay group first went to the county government, but were told there were no funds available for their road. At first glance, a tax-weak county government may seem unfortunate, but look at the benefit: it en courages voluntary action. Voluntary assistance with roads is not uncom mon in Bonner County. The Bottle Bay project has involved the largest number of property own ers, but similardealshave been workedout for a number of other roads. The county's lack of cash has impelled people to come forth with voluntary self-help arrangements. What is true for roads applies to everything else, from soup kitchens to youth organizations: if you want voluntarism, starve government. It's time academia recognized that there are two systems for handling our public problems. One is government, which relies on the coercion of the tax system. The other is voluntarism, the method that renounces force and relies on persuasion and generosity. Instead of inventing misleading theo ries for why voluntarism can't work and why we must turn to government, scholars should be figur ingouthow to makevoluntarism,whichobviously does work, work better. D 326 Decorating the Wilderness by John T. Wenders A few years ago, on the last weekend of elk season, Ashley Lyman and I were trailering our horses up a snow-covered Forest Service road out of Elk City, Idaho. As we climbed across a steep clear-cut, the truck spun to a halt on a sheet of ice. Then slowly the whole rig began to jackknife backward toward a precipice.

Ashley raced all four wheels. I jumped out of the truck, opened the rear of the trailer, and began unloading frightened horses. By the time the trailer emptied I had been kicked once, stepped on twice, knocked down, and squeezed against the side of the trailer as Brutus turned and bolted out. But getting the horses out of the trailer kept us from sliding over the edge. On other occasions I have fallen in icy streams in below-zero weather, had nightfall overtake me far from camp in a snowstorm, been left stranded far from camp when my horse escaped, and been dumped by a grizzly-frightened horse. I do not plan these little adventures, still they do occur, and will probably occur again. But these are some of the risks I accept when hunting. Com pared to these, the risk of getting shot is the least of my worries. Now come various game and fish depart ments, hunter education associations, and legis lators. They say that I should not be allowed to accept some hunting risks. To protect me from myself, I must be required to sally forth in glow ing orange, probably with a neon propeller on my hat, so that irresponsible hunters won't shoot me.

When not hunting, John T. Wenders is Professor of Eco nomics at the University of Idaho. I can see it now: road checks to make sure I don't pull my horse trailer up any snowy roads; all water posted in several languages and fenced in the win ter so I won't fall in; a required siren at camp that goes off at sundown to guide me back; govern ment-regulated strength standards for aU lead ropes, halters, and knots. And all grizzlies belled. Think of how safe the wilderness will be! No thank you. I know what's best for me. One of the reasons I hunt is to get away from the trap pings of civilization, and I will accept all the risks. Further, I'll do others the favor of presuming that they know what's best for them: as much as I hate to see the wilderness decorated, I willsupport their right to wear macho hunter orange. I only ask in return that they support my right to accept the risks of not doing so. D 327 The Individual and the Community by TiborR. Machan T here always has been something of a puzzle in social and political philosophy as to how much a political system should prize individuals and how much it should stress the prominence of the community. The question is about as ancient a theme in this discipline as are questions of the one and the many in metaphysics and stability versus change in our ideas in episte mology.

And no wonder. Human beings are, in a very straightforward sense, unique individuals as well as members of a distinct species, a community. How much emphasis should be placed on each aspect of their nature when we consider the consti tution of a society? Throughout history we have seen grand schemes that have favored the community as against the individual, in line with the idea Karl Marx put before us, that "the human essence is the true collectivityof man." But Marx didn't originate collectivist trends. In the West, Plato was perhaps most responsible for emphasizing the collective nature of human life. He first imagined that there are two worlds. One, where we live our particular, individual lives, is imperfect, unstable, changing, and easily corrupted. The other is the perfect, timeless, and unchanging realm that is home to the true nature of everything-including human natureor humanity!

Here we see the beginning of the idea that humankind is more important than individual human beings, if only because it can be conceived of as perfect, unchanging, and incorruptible. Plato may have advanced this picture simplyto stress the Professor Machan teaches philosophy at Auburn Uni versity,Alabama. need to define things clearly and precisely, analo gous to what we do in geometry. But his views did leave many with the understanding that in fact there exists a humanity apartfrom the individuals who compriseit. And it also left the clear impres sion that humanity is more important-perfect than individuals. Indeed, as Professor Stephen Tonsor has argued, collectivism has more of a conservative than a radical pedigree in intellectual history.1This is easy enough to appreciate. After all, conserva tives stress the importance of the tried and true opinions of the past, backed by millions of people who have gone before us. It is their collective thinking that must be deferred to instead of our individual reflections.

FailedCoUectivist"Experiments" There have been philosophical objections to all this, and, of course, in our own time we have seen the demise of many collectivist political "experi ments." Fascism, Nazism, socialism, and Commu nism are now largely discredited. And one of the central faults in all of them is their belittling of the human individual. The most recent case that points this up is the demise of socialismin Eastern Europe. First there is the economicmess in its wake: when collective needs rather than individual choices are used as guidelines for economic public policy,productivity sags, distribution is inefficient, people go hungry, and eventually the entire region suffers impover ishment. Second, though not necessarily in impor tance, is the demoralizing effect of collectivism: people aren't encouraged to see themselves as 328 THE FREEMAN • SEPTEMBER 1991 individually responsible for their conduct, so a kind of moral tragedy of the commons-that is, confusion about who is responsible for what ensues.Whatone persondoes is reallyeveryone's doing-no achievementor anyfailurecanindivid uallybe assignedbecausethe big "we"doesit all.2 Third, it is evident that wars are far more likely when collectivistideologiesreign than when indi vidualismis prevalent. "War is the health of the state," it has been said.

Now we have solidhistoricalevidencefor what previouslywas understoodby quite a few unheed ed people-that massive coercive collectivist effortsare anti-human.So do we now noticethat great numbers of the intellectualcommunityare beginningto paycloserattentionto individualism? Not if by thisone wouldexpecteffortsto clarifyit, improveits variousargumentsand analyses,fine tune its tenets. Instead,a newcollectivistmovementhas begun to make its way into Westernculture. It·is called "communitarianism."Its major tenets are not all that differentfrom the other collectivistsystems, despitea moremoderatetone andsomelipservice to individual rights. Here, in brief, is what one organizationtrying to promulgate communitari anism is saYing: "To the ACLU, libertarians,and other radicalindividualists,we say that the rights of individualsmust be balancedwith responsibili tiesto the community.Individualsare membersof a community;neither their existencenor their lib erty can be sustainedwithoutcommunity."

Theclaimadvanced,in short,is that the individ ualist political ideal that stresses basic human rightsto life,liberty,and propertyneedsto be bal ancedwiththe competingidealstressingthe high er value of the communityat large. What is the point? We allknowwe haveresponsibilitiestowardour community-to wit,ourparents,children,cousins, neighbors,colleagues,and people around us who may need our support,encouragement,and direct helpin a pinch.Individualismby no meansimplies neglectingother people who compriseone'scom munity.There are verydefinitemoralresponsibil itieseachof us has towardsuchother persons. Our.human nature makes us not only unique individualsbut also socialbeings.Aristotle, who severelycriticizedPlato'slimitedcommunism,did not deny that human beings are essenticdly social-he made a point of stressingit. our rationality enables us to communicateand cooperate with,as wellas to learnfrom,understand,andlove others. And our goal of leadinga happylife, one that realizesour humanpotentialities,requiresus to fulfillthese abilities.

Allin all,thepointofthe communitarianmove mentis not to remindus to be morallyresponsible to other people-to respectthem,cooperatewith them, love them when that is warranted, and so forth. Nothingin individualismrejectsthese ideas and ideals. Communitarianismwould be benign enoughif it meant no more than to remind us of our moraltiesto others. ForcingService In fact it means something different. Weare beingurgedto supportthe enactmentof lawsthat force people to serve their communities-to par ticipatein programsthat somepeople havedesig nated as community purposes or in the public interest.Otherwisethere wouldn'tbe all this con cernwithindividualismexpressedby advocatesof communitarianism.Communitariansare interest ed in diminishingthe decision-makingpower of peopleasindividuals.Yet,it isjustsuchpowerthat is requiredfora morallyresponsiblelife,including one that doesfull justiceto our moralresponsibil itiesto others.

Although communitarianism seems benign, consider one of its hidden problems. We know who canspeakfor the individual,at leastwhenhe or she reaches adulthood. This is the individual . himself or herself, no one else. We know well enough who is responsible for the individual once again,the person who is that individual,no one else. But who speaksfor the community?Is it going to be RalphNader? Or willit be GeorgeBush,or some committee such as Congress?The trouble with talking about "the community"in a literal fashionas communitarianismdoes is that a com munity isn't some concrete thing whose welfare we candetermineandpromote.Rather communi ties are collections of individual human beings with innumerable projects-legitimate needs, wants, objectives-of their own and with only a few shared amongthemselves. That is one practicalreason why collectivismis unworkable and why communitarians would spendtheir timemore fruitfullyin thinkingabout THE INDIVIDUAL AND THE COMMUNITY 329 "No one is morally improvedby beingforced to be responsible.Indeed, suchforce simply robs a personof his or hermoral nature."

individualism and its nuances than in resurrecting collectivism in yet another form. Another way communitarianism misleads is by claiming that Western, and especially American, culture is truly individualistic. Although American culture is more so than many others, in fact it is by no means radically so. First, the West is infused with collectivism, and the revolution that changed this has been by no means fully embraced by all segments of society. Second, even the individualistic elements of the West aren't of the extreme or radical type a few thinkers, such as Thomas Hobbes and Max Stirner, have put forward. That rare version implies that each person be treated as an entirely unique being, with no traits or concerns he or she shares with others. Rather, America's individualist tradition tends to acknowledge from the very start that we are all human individuals. The Declaration of Indepen dence refers to us all when it notes that we take it as self-evident that each has the rights to life, lib erty, and the pursuit of happiness. We do share in our humanity, and that is why we need to treat one another with respect for these rights. We are human individuals with human rights that, if respected, will enable us to live a human life of moral choice and responsibility.

Communitarians wish to place community and individual on a collision course, saying there is some kind of balance that is needed between the rights of individuals and the rights of the commu nity. But if we consider that "community" means simply a lot of other people than oneself, this makes' for majority rule. And if we consider that such other people usually leave it to a few who will speak out in their behalf, we will have a few com munity representatives dictating to the rest of us what we must do and what our "responsibilities" are. Moreover, our moral responsibilities are dis torted the moment they are made the object of law. A legally enforced moral responsibility isn't freely carried out by a person but amounts to regimented personal conduct. No moral credit can be gained in that fashion. No one is morally improved by being forced to be responsible. Indeed, such force simply robs a person of his or her moral nature.

Our communities are highly varied, depending on who we are and many other factors. Our com munity responsibilities are equally varied-I have some you don't and vice versa. They cannot be codified-and heaven help us if some group elects itself as the codifier of them. We should be concerned about efforts to foist communitarianism upon us. Of course, we can use occasional reminders of what we owe our family, friends, colleagues, neighbors, and others. But the unified, organic community is a myth. Instead of fashioning a new collectivism, let us preserve and restore the system of individualism in which we all have to go our own way to seek support for our objectives and cannot conscript others to work with us against their will. D 1. StephenJ. Tonsor,"TheConservativeOriginsofCollectivism," in Robert L. Cunningham,editor,Liberty and the Rule ofLaw (Col legeStation,Texas:TexasA&M UniversityPress,1979),pp. 224-41.

2. Ayn Rand highlightedthisaboutcollectivismin her wonderful novelette Anthem, in which a collectivistworld is bleak, morose, unimaginative,and stagnant.It is interestingthat George Orwell's similarnovel,1984,containsa majormisunderstandingwhenit per mits technologyto flourishin the midstof collectivism.Rand had it right-the creativehumanspirithavingbeen suppressed,nothing flourishesthat dependson it, includingtechnology.

330 The Trouble with Education by WilliamJ. McNicoll T he Clear Creek Independent School Dis trict (CCISD) is a public school system in Texas encompassing all or part of a dozen cities and towns, including a portion of southeast Houston. The quality of its programs places it in the upper tier of school systems in Texas. In fact, CCISD was cited in 1988as the best public school district in Texas. Each January, CCISD conducts an election to fill two or three seats on its seven-member board of trustees. This year's election attracted much more attention than usual because of a simultane ous effort by a local taxpayer group to roll back the district's tax rate, which the board had recently increased by 20 percent. The rollback issue, in fact, dominated the campaign. It prompted virtu ally everyone of the nine candidates for the board to promise, in one way or another, to "maximize the efficient use of tax dollars." None of the can didates was very specific about how to achieve this. Given the way public schools operate, a dis cussion of whether tax dollars can be used effi ciently is appropriate.

The concept of maximizing the efficient use of resources puts us in the realm of economics. To decide whether the promise can be kept we need only go back to Economics 101. The fundamental Mr. McNicollis an aerospaceengineerin Houston. and simple ideas we studied there are more than adequate to reach a conclusion. ScarceResources, OpportunityCost On the first day of class we learned that re sources are scarce. That seems very simple, but it has important implications. Resources must be consumed to produce the goods and services we all want. Resources are obviously finite. The earth has only so much min eral resource. There is only so much time and human labor available. Individuals have only a finite amount of money to spend to satisfy·their needs, wants, and desires. The fundamental prob lem of economics is that while resources are scatce, human wants, needs, and desires have no limits. We can't have everything we want; we have to choose. We must forgo some desires in favor of others.

That leads directly to the next basic concept in economics: opportunity cost. Opportunity cost is the cost of choosing one alternative over another. It is the benefit forgone when we make a choice. For example, if you have $50 to spend and want either to go to a baseball game or out to a fancy restaurant, you must make a choice. You can't do both. If you choose to go to dinner, your opportu nity cost is whatever benefit you might have gained by going to the ball game. This idea of opportunity cost helps to explain how we make choices. We act to minimize our opportunity costs, or to maximize our benefits by the choices we make. In this way we strive to achieve the greatest benefits from consuming scarce resources. EconomicDemand,Efficiency Another important concept is economic de mand. Each of us wants to derive as much personal benefit as possible from our scarce resources. But we can't satisfy all our wants and desires. Econom ic demand is our expression of what we have cho sen to do with our scarce resources. Economic demand is not just wants and desires, but also the ability and willingness to pay for what we have chosen. I may want a new Mercedes, but I'm not willing to expend the required portion of my scarce resources to obtain one. I am expressing no economic demand for a Mercedes.

It's important to remember that people express their economic demand only when they are actu ally faced with the decision of how to make use of their resources. Economic demand cannot be accurately measured by taking surveys or talking to people. Almost invariably, people will respond to questions with wants and desires, not economic demand. The concept of efficiency bears directly on the school board candidates' promise. We usually think of efficiency as some process that maximizes output of a finished product with a minimum of inputs or costs. That is perfectly valid, but there is another aspect of efficiency that concerns the val ue of the finished product, which is determined by the level of economic demand for it. If there is no economic demand for a product, then it lacks val ue, and the efforts to minimize the resources con sumed in producing it are irrelevant. The resources are wasted when the decision is made to enter them into this process.

An example might be a solar-powered flash light. (Guaranteed to meet all your daytime flash light needs!) The product has no value because no consumer expresses an economic demand for it at any price. The production process is immaterial; 331 the resources that went into this product were wasted. Producersand Consumers We cooperate with each other to derive maxi mum benefit from the resources we consume. A business is an organization that produces goods and services for other organizations or individuals. Businesses are run by people who want to ben efit just like the rest of us. They do that by provid ing products to consumers, but they concentrate on providing only those products for which there is a genuine economic demand. Of course they can confirm what is in demand only by observing con sumers and the decisions they make. Consumers make their decisions based on quality, price, and opportunity cost. This is how consumers reveal their economic demand for goods and services and maximize their benefits.

Those who are successful at supplying whatever is in economic demand in an efficient manner will be rewarded with profits. That's all profit is, a reward for meeting the economic demands of con sumers. A large profit suggests that you are doing a very good job of meeting consumer demand without wasting resources. On the other hand, a business that loses money is doing so because it isn't doing a good job of meeting consumer demand. It is producing a prod uct for which there is little demand, or it is produc ing it so inefficiently that the cost exceeds the mar ket price. In either case, the losses it suffers encourage the business to stop producing that product and stop wasting resources. But even a profitable business situation can come to a swift end if somebody else comes along and provides an equivalent product at a lower price, or a better product at the same price, there by allowing customers to satisfy their demand while consuming fewer resources.

This interchange between consumers and pro ducers (and we all are both) is a communication system. In it, information is carried by prices. Prices are determined by the economic demand for goods and their relative supply. Profits and losses show whether resources are being used effi ciently. This communication system leads to the satisfaction of economic demand in the most effi cient way possible, meaning that the fewest resources will be consumed.

332 THE FREEMAN • SEPTEMBER 1991 PublicSchools Now consider the particular case of public schools and whether we can maximize the efficient use of taxpayer dollars. Public schools are fundamentally different from businesses. The biggest difference is that the com munication system just described doesn't exist! It doesn't exist because it isn't allowed to exist. Instead, public schools are financed by taxation. Money is simplytaken from people without regard to economic demand or opportunity cost. There is, however, a non-economic communica tion system between the education consumer and the provider. Unfortunately it's not a very good system. Information on the best use of resources is incomplete and garbled as if by static. Some need ed information doesn't get through at all. Since it doesn't operate by consumers making choices, this communication system cannot carry information on economic demand or quality or on how resources should be allocated to maximize bene fits. It can carry only wants and desires.

Furthermore, it doesn't carry information from all customers for the product, as the communica tion system for private businesses does. For this is a political system. A businessman needs to listen to all his customers if he wants to be rewarded with profits. The people in charge of the public school system (politicians, not businessmen) can survive quite nicely by listening only to those people they choose to hear. Some people, no matter how hard they try, won't be able to communicate over this system. Complaints that special interests are met while the general interest suffers are valid. It is in the nature of the system. To stay in office, school board members have to be reelected periodically. They make promis es to achieve their re-election, and making good on these promises costs money. Those people with influence over the board members can get their wants and desires (but not their economic demand) granted this way. The result is a parade of new programs and services that are of dubious value, but carry a very real cost.

Another difference between public schools and private businesses is competition. Because public schools deliver their product at no direct cost to the consumer, any competition is at a severe disad vantage. Few consumers are willing to pay both school taxes and private school tuition. The kinds of improvements in quality that arise through busi ness competition are almost nonexistent in public schools. The result in our system of public schools should be easily predictable. Since no information on eco nomic demand is available, it is inevitable that ser viceswillbe provided for which there is little or no economic demand. This is a major cause of waste in the public school system. Costs continue to rise at alarming rates because of the effort to satisfy a wide array of wants and desires, without any pro cess to reduce those wants and desires to genuine economic demand. They're making solar-powered flashlights, but get no market signals to stop.

Can the candidates' promise be kept? Clearly not. Under the present system, it isn't possible to "maximize the efficient use of tax dollars." In fact, no system can maximize efficient use of tax dollars. Consumer dollars come with an indication of their most efficient use. Tax dollars do not. To solve a problem, we must first understand its cause. We have recognized a serious problem in education throughout this country, yet no sig nificant progress has been made toward solving it. I believe this is because so few people under stand the source of the problem. (Some don't even want to understand.) The greatest part of that problem is explained by this simple econom ic assessment. From a sound understanding of these difficulties, it should be a simple matter to proceed to a solution. Achieving that under standing is the hard part. As for the CCISD election, the available seats were won by two gentlemen who opposed the tax rollback effort and believed that the education problem is caused by inadequate funding. Two months later, the tax rollback succeeded. D 333 The Case for Being Insensitive by William B. Irvine A t the university where I teach there recently was an uproar when a white dean allegedly said that a black faculty member is paid as much as he is because he is black. Although the dean ultimately was cleared of the charge of racism by a university committee, there were those who nevertheless held him to be guilty of the lesser crime of "insensitivity."

This charge of insensitivity has been thrown around quite a bit in the last few years. Indeed, it is one of the main tools used by those who seek to impose "Politically Correct" thinking on Ameri ca's college campuses and elsewhere. It is curious that Americans, who with each passing year become less concerned about good manners and etiquette, become ever more con cerned with sensitivityin speech. It is okay to be a slob at the dinner table. It is okay to go out in pub lic half dressed. It is even okay-some would have us believe-to use four-letter words in mixed com pany. But never, never say something political that will hurt the feelings of another human being. Racist and sexist remarks certainly are morally offensive. But what about remarks that are merely insensitive? Should the members of a free society attempt to suppress· these remarks or condemn those who make them? Before we can answer these questions, we must first inquire into exactly what sorts of remarks, in today's political climate, count as insensitive.

To be guilty of insensitivity, you must first say something that hurts someone's feelings. If people don't mind what you say, you are a sensitive indi vidual; and if what you say makes people feel good Professor Irvine teaches philosophy at Wright State Uni versity in Dayton, Ohio. about themselves, you will count as a wonderfully sensitive individual. But hurting someone's feelings alone won't make you guilty of insensitivity, for it matters whose feelings you hurt. If, for example, the above-described dean had announced that his feelings had been hurt by being accused of racism, no one would have rushed to charge his accusers of insensitivity. As it turns out, for a remark to count as insensi tive, the person whose feelings get hurt must be long to a "protected" group. Some of these groups are defined by their minority status. For example, it is insensitive to hurt the feelings of a black or a female. (On the other hand, people with Scottish sounding surnames are in a minority group, but not a protected minority group; it is therefore not, in today's political climate, considered insensitive to say things that hurt their feelings.) Other pro tected groups are defined by lifestyle.For instance, it is insensitive-as Andy Rooney of 60 Minutes fame found out-to hurt the feelings of homo sexuals, since homosexuality is a protected life style. No one will charge you with insensitivity, however,ifyou attack the heterosexual proclivities of bachelors; their lifestyle isn't protected.

One other thing to realize about the charge of insensitivity is that remarks need not be false to count as insensitive. Indeed, most of the remarks that get labeled insensitive are arguably true. (The dean's remark, for example, that the black faculty member gets paid as much as he does because he is black might well be true. Indeed, given the chaotic state of affirmative action in America, it is possible that the black faculty member wouldn't even have been interviewed for his job if he hadn't 334 THE FREEMAN • SEPTEMBER 1991 been black.)Generally,peopleaccusesomeoneof being insensitive only when they are unable to convicthim of the more seriouscharge of being wrong. Thus, it would appear that when someone accuses someone else of Ill.akingan insensitive remark,what he is reallydoing is accusingsome one ofmakingan arguablytrue remarkthat mem bersofacertainprotectedgroupdon'tcareto hear.

Why do people accuseothers of insensitivity? No doubt because they have found that it is an effective way to intimidate their critics into silence-much thesamewaythatinthe19508Sen ator Joseph McCarthy intimidated many of his criticsinto silenceby labelingthem Communists. Notice,too,that it is far easierto provethat some oneis insensitivethanto provethathe is mistaken; for to proveinsensitivity,all you haveto do (if you are in a protected group) is announce that your feelingshavebeen·hurt. Is it, then, wrongto make insensitiveremarks? Not if we valuethe truth. The charge of insensitivity,if Americanstake it seriously,threatens to undermineour freedom of speech. For if we concern ourselveswith the sensitivityofwhatwe say,we bringinto existence a multitude of censors-namely, ourselves. Beforewe open our mouths,our concernwillnot be, "Is whatI am about to saytrue?" but instead, "Do people want to hear what I am about to say?" Of course,what makesfreedomof speech valuableis that it protects our right to say things that people don't want to hear. Our right to say thingsthat people do want to hear will never be in danger.

Whendiscussingtheissuesoftheday,we should not worry about being "insensitive."Conversely, whensomeonesayssomethingpoliticalthat hurts our feelings, we should stop and ask ourselves whetherhis criticismis valid. If it is, he probably has done us a favor in speaking.And if it is not, we shouldn't sit there whimpering about the critic's insensitivity; instead we should defend ourselves by vigorously demonstrating to him why he is wrong. We will both be better for the experience. D 335 GovernlDent's Assault on Freedom to Work by Thomas J. DiLorenzo T.his essay sugges~s ways of thinkin~ about .one of the most ImportanteconomICfree doms-the freedom to earn a living.Eco nomic freedom may be defined generally as the freedom to trade or to engagein any consensual economicactivity.!In the contextofthe labormar ket' economicfreedom means the freedom of an employee or a group of employees to "trade"

labor servicesin return for remuneration. Sincefree trade in the labor market is mutually advantageous,it benefitsboth parties. Moreover, labor market freedom entails many other free doms,such as freedomof contract,of choice,and of association.To maximizetheir own well-being, workers and employersmust be free to contract with whomever they want, to associate with whomevertheywant,and to have as widea choice oflabormarketoptionsas possible,so longas they don't interfere with the equal rights of others. Thus, an unregulated labor market is most con ducive to individual workers' (and employers') pursuit of happinessand economicwell-beingas they subjectivelyvalueit. Government can play two different roles re gardingthe labor market. One role is to serveas a "referee" by enforcingvoluntary contracts, pro tecting private property rights, and generally maintainingthe rule of law. Government,in other words,can enforce the rules of the game without directlydeterminingthe outcome.

The secondrole of governmentis to.make rules that determinethe outcomeby passinglegislation Dr. DiLorenzo holds the Probasco Chair of Free Enter prise at the University of Tennessee at Chattanooga. and issuingregulationsthat affectwages,working conditions, and other aspects of labor markets. This second role is the predominant objectiveof governmental labor policy in democratic coun tries,and it conflictswiththe objectiveofeconom ic freedom. Rather than protecting private con tracts and private property, government all too often attenuates the rights of both individual workersand employers. The reason governmentsdo a poor job of pro tectingtheserightsis the basicasymmetryin polit ical decision-making in democratic countries. Generallyspeaking,governmentspass legislation to benefit relatively small, well-organized, and well-financedinterestgroups.The costsof the leg islation are usually hidden and widely dispersed amongthe generalpublic.To promisevoterswell definedand exaggeratedbenefits,and to hide the costs,is the route to a successfulpoliticalcareer.

Thus, labor legislation is typically (but not always)intended to improve the economicwell beingof one groupby diminishinganother's.Such laws infringeon the economiclibertiesof individ uals and groupsthat are less politicallyeffective.2 Mostlabor l~slation, in other words,amountsto protectionism-it tries to protect the jobs and incomesof one group of employeesby restricting the opportunities of others. Like protectionist trade policies, such laws tend to impoverish an entirenationwhileprovidingbenefitsto a relative ly small,politicallyactiveminority. The types of legislation (and their economic effects) to be discussedare: 1) union legislation, 2) domesticlabor legislation,and 3) immigration 336 THE FREEMAN • SEPTEMBER 1991 legislation.Giventhat there are literallythousands of labor laws and regulations,the followinganaly sis is at best a preliminaryassessmentof economic freedomin the labormarket.Onlythe mostsevere labor market interventionsare considered.

Althoughpreliminary,suchan analysisisimpor tant becauselabor marketfreedomis arguablythe mostimportant economicfreedomof all. Without the freedomto earn a living,citizensare bound to becomeever more subservientto the state. I. UnionLegislation Much labor legislationdeals with the relation ships between unions and employers. From the perspective of economic freedom-especially freedom of association-there is nothingparticu larlyobjectionableabout "combinationsof labor" any more than there is about any other combina tionofindividualsforwhateverpurpose,solongas the group does not interfere with the equal rights of others. A government that respects economic freedomwillnot restrict therightsofindividualsto associatefreelywithoneanother,norwillit restrict the rightsofindividualswhochoosenotto beasso ciatedwith any suchgroups. Labor law in democratic countries contains muchrhetoricabout protectingfreedomof associ ation,but in realityit doesa poorjobofit.Govern mentsinterfereor meddlewithprivatecontractual relationships between workers (or their unions) and employerson a massivescale.Mostunionleg islation attempts to replace private, voluntary labor contractsand agreementswith governmen tal edicts. In essence,it socializeslabor relations.

Furthermore, much legislation confers special privilegeson labor unionsoften to the detriment of individualworkersand employers. Compulsory Unionism. One example of such legislationis lawsthat encourageor evenmandate unionization. In the United States, for example, labor legislationdiscussesthe importanceof free dom of association,but then it talks of such free dom in terms of freedoms"to form, join, or assist labor organizations"3for the purposeof collective bargaining.Many of the employee "rights" pro tected by U.S. labor law are ones that can be advancedonlythrough unionization. Thus, an important measure of labor market freedomis the degree to whichlabor law protects individualworkersrather than unions as organi zations.Since the interests of individualworkers are quite often in conflict with the interests of unionofficials,a legalframeworkthat encourages or mandates unionization diminishesindividual economicfreedom.Laws that mandate collective bargaining,for example,are a restrictionof work ers' (and employers') freedom. A worker may prefer to bargain individually,and an employer may prefer to ignorea union.

The benefits of individual,rather than collec tive, bargainingare clear. Research in labor eco nomicshas shownthat collectivebargainingtends to reducethe dispersionofwages.Morespecifical ly, more productiveworkers are usuallypaid less than they could have earned had they bargained individually, whereas less productive workers often earn more, as union wages are set at some thingcloseto the medianwagewithina bargaining unit.Thus,ifcollectivebargainingimposesan out come on all employees,it is bound to make some of them-usually the most productive ones worseoff. Despite the fact that some workers are made worse off, it is illegalfor workers in a unionized industry in the United States and many other countriesto bargainindividually.Suchbargaining is deemed an "unfairlabor practice"and is a pun ishableoffense. Yellow-DogContracts.Withregard to employ ers' rights, it is illegal in many countries for an employerto refuseto bargainwitha union.In the UnitedStatesit is aper se violationofthe National Labor Relations Act to refuse to bargain with a union, but it is not illegalfor a union to refuse to bargainwithan employer.Socalled"yellow-dog"

contracts.-agreements between employers and employeesnot to havea union-have been illegal in the United Statesand manyother countriesfor decades. Laborhistorianshavefoundthat one ofthe rea sonsforsuchcontracts(which,it is worthstressing, were voluntary) was the desire by workers to avoidthe work disruptionsand loss of wagesdur ing strikesthat characterizeunionizedindustries.4 Moreover,sincesuch agreementswere voluntary, they musthave benefitedemployersand employ ees, just as all voluntaryfree market agreements do. Either party was free to end the employment relationship"at will"if dissatisfied.

GOVERNMENT'S ASSAULT ON FREEDOM TO WORK 337 The only waythat such agreements could persist in a free marketplace is if they were "efficient" in the sense that they enhanced the welfare of both parties-the anti-union employees and employers who must have believed that unionization would not be in their best interest. Thus, legislation that outlaws such contracts must necessarily make some workers and employers worse off. Exclusivity.Another aspect of labor legislation that grants special privileges to unions at the expense of economic freedom for workers is so called exclusiverepresentation. Exclusivitygivesa union, once it has been certified, the legal right to be the exclusivebargaining agent for all workers in a bargaining unit, whether they wish to be repre sented or not. Any attempt by employers or work ers to bargain individually-even over the most mundane things-is illegal. Exclusivitygivesunions a legal monopoly in the employee representation business. It not only is illegal for workers to bargain individually with their employers; exclusive representation legisla tion also prohibits bargaining through another, competing union, or any other agent.5 Protected from competition by exclusive repre sentation laws, unions act like all other monopo lists: they restrict their "output" and raise their prices. Because unions face no competition in the employee representation business, they are less constrained than they otherwise would be from charging excessive dues and also are likely to pro vide fewer services to their members.

Evidence of the latter type of behavior abounds. In the United States, unions are major participants in all sorts of political causes that are unrelated to labor relations or to the economic welfare of their members. Unions have been active in the pro abortion movement; they have spent considerable resources in support of left-wing authoritarian governments in Central America, Africa, and else where; they are part of the anti-nuclear power movement; they have lobbied for sanctions against the South African government; and they actively lobby for socialistic economic policies (Le., price controls and nationalization of some industries) that, by hampering economic growth, are not in the best interests of the workers they represent. 6 Exclusivity allows unions to shirk some of their basic responsibilities, such as contract administra tion, bargaining, and grievance handling, in order to pursue political causes that are irrelevant or even harmful to the economic welfare of workers.

An indication of how far afield American unions have strayed from their basic responsibilities is a 1989Supreme Court decision that it is unconstitu tional to compel workers to pay union dues to finance activities that are not directly related to bargaining, contract administration, and grievance procedures. In the case of Beck v. Communication Workers of America, the Court found that the union spent less than 20 percent of its dues rev enues on appropriate expenses. The other 80 per cent was spent on politics. Other cases have found that as little as 10 percent of dues revenues are spent on legitimate purposes. The Supreme Court ruling willlikelyweaken the monopolistic grip that unions have over their members, but exclusivity continues to entrench much of their monopoly power. Because of the monopoly powers granted to them by exclusivitylegislation, unions may also be unresponsive to their members' demands for changes in collective bargaining strategies. There have been many cases in the United States, for example, where workers were convinced that they would have to make concessions if they wanted to remain employed. Union officials,however, often have refused to heed the preferences of their members, sometimes causing the members to lose their jobs. Unions would be more likely to cater to their members' preferences if there were competi tors in the employee representation business, but such freedom of choice is precluded by law.

Agency Shop. A further infringement on the economic liberties of workers is the socalled agen cy shop, whereby workers who do not belong to a union must nevertheless pay union dues. The rationale for the agency shop is derived from exclusivity. Since unions are required to bargain for all workers (union and nonunion) in a bargain ing unit, it is supposedly necessary to compel all workers to pay for bargaining services. In the terminology of economics, collective bar gaining is said to provide workers with "public goods," and compulsory union dues supposedly are necessary to prohibit free riding. But since gov ernment created the situation where all workers are forced to submit to a single monopoly bargain ing agent, a better phrase than "free riders" would be "forced riders." Workers are forced to accept 338 THE FREEMAN • SEPTEMBER 1991 the results of union bargaining and, where an agency shop exists, also are forced to support the union financially. To workers who are worse off because of this arrangement, exclusivity creates a "public bad," not a public good: workers are forced to pay dues for the "privilege" of being made worse off. An agency shop literally consti tutes taxation without representation and is a seri ous encroachment on economic freedom.

Union Violence. The long history of union vio lence can be readily explained by economic theory. In order to push wages above competitive levels, unions must restrict the supply of labor services on the market. They strike or threaten to strike in order to do this, and strikes are often more effec tive if workers who choose not to strike can be intimidated by violence. Employers also can be subjected to violence, threats of violence, and the destruction of property unless they acquiesce to union demands. ll. DomesticLaborLegislation Governments also deprive workers of economic freedom through laws and regulations that affect wages and working conditions. Although these restrictions vary greatly,they all share the common element that they substitute governmental for individual (or market) decision-making. They all are carried out under the pretense that govern ment somehow has better knowledge of the "best"

wages, hours of work, types of jobs, and so on, than individual workers and employers have. This type of thinking is what E A. Hayek calls "the fatal con ceit" because of the dire economic consequences to which it lends intellectual support. Minimum Wage Legislation. Most democratic countries have a minimum wage law that raises wages of low-skilled workers above going market rates. Virtually any economics text explains that mandating above-market rates causes unemploy ment by pricing low-skilled workers out of jobs. There is no better example of a law that hurts those whom it purports to help or that constitutes a clearer infringement on economic liberties. As Adam Smith said in The Wealth of Nations, "The patrimony of a poor man lies in the strength and dexterity of his hands," and to deprive him of this through restrictive labor legislation "is a manifest encroachment upon the just liberty both of the workman, and of those who might be disposed to employ him."

The minimum wage law even harms workers who are not priced out of the market by it. If employers are forced to pay higher wages, they either willlay off some workers or cut back on oth er fringe benefits so that the total compensation package doesn't exceed each worker's marginal productivity. Thus, freedom of choice is dimin ished for workers who may prefer a different mix of wages and fringe benefits. The minimum wage law is inefficient and inequitable, but it persists for several political rea sons. First, it lends itself to demagoguery better than most government policies. It is natural for politicians to claim to be able to solve social prob lems by simply passing a law, and what nicer law than one mandating higher wages for the poor? A second reason is that unions want to price unskilled nonunion labor, which competes with more skilled, union labor, out of the market. In the name of compassion for the poor, unions lobby for legislation that makes the poor even poorer. The minimum wage is a device through which the poor are used as political pawns to the benefit of dema gogic politicians and politically active unions seek ing protectionist legislation.

Maximum-Hour Legislation. Another infringe ment on economic liberties is maximum-hour leg islation which, in general, limits the number of hours that workers can work and/or mandates that higher wages must be paid for any work hours over a specified amount. Since overtime pay provisions increase labor costs, the effect is to reduce the level of production and, consequently, the number of hours worked. Individuals who prefer to work more hours or to vary their work hours over the course of a week may be precluded from doing so. Davis-Bacon Laws. Another related measure of labor market intervention is the existence of laws, such as the Davis-Bacon Act in the United States, which mandate that government-specified wages be paid. In the case of Davis-Bacon, the govern ment-specified "prevailing wage" in an area must be paid on all Federally supported construction projects, even if the Federal support is less than 1 percent of the cost of the project. The "prevailing"

wage is almost always the union wage, and the GOVERNMENT'S ASSAULT ON FREEDOM TO WORK 339 effect of the Act is to drive lower-wage, nonunion labor from the market. Making wages artificially high restricts competition from lower-wage firms, depriving their owners, managers, and employees of economic opportunities. Restrictions on Child and Female Labor. For over a century various countries have prohibited or limited child and female labor. The rationale behind the restrictions is that they supposedly are needed to protect women and children from being exploited by employers. Even though this rationale for regulation is widely accepted by the general public, the regula tions are not likely to protect the intended benefi ciaries. It is difficult to perceive that regulations prohibiting such work would benefit those individ uals who voluntarilychose to work. If they felt they were being made worse off by their employment situation, they would simply quit.

There is evidence, moreover, that when such regulation originally was being proposed in Eng land there was fierce opposition to it by the wom en whom the regulationwas supposedto help. It is likely, therefore, that such regulation may always have been designed to protect incumbent workers from competition. OccopationalLicensing Laws. Occupational licensing laws have been shown to create barriers to entry in literally hundreds of professions in the United States and many other countries.7 The restrictions come in many forms, such as license fees, educational requirements, and regional or national examinations. Licensing has been defended on the grounds that it assures professional competence and pro tects consumers from lower-quality products and services. These arguments mayor may not have merit, and they will not be discussed in detail here. But regardless of the motivation for the laws, their effect is to make it more difficult to enter regulated professions. Consequently, many individuals are deprived of employment opportunities.

This licensing-induced reduction of employ ment opportunities likely imposes a greater bur den on lower-income individuals rather than on higher-income people since it often deprives the former group of valuable opportunities to accu mulate human capital-opportunities they may not otherwise be able to obtain. Again, there is much evidence that occupational licensing is often a politicalresponse to pressures from incumbent practitioners who want protection from competition. An anecdote willillustrate what I believe to be typical of the politics of occupation allicensure. Economist Walter Williams recently appeared on a televised debate with Congressman Charles Rangel. Williams, who is black, made the point that the licensing of hairdressers in Rangel's home state of New York discriminates against blacks. It does so, said Williams,because to become certified as a hairdresser one must pass a practical exam as well as a more academic one that includes math problems. (The relationship between the ability to coif hair and the ability to do mathematics is, to say the least, dubious.) Williams pointed out that an equivalent percentage of blacks passed the practi cal exam as whites, but the failure rate of blacks on the academic exam was several times higher than the whites. Williams blamed the discrepancy on inferior government schools that so many black New Yorkers are compelled to attend.

Congressman Rangel, who also is black, did not dispute the test results and did not deny that the system kept many of his constituents unemployed. But he nevertheless supported the licensing sys tem. His preferred "remedy" for urban unemploy ment was not to eliminate the sources of unem ployment, such as occupational licensing laws, but to increase welfare spending. This type of behavior is readily explained by ele mentary public-choice logic. On the "demand side," the unionized practitioners are well orga nized and well financed politically,and are able to use the political process to protect themselves from competition with occupational licensing reg ulations. Those who are harmed by the regulations are not well organized and, hence, are less politi cally effective. From a "supply side" perspective, politicians can win votes from the incumbents by supporting licensing, and they can also win votes from those who are denied employment opportunities because of licensing by offering them welfare pay ments or government patronage jobs.

In this instance the citizens whose liberties are abridged are made effective wards of the state either as welfare recipients or by relying on anoth er form of handout-a government job-for their livelihood. Thus, occupational licensing is yet 340 THE FREEMAN • SEPTEMBER 1991 another way in which the poor are used as mere political pawns by cynical political opportunists. Equal Pay for Equal Work Laws.These laws are intended to protect certain groups, particularly women, from wage discrimination by mandating that employers pay equal wages for the "same" work performed by·workers of different sex and race. The irony is that these laws·result in reduced employment opportunities for those who are sup posedly helped. If an employer pays females less than males, for example, it is because he subjectively values female labor less highly. He may genuinely believe that his female employees are less pro ductive and less capable, or he may simply be dis criminating against them because they·are wom en. In either case, equal pay for equal work laws will induce the employer to hire fewer female workers. If forced to pay equal wages, the employer will prefer male workers. Thus, women who are willing to work at least temporarily for lower wages in order to prove that they can do the job are denied the opportunity.

In other words, women can provide employers with economic incentives to hire them, despite dis crimination, but are not permitted to do so because of "equal pay" laws. Thus, equal pay for equal work rules, which are supposed to reduce discrimination, actually increase it. That these laws harm the groups they are sup posed to help is made clear by the fact that in some countries, such as South Africa, there is no pretense that the laws are supposed to protect people who are discriminated against. In South Africa, white racist labor unions lobbied for "equal pay" laws for black workers because they knew the laws would protect white employees from competition by relatively less skilled black workers. Since most blacks were less experi enced, forcing employers to pay them wages that exceeded their marginal productivity would price them out of jobs.8 In other countries the motiva tion behind the laws may be well-intentioned,but the effects are the same.

Equal pay for equal work laws reduce economic freedom, but "equal pay for work of comparable value" legislation would be even worse. This is a proposed system of governmental wage determi nation whereby government bureaucrats, rather than the marketplace, would set wages. I will not say anything more about this other than it's already been tried-in the Soviet Union, China, and Eastern Europe-and it doesn't work. History shows that such governmental control over wages is grossly inefficient and inequitable. Employment Quotas. Most democratic govern ments have policies that require employers to make some of their hiring and promotional deci sions solely on the basis of non-economic factors, such as race or sex. Obviously, this deniesindivid uals the freedom to seek employment or career advancement based on merit. In the United States, employment quotas origi nally were enacted with the promise that they would not be used to force employers to make decisions based solely on race. The late Senator Hubert Humphrey promised that the Civil Rights Act of 1964 "does not require an employer to achieve any kind of racial balance in his work force by giving preferential treatment to any individual or group." The phrase "affirmative action" was coined by President Kennedy in his executive order that "affirmative action" should be taken to assure that Federal contractors do not make employment decisions based on race, creed, color, or national origin.9 In practice, socalled affirmative action poli cies do exactly the opposite of what their propo nents claimed they would. They require that employment decisions be made specifically according to employees' race, creed, color, or national origin. Consequently, "non-preferred"

individuals who may be more qualified are passed over by employers who must satisfy the government's preferences for discrimination in the workplace. There is mounting evidence, moreover, that even many of the "protected" minorities are denied economic opportunities because of affirmative action policies. Economist Thomas Sowell has found that the relative economic position of "protected" minority groups in the United States actually fell after employment quotas were instituted. "In 1969, before the federal imposition of nu~erical 'goals and timetables,' Puerto Rican family income was 63 percent of the national average. By 1977, it was down to 50 percent. In 1969, Mex ican American family income was 76 percent of the national average. By 1977 it was down to 73 percent. Black family income fell from 62 perGOVERNMENT'S ASSAULT ON FREEDOM TO WORK 341 cent of the national average to 60 percent over the same span."10 Sowell also found that blacks with less educa tion and job experiencehavefallenfarther behind, while blackswith more education and experience have been advancingeven faster than their white counterparts. He offers a clear explanationof this phenomenon: Affirmative action hiring pressures make it costlyto have no minorityemployees,but con tinuing affirmativeaction pressures at the pro motion and dischargephasesalsomake it costly to have minority employees who do not work out well. The net effect is to increase the demand for highly qualified minority employ ees whiledecreasingthe demand for less quali fied minority employeesor for those without a sufficienttrack record to reassure employers.

Those who are most vocalabout the need for affirmativeaction are of course the more artic ulate minority members-the advantaged who speak in the name of the disadvantaged.Their positionon the issuemay accordwiththeir own personal experience, as well as their own self interest.11 Thus, like the minimumwage and occupational licensinglaws, employment quotas deny employ ment opportunities to those who need them the most-relatively unskilled and uneducated minoritieswho are "targeted" for help by the gov ernment. Govemment"Jobs" Programs.All democratic governmentshave long been involvedin employ ment or job trainingprograms.Despite their pop ularity, however, they reduce economic liberties and employmentopportunities. It is impossiblefor governmentto "create" jobs because of the law of opportunity cost. Govern ment may "create" somejobs withsuchprograms, but it necessarilydestroysother private-sectorjobs by diverting financial resources from the private sector (through taxes, government borrowing, or inflationary money creation) to pay for the gov ernment jobs. At best, government "jobs" pro grams alter the composition of employment, but not the aggregatelevel.

Furthermore, manygovernmentjobsare waste ful because they don't meet legitimate consumer demands. The history of government jobs programsis filledwithexamplesof "make work" jobs that seem to emphasize politicalpatronage more than employmentopportunity.12 The reason government jobs programs remain popular despite their failure to stimulate employ ment (or training,for that matter) is that the ben efits are well defined-job recipientsknow where the jobs came from and whom to thank (or vote for)-whereas the costs are hidden. Those unem ployed becauseof the crowding-outeffectof these programshave no idea of the causeof their unem ployment. This is one way-generating unemployment that governmentjobs programsdiminisheconom ic freedom. They also impair economic freedom and opportunity because the kinds of jobs and training determined by government bureaucrats are not necessarilythose that people wouldfreely choose in the private sector. This allows govern ~ent bureaucrats to exert a degree of control over whattypesofjobswillexistand whattypesofskills people will possess.

Givinggovernmentsuchpowersopensthe door for ever-expanding governmental control of the allocationof labor. In totalitarian regimessuch as the SovietUnion there is a nearlycompletedomi nation of the labor market by government. Its "jobs programs" are so extensive that "everyone works for the state. The only "real" jobs in the SovietUnion are ones held by black marketeers. In Nazi Germany, government officials were allowed to monitor and control every proposed job change, thereby directing workers into those endeavors the bureaucrats thought served "national interests" regardless of the interests of individualswho comprisedthe nation. Of course, modern democratic governments don't possessanythinglike the powers over labor markets that the Soviet Union does or Nazi Ger many did. But the differencesare only a matter of degree (albeit a large degree). Along with exten sive employment programs, all democratic coun tries keep extremely detailed personal informa tion on workers and labor markets, and they use that informationto shape governmentpolicy.

Government employment programs threaten economicfreedom in a very general sense in that consumersovereigntyis replaced by bureaucratic sovereignty.In a free market the typesof jobs cre ated are those that serve the desiresof consumers. Government jobs, on the other hand, usuallyare 342 THE FREEMAN • SEPTEMBER 1991 designed to serve the whims of political authori ties, which often are in conflict with consumers. After all,if there is a legitimate consumer demand, there is an incentive for a private entrepreneur to meet it and to hire workers to assist him in doing so. Thus, to a large extent, government jobs are created to provide goods or services that con sumers either have not expressed a preference for or, if they have expressed a preference, it was a negative one. Mandatory Government Arbitration. All the labor market interventions discussed thus far involve government's attempt to intervene in pri vate contractual relations between workers (or their unions) and employers by setting wages, establishing bargaining procedures, and so forth.

In addition, governments also intervene in the arbitrationof labor disputes. The U.S. govern ment, for example, has a "Federal Mediation and Conciliation Service" that cajoles negotiating par ties into "voluntarily" cooperating in order to end a labor dispute. The federal government has only limited power to mandate a settlement for most workers (with the exception of those covered by the Railway Labor Act), but it can apply signifi cant political pressures to achieve that end in virtually any industry. The effect of this interven tion is that disagreements between workers (or their unions) and employers often are settled according to criteria established by the Federal Mediation and Conciliation Service, not by the negotiating parties. Although there is no formal power to force such agreements on most industries, the federal govern ment's ability to "induce" an agreement should not be underestimated. American industry is so heav ily regulated, and so many businesses accept gov ernment subsidies, that government has a tremen dous amount of leverage over the private sector.

Government has a long list of "carrots and sticks" it can use to affect private bargaining outcomes. It can threaten regulation and the withdrawal of sub sidies, or it can bribe the bargaining firms and unions with promises of subsidies and other gov ernmental favors. Occupational Safety and Health Regulation. Modem democracies also heavily regulate "occu pational safety and health." This intervention gives government enormous powers over private labor relations because an argument can be made that almost any aspect of a business operation is at least tangentially related to safety and health. Governments have taken advantage of these broad powers to regulate everything from the con struction of ladders to the shape of toilet seats. Research has shown, however, that occupation al safety and health regulation is not likely to improve workplace safety, despite massive expen ditures. 13 Furthermore, the regulation has inter fered with market forces, which "address" the problem through compensating wage differentials.

That is, in a free market, employees in more dan gerous jobs will be paid higher wages, all other things equal. Employers must pay higher wages to attract workers to more dangerous jobs. This won't necessarily eliminate or even reduce the incidence of workplace accidents but, then, neither does reg ulation. Furthermore, reliance on compensating wage differentials, rather than regulation, would avoid the loss of jobs associated with the heavy costs of occupational safety and health regulation. It also would give workers and employers more freedom in determining how to improve work place safety, rather than relying on bureaucratic edicts. There is much to commend this market approach, for no one has stronger incentives to assure a safe workplace than employees them selves. Regardless of how well-intentioned the safety regulators may be, they just don't have the incentive or the detailed knowledge required.

It should be kept in mind that there are econom ic (and common-sense) incentives to reduce work place accidents, for accidents are costly to employers and especially to workers. And it should be remembered that governmental "safe ty" regulation can provide a false sense of security. Job safety depends ultimately on how careful and responsible individual workers are. If they are told by governmental safety inspectors that their work place.is "safe," they.may be less inclined to take their own precautions. The end result may be a less safe workplace. Employer PayroUTaxes. All democratic coun tries have mandatory employer payroll taxes, the most significant of which are taxes for unemploy ment insurance and old-age pensions, or social security. A detailed examination of the economic effects of such programs is beyond the scope of this GOVERNMENT'S ASSAULT ON FREEDOM TO WORK 343 essay,but several aspects of them are particularly relevant to economic freedom.

First, these programs constitute what might be called "mandated benefits," whereby govern ments compel employers to finance certain bene fits on behalf of their employees. One implication of this is that employees consequently have less freedom of choice to determine their own mix of wage and non-wage remuneration. Furthermore, even though the taxes are at least partly paid by employers, they are passed on to employees in the form of lower wages or other benefits, thereby constituting a hidden tax on workers. Because the tax is hidden, workers are less able to make well informed choices regarding their own compensa tion mix. Government-operated unemployment insur ance and socialsecurity programs often allowgov ernments to become monopolists in the provision of those services. There are many actual and potential substitutes for these governmentcon trolled programs but it is difficult, if not impossi ble, for them to compete with government. For example, individual retirement accounts (IRAs) compete with the Social Security system in the United States, but since the system drains so much income from workers through mandatory pay ments, there is much less available for private retirement plans.

It also would be possible for individual workers to contribute to an IRA-type account to be used as unemployment insurance, but governments usual ly prohibit such options. This is especiallyunfortu nate in light of the many failures of governmental unemployment insurance, which essentially pays people not to work by offering unemployed work ers "replacement income" as a percentage-some times close to 100 percentof their prior wages. By reducing the cost to workers of being unem ployed, unemployment insurance lengthens the duration of unemployment. It also increases unemployment by indirectly subsidizingindustries that experience seasonal or cyclical variations in employment. For example, without unemployment insurance a firm with an unstable employment pattern would have to pay higher wages to attract workers. The higher wage would be necessary to compensate workers for the risk of becoming unemployed. But with unemployment insurance the government compensates workers for becoming unemployed.

This in turn makes unstable employment more attractive to workers than it otherwise would be. The increased supply of labor in those industries will reduce wage rates, which in turn diminish the incentive for firms to do anything about unstable employment patterns. Thus, unemployment insur ance encourages unstable sectors of the economy to expand, resulting in higher overall unemploy ment. Both unemployment insurance and social secu rity taxes are major infringements on the economic liberties of workers and employers, because they place severe limitations on freedom of choice, freedom of exchange, freedom of contract, and freedom of association. Because government con trols a significant portion of workers' income through these programs, and because the pro grams crowd out privatesector alternatives-if the law permits alternatives at all-individuals are denied all these freedoms. Peter Ferrara describes how the Social Security system infringes upon individual economic liber ties. Government-controlled social security, he writes, ... forces individuals to enter into contracts, exchanges, and associations with the govern ment that they should have the right to refuse.

It prohibits individuals from entering into alter native contracts, exchanges, and associations with others concerning the portion of their incomes that social security consumes. It pre vents individuals from choosing courses of action other than participation in socialsecurity, although these courses of action will hurt no one. It prevents individuals from enjoying the fruits of their own labor by taking control of a major portion of each individual's income. The program prevents individuals from arranging their own affairs and controlling their own lives. It operates by the use of force and coercion against individuals rather than through volun tary consent. The social security program thus restricts individual liberty in major and signifi cant ways, violating rights that are worthy of great respect.14 The same can be said for any government mandated benefit program. Taxes on Labor Income. Perhaps the most important interference with an individual worker's 344 THE FREEMAN • SEPTEMBER 1991 economic freedom is the income tax. The income tax denies a worker the ability to keep the fruits of his or her own labor, and is truly a way in which workers are exploited-by government.

Karl Marx's labor exploitation thesis was half right. He complained that labor was unfairly exploited because it supposedly produced all val ue-an incredibly naive and simplistic assump tion-yet it received only a small part of it in the form of wages. Marx was correct about labor being exploited, but he was wrong about who the exploiters were. By blaming capitalists, he ignored the productive contributions of capital and entrepreneurs. He also ignored the fact that gov ernment is the major source of worker exploitation by expropriating income to which government itself has no legitimate claim. Ironically,Marx was a strong proponent of progressive income taxa tion' which exploits workers even more than pro portional taxation. Income taxation is,in effect, a form of slavery or forced labor. It forces individuals to pay taxes so that part of their income is given away to someone else-farmers, corporations, welfare recipients, defense contractors, unions, and thousands of oth er well-organized special interest groups-who did nothing to earn or deserve it. H. L. Mencken's dictum that an election is an advance auction in stolen property is as true as it is trite.

Of course, not all income that is taxed is neces sarily used for government-mandated income transfers. To the extent that some of it is used to finance a criminal justice system, national defense, and in generally maintaining the rule of law, it enhances rather than diminishes economic free doms. However, these functions are a relatively minor aspect of the modern welfare state. The modern state is a vast income redistribution machine that shuffles wealth around within the middle class. MandatingJob Security.Many countries have various laws and regulations that supposedly guar antee "job security" by restricting the flow of cap ital. Laws that make it more costly or prohibitive to close down a plant are examples. Such laws may be well-intentioned, but they deprive workers and business owners of economic freedom and are undeniably harmful to a nation's economy. By hampering economic growth, they ultimately impoverish the workers in whose name the laws are enacted. Job security laws, in other words, reduce job security.

Advocates of such legislation usually ignore the fact that workers and. employers often negotiate various types of "job security" provisions in their contracts. It must be realized that if, for example, a union wants a contract that includes severance pay if the plant closes down, that provision will be "paid" for by a negotiated reduction in wages or other fringe benefits. There is no free lunch; acquiring such benefits requires trade-offs. That's why laws that mandate job security provisions reduce economic freedom. They deprive workers of freedom of choice by forcing them to accept one particular benefit-a benefit they may not want if they know how much it costs them in terms of for gone wages. Socalled job security legislation also deprives employers and business owners (share holders) of economic freedom. It prohibits them from making the best use of their resources, which can only be impoverishing.

m. Immigration Freedom of migration is a basic human right that is essential if individuals are to be free from governmental oppression. The ability to change employment or to seek employment elsewhere even in another country-is a hallmark of eco nomic freedom. Thus, free immigration and emi gration is most conducive to economic freedom and opportunity. No country in the world has perfectly free immi gration. The United States is generally regarded as among the most free-there are about twice as many immigrants entering the U.S. each year as there are in all the rest of the world combined. Yet America does place restrictions on immigration. Since all countries place some limits on immi gration, one method of comparing them is by cal culating the allowable number of immigrants as a percentage of the nation's population. Taxes on Immigration.Some countries charge immigrants fees or taxes. In such cases large statu tory numbers of allowable immigrants may not be very meaningful if the charges are so high as to exclude large numbers of people. Therefore, the existence of "entrance fees" into a country is another criterion that may be used. The amount of the fee may be standardized as a percentage of GOVERNMENT'S ASSAULT ON FREEDOM TO WORK 345 average annual income in the country receiving the immigrants.

Enforcement. Many countries are concerned about illegal immigrants. From the perspective of labor market freedom, however, the more illegals the better. The fact that the United States finds that its enforcement of illegalimmigration is weak, and that its borders are "out of control," is a plus. Consequently, another measure of labor market freedom is the budget of the appropriate immigra tion enforcement agency as a percentage of the nation's total governmental budget. The higher the budget allocation, the stronger the enforcement and the lesser the degree of economic freedom. Labor Market Tests and Lists of "Undesir abies." In some countries, laws specificallyoutlaw immigration if the immigration enhances a free market in labor. In the United States, immigrants are required to prove that their employment won't displace an American worker and that their pres ence won't reduce wages. This is clearly a protec tionist law instigated by organized labor.

Some countries limit immigration according to racial or ethnic criteria. America has a long history of discriminating against Chinese and Japanese immigrants in this way, although such discrimina tion was outlawed in 1965. Amnesty. Granting amnesty to illegal immi grants who over a period of years have estab lished "roots" in a country dilutes immigration restrictions and, consequently, enhances econom ic freedom. Temporary Workers. Since a half a loaf is better than none, countries that allow temporary "guest workers" exhibit a higher degree of economic freedom, all other things equal, than those that don't. ConcludingThought Government at all levelsspends hundreds ofbil lions of dollars each year ostensibly to help the unemployed and others living in or near poverty. Despite these massive expenditures, however, the welfare state is a failure. Paying people not to work only fosters perpetual dependency.

Rather than continuing to fund a counterpro ductive welfare system, a more direct means of reducing poverty would be the deregulation of labor markets. As this essay has shown, the major forms of government intervention in labor mar kets serve only to "protect" certain groups of workers from competition by denying job oppor tunities to others. More often than not, those workers who are denied job opportunities because of government intervention are those most in need: the least skilled, least educated, and least affluent. D 1. Economic freedom requires a set of customs, moral constraints, or laws that prevent individuals or groups from committing violent or coercive acts against others. Thus, mutual consent between two burglars plotting a robbery, for example, is not an example of eco nomic freedom in the sense we are discussing. 2. See Bernard Siegan, EconomicLibertiesand the Constitution (Chicago: University of Chicago Press, 1980);Richard Epstein, Tak ings (Cambridge, Mass.: Harvard University Press, 1985);and Terry L. Anderson and Peter J. Hill, The Birthofa TransferSociety(Stan ford, Calif.: Hoover Institution Press, 1980).
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346 When Folk Sayings Are Ignored by Daniel F: McInnis "y.oucan'tmakeasilkPu. rseout ofasow's ear" was one of my grandmother's favorite sayings. Grandma, however, had never seen the likes of modern chemistry. Increasingly,entrepreneurs are able to transform anythinginto somethingelse. Out of oil, we make nylonsand perfume,plasticdishesand fertilizers. Our trees become buildingsor methyl alcoholor newspapers.Evengarbagecantake on newlife,as paper,glass,and metalsare reused. Nonetheless,Grandma had a point.Ifyouwant to makesilkpurses,it'sa lot easierifyoustart with silk. Proponentsof government-mandatedrecycling have forgotten this simpleinsight.Recyclinghas become a battle cry for the environmentalmove ment,a callto armsthat can often makelittleeco nomicor environmentalsense. Your daily newspaper is a perfect example. Accordingto the EnvironmentalProtectionAgen cy (EPA),newsprintmakesup almost20percentof allgarbage,paperas awhole,40 percent.Currently, onlyone-thirdofallnewspapersarereused,leaving ninemilliontonsofwastepapera year.A mountain ofgarbage,screamtheenvironmentalists.Needless destructionof trees, they quicklyadd. Legislators are listening.Californiawill require a 25 percent recycled-fibercontent in newspapersby next year andConnecticut20percentby 1993.Some16other Daniel F. McInnis is an environmental policy analyst with the Competitive Enterprise Institute, a pro-market public interest group.

statesare consideringsimilarlegislation.NewYork is supposedto be ableto recyclea quarter of all its trash by mid-1994. But what happens when states mandate recy cling?The New York CitySanitationDepartment saysit is meetingthe collectiongoalsmandatedby law, but may have to end up dumpingthe sorted waste into the Fresh Kills landfill.Moreover,the city now pays paper collectors $25 a ton to haul away newsprint. The market simply collapsed when the supplyof waste paper far exceededthe limiteddemandfor moreexpensiveand oftenlow er qualityrecycledpaper. Washington, D.C., faced a similar problem when it began mandating paper recycling. The solution:instead of dumpingpaper into a landfill as it had in the past, the waste is now stored in a warehouse. In both cases,governmentinterventionhad an unintended result. Less paper was recycled because markets were glutted, and it became unprofitable for anyone to collect and recycle trash.

The DiaperDebate The environmentalists'recYcle-at-all-costscam paignnot onlyis drivingpeopleout ofthe recycling business,but it often has dubiousbenefitsfor the environment as well. This is best seen in the dis posable versuscloth diaper debate. When finally discarded,cloth diapers in sum take up consider347 To choosebetweendisposableand cloth diapersis to pick betweenless spacein landfillsandgreater airand waterpollution.There is no clearwinneror loser. ably less space in landfills than disposables, but along the way they use twice as much energy, cause four times the water pollution, and create twice the amount of air pollution according to a "cradle-to grave" analysis by Franklin Associates, a leading supplier of data to the EPA. These environmental costs are largely hidden since they don't end up in the form of a pile of soiled diapers. Instead they are transformed into the emissions of trucks deliv ering and picking up diapers, the sewage from washing machines, and the depleted soil from the intensively cultivated cotton crop.

Moreover, new mothers have been made to feel needlessly guilty when they use disposable diapers for their children. Some environmentalists seem less than sympathetic. "Parents who simply prefer the co~venience of disposables should feel guilty," says Allen Hershkowitz of the Natural Resources Defense Council. While crusading against convenience may seem noble, the actual environmental costs don't bear the critics out. To choose between disposable and cloth diapers is to pick between less space in land fills and greater air and water pollution. There is no clear winner or loser. One hundred percent recycling almost never makes economic sense-or environmental for that matter-when the extremely high energy needs are factored in. Unfortunately, many environmen tal activists won't settle for less. Some recycling, of course, does make sense. After all, it's cheaper to wash your clothes than throw them away and buy new ones. This simple economic test should be applied to anything that we may consider recycling, especially since the price tag is a strong indicator of environmental effects. Products that use fewer resources through out their existence generally have less impact on the environment. Absent cost-distorting govern ment subsidies and regulations, prices tell con sumers which product is environmentally superior.

Now that's a bargain even my grandmother would love. After all, another of her favorite sayings was that a penny saved is a penny earned. D 348 Corporate Social Responsibility: A Dialogue by T. Franklin Harris, Jr. I magine if you will that ancient Greece's two greatest philosophers, Plato and Aristotle, are alive today and debating philosophical sub jects much as they did in Plato's Academy. The subject at hand is the moral responsibility of cor porations to the whole of society. Plato:The debate over the social responsibilities of corporations is perhaps the most crucial, and certainly one of the hottest in the field of business ethics. Corporations, as the largest and most visi ble members of the business community, stand at the center of any discussion of the role of business in society. Of course, as in any debate, there are different views; thus, there is some contention as to what that social responsibility actually is.

Aristotle:What are the most prominent of these views? Plato: Well, there are three major schools of thought, each with its own proponents. The first, and probably the most prominent, is the corporate accountability theory. Its major proponent is the "consumer advocate" Ralph Nader. The second major theory is the profit motive theory. Its most prominent advocate is Milton Friedman. Dr. Friedman was a professor of eco nomics at the University of Chicago for many years, and has received the Nobel Prize for his work in that field. The third and most recent theory is the corpo rate natural rights theory. Although it has no Mr. Harris is studying political science at Auburn Uni versity. defenders of the public stature of Mr. Nader and Dr. Friedman, it does have competent proponents. The specific argument that we shall discuss in favor of this theory is advanced by Douglas J. Den Uyl, a professor of philosophy at Bellarmine Col lege in Louisville, Kentucky.

Aristotle: What are the main thrusts of these arguments? Plato: The corporate accountability theory, in brief, holds that corporations are responsible to and subject to the will of the people, that is to say, society.The profit motive theory holds that, in the words of Dr. Friedman, "there is one and only one social responsibility of businessto use its resources and engage in activities· designed to increase its profits so long as it stays within the rules of the game.... " The corporate natural rights theory basically states that Dr. Friedman is right about profit being the major goal of corporate business, but that there are other moral responsibilities that must be met so long as they don't directly conflict with the profit-making goal. Aristotle:It seems these arguments merit a more in-depth discussion. TheCo~omteAtto~mbili~ Theory Plato:The corporate accountability theory rests upon two major assumptions. The first is that cor porations are "creatures of the state." This assumption means that corporations are created by, and indeed could not exist without, govern ment charters. The second assumption is that cor porations' because of their sizeand economic pow er, are on the same level as governments. They possess as much "public power" as do states; there fore they, like governments, must be Constitution ally limited. As Nader has written, "It makes no public sense to apply the Constitution to Wyoming and West Tisbury,Massachusetts, but not to Gen eral Motors and Standard Oil, New Jersey."

Aristotle:This all seems silly to me. What is the basis for these assumptions? Plato:The argument is basically historical. The first corporations were chartered in England dur ing the 15OOs. "The Crown vested governmental authority in certain commercial groups to trade in its name." (Nader 1973) Corporations originated, not as groups of individuals deciding voluntarily to pool their resources, but rather as government agents, contributing to the economic power of the country. Nader regards the idea of corporations as pri vate property as a relatively new and fraudulent concept. It was only over time, and largely as the result of "corruption and favoritism" that the con cept of corporations as private property devel oped: "In the early 1800smost lawyers and judges still viewed corporations as performing public functions in the public interest. But by 1870... this notion had all but vanished. Corporations now considered themselves private property owned and controlled by their shareholders."

Aristotle:So, if corporations are government creations, then the government has the right to tell them what to do. Plato: Correct. Corporations are public rather than private property. From this point Nader turns to the American system of government. Corporations gain their authority from the gov ernment, which in turn gains its authority from the people ... Aristotle:Thus, indirectly the corporations are responsible to the public. The corporation's responsibility is to serve whatever is deemed to be in the public's interest. Plato:Exactly! Aristotle:Also, Nader has stated that the Con stitution should prohibit certain corporate behav ior just as it prohibits certain governmental behavior. Corporations would also be morally 349 obligated to uphold those parts of the Constitu tion that are commonly thought to apply only to government. Plato: Remember, Nader believes corporations to be on the same level as government. By neces sity they must be limited: "Corporations are effec tively like states, private governments with vast economic, political, and social impact. A demo cratic society,even if it encourages such groupings for private economic purposes, should not suffer such public power without public accountability."

Corporate accountability would require corpo rations to respect the Fourteenth Amendment, thus requiring due process for an employee before firing, and the Fourth Amendment, which would require a warrant before a company could search the property an employee might have on the job. Aristotle:I'm afraid these arguments just aren't convincing. First of all, just because corporations were originally created by the government doesn't mean that they are still "creatures of the state." The English mercantilist system prohibited any private corporate endeavors. The economy was heavily regulated, and government intruded into almost every aspect of citizens' lives. Without government interference, corporations would have sprung up in the marketplace as an efficient means of doing business. In modern times corpo rations are voluntary associations. Governmental chartering exists only as a holdover from the old system. These charters are unnecessary. Whereas under mercantilism corporations needed charters in order to exist, now,under the American system that largely respects property rights, corporations have the protection of being private property.

Contrary to Nader, corporations are owned by their shareholders. They are the ones who paid for their shares as surely as people pay for copies of Nader's books. Second, since corporations aren't really created by government, the state has no authority to tell them what to do. Morally it doesn't matter how powerful corporations are. They aren't subject to public control. Anyway,Nader's assessment of cor porate power is overblown. Corporations don't have military or police power, therefore they can not force anyone to do anything. Governments are constitutionally limited because they do have the power of force.

350 THE FREEMAN • SEPTEMBER 1991 Plato: Then, if corporations aren't creatures of the state and are not legitimately subject to public rule, then corporations have no moral responsibil ity to be "accountable." Aristotle:Correct. Plato: Then let's move on to the second argu ment. The Profit'MotiveTheory Plato: Milton Friedman accepts your argument concerning the fraudulence of "corporate account ability." Therefore, he believes businesses should be allowed to function freely in an unregulated environment. This does not, however, mean that businesses have no responsibilities. Aristotle:Yes, but Friedman acknowledges the validity of only one responsibility: to make a profit within the bounds of the "rules of the game." But what are those rules? Plato: To operate within the rules of the game means to "engage in open and free competition without deception or fraud." (Friedman 1990) But Friedman's argument goes further than simply to require that corporations seek to earn a profit. The profit motive theory expressly forbids corporate involvement in social activity even if it is done freely, without government coercion.

Aristotle:Why is that? Plato:The basis for this claim rests on the neces sity to play by the rules of the game, which means honoring contracts. The managers and executives of corporations are the employees of the business's shareholders. As such, they have a contractual and thus, moralresponsibility to their employ ers: "That responsibility is to conduct the business in accordance with their desires, which generally will be to make as much money as possible while conforming to the basic rules of the society, both those embodied in law and those embodied in eth ical custom." (Friedman 1990) Thus, it is the moral duty of corporate execu tives to carry out the wishes of the shareholders, who, in the main, invest in order to make a profit. Managers cannot morally engage in any activity that reduces the corporation's profitability. Aristotle:You say, "in the main." What about people who start businesses for reasons other than profit?

Plato: In that case social responsiveness is acceptable. "The manager of such a corporation will not have money profit as his objective but the rendering of certain services." The key point, how ever remains "that, in his capacity as a corporate executive, the manager is the agent of the individ uals who own the corporation ... and his primary responsibility is to them." (Friedman 1990) Aristotle:I see, but corporations are made up of individuals. Is Friedman saying that people have no responsibilities other than to make money? Plato:Not at all. In fact he states otherwise: "Of course, the corporate executive is also a person in his own right. As a person, he may have many oth er responsibilities that he recognizes or assumes voluntarilyto his family,his conscience, his feel ings of charity.... But ... he is spending his own money or time or energy, not the money of his employers or the time or energy he has contracted to devote to their purposes."

There is another point to Friedman's argument. When a manager diverts profits into social causes, he is guilty of taxation without representation. Aristotle:I'm afraid this argument eludes me. Plato: If an executive spends funds for social causes, "... he is in effect imposing taxes, on the one hand, and deciding how the tax proceeds shall be spent, on the other." Friedman goes on to say: "He is to decide whom to tax by how much and for what purpose, and he is to spend the proceeds-all this guided only by general exhortations from on high to restrain inflation, improve the environ ment, fight poverty and so on and on." In short, the stockholder is taxed by diminished returns on his investments, and the consumer is taxed by higher prices for the company's goods or services that might result from decreased prof itability. Aristotle: The "taxation without representa tion" argument is indeed weak. Stockholders are able to vote for company executives, therefore there is accountability. Also, anyone who is dis pleased with how a company is run is free to sell his or her shares. It isn't the same as·govemment tax ation, where a person can hardly move to another country where he will, incidentally, also be taxed. People don't have to own stock.

As for consumers, if prices for the goods and ser vices of one corporation go up, they are, to use a favorite phrase of Dr. Friedman, "free to choose" the goods and services of a competitor. This is,after all, the whole idea behind a free market economy. Now,concerning the argument about contractuCORPORATE SOCIAL RESPONSIBILITY: A DIALOGUE 351 al responsibilities, it seems that although Dr. Friedman is correct in insisting that attention be focused on profit, he is neglecting other moral obligations. True, he says people can do what they want on their own time and with their own money, but executives cannot simply leave their humanity at the door when they come to work every morn ing. Furthermore, charitable contributions can and do often have effects that are, in the long run, beneficial to business. Plato: You have indeed hit upon something, young Aristotle. In fact, it was the very same sen timents that led to the birth of the third school of thought.

The Corporate NaturalRightsTheory Plato: The corporate natural rights theory means exactly what it says-the primary social responsibility of corporations is to respect individ ual, or "natural," rights. This means corporations must respect the rights or "moral space" of indi viduals: "The boundaries [of this moral space] themselves are set by the principle of the non initiation of physical force. Thus, one is entitled to pursue whatever goals one desires provided one does not cross another's moral boundaries by the initiation of force." (Den UyI1984) Aristotle:Isn't the natural rights theory the same as the "rules of the game" principle? Plato: In some ways, yes. But the natural rights theory provides a moral reason why one ought to obey the rules of the game. Aristotle: How does this allow for corporate charitable acts? Presumably contractual obliga tions are still valid. Any social responsiveness would still violate the contractual agreement between the owners and the management.

Plato:So it would seem at first glance. But Den UyI's definition of contractual obligations is more lenient than Friedman's. Den Uyl argues that some acts of corporate "charity" are actually wise business decisions. Therefore, a blanket prohibi tion against corporate charity is unwarranted. Aristotle:What examples are cited of corporate charity turning out to be beneficial to the function of business? Plato:Den Uyl cites the case of the Ford Motor Company: "... in 1914 Ford Motor Company increased its wages to $5 a day and reduced the work day from 9 to 8 hours. This policy was not viewed at the time as good business, but as virtual ly an act of charity." As history shows, Ford went on to prosper as a direct result of this socalled "act of charity." It follows that certain charitable acts could prove beneficial today. A corporation could locate a plant in a low income area as an act of "charity."

The low income area might not be the most prof itable place to locate, but a profit could be earned, thus not forsaking the profit responsibility.Also, if the area could be built up economically, it would make customers out of people who had previously been left out of the marketplace. These new con sumers would then be able to patronize the busi ness community as a whole, thus also potentially benefiting the original business. Aristotle:This seems to be a tenuous position. A company could very likely not get enough return from its "charitable investment" in order to justify it in the first place. Plato: Den Uyl argues that it isn't necessary for corporations to maximize profits: "It could be sug gested that the owners do not seek to maximize, but rather wish only a certain rate of return. Pro vided one is not required to interpret 'maximize' to mean what would be received if all parties had perfect information, this question need not detain us either."

Aristotle:And interpreting "maximize" to mean "perfect information" would be a difficult task. It would make it nearly impossible for any manager to adequately fulfill his responsibilities to the cor poration's owners. No matter what action he took, it would be morally deficient. It is impossible for all parties to receive perfect information. Plato:Also, a bad charitable contribution could be treated the same as any bad business decision. It would be a technical failing,possibly resulting in dismissal for the parties involved, but not a moral failing. Aristotle:So managers are able to live up to their contractual responsibilities while still showing some consideration for other people. Kindness, compassion, and thoughtfulness still have their place. Moneyand Morality Plato:Now, what conclusions have you drawn? Aristotle:In brief, the corporate accountability 352 THE FREEMAN • SEPTEMBER 1991 argumentis invalidbecauseit fails to justifygov ernment regulation and, therefore, the moral responsibilityof corporationsto submitto regula tion.Thereis no reasonto believecorporationsare "creaturesof the state."

While the profit motive argument is better, it fails to take into accountthe moral.responsibili ties of the individualswho run the corporation. There is more to lifethan profit,and peopledon't abandon their other responsibilitiesin the work place. The corporate natural rights argument is the only one that reconcilesboth the primarygoal of business(profit)and the other goals of humanity. It reconcilesmoneyand morality. D Sources DouglasJ. Den Uyl, The New Crusaders:The CorporateSocial ResponsibilityDebate(BowlingGreen,Ohio:SocialPhilosophyand PolicyCenter,BowlingGreen StateUniversity,1984) MiltonFriedman,"The SocialResponsibilityof BusinessIs to Increase Its Profits," in Peter Madsen and Jay M. Shafritz(eds.), Essentialsof BusinessEthics(NewYork:PenguinBooks,1990) Ralph Nader, "The Case for Federal Chartering," in Ralph NaderandMarkJ. Green (eds.),CorporatePowerin America(New York: GrossmanPublishers,1973) The Study of Human Action P oliticaleconom,Yis as easy or, perhaps, as difficultto understand and practiceas the GoldenRule or the Ten Commandments.Economicsis no morethana studyofhowscarcityis bestovercome,andthefirstthing we need to realizeis that this is accomplishedby the continuedapplicationof humanactionto naturalresources.

Naturalresourcesare what they are, no more, no lessthe ultimategiven! The variableis humanaction. Politicaleconomy,then, resolvesitselfinto the studyof what is and what is not intelligenthumanaction.It shouldattempt to answersuchquestionsas: Is creativeenergymoreefficientlyreleasedamongfree or coercedmen? Is freedomto chooseas much aright of one as another? Who has the rightsto the fruitsof labor-the produceror nonproducer? How is value determined-by politicalauthority,cost of production,or by whatotherswillgive in willingexchange? Whatactionsofmenshouldbe restrained-creative actionsor onlydestruc tive actions? How dependent is overcomingscarcityon honesty,respectof each for the rights of others, the entrepreneurial spirit, intelligentinterpretation of self interest? Viewedin this manner,politicaleconomyis ... a divisionof moralphiloso phy-a studyofwhatisrightandwhatiswronginovercomingscarcityandmax~ imizingprosperity-the problemto whichit addressesitself.

Once we drop the "scientific"jargon and begin to studypoliticaleconomy forwhatitreallyis,thenitsmasterybecomesnomoredifficultthanunderstand ing that one shouldneverdo to others that whichhe would not have them do unto him. -LEONARD E. READ (1898-1983) IDEAS ON LIBERTY $ 353 HowtoBe an Individual by Donald G. Smith O ne of the distinguishing characteristics of the capitalistic system is the emphasis placed on individual worth. Socialism herds people into classes, a practice which is repugnant to anyone who thinks of himself as a person. One might go so far as to say that it is repugnant to anyone who puts a high value on human dignity. Once the principle is established, however, we run into another problem: application. Most peo ple agree that they treasure their individuality,but a surprisingly large number haven't the foggiest notion of what to do with it. The truth is that indi viduality is as much in the doing as in the being.

A lot of people see individuality as a surface thing and try to establish a unique identity by buy ing a personality at the store. They wear garish clothes, dye their hair strange colors, wear head lamp jewelry,and decorate their skins with tattoos to make some kind ofsocial statement. It is a case of "Hey, look at me!" and is attempted in a way that just doesn't get the job done. An ordinary per son who has dyed his hair purple or orange is noth ing more than the same nonentity with a funny looking head. The belief is that mediocrity will somehow gain new credentials from exterior cos metics. It is much like trying to make one's car go faster by painting it red. The whole purpose of individuality is excelMr. Smith is a writer living in Santa Maria, California. He has been a frequent contributor to The Wall Street Journal lence-being better at something than other peo ple. Those who had the pleasure of seeing Benny Goodman at his work saw a rather ordinary look ing man in rimless glasses and a conservative busi ness suit, but they also saw a human being who could play the clarinet like no one before or since.

This made Benny Goodman a unique individual. Among other Americans who stood out from the flock, we·can look at such varied examples as Joe DiMaggio, Clarence Darrow, Beverly Sills, ErnestHemingway, and Jonas Salk. Each did something extremely well and thus became out standing. Yet none of them felt the need to dress like a clown to be noticed. They were all recog nized, and honored, for no other reason than excellence. It is the people who comprehend this simple principle of being unique through performance who make our entire political-economic system work. Those who invent, who improvise, who know more about a subject than other people, and who take something that doesn't work and make it work-these people are the very soul of capitalism. Charles Kettering didn't like the idea of crank ing a car to make it start, so he invented the electric starter, making it possible to start the car from the driver's seat. This meant that mobility was no longer the silent partner of brute strength, and as such it did more for the cause of women's libera tion than the entire feminist movement.

Henry Ford figured out the assemblyline tech354 THE FREEMAN • SEPTEMBER 1991 Benny Goodman at the Waldorf-Astoria Hotel, 1938. nique and made it possible to mass produce an automobile. Lewis Waterman saw no need to go on dipping a pen into an inkwell, so he put the ink into the pen. George Westinghouse told the world how to stop a train, and Elisha Otis indirectly invented the city skyline. These people, and thou sands like them, have made the system work. They understood that individualism, to have any impact at all, meant working at the top of one's capacity. It is only a concept, a good idea, until someone does something with it. Fortunately, enough Americans have been inspired to do something with their uniqueness that we have developed in less than three cen turies from a frontier outpost to become not only the citadel of freedom but a country strong enough to protect that freedom. These have been the people who prized the individuality excellence pairing above all things and thus kept the great machine functioning. The ones with the purple hair and the funky jewelry are just along for the ride, trying to be "different" and not knowing how to go about it.

The student who earns ~s on his report card has grasped the idea and has found the real meaning of individuality. So has the youngster who has designed his own space ship, who gives piano recitals, who paints pictures of the world around him, or who can name all the states and their cap itals. Benny Goodman understood it too. This is why he was at his best in a blue suit and black shoes. D 355 A REVIEWER'S NOTEBOOK The State of the Union by John Chamberlain I n the Thirties, reviewinga book by Albert Jay Nock for The New York Times, I twitted Nock for referring to Thomas Jefferson reverential ly as "Mr. Jefferson" where, often in the same paragraph, it was plain "Mencken" or even plain "Lincoln." A couple of days later I received a one line letter from Nock. It read "Young man, know your betters." I never could quite puzzle out Nock's reproof, for I considered Mencken, with his American Mercury, and Lincoln, with his Emancipation Proclamation, just as worthy of special salute as Jefferson. Incidentally,I loved every line of Nock's little biography of Jefferson, so there was no prej udice involved in anything I had said.

Nock had a genius for seeing things as they are, and Charles Hamilton, in a Nock anthology just published by the Liberty Fund of Indianapolis, has given us a fine selection of farsighted excerpts from Nock's books and essays. The title is The State of the Union: Essays in Social Criticism (340 pages, $20 cloth, $7.50 paper). The state of the Union in Nock's estimation was never very good, for there was always too much reliance on the coercion in statism. Nock believed in broad principles. Following the German sociologist Franz Oppenheimer, he insisted that there were only two means by which human beingscould satisfytheir needs and desires. One was by the economic means. This involved work, sometimes heavy digging in the ground. Naturally people tended to avoid this.It was easier to invoke the political means of letting the State do it by taxing all and subsidizing a few. The British, looking back on their own Glorious Revolution of 1688, often theorized that a pact accounted for the origin of the State. Nock said no.

Tracing back in every instance he could find, he could discover no pact. In all cases the State had come into being when a stronger group appropri ated the production of a weaker for their own transfer purposes. Nock is no evangelist; he doesn't talk about rackets. But the best to be hoped for in his thinking is to hold government to a limited racket somewhere this side of Commu nism and Fascism. Until he encountered the opinions of Ralph Adams Cram, who thought that perhaps one in 40 individuals was actually human, Nock considered that as long as there was available free land indi vidual progress was possible. He himself would settle for amenities-good food, good theater and opera, and so on. Asked when and where he would have preferred to live, he said France between 1810 and 1885. Brussels and Belgium seemed in the Twenties and Thirties to be the closest approximation of the historic France he favored. So he was always gravitating back to Brussels.

How, in a period of collectivist drift, had he formed his opinions? There is a clear line of pro gression in his autobiographical Memoirs of a Superfluous Man. He had studied Greek and Latin with his father. I find it hard to believe he picked up the Greek alphabet so easily.But there it was. Jefferson had a well-founded theory that where the State could do something for you, it could also do something to you. It was with this in mind that Nock and the Neilsons of the Swift meat-packing fortune started the Freeman as the proclaimed conservator of the idea of volun tarism. The Nation and the New Republic held 356 THE FREEMAN • SEPTEMBER 1991 the field for liberal compromise. The Freeman would not be liberal; it would be radical. It lasted four years. Nock'sidea was to hire good people and let them make their own assignments. A young editor (it must have been Suzanne LaFol lete, though Nock doesn't name her) took hold, passing along some of Nock's hints and sugges tions. Nock's main test of an article's acceptability was that it should be· coherent and written in impeccable, 24-carat prose. Lewis Mumford and Van Wyck Brooks, both socialists,were welcomed on esthetic grounds.

Nock was like a doctor who knows that nature can be counted on every time to do most of the healing. Russian General Kutusov who made such good use of space and time had the same idea. "Snoring as a Fine Art" is the title essay in a posthumously published book that takes off from the publication of Caulaincourt's memoirs of Napoleon's 1812 campaign in Russia. Kutusov knew that Napoleon could win on any battlefield by his superior tactical knowledge. So he calculat edly snored and slept whenever there was any sug gestion of a direct confrontation with the French army. When Napoleon could do nothing with his occupation of Moscow because nobody remained in town to speak to him, he could only think of going home. This was no surprise to Kutusov, nor to Nock in retrospect. Nock approved of any economy of means. He happened to be visiting in Pennsylvania among the Amish in the early New Deal period. Rex Tugwell and Henry Wallace were agitated by the supposed need to give state support to agricul ture. But the Amish knew nothing about agricul tural depression. The aim of the Amish farmer was to work his own land with the help of his children to raise enough food to feed his own family. If there was any surplus it could be sold for cash. Nock noticed that the whole Amish community was rich where other farming areas were poor.

There were things that Nock could barely stomach. He tells about a community that permit ted a man to be burned alive. The killing was a frightful crime. It could only have happened in wretched steel-making country where there was, to quote Nock, "an upper class materialized, a middle class vulgarized, a lower class brutalized." Nock can't stay with vulgarity or with brutality very long. He had been well brought up, living at first in Brooklyn on heights that overlooked low er New York, and later moving with his family to lumber country in Michigan. Here Nock's theory about what should be vouchsafed to the reader by way of biography breaks down. We don't know what Nock's father did in lower Manhattan or why he went to lumber country. We miss the con nections that took Nock to a school in Illinois that gave him some insight into the difference between educating the "educable" in the "grand old fortifying curriculum" of the classics and shunting the run-of-the-mill students into train ing for special tasks. All we know about connec tions is that Nock found Thomas Jefferson's idea of picking one out of 20 or more for special edu cable attention to be a good thing.

Amenity became the key concept of Nock in his post-Freeman days. One of the most fascinat ing sections in The State of the Union is about Nock's trip through "a little-visited European country" which, with tongue in cheek, he calls "Amenia." Amenia is "a very beautiful land," with inhabitants who are "uncommonly amiable and gracious to strangers." There is a good deal of illiteracy in Amenia, but plenty of bookstores. The Amenians, says Nock, have only the vaguest notion of "creating a market" for anything, including literature. They have not even learned the art of "sophisticating" their products. The sta ples, nonetheless, are fine. The railroads are cheap and safe. Amenia is well off for natural resources, and there is enough gold to go around, "so why not let it lie awhile" in the ground? Does Amenia lack enterprise? Nock noticed that it was short on "economism," by which he means the insistence that if you make a thing well, you must go on making it whether the demand is there or not. If it is not there, advertising pressure willcreate it.

Nock expressed the hope that the "civilized Amenia" of 10 years hence "will be as charming and captivating" as the Amenia "which I have had the good fortune to visit."We have been privileged to followNock in a grand spoof. But it is the key to his amenity-loving character. D BIONOMICS:THE INEVITABILITY OF CAPITALISM by Michael Rothschild Henry Holt and Company, 115 W. 18th Street, New York, NY 10011-1990- 423 pages- $24.95cloth Reviewedby RaymondJ. Keating I t is quite rare to discover a book that sheds new light on the workings of the economy. To actually explain the dynamics of any economic system is no easy task. In fact, most professional economists fail miserably at this endeavor. Michael Rothschild, however, has registered some success with Bionomics.In a tome-long analogy with biology and the ecosystem, he explores the processes of economic change and growth. Rothschild argues that capitalism, much like an ecosystem, is a naturally occurring phenomenon.

The capitalist system is the "way in which econom ic activityspontaneously organizes itself." Market based economics didn't spring forth from the minds of bureaucrats and lawmakers. But socialis tic systems, being conceived and guided by bureaucrats, inevitably stagnate, wither, and die. As evidenced by the ongoing changes in Eastern Europe, survival requires that the natural process of capitalism prevail in the end. Rothschild observes, "The immutable, natural forces of eco nomic evolution are too powerful to be stifled per manently." In both the ecosystem and the economic system, information and innovation are critical. Roth schild declares at the very outset: "In the biologic environment, genetic information, recorded in the DNA molecule, is the basis of all life. In the eco nomic environment, technological information, captured in books, blueprints, scientific journals, databases, and the know-how of millions of indi viduals,is the ultimate source of all economic life."

This theme is carried forward throughout the book. The incentives and opportunities presented by the capitalist system are impetuses to innovation and entrepreneurship, i.e., to "using new knowl edge to create value." Rothschild's emphasis on such creativity iswell-placed, and he issues caveats against such incentive-destroying policies as high taxes on income and profits. Innovation and entrepreneurship are, after all, the true driving forces in any economy. As Rothschild explains, "Innovative ideas become the new methods and OTHER BOOKS 357 new equipment that push back the limits of pro ductivity.A firm's efficiencyis constrained only by its technology,and its technology is limited only by its members' ability to work together as an intelli gent, creative organization." Both production and innovation have clear par allels in the biological environment. Rothschild explains the analogous production processes: "The entire global economy is comprised of work cells and organizations engaged in the interdepen dent production and exchange of products ....

Encoded information is developed or preserved in DNA or blueprints. Copies are shipped to ribo somes or assembly sites. After raw materials are prepared, components are reassembled in new configurations. In a series of finishing steps, these objects are packaged into desirable products. From protein to microprocessor, the essentials of organic and economic production are the same." As for innovation and change, the analogy con tinues: "Rapid change happens at the edge, when a group of organisms becomes isolated from its main population. And it happens when a frustrat ed inventor grows tired of being told no, goes off by himself or with a few associates, and mutates the existing technology into something absolutely astonishing." How many times has one read about such occurrences in high-tech industries for exam pIe? Rothschild gives us several examples of the innovative process that at first glance might seem mundane but turn out to be quite intriguing, including the development of the grocery store, the efficiency gains made on egg farms, as well as the death of a stultifying "corpocracy" at Walt Disney.

Bionomicsalso illustrates why central planners and mathematical economists continually fail to understand and communicate how an economy works. Rothschild points out that "[t]he punctuat ed equilibrium of unexpected, erratic change across an immense variety of technologies is terri bly frustrating for those who want to plan and con trol the economy. The intrinsic unpredictability of technological evolution makes a mockery of every effort to plan the future. Just as random events reshape the natural environment and cause genet ic mutations that set off bursts of speciation, serendipitous discoveries launch new industries." The central planner's efforts are forever destined to be barren of any success due to the natural and inherent dynamism of the economic world.

358 THE FREEMAN • SEPTEMBER 1991 The same can be said of efforts made by the mathematical economist. Rothschild observes that the mathematical models of the economy are constrained by "a given quantity of resources, a stable population, and a fixed state of technolo gy." Solutions are only derived if input and output factors remain unrealistically constant. Rothschild aptly describes the current state of the economics profession: "Unable to explain the awesome complexities of real economic life as experienced by workers and business people, where history matters and change is constant but largely unpredictable, Western economists have barricaded themselves inside their obtuse mathe matical models." Until economists throw off the shackles of mathematics and econometrics, as Rothschild makes clear, their ability to describe the workings of an economy will continue to deteriorate. This will become increasingly apparent as economic change and innovation accelerate. If they wish to remain pertinent, economists must eventually rec ognize that they cannot account for a dynamic, natural economy with static analysis. The eco nomics profession can no longer ignore human action and the processes of innovation.

In closing, Rothschild's thoughts on the dramat ic nature of today's economic changes are well worth noting: "Because we lack the benefit of hindsight, we cannot fully appreciate the magni tude of the economic restructuring we are now experiencing. But our descendants willalmost cer tainly judge the 'computer-on-a-chip' to be the most economically significant technical achieve ment of the previous 500 years. The microproces sor will rank at the very pinnacle of human inven tion because-like the printing press-it slashed the cost of encoding, copying, and communicating information. And by doing so, it has brought vast areas of previously unattainable knowledge within human grasp and has made possible a staggering array of new products. Today these products are profoundly altering the capabilities of millions of work cells in every niche of the ·global economy." This was all born of the natural process known as capitalism.

Michael Rothschild's analogies to biology, evo lution (which in this reviewer's mind serves eco nomics better than it.serves human biology), and the ecosystem are vehicles, but by no means the only vehicles, that transport economic analysis into a more intriguing and realistic realm. In the traditions of the supply-side and Austrian schools, and unlike Keynesians and socialists, Bionomics emphasizes the natural human potential to create and innovate. Such a book is required reading for those who wish to gain a better understanding of how the economy works. D Mr. Keating is New' York Director of Citizens for a Sound Economy. BUREAUCRACY:WHATGOVERNMENT AGENCIESDO AND WHY mEY DO IT by James Q. Wilson BasicBooks,10E. 53rdStreet,NewYork,NY 10022•1990 433 pages•$24.95cloth Reviewedby LawrencePerson A ll bureaucracies are not created equal. If nothing else, James Q. Wilson's massive book teaches that the ways of construct ing and running a bureaucracy are almost as numerous as bureaucrats themselves. To that end, Wilson goes into a great amount of detail about how such agencies work or, more often, fail to work, and the wealth of concrete examples he has gleaned from other sources make up the most interesting portions of the book.

To show how various bureaucracies function, Wilson divides the book into six large sections (Organizations, OperatQrs, Managers, Executives, Context, and Change) that are subdivided into chapters ("CUlture," "Turf," etc.). Thus arranged, Wilson starts at the bottom of the structure (the people working in a bureaucracy, $eir beliefs, whose interests the agency serves, the circum stances they work under, and So on) and works his way to the top (Congress, the courts, and the Pres ident). At each level he deals with the problems such agencies face in pursuing their goals. One thing Wilson stresses is that, unlike private enterprises, government agencies are not driven by goals but by constraints. Because bureaucracies aren't rewarded with profits when they do some thing right, avoiding doing something wrong (by "following the rules") becomes far more impor tant than achieving results. Thus, government agencies often work ineffi ciently at moving toward what we perceive to be their objective because the constraints of public policy almost invariably givethem not one but several statutory objectives to pursue at the same time. We may see an Army procurement official's duty as to obtain the best weapons for our troops, but that same official is also required by law to "support small [and minority-owned] businesses ... buy American-made products ... rehabilitate prisoners, provide employment for the handi capped, protect the environment, and maintain 'prevailing' wage rates."

Still another problem most bureaucrats face is that they serve many masters. Congress may desire one course of action, the President another, and the courts may decree still a third. In such an atmo sphere, it is no surprise that agency executives must not only try to sort out conflicting orders and goals, but also fight to maintain the funding, power, and autonomy of their agency. As Wilson notes, "the real work of the government executive is to curry favor and placate critics." All these problems and constraints lead to orga nizations that are manifestly inefficient compared with their privatesector counterparts. Absent any signsfrom the marketplace that its methods aren't working, a government agency might persist in pursuing an unsuccessful strategy for years. As Wilson notes, "the Ford Motor Company should not have made the Edsel, but if the government had owned Ford it would still be making Edsels."

In such an atmosphere, it isn't surprising that scandal and waste are common. Indeed, given the many constraints on their behavior, it's a wonder that bureaucracies get anything done at all. Yet Wilson cites again and again how effective leader ship and strong motivation have made certain agencies (the Forest Service, the Army Corps of Engineers, the FBI) far more effective than others. Still, innovation in this arena is rare, and Wilson observes that, for good or ill, it would be almost impossible to create such elite agencies today giv en the current set of political restraints. As for solutions to the bureaucratic morass, Wilson has two: privatize as much of the work as possible, and "deregulate the bureaucracy." The first proposal won't be new to advocates of the free market. Study after study has shown that private firms are far more efficient and cost effective at supplying goods and services than government agencies, and Wilson suggests several areas where privatization might be carried forward.

However, when it comes to those agencies that largely can't be privatized because of their very OTHER BOOKS 359 nature (armies, police forces, and so on), Wilson's suggestion that we deregulate the bureaucracy might be somewhat surprising. Yet his arguments make a great deal of sense. If we look upon these remaining government agencies as a necessary evil, then in most cases the taxpayer would be bet ter off if the agencies ran efficiently, and Wilson makes a strong case for eliminating the many rules that threaten to drown government employees in a sea of paperwork. He provides several general guidelines (eliminate all but essential restraints, judge an organization by its results, and so on) that could help make remaining government agencies more effective. Bureaucracy,as befits its subject matter, is a deep and detailed book, and one probably not suited for the reader with only a casual interest in the subject. However, those who want to know the details of how bureaucracy actually works willfind it informative and rewarding; as a practical manual on making the system work from the inside it is second only to Rector and Sanera's Steeringthe Elephant [] LawrencePersonis a writerand editorin Vienna, Virginia.

THE IDEABROKERS:THINKTANKSAND THE RISE OF THE NEW POLICYELITE by James A. Smith TheFreePress,Front&BrownStreets,Riverside,NJ08375 1991 •334 pages. $24.95cloth Reviewedby WilliamH. Peterson W illiam F. Buckley Jr. said he'd rather be governed by the first thousand names in the Boston telephone directory than by the Harvard faculty. Buckley thus echoed the thought of Woodrow Wilson, himself a former professor and president of Princeton University. Said New Jersey Governor Wilson on the cam paign trail for the U.S. Presidency in 1912: "What I fear is a government of experts." Government of, by, and seemingly for experts is what we apparently have today. In spades. In all shades of opinion, and frequently at cross purposes. Franklin D. Roosevelt had his "Brain Trust," John R Kennedy his "Best and Brightest," and Ronald Reagan his ideological warriors from the Hoover Institution on the West Coast to the Heritage Foundation on the East Coast.

360 THE FREEMAN • SEPTEMBER 1991 Indeed, in this reportorial and rather ideology free write-up of think tanks, James A. Smith comes up with the first history of expert advisers in American politics, tracing the rise of what has become a semi-autonomous class of influential officials and scholar-analysts. Take the late Arthur Burns as a case in point: Rutgers and Columbia professor of economics, president of the National Bureau of Economic Research (an early think tank still going strong), president of the American Economic Association, chairman of Eisenhower's Council of Economic Advisers, Nixon's Domestic Policy Adviser, chair man of the Federal Reserve Board, Reagan's ambassador to West Germany, and amid these var ious Republican assignments, i.e., during the Kennedy, Johnson, and Carter Administrations, a distinguished senior scholar at the Washington based American Enterprise Institutea sort of safe haven for dispossessed Republican thinker officeholders-just as the Washington-based Brookings Institution has been a safe haven for dispossessed Democratic thinker-officeholders such as Alice Rivlin and Charles Schultze. Today, notes author Smith, former program officer at the Twentieth Century Fund and history professor at Smith College, and now an adjunct faculty mem ber of the New School for Social Research, there are more than 1,200 think tanks in the United States, including around 100 in Washington, D.C., alone. In addition, there are literally thousands of universityand college-based research institutes.

These organizations aim to focus much of this brain-power on national, state, and local issues. For instance, the conservative New York-based Manhattan Institute tackles, among other things, local New York City and New York State issues. The conservative Raleigh-based John Locke Foundation mainly tackles North Carolina issues. And the liberal Washington-based Institute for Policy Studies proffers government solutions to national problems such as poverty, pollution, and the homeless, adding to the war of ideas. When all these think-tank warriors are not teaching university courses or serving on expert commissions, they function as witnesses before Congressional and state legislature committees, drafters of legislation, writers of newspaper columns, commentators on national and local tele vision,ghost-writers for political figures, and polit ical gurus and pontificators in general. Which brings us back to Wilson's fear of a gov ernment of experts. For with all this brain-power, how come America is so mired in a wide range of long-term problems such as pyramiding national debt, rising teenage pregnancy, and skyrocketing crime rates? Think-tank erudition is impressive, but does it add up to wisdom and vision?

For, in the final analysis, aren't premises piv otal? James A. Smith recalls, for example, the eru dition of Richard T. Ely, an economist at Johns Hopkins University and a founder of the Ameri can Economic Association. In a draft prospectus for the AEA, Dr. Ely wrote circa 1884:"We report the State as an educational and ethical agency whose positive aid is an indispensable condition of human progress." Laissez faire is, he continued, "an inadequate explanation of the relation be tween the State and its citizens." Once again, we find, ideas have consequences. D Dr. Peterson,formerspeech-writerfor RichardNixon and senioreconomicadviserto the U.S. CommerceDepartment, is an adjunctscholarat the HeritageFoundationand the Lundy Professorof BusinessPhilosophyat CampbellUni versityin BuiesCreek, North Carolina.
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The Freeman considers unsolicited editorial submissions, but they must be accompanied by a stamped, self-addressed envelope. Our author's guide is available on request. Phone: (914) 591-7230 FAX: (914) 591-8910 Cover art: © Dover Books PERSPECTIVE A PollyannaWorld The collapse of Eastern Europe has highlighted the serious flaws of socialism as a system that vests all power in a small, political elite, and in the name of equality turns a people into an unthinking, un creative, faceless mass. It is a system without checks and balances, a sys tem that takes away a people's voice and turns them into drudges. There is no incentive to suc ceed, because whether people do their best or their worst, the best and the worst end up with the same reward. Theirjob is protected, no one can fire them, so they can show up for work, or they can sit in the back room and play cards-the system will take care of them. Why should the man of ability break his back when he is not appreciated? And so, in stead of working, he joins those in the back room in the card game. Nothing gets done. The spectacle of hungry people and the collapse of Russia today is the result of this attitude played out on a national scale.

Socialism is a system that does not accept the re ality of man-the fact that man needs incentives and competition to move forward. Yes, man is greedy, he blooms on praise, he does his best in the competitive arena. Just a sniff of reward brings a glint to his eye. Socialism does not recognize the vanity of man, his weaknesses, his sin. Socialists live in a Pollyanna world of do-gooders, and in try ing to transform man into an angel, they have turned him into a shuffling dullard. All through Europe the world has seen the ug liness of inertia, of a malaise that killed a people's spirit, destroyed nations, and turned beauty into dross. -from an editorial in the December 13, 1990, issue of The Tribune,a daily newspaper published in the Bahamas CanadianHealthCare There is a queue of heart patients in Vancouver, British Columbia, who are unable to receive med ical care. According to B.C. Cardiac Society spokesman Dr. Lawrence Burr, over a dozen can didates for open heart surgery have already died because of the long waiting list. And this is only the 362 tip of the iceberg. Burr estimates that 720people in British Columbia have been accepted as cardiovas cular patients, and that 400 of them are in urgent need of surgery within one month. This is a tragedy, and an obvious failure for Canadian socialized medicine.

Because of this medical emergency, British Columbia officials are trying to place 200 of their heart patients in Seattle hospitals. According to Dr. Jim Nell, president of the Seattle Area Hospital Council, "We'll have no trouble meeting the need." Even if the 200 patients are moved across the border to Seattle, this won't end the long lines in B.C. hospital wards. Stated Dr. Burr, "Reducing the waiting list by 200 ... would drop the waiting time for the remaining patients to about 11 weeks." This is an improvement, but in his view six weeks is ideal. All in all, this isn't a pretty story for the much vaunted Canadian socialized medical system. -WALTER BLOCK,writing for The Fraser Institute Vancouver, Canada SocialResponsibility In a free society, there is no more responsible way to work for the benefit and improvement of all than to produce the goods and services others value highly enough to buy in free and open competition.

Meeting the market test is the ultimate proof of ser vice to others. The values instilled through volun tary contracts and exchanges in free markets repre sent the highest order of true social responsibility. -M. BRUCEJOHNSON,writing in the June 1991 issue of Alternatives in Philanthropy The Natureof Planning Economic planning or industrial planning is nothing more than the forcible superseding of somebodf else's plan by the powerful elite. For ex ample, I may plan to buy a Honda motorcycle, but the powerful supersede those plans through tariffs and quotas because they have decided a Harley Davidson is preferable. My daughter might plan to work for the hardware store for $2 an hour; I agree PERSPECTIVE with it as her father; her mother agrees with it; she agrees with it; and the hardware store owner agrees with it. But the powerful elite directs that the plan be cancelled unless she gets $3.80 an hour. That's economic planning. It is the forcible superseding of somebody else's plan by the powerful elite.

-WALTER WILLIAMS, speaking at Saint Vincent College, February 5, 1991 AffirmativeAction Affirmative action reinforces and places a pre mium on racial consciousness and prejudice. It en courages an attitude of victimization among blacks and other protected groups whom it regards as de pendent and-if not inferior-then at least inca pable of competing on their own. Moreover, it re quires that anti-bias and civil rights progress be denied in the face of clear evidence to the contrary. A deeply dialectical intelligence is required to con clude that affirmative action has not had a corrupt ing effect on the American political tradition. -HERMAN BELZ Equality Transformed Eastand West For a permanent social rejuvenation, the East needs to learn what the West has forgotten-that it isn't enough to install capitalism as a utilitarian eco nomic stopgap measure. What is needed is for the entire legal agenda of classical liberalism to be en shrined within a culture. The classical liberal con cern for the fundamental rights of the individual to life, liberty, and property cannot be treated as a mere expedient; it should not be expected to bail out a society from its past mistakes, only to be sac rificed, once the economy begins to recover, on the altar of the welfare state, with all its wasteful poli cies in behalf of aspects of society that will not be upgraded without self-discipline, without the disci pline imposed by the free market economy and a criminal law system that upholds the principles of individual rights.

- TmOR R. MACHAN Auburn University 363 364 THEFREEMAN IDEAS ON LIBERTY Welfare State on the Street Where You Live by Tibor R. Machan L ike many fathers, I take my children to city run recreation facilities. My 7-year-old daughter takes gymnastic lessons, and my ii-year-old son plays baseball. All three of my children have attended summer day camps provid ed by the city parks and recreation department. But I'm not happy about this, at least about the way it fits into the large picture of our society. While, of course, the kids have fun and get some thing out of it, there is a definite downside to counting on the city to provide such facilities. Already at this point people are learning to depend on government to do a great deal for them that it shouldn't be doing at all. In short, a city gov ernment should have no parks and recreation department. It isn't what government is supposed to be about. It has nothing to do with justice, with protecting, maintaining, and preserving the rights of individuals at the city's level of jurisdiction.

Rather it is the sort of activity that people should organize for themselves, via their social clubs, churches, the extracurricular activities of their firms, and so on. City-run recreation facilities instill the belief, at a very early age, that if you want something, it is only natural that the government should provide it. And from this belief, of course, has sprung the gradual but certain bureaucratization of nearly all of human life. Tibor R. Machan teaches philosophy at Auburn Uni versity,Alabama. As I was waiting for my daughter to finish her gymnastics lesson one night, I overheard a brief conversation between members of the board of our city's parks and recreation department. They were walking out of a room in which they had just held a meeting. One was noisily complaining that the city never has enough money to do this busi ness right, and there isn't going to be any relief soon, so they might as well learn to live without.

Of course. Whenever government tries to pro vide for people what they should provide for them selves, it never will be able to do well enough indeed, it's most unlikely that there ever will be a well enough! One can always think of some addi tional support, yet another basketball or tennis court, more lifeguards at the city'sswimmingpool, still another baseball umpire to hire, and so forth. It never ends, does it? "The MoralTragedy of the Commons" This is what I have come to call "the moral tragedy of the commons." When there is a suppos edly common pool of resources, people always have their own idea of how to make the best use of it. And the most use of it. So no matter how much one resolves to tighten the belt, there always will be a good reason to want to do more and better after all, it's for the children, for the future of the community, or for some other noble cause.

365 People have leamed to depend on govemment to do a great deal for them that it shouldn't be doing at all. What few people stop to think about is that gov ernment programs are costly-they require peo ple's labor, ingenuity, skills, and innumerable resources. And the taxpayer pays the bill.But since he or she is being forced to put money into a com mon pool, no one worries about how much a par ticular taxpayer has contributed so that there can be some idea of how much each family might take from the pool. Instead, everyone just wants more money and resources for their favorite projects. Why are cities, counties, states, and national governments going broke all over the world? Because we all want to improve things with more funds, but no one has any idea what the limit is. Pri vate property solves this problem, but was aban doned a long time ago when taxes reached the point where we can steal our way to being provided with all sorts of things we desire, never mind think ing about paying for them or long-range budgeting.

If you want to understand why we have deficit spending at the Federal level, think about it in con nection with your own parks and recreation department. Ask how one can control costs when the funding source is an impersonal common pool of resources belonging to no one. The answer is that without a reasonably precise relationship to a person's own limit of expendable income, there is no hope of putting a lid on government spending. It doesn't begin with S&L scandals. It doesn't have to do with Pentagon extravagance. These are but symptoms. It has to do with the gradual expansion of the public sector and corresponding contraction of the private sector. As Aristotle said: That all persons call the same thing mine in the sense in which each does so may be a fine thing, but it is impracticable; or if the words are taken in the other sense, such a unity in no way conduces to harmony. And there is another objection to the proposal. For that which is common to the greatest number has the least care bestowed upon it. Everyone thinks chiefly of his own, hardly at all of the common interest; and only when he is himself concerned as an individual. For besides other considerations, everybody is more inclined to neglect the duty which he expects another to fulfill; as in families many attendants are often less useful than a few. 0 366 Individual Rights: The Crumbling Foundation of American Government by Robert Higgs A lmost everyonerecognizesthat govern ment can perpetrate great evils. One has only to think of the regimes of Stalin, Hitler, and Pol Pot, three of the most hideous examples. But government is also widelyregarded as a potential source of great good. Even Ludwig von Mises, an archenemy of statism, declared that government is "the most necessary and beneficial institution, as without it no lasting social coopera tion and no civilization could be developed and preserved."1 How can people enjoy the benefits of government while avoiding the dangers? Upon what principles must a tolerable government be built?

The Natureof Government When we say the word "government," we may mean various things. Sometimes we refer to cer tain institutions, the established rules and pro ceedings by which the body politic is ordered and incorporated into the making and maintaining of collective arrangements for social life. At other times we refer to the particular persons who wield established authority over the citizenry. The two meanings are connected. Government as rulers operates according to government as insti tutions, which people often call "the system." This connection holds whether the type of govRobert Higgs is the Thomas F. Gleed Professor in the Albers School of Business and Economics and Director, Centerfor the Study ofSocial Dynamics, Seattle University. ernment be dictatorship, oligarchy, monarchy, or representative democracy. Governments have existed for thousands of years. Philosophers have argued that they are either natural-it would be inconceivable that humankind not have them-or that people with out a government would be, in Thomas Hobbes's words, so "few,fierce, short-lived, poor, nasty,and deprived of all that pleasure and beauty of life, which peace and society are wont to bring with them," that no one would want to be without a government.2 In Hobbes' estimation, it would be a good bargain for individuals to surrender all their freedom of action to a ruler in exchange for a modicum of peace and social order.

A government, by definition, claims a mono poly of legitimate coercion within its jurisdiction. Every government, ultimately if not immediately, relies on physical violence to enforce its rule. If it cannot do so effectively, it probably will be replaced by another government that can. Hence it is entirely natural that governments maintain police, prisons, and armed forces, whereas Gener al Motors, Exxon, and IBM do not. People some times talk about "economic power" as if it were comparable with governmental power. It isn't. Every government recognizes that people will obey orders more readily if they believe the orders are proper and, in some sense, in the best interests of the ruled as well as the rulers. Historically, a close linkage of the warrior class and the priest hood has characterized most societies. The blessing of religion has givenmany governments a more effective claimto obedience. Whether by appeal to religion or by appeal to secular principles of right or virtue, governments always try to legitimate their actions. This striving after legitimation is the principal difference between governments and mere criminal gangs.

Whether government really is necessary (and a few of us still consider, the question open to debate), once a society has a government, the potential exists for rulers to abuse their power by pursuing their own ends rather than those cher ished by the people they rule. Unchecked govern ment can give rise to tyranny. Accordingly, many lovers of liberty have called government a neces sary evil:necessary because they see no alternative institution to maintain peace and domestic order, and evilbecause the rulers, by virtue of their exclu sive control of legitimate coercion, may over extend their powers at the expense of the well being and liberties of the ruled. RevolutionaryIdeals The men who founded the United States were, in the eyes of the established British government, outlaws-traitors, thieves, and murderers. Ameri cans nowadays so venerate the memory of Jeffer son, Madison, Washington, Hamilton, Adams, Franklin, and the other Founding Fathers that we easily forget the raw reality of what they under took to do between.1775 and 1783. They armed themselves, laid claim to authority denied them by established law, and set out to overthrow the established government by killing the men who defended it.

They were not murderers by profession. Indeed, they probably were the most thoughtful, best edu cated, and most articulate band of outlaws in his tory. When they decided to take up arms to over throw the government, they debated their cause at length, and they wrote down in various places their reasons for resorting to killing other human beings, their justification for actions they ordinar ily would have strongly condemned. How did they justify their actions? They claimed that they, in common with all men, had rights, and that in the existing circum stances they could effectively defend their rights only by violence. In 1774 the First Continental Congress made a declaration of what its members 367 called "their indubitable rights and liberties; which cannot be legally taken from them, altered or abridged by any power whatever, without their own consent. .... " They claimed that they were "entitled to life, liberty, and property.... "

Where did the asserted rights come from? They said that they held the rights "by the immutable laws of nature, the principles of the English consti tution, and the several charters or compacts" establishing the British colonies in North America. 3·Again and again the rebels justified their cause by claiming a right to liberty. They insisted that the legitimacy of government required the consent of the governed. The Continental Congress's "Declaration of the Causes and Necessity of Taking Up Arms," issued July 6, 1775, declared that "a reverence for our great Creator, principles of humanity, and the dic tates of common sense, must convince all those who reflect upon the subject, that government was instituted to promote the welfare of mankind, and ought to be administered for the attainment of that end.... Honour, justice, and humanity, forbid us tamely to surrender that freedom which we received from our gallant ancestors.... The arms we have been compelled by our enemies to assume, we will ... employ for the preservation of our liberties; being with one mind resolved to die freemen rather than to live slaves. [And finally]in defence of the freedom that is our birthright, and ... for the protection of our property, ... we have taken up arms."4 Then, in 1776,the Continental Congress issued a Declaration of Independence. Here is the justifi cation the rebels gave for their actions: We hold these truths to be self-evident, that all men are created equal, that they are endowed by their Creator with certain unalienable Rights, that among these are Life, Liberty and the pursuit of Happiness. That to secure these rights, Governments are instituted among Men, deriving their just powers from the consent of the governed, That whenever any Form of Gov ernment becomes destructive of these ends, it is the Right of the People to alter or to abolish it, and to institute new Government, laying its foundation on such principles and organizing its powers in such form, as to them shall seem most likely to effect their Safety and Happiness.

The Declaration continued by explaining that 368 THE FREEMAN • OCTOBER 1991 Howard Pyle drew this illustration of the members of Congress leaving Independence Hall on the occasion of the first public reading of the Declaration on July 8, 1776. Many members of Congress are identifiable, and the dense crowd lends the composition a feeling ofserious common purpose. the rebels had not rashly taken up arms against the established government: Governments long established should not be changed for light and transient causes; and accordingly all experience hath shown that mankind are more disposed to suffer,while evils are sufferable, than to right themselves by abol ishing the forms to which they are accustomed. But when a longtrain of abuses and usurpations, pursuing invariably the same Object evinces a design to reduce them under absolute Despo tism, it is their right, it is their duty, to throw off such Government, and to provide new Guards for their future security.


The Declaration went on to present a lengthy list of grievances against the King, including the com plaint that he had "erected a multitude of New Offices, and sent hither swarms of Officers to harass our People, and eat out their substance." During the Revolutionary era, individual states enacted bills of rights. The Virginia Bill (1776), almost entirely drafted by George Mason, began, "all men are by nature equally free and indepen dent, and have certain inherent rights.... "5 The Massachusetts Bill (1778), written almost entirely by John Adams, began, "all men are born free and equal, and have certain natural, essential, and unalienable rights; among which may be reck oned the right of enjoying and defending their lives and liberties; that of acquiring, possessing, and protecting property; in fine, that of seeking and obtaining their safety and happiness." Article seven of the Massachusetts Billof Rights declared: "Government is instituted for the common good . .. and not for the profit, honor or private interest of anyone man, family,or class of men.... " And Article 10read: "Each individual of the society has a right to be protected by it in the enjoyment of his life, liberty, and property.... No part of the prop erty of any individual can, with justice, be taken from him, or applied to public uses, without his own consent, or that of the representative body of the people.... And whenever the public exigencies require that the property of any individual should be appropriated to public uses, he shall receive a reasonable compensation therefor."6 Later, in the national Bill of Rights, the 10 amendments to the United States Constitution ratified in 1791,many of the rights proclaimed by the individual states in the 1770s became part of the entire country's supreme law. Later still, in the 14th Amendment, added to the Constitution in 1868, each state was forbidden to "deprive any THE CRUMBLING FOUNDATION OF AMERICAN GOVERNMENT 369 person of life,liberty,or property, without due pro cess of law; nor deny to any person within its juris diction the equal protection of the laws."

Clearly, government in the United States was founded on an explicit recognition of rights-nat ural, inalienable rights of each individualand governments were understood to be legitimate only insofar as they acted to protect those fights. Individuals and their rights were regarded as morally prior to government and its mandates; governments were to serve the people, not the people the government. Government was justifi able only as an instrument of the governed. When governments proved abusive of their powers, when they destroyed rather than protected the natural rights of individuals, the people had a right to defend their rights and to overturn the government that threatened them. CurrentSuppressionof Rights Comparing the ideology of the Founders with the currently dominant ideology, we encounter a stark contrast: on the one hand, the deep regard that the Revolutionary ideals expressed for indi vidual rights; on the other hand, the rampant dis regard for individual rights with which the present governments of the United States-federal, state, and local-conduct themselves and justify their actions. To make matters worse, not only do most Americans not recognize that their governments massively invade rather than protect their rights; most Americans actually talk as if they live in a free society.

Many people remain unaware of the extent to which government controls a vast range of human conduct in our society because they are not them selves on the receiving end of many of the partic ular forms of control. If you are not an automobile designer, you may not be aware that the govern ment prescribes many requirements that 'all auto mobiles must meet. If you are not a real estate developer, you may not be aware of the multitude of government permits that must be acquired before you may commence building, and of the plethora of regulations that constrain how you may build. If you are not a pharmaceutical manu facturer, you may not be aware of the long process of testing and certification that must be endured before the government willpermit you to sell your product. If you are not an importer or exporter, you may not be aware of the many controls and paperwork requirements that impede your busi ne~s. If you are not a personnel or payroll officer, you may not be aware of the huge number of requirements you must meet with respect to col lecting taxes and providing benefits to employees, and with respect to the makeup of your work force-asregards race, sex, and other criteria. If you are not a dealer in stocks and bonds, you may not be aware that acting on the basis of certain infor mation, which the government considers "inside information," may land you in jail. If you do not have complicated business or financial dealings, you may not be aware of how extensively you must give an account of your affairs to the tax authorities. If you are not a business person, you may not be aware that any number of seemingly proper and mutually beneficial business arrange ments may cause you to be charged with violating the antitrust laws. And so on and so on, endlessly.

EverydayControls But even an ordinary person unavoidably runs up against government controls every day. Perhaps you wake up when your clock radio comes on, bringing you signals transmitted by a radio station permitted to operate only after being granted a license by the Federal Communications Commis sion.Youget dressed, putting on clothing and shoes that cost you more than they would have if the United States government had not restricted the importation of clothing,textiles, and footwear. You drive to work in a car constructed in accordance with a variety of government regulations; or you ride the bus, paying a fare established by a govern ment regulatory commission. You work or go to school with people who have been selected in part on the basisof governmentally prescribed rules and quotas regarding race, sex, ethnicity, handicap, or veteran status. You eat lunch at a cafe that is allowedto operate only after acquiringvarious per mits.Youmake telephone callsand pay for them at a rate set by a public utility commission. You go home to sit down to an entree of meat sold only after mandatory inspection by the Department of Agriculture. What you paid for the food reflects the price supports on farm products and the restric tions on the importation of farm products into the United States. In the evening you turn on the tele vision, watching a program broadcast by a station 370 THE FREEMAN • OCTOBER 1991 licensed by the Federal Communications Commis sion. Just before turning in for the night, you may take some medicine that you could legallypurchase only by prescription and which can be sold to you only because it has been approved by the Food and Drug Administration. Yours has been an unevent ful day,yet you have moved at every moment with in a web woven by government.

How the United States evolved from a nation that held individual rights in high esteem (at least as ideals, if never consistently in practice) into a collectivist regime in which individual rights are subjugated in countless distinct ways every hour of every day is a long and complicated story-in many respects, it is the whole story of American society during the past 200 years. Not that liberty diminished at every place and time. The emanci pation of the slaves, for example, was a triumph of liberty against which anything else in our history pales. But that was an anomaly, just as the exis tence of slavery had been an anomaly in the early days of the Republic. In most respects the trend, sometimes quicker, sometimes slower, was relent 1esslytoward. a less and less free society. The·pace of the movement accelerated during the past 75 years; it shows no sign of slowing now. Each day Americans become a little less free.

The tragedy is that most neither know nor care. Like George Orwell's character in 1984, who inhabited a world in which the official language held that war was peace and slavery was freedom, most Americans have actually learned to love Big Brother. Indeed, they spend much of their time actively seeking, or supporting the efforts of those who seek, to extend the grip of government over the whole of human affairs. Nothing is too inti mate or too personal or too important to be left for free individuals to decide: not the education of young people, not the care of children or the sick, not even vital decisions involving life and death nothing escapes the tentacles of government. Lovers of liberty watch in horror as their fellow citizens stitch new and unnatural organs onto the Frankenstein monster. One marvels that they can take these actions in the name of "doing good," "being fair," "promoting prosperity," "maintain ing national security," and a variety of other noble sounding purposes. Perhaps in some cases they know what they are doing and have simply decided that the loss of liberty entailed by the new govern ment power they support is an acceptable price to pay for the prospective benefit they anticipate especially when they expect only other people's liberty to be diminished. In many cases, though, they surely act with no awareness that the new government program entails a further throttling of human liberty, an overriding of individual rights.

In 1991, according to official sources, Federal bureaus alone-not to mention the 50 states, more than 3,000 counties, and scores of thousands of cities, townships, and other government units, all imposing restraints on individual action-will pro pose or make final the issuance of 4,675new rules.7 Those are new rules. When added to all the exist ing rules, laws, ordinances, regulations, decrees, injunctions, orders, requirements, prohibitions, and other official directives, they make up a heap of coercive measures so enormous that not even an army of lawyers can hope to grasp them all, and tax accountants throw up their hands in exasperation. BudgetaryTyranny To carry out their thousands of projects, the governments of the United States take at gunpoint -remember, payment of taxes is not a voluntary contribution-a sum of money beyond human comprehension, currently about $2 trillion. Ques tion: How far would total government revenues, put into the form of a string of two trillion dollar bills, reach? Answer: It would stretch from the earth to the sun and back, leaving enough of the string to wrap around the earth about 167 times.

And this illustrates just this year's government rev enues. Watch out for next year! Remember the American colonists' complaints about taxation without representation? Well, they paid at most a few percent, probably no more than 3 percent, of their annual incomes in taxes. Amer icans now pay about 36 percent of their vastly larg er incomes to their governments. Much of this huge revenue amounts to taking from Peter to pay Paul, then taking from Paul to pay Peter-in order to be fair. Along the way,government officials and bureaucrats take a hefty broker's commission on each transaction. Fully one worker in seven is on the government payroll. Vast numbers of others, supposedly in the "private sector," also work for the government, because they do what they do only because of government spending, taxing, and regulating. So utterly devoid of principle is the current THE CRUMBLING FOUNDATION OF AMERICAN GOVERNMENT 371 activity of U.S. governments that no project what soever is too silly to exclude from the trough.

Recall the scandal involving the hundreds of thou sands of dollars recently appropriated to fix up the boyhood home of Lawrence Welk somewhere in the lost reaches of the Dakotas. (The appropria tion was repealed when the news media publicized it heavily,but rarely does anyone take much notice of the equally outrageous appropriations that lard the budget.) You probably haven't heard of the $566 million appropriated to fly cows to Europe, supposedly to promote exports. Or the $107,000to study the mating habits of the Japanese quail. Remember, every dollar is taken from you or someone else at gunpoint. Would you put a gun to someone's head to get money for studying the Japanese quail? There's much more, including the $2.8 million for a fish farm in Stuttgart, Arkansas; the $1.3 mil lion for repairs to a privately owned dam in South Carolina; the $500,000for the 1992American Flo ra Exposition; and the $49 million for arock -and roll museum. Consider next the $500,000to revi talize downtown Ada, Oklahoma-not a place many Americans are likely to visit-and the $772,000to construct a skeet shooting club at Tin ker Air Force Base. After all, one never knows when the Russians will attack with clay pigeons.

There is also $375,000 to renovate the House of Representatives beauty parlor; plus $98million for Congressional mail no one wants to receive, hyp ing the virtues of your local member of Congress; and $1.5million to spruce up a military golfcourse. (Is this what the framers of the Constitution had in mind by the phrase "provide for the common defense"?) There's $7 million to study air pollu tion-in Mexico Cityand $1 million for the bi cycle transportation demonstration project in Macomb County, Michigan. And the list goes on and on and on.8 One could continue indefinitely just listing one line descriptions of ludicrous government projects, which in many cases have no real value to anyone except those paid to carry them out. Rarely does the budget contain the only kind of projects con templated by the founders of the nation, namely, those of common benefit (that is, of benefit to everyone)that are also within the powers enumer ated in the Constitution as allowable government actions.

Needless to say, constitutional limits on government action fell by the wayside years ago. Where economic interventions are concerned, the federal government received the blessing of the Supreme Court, in a series of cases between 1937 and 1942, to do virtually anything authorized by Congress.9 Given that green light, members of Congress proved time and again that no scheme to buy votes was too outrageous to refuse. Anyone who thinks that taxes must be raised to cut the federal govern ment's deficit, because spending already has been cut to the bone, should spend some time reading the budget documents. DemocracyVersusRights Of course, we've been told since childhood that all of this is just the workings of "democracy," as if taking a vote could decide the wisdom or morality of an action. The central purpose of the Constitu tion in the first place was to put limits on the actions of political representatives. A majority vote can do nothing to justifyan action. The major ity vote of the people or the Congress can no more justify a political action than the majority vote of a gang can justify an assault.

Majority voting is simply a decision rule for selecting the actions that willbe taken from the set of all permissibleactions. Through the years the mantra of "democracy" has been chanted over the most morally offensive actions of American governments, as if majority voting can make everything okay. It cannot. When governments override the rights of individuals, they violate their only raisond'etre. Under the banner of democracy, the United States has built an engine of oppression so vast that it is doubtful whether it can ever be substantially reduced, much less dismantled. Are RightsJustifiable? Is it possible that I am taking too seriously some 2oo-year-oldrhetoric about human rights, and that I have compounded the blunder by supposing that property rights are among the most fundamental of all human rights? After all, didn't Jeremy Ben tham tell us that the notion of rights is not only nonsense, it is "nonsense on stilts"?

I admit that I am no philosopher and that, if called upon to supply a proof of the existence of human rights, I cannot provide one. Nor am I per suaded by the attempts I've seen of philosophers 372 THE FREEMAN • OCTOBER 1991 far better prepared than I to give the proof. But as an economist, I am trained to ask certain ques tions: First, what's the alternative? Second, after a choice is made, what happens next, and after that, and after that, as repercussions of the initial choice continue to have indirect effects? Suppose you tell me, there is no such thing as rights; and I reply, okay, let's agree that there are none. Later, when a mugger accosts you and demands that you surrender your wallet on pain of having your throat slashed, am I supposed to feel that you have been wronged? Of course, you won't like this event, but the mugger wi,ll; it's just your personal loss against the mugger's personal gain.

Or suppose you wake up tomorrow morning and discover that a majority vote has been taken, and the majority or its chosen representatives have decided that all people like you-in some respect, it doesn't matter whichare to report for trans portation to concentration camps. Well, that's democracy in action. Remember what happened to the Japanese-Americans in 1942. If there are no rights, then we'll just have to get along without them. But chances are, with no con ception of rights, social life will be pretty much as Hobbes thought: brutish and short, et cetera, or else everyone willend up obeying the person who wields the most power at the moment. A society that doesn't take human rights seriously and protect them will turn out sooner rather than later to be hellish. Apart from whatever one may think about the philosophical status of rights, a world without rights would not meet the aspirations of even the most thoroughgoing utilitarian. So, if one doesn't care whether people believe in rights, fine; but one must be prepared to suffer the consequences.

We know from history what happens to societies without genuine individual rights. From sweeping powers of government, unconstrained by silly notions that all individuals have rights to life, lib erty, and property, come the Soviet Union and its empire, Nazi Germany, Fascist Italy, and Pol Pot's Cambodia as well as today's China,Vietnam, Cuba, and a lot of other loathsome societies that merit the full measure of our contempt and sorrow. In due course we shall arrive at something sim ilar in the United States, for this country is fast pro ceeding in the direction of subjugating all human rights, especially human rights to property, without which the others eventually will prove more or lessworthless. When the government con trols everybody's access to newsprint and broad casting channels, freedom of the press won't have any real substance-just consider how shamelessly the news media performed during the recent war, when the government controlled reporters' access to the theater of war. When the government con trols the conditions on which people can obtain or give employment, freedom of speech won't matter much-who willjeopardize hisjob by speaking out against the government? When the government controls the manner in which all goods and ser vices must be produced and the terms on which they may be sold, freedom of association won't be worth much-what good willit do to have a meet ing under those conditions? A nation without firm private property rights will eventually prove unable to defend any human rights whatever. Only citizens who have secure private property rights possess a protected, autonomous position from which they can challenge their rulers. Our fore fathers understood this well, but most Americans have forgotten.

PropertyRights Are HumanRights Property rights have been slandered throughout most of the 20th century, especially by people who contrast property rights and human rights, and pose a choice between them. Now,faced with such a choice, who wouldn't opt for human rights-far better to worry about human beings than about sticks and stones. But this way of posing the ques tion is misleading and utterly unacceptable. All rights are human rights. It is in the very nature of rights, which are morally justifiable claims on the conduct of other persons, that only human beings can possess them. Property rights don't belong to the factory in which a corporation manufactures its products; they belong to the cor poration's shareholders, the individual human beings who have surrendered other property in voluntary transactions to acquire ownership claimson the factory.A related and equally foolish idea is that government can tax "business" rather than individuals. But bricks and mortar can't pay taxes; only persons can. "Taxing business" is just another term for taxing certain people differently from others.

Property rights are the human rights to decide THE CRUMBLING FOUNDATION OF AMERICAN GOVERNMENT 373 how property will be used, to appropriate the income or other benefits of the property, and to transfer the rights of ownership to others in vol untary transactions. Everyone realizes that some degree of property ownership is essential for sus taining human life in society. But many people suppose that once we go beyond personal prop erty such as clothing, furniture, automobiles, perhaps houses, and arrive at "bigger" property such as land, factories, mines, and railroads, pri vate ownership no longer is essential. The suppo sition is wrong. Suppression of private property rights at any level tends to have socially destruc tive consequences. Property rights must be lodged somewhere. Even societies that pretend to have no private rights in "bigger" property simply lodge the rights in the hands of politicians or bureaucrats.

Someone, some human being, still decides how the property will be used and who will receive its benefits. But without private property rights, the link is severed between rational employment of the property and the rewards or punishments of the decision-maker. Irresponsible behavior no longer carries with it an automatic punishment. Politi cians or bureaucrats are free to use resources de structively-as they have in socialisteconomies for decades and as they have in the socialized sectors of the United States such as public education or management of public forests or rangelands or national defense productionand still the deci sion-makers may thrive. Private property rights create an incentive to employ resources in their most higWyvalued uses as determined by consumers. Socialized property arrangements insulate the decision-makers from the preferences of consumers, who invariably suf fer, as they have throughout the socialist world since 1917,and as the unfortunate people of those places, some of whom now are free to speak, read ilyattest.

For Sale:A PreciousBirthright As ever more rules and regulations curtail the decisions individuals may make for themselves, as ever greater proportions of people's income are siphoned off to be used as our leaders decide, as every species of special interest pays tribute to predatory politicos who suck the marrow from the bones of civil society, individuals are reduced to ever more meaningless atoms in the socialcosmos. All of life becomes politicized, which means cor rupted by power. And as individual liberty and individual rights die, all that is decent in human society dies with them. Our Revolutionary forebears complained that King George had "erected a multitude of New Offices, and sent hither swarms of Officers to harass our People, and eat out their substance." But Jefferson and Madison could not have dreamed, even in their most horrifying night mares, of the swarms of bureaucrats upon us now, harassing us and eating our substance. The nation's founders could not have understood how cheaply a wealthy society of their descendants would sell its precious birthright of liberty and justice and respect for individual rights.

No individual, of course, can do much about the state of the nation. But each of us has a mind, and with some effort one can use it to think. The next time you hear of a proposal to employ the govern ment for still another noble purpose, think! Ask yourself:At what cost to individual liberty willthis project operate? And how can we preserve our remaining liberties if we give our assent piecemeal to the thousands of new proposals for enlarging and strengthening government that pour forth each year? What will be the end result of these piranha attacks on human rights? And do you want to live in that kind of world? D 1. Ludwigvon Mises, The UltimateFoundationof Eco nomic Science:An Essay on Method (Kansas City, Kan.: Sheed Andrews and McMeel,1978),p. 98. 2. Thomas Hobbes, PhilosophicalRudimentsConcern ing Government,as reprinted in Hobbes:Selections,edited by Frederick 1. E. Woodbridge (New York: Charles Scrib ner's Sons,1930),p. 267.

3. "Declaration and Resolves of the First Continental Congress," in Documentsof AmericanHistory,edited by Henry Steele Commager (New York: Appleton-Century Crofts,1948),pp. 83-4. 4. "Declaration of the Causes and Necessity of Taking Up Arms," in Documents,pp. 92-5. 5. "The VirginiaBillof Rights," in Documents,p. 103. 6. "MassachusettsBillof Rights,"in Documents,pp.107 08. 7. Unified agenda of Federal regulations, as cited in Robert Pear, "In Bush Presidency, the Regulators Ride Again," The New York Times,April 28, 1991. 8. The precedingexamples,and many more, appear in a series of stories on Congress in New Dimensions,March 1991,pp. 22-57. 9. Robert Higgs,Crisisand Leviathan:CriticalEpisodes in the GrowthofAmericanGovernment(NewYork:Oxford UniversityPress,1987),pp.180-94.

374 PositiveExternalities of Gun Ownership by John Kell W hile a friend and I were talking about . gun control,he remarked that it didn't matter to· him if restrictions were placedon gun ownershipbecausehe didn't own a gun. What he failedto realizewas that he benefits fromciviliangunownershipwhetherhe ownsguns or not. He benefitsbecausethe ownershipof guns by civilianshas positiveexternalities. Externalitiesare unpaid-foreffectsthat accrue to thirdpartiesfromthe useofpropertybyitsown ers.The effectsmaybe beneficialor harmfulto the third parties.If beneficial,the effectsare knownas "positiveexternalities";if harmful,they are called "negative externalities." For example, someone who walks down a residential street full of well landscapedyards mightenjoy the sight and smell of flowersin bloom.Thoughthe individualhome owners paid for and cared for their particular yards, the walker also benefits.The pleasure the walker receives is a positive externality of the homeowners'yard care.

Advocatesof gun controlare quickto point out that innocent third parties sometimesare injured or killedby accidentaldischargeor criminalmisuse offirearms.Indeed,theseare negativeexternalities of guns in civilianhands. What advocatesof gun control rarely acknowledge,or even understand, are the positiveexternalitiesofciviliangunownerMr. Kell is a botanist studying for his Ph.D. in biology at Virginia Polytechnic Institute and State University, Blacksburg, Virginia. ship.Positiveexternalitiesmaybe lessnewsworthy, but theyare justas real and far outweighthe nega tive externalitiesof the rightto bear arms. While accidents and criminal use of guns are reportedas news,makingthe negativeexternalities of gun ownershipreadilyapparent,the millionsof peaceful interactions among people that occur each day are not reported. These peacefulevents are taken for granted,and littlethoughtis givenas to whatconditionsbroughtthem about in the first place.Millionsawake each morningand find that their homes haven't been burglarized. The vast majorityofstorespassthroughdayand nightwith out beingrobbed.Manywomenwalkaloneor live alone without being accosted or raped. These peacefulhappeningsare due to manyfactors,such as burglar alarms,door locks,and police patrols, butmanyaredue,inpart,to civiliangunownership.

One milliontimes each year homeownersand storekeepersprotecttheirpropertyandlivesusing firearms; often this occurs without a shot being fired.1 The mere sightof a gun often is enough to send a robber running.Impressiveas this number is,it doesn'tshowthefullextentto whichthe crime rate is lowered due to privately owned guns. In thosecaseswherea gunownerthwartsa lawbreak er'it-isobviousthat havinga gunbenefiteditsown er. But those cases benefit non-ownersas well. If the lawbreakeris killed,he will commitno more crimes.If the lawbreakeris wounded,captured,or even escapes,his inclinationto commit a similar crime in the future is probably lessened. The peace that arises from the disinclination or inability to commit another crime is a positive externality of gun ownership. CrimeKeptin Check It cannot be known how many times each day potential burglars think, "I'm not going to break into that house; I might get shot." Even though it is difficult to evaluate how much crime is kept in check by civilian gun ownership, there is evidence that suggests its damping effect is substantial. In Orlando in 1966-67,the numbers of burglaries and rapes fell substantially after 2,500 women went through a well-publicized training program on the use of handguns.2 In a survey taken of felons, 43 percent stated that the fact that a victim might be armed had caused them to avoid particular homes or people.3 There probably is no way to determine how many law-abiding citizens might turn to crime if it were a less dangerous occupation.

A friend of mine, a gentle and honest man, once confided in me that he had stolen a car when he was a teenager. He and three friends had been walking down a street in the small town where he lived, noticed a car with keys in the ignition, hopped in and drove away. Their joyride ended when they were pulled over by the local constable. My friend said his act of thievery hurt his mother more than anything else he ever did, and he regret ted it often. He was guilty of theft and knew it, but he said he wished that the car's owner hadn't left the keys. Even though a well-equipped criminal can break into a locked car in less than a minute, leaving cars unlocked with keys in the ignition greatly increases the number of thefts. The lesson here is that if it is very convenient to commit a crime, more people will commit it. This is not to say that everyone is dishonest; it's just a basic law of human nature that people will choose the easy way over the hard way when confronted with a task. In the task of living,it is easier to take than to make. As Frederic Bastiat said, "... the very nature of man ... impels him to satisfy his desires with the least possible pain."4 Copyright laws are violated daily by otherwise honest people with access to photocopiers and tape recorders.

The crime is so convenient and the victim is so dis tant, most people who commit copyright violations probably wouldn't consider themselves criminals. 375 Bastiat said, "When, then, does the plunder stop? It stops when it becomes more painful and more dangerous than labor."5 Gun ownership by civiliansmakes burglary and robbery very danger ous and often very painful. About one-half of all homes in the United States contain firearms. 6 Someone considering carrying out a burglary has no way of determining if the house he plans to enter has guns in it, so he avoids all occupied hous es, benefiting those who don't own guns as well. People who don't own guns know implicitly that they benefit. from private gun ownership. How many of them would put a sign in their yard that says: "The owners of this house will not defend it with armed force." Jails are full of repeat offenders. That is evi dence that punishment is not a strong enough deterrent for some people. The punishment served up by the criminal justice system usually occurs long after the crime, further attenuating any deterrence value it may have. But negative reinforcement, the condition provided by an armed homeowner at the time of an attempted crime, is an effective deterrent. Such immediate and life-threatening action makes crime a haz ardous occupation, and if crime is made a danger ous way of life, the number of criminals will decline and society will be a safer place for all.

RestrainingGovernment Another positive externality,even lessapparent, is the restraint that has been put on government action because of civilian gun ownership. What policies might have been put in place by federal, state, and local governments had civiliangun own ership been heavily restricted? In the many years since the founding of our nation, what rules might bureaucrats have written if they hadn't needed to worry about an armed revolt of the masses? What invasive policies might they have come up with to make enforcement of their laws easier? There are thousands of lawsin the United States that restrict gun ownership in one way or another. Restrictions include waiting periods, bans on con cealed weapons, and bans on owning particular kinds of weapons such as handguns or military style semi-automatics. Gun control advocates sup port these laws because they hope to eradicate negative externalities, but reducing gun ownership eliminates positive externalities as well. In fact, 376 THE FREEMAN • OCTOBER 1991 Nonprofit groups such as the National Rifle Association provide training in the handling offirearms.

gun control laws probably cancel more positive than negative externalities, because law-abiding citizens are much more likely to obey the rules than are criminals. The negative externalities of guns need to be decreased, but the best way to minimize them is to deal with them directly. Accidents can be reduced by educating owners about the proper care and handling of firearms. Such training is being provid ed by nonprofit groups including the National Rifle Association, and at for-profit shooting ranges. Criminal misuse of firearms can best be de creased by cutting the overall crime rate. Methods of reducing crime have been discussed by other authors, and include drug legalization, eliminating barriers to entry in the work force, and increasing educational opportunities. Since we don't pay for positive externalities, we seldom think of their value. Indeed, it would be a formidable task to measure the total value of the positive externalities of guns in private hands.

However, even without that measurement, the knowledge of the existence of positive externali ties should help us to understand why so many people consider the right to own firearms to be a priceless freedom. D 1. Gary Kleck, "Crime Control Through the Private Use of Armed Force," SocialProblems,February 1988,p. 4. 2. Ibid., p. 13. Rapes had decreased by 89 percent one year after the program. Burglaries dropped "substantially" as well. 3. Ibid.,p. 12. 4. Frederic Bastiat, The Law (Irvington-on-Hudson, N.Y.: Foundation for Economic Education, 1950), p. 10. 5. Ibid.,p. 10 6. Kleck, p. 1.

377 Pains of the German Unification by HansF: Sennholz E astern Germany is lingering in deep depression. Of all the struggling former Soviet satellites, it was expected to suc ceed most quickly.At a stroke, on July 1, 1990, the German mark became the common currency, opening the doors to one of the world's richest sources of investment capital. The West German government stood by with hundred-billion-mark grants and credits, and millions of fellow citizens were eager to help in any waypossible. Yet,despite these extraordinary advantages, East Germans are suffering probably the deepest depression in East ern Europe. In 1990 their gross national product dropped by 14 percent, and almost 30 percent of their 9~ million workers are either unemployed or working short-time. According to many studies, this figure is likely to rise further in the coming months. The pains of unemployment threaten to render the dream of unification a political and economic nightmare. Integrating two such unequal econo mies-an ossified command system with a pros perous market orderis an unprecedented task.

Even under ideal market conditions, it would have taken many months of adjustment to merge the two parts into one homogeneous whole. Unfortu nately, the German government compounded the difficultiesby imposing its strictures on the adjust ment process. It imposed the costs and regulations of one of the most expensive welfare states on the newcomers, thereby paralyzing all but a few highly productive enterprises. The principal reason for the East German depression is the rapid rise in East German labor Dr. Sennholz heads the Department of Economics at Grove City College in Pennsylvania. costs. Despite massive regional unemployment, wages are rising with astonishingvigor, driven by the most generousunemployment compensation system in the world. It pays an average worker 68 percent ofprevious earningsfor two years. Encour aged by vocal labor leaders and thoughtless politi cians, workers expecting a shutdown of their decrepit facilities demand immediate raises so they can draw the highest possible benefits when their plants finallyclose. As labor costs are pushed far beyond labor productivity, jobs disappear at astonishing rates.

East Germans are longingfor wage equalization with West Germans. Collectivebargaining con tracts call for equal pay by 1994 in a number of industries such as metallurgy, electrical engineer ing, and retailing. But it is unlikely that one in 10 East German enterprises will stay afloat in com petitive markets. With labor productivity at less than one-half of that in West Germany, by 1994 many more East Germans are likely to subsist on unemployment compensation. For the moment, non-dismissal agreements and provisions govern ing short-time working, financed by large West German subsidies, are holding back the worst. PrivatizationEffortsHindered Excessive labor costs in eastern Germany may also explain why privatization of state enterprises is proceeding so slowly.In Poland and Czechoslo vakia, governments are planning to give away most state-owned enterprises, using vouchers made available to all citizens. In eastern Germany, in contrast, the Treuhandanstalt (Trusteeship Authority) is supposed to sell some 8,000 state 378 THE FREEMAN • OCTOBER 1991 enterprises at equitable prices. Until now it has rejected most bids for being too low and not meet ing its onerous labor conditions. Unfortunately, it makes matters worse: for the protection of eastern workers it seeks to extract expensive employment and wage guarantees from potential buyers, which obviously depresses the price offered for an enter prise, which in turn causes the Treuhandanstaltto reject the offer. In the end, few, if any, government enterprises are sold. They are likely to be shut down and their workers discharged when the west ern subsidies run out.

Few western companies have established or plan to establish plants in the east. East German labor is just too expensive at present rates. The sit uation is compounded by bureaucratic logjams and disputes over property rights. Even if the Trusteeship Authority were to offer a facility at market prices, which would be a rare exception, it might be enjoined from doing so by litigation initi ated by the former owners. Thousands of victims of Communism are pressing claims for compensa tion or return of their property in the courts of law; the Trusteeship Authority is opposing these claims, clinging to property as if it were its own. Other factors compound the employment situ ation, which is leading to growing social tension and political uncertainty. When the two Germa nies merged into one and migration barriers were lifted, the two parts formed one comprehensive labor market. According to all principles of eco nomics, West German wage rates should have fall en and East German wages should have risen as eastern labor moved west and western business moved east until, in a few years, both parts would have been equal in labor productivity and 'income.

A small drop in western labor costs would have raised the demand for labor sufficiently to absorb the influx of workers from the east. But instead of reducing western labor costs, powerful unions have managed to boost costs by about 6 percent since unification. This increase alone would have tended to raise unemployment. For the East Ger mans it closed many doors to employment in the west and forced them to stay at home subsisting on unemployment compensation. Another factor aggravating the employment sit uation is the massive influx of Eastern Europeans. With the disintegration of the Communist empire and the dismantling of many migration barriers, millions of Eastern Europeans are seeking a new beginning in western Germany. During 1989some 700,000immigrants arrived in West Germany; in 1990 this number exceeded one million, and is likely to rise further during 1991 and the coming years. The movement at first eased the acute shortage of skilled workers in West Germany but now is compounding the employment difficulties of many East Germans.

Rootsof Unemployment Employment and unemployment always are a function of labor costs, not of the costs of equip ment. The cause of the German dilemma is not East Germany's poor quality of plant and equip ment. Millions of workers throughout the Com munist world and in less developed countries around the globe earn a livingwith similar or even less efficient facilities. But they do not agitate for policies that will price themselves out of employ ment because they have no one to support them. Inferior equipment keeps labor less productive; it doesn't render it completely unproductive and doesn't force it to be idle. It is foolish to blame old equipment for one's unemployment. The depression was not caused by the terms of monetary unification, as Karl Otto PoW,president of the Bundesbank, wants us to believe. In prepa ration for monetary union he had proposed an exchange rate limit of one D-mark for two rather worthless East-marks. Chancellor Helmut Kohl insisted on a parity of exchange, arguing that the two-to-one rate would penalize eastern savers and pensioners and encourage eastern workers to move westward. In reality, both exchange rates were political rates rather than purchasing-power market prices, which before the union had stood at seven-to-one. Both rates in effect included gen erous gifts to every East German, especially the savers and pensioners. But monetary gifts by themselves don't directly affect the price of labor, which is determined by the productivity of labor.

East German labor could have priced itself out of employment as easily at a two-to-one rate of exchange as it did at the one-to-one rate. The push for wage equalization would have been the same. Some observers blame the eastern German depression on the disintegration of trade with for mer Eastern-bloc countries, such as Poland, Czechoslovakia, Hungary, Romania, and Bulgar ia. This was the region that previously had bought PAINS OF THE GERMAN UNIFICATION 379 seven-tenths of all East German exports. The dis integration of the old trade pattern obviously necessitates painful readjustments, which makes the need for flexibility and adaptability all the greater; unfortunately, the strictures of labor laws and regulations render the necessary adjustments rather difficult. Many Germans and most people abroad are convinced that Germany willsucceed in overcom ing its difficulties and, in the end, emerge more prosperous than before. They point to a few rays of hope such as the large and still growing number of new businesses that emerge every day. Since the beginning of 1990, some 400,000 new businesses have been registered. The main focuses of these new enterprises are the craft trades and the service industries. Here the first stirrings of the recovery process are clearly visible.

The new stirrings may contain an answer to the economic dilemma. In years to come they may develop into the mainstream of economic produc tion while the Treuhandsector is bound to shrink in direct proportion to the decreasing subsidies it manages to extract from the body politic. In the meantime, however,the deep depression and mass unemployment in eastern Germany are bound to leave their mark not only on the economic well being of millions of victims but also on their polit ical thoughts and prejudices. Many may argue that, under Communism, they at least had jobs. Under capitalism, or what they now believe to be "capitalism," they feel rejected and forced to sub sist on alms from the West. A resentful East Ger man population may even turn against the new order and cast its lot with the foes of democracy and the privateproperty order. D 380 China'sEntrepreneurs: Keeping the Faith After Tiananmen by Sheila Melvin T he life of an entrepreneur in the People's Republic of China has never been an easy one. Aside from all the general problems faced by entrepreneurs worldwide and the specific problems faced by entrepreneurs operating within the confines of a Communist country, China's entrepreneurs must somehow cope with the unpredictable political winds that blowout of Beijing and sweep across the nation.

For much of the 1980s, the winds were good. Deng Xiaoping came to power and declared that "to get rich is glorious." He explained his policy of economic pragmatism with the oft-quoted proverb, "It doesn't matter if the cat is black or white, so long as it catches mice." By the late '80s, inflation was running high. In an attempt to regain control over the economy and to curb inflation, the central government, in October 1988, instituted an austerity plan. The economy slowed, but the position of private entre preneurs still seemed secure; that same year, Chi na's constitution was amended to legitimize the status of private enterprises. (A "private enter prise" in China is defined as a private, profit seeking business with at least eight employees.) By early 1989, laws that not only regulated private enterprises, but protected them, were coming into existence.4 Then in June 1989,the winds changed direction.

How the 23 million men and women engaged in private business in China have fared in the face of these shifting winds can be gauged through the experiences of a sampling of entrepreneurs and non-state sector employees from across the country. "China'sNo Good" Miss Zhang is the proprietor of a coffee house in a small town in Xishuangbanna, an autonomous prefecture in China's southwest Yunnan Province. Like many residents of Xishuangbanna, Miss Zhang is not an ethnic Chinese, but is a member of one of China's 55 officiallyrecognized minority groups, the Dai. She opened her coffee house, which doubles as a disco in the evenings, in 1986. The coffee house is just a few miles from China's jungle border with Burma, and numbers among Sheila Melvin is a free·lance writer based in Washington, D.C. The names ofsome of the Chinese entrepreneurs in this article have been changed to protect their identities.

381 its customers Thai and Burmese traders who have sneaked into China on horseback. Most of the clientele, however, are tourists from other parts of China. Miss Zhang is only in her 30s, but she has about her a tired, cynical air that makes her seem older. To Chinese customers, Miss Zhang is curt, but to me she is friendly and open, eager to discuss the trials and tribulations of entrepre neurship in China. "Is it hard to run a private business like yours in China?" I asked her one scorching afternoon as I sipped iced Nescafe. "Hard? Hard? It's ridiculous! Taxes,taxes, taxes -all we private business people do is pay taxes. The government doesn't want any private entre preneurs to earn money. I can't sell alcohol-only the government can do that. The police are always coming to bother me. I have to give them money to keep them away. It's terrible. Terrible." Private businesses in China are required by law to pay 52 percent of their profit to the state and to put 30 percent back into the business. s The remaining 18 percent is often eaten away by local taxes and fees and by the necessity to pay bribes.

Miss Zhang leans forward and.lowers her voice conspiratorially, "To tell the truth, China's no good. This government is no good." "No good," is harsh criticism when directed at a supposedly benevolent government that claims to be a "democratic dictatorship of the people" with only the best interests of the masses at its heart. It is, however, a criticism echoed by entrepreneurs across China. Demands for more rapid economic liberaliza tion were an integral part of the pro-democracy protests of 1989. These protests came to a bloody end when troops of the People's Liberation Army entered Beijing on June 4 and slaughtered an undetermined number of civilians. But the dis satisfaction, disillusionment, and hope for a better future that fueled the protests did not end. In the wake of the crushed democracy move ment, government hard-liners turned on reform ers and blamed the market-oriented reforms implemented in the 1980sas the major cause of the "turmoil." Former Communist Party chief and heir-apparent to Deng Xiaoping, Zhao Ziyang, the main champion of economic liberalization, lost his job and was placed under house arrest.

In the subsequent crackdown, economic re382 THE FREEMAN • OCTOBER 1991 trenchment replaced economic reform. Both pri vate enterprises (siyingqiye) and individual busi nesses (getihu)were singled out for attack as the central government tried to regain control over the non-state sector. Too many "flies"-such as the desires for individual liberty, free speech, and eco nomic self-determination-had come in through the "open door." In August 1989,two months after the massacre in Beijing, the State Taxation Bureau began a two-month campaign to detect tax evasion in the non-state sector and issued a circular on "rectifying the tax order" for individual firms.6 Most Western experts agree that some "rectifi cation" was in order, since millions of private busi ness owners did actively try to conceal their operations in order to avoid paying taxes. The campaign, however, went beyond mere "rectifica tion" and bordered on open harassment.

Private and individual enterprises were report edly forced to buy government bonds (as were state workers) in order to help fund the country's budget deficit. Some complained of being made to pay extortionate fees for necessary services. Jiang Zemin, who replaced Zhao Ziyang as General Secretary of the Communist Party, indirectly referred to private entrepreneurs as "exploiters" and said that they should not be allowed to join the Party. He also accused private entrepreneurs of profiteering, cheating, and taking advantage of the people.7 I asked Miss Zhang how she had been affected by the post-Tiananmen Square crackdown. "Business!" she replied. "My business has been affected. The government isn't letting any non residents into the border region. If no non residents-tourists-come, then I have no busi ness!" "Why isn't the government letting any non residents into the border region?"

"I don't know," she replied bitterly. "They just want to control everything and everybody." Miss Zhang stared unhappily into space and then changed the subject. "Is it true that America is full of terrorists and murderers?" she queried out of the blue. Startled by the question, I told her that America did, indeed, have murderers but that it wasn't "full" of them and that we had very few problems with terrorism. "Well, then," she continued, "is it true that Americans don't get married and hate children?" "No, it's not true. Who told you all this?" "I learned it in school-that's what our books tell us. I always wondered because sometimes Americans come in here and they always seem nice and polite. They don't spit and they don't throw food on the floor." So saying, she gestured at the floor, which was littered with cigarette butts and peanut shells. "Your books aren't very good," I suggested. "I think the government wants to criticize America because we are capitalist and they are Commu nist."

"Yes," she nodded. "Actually capitalism is much better, isn't it?" "I think so." "China is no good. I wish I lived in America." SuccessIs Dangerous George is a businessman employed by a private enterprise in Wen Zhou, the coastal city chosen for China's most far-reaching experiment in capitalism in 1984. Wen Zhou was selected as the site of the experiment in part because it had no airport or rail head. It was therefore sufficiently isolated both to act as a laboratory and to prevent the spread of too many capitalist ways to the rest of China. In this novel capitalist experiment, private busi nesses were encouraged to set up shop. To help them succeed, the first privately owned banks in Communist China were established to lend entrepreneurs money. Business boomed, indus trial output skyrocketed, and the people of Wen Zhou grew rich. Any outside observer would have deemed the experiment an unqualified success.

The company George works for produces med ical equipment and machinery. George travels around China selling this equipment, although he says his best customers are in Wen Zhou itself, since it is one of the few places in China where peo ple have money. George isn't a native of Wen Zhou, but he spoke of his adopted city in glowing terms as the most prosperous place in China. According to him, Wen Zhou is richer than Canton or Shenzhen, the spe cial economic zone near Hong Kong, and better, too, because Wen Zhou makes its money from manufacturing rather than trade. Best of all, Wen Zhou's factories, many of which produce electrical appliances, are owned by Chinese families, not just foreign investors.

KEEPING THE FAITH AFTER TIANANMEN 383 Yangshuo's main street. "If it is so successful," I asked him, "why doesn't your government open up all of China to be like WenZhou?" "Because," he answered, "if all the people in China were allowed to have their own factories and their own money and ideas, they would not be so easy to control, and our government would lose its power. The government does not want to lose its power, and it is much easier to control poor people." Wen Zhou hasn't fared well since the crushing of the pro-democracy movement. In 1989,the out put of the city's 150,000private businesses fell, and many businesses went bankrupt. 8 The campaign to collect taxes was carried out with a special vengeance in Wen Zhou. The level of tension between the government and the private sector escalated to such a degree that in October 1990 two street peddlers attacked three tax collectors, killing one and beating up the other two.

George, well aware of all this, has decided to leave China temporarily and has accepted a job at a prestigious American university. "I want to be a millionaire," he explained, "or a billionaire." "Why?" '''1want to open my own factory and be rich. But first, I must have a green card. Ifyou have a private business and a green card, you are safe-then you are American, and the Chinese government can do nothing to you. But, if you have a private busi ness that succeeds and you are Chinese-then it is dangerous. " Yangshuo The problems faced by entrepreneurs since the crushing of the pro-democracy movement can be seen in microcosm in Yangshuo. Yangshuo is a tiny town in the Guangxi Zhuang Autonomous Region in south-central China. It is an hour-and-a-half by bus, and several hours by boat, from the nearest major city,Guilin.'Yang shuo is perched on the banks of the Li River amidst an other-worldly setting of spectacular limestone peaks, known as karsts. The scenery of Yangshuo, as well as its bigger neighbor, Guilin, is famous throughout China and has been extolled by artists and poets for centuries.

When tourists started flocking to China in the early 1980s,Guilin quickly became a prime desti nation. A huge tourist industry burgeoned, much 384 THE FREEMAN • OCTOBER 1991 of it private. Tourist boats journeying up the Li River from Guilin stopped briefly in Yangshuo, leading local entrepreneurs to establish a tourist market on the dock. As the '80s wore on, more and more individual travelers began making their way to China. Yang shuo entrepreneurs couldn't compete with Guilin for the tour-group tourists, but they could try to entice individual travelers to come and stay in their town. Restaurants serving banana pancakes, french fries, muesli, and pizza sprang up. Tailors began selling sun dresses and shorts sewn from the bright, tie-dyed fabrics favored by young Wes terners. Musicians came in from the countryside to entertain backpackers as they sipped beer at side walk cafes. By 1988, the year I first visited Yangshuo, the town boasted China's only two privately owned hotels that accepted foreigners, the "Good Com panion Holiday Inn" and the "Yangshuo Shera ton." (Neither hotel had any·affiliation with the American hotel chains.) There are only two major streets in Yangshuo, and the hotels were located on the same one, prac tically next door to each other. Competition between them was fierce. Old women, some with bound feet, were hired by the hotels to catch for eigners as they arrived at the bus station. Hobbling on canes and cacklingin broken English, the wom en, who worked on commission, would try to per suade backpackers to stay at whichever hotel employed them. Both hotels had one rustic toilet per floor and outdoor showers, but they were clean and cheap. The owner of the "Sheraton," where I stayed, rented out bikes, organized outings to near by villagesand midnight tubing expeditions on the Li River, in addition to providing a laundry service and a train and bus ticketing service.

Just up the street from the hotels, the owner of Napoleon's Bar served up Mongolian Hot Pot, with a special tofu version for vegetarians, and chatted with the guests at each table. A young waiter charmed diners with his ability to speak flawless English in a variety of accents and his street-smart knowledge of countries he had never seen. For candlelight, rock music, and after-dinner drinks, travelers could wander over to the "Hard Rock CafelYangshuo," and even buy 100 percent cotton tee shirts bearing the plagiarized Hard Rock Cafe logo with the word "Yangshuo" silk screened beneath it to prove they had been there. Travelers found Yangshuo's breathtaking scenery, leisurely pace, Western food, and English menus so convivial after the rigors of traveling in the rest of China that they stayed for days, even weeks. Many, myself included, bypassed Guilin completely, using it only as a staging point to get to Yangshuo.

But, this was all before the June 4 massacre in Beijing two years ago. In September 1990, I returned to Yangshuo to see how its entrepreneurs had managed in the ensuing time period. "TooMuchDust" The first blow to hit Yangshuo in June 1989was the desiccation of the tourist industry that immedi ately followed the massacre. Suddenly, no tourists were coming to China, and those already there were lining up to get out. (Tourist arrivals in China plunged in 1989,and tourism revenues dropped 20 percent after increasing at an annual rate of nearly 13 percent the previous 10 years.)9 Entrepreneurs in Yangshuo-and across China-who had sunk everything into a business geared exclusively toward foreign tourists suddenly had no customer base. The "Hard Rock Cafe" closed from July to September of 1989 because of the dearth of cus tomers. It re-opened in October, but, soon after the re-opening, government officials came and ordered it to close down. The reason? There was "too much dust" on the street, so all private restau rants had to close.

Undeterred, Collin, half-owner of the "Hard Rock," moved his business to Yangshuo's second main road, West Street, and opened again in November. But then, in April 1990,private restau rants quietly re-opened back on Yangshuo's main drag, where Collin's cafe had been, and govern ment officialssaid nothing. Another entrepreneur opened a second "Hard Rock Cafe" in the building originally occupied by Collin's "Hard Rock Cafe." Collin takes the arbitrary changeability of his government's policies in stride. Asked if he isn't angry about the competition from a second "Hard Rock Cafe" brought on by the government's clo sure of his restaurant, he jokes, "Yeah. I should have copyrighted the name." Collin is the son of farmers who raise pigs and ducks and grow rice. He is a college graduate, and his parents think he is "crazy" for running a private business. They KEEPING THE FAITH AFTER TIANANMEN 385 Outside Yangshuo's second "Hard Rock Cafe."

think this not only because being an entrepreneur in China is such a risky undertaking, but because, like all college graduates who choose to work in the private sector, Collin must reimburse the gov ernment for the cost of his education. Collin'sbusi ness partner, however, is doing the same thing Collin did, majoring in English at Guangxi's main university while Collin runs the business; it is a measure of the "Hard Rock Cafe's" profitability that both young owners can support themselves, help their families, and pay for college education out of the money the cafe makes. Business, Collin said, was much better in 1990than in 1989,but not nearly so good as prior to the massacre. Asked what he expects for the future, he replies, "I don't think about it." Napoleon's Bar closed its doors for many months, both because of the lack of customers and the "dust" problem. The couple who owned it divorced, and the charismatic young waiter was laid off. With no private businesses able to hire him, he was forced to turn to the government for employment and worked for a while as a tour guide. He didn't like working for the government, and eventually found a job at the privately owned Green Lotus Peak Wine House. His one ambition in life is to find a sponsor to help him leave China.

"I want freedom," he explained simply.Unlike the "Hard Rock Cafe," Napoleon's was able to re open at its original location on Yangshuo's main street. However, the restaurant still wasn't back on its feet in the fall of 1990. In an effort to woo cus tomers, it was offering a 30 percent discount for all items on its already cheap menu. The "Good Companion Holiday Inn" and the "Yangshuo Sheraton" were both shut down by the government in November 1989. The "Holiday Inn" was subsequently re-opened in the "Shera ton's" building, but is now owned by the govern ment. The "Sheraton" is defunct. Tiger,a former owner of the "Good Companion Holiday Inn," is bitter. "I was a 40 percent owner," he explained in English. "I lost a lot. Almost everything." In the difficult year that followed the massacre, Tiger also went to work as a government tour guide, but he didn't like the government travel agency."They cheat and lie," he explained. When the now government-owned "Good Companion Holiday Inn" opened, Tiger went to work as its manager, quite a comedown from being the hotel's founder and principal owner.

386 THE FREEMAN • OCTOBER 1991 Tiger differs from every other entrepreneur. I met in that, rather than supporting the student movement, or at least being sympathetic to its goals, he blames it for the destruction of his busi ness. "Why were the hotels in Yangshuo closed down?" he asks rhetorically. "Because of corrup tion. Yangshuo was the only place in all of China where private· hotels took foreigners. We were able to take them because of corruption. Many hotels want to take foreigners, but they cannot. The students protested against corruption, and so the government shut us down as an example." Getting more riled, Tiger continued, "I don't blame the government for what it did in Tianan men Square. Any government in the world would have done the same thing. The students were try ing to overthrow the government, and the govern ment did what it had to do." Later, in conversation with other entrepreneurs, I learned that Tiger was not a popular figure in Yangshuo.

GloriousWealthvs. The SocialistRoad Entrepreneurs in China come from all walks of life. Some are college educated, some are barely literate. Men, women, Han Chinese, and minority groups alike choose the capitalist road, with all its associated risks, over the socialist road of state sponsored security. The crushing of the pro democracy movement and the crackdown that followed dealt a blow to entrepreneurs and other members of the non-state sector, but not a knock out. Miss Su is a tailor in southern Yunnan who spe cializes in sewing the clothes of Yunnan's minority peoples. Her shop is a neat shack across the street from a pigpen. Miss Su is paraplegic and, in China, is therefore considered virtually unemployable. Miss Su opened her shop in 1985. In a good month, she earns 200yuan, in a bad month 100. (In 1990,100 yuan was roughly 20 dollars.) For the 10 months following the June 4 massacre, she didn't have a single customer and was forced to rely on her parents for support. She quietly voiced the hope that "nothing like that would ever happen again," but she has no plans to giveup her business.

Miss Ye sells made-for-export clothing out of a tiny stall in Beijing. Her stall is in the thriving silk market located in an alley close to the Friendship Store and the Jianguomenwai embassy compound, an area of the city that is frequented by many for eigners. By Chinese standards, she is quite well off. Despite her business's prime location, Miss Ye complained that China's economy is terrible. "After the turmoil, we had no business," she said. "Of course, there are always people from the embassies, but it's people like you we really count on." "People like·me left China, or stopped coming, because we opposed what your government did in Tiananmen Square," I responded. "I understand that. Of course, I opposed it too. But, when there are no foreign tourists, we private business people can't make any money." "That's a problem," I agreed. "This economy-it's really hard for us private business people. Really hard."

"What do you think the main problem is?" "Socialism! Socialism is the problem! You're either capitalist, or you're socialist, but not both. Our government wants money, but it does not want full capitalism. It's no good." Miss Ye's words, in a nutshell, sum up the Chi nese government's economic policy. Premier Li Peng has stated that China needs to strike a balance between "building socialism with Chinese characteristics" and continuing with mar ket-oriented reforms. Until he and the rest of the Chinese leaders realize, as Miss Ye already has, that such a balance is ultimately untenable, China's entrepreneurs will remain stuck in the unenviable position of looking toward Beijing to see which way the winds are blowing. D 1. Daniel Southerland, "China Bests Soviets in Real Gains," The WashingtonPost,July 3,1988. 2. Ibid. 3. Lena H. Sun, "China's Premier Urges Tight Controls, Slow Reform," The WashingtonPost,March 25, 1991.
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Freedom Is Not Elected by Donald G. Smith T h.ere seems to be a lot of confusion about freedom. Many people tie it to democracy or, to be more exact, representative gov ernment. The idea is that freedom is safe as long as elected representatives are sitting in some distant assembly hall. Actually the concepts of freedom and representative government are only distantly related, and the presence of one doesn't guarantee the presence of the other. Freedom flourishes best under representative government. But such a system of government is no guarantor of freedom. It is only a tool to help with the job. We might say that it is better to drive a nail with a hammer than with a rock, but the mere fact of owning a hammer doesn't mean that anyone is going to be driving nails. Freedom is something that exists alone, and of itself. A big turnout on election day is meaningless ifthose elected aren't primarily concerned with the rights of the individual. If, indeed, the people who are elected are intent upon passing laws that impinge on personal freedom, then representative government is working against the people.

We would do well to remember that the United States was founded upon the idea of freedom and not necessarily democracy. Those brave souls who tossed the tea into Boston harbor on that Decem ber night in 1773 were not motivated by thoughts of a Senate and a House of Representatives and how much power either one would have. They were interested in freedom, and they were quite content to save the details for another time and place. Patrick Henry was in the same frame ~f mind when he put forth the liberty-or-deathultI Mr. Smith is a writer living in Santa Maria, California. He has been a frequent contributor to The Wall Street Journal 387 matum, perhaps the most courageous words ever spoken publicly. The great motivating principle behind our break with Great Britain was the simple, funda mental matter of personal freedom. This was the issue. Our three branches of government, our elec toral process, our two-party system, our local gov ernments, and even our Constitution are nothing more than tools to achieve this end; they are not ends in themselves. They are important only inso far as they protect individual rights, and when they fail to do this they have stopped working.

Our representatives are not in office to carve comfortable niches for themselves or to pander to bloc votes. Nor are they there to decide what is best for a constituency that cannot think for itself. They are there solely to protect individualliber ties. It is ironic that they should be the ones from whom we need protection. A sitting assembly is no guarantee that anyone's rights are being protected, or even considered. The People's Republics that sprang up in Asia and Eastern Europe after World War II are ample proof that large bodies of people calling them selves legislatures have no direct relationship to the freedom of the governed. Even with the built in safeguards of our Constitution, a legislature that is bent upon raising taxes and passing laws curtail ing individual freedom is not performing any ser vice for those who still consider themselves to be separate entities and not part of an artificially defined economic or social class.

Nor is a high court, in itself, any protection for individual liberty. Judges who tend to legislate, rather than adjudicate, in no way are fulfillingtheir roles as public servants and are certainly upsetting the system of checks and balances that is supposed to keep the machine running. When the courts choose to work against the public interest, they have ceased to function as instruments of justice. Legislative assemblies, courts, public buildings, and legal documents are only the trappings of free dom; they are equipment. If this equipment puts restrictions upon individual rights, then it becomes nothing more than an obstacle. Without freedom, government is just something to be bypassed or avoided-it is, in effect, the enemy. Anyone who doubts this should reflect upon that night in 1773 when 342 chests of British tea went over the side. I don't think that the point could be made more clearly. D 388 Thank the Japanese for Our Trade Deficits by John D. Fargo M ost people believe that U.S. trade deficits are economically unhealthy, and that the Japanese are largely to blame.

Yet our trade deficits actually are an unearned blessing for which we should be thankful. Trade deficits bring economic growth and health. When we blame the Japanese for our trade deficits, we are "blaming" them for creating millions of jobs for American workers; we are "blaming" them for increasing our standard of living. Did you ever wonder why our standard of liv ing is so high? What lies behind the immense dif ference between our way of life and that of the millions of people living, toiling, and dying in unabated poverty in Bangladesh, Ethiopia, and other Third World countries? Capital investment. To a large extent, investment in housing, hos pitals, schools, factories, farms, mines, machines, and transportation systems explains that im mense difference. Capital investment is the fuel of that dynamic engine called capitalism. It is the creator of unprecedented levels of consumption by the mass es. And this accumulation of capi~al and its effi cient use, which are inherent aspects of free mar ket economies, are to a great extent responsible for the high standard of living the masses achieve in a free economy as compared with Third World or socialist economies. Even devout statists throughout the world are reluctantly beginning to realize this.

But how is capital accumulated? By savingsthat are then invested in productive facilities.And how Mr. Fargo is a railroad worker in Los Angeles anda part time student at California State University, Los Angeles. do we rate when it comes to savings and invest ment in order to maintain our standard of living? About 10 percent of our gross national product (GNP) is invested, most of this just to replace cap ital equipment that has worn out or become obso lete. Meanwhile the Japanese invest 25 percent of their GNP in capital goods-two and a half times more than we do. When it comes to net savings-savings above and beyond the mere replacement of capital goods-we fare even worse. Our net savings are 4 percent of disposable income as compared with 20 percent for the Japanese. Part of the problem lies with our own government. Although Ameri can households save over 6 percent of their dis posable income, the Federal deficit consumes much of what otherwise would be invested in cap ital goods.

This lack of net savings could pose a real prob lem for our standard of livingthat relies upon cap ital accumulation. Our spendthrift habits and Fed eral deficits drastically reduce America's ability to accumulate capital. But the Japanese (and others) have come to our rescue. Where we have neglect ed our own economic health, they have invested in it. In fact, the Japanese are using their hard-earned savings to bail us out of our own economic folly. They are helping us maintain our standard of living by pouring huge quantities of their savings into our economy. To a significant extent, they are fueling the capitalistic engine that maintains our lifestyle. How do they get their investment over here? DoJapanese households fillshoe boxesfull of yen and mail them to us? No, we don't use or spend yen in this country. In order to invest in our economy, the Japanese first need to earn American dollars.

Picture a shipload of Toyotas coming across the ocean to be sold to American consumers for $100 million. Then picture the Japanese using this $100 million to buy American-made products and tak ing them back to Japan with them. That makes it an even trade-no trade deficit-but it also leaves the Japanese with no dollars to invest in the United States. What if that ship unloaded the Toyotas here and then returned to Japan empty? After the Toyotas were sold, the Japanese would have $100million in American banks that they could then invest in America. That also increases the U.S. trade deficit by $100 million. Net foreign investment flowing into America and our trade deficit are the two sides of the same coin-one necessitates the other. Let's say the Japanese use this $100 million to build a factory in Kentucky that will employ 1,000 U.S. workers. One thousand new jobs are created for Americans. Not only that, but these workers are using the latest in Japanese technology and Japanese management techniques, both of which often increase the productivity of American labor.

$100 million in new capital investment, more advanced technology, more efficient management of capital and labor-all these tend to increase the productivity of U.S. labor and thus tend to raise the real level of wages of America's working peo ple. We should be thanking the Japanese for our trade deficit. But the Japanese are doing even more. Instead of creating American jobs by buying $100 million in U.S. products to take back to Japan, the Japanese put additional Americans to work by building that $100million factory here in the Unit ed States. Construction is generally more labor intensive than is manufacturing products for export. And, once the factory is built, it will employ 1,000American workers indefinitely. In reality, the picture is much more complex than this. For example, the Japanese firm selling the $100million worth of Toyotas might not invest in America. But other Japanese firms may want to invest, so they trade yen for the 100 million U.S.

dollars in order to invest them in America. Thus, the seller and the investor may be two different foreign individuals or corporations. And the Japanese don't have to build a factory in order to invest in the United States. Instead, 389 they could leave the money in a New York bank account. The bank willreadily lend it to Americans to build new homes, or to American firms to build new plants, equipment, and so forth. Or the Japanese might buy U.S. Treasury notes with the $100million, thus freeing up $100million in Amer ican savings that would have been used to pur chase the Treasury notes and now is available for capital investment. The Japanese might also buy an existing hotel or office building. The purchase itself won't add any new capital investment to our economy. But what does the previous owner do with the money he received from the Japanese? Somewhere along the line buying existing capital investments frees up money for new capital investments. In one way or another, just so long as the Japanese don't buy anything to take back to Japan, just so long as they create or increase the U.S. trade deficit, new capi tal investment flows into a relatively capital starved America.

Three-Way Trade Let's complicate this scenario in another direc tion to make it more realistic. The Japanese sell us $100 million in goods and in return accumulate $100million in a bank account in New York. Since American dollars (or bank accounts) often are used as an international currency, the Japanese turn this New York bank account over to Saudi Arabia as payment for petroleum. Then the Saudis spend the $100 million buying American-made military hardware. In these three transactions, all parties came out even in the end. Each of the three countries involved imported exactly $100 million worth of goods and exported $100 million worth of goods. None of them had a net trade deficit or a net trade surplus. But look a little closer: The above transac tions produced a U.S. trade deficit with Japan of $100million that was offset by a $100million trade surplus with Saudi Arabia. So we bash Japan for our trade deficit with them while we praise Saudi Arabia for our trade surplus.

Such reactions are irrational. First, as we have seen, a trade deficit means an inflow of capital into an economy and thus should be welcomed rather than cursed-that is, unless we aim at economic self-destruction so we can move a little closer to the Third World. Second, we are denouncing the 390 THE FREEMAN • OCTOBER 1991 Japanese and praising the Saudis simply because of a pattern of trade that in itself has no net sig nificance. In the real world, trade often doesn't come out even. For example, on net balance Japan exports far more than it imports. That means Japan is cre ating, or is at least partially responsible for, the net trade deficitsof other countries, such as the United States. But this only means that large amounts of Japanese savings are being invested in other economies, such as ours. And after the Japanese have invested their hard-earned wealth into our spendthrift and savings-poor economy,we censure them. And sometimes we do even worse.

For example, let's say the Japanese sell us $100 million in goods, then use those dollars to purchase petroleum from Saudi Arabia, and the Saudis invest that money in the United States. Of course, we should thank the Saudis for investing in Amer ica. Instead, we sneer at them. But given our dis torted perspective, why do we then continue to bash the Japanese in the above example instead of the Saudis? After all, if the Saudis had purchased $100 million in goods from us, then everyone involved would have come out even-no net trade deficitsor surpluses. But the Saudis didn't buy any thing with those U.S. dollars and thus left them invested in the American economy. Given our compulsion to bite the hand that feeds us capital investment, shouldn't we then bash Saudi Arabia? Yet, we don't because our books show a trade deficit with Japan but no trade deficit with Saudi Arabia. A more enlightened mind might see Saudi Arabia as the prime cause of the deficit.

Who is to "Blame"? Instead of laying the entire "blame" on the Japanese, some experts insist this "destructive" trade deficit can be blamed partially on America's lack of competitiveness within world markets. Thus, to some extent it's really our own fault. Let's face it, Japanese cars are a lot better buy for Amer icans !han American cars are for Japanese con sumers. Isn't it obvious then that we are less com petitive in world markets than the Japanese? No. The exchange rate between the two curren cies has something to do with what appears to be relative "competitiveness." What if the Japanese yen suddenly became four times more expensive in terms of American dollars than it is now? Toyotas would then cost Americans $40,000to $60,000 apiece-the Japanese car market in this country would quickly dry up. But with that exchange rate, American cars would be selling like hotcakes in Japan, and Japanese consumers would be wonder ing how Americans can produce cars so cheaply, how Americans can be so competitive in world markets relative to their own auto makers. And Japan would be running huge trade deficits while we would have large trade surpluses.

Yet,nothing has changed in this example except the exchange rate between the two currencies. Thus, we need to ask: What regulates exchange rates? Supply and demand for the respective cur rencies. Using only the two economies as a model, the Japanese supply of dollars is generated by sell ing goods to Americans. And the Japanese demand for dollars is generated because they want to buy goods from us and need dollars to do so. In addition, if they want to invest in America rather than their own economy, they also need dollars to do that. The market forces will tend to push the exchange rate between yen and dollars up or down until the demand for dollars is more or less equal to the supply of dollars. For example, if for every $100 million in goods the Japanese sell to us, the Japanese invest $20mil lion in America, the exchange rate between the currencies willadjust to make Japanese goods suf ficiently cheap (competitive) to Americans and American goods sufficiently expensive (uncom petitive) to the Japanese so that for every $100mil lion we buy from them, their consumers will buy only $80 million from us, leaving a $20 million trade deficit-which means $20 million of Japanese savings invested in the United States.

Within the real world, of course, all these figures -the amount they buy from us, the amount we buy from them, and the amount they invest in America, in addition to the exchange rate-are fluctuating variables dependent upon various mar ket forces. Also within the real world other factors have an effect on the exchange rate-factors such as tariffs, quotas, transportation costs, governmen tal influence on exchange rates, and Americans' investing in the Japanese economy as well as their investing in ours. But the principle remains the same. The exchange rates will tend to adjust to make some economies less "competitive" and oth ers more "competitive" in order to balance the supply and demand for various currencies that THANK THE JAPANESE FOR OUR TRADE DEFICITS 391 reflect the supply of and demand for both goods and investments that can be purchased with these various currencies. Thus, the cause of our "uncompetitiveness" as well as the cause of our trade deficit is simply a high demand for dollars by foreigners who want to invest in the United States. We've got to be rela tively "uncompetitive" in world markets precisely in order to create a trade deficit that then permits foreign capital to flow in. And as long as the demand to invest in America stays high among for eign investors, the exchange rates between the dif ferent currencies will automatically adjust to keep American goods relatively "uncompetitive" with in world markets-regardless of how modern our machines and factories become or how high our labor productivity rises.

But this foreign investment also keeps millions of U.S. workers employed building more capital goods for America, rather than employing Amer icans to produce export goods for foreigners. And it is precisely capital goods invested in the United States that in the long run keep us economically strong and our standard of living high. Capitalism needs fuel. From another point of view, we can say that America is highly competitive in world markets. We are highly competitive in attracting foreign capital. And capital investment is the real root of long-term economic growth and health. In attract ing foreign capital we far surpass Japan-just look at the billions of dollars of their own capital we annually attract to our shores. The Role of Tariffs Another explanation offered for our trade deficit or the relative uncompetitiveness of our goods in Japanese markets goes like this: We allow the Japanese a more or less free hand in selling their products to Americans, but they have so many prohibitive tariffs and trade restrictions that Japanese consumers can buy relatively little from us. That's why, we are told, we have a huge trade deficit with Japan.

What if Japan dropped all tariffs and trade bar riers? This would certainly help the Japanese con sumers and make trade more efficient for both economies. But would it reduce our trade deficit or make us more competitive in the world economy? No. As long as the quantity of dollars demanded by foreigners to invest in America remained the same, the exchange rates of the currencies would simply adjust, driving up the relative value of the American dollar in order to maintain our trade deficit and apparent "uncompetitiveness." This same analysis can be used to look at the period after World War II when the United States was the great exporter of capital investment. Europe and Japan were devastated by the war,and capital flowed from us to them. This caused large trade surpluses on our part that were offset by the net outflow of capital. And the currency exchange rates had to be such as to facilitate our capital out flow and trade surpluses. Of course, this also made American products appear highly competitive in world markets.

Since foreign demand for U.S. dollars to invest in America is the underlying cause of the trade deficit and our apparent "uncompetitiveness," we might ask: Why do so many foreigners want to invest in America? First, our huge Federal deficits and our low rate of savings have caused our economy to become relatively starved for capital, thus driving up the real rate of interest (nominal rate minus the infla tion rate) or driving up the rate of return to capital in general. To a foreigner, that makes investments in America a good buy relative to the rate of return in other countries. Second, the United States is a safe haven for investments. For example, even if a high rate of return were promised, would you sink your life's savings into a farm machine factory in Iraq where next year it might be blown up or confiscated by Saddam Hussein's Baath Arab Socialist Party? This is the same reason why the ruling elites of many Third World countries, whose economies are far more starved for capital than we are, pump their wealth into the capitalistic economies instead of their own. For example, China is desperate for capital, but Chinese Communist officialsregularly stash hundreds of millions of dollars in Hong Kong and other capitalist countries. This is tragic because it drives the masses within China even deeper into poverty.

It has become somewhat of a pattern for the ruling elite of socialist or statist economies whether it be Marcos, Hussein, or the former Communist rulers of Eastern Europe-to accu mulate enormous private wealth, often by brutal ly exploiting their own working classes, and then 392 THE FREEMAN • OCTOBER 1991 to invest it in safe havens abroad such as the Unit ed States, thus further depriving their own peo ple. Although this inflow of investment into the capitalist countries tends to impoverish the peo ple of the statist/socialist countries, it certainly improves the standard of living of the workers and masses of the capitalist countries-and adds to our trade deficit in the process. This inflow of capital does have a negative effect upon one segment of the American population, namely the wealthy capitalists. Large inflows of capital investment generate more competition in the capital markets, thus tending to drive down the relative returns to capital-just as other factors, such as our Federal deficit and our relative lack of savings,tend to drive up the returns to capital. But driving down the returns to capital tends to raise the returns to the working classes by means of higher wages. This becomes yet another way in which capital inflow, as reflected in our trade deficits, helps American workers.

Since our trade deficits in the long run are ben eficial to the American public as workers and con sumers, why do so many people depict them as a great evil? That's a good question, and the answer probably involves more politics, psychology, and history than economics. The most conspicuous answer may be politics. The essence of government is organized brute force. For example, tax collectors as loyal employ ees of government don't take too kindly to those who resist governmental confiscation of sizable portions of their incomes. But governments need continually to justify the notion that some people (such as those in government) should initiate brute force (or threat thereof) as a means of relating to other persons (such as those outside of govern ment). In short, government, like any other use of force in relating to other persons, needs legitimacy. In some areas, such as collecting taxes for national defense, such legitimacy is relatively eas ily established. But as governments continually expand their regulation of the lives of their citi zens, they become ever more desperate for legiti macy. So governments typically search for and magnify social problems-even to the point of artificially creating them-in order to justify the growing expansion of their power over the people and the product of the people's labor.

To some extent, the trade deficit, although inherently good for our economy, has been deemed a "problem" or a "crisis" by big govern ment and its supporters. Thus, they have one more reason to expand the power of government over the otherwise voluntary interactions and social cooperation between persons of this country and other nations. PllesofGold The trade deficit as "evil" also has historical roots. Let's go back in time to the Middle Ages in Europe. Picture a number of mutually antagonistic countries, each ruled by a king. These lessthan enlightened minds "knew" two things for certain. First, they knew that a loyal citizen never invest ed his wealth in a foreign country. For example, an Englishman wouldn't invest his wealth in France-that would be worse than throwing it into the ocean. It would be aiding and abetting a real or potential enemy or rival-economic treason! Fur thermore, since he was an Englishman, the French authorities might simply confiscate his wealth.

Second, experts of the day believed that the wealth and status of a nation were largely a func tion of how much gold it possessed. Gold was a common, and prestigious, international medium of exchange. So picture this pile of gold, the nation's treasure, with the king's throne sitting on top of the pile. The wealth and status of one's nation depended upon how large this stock of gold became. Thus, every time a ship took a load of goods out of the country, sold them, and brought back gold (a trade surplus), the king's pile of gold and the nation's status grew a little. But if that ship brought goods into the country and in exchange took gold out (a trade deficit), the pile of gold shrunk a little. Of course, a foreign ship might bring a load of oxcarts to England and sell them to the local citi zens for gold. Then, instead of taking that gold out of England, let's say they spent it in England in order to build an oxcart factory or develop a coal mine. This would create a trade deficit, but it wouldn't reduce the nation's stock of gold (money supply). But to the degree that people didn't invest in foreign economies, this type of foreign invest ment wasn't significant.

The wise men of the time concluded that trade surpluses in general were good because they increased the king'sstock of gold and elevated him and the nation a little in the eyes of the world, and THANK THE JAPANESE FOR OUR TRADE DEFICITS 393 trade deficits were evil because they reduced the size of the king's pile of gold. Another factor involvedis a little more complex and wasn't well understood at the time. With gold as a common medium of exchange, any net inflow of gold into an economy increased the money sup ply, causing some degree of price inflation that in the short run tended to generate at least the illusion of prosperity-much as when the Federal Reserve increases the money supply in modern times. Any net outflow of gold would have the opposite effect, reducing the supply of money within the economy, and causinga degree of price deflation and an eco nomic recession in the short run.

I won't go into the mechanics of this phe nomenon, but modern economies are not on a gold standard, and thus the local supply of money is totally divorced from any trade deficits or sur pluses. For example, if the Japanese sold us $100 million of goods and took back $100 million in gold bullion, it would have no effect on our mon ey supply. In fact, today we wouldn't even call it a trade deficit because gold is now considered just another commodity. And if the Japanese wanted to pack $100million in American currency into a shipping container and take it back to Japan, we would simply print another $100 million to replace it in order to maintain the same supply of money. Why do people, even experts, still cling to that bit of ancient economic "wisdom" regarding the detrimental effects of trade deficits even though every premise supporting such a notion has long ago vanished-and just the opposite is true? Gold is rarely used as an international currency, people all over the world routinely invest in foreign economies, and as Adam Smith pointed out over 200 years ago, the wealth of a nation is not a func tion of its stock of gold. Instead, the wealth of a nation is a function of the skills, habits, and tech nology of its workers and economic organizers, as well as a function of its factories, farms, mines, machines, retail establishments, transportation systems-in short, a function of the amount of cap ital investment.

Not only the wealth of a nation, but also the standard of livingof its people, is to a large extent a function of capital investment. And a nation can increase its capital investment in two ways: by internal savings or by trade deficits that represent foreign investment flowingin. Thus, it is high time that we stand up, take off our hats, and thank the Japanese and other foreign investors for our trade deficits. D The Benefits of Trade I t is natural for people to trade with one another. No doubt men came to understand the advantages of voluntary transactions long before the dawn of written history. Persuading others to part voluntarily with some good or service, by offering them something in exchange, was usu ally easier than doing battle for it. Certainly it was far less dangerous. Bar ring force, fraud or human error, both parties to any transaction expect to gain something they value more than what they are giving in exchange.

Otherwise they would not trade. This is equally true of trades among friends or strangers, fellow countrymen or foreigners, small enterprises or larger-whether located next door to one another or separated by many milesor national borders.... It is governments, not consumers, that make national boundaries impor tant. It is governments, not consumers, that create national distinctions and promote economic nationalism, often without intending to do so. -BETIINA BIEN GREAVES IDEAS ON LIBERTY $ 394 BOOKS THISHEMISPHEREOF LIBERTY: A PIDLOSOPHYOF mE AMERICAS by Michael Novak The AEI Press, 4720-A Boston Way, Lanham, MD 20706 1990•153 pages • $18.95cloth Reviewed by Jeffrey A. Tucker H istory should remember May Day 1991 as the day the Supreme Pontiff of the Catholic Church, the world's oldest reli gious institution, issued an encyclicalto herald the free market as the model for global economic development. Along with it, the Pope praised the role of profit, entrepreneurship, the division of labor, the price system as the means of resource allocation; and he condemned socialism as "impossible" and attacked the bureaucratizing and dehumanizing effects of welfarism.

The appearance of Centesimus Annus (The Hundredth Year) was a startling occasion for peo ple who have watched the development of John Paul's social thought. Some reports said that in preparing the document he was consulting with some top Western economists sympathetic to the free market-Jeffrey Sachs and Robert Lucas, for example-but no one expected a document that would please the likes of F. A. Hayek or Ludwig von Mises. The issuance of the document must have been an especiallyexcitingoccasionfor Michael Novak, holder of the George Frederick Jewett Chair in Religion and Public Policyat the American Enter prise Institute, and author of numerous works on theology and economics. Novak has argued for years for the compatibility between Christianity and capitalism, and per formed careful textual analysis of papal teaching to reinforce his point. Almost alone, he has kept the Catholic vision of a free economy alive during years when U.S. bishops expressed more skepti cismof markets-and the disparities of wealth that always accompany them-than support for their productive capacities.

Novak's recent book, This Hemisphere of Lib erty, appeared only four months before Centes imus Annus. The nine essays herein, nicely compiled and never before published in this coun try,represent some of Novak's best work. They are not directed toward an audience of academic scribblers, but rather to entire nations. Most of the essaysare taken from lectures deliv ered during the 1980sas Novak toured extensively in Brazil, Argentina, Chile, Colombia, Peru, Guatemala, EI Salvador, Panama, and Mexico, presenting a sweeping vision of the liberty that should be their goal. And they are couched in language that should especially appeal to these audiences. For North Americans, the book serves as a terrific distillation of Novak's most tested thoughts on economics and its relation to religion. Latin America is a part of the "hemisphere of liberty," Novak argues, a phrase introduced by Colombian historian German Arciniegas. And Novak urges Latin countries to claimthat visionby restructuring their political, economic, and cultur al institutions to make them more compatible with true human liberation.

In speaking about the right of private initiative and associated liberties, we never find Novak on the defensive against common criticism of mar kets. He recasts conventional arguments for cap italism in terms imbued with virtue and the com mon good-decidedly not as a rhetorical trick, but as a coherent and Christian view of the social order. In this vein, Novak's most impressive chapter is "Structures of Virtue, Structures of Sin." The socialorder that elevates liberty,he argues, does so not because it ignores the reality of sin, but rather because it is aware of sin's pervasiveness. "The task for a political philosophy that would seek genuine and effective human liberation ... is not the task of building a system designed for angelsor saints.The task is rather to build a system that willwork for sinners." This social order erects checks and balances to government power, insists on an understanding of liberty that is directed toward truth and the good, and channels self interest into socially useful directions that allow for "universal economic creativity."

Novak invokes Hernando de Soto's remarkable work on the underground economy in Peru to show that economic development in the Third World must come from the bottom up. It is be cause of concern for the poor that Christ demands of us, he argues, that legal institutions must reflect the right to exercise entrepreneurial creativity,and the economy must reward, not punish, this virtue. The weight of state intervention in Latin America is what makes the poor suffer; markets offer a lib eration. It is impossible to overlook the similarity in themes and language between the Pope's encycli cal and Novak's work. One can fairly speculate that some of the passages of the encyclical are directly drawn from Novak, if not from this present work, then surely from Spirit of Demo cratic Capitalism or his excellent study Free Persons and the Common Good. Especially notable similaritiesare the emphasis on the human mind as the ultimate economic resource and the market as a means for promoting virtues like cre ativity,thrift, and honesty in the citizenry.

The Pope's encyclicalwillturn new eyes toward the work of Michael Novak. Scholars may begin to rethink Novak's work and understand why he has been right about this pope, and why he has the power to persuade the Vatican. When Novak included the Pope in the liberal tradition of Acton, Tocqueville, and Hayek, many conservatives (myself among them) thought he was stretching things a bit. The Pope's pro-market statements seemed few and far between. But it turns out that Novak had a fine intuition about this pope, seeing in him what few others could. CentesimusAnnus is not only cause for celebra tion, but Novak should enjoy a great deal of per sonal satisfaction as well. The Pope's encyclical represents a vindication of Novak's work, of which there is no better representative and accessible volume than This Hemisphereof Liberty. D Mr. Tucker is a fellow ofthe Ludwig von Mises Institute. TO PROMOTE THE GENERAL WELFARE: MARKETPROCESSESVS.

POLflaCALTRANSFERS by RichardE. Wagner PacificResearch Institute for PublicPolicy,177 Post Street, San Francisco,CA 94108. 1989. 239 pages· $29.95cloth; $12.95paper Reviewedby PeterJ. Boettke E conomic theory is analogous. to a pair of corrective eyeglasses. Whereas the world appears unclear and indistinct without a 395 pair of glasses, the correct prescription lenses will clarify and bring our vision into focus. Similarly, without sound economic theory to guide us, the complex world of economic phenomena appears as a blur. With the aid of sound economic theory, however, the economic world begins to make sense. To make sense of the modern economic world, we need to understand both the workings of the unhampered market process (and the conse quences of intervention) and the nature of the political process. The workings of market process es have received careful attention in the writings of Austrian economists such as Ludwig von Mises, F. A. Hayek, and Israel Kirzner. On the other hand, the nature of political processes has been articulated by "public choice" scholars such as James Buchanan and Gordon Tullock. In To Pro mote the GeneralWelfare,Richard Wagner, chair man of the department of economics at George Mason University (the home of both the Center for the Study of Public Choice and the Center for the Study of Market Processes), combines the insights of both Austrian and public choice eco nomics to analyze the policies of the welfare'state.

With the decline of the socialist model of eco nomic organization, the battleground for classical liberals has shifted. The main debate today centers around environmental policy and welfare reform. In fact, the new defense of socialism that appears to be emerging takes one of two tracks or com bines them into a new agenda-the necessity of state control to protect against environmental destruction and/or the necessity of expanded state action to protect the least advantaged and provide opportunity to the less privileged. For example, Robert Heilbroner in his now famous New Yorkerarticle ("After Communism," September 10, 1990) holds out the possibility of socialist action on the environment, and Alan Ryan in his Fall 1990Dissentessay ("Socialism for the Nineties") suggests that expanded social ser vices and the provision of public goods in Western democracies demonstrate the theoretical possibil ity and practical desirability of socialism. The model for the post-Communist world is not laissez-fairecapitalism, but the democratic welfare state, as Francis Fukuyama has argued in his reflections on "the end of history."

To Promotethe GeneralWelfareshould prove to be one of the most important scholarly works in 396 THE FREEMAN • OCTOBER 1991 this debate. Wagner provides: 1) a framework of study that should be emulated in future examina tions of the issues, 2) a survey of the existing empirical literature on the failure of the welfare state to deliver on its promises, and 3) systemic suggestions for refo~m that go to the heart of the problem of majoritarian democracy and its rela tionship to the productive sector in civilsociety. Wagner begins with the recognition that there exists a wide divergence between the justification for state welfare programs and the results of these programs. As he points out, "despite the explosion in spending by the welfare state ... the number of people whose money income would place them below the poverty line has generally increased since the War on Poverty began." This sad state of affairs isn't limited to the War on Poverty but per meates all "Great Society" programs. How could such policy failures emerge from seemingly well meaning initiatives?

It is this divergence between rationale and real ity that Wagner hopes to explain to the reader. A key factor, he points out, has been the substitution of political rationales for economic ones in orga nizing social affairs: "The divergence between the justifications for the programs of the welfare state and the actual consequences of those programs -divergences that have by now been documented for a large variety of regulatory programsare an understandable and predictable outcome of an institutional order that can be characterized as a majoritarian democracy, or an unlimited democra cy." Whereas traditionally governmental failures have been excused as due to a lack of political will or a paucity of sufficient information, Wagner argues that there are structuralreasonsfor govern mental incompetence. According to prevailing theory, if well-meaning governmental action fails, the remedy is to try harder, gather more informa tion, or appoint better officials. This explanation, however, misunderstands the Achilles heel of gov ernmental action-the nature of the institutional settings and the incentives they provide to individ uals.

The problem that faces government officials is one of knowledgeand incentives."The problem of knowledge," Wagner points out, "is the same in questions of public policy as in questions of busi ness. In both cases, someone must reach a judg ment about whether a potential use of resources will be more or less valuable than the alternative use of resources that would have to be sacrificed for the project in question to be undertaken." But while the problem is essentially the same, individ uals in private and public sectors "face different incentives to exercise caution in estimating bene fits and costs and to act quickly in incorporating and reacting to new information." To argue his point, Wagner employs a notorious example of business failure: the Edsel. Ford pro duced the Edsel with the expectation of turning a profit, but when the car turned out to be a failure, profit and loss incentives assured that production was halted quickly.

But the profit and loss pressures faced by busi nessmen are not faced by government officials: "For instance, what ifthe Edsel had been a govern ment product, say the outcome of a public policy similar to the federal government's creation of Amtrak? Would production have been halted as quickly? Or would there have been efforts to continue the program, such as requiring govern ment contractors to use Edsels? Any such measure would make the Edsel look more successful,at the expense of an increased burden on taxpayers. Government regulation would have,been used to cover up an added tax burden that was used to subsidize the government's Edsel." The point of the example is to suggest the recip rocal connection between the knowledge and incentive components of public policy."The incen tive to acquire knowledge and the judgment to identify something as knowledge in the first place depend upon the institutional setting within which people act." The lack of incentive and the corre sponding inability of government officials to access and utilize the contextual knowledge of the market (knowledge that is embedded within the price system and that provides the basis for economic calculation) produces a situation of structuralignorance.Officialswho find themselves in such a situation do not simply throw up their hands and say: "I don't know what to do." Rather, they base their decisions on political rationales since economic criteria are weak or nonexistent.

The logic of political processes under majoritar ian democracy is to concentrate benefits on the well-organized and well-informed interest groups and disperse costs on the unorganized and ill informed mass of voters. As a result, the policy failures of the welfare state are not mi~takes, but rather the "result of the rational pursuit of interest and not really a failure from the perspective of those whose interests are controlling the choice at hand." Better public policy, Wagner argues, is not a mere matter of better selection of officials or improved methods of generating information; it requires a political reformation. "So long as gov ernment is organized according to majoritarian principles," Wagner concludes, "its participation in economic life will contain important forces tending to erode liberty and property, because suc cessful politicians and special interests can profit from the supply of legislation that has these effects." Only through institutional and constitu tional reform in a manner that accentuates the positive activities of government while restricting the negative activities will public policies emerge that are "supportive of the free society that the American constitutional order promises."

To Promotethe GeneralWelfareis an outstand ing contribution to the literature on the welfare state. Richard Wagner convincingly demonstrates how the current array of welfare programs, and their destructive consequences, are the logical result of the political framework of majoritarian democracy. In addition, the book offers wise coun sel for all who seek not only to understand the world, but to change it in a direction that favors individual liberty and economic prosperity. D Peter J. Boettke is aprofessor ofeconomics at New York University. WOUNDED INNOCENTS:mE REAL VICTIMSOF mE WAR AGAINST CIDLDABUSE by Richard Wexler Prometheus Books, 59 John Glenn Drive, Amherst, NY 14228-2197-1990 - 369 pages - $21.95cloth Reviewedby Hannah Lapp T he growing incidence of domestic violence and child abuse in America has provided politicians with an irresistible opportunity for expanding the dominion of government into the most private reaches of its citizens' lives-fam ilyrelationships. Our modem child welfare system is just another example of the nation's clumsy social welfare programs in that it: BOOKS 397 • neglects to deliver the promised services and protections • hurts the purported beneficiaries • infringes upon individual liberties • impedes private solutions • and, naturally, flaunts the disastrous results of its performance as evidence of the need for more funding and control.

Here we may leave off comparisons to other government bungling and examine the horrors unique to our childwelfare system, as portrayed by Richard Wexler,a reporter for the Times Union in Albany, New York. His book delivers a bold, up to-date analysis of child protective performance that strikes the unsuspecting reader particularly hard with its vividdocumentation of child-stealing, incompetence, and chaos inconceivable for official ranks. Throughout his writing, Wexler uses the broad label "child savers" in referring to the psycholo gists, social workers, politicians, lobbyists, and the like, who comprise the movement for mass inter vention in families and state custody of children. The label becomes less flattering with each page that tells of the deeds done under its guise. In the name of "erring on the side of the child," little Jennifer Humlen and her brother Chris were plunged into a nightmare from which they have never fully recovered. They were abruptly taken into Los Angeles County custody after a school nurse reported Chris's bruised eye to the Depart ment of Children's Services (DCS). The accident had happened when Chris was playing ball. Their distraught mother, aided by neighborhood support and an attorney from the VOCAL (Victims of Child Abuse Laws) organization, got the children back, through sheer will and luck, in one week's time. But one week in DCS custody was long enough to leave Jennifer bruised, feverish, and dehydrated from the crowded conditions in a chil dren's home, and both children suffered deep and lasting emotional trauma. Wouldn't the DCS offer an apology? "Of course not," says the children's mother. "They're in the right, don't you know?

They're the child savers." Parents, says Wexler, have been deemed child abusers for being late to pick up children after school, for not allowing children to watch televi sion after 7:30 ~M., or simply because a child protective worker botched the arithmetic on a risk-assessment form. "But most of all," he says, 398 THE FREEMAN • OCTOBER 1991 "child savers report parents to authorities, sub stantiate cases against them, and takeaway their children, solely because the families are poor." Chicago resident James Norman was a hard working father with the pride and love for his fam ily that enabled him to support his ailing wife and their four bright children. The bills caught up to him, however, after his wife passed away and he developed a heart condition. In the summer of 1988, the electricity to Norman's apartment was cut off, and a caseworker came to visit. The apart ment was messy, she wrote in her report, but the children "appeared to be very healthy." However, Norman was charged with "financial neglect," and the children were placed in foster care. After a year of desperate efforts to live up to child welfare demands, which included a psychiatric evaluation, a job, and a better apartment, he still didn't have his children back. James Norman finally died of a heart attack-at age 38.

These and uncounted similar cases are included in the child-abuse statistics that often are thrown at us as justification for mass intervention in fami lies. Wexler explains how to decipher intelligently such shocking reports as "over two million chil dren are abused each year across the U.S." What this figure actually represents is the number of reported cases, which include anonymous calls received at state hot-lines. More complete data shows that upon investigation by a caseworker, 60 percent of these reports are dismissed as "unfounded." Broken into categories, figures for 1986bear out that over half of the reports involved "deprivation of necessities," which may just mean poverty, 15 percent involved sexual allegations, and 2.6 percent involved serious bodily injury.The National Incidence Studies counts 161,000cases of serious maltreatment across the country in 1986-0nly a small fraction of the same year's fig ure of over two million children reported to be maltreated.

The widely publicized cases of Lisa Steinberg and Eli Creekmore, which involved child torture and murder, are also misused by child savers for proof of the dilemma they face in achieving the balance between what they claim are two objec tives at odds with each other-family preservation versus child preservation. Neither of these cases, says Wexler, involved delicate decision-making, since the children were repeatedly violently harmed long before their deaths. What these tragedies actually best demonstrate is the system's incompetence, which is partly attributable to its waste of resources in trivial cases. If child savers would recognize the intense emo tional bearing that family ties have on a child, Wexler contends, they would find that family preservation and child preservation are often not at odds with each other. Whether a child is shuttled between foster homes, torn from his parents upon somebody's "gut feelings," or forced to return to parents after years of attachments elsewhere, his need for a secure relationship is being denied. If the dangers inherent to this denial were taken into account, the child protective system would need to be fixed from almost every angle, and fast. Gone would be the argument that "no child ever died of a social-work evaluation"-apremise that Wexler disproves with accounts where children did indeed die from unwarranted removal.

By focusing largely on the system's injustice to children, Wexler proves that he is not in favor of parents' rights versus children's rights. He does, however, address the frequent violation of Consti tutional rights when homes are entered, children strip-searched, or parents denied due process dur ing prosecution-largely because of child protec tive agencies' arrogant attitude that "we're only here to help, so you have no rights." Veteran Child Protective supervisor Philip Leduc is quoted admitting: "If the level of intru siveness perpetrated allegedly to protect children were attempted in any other field, we would be in jail, we would have the Supreme Court coming down with innumerable decisions against us." A good case could be made here for limiting government involvement in the child-abuse prob lem to its legitimate function of crime control, and cutting out the social programs involved. This would serve to guard against the abuse of Consti tutionalliberties as well as to protect children more effectively, particularly if violent crime in general were better controlled. Wexler, however, advocates non-coercive government intervention in most child-neglect cases, and dreams of a net work of "Homebuilders" who would help out fam ilies with money, support, and practical services instead of grabbing their children. While he shows that the cost of these programs would easily be covered by the savings in foster and institutional care of children, he fails to explain how we can insure that paid strangers such as Homebuilders will truly care about the families they deal with.

Our government in general has failed to prove itself capable of doing the work of charities, much less the work of preserving families. In conclusion, Wexler is an expert at uncovering the abuses in our child protective system, although flawed in some of his arguments on causes and cures. The child-abuse issue is one that deserves examination by everyone concerned with preserv ing individual rights, and Wounded Innocents is among the most thorough and readable works on the subject-the kind of book that leaves a lasting impression on its reader. 0 Hannah Lapp is a dairy farmer and writer in Cassadaga, New York. PARLIAMENT OF WHORES: A LONE HUMORIST ATTEMPTS TO EXPLAIN mE ENTIRE U. S. GOVERNMENT by R1. O'Rourke The Atlantic Monthly Press, 19 Union Square West, New York, NY 10003 • 1991 • 255 pages • $19.95cloth Reviewedby WilliamH. Peterson I never lack material for my humor column when Congressis in session.... [For] every time Congressmakes a joke, it's a law. And every time they make a law, it's a joke.

-WILL ROGERS M eet P. J. O'Rourke, the White House correspondent for Rolling Stone maga zine and a reincarnated if earthier Will Rogers. O'Rourke holds that giving money and power to government is like givingwhiskey and car keys to teenage boys, that a little government and a lit tle luck are necessary in life but only a fool trusts either of them, that the mystery of government is not how Washington works but how to make it stop, that every government is a parliament of whores, but-and what a but this is-that in a democracy such as ours the whores are us. Or take the author's contention that he is first, last, and always a conservative. How so? Well, he says,conservatism relies on personal responsibility and private liberty. It is an ideology of, by, and for the individual. A conservative, you see, takes his fellowsone by one. The modern~day liberal, on the other hand, plays to the crowd. But crowds, says BOOKS 399 O'Rourke echoing Mackay,Le Bon, and Ortega y Gasset, "are noisy, unreasonable, and impatient.

They can trample you easier than a single person can." Or how about this iconoclast's theory that God is a Republican and Santa Claus is a Democrat? God, explains O'Rourke, is a stern fellow,patriar chal rather than paternal. God holds men strictly accountable for their actions. God is difficult. He is demanding. He is unsentimental, and so it is "very hard to get into God's heavenly country club." Santa Claus is different. He's cute. Huggable. Always jolly. Ho-ho-ho! Loves children, animals, and the environment. Sure, he may know who's been naughty and who's been nice, but he never does anything about it. He's famously generous to the poor and indeed to everyone else without giv ing a fig about the cost or any quid pro quo. Gen erous to a fault. Hence, maintains O'Rourke, keenly aware of the law of no free lunch, Santa Claus is preferable to God in every way but one: "There is no such thing as Santa Claus."

Our White House correspondent has fun with high school civicstexts, which are about as close to reality as Santa Claus. He chooses the current Harcourt Brace Jovanovich book, American Civics,one of America's most widely used texts. The book includes standard chapter headings such as "Our Federal Court System" and "How a Bill Becomes a Law." But American Civics,short on politics' naked jungle law of seizure, short on Machiavellian manipulation ala the Keating Five, i.e., short on what makes the real Washington tick, is a droner, mechanistic, bland, a yawn, despite its pictures in color instead of black and white and despite its insertion of boxed items such as: "CAN YOU GUESS? "One of our Presidents had a serious physical handicap. Who was he? Answer is on page578." O'Rourke also has fun with the 1991 Federal budget. According to the budget proposal origi nally submitted to the Congress in February 1990 by President Bush's Budget Director Richard Dar man, it contains some 190,000accounts. Mr. Dar man explained that if a concerned Congressman spent but one minute perusing each one of these accounts, at eight hours a day, it would take more than a year to study the budget.

That's bad enough. But by the time the budget 400 THE FREEMAN • OCTOBER 1991 emerged from interminable hearings and "Budget Summits" and was billed as the "final budget com promise," it contained a whopper of a tax increase notwithstanding the pledge of President Bush ("read my lips") of no new taxes. Further, it landed on the House floor at 6:58A.M. on Saturday, Octo ber 27, 1990, during what was called "a Congres sional sleep-over." By then the revised and revised budget had grown fatter by more than 1,000 pages of legisla tion-a pile of paper 10 inches thick, weighing 24 pounds, entailing outlays of $1.23 trillion, and, according to O'Rourke: "Nobody knew what it contained. No one, not one single person in the entire United States had read this document." Nor was anybody able to, there being but a single copy for the entire House, or inclined to, with the Con gressional election little more than a week away.

Other targets of the O'Rourke cannon include the National Conventions (with equal fire on Bush and Dukakis), the State Department, Defense, Agriculture, Health and Human Services, Social Security, Environmental Protection Agency, and the Office of National Drug Control Policy (head quarters of the Drug Czar whose War on Drugs, according to the author, is a lost cause). In any event, whores all over the place. O'Rourke winds up his work on scoundrelism by switching to the story of democracy in the little town where he lives in New Hampshire. There he relates how the townspeople found themselves Get Organized! obligated to spend $6.2 million inasmuch as Congress had passed the Safe Drinking Water Act of 1982 mandating that all water drawn from sur face sources must be filtered and chlorinated whether necessary or not. But he also finds his fellow townspeople play ing the same coercive game by attempting to deny a local property owner the right to develop his property into a golf course and condo complex. The townspeople's attempt was, in O'Rourke's opinion, "wanton, cheap, and greedy -a sluttish thing."

Look, says the author, no longer so amused, "We were goingto use our suffrage to steal a fellow citizen's property rights. We weren't even going to take the manly risk of holding him up at gunpoint." He then comes up with the blockbuster idea that governmentis morally wrong. He argues that authority has always attracted the lowest elements in the human race, that all through history mankind has been "bullied by scum." (Here he seems to go beyond thinkers from Aristotle to Mises who held that government, while very much subject to abuse, is still an institu tion requisite to civilization.) A perhaps unfunny ending to a funny book, but is it any unfunnier-or funnier-than government in America today? D Dr. Peterson, Heritage Foundation adjunct scholar, holds the Lundy Chair of Business Philosophy at Campbell University,Buies Creek, North Carolina. Attractive blue binders for twelve issues of The Freeman will keep your 1991 issues in order. Price: $12.00 postpaid.
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The Freeman considers unsolicited editorial submissions, but they must be accompanied by a stamped, self-addressed envelope. Our author's guide is available on request. Phone: (914) 591-7230 FAX: (914) 591-8910 Cover art: © Washington Post Writers Group PERSPECTIVE DoubleStandard In October 1990,the AnchorageDailyNewsand the AnchorageTimes, two of Exxon's most strident critics since the 1989 Valdez oil spill in Prince WilliamSound, reported that Federally funded re searchers killed hundreds of birds and animals in an attempt to bolster the government's case against the oil producer. The issue has received limited coverage in the national press, and little or no comment from animal rights and environmen tal special interest groups.... A review of the reported facts surrounding this startling, and possibly illegal, use of taxpayers' money: • The Justice Department determined that, to get higher damages, it needed a reliable scien tific model to prove that the Valdez accident killed over 100,000-300,000unrecovered birds that they believe floated out to sea.

• Justice ordered the Interior Department's U.S. Fish and Wildlife Service (FWS) to conduct Bird Study No.!. The study consisted of killing birds, dunking them in oil, planting them with transmitters, and depositing them in the water. Once recovered, the scientists could supposed ly [estimate] how many birds drifted away and sunk after the spill. • FWS approved a $600,000contract with a Port land, Oregon, research company, Ecological Consulting Inc., to kill up to 350 birds. • The hired killers shot 250-350mUITes,scoters, cormorants, and ancient murrelets on remote Alaskan islands, many of them protected na tional wildlife refuges, and returned them for use in the study. • The Alaska Department of Fish and Game killed an equal number of ducks for the same purpose, along with 32 deer, 28 harbor seals, three sea otters and minks, and 17 Stellar's sea lions recently listed as a threatened species, to further their case against Exxon....

By way of contrast, the killing of birds by pri vate landowners has been taken quite seriously by Justice. In one case, a Springfield, Illinois, res ident was ordered by local officials to "get rid of" 402 unruly pigeons that congregated in his trees. The resident, Mr. Harvey Von Fossan, laid out poison for the birds, which was unwittingly eaten by two common grackles and a mourning dove, killing them instead. An outraged neighbor informed the U.S. Attorney's office, which prosecuted Mr. Von Fossan under the Migratory Bird Treaty. The ac tion, one government attorney stated, was "one of the most important cases" in his office. In aI!0ther case, the government vigorously prosecuted the owner of a million-dollar goldfish farm for killing birds that were devouring his crop. Both landown ers were found guilty,with Mr. Von Fossan receiv ing a suspended sentence and a fine, and the gold fish farmer a fine and a jail sentence.

-GLENN G. LAMMI Washington Legal Foundation AffirmativeAction I hold that we blacks ought not to allow our selves to become ever-ready doomsayers, always alert to exploit black suffering by offering it up to more or less sympathetic whites as a justification for incremental monetary transfers. Such a posture seems to show a fundamental lack of confidence in the ability of blacks to make it in America, as so many millions of immigrants have done and contin ue to do. Even if this method were to succeed in gaining the money, it is impossible that true equal ity of status in American society could lie at the end of such a road. Much of the current, quite heated debate over affirmative action reveals a similar lack of confi dence in the capabilities of blacks to compete in American society. My concern is with the incon sistency between the broad reliance on quotas by blacks, and the attainment of "true equality."

There is a sense in which the demand for quotas, which many see as the only path to equality for blacks,concedesat the outset the impossibility that blacks could ever be truly equal citizens. -GLENN LOURY,speaking at the Heritage Foundation, quoted in the Spring 1991 issue of Issues& Views PERSPECTIVE Don'tJudgeMotives By judging our motives rather than our actions, we can assuage all guilt over any action or inaction. Everybodythinks his motives are pure and good. And on a conscious level, they probably are. That's why motives just aren't the issue. What we do, not what we intend, is what counts. On the global level, assessing motives rather than actions has led to serious moral distortions. A particularly important example concerns assess ments of capitalism and Communism. Communism has resulted in the loss of freedom by more nations and the deaths of more individuals than has any other doctrine in human history. Yet because it is perceived as emanating from good motives-abolition of poverty, greater equality many people refuse to accord it the antipathy that its deeds deserve.

Capitalism, on the other hand, has led to greater freedom and to less poverty than perhaps any other political-economic doctrine in history. Presumably, it ought to be widely admired. Yet it is often vilified and even its supporters rarely consider capitalism to be a particularly moral system. The reason? It is based on selfish motives. Defense of Communism and opposition to capi talism emanate from the same flaw-assessing mo tives, not results. -DENNIS PRAGER,writing in his quarterly journal, UltimateIssues (6020Washington Boulevard, Culver City, CA 90232) ManagedTrade Over the long run, managed trade has proved a disaster. Lacking both competition and access to modern technology, Eastern Europe was never dis cinlined for delivering computers that were instant museum pieces or cars that belched rotten-egg fumes. When the Kremlin announced last year that the coloniesmust make theirown way in a global market, hundreds of seemingly productive facto ries became obsolete overnight.

-'-PETERPASSELL,writing in the February 13, 1991,New York Times 403 404 THEFREEMAN IDEASON LIBERTY What's Your Problem? by Lynn Tilton I na market economy, when individuals look within themselves rather than to the state to solve their problems, those problems become opportunities for success. After all, problems aren't solved by laws or by organizations, but by individuals. With more than 1,300acres of campus property, Brigham Young University in Provo, Utah, gener ates mountains of grass clippings, tree trimmings, and the waste associated with the daily campus liv ing of 27,000students. Their landfill expenses kept climbing. Waste is a particular problem in the western states because so much of the land is owned by the federal government. Less private land is available for landfills, so fees tend to be high. Many indus tries, caught between the demands of economics and environmentalists, expect government solu tions. Rather than tum to the state for help, BYU, one of the largest private universities in the nation, initiated its own recycling program.

University officers gave Roy Peterman, BYU's grounds manager, responsibility for solving the university's waste-disposal headache. In 1990, in addition to keeping the campus in its usual visitor impressing condition, Peterman's crew of 43 full time workers and 260 student employees turned green waste into 10,000 cubic yards of compost. They also sold 12 tons of aluminum cans, 120 tons of cardboard, 150 tons of newsprint, and 200 tons of other recyclable materials. Says Peterman, "We recycled 30 percent of our total waste. Our goal is 50 percent." Not only has Mr. Tilton is a full-time, freelance magazine writer liv ing in Hereford, Arizona. He is coauthor of a novel, Night Pilot (Deseret Books, 1991). their private enterprise recycling program gener ated outside money for the university, but it's cut landfill fees $30,000per year. Since BYU was one of the largest users of the local landfill, this program means that the landfill will last longer than expected. Market incentives (cost reduction and extra income) helped ease a problem that concerned everyone in the region, without hiring a single extra bureaucrat to oversee the situation.

The FirstYogurtSandwich As Americans became more health conscious, the ice cream industry responded to changing cus tomer preferences and began producing frozen yogurt. The Elgin Company developed a soft freeze yogurt maker, much like its highly success fulline of soft-freeze ice cream machines. Unlike ice cream, however, yogurt cannot be kept overnight in the machine. Bacterial growth is one reason, and the many city, state, and Federal health regulations constitute another. Nor do cus tomers like yogurt that has been saved in the store's main freezer and re-run the next day through the frozen yogurt maker. Supermarketers could either throwaway the yogurt left over at closing, or quit making yogurt when the machine emptied late in the day. They couldn't afford waste; neither could they fail to have the expected product available. That's a fast way to lose customers to the competition.

Keith Neibdring of the Food Marketing Corporation of Fort Wayne, Indiana, found a lucrative solution. From his bakery counter he took two cookies that were destined to be dis405 Walter Swan turned an "unpublishable" book into a success story. z g F z ~ counted because they were "day old." He layered two ounces of yogurt on one cookie, pressed the other on top, and voila! the world's first yogurt sandwich. The stores in his chain began making yogurt sandwiches with the leftover yogurt and the day old cookies. They also started featuring different flavors, increasing customer selection-and satis faction-eonsiderably. With the help of Jim Newlin, Elgin's sales director, the inventor took the solution one step further. He started filling pie crust shells with seven ounces of yogurt, adding a piece of appro priate fruit or decoration on top, and selling yo gurt pies. Says Newlin, "Basically, Keith took 93 cents worth of ingredients and turned them into a $6.95 product."

The One BookBookstore Walter Swan is a retired plasterer in southeast Arizona. Although health finally forced him to retire from a young man's trade, he wanted to remain active. He fulfilled a lifetime dream when he wrote his autobiography. Since no commercial press would handle his book, Swan decided to publish it himself. Self-publishingled to another problem: market ing. There was no one to promote his book, and bookstores wanted 40 percent off the top to sell it. "1 had to succeed," he said. "1 borrowed on my house to get my book printed." Swan found an empty department store build ing in nearby historic Bisbee, Arizona, and stocked it with his book. Dressed in cowboy hat, red neckerchief, and overalls; he sat in the window and waved to the tourists. His "One Book Book store" caught the tourists' fancy, and he was off and running. His business helped the landlord rent out the rest of the building to other entrepreneurs who took advantage of the traffic the One Book Bookstore generates.

Television soon discovered this storyteller, and he's been a guest on several national late-night programs. Every appearance generated hundreds of requests for his $19.95book. Some days walk-in traffic and mail orders total more than 700 copies of the book no one wanted to publish. (A national publisher recently offered him a $20,000contract, but he turned it down flat.) Swan's got a second book out, and he's opened another bookstore. He calls it "The Other Bookstore." The common thread through these examples is that accepting personal responsibility for problem solving leads to success, whether your problem is garbage, leftover yogurt, or even a book no one else wants to publish. The solution to each prob lem took work, time, and imagination. But those three things are available to anyone who under stands that the real answer to almost any problem is in the marketplace. D 406 A Checklist for Healthy Skeptics by Dianne L. Durante w.

e in the United States are becoming ter rified of our own technology. Nuclear energy will zap us into early graves. Alar and DDT will give us cancer. The greenhouse effect will melt the polar ice caps, and Manhattan will be submerged. Wouldn't it be better to live "in harmony with nature," that is, without all our high tech devices but in peace and health and security? Or would it, perhaps, be better to ask first how much truth there is in the media hype that bom bards us with such dire predictions every day? Few of us know how to evaluate predictions of high tech doom. We must learn, if we are to keep the technological achievements that give us one of the highest standards of living in the world. Before accepting the media's forebodings of imminent disaster and screaming for the government to charge to the rescue, consider the following points. 1. What are the facts? Get specific facts, with places, dates, amounts, and sources; don't accept emotional tirades or vague generalities. If, for example, a movie star says Alar causes cancer, ask when and where and by whom and on what was the study done that reached that conclusion. Have other studies supported those findings? How much Alar would you, a human, have to eat to get the same effect? According to Dixy Lee Ray, to get the amount of Alar fed to the mice who developed tumors, you would have to eat 28,000 pounds of apples every day for 70 years.1 Mice fed smaller doses didn't develop tumors: eating a mere 14,000 Dr. Duranteisafree-lanceresearcherlivingin Brooklyn, New York.

pounds of apples a day wouldn't do it. Further examples: • How much radiation was released from Three Mile Island in March 1979,in what is widely referred to as the worst nuclear accident in U.S. history? Answer: about one millirem in the sur rounding area, and a maximum of 80 to 100 mil lirems within the plant. Let's put that into perspec tive. The average "background" exposure to a resident of the U.S. is about 350 millirems a year. By flying from New York to Los Angeles, you would expose yourself to about five additional mil lirems; by choosing to live in Colorado or in the radon belt of eastern Pennsylvania, you might get a couple hundred millirems more than the average yearly dose. Comparison with these exposures from normal background sources reveals that the one millirem released at TMI was actually a very minor amount. 2 • Precisely how many cases of cancer can be traced to DDT? None. In fact, the National Can cer Institute declared in 1978 that DDT is not a carcinogen. For a debunking of every horror story you've heard about DDT, from the soft-shelled birds' eggs (they were occurring before DDT came into use) to the idea that DDT never breaks down (it does, within about two weeks in most cases), see Ray's chapter on pesticides.3 2. Check your sources. Don't assume that any one who has made a movie or landed a job as a reporter has taken the time to research the matter in question. The news reporter, because he must frequently condense his presentation to a twominute slot, often may not have a strong incentive to thoroughly investigate the matter. He does, however, have a strong incentive (his ratings, and ultimately his job) to grab your attention and hold it, and may not hesitate to exaggerate, ignore, or distort the facts in order to make his story more attention-getting. As for "celebrity authorities,"

their occupations require acting ability, not scien tific training. Suggestions for checking sources: • Find out where the reporter got his informa tion. If he gives no source, that's a serious short coming. In fact, when the question is one of scien tific evidence, if no source is given, you can and should simplydismissthe statement as arbitrary, as if the speaker had said, "Pluto is composed entirely of rum raisin ice cream." Unsubstantiated emotional diatribes are unacceptable, no matter who the speaker is. • If an authority is cited by name, what are his credentials? Is he in a field that is applicable to whatever he's talking about? For example: few biologists know in detail how nuclear power is gen erated and what its risks and safeguards are. Being a scientist rather than a piano teacher is not en0tlgh to qualify one to speak on all scientific issues. • Find out where the authority who is cited has been published. A sensation-seeker may manage a mention in Time, but not an article in a well-estab lished scientificjournal that requires review of the article by other scientists before publication.

• Check the date of the statement. Often one vague statement, if dramatic enough, will be picked up and cited over and over again, despite any evidence to the contrary that was known at the time or has become known since. A good example: prompted by an extremely hot and dry summer in the continental United States in 1988, NASA's James Hansen told a Congressional hearing that year that he was 99 percent sure the greenhouse effect was drastically changing the climate. He is stillcited very frequently. How many people know, remember, or mention the fact that the winter of 1989was the coldest on record in Alaska?4 3. Put potential risks into perspective; look at the forest as weD as the trees. No technology and no element in nature is 100percent risk-free: while drinking a quart of water may save your life, putting your head into a bucket of water may kill you. If there is solid evidence of a harmful effect, 407 how does the amount of risk compare with the benefits gained from the product?

• The Three Mile Island accident, the worst mishap in 35 years of nuclear power generation in the United States, resulted in no deaths.sContrast the record of electricity generation by coal. Mostly because producing one megawatt of electricity requires much more coal than uranium, using coal leads to about 100 times more deaths in mining coal than in mining uranium for a nuclear power plant, and leads to more than 20 times as many cas es of industrial diseases among coal miners than uranium miners.6 • DDT did not result in any proven fatalities or cancers, but while in use it saved millions of people from disease and death. DDT was the most effective weapon against the mosquito that spreads malaria, a disease that has caused mil lions of deaths in Asia and even in the United States, and is doing so again now that DDT has been banned. 7 4. Play devil's advocate with the facts, once you have them. It's a useful method of self-defense to become familiar with how some facts can be dis torted and how other equally important facts can be completely ignored.8 Two common techniques to watch out for: • Ignoring the larger picture, while citing only facts sure to alarm the listener. A mock advertise ment in Petr Beckmann's book (p. 77) reads, "Foods advertised in Reader's Digest are radioac tive." In small print, he points out that virtually all foods have trace amounts of radioactivity.

• Confusing cause and effect with correlation. Many people die while they're sleeping; therefore sleeping is a leading cause of death. Some people got sick after ingesting PCBs, so PCBs must be dangerous chemicals. (In fact, in the case cited as evidence of this, the liquid mixed in with the food had come from air conditioning equipment, and contained, aside from PCBs, chemicals known to be highly toxic.)9 S. What to do? If a hazard to human health exists, what is the best way to deal with it? There are basically two alternatives: government action, or action by individuals. They depend on two very different views of man: that he can't be trusted to look out for his own welfare, and must therefore have a paternalistic government tell him what's 408 THE FREEMAN • NOVEMBER 1991 A lunchtime jog at Three Mile Island Despite the media scare, there was no evidence that human or animal life was threatened by the accident at TMI.

good for him and force him to do it; or that man is a rational being, to be dealt with through persua sion, who ultimately must be left alone to plan his own course of action. The evidence is overwhelming that government economic planning is an abysmal failure. It fails because no central agencycan process, or even col lect, all the details that, in a free market, each indi vidual considers in order to make the best choices for himself. The same is true for environmental regulations, which are just another form of eco nomic intervention. At present, the government has severely re stricted the use of DDT. In a free market, a person in a tropical climate might decide that he is willing to risk whatever minor hazards come from using DDT, in return for dramatically decreasing his chances of getting malaria. At present, the govern ment has imposed such stringent controls on nuclear power plants that many utility companies cannot afford to build them. In a free market, a utility company might persuade the residents of New York City that a nuclear plant (whose con tainment vesselcan withstand the impact of a jet at landing speed) is safer in a crowded urban area than huge, flammable gas tanks, or gas lines that can be ruptured (and have been) by a backhoe operator. Individuals working and cooperating within the free market must be left to deal with environmental problems, as they deal with prob lems of supply and demand. Only individuals have the knowledge to make the decisions proper to their own welfare.

*** We feel pity for a man who's "afraid of his own shadow." To be afraid of one's own mind is worse, and fearing the technology we've created is pre cisely that: fear of the efforts and products of the human mind. The mind is man's means of survival. It is his only way to make the earth, often so in hospitable, a wonderful place to live. To reject the products of the mind on the grounds that they are not immediately perfect or 100percent risk-free is to condemn man to perpetual fear, backbreaking labor, and premature death.10 I called this article a checklist for "healthy skep tics." The reason should now be clear. To remain healthy, we must learn to approach predictions of environmental doom critically,not accepting them unless or until the doomsayers meet basic stan dards of proof. Isn't this being a bit harsh? Shouldn't we give A CHECKLIST FOR HEALTHY SKEPTICS 409 environmentalists some credit because they have good intentions? Aren't they working for clean air for all of us to breathe and open spaces for our chil dren to play in? Aren't they fighting technology for our benefit?

Let me answer these questions with two quotes from prominent environmentalists. The first is from John Muir, founder of the Sierra Club, addressing alligators: "Honorable representatives of the great saurians of older creation, may you long enjoy your lilies and rushes, and be blessed now and then with a mouthful of terror-stricken man by way of a dainty!"ll Does this sound like a man who has good intentions toward you and the rest of humanity? And from Stephen Schneider, one of the leading spokesmen for the greenhouse theory: "We need to get some broad-based support, to capture the public's imagination. That, of course, entails get ting loads of media coverage. So we have to offer up scary scenarios, make simplified, dramatic statements, and make little mention of any doubts we may have.... Each of us has to decide what the right balance is between being effective and being honest. "12 Does this sound like someone who is interested in presenting you with the truth, and nothing but the truth, so that you can make your own informed decision?

Such people don't simplywant clean air for man to breathe or open areas where children can play. They rank clean air and open spaces above any concern for man. They consider nature (which has come to mean anything on earth that's not human) good in itself, not good for any benefit it might bring to man. If man suffers so that the snail darter and the spotted owl can prosper, so be it. This idea that man is a disfiguring blot on the face of the earth is the reason that many leading environmen talists wish for alligators to have us as appetizers.13 Granted, the above quotes are from only two members of the environmentalist movement, but Muir and Schneider have been prominent leaders of it, and one must judge rank-and-file members by the fact that they have accepted these men as leaders. Technology-man's tool for shaping his environ ment to suit his needs-improves man's livingcon ditions and ultimately prolongs his life expectancy.

For evidence of that, you need only look at the high level of disease and the low life expectancy in any period before the Industrial Revolution. It is imperative, if you want to remain a healthy human being, that you refuse to accept any claim that tech nology or specific technological achievements are going to kill or maim you, unless such claims are proven beyond reasonable doubt. D 1. Dixy Lee Ray, Trashingthe Planet:How Science Can Help Us Deal with Acid Rain, Depletionof the Ozone, and NuclearWaste (Among Other Things) (Washington,D.C.: Regnery Gateway,1990),pp: 78-79.Ray, the former Chair man of the Atomic Energy Commission,provides a clearly and vividlywritten analysisof the evidence concerningthe greenhouseeffect,acidrain,pesticides,Alar,asbestos,diox ins, PCBs, nuclear energy,and so on. The book is aimed at the laymanand has substantialfootnotes. 2. Ray, p. 126. For a good discussionof normal exposure to radioactivity, as well as a detailed description of how nuclear power plants operate and how they compare in terms of safety with other types of energy generation, see Petr Beckmann, The HealthHazardsofNOT GoingNucle ar (Boulder, Colorado: Golem Press, 1976). Beckmann is ProfessorEmeritus of ElectricalEngineeringat the Univer sityof Colorado.

3. Ray, pp. 68-74. See also Elizabeth Whelan, Toxic Ter ror (Ottawa, Ill.: Jameson Books, 1985),pp. 59-85.Whelan has other chapters on PCBs, dioxins, nuclear energy, and acid rain, each organized in sections: the charges made againstthe substanceor process,the facts, the background, variousstudieson the subject,and concludingremarks.The book is heavily annotated. Whelan has doctoral and master's degrees in epidemiologyfrom the Harvard School of PublicHealth and a master'sdegreein publichealth from the Yale Schoolof Medicine;she is president of the Ameri can Councilon Scienceand Health. 4. Ray, pp. 32, 34-35. 5. Whelan,p. 239.Shenotes that President Carter'sinves tigatory panel (the Kemeny Commission) concluded that there was no evidence that human or animal life had been threatened by the accidentat TMI. 6. Beckmann,pp. 83-85. 7. Whelan,p. 69, with a chart on Ceylon,where reported cases of malaria dropped from 2,900,000in 1948 to 17 in 1963,when DDT was widelysprayed in homes.The spray ing was stoppedin 1964, and by 1969 the reported cases were back up to 2,500,000.

8. For more on this, see Darrell Huff and Irving Geis, How to Lie with Statistics(New York:W. W. Norton, 1954). 9. Ray, p. 87. 10. See Ayn Rand, "The Anti-Industrial Revolution," in The New Left: The Anti-IndustrialRevolution(New York: New American Library,1971),for an enlighteningdescrip tion of what would happen if technology were abolished, why we cannot restrict just some technology, and the motives of those who want to. This essay, written 20 years ago, is remarkable for its insightinto the principlesbehind the ecologymovement and for where that movement must inevitablylead. 11. Quoted in George Reisman, "The Toxicityof Envi ronmentalism" (Laguna Hills, Calif.:The Jefferson School of Philosophy,Economics,and Psychology,1990),p. 4; also forthcoming in Rational Readings on Environmental Concerns,ed. Jay Lehr. An excellentanalysisof the driving force behind environmentalism. 12. Quoted in Reisman,p. 10.

13. This premise is developed at length by Reisman and Rand in the essayscited above.

410 School for Scandal by James L. Payne A re wasteful scandals like the savings and loan disaster a thing of the past? Has Congress learned from its mistakes? A close examination of a little-noticed legislative muddle reveals that Federal mismanagement is here to stay. The muddle concerns the "reports problem." Since the beginning of the Republic, Congress has required the executive branch to supply reports on administrative actions, implementation of laws, and national problems. In modern times, the num ber of required reports has increased dramatically. Since preparing all these reports is costly,it makes sense to try to limit them. By 1980,a limitwasobvi ously necessary: the number of reports had grown from 600in 1963to over 1,400.(These figures refer only to reports required on a repeated basis. In addition, there are 500 to 1,500specific,one-time reports required in a typical year.) , So Congress got busy,passing the Congression al Reports Elimination Act of 1980 and the Con gressional Reports Elimination Act of 1982.After all this legislative activity,how many reports were required in 1985? The answer is 2,800, twice as many as in 1980.Don't laugh yet, Congress wasn't done. In 1986 it passed another Congressional Reports Elimination Act. After much huffing and puffing, this act managed to eliminate a grand total of 25 reports. Meanwhile, the number of recurring reporting requirements continued to JamesL. PaynehastaughtpoliticalscienceatWesleyan,Yale, Johns Hopkins, and Texas A&M University.His book The Culture of Spending: Why Congress Lives Beyond Our Means has beenpublishedthisfall by the Institutefor Con temporaryStudiesin San Francisco,andis reviewedon page 439 ofthis issue.

climb-to over 3,000in 1990(costing taxpayers an estimated $350million per year). What accounts for the strange failure of Congress to accomplish its announced inten tions? The answer is that when the legislators actually look at the reports that are suggested for elimination, they realize that they need them. They provide information about the far-flung activities of the federal government. How can Congress regulate farming, mining, stockbroking, trucking, medicine, and so on unless it gets reports on the problems in these areas, and finds out about the flaws in its policies? So the reports have to stay. The problem, of course, is that Congressmen can't possibly digest and respond to all these reports. At this point, thoughtful members of Con gress would conclude that they ought to restrict the scope of government to activities they could responsibly manage. Unfortunately, our lawmak ers won't admit they are over-extended. In asking for more reports than they can read, Congressmen have proven they are way out of their depth, but haven't the sense to move to shallower water.

A close look at how reporting requirements begin illustrates the Congressional illogic. In a desperate effort to prevent further waste and cor ruption in the S&L bailout, Congress has mandat ed the production of several dozen reports from the Treasury Department, the Attorney General, and from an alphabet soup of agencies most peo ple have never heard of: NCUA; SAIF, RFC, OCC, RTC, GAO, FHFB, FDIC, CSC, and OTS. Congressmen need these reports to master the subject in depth and exercise responsible over411 sight. But are they likely to digest and act on these reports? It's a factual question, because we've been here before. In the mid-1970s,a major scandal broke at the Department of Housing and Urban Development. Over 500 people were indicted in connection with a number of fraudulent practices. Congressmen, embarrassed that they hadn't been minding the store, moved to prevent future scandals by requir ing the Inspector General ofHUD to make semi annual reports to Congress about "problems and deficiencies."

The Inspector General filed his reports. As ear 1y as 1981, they told of overcharging, fraud, and unsound loans, and pointed out how the programs needed to be changed to prevent these abuses. But congressmen didn't pay any attention. After all, there were thousands of other reports to read. Finally, in 1989, the HUD scandal broke in the media, and the nation learned that billions of dol lars had been wasted. This time, 600 people were indicted. Explaining why his oversight committee hadn't looked into the HUD mess sooner, one senator said, "When you're working with a trillion-dollar budget, with 100 different agencies and Cabinets, [we] can't overview each of these agencies." Obviously. Then, one asks, why not try fewer agencies? Unfortunately, the humility needed to accept this logic is in short supply in Washington. Congressmen will go on attempting to regulate what they can't possibly understand, and the rest of us will go on paying for the costs of their mis management. D 412 Art and Representative Government by WilliamR. Allen and WilliamDickneider T here, on a patio of a university campus, was a pile of twisted, rusted iron pipe. But it wasn't debris from plumbing renovation. It was an art exhibition~~ Why had the artist blessed us with this miniature junkyard? It was neither pretty to the eye nor co herent to the mind. Of course, we are not to ask what a modern painting or sculpture is. But per haps it is legitimate to ask what the artist meant to convey.

If we generously presume that the artist is really saying something of importance, how are we to receive and translate the message? Are we to sup pose that the message sent is the same as the mes sage received? If not, this is peculiar and clumsy communication. Or maybe no message is being sent although one is to be received, with the receiv er doing the artist's work by inferring something that wasn't transmitted. Perhaps interaction between producer and consumer isn't the intended game, at all. Maybe the purpose of the artist is personal catharsis: by dumping rusted pipe on the patio, he gets a psy chological monkey off his back. Or maybe it is to be a profitable variation of "the emperor's clothes" scam, with a clientele of connoisseurs finding art where lesser folk see only junk. Within broad limits-if the art community is to be subject to any constraints-surely "producer William R. Allen is professor ofeconomics at UCLA; he and William Dickneider collaborate on the Midnight Economist radio program, syndicated by the Reason Foundation of Santa Monica, California.

sovereignty" should prevail, with individual artists determining the nature of their own creations. But let there be also "consumer sovereignty" in con sumption of the art produced. Let consumers determine for themselves the works of art they pay for. Further, don't restrict philanthropists in subsidizing artists: one of the tenets of a system of markets and private property is that people gen erally can dispose of their assets as they please. But two points of elaboration. First, while artists are to be free to use resources which either they buy with their earned income or which are given to them by private patrons, they have no right to commandeerresources from un willing contributors through exploiting the co ercive powers of government. Second, we are not morally obliged either to subsidize or to deify artists. While we guard the freedom to create works of art-even piles of twist ed, rusted pipe-protecting artistic freedom is very different from insisting that taxpayers buy whatev er people chose to produce with that freedom.

But some artists, like some of the rest of us, can be seduced by government favor and applause. "The arts are not a luxury," says a lawmaker, "they are the soul of society." Art "reflects things that are happening in our society," says another, "and closing our eyes will not make these things go away. Such art can help us recognize other influ ences on our culture and even help us understand them. And if it does not help me or you specifically, you can be sure that it is helping someone, some where, who can relate to it."

413 ~ ---..-.~ I-";~~<::~:·; I g e=:=::..:.:.:...!:::!!!5==:::::.. -==-_~w~~W:!~~1L ...:. l__~;;",.,JG Artists are not loath to accept an exalted role. "... art is socialconscience," we are assured by the director of a subsidized theater. "Art," he says, "has only one obligation-to tell stories and make images about who and what we are and who and what we might become." In all the community, "only the artist must tell the truth." Such precious rationalization for raids on the Treasury cannot be analyticallypersuasive. Better to acknowledge simply that beneficiaries want the money and politicians want their support-and to remember that the arts flourished for most of America's history without substantial Federal money. Only in the last few decades has govern ment put arts significantlyon the dole. Government is not the wellspring of art and culture. Nor does some law of nature or sense of social survival compel us to clutch sensitive artistic souls as our conscience, guide, or judge.

Subsidizing artists is not a role of government that is clearly legitimate or even commonly accepted. All except addled anarchists acknowl edge that government does have reason for being. Most agree that government properly provides such fundamental services and ar rangements as law and order and administration of justice, national defense, and protecting prop erty rights which conduce economic efficiency and social stability. But something like subsidization of the arts is an alien element in this context. It is not a "public good" like national defense, for markets have long provided ample incentive for artists to meet con sumers' preferences. And while the state has com pelled us to pay for many thingswe would not have approved if given effective choice, we do not legit imize new error by past error. Able people have long debated the appropriate purposes of government. But if there are any lim its to what should concern government, then sub sidization of art, however defined and identified, is pushing out the boundaries very far. Indeed, if idiosyncratic behavior not valued by the bulk of the community is to receive largess from the public trough, then little remains of representa tive government. D 414 The S.E.C.'s War Against the Theater by John Chodes A s a playwright, I recently had a con frontation with the Securities and Ex change Commission, related to a theatri cal production of mine. As a result of this brush with the law, I learned that the S.E.C. regulates much more than the stock market. It negatively influences what kind of theater is produced.

The difficulty revolved around the incorrect filing of investor documents for my show. I was fined. To be certain that this never happened again, I reread the prospectus more carefully,and was shocked. The regulations were so absurd: they seemed to challenge producers to raise money out side the legal parameters by making it very difficult for the small theatrical enterprise. One glaringexample was a bold-faced "Risks to Investors" statement that seemed more like the warning on a pack of cigarettes: "Even if critically acclaimed a play may J?-ot recoup its production expenses. The record for this type of limited run [showcase or mini-contract] production ... indi cates that only a very few, if any, such productions have ever turned a profit and the vast majority have resulted in substantial losses to the investors. ... Investors should be fully prepared and expect that, ... they willlose all or a substantial portion of their investment in this offering."

In this one paragraph there are two misleading statements. First, showcase or mini-contract pro ductions aren't intended to be profit-making. They are used as stepping stones to larger theJohn Chodes' most recent play, The Longboat, was pre sented on Theatre Row in New York. He is also the Com munications Director for the Libertarian Party of New York City. aters by attracting favorable reviews and thus major producers and/or investors. Small produc tions also are used to "get a show on its feet" to analyze its strengths and flaws in front of a live audience. Second, the fact of "substantial losses to the investors" is more a reflection of current condi tions in the art world, where government subsidies have created the very negative conditions men tioned in the S.E.C. warning. Before government entered the scene, many small productions made back their expenses, which tended to be quite low. Producers and investors weren't afraid to put their creative ener gies and money into new and innovative plays. In fact, the showcasewasthe backbone of the theater.

Most plays reached Broadway or became filmsvia this route. SubsidiesRaise Costs Then in 1965 Congress created the National Endowment for the Arts, which lavishes $174mil lion annually on the arts. (This base figure is inflat ed by city, state, and corporate matching grants.) N.E.A. subsidies have·increased the demand for theaters, costumes, and scenery,so that production costs have risen-much as prices tend to rise in an auction when the big spenders show up. In the past decade, rental prices have soared about 600 percent for the most prestigious show case theaters. One factor is that government subsidized theater groups have made their per manent homes in what formerly were purely rentalper-show stages. These favored groups 415 A scenefrom John Chodes' allegorical play, The Longboat. have monopolized these sites, restricting access to those periods when the subsidized theater groups are not performing.

Another factor drivingup costs is that theatrical unions have become more aggressiveand demand ing. Historically, theater and the other arts were largely labors of love. Unionism was weak at the lower end because there wasn't enough money to attract organizing activity.Subsidies changed this. The flow of government money extended union rules and unrealistic wage contracts down to even the lowest level productions, whether they were funded or not. This has killed off many small-scale shows. It is unreasonable to expect that many small, independent plays could survive the stringent requirements of the mini-contract rules, the sec ond lowest level in the Actors Equity code book. Wages for each actor in a miniscule 99-seat show case theater are over $200 dollars per week-not just from opening night, but from the first day of rehearsal. In addition, the producers must con tribute to the actors' pension and health funds.

The dollar formula is complex, but the amounts are substantial. If the cast is large, these two items alone can escalate to several thousands of dollars over the life of a play. This wage and benefit plan makes breaking even a fantasy for most producers. It leaves many small productions awash in red ink-unless, of course, Uncle Sam is picking up the tab. The S.E.C. also requires statements concerning the credentials of the principals involved with a play's production. These pronouncements about the professional experience of the producer' and director indicate another disclaimer, this time related to what they have not done more than their accomplishments. (For instance, "Mr. Jones has produced five Broadway musicals but has never produced a mini-contract play before.") This con tinues the emphasis on the negative, whichcreates fear instead of presenting the facts. S.E.C. rules also forbid more than 35 "angels"

(theatrical investors) from contributing to a show case production. Thus, fewer shows get off the ground. By being forced to assume a substantial financial burden, each angel experiences more anxiety about the investment. This tends to make them believe the warning on the prospectus: the play is doomed to fail. The S.E.C.'s doomsday warning frightens off investors. In many cases, their decision for or against participation isn't based on the merits of the play or on intangible personal motives, such as wanting to associate with the "glamor" of the theatrical world or an interest in helping the arts. Instead, fear becomes the greater propelling force: fear of losing one's money, no matter how promising the play may be. By this means alone, the S.E.C. has reduced the number of plays that reach the stage. The essence of theater is the individual view point, whichcan revolutionize our wayof thinking.

By controlling the theater through S.E.C. rules and N.E.A. SUbsidies,the federal government is thwarting mind-provoking plays. 0 416 Corporate Giving: The Case for Enlightened Self-Interest by Edward H. Crane L enin once said the capitalists will one day sell the rope used to hang them. In this area, at least, he has proven to be dis turbingly close to the mark, with the only modifi cation being that many capitalists seem deter mined to give the rope away. A truly curious aspect of American corporate philanthropy has been the tendency to give corporate profits to groups openly hostile to profits in general and corporations in particular. A recent survey by the Capital Research Center in Washington, D.C., found that the 146 corpora tions responding (out of the Forbes 250) gave more than twice the funding to generally anti capitalist organizations than they did. to groups supportive of the free market system. There is rea son to believe that the givingpattern of those com panies not responding to the survey is on the whole even more skewed toward the economic and envi ronmentalleft.

This trend in corporate giving is disturbing on two accounts. First, it is not in the long-term inter ests of shareholders or employees. Second, it is an abrogation of a broader societal obligation corpo rations have, as centerpieces of the free enterprise system, to promote understanding of and support for market capitalism. Americans have a much higher level of respect for the business community than most businessmen realize. Mr. Crane is president of the Cato Institute in Washing ton, D.C. The typical senior business executive who is expected to address issues of public concern is often confronted by anti-corporate activists, a skeptical (if not hostile) media, and government bureaucrats who derive great psychic income from the arbitrary power they hold over corporations. Perhaps it is therefore understandable why so many of them assume a defensive, almost apolo getic posture when it comes to speaking out. The truth is, however, that the vast majority of Ameri cans have few axes to grind with corporations.

They respect competence, innovation, productivi ty, and yes, profits. If many detractors of corporate America are motivated by envy, most Americans take genuine pleasure in the legitimate achieve ments of others, including corporations. The point is, simply, that senior executives with the courage to speak out in defense of capitalism and the role their corporation plays in our society would find a much stronger positive response than they might imagine. Corporate executives, be cause of the somewhat hostile public environment they find themselves in, tend not to recognize the moral suasion they possess. And the moral argu ment for capitalism is made all the more compell ing because it is a system based on voluntary ex change, rather than compulsion. Capitalism is a moral system. It is important to recognize that the revolutions that have occurred in Eastern Europe are less revolts against Communism-a system that has been intellectually bankrupt for decades-than they are revolts against government control of people's lives, per se. People risked their lives for the right to be free to choose, as Milton Friedman put it. They want to choose where they live, what they read, at which jobs they will work, and for how much money. The victory of capitalism over socialism is more fundamentally a victory of free dom over coercion.

Claimingthe MoralHighGround The very fact that choice (and private property) is at the heart of capitalism provides the business executive with a clear moral high ground, if only he would choose to employ it. Behind the moral pos turing of capitalist detractors invariably lie schemes to limit individual choice-to direct the workings of the marketplace by bureaucratic edict and coercive redistribution. The chipping away at our free enterprise system by critics of business should be dealt with through a principled counter assault rather than tepid protestations and finan cial handouts that only serve to embolden the adversary. The lack of a vigorous, principled business community stand in support of the free market sys tem has been a significant factor in the ominous growth of government during much of this century. The business community should, in fact, support limited government in general-not just in the economic realm-because it is the principle of limited government that ultimately protects mar ket capitalism.

More than 200 years ago Thomas Jefferson wrote that "The natural progress of things is for liberty to yield and for government to gain ground." Certainly events in the 20th century should remind us of the wisdom of Jefferson's admonition. In the early part of this century, gov ernment spending at all levels-Federal, state, and local-amounted to just 10 percent of National Income. By 1950 the percentage had risen to 26 percent. Today, the total of all levels of govern ment spending has reached 43 percent of National Income. The greater the amount of private sector money spent by the public sector, the less efficient and productive will be the market system, and the less competitive American industry will be in the international marketplace. 417 The SystemicNature of GovernmentGrowth One of the great dangers of the present ap proach to public policy undertaken by the business community is that it fails to recognize govern ment's encroachment on the private sector as a systemicproblem, the "natural progress of things"

that Jefferson warned us of. The literature from distinguished freemarket economists on the growth of government is exten sive. To begin with, there is the Public Choice School, led by Nobel laureate James Buchanan, which makes a persuasive case that bureaucrats are not the disinterested public servants our high school civics texts might have led us to believe. Like the rest of us, bureaucrats are motivated in good measure by self-interest. Indeed, the bureau cratic imperative is constantly to generate ratio nalizations for expanding existing government programs, if not creating new ones. Another Nobel laureate, Milton Friedman, has written about the "tyranny of the status quo." Friedman describes the process whereby a bill will be debated for years, even decades, only to pass in Congress by a single vote. From that point for ward, however, the only debate is over whether the budget should be increased by 5 percent or 15 per cent. The new government program is protected by what Friedman refers to as the "Iron Trian gle"-the direct beneficiaries of the program, the Congressional oversight committee, and the Fed eral agency charged with administering it. Billions of dollars are spent annually by the federal govern ment on consultants (whose existence depends on the government) to determine the value of (read: justify) these programs. To suggest that the program has proven more expensive than its proponents had claimed it would, or to challenge the efficacy of the program once it is in place, is considered somewhat ill-mannered inside the Beltway.

There are other powerful reasons for the growth of government, also unrelated to the val ue of that growth. For instance, programs typical ly dispense concentrated benefits while costs are diffuse. When that is not the case, as in the recent catastrophic health care bill (directly tied to increased taxes on the elderly), the chances of stopping the growth of the state are greatly 418 THE FREEMAN • NOVEMBER 1991 enhanced. Additionally, Congress has, through incumbent-protection legislation, created an institution virtually impervious to voter disci pline. The "culture of spending" that exists inside the Beltway and in the state capitals around the nation tends to distort the good sense of even the best-intentioned legislators. MoreThanan AcademicExercise Determining the causes of government growth and the commensurate threat to the viability of the free enterprise system is more than just an aca demic exercise. If a business is going to succeed it must not only have appropriate management sys tems in place, but also a political environment that is hospitable to capitalism and conducive to eco nomic growth.

The purpose of this paper is not to develop an exhaustive case against big government. It is to outline the most effective approach to corporate giving consistent with the interests of sharehold ers, employees, and consumers. But it would be shortsighted to ignore the systemic failures of gov ernment in areas outside of business regulation and taxation. Those failures are directly relevant to the destructiveness of government intervention in the marketplace. Business in America has, for the most part, assumed a rather myopic approach to public poli cy, lobbying for changes in this bill, influencing the mark-up of that bill, as often asking for govern ment protection and favors as fighting off unwant ed taxes and regulations. Policy-research institutes and public interest groups are more likely to receive funding from corporate America if they are on the pro-government intervention side of this fray.

This is a serious strategic error. As former Sec retary of the Treasury William E. Simon wrote in The Wall Street Journal two years ago, "we in the American business community have a right and a responsibility to steer our gifts to institutions com mitted to maintaining freedom." Moreover, this myopic approach to public policy is dated and unsophisticated. In the past decade American business has revolutionized its approach to management techniques. Faced with the reality of a global marketplace, corporations that had survived for decades employing rigid, top down management systems have come to recognize that employee involvement and feedback are essential to operating at competitive levels of pro ductivity. In a like manner, the corporate world is ready for a revolution in its 1960s-styleapproach to corporate giving. A Historyof GovernmentFailure The failure of government runs the gamut of issues.For all practical purposes government has a monopoly in the field of education. Over the past three decades real spending per pupil has tripled while test scores have steadily declined. Yet the government education bureaucracy from the Fed eral to the local level argues that the problem is a lack of funds.

The Social Security system, sold as a safety net for the indigent elderly,now provides the majority of retirement income for a majority of Americans. As a pay-as-you-go system, it has deprived the economy of true savings, and now offers individu als entering the work force a rate of return upon retirement that we estimate to range from -2 per cent to +2 percent. And that assumes a 26 percent combined payroll tax early in the next century. Added to this is the remarkable fact that, unlike a private retirement plan, individuals don't own the corpus of money paid into Social Security over their working lives. In the area of welfare, where the state has assumed a massively larger role since the Great Society programs of the Sixties, more money has led directly to larger bureaucracies and more peo ple on welfare. Charles Murray's path-breaking book, Losing Ground: American Social Policy, 1950-1980, documents the self-defeating incen tives government welfare programs have created, often severing what he calls the "tendrils of com munity" by displacingprivate charities and absolv ing capable individuals of any responsibility for their own lives.

The list of major government failures, if not endless, is nevertheless extensive. When one looks directly at government attempts to regulate busi ness the results are much the same. We estimate that deregulation of trucking has saved consumers on the order of $60 billion a year, not just in lower shipping rates but even more importantly in the ability of firms to develop just-in-time inventory systems. Airline deregulation has allowed millions more Americans every year to fly at lower rates.

CORPORATE GIVING: THE CASE FOR ENLIGHTENED SELF-INTEREST 419 What problems of congestion remain are primarily the result of the failure to privatize the air traffic control system and the airports themselves, which have not responded to increased traffic as a market entity would, by increasing capacity. Perhaps the prime example of government fail ure in the business world is the savings and loan debacle. S&Ls have always been something of a creature of government-not a market creation. When the yield curve moved sharply negative in the 1970s,deregulation of investments and interest rates became essential. Unfortunately, Congress not only failed to deregulate Federal deposit insur ance, it actually increased coverage to make it fea sible for individuals and institutions to Federally guarantee tens of millions of dollars of deposits. Without depositor discipline, some $500 billion of bad investments were made-to be underwritten by the American taxpayer.

In the face of this remarkably unimpressive record of government involvement in society greatly transcending the limited role envisioned by the Founders-the business community in Amer ica has allowed itself to be thoroughly cowed by the opponents of capitalism. Instead of standing up to its opponents, the business community has attempted to appease them at every turn. Instead of proclaiming the moral superiority of capitalism, it has conceded the moral high ground to the likes of a Ralph Nader. Consider Nader's vision for America as revealed in a recent magazine article: " 'How's your hand?' Rosenfield asks. Nader looks at the hand he scalded in a sink a few days back in Sacramento. "'Better,' Nader says. 'That hot water was almost boiling.The government hasn't set temper ature limits in Sacramento, so that's what hap pens.' " There is a point that the business community seems not to grasp. If the problem with govern ment is systemic, then orienting one's defense to protecting the status quo is a mistake. For the sta tus quo is not a given set of programs. It is, rather, a process. And that process is leading inexorably to ever greater government involvement. It is leading to a society in which Americans will have the benevolent hand of government determine the temperature of the hot water in their hotel rooms.

Yet how often do corporate representatives and business lobbyists operate on the assumption that the latest outrage they've caved in to in order to appease anti-capitalist activists must surely be all they really want? No. They want to determinethe temperatureof the water in your hotel room. The danger of government is systemic. It cannot be fought, at least not successfully,in the long run, on an ad hoc, piecemeal, and reactive basis. It most assuredly cannot be fought by letting the oppo nents of free enterprise determine the agenda for the debate. "PoliticallyCorrect"Intimidation To be blunt, the Sixties approach to giving placed corporate America (in general-there are several commendable exceptions to the rule) in the vanguard of what has only recently been dubbed "politically correct" thinking. A piece in the New York Times last fall explained that "p.c.," as it is often referred to, reflects "a large body of belief in academia and elsewhere that a cluster of opinions ... defines a kind of 'correct' attitude toward the problems of the world, a sort of unoffi cial ideology.... " The issues in the cluster include ecology, culture, and foreign policy. The article goes on to note the "Marxist" influence on some p.c. thinking and that "The cluster of politically correct ideas includes a powerful environmental ism" and an anti-capitalist mentality.

This whole phenomenon, the article concludes encouragingly, is being challenged by intellectuals willing to stand up to the left: "But more than an earnest expression of belief, 'politically correct' has become a sarcastic jibe used by those conser vatives and c1assicalliberalsalike, to describe what they see as a growing intolerance, a closing of debate, a pressure to conform to a radical program or risk being accused of ... thought crimes.... " To the list of politically correct ideas one could confi dently add the views that corporations are "exploitative" and that profits are "obscene." It should be noted here that without some kind of mental self-flagellation and deep-seated guilt over being a part of Western civilization,one is not considered to have seen the light. Corporate America has been an especiallysensitive target for the p.c. enforcers in our society, visibly wincing when accused of being out of step. Funds to sup port p.c. causes, including anti-business agitation, have been quickly forthcoming from the corporate community for the past 30 years.

420 THE FREEMAN • NOVEMBER 1991 The Politicsof Environmentalism The collapse of the intellectual case for social ism and the planned economy has led many anti capitalist activists into a new camp: the environ mental movement. To be sure, concern over a clean and healthy environment is something most Americans share. Corporate America has not always acted responsibly with respect to the envi ronment. Advocates of the free market should support the "polluter pays" principle of protecting the environment. But there must be sensible, rational standards for what constitutes unaccept able levels of pollution. The environmental movement has, for the most part, been taken over by individuals with a po litical agenda that is considerably more ambitious than merely cleaning up the environment. What leftist environmentalists recognize that most Americans don't think about is the fact that economicactivityis inherently"polluting."It nec essarily entails the transformation of scarce resources into higher-valued objects and then into some form of "refuse." Thus, in the name of elim inating pollution, nearly all human action could be subject to regulation. But to allow the environ mental movement to micro-manage levels of pol lution and the environmental consequences of economic activity is to invite central economic planning via the back door.

It should not be considered alarmist to suggest that many leaders of the environmental movement have just such an agenda in mind. Indeed, their philosophy transcends an anti-business posture and at times seems aimed squarely at the very idea of improving the human condition. During the brief windowwhen there was height ened optimism over the viability of "cold fusion," the Los AngelesTimesinterviewed several leading environmentalists to get their viewson the subject. One might have thought that the prospect of clean, inexpensive energy would be cause for an environ mentalist celebration. But one would have been wrong. Paul Ehrlich said viable cold fusion would be "like giving a machine gun to an idiot child." Jeremy Rifkin said, "It's the worst thing that could happen to our planet." Barry Commoner, who once ran for President on a socialist platform, offered the helpful advice that we not convert our plant and equipment over to cold fusion until it is proven to work. Otherwise, he said, it would be "like starting to build a bridge over a river without knowing where the other side is." Luckily,Ameri can industry did not switch to cold fusion without first finding out if it worked.

Our point is that accommodating the environ mental movement is an endless task. There is an anti-progress (anti-human?), almost Luddite men tality behind many of the demands from this group, as the above quotes from their leadership reveal. The Earth Day slogan was "We changed the world. Now it's time to change it back." From a capitalist standpoint, there is quite literally no satisfying this movement. The accommodating approach of business to the Clean Air Act of 1990 illustrates the dangers involved here. The Act imposes an enormous bur den on our economy, which we estimate to be in the range of $30 to $40 billion a year. Further, it imposes a bureaucratic command and control sys tem on business that greatly inhibits the flexibility industry needs to stay competitive. And all this is done in the name of such problematic goals as reducing CO2 in the air in order to solve an acid rain problem that the best scientific evidence says doesn't even exist. 60 Minutes, a television pro gram hardly biased in favor of business, devoted a segment to the absurd cost/benefit ratio of the Clean Air Act. Yet the business community,rather than fighting the Act on a fundamental level, opted to accept the major premise and hustle to patch in damage-control nuances.

An even more recent example of capitulation of a major business to disingenuous lobbying by an environmental group is the McDonald's Corpora tion's agreement to cease using foam packaging at the behest of the Environmental Defense Fund. The fact that McDonald's was on the verge of a major recycling project for its foam containers or, more important, that total worldwide human pro duction of CFCs (the offending chemical) is less than 1/400of the chlorine released into the atmo sphere by sea water evaporation made no differ ence. The politically correct position won an easy victory. Indeed, solidwaste management and "waste ful" product packaging are among the latest ratio nalizations for regulating business. State and local laws are proliferating. Congress has worked on a reauthorization of the Resource Conservation and Recovery Act, which will be horrendously expensive and without tangible benefit, and the CORPORATE GIVING: THE CASE FOR ENLIGHTENED SELF-INTEREST 421 Environmental Protection Agency has proposed expensive new regulations on local landfills. Once again, corporations appear all too ready to con cede the left's premises in the hope of winning some marginal compromises. It will not work. An examination of the premises makes this clear.

The prejudice against disposable product pack aging is actually a prejudice against consumption. The (false) claim that Americans waste too much masks a belief that Americans consume too much. The prejudice against consumption is itself based on the fallacy that resources are finite, as well as 'on a fundamental belief that human action dis turbs the natural world. Compromise will only whet the left's appetite. If these premises go unchallenged, we will move inexorably toward ever wider recycling regulations, packaging restrictions, deposit policies, and even product bans. This would be a major step toward the politicization of business decision-making. All human action involves trade-offs, and the very purpose of a market economy is to make pos sible intelligent trading off. It does so through the price system,whichencapsulates sociallydispersed knowledge about supply and demand and puts it into a form usable by all participants in the market.

The anti-market mentality is characterized by a refusal to believe that trade-offs are unavoidable. For example, recyclingis presented as a costless method of reducing waste and saving resources. No consideration is given to the resources used in the recycling process itself. The handling of sepa rated materials requires more vehicles using more fuel creating more auto emissions.The production of foam packaging, which was devised in response to the anti-paper, save-a-tree lobby,is more energy efficient and less polluting than other forms of packaging. According to research, in the United States, where there is said to be more packaging "wasted," there is less food thrown away than in countries where less packaging is used. Finally, recycling costs consumers time. Why should the environmental movement have the power to decide that consumers' time is worth less than they think it is? These trade-off considerations won't be found in the literature of the recyclists.

Government is incapable of making intelligent decisions about what kind of packaging is best; it simply doesn't have the necessary information. The factors that go into a market -based decision include the relative scarcity of the competing materials and the preferences of consumers. To insure that the price system faithfully reflects real conditions, it is necessary that all costs be "inter nalized"; that is, every scarce resource must carry a market price. Thus, regarding packaging, it is essential that landfill services and other disposal costs not be subsidized by government at any level. Such a sub sidy distorts decision-making toward more pack aging because consumers don't pay the full costs of usingit. In contrast, government efforts to increase the costs of using packaging will result in other, unintended losses (such as food, as noted above). If consumers must pay the true costs of disposal, they willmake packaging decisions consistent with their values, with their means, and, without intend ing it, with what economists call "social utility."We thus can say that the free market promotes ratio nal conservation.

As noted, the corporate response on this issue to date has not been encouraging. It has been ad hoc, material-specific, and fragmented. The very least American business could do to protect the remnants of free enterprise that we enjoy would be to move their foundation contributions from those that seek greater control over people's economic activities to those that will develop and propagate the kind of arguments outlined above. A PrincipledApproachto PublicAffairs If the free enterprise system is to survive in the United States, it is imperative that the business community develop an effective strategy for sav ing it. Without a principled counteroffensive against those forces determined to destroy it, the corporation in America has a lesspromising future than the spotted owl. The environmental move ment, egalitarian ideologues, and high-tax redistri butionists won't lose sight of their goals simply because your corporation has made an accommo dation to their latest demands.

In order to seize the moral high ground, howev er, the first thing the business community must do is stop usinggovernment to gain a temporary com petitive advantage in the marketplace. Doing so not only hurts competitors, it also imposes costs on consumers. Part of the new enlightenment of cor porate America, in addition to employee-oriented management, is a recognition that the consumer 422 THE FREEMAN • NOVEMBER 1991 (at whatever level of production) must be treated with respect. In addition, it is difficult if not impos sible to maintain an entrepreneurial spirit in the workplace while diverting corporate resources to manipulating the coercive levers of government to gain competitive advantage. Is the company's goal to make the best product at the lowest price, or to unfairly restrict competition and consumers? Cor porate America cannot have it both ways. As Paul Weaver wrote in his Cato Institute/ Simon and Schuster book The SuicidalCorpora tion:How Big BusinessFailsAmerica: The effort to grab competitive advantage from the political process doesn't work any more, for the same reason that protectionism doesn't work. The effort to beggar one's neigh bor soon becomes apparent to the neighbor, and he proceeds to do something about it. Fifty years ago and more, business's efforts in the U.S. to lobby government for advantages at the expense of many parts of the population stimulated farmers, workers, consumers, and others to organize and lobby for protection and subsidies of their own. Over the years, it worked all too well. Sooner or later the policy makers got around to giving at least something to nearly everyone. The heavy, unpredictable, economically harmful burden that government puts on American business today is the end result, direct and indirect, of a century of busi ness lobbying.

Under the pressures of a competitive global economy, American executives are beginning to face up to this shocking and disillusioning truth. As they do, I believeI hope-that they will turn away from the blind, manipulative, self destructive selfishness that is corporatism and begin to embrace the humane system of enlight ened self-interest and voluntary cooperation under law that some call capitalism. To achieve that goal, corporate representatives must be directed to take principled stands in sup port of an open-market system when testifying before Congress or lobbying in its halls. Certainly they should stop their practice of developing such close relationships with Congressmen and their staffs that they end up lobbying the corporation on behalf of government. In general, one of the most highly leveraged means of influencing the public policy debate is through support of policy-research institutes and public interest advocacy groups. Regrettably, as noted, most corporate support for such organiza tions is perversely invested. There are a good num ber of important, efficient organizations support ing capitalism and limited government that are deserving of corporate support-much more so than many groups that receive much more. We recommend the following guidelines for corporate support of policy research and advocacy groups: 1. The organization should be openly supportive of free enterprise and limited government.

2. The organization should be non-polemical and nonpartisan. 3. Its product should be professionally packaged and marketed. 4. Avoid endowed organizations unless they appear to be utilizing their income stream from the endowment efficiently. 5. The policy approach should be innovative, entrepreneurial, and designed to move the debate off dead center. Avoid supporting groups that spend a high percentage of their resources defend ing the status quo. 6. Do not support organizations that accept gov ernment funds. 7. The organization should have a high level of output and visibility relative to its resources. In his preface to Patternsof CorporatePhilan thropy,former Delaware Governor Pete du Pont wrote: If the public policy program requesting funds is designed to .change things at the margin, by five or ten percent, forget it. ... Become the entrepreneurs your companies' founders once were. Look for exciting new ideas, bold new solutions, interesting new experiments to be tried, and give them a chance, because that is where America's future lies.

During the past decade, America's corpora tions have displayed courage in managing their own affairs. While government has relied ever more on an outdated model of bureaucracy, cor porations have adapted to the new realities of the information age by cutting bureaucracy and relying ever more on market forces to dictate decisions. Now, as they look at their public pol icy philanthropy, corporations need to take a page from their own lesson books and promote CORPORATE GIVING: THE CASE FOR ENLIGHTENED SELF-INTEREST 423 a new approach to public policy, an approach that seems radical only by the standards of American government in the 1990s. In an op-ed last year in The Wall Street Journal entitled "Socialism is Dead; Leviathan Lives," James Buchanan wrote that "The death throes of socialism should not be allowed to distract atten tion from the continuing necessity to prevent the overreaching of the stateas-Leviathan, which becomes all the more dangerous because it does not depend on an ideology to give it focus." Con sistent, principled opposition to Leviathan on the part of American business can make an enormous difference. Support of free market public policy research groups should be a major part of the principled opposition.

The distinguished University of Pennsylvania historian Alan C. Kors, in discussingthe decline in importance of American universities, said in a recent interview,"But what's comingout of certain think tanks and certain foundations and certain institutes is very excitingand much more central to the real debates about the problems of American society."It is time for corporate America to decide which side of the debate it supports. D Democracy and Diversity S ome corporations have defended their grants to anti-business activists on the grounds that such grants supposedly strengthen the democratic process by encouraging "diversity." The reasoning seems to be that by supporting a wide range of opinion and thought in pol icy research and advocacy, the "best" ideas in the current policy arena will prevail. In fact, however, one of the principal reasons for this study is that diversity is the last thing being encouraged.

The federal government has provided hundreds of milions of dollars to nonprofit advocacy organizations, at least 98 percent of which promote inter ventionist economic policies, in addition to which government funding of public policy research far outstrips private, corporate funding and is biased heavily toward the left. Government agencies fund policy research that calls for a more activist government, intellectual support for which is obviously conducive to the larger budgets they typically seek. Government's predomi nant role in funding academic public policy research is an important reason why this researchand academic opinion in generalis so heavily biased in favor of state intervention. Thus, the overall funding of public affairs organizations and of public policy research is already grossly unbalanced in favor of those who espouse inter ventionist economic policy. Additional corporate funding merely augments this imbalance, exacerbating an already overwhelming anti-free enterprise bias. It does not encourage balance and diversity; it stifles them.

-THOMAS DILoRENZO from Patternsof CorporatePhilanthrophy,1990 (Capital Research Center, 1612 K Street, NW, Suite 704 Washington, DC 20006) IDEAS ON LIBERTY $ 424 Capitalism: Who Are Its Friends and Who Are Its Foes? by Donald J. Boudreaux Marxian 'alienation'is aphilosophicallyesoteric concept projectedby intellectualsonto the working class,ratherthanapassionfeltfrom withinthatclass with such intensityas to drive the proletariatto the barricades.! -THOMAS SOWELL O ne of the standard pillars of Marxist thought is that a person's economic posi tion determines his or her political beliefs. People who are wealthy capitalists or prosperous members of the bourgeoisie support public poli cies favoring "capital" over "labor," while the ever-growing working class supports pro-labor as opposed to pro-capitalist policies. As an economist, I always have been skeptical of this piece of Marxist dogma because, in a free market economy, pro-capitalist policies are not necessarily anti-labor, and pro-labor policies are not necessarily anti-capitalist. After all, capital accumulation increases the productivity of work ers' which, in tum, increases real wages. Another problem with this Marxist proposition is that most laborers in free market societies are themselves capitalists. It is not uncommon for blue collar workers to directly own stocks in corporations, or, indeed, to own their own businesses. More signifi cantly, nearly all working people in the United States own shares of corporations indirectly Don Boudreaux is studying law at the Universityof Vir· ginia.

through their pension funds. Thus, Marx's expla nation of people's political views is far too simplis tic to take seriously. But over the years I've noticed another problem with this Marxist proposition: Not only is it too simplisticin presuming labor to be opposed to cap ital, it fails to explain the observed pattern of polit ical beliefs. Six years ago, when I took a faculty position in economics at George Mason University, it oc curred to me that nearly all of my libertarian and classical liberal friends come from working class backgrounds, as I do. Were we the exception that proved Marx's rule? Or is Marx's rule wrong? I couldn't answer this question definitively because, quite frankly, I knew too few people who came from privileged backgrounds. So, when I entered law school two years ago at the University of Vir ginia, I decided to take note of the family and edu cational backgrounds of as many of my fellow law students as I could.

Who Are Capitalism's IntellectualFoes? Over the past two years I've conducted a casual empirical study of family backgrounds and politi cal beliefs, using law students at the University of Virginia as my sample. This is a good sample set because a large number of my fellow students come from very privileged backgrounds and were educated at the best prep schools and undergrad uate institutions in the world. But also a sufficient number (though not a majority) of law students at the University of Virginia are products of working classbackgrounds and were educated at decidedly non-elite undergraduate colleges. I finally had the opportunity to test the veracity of Marx's explana tion of political beliefs. I found that Marx's explanation is backwards. The more privileged a person's background, the more likely he is to be a leftist. I know not a single classical liberal law student who is a scion of a wealthy family. Students who share my free mar ket political viewsinvariably are sons or daughters of blue collar or middle class workers, or of fami lies whose substantial economic success was first achieved by the parents of these students. No clas sicalliberal students that I know attended elite prep schools, and only a very few received their undergraduate educations at Ivy League universi ties. Likewise, the most committed leftists in the student body typically attended exclusive prep schools and, almost invariably, received their bachelor's degrees from schools such as Harvard, Yale, Smith, and Stanford. In short, it is the wealthy-or, at least, the children of the wealthy -who most shrilly criticize capitalist achievement and values. Capitalism's defenders come over whelmingly from the working and middle classes.

An incident during my first year of law school reflects the invidious attitudes of students from privileged backgrounds. Our Constitutional Law class was discussing affirmative action when a black student spoke up against such policies. This student argued that affirmative action is unconsti tutional as well as demeaning to minorities. It should be noted that this black student is from the Washington, D.C., ghetto, and, because of his own hard work, he managed to attend Dartmouth as an undergraduate. He also earnedone of the coveted few positions on the VirginiaLaw Review.2 When this black student expressed his opposi tion to affirmative action, he was taken to task by several white students in the class-all of whom enjoyed an upbringing much more economically and socially privileged than that enjoyed by the black student. One particularly grotesque example of left-liberal presumptuousness took place when a white student (who is from wealthy Fairfax County in Virginia) openly accused this black stu dent of being naive about what it means to be 425 black! Marx's explanation of political biases clear ly doesn't explain the lineup of opinions manifest ed in that classroom.

Why Do the WealthyPromote Self-Destruction? The findings of my admittedly informal study of family backgrounds and political viewssuggest the interesting question: Why this pattern? Why do leftists and interventionists come disproportion ately from wealthy families, while libertarians and classicalliberals come overwhelminglyfrom work ing and middle class backgrounds? Several possible answers come to mind. One is that wealthy families are better able to send their children to Ivy League schools. Because leftist thought is most prevalent in these institutions, children from wealthy families are more likely to be exposed to interventionist ideas than are chil dren from less advantaged families. Another explanation that no doubt contains an element of truth is that children from wealthy fam ilies often feel guilty for being economically privi leged. Of course, this guilt occurs when wealthy people come into contact with those who are below the poverty line. But it also occurs when wealthy people learn about working class lifestyles. A friend told me that he knows of a wealthy young woman who expressed surprise and shock upon learning that most people purchase automobiles on installment plans and not outright for cash. People who are accustomed to riding in nothing but new BMWs or Volvosquite naturally feel pity for those who can afford no more than Chevrolets or Toyotas purchased on credit. It nor mally doesn't occur to persons from wealthy back grounds that people who are able to get credit to buy Chevys or Toyotas don't pity themselves, but instead feel quite pleased with their purchases.

Leftist politics is a way to assuage the guilt that grows from this pity. There is surely some truth to these explanations, but neither seems sufficient to explain the pattern of political viewsI detect among my fellowlaw stu dents. The guilt explanation appears particularly weak. Earlier I stated that I met in law school a few classical liberal friends whose families are quite wealthy. However, in all of these cases the parents of my classmates are the first generation in their 426 THE FREEMAN • NOVEMBER 1991 families to achieve substantial economic success. Therefore, the explanation for leftist bias among the wealthy that focuses on guilt clearly isn't a suf ficient explanation. The factor that distinguishes these wealthy clas sical liberals from the leftist children of other wealthy families is that the classical liberals are firsthand witnesses to the effort and risk-taking that were required for their parents to achieve great economic prosperity. Children from families whose wealth extends back two or more genera tions never see the productive source of their fam ilies' wealth and, hence, remain unaware of the extent to which hard work and risk-taking were necessary components of their families' substan tial material success. My sense is that another fac tor in addition to Ivy League schooling and guilt contributes substantially to the leftist bias of peo ple who enjoyed privileged upbringings.

My identification of this other factor leading to leftist bias isn't novel, but it does help explain the pattern of my casual observations better than any other hypothesis I can think of. It is this: Children from wealthy families take wealth for granted, whereas children of working and middle classback grounds do not. The longer wealth has been in the family, the greater the inclination to look upon wealth as something to be distributed rather than something that must be created and continually re created by hard work, sacrifice, and risk-taking. Children of the economically well-to-do assume that wealth is more or less a fixed stock that always has been and alwayswillbe around; the only ques tion is how it is to be shared. In contrast, people who don't hail from affluent families generally understand-often - at only an emotional level-that high tax rates, burdensome govern ment regulations, and silly products-liability laws block the path of those seeking to produce wealth.3 Wealth isn't thought of by these people as an ever-present and indestructible fund that can be taken willy-nillyfrom its producers without caus ing a diminution in its size.Therefore, people from working and middle class families are much less likely than people from wealthy families to be sus picious of those who achieve economic success in the marketplace. Children of the non-wealthy are much more likely than are children of the wealthy to realize that a person who gets rich in the marketplace does so only by producing new wealth and not by taking it from someone else.

Conclusion Quite obviously,my empirical "study" of family backgrounds and political beliefs among my fellow law students is only very casual and impressionis tic. And I don't wish to claim that there are no exceptions to my findings. Committed libertarians and classicalliberals can be found among the ranks of the wealthiest in our society,and diehard inter ventionists exist among middle and working class citizens. Nevertheless, I continue to be struck by the prevalence of leftist interventionist thought among people whose families are wealthy and have been so for several generations. And I am equally struck by the disproportionately large number of libertarians and classicalliberals whose parents or grandparents are of no more than mod est means. I conclude from my casual survey that, to the extent that capitalism is threatened in America, its intellectual enemies come mainly from that group of people who Marx theorized would be capitalism's most staunch supporters. As usual, Marx was wrong. D 1. Thomas Sowell, Marxism: Philosophy and Economics (New York: William Morrow, 1985),p. 202.

2. I emphasize that this student earned his position on the law review.Like many lawschools, the University of Virginia has a policy of setting aside a half-dozen or so law-review positions each year for minority students. Minority students who don't earn a position on the law review through their grades or writing skillsget an additional opportunity to become a member of the law review by writing an essay explaining why their minority status (as opposed to their aca demic achievements) qualifies them for law-review membership. The black student who spoke out against affirmative action quite admirably refused even to participate in this minority set-aside pro gram. He became a member of the law review solely by virtue of his academic abilities and hard work. 3. By silly products-liability laws I mean statutes and, more often, judicial rulings that impose on manufacturers monetary penalties for injuries to consumers that are caused by consumer negligence rather than by the negligence of manufacturers. A telling example of such a silly law was presented in a segment on CBS's 60 Minutes several years ago. A farmer used a ladder to climb onto the roof of his bam during the winter months. The lad der remained in place through the spring, at which time, while being used by the farmer to climb onto his bam's roof, the ladder lost its footing. The ladder fell, causing injury to the farmer. The ladder fell for good reason: when the farmer put it in place during the winter, he set it on a mound of frozen cow manure and the manure thawed during the spring. Naturally, the ladder's footing wasn't secure on a mound of thawed cow manure. The farmer sued the ladder manufacturer and won. The court's argument was that the ladder manufacturer was negligent in not warning the farmer of such danger. See generally, Peter W. Huber, Liability: The Legal Revolution and Its Consequences (New York: Basic Books, 1988).

Spendingfor Spending's Sake by John Semmens F ew of us are in a position to act as if price were no object. We weighprices againstval ues, so as to avoid wasting money. It would seem that this would be a usefulwayto control public spending. Unfortunately, govern ment's own procurement policies often forbid comparison shopping. Consider the recent case of a Federally funded study of the need for a new regional airport in Arizona. This expensive study was delayed. The delay wasn't due to doubts about the utility of the study, though doubts were certainly warranted. Neither was the delay due to spending cutbacks aimed at trimming the Federal budget deficit. The delay was caused by the fact that Arizona bureaucrats were attempting to factor in price as one of the elements for deciding whom to hire to undertake the study. The effort to consider price was relatively meager. In a list of factors to be evaluated, price was to have a total weight of 10 percent. Even this overstates the implied impact of price. Since bids are typically ranked as a percentage of the low bid, even a price twice as high would still get half the allowable points. The norm is for all the bids to fall within a few percentage points of each other.

Nevertheless, the possibility that price might account for as much as 2 to 3 percent of the weight in selecting a consultant to do this study was too much for the Federal Aviation Adminis tration. The FAA's procurement rules forbid bureaucrats from factoring in prices when select ing a consultant. The Arizona bureaucrats were Mr. Semmensis an economistfor the LaissezFaireInsti tute in Tempe, Arizona. 427 told they must choose a consultant without con sidering price. Eliminating price as a factor defies all logic. Surely, such a bizarre requirement demands an explanation. The only explanations offered, though, ranged from the stubbornly uninforma tive "we don't allow it" to the old standby of "this is the way we've alwaysdone it." These "explanations" explain nothing. They merely illustrate the intransigence of a bloated government determined to spend more money. Of course, the Federal bureaucracy does have the support of Congress with its own mandates for higher prices (like the Davis-Bacon Act, which forbids contractors on Federal projects from com peting on labor costs) and unnecessary purchases (like requiring the Navy to buy obsolete aircraft it doesn't want).

The Arizona bureaucrats resolved the issue of the regional airport study by re-advertising the project and selecting a bidder without regard to cost. The FAA's rules are followed by state bureaucrats because it is the only way to assure that Federal money will be spent in their state. The questions of whether a study was needed or whether taxpayers got the best value for their money were left unanswered. The only way to answer such questions is to abolish the government program. Determining the need for a commercial airport is a question the market is ideally suited to answer. If a study is needed, it would be worth it for a private business to fund it. A private business would be likely to carefullyweighpricesversusvaluesin determining the scope of the study and in selecting who to per form it. Usually government pretends to be cost con scious. Elaborate bidding rituals are conducted to buttress this pretense. Occasionally, though, the pretense falters, as in the case of the FAA's "no price" bidding regulation. This provides a clearer view of the real objective: spending for the sake of spending.

This clearer view should remind us that over extended government doesn't work very well. The sooner a majority of us realize this and stop depending on government to do what it is unsuit ed to do, the sooner we can replace its malfunc tioning parts with higher performing free market alternatives. D 428 The Big Nag by Donald G. Smith O n January 4,1977, I smoked my last cigarette. For anyone interested in fur ther details, it happened in Burbank, Cal ifornia, at precisely 11 A.M., and the cigarette was a Lark. It was tough going for a day or two, but I soon broke free, and it's been a long time since I have even wanted to smoke. I thought of this recently when I was in a public building and came across a big anti-smoking dis play that was a monument to the sloganeer's art. It was a pretentious, sermonizing, government sponsored presentation that scolded smokers thoroughly and told them of the evil consequences to be faced if they didn't mend their ways immedi ately.The effect it had on me was to make me want to light up, not because I wanted to smoke but merely to protest this government intrusion into personal behavior.

This sort of thing has been going on for many years, but it seems that recently the whole business of government nagging has passed beyond the rea sonable limits of human tolerance. And it isn't all tied up in smoking. We are told to eat more fiber, see our dentists twice a year, hire the handicapped, exercise, buy bonds, vote, learn to swim, drive safely,conserve water, and share the ride. The advice given is sometimes good, sometimes questionable, and occasionally quite bad, but one wonders why it is offered at all on a governmental level. It is a case of authorized and approved nag ging, a big bureaucratic finger shaking in our col lective faces and telling us that if we don't eat our vegetables we won't be getting any dessert. There was a time when government was clearly in the business of making and enforcing laws, but Mr. Smith is a writer living in Santa Maria, California. He has been a frequent contributor to The Wall Street Journal.

this now seems to be only an adjunct to the endless flow of admonition that pours forth from Washing ton, every state capital, every county seat, and every city hall on a round-the-clock schedule. It is as though our bureaucrats have run out of laws and have decided to enter the field of human behavior to fill their empty hours. This·is accompanied by the tacit message that they, government, know far better than we, the people, how we should be con ducting our personal affairs. Government has consequently evolved into a nagging, scolding, ever-counseling superpresence, reminding us constantly to eat a good hot lunch and to come directly home from school. It might well be described as a nagocracy,a kind of govern ment that sees itself as the kindly protector of potentially naughty children and spends the bulk of its time seeing that we make it through the day safely.As always, it means well, but then what nag doesn't?

I thought a lot about this as I gazed upon the dis gusting and overstated anti-smoking display in the public building. My first thought was that I had quit smoking on my own with the simple decision that it was bad for me and that I should have the fortitude to stop; which I did. Government badger ing had nothing to do with it, and I don't know any one who ever gave up smoking because a bureau crat said it wasn't a good thing to be doing. More important, though, was the thought that someone on the public payroll received money to create this display, and others were paid to cart it into that building and set it up. To compound the sin, there are countless others being paid to tell us to stay out of the sun and to rotate our tires regularly. Is this really why we have government? I cannot believe that our political structure exists to tell us how to conduct our daily affairs and to chide us into refraining from harmful behavioral patterns.

The smoking matter, in particular, has gotten quite out of hand. We just don't need government to tell us not to smoke. As a nonsmoker, I find myself paradoxically more and more on the side of the smokers when the issue arises because they aren't nearly as hard to take as the carping minions of the civil service society whose chief aim in life seems to be to nag the populace into conformity. This is why, in a restaurant, I always ask for a table in the smoking section. I want them to see me there. D 429 Poland's Flawed ReformPlan by Paul A. Cleveland P oland's economy recently has undergone some radical changes. Price restrictions have been lifted, its borders have been opened to foreign goods, and interest rates and exchange rates have been allowed to fluctuate. These are encouraging moves toward a free mar ket system. The results, however, have been mixed. Small businesses have opened in record numbers and many shortages have been eliminated, but unem ployment has risen and productivity has fallen.


Why hasn't Poland's economy responded in a more positive fashion? The problem is that wages remain regulated. Increased unemployment and laggingproductivity are the natural result. In a market where product prices move freely and businesses are free to compete for customers, it is important to produce a quality product while remaining price competitive. However, if the gov ernment controls the wages a firm may pay, it becomes very difficult to do this. Since employers no longer can compensate employees for exem plary performance, workers lose the incentive to put forth maximum effort. Instead each employee tends to discharge his duties at a minimal level of acceptable performance. Controls on wage rates, therefore, mean that more labor hours willbe needed to produce a giv Professor Cleveland teaches finance at Birmingham Southern College, Birmingham, Alabama. en product. This raises production costs,hindering the firm's ability to remain price competitive.

The quality of the firm's product also suffers. Not onlyisthe employer unable to reward employ ees on the basis of productivity, he is unable to reward those who are careful not to make mistakes in the production process. Therefore, where wages are restricted, a firm won't be able to compete with firms whose wages aren't restricted. In places such as Poland, where wages are con trolled while other prices are free to fluctuate and markets are relatively open, firms cannot produce goods of sufficient quality at low enough prices to compete with outside firms that don't have to abide by such artificial restrictions. Productivity falls and unemployment rises. There is an additional result from Poland's peculiar mix of free market changes with contin ued socialist policies: the tremendous growth of small retail businesses. I saw this firsthand when I visited Warsaw recently. Within walking distance from my hotel, there were people on a major street selling all types of goods right out of the trunks of their cars. It was amazing to see the wide variety of products.

Across the street was a flea market made up of small, wood-framed booths that housed other emerging retail establishments. It was obvious that these vendors had made something of a successful stride forward by procuring a fixed establishment for their operations. Beyond this 430 THE FREEMAN • NOVEMBER 1991 Old Town in Warsaw. Many shops have opened in the storefronts, and there are retailers selling from carts and stands along the street. stage were the business enterprises that were opening in many of the storefronts in the down town area. The availability of produce that can be bought from these retailers is nothing short of miraculous. However, the success of these enterprises is not without peril. In particular, there is some question as to how much they will be able to grow.The rea son is once again the wage-rate restrictions. If a retailer is to hire an employee, he must pay the reg ulated wage. Therefore, it will be very difficult for these potential employers to expand their opera tions. Will they hire more employees than they can personally supervise? The evidence is against it.

An employer can't afford to hire a supervisor who must be paid a regulated wage. Therefore, firms will grow only to a limited size. This poses another problem for the Polish peo ple. If business expansion is limited, the country's ability to compete in large-scale production with other countries willbe hampered. Poland won't be able to gain from economies of scale. This, in turn, will limit the increase in the standard of living that the Polish people can expect from the changes they have made thus far. Poland's future remains uncertain. Already there are special interest groups, such as the nation's farmers, who want to close·the borders to foreign products. This would begin to wipe out the gains that already have been made. Poland's reform plan is flawed. However, the flawis not the result of its new free market policies. Rather, the flaw is due to the residual socialist poli cies that remain in force. 0 431 Government Funding Brings Government Control by Gary McGath O ne way for a governmentto control peo ple is to threaten them with punishment for disobedience.Such11 direct approach, though, often provokesstrong opposition.A sec ond,subtlerwayis to tax them,then allowthem to havesome moneyback onlyif they do as the gov ernment wishes.The federal government'spower to exercisethe secondkind of controlgrewalarm inglyon May 23,1991.

On that day, in the case of Rust v. Sullivan,the Supreme Court ruled that the government could restrict not just what subsidizedfamily planning clinics may do, but what they may say to their clients. According to the ruling, a regulation by the Department of Health and Human Services (HHS), which prohibits Federally funded clinics from providing information about abortion ser vicesor recommendingabortion,is validunder the Constitution. Many people on both sides saw this case as an "abortion issue."Opponents of abortion cheered; advocatesof the right to chooseprotested against the restrictionon abortion rights.In his dissenting opinion,Justice Blackmunwrote that HHS regu lation "has both the purpose and the effect of manipulating[a woman's]decisionas to the con tinuanceof her pregnancy." But in fact, the issue is not abortion but speech -specifically, speechby those who acceptgovern mentsubsidies.TheSupremeCourt'srulingupheld the principle that when the government offers funds,it mayincludeas a conditionof fundingthat thosewho receivethe moneyrefrainfrom dissemMr. McGath is a software consultant in Penacook, New Hampshire.

inatingcertain kindsof information,or expressing certainpointsof view.If the regulationshad stated that the clinicscouldn'trecommendevenbirthcon trol pills-or if they had specifiedthat only clinics that made abortionreferralscouldreceivefunds the legallogicwouldhavebeen the same. Manyof the criticshavefocusedon the effectof the decisionon womenseekinghelpfrom the clin ics,particularlywomenwho are too poor or isolat ed to seek alternatives. Certainly these women have a vital interest in the case, and their options are diminishedby the Court's decision.But there is no such thing as a right to be providedwith in formation, except by the agreement of the provider.Rustv. Sullivancuts into not the right to receiveinformation,but the right to give it. The centralissueof rightsappliesto the owners of the clinicsand the professionalswho practice there. In givingthem money,may the government properly restrict the information that they are allowed to provide? The two focal points in the issue are funding and information; abortion is involvedonlyincidentally.

As in manyissuesof this type, the main debate containsa falsealternative. Recipientsof govern mental funding assume that they have an un conditional right to the money. Opponents of abortion regard tying strings to the money as a legitimateway to implement their policy.Both of these views are seriously flawed. One seeks to ignore, the other to exploit, the negative conse quences of tax subsidies. When the governmentfunds an activity,it will exercisecontroloverit. Asthe "WizardofId" com ic striponceput it: "Rememberthe goldenrule.He 432 THE FREEMAN • NOVEMBER 1991 who has the gold makes the rules." The govern ment must judge the qualificationsof applicants on the basis of what they do, and choose to fund some and not others. The "right" to funding depends on how closely the applicant's activities coincide with the goals and criteria of the government agency giving out the money. Value-neutral funding is impossible.The more the activitybears upon mat ters of strong personal concern, the more obvious the value preferences in the funding willbe.

We can see the same phenomenon in other areas of governmental funding. The National Endowment for the Arts provides money for works that are deemed sufficiently "artistic," according to the judgment of the officials in control of the money. The question of whether Congress or NEA officials should control that decision is merely a dispute between different branches of the government. The more such precedents the government sets, the more it becomes protective of its power to control the beneficiaries. In the majority opin ion in Rust v. Sullivan, Chief Justice Rehnquist wrote: "To hold that the Government unconstitu tionally discriminates on the basis of viewpoint when it chooses to fund a program dedicated to advance certain permissible goals, because the program in advancing those goals necessarily dis courages alternate goals, would render numerous government programs constitutionally suspect.

When Congress established a National Endow ment for Democracy to encourage other coun tries to adopt democratic principles, it was not constitutionally required to fund a program to encourage competing lines of political philoso phy such as Communism and Fascism." The implicit smear is uglyenough in itself, com ing in an official statement by the Chief Justice. When the government permits those whom it funds to express only the official point of view, it excludes many philosophies that are not commu nistic or fascisticby any stretch of the imagination. But leavingthis aside,his statement showshow the logic of power feeds on itself. Rather than err on the side of endangering current programs that per mit the expression only of the official philosophy, the Court endorsed a further expansion of the gov ernment's power to specify the content of the activities it subsidizes. The impact of this decision is potentially devas tating. Foes of abortion see only the immediate impact of the decision, and applaud it; but the power that the Court has granted the federal gov ernment can be used equally by the Left and the Right. The HHS restrictions, and the Court's approval of them, tremendously increase the gov ernment's power to control any kind of activity that it funds. As Justice Blackmun noted in his dis sent: "Until today the Court never had upheld viewpoint-based suppression of speech simply because that suppression was a condition upon the acceptance of public funds. Whatever may be the Government's power to condition the receipt of its largess upon the relinquishment of constitutional rights, it surely does not extend to a condition that suppresses the recipient's cherished freedom of speech based solely upon the content or viewpoint of that speech."

Yet in this formulation, Blackmun acknowl edges that the government may call on recipients of subsidies to relinquish some of their constitu tional rights. (For example, recipients of govern ment money often are required to implement affir mative action programs, limiting their freedom to choose their employees.) Rust v. Sullivan expands this power disastrously; but the potential for the disaster existed from the day that governmental subsidies of private activity were first devised. These subsidies,we must remember, come from taxation. To get one's money back, one must meet the government's qualifications for a subsidy. Thus, those who choose non-subsidized activities are, in effect, punished for their choices by having their money taken and not returned. Traditionally, the losers are people whose activities aren't deemed sufficientlyimportant to the "public inter est." After Rust v. Sullivan, though, the qualifica tions for activity in the "public interest" can include not only what one does but what one says.

The government now can use the coercive power of taxation not just to benefit certain activities,but to promote certain ideas. A New Threat What is most frightening is the possibility of expanding Federal control of expression and information to private educational institutions that receive government money-meaning virtu ally all of them. Neither liberals nor conservatives have a monopoly on the desire to exercise con trol. Whether we see attempts to ban "racist" and GOVERNMENT FUNDING BRINGS GOVERNMENT CONTROL 433 "homophobic" courses and textbooks, or "blas phemous" and "obscene" ones, depends only on whether the politically correct Left or the funda mentalist Right acts first. Neither side is likely to have much successin the immediate future. A major assault on our liberties always happens in stages. The first step is the establishment of a principle, and its application to one area where there is widespread support for the restriction. Next comes a period in which those who established the principle assure us that the disastrous consequences predicted by its critics won't happen. Only after people get used to the principle, and after the critics have grown less vocal, does the government follow through in a major way. It was over 20 years after the establish ment of governmental funding for the arts that the first explicit regulations concerning content were passed. And, ironically, the regulations requiring "decency" in art were quite different from any that the liberal advocates of artistic subsidies would have wanted.

By the time the principle of Rust v. Sullivan incubates and comes to maturity, there's no telling what political fads will have arisen, and what kind of lobbies will be in a position to impose speech based restrictions on funding. The walls of academic freedom will take a long time to knock down. However, other recipients of governmental subsidies may be more vulnerable. The precedent set by the Supreme Court applies directly to the medical profession. It would be no great leap for a government agency to issue a reg ulation that forbids doctors who receive Medicaid or Medicare payments from discussing the option to withhold life-support with patients suffering from terminal diseases. A system of national health insurance would, of course, greatly increase the scope of this danger. Control through funding bypasses all consti tutionallimitations. As Chief Justice Rehnquist argues, people still have a choice; they can de cide not to accept governmental funding. The government doesn't impose penalties on them for anything they might say; it merely takes their money and gives it to people who accept restric tions on what they may say. This moves the issue to the disparaged category of economic free dom. The principle of free speech is dangerous to challenge head-on; it's much safer to act on the principle that the government may take peopIe's money and expend it for its own purposes.

Any successful challenge to the expansion of governmental power resulting from Rust v. Sulli van must challenge both the controls and the sub sidies that make them possible. It must challenge the legitimacyof taking money by force from some people to promote the ends of other people. The owners of subsidized family planning clinics want freedom of choice, but they don't want to grant freedom of choice to the people who are footing the bill-the taxpayers. They need to recognize that they can't have it both ways. When they lob bied for government funding, they invited govern ment control. If they now want freedom, they should call for an end to Federal subsidies. The owners of the clinicsprobably would argue that they would be even less free without govern mental money. They would have to call on private donations to provide low-costservices;and private donors might call for similar restrictions, or even more stringent ones, before donating any money.

But private donors are making a choice con cerning their own money, not someone else's. If a donor wants to give money only to organizations that meet his standards-however capricious they may seem to another person-that is his right. In the absence of governmental funding, the clinics still would be able to ask for money from anyone who wanted to give it, but they would not have the right to obtain money by compulsion. To be free of governmental control, one must be independent of the government. Those who accept the idea that the government may take money from others to help them in promoting their goals are, whether they realize it or not, accepting the idea that the government can dictate their goals. Simply "reforming" the system by attempting to guarantee the independence of the recipients of the money isn't a viable solution; the government will, in one way or another, control what it subsidizes.

Senator Strom Thurmond pointed this out in 1963, when he warned against governmental sub sidies to the arts: "The Supreme Court has stated that the Federal Government has the power to control that which it subsidizes, and experience proves that when the Federal Government has the power, that power is eventually exercised." Government funding and government control of private activities go hand in hand. To keep private activity free, its financing must be kept private. D 434 A REVIEWER'S NOTEBOOK China Misperceived by John Chamberlain S teven W. Mosher begins his study of China Misperceived: American Illusions and Chi nese Reality (New York: A New Republic Book, 260 pages, $19.95cloth) by plunging us into Nixon's dilemma of 1972. President Nixon, after dispatching Henry Kissinger to mainland China to get the feel of things, faced up to a geopolitical fact that if Moscow and Beijing were ever to make active common cause against the West, America would have a two-front struggle on its hands. To avert this possibilityalmost any mendacity wasjus tified. But what Mosher calls the "cruelty and vio lence of the Cultural Revolution" precluded easy acceptance by Americans that Chairman Mao and Premier Zhou Enlai were anything other than monsters. Nixon's problem was, first, to convince score~ of print and TV journalists that Mao and Zhou were not devils. He could then try to change the image of mainland China in the average Amer ican's eyes.

This was no easy task, given the fact that some 30 million people, Red Guards included, had died in famines that might have been mitigated. Mao and Zhou were as culpable in trying to hide evi dence of famine as Stalin had been in the case of the Ukraine. It took two huge planes to carry White House and State Department personnel and 87 print and TV journalists to Beijing with Nixon in 1972. Included among the journalists were Bill Buckley and Theodore White. Walter Cronkite, Dan Rather, and Barbara Walters were also aboard. It was Buckley who provided the inspiration for Mosher to take a close look at "the deci~edly gentle treatment accorded Mao's China by Nixon's press corps." Buckley should have been well aware of Nixon's long-term goal of separating Red China from Red Russia. But Nixon's effusiveness in greeting Mao and Zhou was gagging.And the deference paid by Nixon to the "revolutionary opera ... the brain child of Mao's wife, Jiang Qing, who became Chi na's de facto cultural czar during the Cultural Rev olution," was strange. Nixon had called the radical leftist SDS, or Students for a Democratic Society, "campus bums." But that was in America. Now, in his determination to ingratiate himself with Mao and Jiang Qing, he found himself "warbling" that the operatic play The Red Detachment of Women, which had been staged for Nixon's benefit, was "great." "It was a powerful message and intended for that ... excellent theater and excellent dancing and music," Nixon told a reporter. And what was the "message"? Only that poor peasant daughters should run off to join the Red Army.

Theodore White of Time and Bill Buckley sat next to each other on the way over to China. "As White's ideological opposite," says Mosher, "... Buckley brought a different set of presuppo sitions to bear on the People's Republic of China. ... unlike White, he believed that Nixon's overture to China was not only not in the best interests of the United States, it was positively immoral given the enormity of the crimes of those with whom Nixon would be meeting." So who was "misper ceiving" what? If you believed in the fellow travel er's picture of the world, you would be on White's side. But if Red China, despite Tiananmen Square, is destined to go capitalist with the rest of the world, the big long-term "misperception" will be with the Deng Communists. Mosher goes back to beginnings. Throughout the Middle Ages Marco Polo's tales of the "myste rious East" fascinated Europe. But it was not until Jesuit missionaries went to China at the turn of the 17th century that the West learned anything about China. The Jesuits hoped to convert the Chinese to Christianity. But the conversions seemed to work in reverse.

The prestige of missionaries was revived after 1928, when Kuomintang leader Chiang Kai-shek married Wellesley graduate Soong Mei-ling and announced his conversion to Methodism. With a Christian couple running China, Protestant mis sionaries seemed to have succeeded where the Jesuits had failed. Pearl Buck, the daughter of missionaries, did more than anyone else to provide a picture of Chi na acceptable to Americans. Her best-selling novel The Good Earth, and the movie that was made of it, reached tens of millions. Buck, says Mosher, created "a new stereotype of rural Chi nese as a strong and attractive people of the soil, kind and generous toward the young, respectful toward the elderly, and dignified, even cheerful, in misfortune." This image of the Chinese was consonant with what became known as the Yenan picture. Mao had led his long march to Yenan in northern China, a place that was duly mythologized as the capital of an agrarian people who were about to rescue China from Chiang, who had to flee the Maoists to Taiwan.It was in Yenan that the Communist Party of China perfected "the array of techniques to handle short-term visitors-parachute journal ists-which they later used to such effect during Nixon's visit."

Guenther Stein of the Christian Science Moni tor described "the men and women pioneers of Yenan" as "new humans.... " They constituted "a brand new well integrated society, that has never been seen before anywhere." Harrison Forman of the New York Herald Tribune and London Times was so impressed by small-scaleprivate enterprise in Yenan that he said the Chinese Communists did not practice Communism at all. Theodore White spoke of "agrarian liberals" in his dispatches, only to have the malapropism edited out by the percep tive Whittaker Chambers, then the foreign editor of Time. The Nixon trip, even with all its nonsense, was justified, but things have changed with the collapse of Communism in most of the world. There is no 435 callfor the U.S. to worry about a war on two fronts as long as the Soviets are distracted by trouble in the Baltic states and in the Ukraine and Great Russia itself. George Bush is playing it cagey-he does not make excuses for Deng and Tiananmen Square. But he does not assume the right to con demn Deng as long as there is a chance for signifi cant change in China under Deng's successor,who ever he may be.

All things considered, Mosher has written a fascinating book. D THE CAPITALISTSPIRIT: TOWARDA RELIGIOUSETHICOF WEALTHCREATION edited by Peter L. Berger ICS Press, 243 Kearny Street, San Francisco, CA 94108 1990 • 192 pages • $18.95cloth Reviewed by Raymond J. Keating T heologiansusuallyoverlookthe creationof wealth when discussingthe ethics of socio economic issues. They focus instead on wealth distribution, or more accurately redistri bution. Since distribution, however, doesn't occur in a vacuum, the ethics of distribution have been deficient and largely distorted. After all, wealth distribution is meaningless without wealth cre ation first taking place. This book takes some initial steps in redressing this neglect of creativity and production. Bringing together some prominent free market thinkers, sociologist Peter Berger has created a volume dedicated to forming a strong ethical case for cap italism.

Berger sets the tone when he states in the intro duction that "[e]xcept under the most primitive conditions (a subsistence economy in a tropical paradise, for example), wealth is never given-it must be created." Such a theme is in stark contrast to the anti-capitalist, pro-socialist, zero-sum thinking prevailing among many theologians, for example, the National Council of Churches, the American Catholic bishops, and various liberation theologians. Set against the dismal, statist philoso phies of such groups, The Capitalist Spirit is a col lection of insightful and sometimes even inspiring essays.

436 THE FREEMAN • NOVEMBER 1991 Professor David Novak, in his essay "Economics and Justice: A Jewish Example," sagaciously expounds upon the distribution/production rela tionship: "Those who produce more of what is needed by the society are given more than those who produce less. These rewards, even more than being recompense for past productivity, are incen tives for future productivity. It would seem that anyone who does not at least partially correlate the economics of distribution and the economics of production is operating under an illusionof infinite supply and immediate availability." David Novak also illustrates a very delicate and significant balance struck by the Jewish tradition. He summarizes: "By emphasizing the covenantal necessity of human mutuality before God, Jewish t(adition affirmed the value of individual incentive without the glorification of individual human self ishness, and it affirmed the value of communal restraints without the glorification of collective human power." Indeed, this has been an important legacy in the West.

Perhaps the most complete exposition of a cap italist ethic in this text, however, is given to us by author Michael Novak in his "Wealth and Virtue: The Development of Christian Economic Teach ing." He notes a too-often disregarded, yet critical aspect of the ethical nature of capitalism: "Many intellectuals ignore the evidence of.the immense benefits, in the form of prosperity, liberty, and sig nificant moral progress, that the capitalist economies ushered into history." In particular, Michael Novak turns to the great Scottish Enlightenment thinkers for a moral basis of the free enterprise system. He cites the argu ments of David Hume and Adam Smith "in favor of the turn toward a capitalist economy": • "First, life in premodern rural society was cir cumscribed not only by poverty but also by the absence of possibilities for self-improvement and action. The Scottish intellectuals saw such possibil ities in commerce."

• "Second, by ending dependency, the rise of commerce and industry would awaken the rural poor out of the slumbers of idleness." • "Third, a commercial society is less warlike." • "Fourth, the practices of commerce bring people together in more frequent and more com plex interactions." • "Fifth, a commercial society would mix together the ancient social classes." • "Sixth, as market activities grow, so also do popular knowledge, skills, and specializations." • "Seventh, markets require forms of civilized behavior: patient explanation, civil manners, a willingness to be of service, and a willingness to reach satisfactory mutual consent." • "Eighth, the replacement of agrarian ways (with their relative isolation and taciturnity) by commercial ways (with their city bustle and rapid talk) tends to awaken one of the most precious, high, and rare forms of moral development: the civicneed for the virtue of sympathy."

• "Ninth, pursuing this ideal [i.e., sympathy] helps the person of commerce to be a little more objective than others, to see a little farther, and to discern needs and possibilities that have not yet been served." Novak recognizes a need for some "practical moral guidance" in the realm of commerce, and declares that the "best moral instruction ... begins by raising aloft the ideal to be pursued: the exercise of God-given talents to imagine, invent, discover, and bring into widespread use the resources that God has hidden in the natural world." In "Private Property, Ethics, and Wealth Cre ation," economist Walter Block also declares that the capitalist system no longer can continue to concede "the moral high ground to its detractors." He asserts that the answer lies with the libertarian philosophy. The libertarian emphasis on self ownership, private property, voluntarism over coercivism, entrepreneurial capitalism over state capitalism, and negative rights, is intrinsic in estab lishing an ethic of wealth creation. Block also lays to rest the destructive belief held by some libertar ians that religious belief and libertarianism are incompatible.

Due to space considerations, I merely will men tion that "Early Christianity and the Creation of Capital" by Robert M. Grant and "Camels and Needles, Talents and Treasure: American Catholi cism and the Capitalist Ethic" by George Weigel are well worth reading also. Finally, in "Wealth and Whimsy: Being Rich, Producing Riches," Richard John Neuhaus, editor in-chief of First Things, seeks to put this entire debate over a religiousethic of wealth creation into proper perspective. He warns that those who take wealth too seriously-both those "captive to their possessions" as well as "religiously driven ideo logues [who promote] designs for a just economic order"-"are in danger of attributing an ultimacy to something that is, at most, prepenultimate." Neuhaus holds to an intriguing interpretation of the Reformation as it relates to this ethical conun drum: "[I]t may be suggested that the reformers' articulation of the Pauline doctrine of grace assist ed economic enterprise chiefly by underscoring the truth that worldly success does not matter that much, it does not matter ultimately. In the Calvin ist tradition, economic achievement may have been motored less by its being viewed as a token of election than by the fact that a grace-based Pauline lightheartedness about worldly achieve ments created free space within which a variety of callingscould be exercised in good conscience."

Neuhaus also comments on creativity, growth, and the discovery of possibilities, and how these relate to free persons and their participation in "God's continuing education." In this vein, he cites Dietrich Bonhoeffer, the Lutheran theologian who was put to death by the Nazis in 1945. For Christians, however, I believe that Neuhaus would have sealed his case by referring to an additional quote from Bonhoeffer's Ethics: "There are ... certain economic or social attitudes and conditions which are a hindrance to faith in Christ and which consequently destroy the true character of man in the world. It must be asked, for example, whether capitalism or socialismor collectivismare econom ic forms which impede faith in this way." The editor and contributors of The Capitalist. Spirit have answered this question. Entrepreneuri al capitalism, with its emphasis on freedom, cre ativity, and industry, is indeed no impediment to faith. D Mr. Keatingis New York Directorof Citizensfor a Sound Economy.

-:"~~??;';c~~';-,_ OTHER BOOKS 437 ECONOMICPOLICYAND THE MARKET PROCESS:AUSTRIANECONOMICSAND MAINSTREAMECONOMICS edited by K. Groenveld, J. A. H. Maks, and J.Muysken North-Holland, P.O. Box 882, Madison Square Station, New York, NY 10159• 1990 •304pages. $69.50cloth Reviewed by Jeffrey Tucker A ustrian economics, with a tradition dat ing back over 100 years, distinguishes itself by its insistence on using strict rules of logic to deduce economic laws that govern human action. But that isn't the source of the worldwide attention the Austrian school is now receiving. Instead, it is its association with economists who steadfastly declare that the free market is the most stable and rational means for ordering economic society.This book is a new col lection of articles by leading freemarket Austri ans debating conventional interventionists. For most of this century, Austrians have argued that socialism, and the endless variants of the mixed economy (democratic socialism, social democracy, planned markets), prove deficient in providing a coherent mechanism for ensuring that economic resources are used by society in the most optimal way. What's more, the Austrian case for the free market has an intellectual power that is unavoidably attractive, since it insists that eco nomic laws apply to all societies at every stage of economic development.

The editors of this volume are all professors of economics at universities in the Netherlands and are highly sympathetic with policy positions of the Austrian school. And they enlist some well-known Austrians to help make their case. Most of their Dutch colleagues who also con tribute essays are not sympathetic-they are dif ferent breeds of social democrats. Whether they regard themselves as post-Keynesian, neoclassical, or institutionalist, they see a need for a market, but a limited one, heavily regulated, taxed, and restricted. They favor a wide variety of social wel fare programs to promote "equality" and "social justice," antitrust laws, labor market restrictions, and so forth. When these two world views clash-the free market versus social democracy-sparks some438 THE FREEMAN • NOVEMBER 1991 times fly. Other times, the contributors just talk past each other. Although this book neither initiates nor closes the debate, the exchange here in, enlisting 20 economists in all, is a fruitful one.

Israel Kirzner launches the debate with a mas terful presentation of the case for viewingthe mar ket as a process of learning, depending on a free price system, and driven by entrepreneurial dis covery.Interventions in this market may generate "unanticipated side-effects," substitute "the pref erences of legislators or officials in place of the wishes of the consuming public," and limit "the exploitation of opportunities for pure entrepre neurial profits." Angus Maddison responds with bewilderment: "Kirzner's description of the market process is somewhat extreme or even mystical." He dismiss es much of Kirzner's history of the 1930seconomic calculation debate between Ludwigvon Misesand Oskar Lange as "not very relevant." It's unfortu nate that Kirzner has no opportunity to rejoin the debate. Although not an Austrian, Yale Brozen pre sents one of the best empirical cases against gov ernment intervention seen in years. He covers monopoly policy,wealth redistribution, taxes, the negative consequences of an inflationary mone tary policy on saving and investment, and more.

It was a strategic decision to include this essay, given both Austrian tendency to rely on high the ory and mainstream economists' skepticism about abstraction. YetBrozen's respondent, Arnold Heertje, is not impressed: "We must go back to economic theory ... it would not be too difficultto produce evidence which just 'proves' the opposite of what Brozen likes to indicate." This kind of methodological cir cularity can be frustrating, for it raises the ques tion: Exactly what kind of argument for free mar kets, if any, will a social democrat accept? Austrian economist Don Bellante weighs in with an outstanding case for free labor markets, pointing out the bad effects labor unions and wage controls have on labor market coordination. In the process he points.to the embarrassing reality (for market opponents anyway) that unions cartelize the labor market at the expense of nonunion employees. Legislation enacted on behalf of a union has negative consequences for the entire economy.

Bellante's respondent, E Keizer,pleads for cost benefit appraisals of labor market intervention, although he fails to provide persuasive evidence on the benefit side of the calculus. His main argu ment favors a kind of democratic collectivism:The voters tolerate labor interventionism, so what's the problem? The problem is that voters are prone to vote their parochial interests at the expense of the common good, and economists are supposed to rise above that. Moving to issues of macro-economic stability, Austrian economist Pascal Salin presents an out standing case for dropping the entire interven tionist apparatus of fiscal and monetary manipu lation, on grounds that it is de-stabilizing. Especially impressive is his argument for the Austrian theory of the origins of business cycles. It points to central bank credit expansion as the source of interest rate manipulation that distorts investment decisions. His respondent, J. C.

Siebrand, is aghast at Salin's policy proposals and tosses out a series of one-liners against the mar ket that have the ring of cliches rather than scien tific analysis. Another exchange occurs between free banking advocate Roland Vaubel and central banker G. A. Kessler. And again the substantive arguments are on Vaubel's side, and his opponent doesn't seem up to the task of refuting his case against central banking. The volume also contains an interesting discus sion of the merits and flawsof European economic integration. Part of the difficulty in such debates is that the two sides use different vocabularies. For example, when Austrians speak of competition, they mean an open-ended and unrestricted process of discov ery. The social democrats see competition as an end-state to which the market must be made to conform. One wishes that the editors had taken notice of such difficultiesand insisted on more dis cussion of this issue. These problems are com pounded by the ideological rigidity of the main stream economists presented here. But this doesn't detract from the merits of the debate. Let's hope the future presents opportunities for many more such exchanges,and that the Austrian school economists continue to win. D Mr. Tuckeris afellowofthe Ludwig von MisesInstitute.

THE CULTURE OF SPENDING: WHY CONGRESS LIVES BEYOND OUR MEANS by James L. Payne ICS Press, 243 Kearny Street, San Francisco, CA 94108 1991 • 221 pages • $24.95cloth Reviewedby WilliamH. Peterson H arry L. Hopkins, adviser to F.D.R., reportedly said in 1938, "We will spend and spend, and tax and tax, and elect and elect." Hopkins' thought is masterfully mirrored in this work by political analyst James L. Payne. Payne, who has taught political science at Wesleyan, Yale, Johns Hopkins, and Texas A&M, is a research fel low at the Independent Institute in Oakland, Cal ifornia, and head of his own Sandpoint, Idaho, research firm, Lytton Research and Analysis. Payne sees Congress as sinking in a whirlpool of "spend and spend" with the taxpayer drowning along with the Congressmen, with the nation and the media pretty much in the dark as to whys and wherefores, and with the aftermath of a long ongoing spending orgy reflected in nine post World War II recessions and a 90 percent drop in the value of the dollar in the last half-century.

One thing wrong, says the author, is the widespread belief in government efficacy. Most people and Congressmen believe that government can solve any social or economic problem that comes along. Call it faith in government omnipo tence. For however misplaced that faith, Payne's examples of government inefficacy, including the boomerang effects of farm subsidies and the War on Poverty, add up to proof positive of the bed rock incompetence and tragic human waste of the Welfare State. Still, perhaps Payne's most surprising argument is his observation that blind faith in government has deep historical roots. Payne recalls what hap pened after 313 A.D. when Constantine made Christianity a lawful religion. Church leaders preached that rulers were always right and should be obeyed. As a reward, the government subsi dized church leaders and carried out persecutions of dissenters on their behalf. The pattern repeated itself in the 16th century in the Geneva theocracy under John Calvin.

To be sure, modern separation of church and state has somewhat ameliorated the creed of govOTHER BOOKS 439 ernment omnipotence. Nonetheless, the Ameri can clergy, apart from the American people, is hardly noted for its libertarianism. In any event, what the people and Congress ought to hear again and again is Payne's refreshing opposite con tention to notions of government efficacy: "Gov ernment makes problems worse." Similarly refreshing is Payne's play on opportu nity costs as a means of getting at the deep-seated idea that government money is somehow "free," almost manna from heaven. Thisfree-lunch dream helps explain the proliferation of Washington offices and high-priced lobbyists maintained by many states and cities. Governors and mayors want to be sure that they get their cut of the swag, from new post office buildings to "free" harbor dredgings-not counting grants-in-aid to states and localities already running in excessof $100bil lion year after year.

What to do? Be wary of legalisms, says the author, noting how a Colombian constitutional provision for a balanced budget has long been blithely ignored by the politicians in Bogota. Similarly, he calls attention to our own Congressional Budget and Impoundment Control Act of 1974 with its cre ation of a watchdog Congressional Budget Office, all of which has come to naught in terms of arrest ing our ingrained culture of spending. By the same token, Dr. Payne recalls George Bush's 1988 campaign pledge of "no new taxes." He also recollects the Gramm-Rudman-Hollings Act of 1985that bravely promised a balanced bud get by 1991.Alas, 1991is here with more than $600 billion piled onto the national debt in fiscal 1991 and 1992, with that debt officially projected to exceed $4 trillion by December 1992. Our red ink runneth over. Well, if legalisms aren't the answer to undoing the spending culture, what is? James Payne's main response is term limitations in Congress. He thinks senior Congressmen by fastening themselves into key committee chairmanships wield too much power. He cites 25-termer Jamie Whitten, chair man of the House Appropriations Committee, as a case in point.

The Payne response is welcome but it stillleaves unanswered the power of legions of Washington lobbyists, armed with oodles of PAC (political action committee) money. Too, there's the power of that unelected fourth branch of government, the 440 THE FREEMAN • NOVEMBER 1991 bureaucracy, two-million strong, with highly influ ential tenured agency officials who survive one Administration after another. I recommend this Payne book for its probing look inside dark fiscalclosets atop Capitol Hill. Yet I wish he had expanded on his call for a "Second Madisonian Revolution." For it takes two to tan go: The problem is not just the free-spending, dev il-may-care Congressman but, as the late Lem Boulware drummed into me, his freely receiving, vote-giving constituent or, by the same token, that constituent's interest group, from the organized worker to organized farmer to organized teacher to organized veteran to organized doctor to organized lawyer to organized Hispanic to organized senior citizen to organized ... what-have-you.

Our WelfareState tango glides along to the beat of spend-and-spend, which means get-and get, with the tax-and-t3;xpart woefullyforgotten or misunderstood under the seductive music of tax the-rich. The need, in sum, is education, essentially eco nomic education on the iron law of no free lunch. Educational mission impossible? Let's begin. There's too much at stake. D Dr. Peterson,adjunctscholarat the HeritageFoundation,is the Lundy Professorof BusinessPhilosophyat Campbell University,BuiesCreek, North Carolina. The Freedom Philosophy METHODOF PAYMENT • Check or money order payable to The Foundation for Economic Edu cation • Credit card-VISA or MasterCard. Please give your full credit card num ber' expiration date, and signature. The 14 essays in this anthology exam ine, in turn, the economic, moral, and polit ical aspects of freedomand point the way to an enriched life through the personal practice of freedom.
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The excessive supply of money was extremely de structive even in the West where there is market competition. What can we say about the Soviet economy, where there is no competitive market and only huge monopoly structures? Here we see that the oversupply of money combined with price increases is a direct path to the decrease in produc tion and destruction of the economy. That is what we witness today. In 1985 the government's philosophy was, "We'll suffer, but we'll learn." This hasn't worked because it isn't the government that suffers, but rather the general public. - YURI OLSEVICH of the Soviet Academy of Sciences, writing in the April 1991 issue of Ogonyok The Role of Government The rightful role of government in a free society is to provide justice, not goods and services.It does this using law. Life, liberty, and property existed before legislation, thus causing man to make laws to secure these. The law is merely the organization of the individual's natural right of lawful defense.

It is the substitution of this common force for indi vidual forces that is to protect persons, liberties, and properties, equally. The inevitable question now arises: How can the government provide any goods or services if the only way it can do this is to steal the property it is supposed to protect? The inconvenient answer for fans of redistribution is that it cannot do the impos sible. It either provides justice by protecting prop erty, or perverts justice by redistributing it-but it cannot do both simultaneously. - R. W. BOEHM, writing in the June 1, 1991, issue of the Portsmouth, New Hampshire, Herald 442 The Marketin Burned-Out LightBulbs In Kiev, the capital city of the Ukraine Repub lic, the price of a new light bulb is 35 or 40 kopecks. (There are 100 kopecks to a ruble.) Yet a market has emerged in Kiev for burned-out light bulbs, and people pay as much as two rubles for a burned-out light bulb. I doubt that any American could figure out why burned-out light bulbs would be selling for five or six times the price of a new light bulb; only a native of the Soviet Union could understand that.

The explanation is simple. The price of a new light bulb is indeed only 35 or 40 kopecks, but the average person cannot find, let alone buy, them. There is a shortage of light bulbs, as well as a shortage of everything else. So people buy burned-out light bulbs, take them to their place of employment, and when no one is looking, they unscrew the functioning light bulb, replace it with a burned-out light bulb, and take the new one home. -EMANUEL S. SAVAS, speaking at Saint Vincent College, March 20, 1991 A LittleVacation New York City's shelter system for homeless families has become so livable that hundreds, if not thousands, of families who could stay elsewhere are flocking to shelters so they can move to the top of the list for permanent subsidized housing, city offi cials say. Dorian and Renita Steeley and their three chil dren, for example, were crowded into a two bedroom apartment with relatives. But they want ed their own place. So they went to the city and said they were homeless. They now have a pleas ant two-bedroom apartment in a Bronx shelter, at a cost to the city of $2,730a month.

Mr. Steeley is certified to work with the mentally ill, and Mrs. Steeley has been employed as a dental assistant. But they are now receiving public assisPERSPECTIVE tance, and neither plans to work until they get a permanent place to live. "I consider this a little vacation," she said re cently. -CELIA W. DUGGER,writing in the September 4, 1991, issue of The New York Times MedicalCare The only problem with our medicalcare system is that the government and other third parties are paying the bills. The government has established various cost containment programs in an effort to reduce its share of the financial burden for hospital care, physician services, and prescription drugs for Medicare and Medicaid patients. These programs have given the government license to ration medi cal care and have raised the cost for those who pay their own bills by as much as 50 percent. The only thing that is breaking down is the gov ernment system of paying for medical care. If our bloated bureaucracy can't provide medical care for a small percentage of the population, why would anyone want it to try to provide medical care for all Americans?

-FRANCIS A. DAVIS, writing in the March 1991 issue of PrivatePractice The Powerof Attraction Don't get too upset with the declining standards all around you and your inability to influence oth ers regarding what you see as the errors of their ways and their thinking. Remember, the only per son you are responsible for is you. That puts a big premium on your thinking and your behavior. Con centrate, therefore, on improving yourself, and if you get good enough, the power of attraction will soon reveal itself by influencing others to follow your example. -H. F. LANGENBERG, speaking before the Republican Women's Club, Union, Missouri, April 18, 1991 443 444 THEFREEMAN IDEASON LIBERTY A Toast to the Holidays by Donald G. Smith T he holiday season means many things to the divergent complex of human beings who constitute our Western civilization. For some it is a deeply moving religious experi ence, for some it is a round of parties, and for oth ers it is some time off from work. It is family time, travel time, and often the loneliness of being away from home.

For everyone, however, it has a significancethat is inescapable. The Christmas-Hanukkah-New Year season represents a summing up, a reflection, and maybe an equal sprinkling of introspective applause and regrets. As a writer on political and economic issues and one tied unabashedly to the capitalistic system, I cannot help but reflect upon what it must be like to do one's summing up in a socialistic economy. Like most Americans, I am accustomed to analyz ing my accomplishments, trying to understand and correct my failures, and getting things set up for a new time frame in my personal and professional life. How discomfiting it must be to find oneself robbed of all this; how depressing to have it all placed in the hands of a planning committee, a group of strangers reading charts and printout sheets to determine if everyone was marching in cadence and how many showed up for roll call. Mr. Smith is a writer living in Santa Maria, California.

He has been a frequent contributor to The Wall Street Journal. Socialismhas alwaysseemed to be a nonproduc tive and wasteful employment of human talent, but at holiday time there is another reality, which is the cheerless existence it offers to those unfortu nate enough to be caught up in it. While ostensibly offering all things to all people, it really is nothing ~ more than mediocrity spread across the board and a dollop of cold gruel for all hands. The holiday season would be quite meaningless without hope, and there is no hope for anyone unless there is freedom. A stagnant, half-alive, over-planned bureaucracy can authorize a yule log, a menorah, a Christmas tree, and even aNew Year's toast, but the meaning is lost on people who can only be part of a mass and are not a~lowed to be individuals. Hope is a pitiful thing indeed when it is only a synonym for escape. There are socialists who claim that their system allows freedom, but it is only an authorized and "correct" form of independent existence-the right to graze with the herd but not to run off and explore the forest. It is notable too that the peo ple who live in a socialistic system, whatever man ner of worker's paradise has been selected for them, are willing to take the risks that are neces sary to get out. It might mean climbing a wall, stealing a train, digging a tunnel, or crossing an ocean in an overcrowded and leaking boat, but the human spirit is drawn to freedom like a moth to a lamp.

445 In North Vietnam, 900,000people moved south until Ho Chi Minh closed the border, and in China we saw a similar scene in the gre.at Hong Kong embarrassment. During the Clement Attlee years in Great Britain, the brain drain was nearly catas trophic. The brightest and the best simply packed up and left, and they were still going when Win ston Churchill returned to 10 Downing Street and gave them a reason to stay. Although quite unplanned, the people of the world have voted in the greatest election ever seen, and the free society has won in a landslide. People everywhere want the rewards from their own efforts and are willing to suffer the losses from their mistakes. It is as simple as that. No committee can strike hope from the human soul, and no government can keep people from seeking freedom. It is the message of the holiday season and the reason that we can reflect on the past and plan for the future as free men and women with someplace to go and a reason for going there.

And so, a holiday toast: To freedom and the right to manage our own destinies. As long as peo ple will risk their lives to get it, we have cause to revel in it. Happy holidays to everyone! D 446 "When My Country Is Free" by Robert A. Peterson N ot long ago, I had the opportunity of host ing Marcos, a representative of "Free Angola," at my school. His message on the Angolan people's IS-year struggle to bring the Marxist, Cuban-backed government of Angola to the negotiating table was so wellreceived that ours was probably the only high school parking lot in the country with student cars sporting "Free Angola" bumper stickers. After his speech, I took him out to lunch. Our conversation ranged from politics to family to African and American cuisine. The longer we talked, the more I was struck by the similarities between us. We were the same age, knew many of the same people, shared many of the same ideas.

The missionary school where he was educated was much like the school where I serve as headmaster, both seeking to teach the best in the Western tra dition to their students. We found that we both believed very strongly in the private property order. A recent paper on what Marcos' organization proposes for Angola sounds like something I could have written: "Private ini tiative must be encouraged for the success of any free society.The individual must have the freedom to choose his own destiny .... When the state begins to wield control over the economy,the con sequence is often rationing of essential products with little or no freedom of choice for the con sumer.... The state should not try to substitute or compete with private businesses.... Every indi vidual should have the right to buy, sell, or freely exchange his assets." Mr. Peterson is headmaster of The Pilgrim Academy in Egg Harbor City, New Jersey.

Marcos then shared with me his hopes for the future in such a society: "When my country is free, I hope to open a travel agency and show people from all over the world my beautiful country." "When my country is free." I've never forgotten those words, for no matter how much Marcos and I had in common, I was free, and he was not. And that made all the difference in the world. As a child growing up in a free country, I had my choice of jobs-picking blueberries, pumping gas, washing cars, working in the family business. Marcos, on the other hand, had to live at a subsis tence level. Without the opportunities created by a free market economy, coupled by the disruption of civilwar, there was little Marcos could do to lift himself up by his own sandal-straps. When I reached college age, there were nearly 4,000 col leges in America from which to choose. Marcos had no choice: his education was cut short by the war.

I literally married the girl next door, in a church three blocks from land my great-grandfather farmed. Marcos married a fellow Angolan far from home, in Portugal, both virtual exiles from their country. His parents have never met his wife. Whereas I can see my parents every day, Marcos hasn't seen his family in over 10 years when the battle lines were drawn, they were on the wrong side. As Marcos told me, "My own mother wouldn't recognize me." Most Americans can pursue any line of busi ness they want, and invest in markets all over the world. Marcos, however, must work for the liber ation of his country before he can even think 447 According to the author, we'll never know how many Angolans were kept from developing their country into an advanced nation with quality medical care, modem agriculture, and business enterprises. about making his first kwanza, the basic unit of currency in Angola. In a word, Marcos' life is on hold until his country is free.

"When my country is free." How many other millions of people-both today and in the past-have whispered these same words? How many Chinese, East Europeans, Russians, and Angolans like Marcos have harbored these same thoughts? Sadly, we'll never know how many Thomas Edisons, Jonas Salks, Marie Curies, or Florence Nightingales-people whose discoveries and services have enriched mankind-have been oppressed by coercive governments. We'll never know how much Eastern Europe-with its tradi tions of music, literature, and industry-could have contributed to the world from 1945 to 1990. The long dark night of Communism saw to that. And we'll never know how many Angolans were kept from developing their country into an advanced nation with quality medical care, mod ern agriculture, and business enterprises. The world is indeed a much poorer place because people cannot vacation in Angola, study Angolan wildlife, wear Angolan diamonds, drink Angolan coffee, or eat Angolan fish. (Once a stapIe for even the poorest Angolans, fish is now a luxury.) In turn, the foreign exchange generated from such products would raise the standard of liv ing of all Angolans and give them opportunities they never dreamed of.

Today,events are unfolding in Angola that may make Marcos' dream a reality. In accordance with a peace treaty signed in Lisbon last spring, the warring factions in Angola are putting down their arms and getting ready to compete in this former Portuguese colony's first free elections, to be held in 1992. It is a rare opportunity in a nation that once exported 30 percent of all Africa's slaves. For those of us who believe in freedom, now is no time to forget about Angola. Although Angolans are optimistic about the future, there are many pitfalls along the-way,and the situation could quickly deteriorate. If Angola is to become a free society, free marketeers like Marcos will need moral, educational, and investment support from friends in the West. Someday,perhaps soon, Marcos' country willbe free. And when it is, I hope Marcos gets his heart's desire-his own travel agency. When he does, I want to be one of his first customers. D 448 New G.O.A.L.s at Work in Michigan by MichaelW. Fanning T he spectacular red, gold, and yellow fire works of autumn ignite in the trees of south-central Michigan. The sun's early Saturday morning warmth highlightsnature's bril liance as 50 college students slowly haul them selves out of bed. In carloads they soon descend onto several acres of woods tucked away in the rural county seat of Hillsdale. There, the stud~nts congregate in a nature preserve donated to the res idents of Hillsdale County by a localmanufacturer, Simpson Industries, to be enjoyed as a flora and fauna learning resource as well as for recreation.

Yet weeds, garbage, and even erosion have taken their toll on the Simpson Outdoor Labora tory, and these young people have seized the ini tiative, determined to halt the preserve's decline. Several months earlier, many of these students had cleaned up the trails and spread mulch along them. On this particular Saturday in October, howev er, the students embark on a far more ambitious and complicated project. Wielding everything from tools and shovels donated by Hillsdale resi dents to a Ford backhoe, they move earth and heave stone all day. The town, impressed with the commotion, rallies the students in their monu mental endeavor. The Marriott Corporation, TCBY, Subway, Domino's, and Little Caesar's Pizza outlets in town, for example, donate $300 worth of food. In the preceding weeks, a handful of student Mike Fanning, the Foundation for Economic Educa tionS 1991 summer intern, continues his education as a political science major at Hillsdale College and as a G.O.A.L. student.

leaders have spent countless hours publicizing the project, recruiting workers, raising funds, and rounding~ up the necessary tools and equipment. Their organization, energy, and persistence have finally paid off. By late afternoon, exhausted students review their amazing handiwork: a spe cially engineered anti-erosion water manage ment system. Several days later, veterans of the project are seen sporting T-shirts around campus. The shirts capture the spirit of hard work and teamwork forged on that hot, dirty, tiring day. The shirts are emblazoned in bright blue letters that say it all: "I survived the Simpson Project." ******It's 3:00 1 ,on an unseasonably warm Monday afternoon in November. Nancy Pitzler, a junior from Bellevue, Washington,has just ambled out of her third and last classof the day. Although accus tomed to the hectic life and hard work of college, she yearns for a catnap. The night before, Nancy burned several cans of midnight oil studying for a mid-term exam while simultaneously writing an essay for her honors seminar course-college cramming at its best.

Nancy summons her strength· and marches down a gentle hill to her dorm room, enjoying the warm sunlight on her face. Once in her room, she does something uncommon among young people her age. Rather then sneaking in that short nap, she begins to tend to the various details of the vol unteer project she founded during her sopho more year, the "Elderly Companionship Pro gram." The idea behind her program is to foster friendship, understanding, and cooperation between senior citizens and college students. Using the recommendations of local church pastors, Nancy pairs college volunteers with the elderly in what could best be described as a "grandparent-grandchild" relationship. Students visit their adopted "grandparent" weekly to run errands, watch a baseball game, swap stories, share a meal, attend church, or simply take a stroll together. For their part, since most college stu dents are far from home, they appreciate a little piece of "horne" and a loyal friend close to college, especially when it comes to sharing a hot, home cooked meal!

Nancy finds the program to be enriching for young and old alike-an observation that is a source of encouragement and motivation for her. Yet, while helping others, she too has experienced firsthand the personal rewards of voluntarism. In her words, "Being a volunteer, I can assure I'm part of the solution instead of part of the problem." ****** Nancy isn't alone in exhibiting a "go-get-'em" volunteer spirit. When he's not dazzling crowds across the Midwest on wintry Saturday nights with his talents as point guard on the collegevarsity bas ketball team, and when he's not devoting long, gru eling hours to his studies in the library, Jason Andrews of Bothell, Washington, can be found calling the shots in the city-wide basketball league he launched for elementary school children. Jason's precocious interest in community ser vice, however, doesn't stop there. He also spends at least three hours a week with his "little brother,"

Matthew. Among other things, Jason provides Matthew with a needed male role model. Yet Jason, like Nancy, is different from most college students his age in that his college is teaching him about voluntarism in the classroom. He is able to apply his newfound knowledge of philanthropy as a volunteer in the "classroom of life." ***** At a time when many young people are viewed in a negative light, Nancy Pitzler, Jason Andrews, and the 50 volunteers of the Simpson Project are examplars to the contrary. In fact, these students are leadersin-training of a new American genera tion reared with and committed to values practi cally extinct in many people considered leaders today. They are young people gaining valuable experience at offering voluntary, practical, innova tive, non-governmental solutions to community 449 needs. Nancy, Jason, and the Simpson Project organizers have been fortunate to gain this experi ence as members of a unique, privatesector initia tive at work on the campus of a small, liberal arts college in Michigan.

A Unique Idea With a $900,000 grant from the W.K. Kellogg Foundation of Battle Creek, Michigan, Hillsdale College unveiled the G.O.A.L. (Great Opportuni ties for Assistance and Leadership) program in 1988. Composed of 40 students and one full-time director, G.O.A.L. is an interdisciplinary, commu nity-service scholarship program. It supplements Hillsdale's traditional liberal arts education with classroom instruction in philanthropy coupled with hands-on, practical, problem-solving experi ence in the voluntary sector in Hillsdale County. Through this dual emphasis on academics and action, the program imparts to Hillsdale students the responsibility of individuals to improve the livesof other people byfreely givingof themselves. This unique education is designed to inculcate in the young a sense of responsibility and account ability so that upon their graduation, they will be prepared to lead a life of active citizenShip,philan thropy, humanitarian service, and leadership.

Hillsdale College President George C. Roche explains the philosophy of G.O.A.L.: It is one of the unfortunate truths of our time that a large portion of our people neither under stand nor accept responsibility for serving the community.With the growth of government and increased dependence on its programs, the idea of active citizenship and assuming a personal obligation for the well-being of society has come more and more to be viewed as a relic of the past. ... Little or nothing is taught in our nation's schools about the significanceand practical ben efit of helping others, voluntarily with no coer cion by government. ... We saw two sets of parallel and complemen tary needs, and we acted upon them. First, we saw that many of our young people, raised in an age that is increasingly materialistic and self-absorbed, need to commit themselves to something outside themselves, something that can give meaning and purpose to life. Second, we observed the many needs that exist right 450 THE FREEMAN • DECEMBER 1991 here in Hillsdale County-urgent needs for the basic material requirements of life and the educational opportunities that can provide a better future for those who would otherwise never have a chance.

From these observations we began innovat ing. The result is G.O.A.L .... designed to encourage the creative instincts of students, challenging them to find new, imaginative ways of addressing community problems and meeting basic human needs. ThreeResponsibilities Students from a wide variety of backgrounds across the United States apply for membership in G.O.A.L. All applicants have a proven record of leadership and voluntarism in their home com munities, churches, and schools, as well as out standing academic achievement. A competitive application process ensues, culminating with an interview before a faculty/administration selec tion committee. Selected students are promptly charged with responsibilities in three areas. First, they venture into the Hillsdale community to research needs and design service programs to address those needs, givinga minimum of five hours a week. As George Roche says: "Go do something. Don't write me another paper about it. Do something.

We're here to do more than have a higher standard of living." Some students work independently-like Jason with his community basketball league-while oth ers work in conjunction with local service and charitable organizations, such as the Optimist Club of Hillsdale and the Hillsdale County United Way. Indeed, local Optimist Club members elected Jon Eckhardt, a G.O.A.L. student and Hillsdale native, vice president of the club. Chris McKenzie from Bay City, Michigan, sits on the United Way Board of Directors. These young people are gaining valuable insightsinto the operations of not-for-profitservice organizations. McKenzie says:"One main purpose ofG.O.A.L. is to build bridges between the college and community.We are to take care of our fellow man. Taking care of others begins here." Students also attend monthly lectures delivered by outside experts. For example, G.O.A.L. stu dents recently discussed with Washington Post columnist William Raspberry his interest in teen voluntarism. In addition, every Sunday evening all G.O.A.L. members convene to discuss con cepts of philanthropy, voluntarism, and leader ship, among other topics. In order to assess the leadership skills developed and nurtured through their year-long community-service activities, stu..

dents adjourn to Battle Creek after finishing final exams in mid-May to participate in an intensive threeday retreat. In their second realm of responsibility, G.O.A.L. students are expected to involve them selves in a variety of extracurricular activities on the Hillsdale campus-ranging from Greek frater nities and athletics to student government and the college newspaper. As a group, the 40 G.O.A.L. students participate in 34 campus activities or honors groups while working in 43 off-campus community volunteer projects. Finally, despite this whirlwind of involvement on and off campus, students must fulfill challeng ing responsibilities in the classroom. G.O.A.L. stu dents must carry full academic course loads and earn a minimum 3.0 grade point average in order to retain their scholarships. Their median grade point average of 3.5 on a 4.0 scale suggests that G.O.A.L. students have no difficultyfulfillingthis requirement.

Additionally, students enroll in a semester-long course taught by the G.O.A.L. director. The course teaches students the "techniques and tradi tions" of voluntarism, the history of philanthropy, and not-for-profit management. This instruction provides G.O.A.L. students with an intellectual groundwork for their in-the-field activities. Thus, not only does Nancy Pitzler, for example, operate her Elderly Companionship service project, she is active in a social sorority, numerous honoraries, and the campus Christian fellowship group. She carries a 3.7 average and pursues a double major in French and American Studies. Scholarshipsfor Leaders This is a scholarship program, after all, and herein lies a unique twist. Hillsdale awards sub stantial merit scholarships to these student leaders, who otherwise might be financiallyunable to attend Hillsdale, to allow them the opportunity to attend a liberal arts college and learn firsthand the practical benefit of philanthropy and commuNEW G.O.A.L.S AT WORK IN MICHIGAN 451 G.O.A.L. students at work in the Simpson Outdoor Laboratory.

nity service. The academic/service scholarships provide students with an excellent incentive to make the most of their time, in and out of the class room. Rather then holding down a part-time or full-time job, G.O.A.L. students can devote signif icant time not only to hitting the books but to ser vice as well. Commenting on the rationale for scholarships, G.O.A.L. Director Duane C. Beauchamp says: "The scholarship is designed to free students from the necessity of working to get money for their educations. It doesn't pay students for their service in the community but rather provides the means for them to give of themselves." These scholarships, however, are not auto matically renewed each year. According to the 1989 annual report of the W.K. Kellogg Founda tion: "Recipients are evaluated annually for demonstrated growth in leadership and volun teerism .... As fellowships are renewed from year-to-year, students become more self-directed in their activities. They are eventually required to write and submit a proposal for possible funding by a foundation. The final year focuses on the stu dents' long-range volunteer plans as part of their career planning."

Varietyof Niches The scope of the G.0 .A.L. program in Hillsdale County is evidenced by the wide variety of project niches carved out by students. Ann Sundareson of Troy, Michigan, set up a tutoring program to aid Hillsdale youngsters in their schoolwork, especial ly mathematics. Ann remarks, "The G.O.A.L. program provided me with an opportunity to show what I could do, and to demonstrate to others that there are people who care and who will take time to serve." Kim Melvin is a talented student -athlete from Perrysburg, Ohio, and she orchestrates a Southern Michigan Special Olympics basketball tournament at the college sports complex every year. Her col league, Jennifer Sanderson of Monroe, Michigan, coordinates her own community literacy program for adults. Kenneth Pierce decided to compile a library of recorded books for the vision impaired. The Grand Rapids, Michigan, native reads books onto cassettes, and through his work the visually hand icapped can enjoy many of their favorite literary works by simply listening to Kenneth's voice.

Stephanie Tietje of Leland, Michigan, volun452 THE FREEMAN • DECEMBER 1991 teers weekly at the Hillsdale County Medical Care Facility. Besides visiting with patients, Stephanie assists the staff by organizing events and social activities. She also works with Alzheimer's disease patients to improve their memory by using tactile stimulation and the manipulation of simple objects on a device known as a memory board. Julie Hasenbein of Wauwatosa,Wisconsin,coor dinates an after-school center at the First Presbyte rian Church that keeps an eye on 15 smallchildren. Working parents entrust their children, ranging in age from kindergarten to fifth grade, to Julie and her team of volunteers from 3:30 to 5:30 every weekday afternoon. Julie asserts that "through these volunteers, the children are given good role models in social behavior, values and morals, aca demics' and respect for others." The after-school center has proved so effective in addressing the growing day-care needs of working parents that a Presbyterian Church in nearby Jonesville, Michi gan, has established a similar center of its own.

Scott Woodman, an aspiring doctor from the Detroit suburb of Northville, involves himself at the Hillsdale Community Health Center. Most notably,he organized a renovation of the hospital's pediatrics unit. "Working at the hospital, you have to put yourself in the shoes of the people you're helping. What if I had that illness? It makes volun teering easier, because I would want somebody to care for me in this way." Detroit's Miechia Esco has experienced volun tarism in several G.O.A.L. projects. "My involve ment in these projects gave me the opportunity to receive as much as I gave," she comments. "Help ing others get the chance to accomplish on their own: that is the real spirit of voluntarism!" However, these G.O.A.L. students are by no means the only Hillsdale students to experience the value of community service firsthand through their college educations. All G.O.A.L. members are expected to provide opportunities for their classmates' involvement in volunteer projects that suit their respective personal interests and comple ment their talents. For example, in Jason Andrews' basketball league, he recruits sixcollege students to volunteer their time as coaches to serve alongside Hillsdale residents recruited by the city Recreation Department.

Michelle Porritt of Oxford, Michigan, views G.O.A.L. as a volunteer "clearinghouse" for stu dents: "Before Hillsdale had G.O.A.L., there was nowhere for wouldbe volunteers to go for guid ance, but now they know we're here and we can plug them into a program." By motivating their classmates to contribute their time and energy to worthy community causes, G.O.A.L. members spread the spirit of voluntarism across the Hills dale campus. In the words of Birmingham, Michi gan's Paula Shelton: "I never had the opportunity to be involved in volunteer programs. G.O.A.L. has provided the guidance to show me how to serve effectively." Appearing on the Christian Broadcast Network's Family Channel "Straight Talk," Paula told host Scott Ross that service to others "is far more rewarding than time I spend by myself. The investment that you make in peo ple's lives and what you get back from that is inspiring."

HometownVoluntarism G.O.A.L. students don't confine their commu nity service to Hillsdale County, however. Upon becoming G.O.A.L. students, they sign "student growth contracts" agreeing to give20 hours of ser vice each summer in their hometowns. For exam ple, according to G.O.A.L. News, the program's quarterly newsletter, Nancy Kwant spent her sum mer "vacation" volunteering not only in her home town but in several other cities. In her hometown of Lowell, Michigan, she peeled potatoes, helping the Franciscan Sisters "prepare meals for the jubilees celebrating the nuns' 25-and 50-year anniversaries in the religious life." Nancy then packed her bags for a Pennsylvania day camp where she couldwork with poor children from low-income housing projects in Pittsburgh. "She helped the scrappy five-to-eight year olds play games, do crafts, and learn how to listen to stories," G.O.A.L. News reports. Her strength, patience, and compassion were constantly tested since, in Nancy's words, "these kids were used to so much hostility." In addition to her camp work, Nancy found time to build and restore houses with the Pittsburgh chapter of Habitat for Humanity.

From Pittsburgh, Nancy Kwant moved on to Springfield, Massachusetts, where she gained invaluable experience at a day camp for Spanish speaking children. She was able to put her foreign language training to use, astonishing the kids by speaking fluently in their native tongue. Many of these children were the victims of child abuse, NEW G.O.A.L.S AT WORK IN MICHIGAN 453 broken homes, and drug-infested neighborhoods. Traveling south from Springfield, Nancy landed in Connecticut where she wrapped up her summer the way she started it: peeling potatoes. She volun teered in the kitchen of a Hartford tutorial center. With these experiences in hand, Nancy returned to Hillsdale and resumed her studies with "a new view as to what it is to sacrifice and adjust. So little is required to try and make that difference [in peo ple's lives],I wonder why more people don't giveit a chance." A Rare Species The G.0 .A.L. program is rearing a rare species of leader committed to the values and virtues of voluntary citizen cooperation in solving societal problems-values and virtues in short supply today. As George Roche notes: "In the absence of government intervention, leadership in the form of volunteerism and altruism can promote perma nent solutions to problems confronting the Hills dale community as well as the nation. This pro gram involves students working to help people locally. It's not more government funds or pro grams; it's individuals seeing problems in the community and doing something to resolve them."

G.O.A.L. is a model of private initiative appli cable to many colleges and universities across the United States. George Roche, quoted in the Detroit Free Press, says,"I would think [G.O.A.L.] has great potential. I don't see why we couldn't have this on most college campuses.... It certainly should have a place in higher education. If it doesn't, I'll be disappointed in higher education." The Phoenix Gazette echoes Roche in a January 20, 1990, editorial: "The Hillsdale program is a modest but worthy effort to rekindle interest in common purposes. It sets an example for other schools to follow." Hillsdale's program is an innovative way to finance the college education of some of our young leaders while imparting to them one of the most important truths articulated in the academy: the sanctity of free individuals, exercising their talents to improve themselves and the lives of others. G.O.A.L. Director Duane Beauchamp sums it up: "G.O.A.L. combines education and action. It pro motes the best instincts of young people. And it places the responsibility for community service where it should be placed, not on government, but on the moral conscience of the individual." D Why Teenagers Can't Find Work by John v: LaBeaume D uring the summer of 1990, despite two months of intensive searching, I was unable to find employment. I could locate no employer willing to exchange $3.35 per hour, the "training" minimum wage, for my unskilled labor. In essence, I was legallypriced out of the market.

This means that prospective employers and I were prevented, because of the minimum wage, John LaBeaume is a high school senior in University City, Missouri. He did find work in the summer of1991. from agreeing to mutually beneficial exchanges. After a few weeks of fruitless search, I was willing to work for one dollar per hour, which most well meaning minimum wage proponents would declare "unjust." One dollar per hour, however, was one dollar per hour more than I earned that summer. Prospective employers deemed my services, quite rightly I suppose, worth less than the mini mum wage. Anyone who hired me for the "train ing" wage most likely would have lost money. An 454 THE FREEMAN • DECEMBER 1991 employee's output, after all, must exceed the employer's total costs if the employer is to earn a profit. The cost of hiring, we must remember, exceeds the employee's wage. Other factors such as Social Security contributions, workers' compensation, unemployment payments, insurance, uniforms, and parking increase the cost. It also is expensive to comply with the many regulations imposed on employers by the state.

Particularly expensive is compliance with child labor laws. These often-archaic rules restrict the number of hours a young person may work, when he may work, as well as the types of jobs he may seek. They drive up the costs of hiring unskilled youth, thus giving older competitors more lever age with prospective employers. Perhaps I would have been more fortunate had I been looking for work in the summer of 1989 when employers and employees often skirted minimum wage and child labor laws, resulting in more jobs for minors. However, in early 1990, then-Secretary of Labor Elizabeth Dole launched Operation Child Watch, a crackdown on the vio lators of minimum wage and child labor laws, dur ing which hundreds of thousands of dollars in fines were levied on employers defying these laws. In the summer of 1990, the hypersensitivity of employers was evident as they attempted to com ply with these laws to avoid a $1,000fine for each violation.

The Productivity of Freedom The defense offered by minimum wage propo nents, including unionists interested in reducing competition from people willing to work for less than their artificially high, union-mandated wages, is that without the minimum wage, minors would be "forced" to toil as "slave labor." This argument trivializes the seriousness of the concepts of force and slavery. A person is forced when another physicallycompels him to act; this is hardly the case here as the employee is free to leave his job at any time. Slaveryis the state of one human livingin the possession of another, and slave labor is forced labor without compensation; this is not applicable here because some compensation is made, how ever low, and neither party owns the other. Extremely low wages won't occur in a free mar ket because of the low productivity that would ensue. A worker is unlikely to produce with quality if he decides that he isn't receiving compen sation that makes the job worth his while-if he accepts such a position at all. Thus it isn't in the employer's interest to offer wages so greatly una greeable to the employee. And if he does, compet ing employers will be quick to offer higher wages so as to hire the worker away.

Minimum wage and child labor laws exclude unskilled young people from the labor market and increase teenage unemployment. At the same time, they undermine the rights of free association and exchange, and deny the lesson of self-responsi bility which comes from getting that first job. D F or the economy as a whole, there can be no Santa Claus, no "free lunch." Society must pay for what it gets. The payments thus made are the incomes of the recipients. Most of us are on both sides-paying and receiving. On one side, we want the amount to be large; on the other side, we want it to be small. Each of us presumably tries to do the best we can, to make the best settlement possible with what he has, in getting income and then in using it. The greater our freedom to make the best bargains, the better in general will be the results. No one wants to pay others more than their services are worth, and freedom to reject demands for overpayment reduces the likelihood that we shall be forced to do so. In turn, the broader our range of freedom, the larger our opportunities to get the most that our services are worth to others.

-C. LOWELL HARRISS IDEAS ON LIBERTY $ 455 The Great American Epic by Davis Keeler W hy is it that the Civil War seems to be the great American epic? Why isn't it the American Revolution? The win ning of the West was an epic deed, but it stretched over so many years and had such a shifting cast of characters that it may lack the focus needed for a great tale. But does the story of the Revolution have some similar shortcoming? It is a story of disparate peoples who left their ancient homes in search of freedom, crossed a per ilous sea to live in an unknown wilderness, and came together to cast off the yoke of a great power and establish a nation that was to become the shin ing hope of mankind. This is not skimpy material to work with. The problem can't be dialogue, for this was a highly articulate bunch, who have left us a great mass of eminently quotable tracts, sermons, speeches, documents, pronouncements, and decla rations, many of which are models of English usage.

True, the Revolution included a lot of people wearing powdered wigs and knee breeches, and sitting around on spindly furniture. But is this a fatal flaw? Is the late 18th century simply too far away for our imagination? The answer, I suspect, is that the Civil War has two things going for it that the Revolution can't match. For one thing, there are the characters. Washington may be admirable, but he never want ed to be lovable, and in that, as in most things, he Mr. Keeler is a lawyer who lives in Menlo Park, Cali fornia. succeeded. The rest of the popular/leaders fought only locally, and none carried through the entire war in the way Grant, Lee, and Joe Johnson did. On the British side there were some interesting characters-Tarleton was a dashing rogue, "Gen tleman Johnny" Burgoyne was able to recover across the supper table most of what he had lost in the field, and Cornwallis had an interesting career, though unfortunately not in America-but our history has never paid much attention to them, and certainly never painted them as courtly gentlemen fighting for a lost and noble cause.

Probably more important is the Lost Cause. The Revolutionary generation saw the world in the dispassionate light of Enlightenment reason, but the Civil War came at the height of Victorian sentimentality and acquired an emotional charge that has stayed with it ever since. There was, fur ther, the practical necessity of romanticizing the Civil War and granting nobility to the defeated, in order to heal the nation's wounds. In contrast, by the end of the Revolution the most deter mined loyalists had been exiled or had chosen to emigrate, and there was no such need of national reconciliation. Another problem with the American Revolu tion lies in its definition. Was the war the Revolu tion? John Adams wrote that the Revolution was over in 1775,that the war wasn't a part of it. By this he meant that the revolution in the minds of the people rejecting the legitimacy of British rule had already occurred, and the fighting was simply to ratify that change. After 1775,a British victory was 456 THE FREEMAN • DECEMBER 1991 Saratoga: The Second Battle of Freeman's Farm, October 7, 1777. Burgoyne's army was defeated, thus dash ing British hopes for a quick end to the war.

impossible: a military victory would have only delayed realization of the change in political phi losophy that already had taken place. This change came to a head at the end of the French and Indian War, when the British Parlia ment decided to tax the colonists for the military protection they were receiving from the mother country, and imposed, in 1765, the famous Stamp Tax.This tax, on its face not unreasonable, became the catalyst of long-standing complaints against both the substance and form of British rule. In the decade that followed, these complaints, expressed in the prevailing philosophical language of the nat ural rights of man, led through a series of con frontations to a complete rejection of British rule. Thus, when Jefferson drafted the Declaration of Independence, he wasn't seeking to convince an uncertain nation, but was, as he claimed, merely setting out the widely held political beliefs of the colonists.

The American Revolution, properly under stood, was therefore an intellectual revolution that took place over a period of some 10 years in public debate and private discussions, in the hearts and minds of the colonists. A people were moved to reject a familiar and long-respected authority and hazard their lives, their fortunes, and their sacred honor on the hope of a new nation based upon self government and the God-given and inalienable right of the individual to life, liberty, and the pur suit of happiness. And they pulled it off, creating a nation and form of government that has inspired the hopes of people throughout the world ever since. D The Chinese Won't Forget by Sheila Melvin M y decision to return to China for a jour ney that would take me from the wild jungle border with Burma to the wind swept plains of Inner Mongolia in the summer and autumn of 1990was not an easy one.

I had been a student at a Shanghai university in the spring of 1989and had left China shortly after the massacre in Tiananmen Square. I didn't care whether a decision to return would be deemed "politically correct" by the arbiters of such things back home, but I did fear that the Chinese people I encountered might construe my presence as a sign that the massacre had been forgotten and all was "business as usual" with China so far as West erners were concerned. But, I wanted to go back. I wanted to pick up the belongings I had left behind, to visit the friends I had bid so hastily goodbye, and to see for myself if it was true, as countless Western news reports had led me to believe, that the Chinese people, like amnesia vic tims, had forgotten the democracy protests of 1989 and the massacre that brought them to an end.1 Both fears-that my presence would be miscon strued and that the Chinese people had forgot ten-were to prove completely unfounded.

Our first night in China, my two traveling com panions and late at the Cooking School Restau rant in Kunming, the capital of Yunnan Province. We shared a table with two men, one a provincial government official,the other a jewel trader. Upon learning that we were American, the men immedi ately proposed a toast. Sheila Melvin is a/reeIance writer based in Washington, D.C. 457 "To America," said the jewel trader, raising his glass of Five Star Beer high, "the country that saved Fang Lizhi and helped him gain his freedom. If it were not for America, Fang Lizhi would be a prisoner in his own country, or worse. We salute you." Startled by the public toast to our country and to Fang, the dissident physicist who sought shelter in the U.S. embassy in Beijing for one year follow ing the crushing of the pro-democracy movement, we joined in the toast. When we had put down our glasses, the government official added, "Do not hate me because I am a government official-we don't agree with what happened on June 4, either.

Not all government officials are bad." Realizing that it was safe to discuss openly the events of 1989, I told the men that I had been in Beijing on June 4 of that year. Their jaws dropped. "Then you saw," said the jewel trader. "Then you can bear witness," said the govern ment official. BearingWitness As briefly as possible, I told the men how, with two American friends, I had traveled by train from a small town north of Beijing and arrived in the capital on the evening of June 4. Public trans portation was shut down, a situation we attribut ed to the ongoing protests. So, oblivious of the ongoing massacre, we had set out walking to Tiananmen Square. Although we had trod over smashed bricks, rocks, and bottles, past burnt -out buses and army 458 THE FREEMAN • DECEMBER 1991 Beijing residents confront the soldiers on Qianmen Avenue on June 4. The gesturing man is warning that the soldiers have seen our camera.

vehicles, the possibility of imminent danger hadn't occurred to us. Crowds of people filled the streets, most of them gazingsilently at the wreckage, so we assumed all was safe. We came within sight of Tiananmen Square and saw that it was completely surrounded by tanks and by soldiers who were seated cross-legged on the ground. Beijing residents were standing near the soldiers, apparently talking to them. Others hung back, gazing at the Square through binocu lars. We took out a camera and snapped some pic tures. Noticing us, a dozen soldiers stood up and began pointing at us and shouting. We hid the camera and jogged away. At the intersection, we decided to walk over one block to Chang'an Da Jie, the Avenue of Eternal Peace. The section of Chang'an between Tiananmen Square and the Beijing Hotel was filled with hun dreds of people. Those up close were yellingat the soldiers, those farther back were simply standing and staring. As we neared, several people approached us to vent their fury.

"Do you see them?" asked one man, pointing at the soldiers. "They used to be called the 'PeopIe's Liberation Army,' but they are not called that anymore. The 'People's Army' does not shoot the people." My friends walked closer to Tiananmen, and a European ran toward me. "I've seen 30 people killed where I was standing," he said. "The peo ple are cursing the soldiers. They are calling them turtles and dogs, and the soldiers are getting angry. Something is going to happen. You had better leave." He ran off. I looked past the soldiers at the hazy, purple sky and then scanned the street for my friends. It soon would be dark. A sharp noise ripped through the air,a noise I assumed to be fire crackers. It seemed an odd time to be setting off firecrackers. A second later I saw scores of people running toward me, screaming, and I realized that the noise was gunfire. In response to the name-calling, the soldiers had opened fire with their AK-47 assault rifles and were shooting straight down the street.

My friends were nowhere to be seen, so I ran, praying that the shooting would stop. It didn't. I dove behind an overturned bicycle cart in the middle of the road. All around me people were fallingto the ground, but I didn't know ifthey were wounded, or merely taking cover,as I was. Next to me, an old man, apparently in shock, sat in the road staring at the soldiers. His forehead was bleeding, but 1 couldn't tell if it was from a bullet wound or a scrape. The shooting continued unabated. I got up and ran toward the sidewalk where I hid behind a tele phone pole with a cluster of women in light sum mer dresses, all of them quaking in terror. The shooting was soon directed toward the sidewalk, and we all ran. Somehow, I made it to the shelter of a cross street next to the Beijing Hotel. Here the wound ed were being ridden away on the backs of bicy cles. The wounded 1 saw had all been shot in the back. I was surprised at how small the wet, red holes that marked the bullets' entry into human flesh were.

Those who escaped uninjured were comforting each other. "It's nothing," people told me. "It's nothing. You're all right. But, when you get back to America, make sure to tell the people there what you saw today in China." My friends rounded the corner onto the cross street. The man standing next to them when the shooting started had taken a bullet 'in the stomach and dropped to the street, dead. The shooting still went on. As we walked hurriedly down the street, groups of people applauded us and thanked us for being there. Others shouted out their estimates of the dead-10,000 was the number generally given and yelled that the soldiers had been burning bod ies in Tiananmen Square all night. We made our way through back streets and alleys to the train station, passing on the way hundreds of people preparing to confront the soldiers, armed with nothing but their sorrow and their rage. When I urged them to turn back, they laughed.

The train station, filled to overflowing, looked like a'refugee camp. We jumped on the next train to Shanghai and left the country by boat five days later.2 When I finished telling the two men in the restaurant what I had seen in Beijing in June 1989, they looked at me with anguished faces. "Our government lies to us," said the govern ment official. "How many do you think really died?" THE CHINESE WON'T FORGET 459 "I am glad you were not hurt," said the jewel trader. "What happened to you shames China." Wherethe HeavenIs High Tian gao huang di yuan is an old Chinese saying that translates, "The heaven is high and the emper or is far away." It has several meanings, one of which is that the farther a person is from the emperor, the freer he is to do and say as he wishes without fear of interference or punishment. Although China technically no longer has an emperor, the saying is as applicable today as it was in any dynasty.

Across China, but particularly in regions distant from Beijing, ordinary people-teachers, factory workers, entrepreneurs, government officials,taxi drivers, journalists, and service workers-used chance encounters with me to loose their pent-up emotions concerning the 1989 protests and the government's repression of them. In Lijiang, a remote town in Yunnan Province two days from the nearest airport or railhead, a young entrepreneur described the democracy protests staged in her town. When I expressed sur prise that Lijiang,with a population of 50,000,had been the site of democracy protests, she chided me. "We have universities!" she cried. "We have students and we love freedom the same as the peo ple in Beijing!" Her boyfriend, a factory worker, assured me that the people of Lijiang were well-informed about the nationwide student movement and about the massacre that ended it. "It was Li Peng's fault," he told me. (Li Peng, the Prime Minister, announced the declaration of martial law in Bei jing on nationwide television and is widelyblamed for the violent suppression of the protests.) "We hate Li Peng," he continued. "And we don't like Deng Xiaoping, either. The only Chinese leader we like is Mao Zedong. He made mistakes, but he loved China."

On trains, in the crowded second-classcarriages in which I rode, passengers continually sought opportunities to speak with me about the mas sacre. "Last year [1989], we had hope," said a 46 year-old factory manager, his voice shielded from other passengers by air rushing in through the open window. "The students rose up and we all supported them and there was hope. But, since 460 THE FREEMAN • DECEMBER 1991 The Goddess ofDemocracy, with the Great Hall of the People in the background, in Tiananmen Square on the afternoon ofJune 1, 1989. the June 4 incident, there is no hope. It was hor rible. Horrible." Said another man on the same train, "We used to love our country. We used to be patriotic. But not now. I don't like the government; I can't stand it. No one can. We are just waiting for another chance to rise up." Asked when that chance would come, he replied, "It's too hard to say, but it will.

This cannot go on." A third passenger on the train had just returned from the Middle East where he sold Chinese-made water pumps. "If the Beijing students rise up again and the Shanghai workers unite behind them, then we will win for sure," he explained in fluent English. "But, we don't want revolution. Too many will die. We want peaceful change." On another train, a wealthy private business man volunteered his explanation as to why the protests did not succeed. The democracy move ment failed, he said, because the students were too young, didn't remember the Cultural Revolution, and "did not understand that student protests never succeed in China."3 He felt that most Chinese had supported the protests "in their hearts, but many were afraid to show it." He went on to describe his nation as one racked by crime, prostitution, drug abuse, and even occasional ter rorist acts such as the blowing up of trains. After Deng Xiaoping dies, he speculated, "It could be like your North-South war. The governments of many provinces don't want to listen to Beijing any more. They may fight."

Nearerthe Emperor Closer to Beijing, discussion of the protests and of the massacre was more muted. Even the phrase "June 4 incident" was avoided in favor of the more innocuous "last year," or "in 1989." But, while direct criticisms of the government were veiled or avoided, resentment hung thick. In Shanghai, students at prestigious Fudan Uni versity, many of whom were active in the protests, had returned to school a week before the sched uled start of classes in order to perform manual labor such as weeding, pruning, raking, and paint ing. Asked if the labor was voluntary, a Fudan employee said, "No. It is punishment."4 The criticism voiced in Shanghai often took the form of sarcasm. Mention of the growing demo cratic freedoms and economic prosperity in Tai wan sent a cab driver and a professor into spasms of bitter laughter. "Freedom! Ha, ha, hat Look out the window-freedom! Taiwan freer and richer than China? Ha, hat Freedom and wealth-we have so much of it, we don't know what to do with it. Didn't you know?"

In Beijing, where residents were supposed to be eagerly preparing for the Asian Games, work ers and intellectuals alike expressed the belief that the government's prime motivation in spon soring the games was to wipe out memories of the massacre. "It won't work," several people told me. In the lobby of a Beijing hotel, a young writer ignored the surveillance cameras trained on the coffee shop in which we sat and eagerly ques tioned me about the fate of such escaped dissi dents as Chai Ling, Liu Binyen, and Yen Jiachi. Unfortunately, I was unable to tell him anything he didn't already know from listening to the Voice of America. Beyondthe Wall I left China on a train bound for Moscow. My fellow passengers, most of them Chinese, opened up noticeably once we were beyond the Great Wall,even more so when we had left China behind and entered Mongolia. Outside the boundaries of their nation, scientists,teachers, opera singers, and tai chi masters spoke freely of the hopes they had lost the day the tanks rolled into Tiananmen Square.

"I joined the Communist party five years ago when I was young and believed it could still save China," said a scientist on his way to Germany. "On June 4, I learned just how stupid 1 was. 1 would give up my party membership today if I weren't afraid that doing so would hurt my family." A 28-year-old English teacher from southern China obtained permission to board the train by somehow convincing authorities that Moscow was his first stop in a land-and-sea journey to Uganda, where he intended to visit his uncle. The teacher, whose taxi-driver brother had lent him $1,000for the trip, had no intention of going to Uganda. Nei ther did he have any plans to return to China until he had gained citizenship in a Western nation. He THE CHINESE WON'T FORGET 461 made his decisionto leave China immediately after the troops moved into Tiananmen Square. "I have friends in Italy," he explained. "They can help me get a job in a restaurant. It is better to be a dishwasher in Italy than to be a teacher in China." D 1. A brief item in The New York Times, December 9,1990, men tions the phrase "The Chinese Amnesia" and attributes its coining to "a prominent Chinese exile in England." The phrase is specifically used to describe the manner in which imprisoned Chinese dissidents are forgotten and more loosely used to describe the way in which the Chinese supposedly forget their failed democracy movements and the men and women who have been killed or jailed because of their democratic aspirations.

In an October 7,1990, article in The New York Times entitled "Far from Tiananmen: TV and Contentment," Nicholas D. Kristoff paints a picture of a rural Chinese populace that is content with its lot and supportive of the government's decision to massacre the democracy protesters. He writes, "Here in Song, home to peasants like those who make up 70 percent of China's population, people seem relatively satisfied with the Government and with the crack down." It may be true that rural Chinese are more inclined to be sup portive of the government than urban Chinese, but I believe that the tone of the article, and of many other similar articles published in the popular press in the past year, is thoroughly misleading. 2. We were obliged to leave China by boat because the trains weren't running and all the roads in Shanghai were blockaded, mak ing it impossible to get from my university to the airport, except by motorcycle. Officials at the U.S. consulate in Shanghai did nothing to help the 20 American students at my university. In fact, I was unable to reach a consular official by phone until the early evening of June 8, although I called dozens of times on June 5, 6, and 7. One American who got through to the consulate on June 7 was asked if she realized that she was calling after working hours.

Students from Canada, France, England, Italy, Belgium, and Hungary were evacuated from the university, which was considered an extremely dangerous place to be if troops moved into Shanghai, and then flown out of the country. Consular or embassy officialsfrom Japan, Poland, the U.S.S.R., and Burundi were in frequent commu nication with their nationals at the university. Only the West German consulate was as insouciant as the American consulate, but, in the end, it sent cars to take the German students to the harbor. The American consulate refused even to do this. 3. When I asked this man if the May Fourth Movement in 1919 didn't qualify as a successful student movement, he explained that the May Fourth Movement was different because it was a protest against powers outside China, not inside. According to Chow Tse-tsung, author of The May Fourth Move ment: Intellectual Revolution in Modern China, the first recorded incident of students gathering to criticize the government took place in 542B.c.,when Confucius was 9 years old. The criticism was toler ated by the government. In the first century B.c.,30,000students at the Imperial College protested the government's punishment of an officialthey considered meritorious. In the second century A.D., stu dents joined with officials and intellectuals to criticize the govern ment. Several hundred were imprisoned and executed.

As to why the phenomenon of student interference in political affairs first arose, Chow writes, "In a monarchy without a genuine legislature or system of popular representation, it was perhaps inevitable that the educated minority should under duress seek to express itself." 4. Electricity also was denied Fudan students during the 1989-90 school year as punishment for participating in the democracy protests. Students, who live seven to a room, were permitted only a ceiling light until 11:00P.M. No electricity was provided to the outlets where students normally plug in radios, fans, and other appliances.

462 Catholicism's Developing Social Teaching by Robert A. Sirico,CSP T he latter part of the 19th century saw momentous changes brought on by the Industrial Revolution. In an attempt to bring to bear the insights of transcendent faith on real-world matters, Pope Leo XIII, who reigned from 1878to 1903,penned an encyclicalletter that would become known as the Magna Carta of Catholic social teaching. The revolutionary changes Leo witnessed had transformed the social and technological patterns of European life and were the immediate occasion for his letter Rerum Novarum in May 1891.1 Rerum Novarum was the first of the modern social encyclicals. 2 While certain foundational moral teachings are expressed in these documents, much of what they deal with are matters of a con tingent and prudential nature. The student of Catholic social teaching will therefore note that it is dynamic and always sub ject to development. In honor of the centenary of Leo's encyclical, Pope John Paul II declared 1991 a Year of Church Social Teaching and issued a ground-breaking new encyclical, Centesimus Annus (The Hundredth Year), which represents a dramatic development in the encyclical tradi tion in favor of the free economy.

I set out to examine Rerum Novarum with a somewhat focused intention, in order to provide a backdrop for understanding how momentous the appearance of Centesimus Annus is. It is not so much my goal to write here as a theologian, but Paulist Father Robert A. Sirico is president of The Acton Institute for the Study of Religion and Liberty in Grand Rapids, Michigan. Fr. Sirico would like to acknowledge the aid ofhis research assistant, Jeffrey O. Nelson, in the preparation of this essay. rather as a student of what Ludwig von Mises called "the forces that bring society into exis tence," namely the activities of the free market. There \Vill,of course, be a theological dimension to these remarks, and to that extent I write with an awareness of the ecumenical setting of today's religious dialogue, and the desire of all people of goodwillto learn how to build a society that is just, free, and prosperous.

The Role of Encyclicals in OfficialCatholicTeaching Our discussion of Rerum Novarum and Centes imus Annus willbe deepened by an understanding of what it means to speak authoritatively in a Roman Catholic ecclesiastical understanding and what the bounds of that teaching authority, or magisterium, are. The Catholic Church makes the claim that its magisterium carries with it a privileged insight into matters of faith and morals. Nonetheless, the teaching authority itself recognizes certain bound aries to its competence and has outlined, very gen erally, the parameters of that competence. There are times when the boundaries may be obscure and where they may overlap fields outside its immediate mission, but this merely makes the business of interpreting these documents more challenging, it does not vitiate the church's claim for them. An initial distinction to note is that between generally authoritative pronouncements by church leaders and specifically infallible pro nouncements. Catholic understanding in this area is frequently misunderstood by those outside the church, as well as by Catholics themselves.

Church teaching may be exercised in a solemn or extraordinary manner, as when a given doctrine is defined by an ecumenical council of bishops or when pronounced ex cathedra (from the chair) individually by the pope. Distinct from this exer cise is the ordinary teaching of the popes, as in an encyclical.3 Further gradations of the church's teaching authority may be noted: allocutions of popes, the letters and teachings of various Vatican secretari ats and commissions, the homilies of a pope, the teachings of bishops either within their own dio ceses or in national conferences, and the teaching of pastors to their parishioners and catechists to those inquiring into Catholic belief. All of these, and others as well, participate in varying degrees in the church's teaching mission and charism. Our discussion here relates to an encyclical, which is a papal letter circulated throughout the whole of the Catholic Church, and in more recent days, a letter addressed beyond the church to all people of goodwill. As encyclicals, Rerum Nova rum and Centesimus Annus therefore enjoy a rel atively privileged position within the hierarchy of official Catholic teaching.

Two things should be noted: First, as encyclicals, Rerum Novarum and Centesimus Annus make no claim to infallibilityas such. Second, it is necessary to read the documents carefully to discern where Leo and John Paul claim to speak from the very heart and core of church teaching, and where they are attempting to make a practical and prudent application of that core teaching to the day-to-day world. The purpose of this essay is not to examine the function of Catholic dogmatic teaching, but to explore two instances of church teaching dealing with the social realm. The HistoricalBackdropof RerumNovarum The events of the late 18th and the 19th century form the immediate historical context of this encyclical, especially the two great revolutions which defined and marked the era: the French Revolution and the Industrial Revolution. The philosophical backdrop for these revolutions was, of course, the Enlightenment, which spawned the 463 philosophical, religious, political, and economic reflection that formed Continental liberalism.

Freedom from authority was the axiom upon which this liberalism was based, and decades would pass before a distinction between the legit imate and illegitimate exercise of authority would emerge, for example, in the way Lord Acton in the last century and Robert Nisbet in this century would later demarcate power from authority.4 For many Continental liberals, this meant oppo sition to the authority of the dominant religious force: the Roman Catholic Church, in both its moral and its civil manifestations. The French Revolution destroyed the ancien regime, which had determined the course of Western civilization from the early Middle Ages. The result sent shock waves through a church that had long-standing social and political links with the deposed old order. Thus, the French Revolution led to a direct assault on the church's authority, not solely in the spiritual realm; it rebelled against the traditional temporal authority the Catholic Church enjoyed at that time as well.

This last factor, especially the attack on the church's property, is what led Leo into his defense of private property in Rerum Novarum, arguably the most concise and solid defense of the right to private property offered by the magisterium of the Catholic Church until the promulgation of Cen tesimus Annus. The seething anti-clerical hatred generated by the French Revolution, however, caused the church to be very leery of liberal ideas. The history of Catholic social thought in this area might have been very different had the church encountered liberalism in its British, rather than its Continental, manifestation.s In the meantime, Karl Marx had midwifed socialist thought and offered a complete philo sophical analysisof the industrial situation with his own doctrine of economics, anthropology, and eschatology in his attempt to respond to the laissez faire of liberalism. An Analysisof RerumNovarum The principal focus of Rerum Novarum is given in its very title, On the Condition of Workers. To lose sight of this is to sever Leo's thoughts and intentions from their moorings, and to make it dif ficultto understand his essential moral contentions 464 THE FREEMAN • DECEMBER 1991 as well as his prudential suggestions. The result is to blur some essential distinctions, and confuse cause for effect. Sadly, this is much of the history of the interpretation of this document.

It would be impossible in the limited space allot ted to this essay to examine the full thrust and development of the whole of Catholic social teach ing which finds its modern impetus in the promul gation of Rerum Novarum.For our purpose it will be necessary only to examine the document itself and to observe the ground it shares with an essen tially freemarket approach to social organization. This also will enable us to see CentesimusAnnus as an authentic development of Leo's thought. Leo notes at the outset of his work that the great upheavals occurring in his time encompassed both the political and the economic domain (#1)6and he acknowledges that "the problem is difficult to resolve and is not free from dangers." (#4) Socialismoffered itself as the solution for the ills of society; it is no exaggeration to say that in Rerum Novarum Leo looks upon this offer with withering disdain. Of the socialistprogram, he says that it "is so unsuited for terminating the conflict that it actually injures the workers themselves."

(#8) Socialism does this, the pope argues, because it violates the right of people to direct their own lives and to improve their lot, and because it vio lates the right of man "to possess things privately as his own." (#9 and #10) In Defenseof PrivateProperty Leo's defense of private property is rooted in a mode of natural law argument reminiscent of John Locke. After distinguishing human nature from that of animals by virtue of man's faculty of reason, the pope says: Since man expends his mental energy and his bodily strength in procuring the goods of nature, by this very act he appropriates that part of physical nature to hiJI1selfwhich he has cultivat ed. On it he leaves impressed, as it were, a kind of image of his person, so that it must be alto gether just that he should possess that part as his very own and that no one in any way should be permitted to violate his right. (#15) Note the similarity of this argument to that employed by John Locke in his Two Treatisesof Government,written around 1690. In his discus sion of property, Locke says: Though the earth, and all inferior creatures be common to all men, yet every man has a property in his own person. This nobody has any right to but himself. The labour of his body, and the work of his hands, we may say, are properly his. Whatsoever then he removes out of the state that nature hath provided, and left it in, he hath mixed his labour with, and joined to it something that is his own, and thereby makes it his property. It ... hath by this labour something annexed to it, that excludes the com mon right of other men.7 For Leo, as for Locke before him, and as for St.

Thomas before them both,8 the right to private property is not merely some abstract theory; it is, rather, an extension of the rights which find their origin and "reside in individuals," (#18) and are to be enjoyed and safeguarded by the legitimate authority, which exists for this very purpose. Thus, the pontiff concludes, "Private ownership must be preserved inviolate." (#22) Likewise, RerumNovarum renounces any form of coercive egalitarianism and asserts: "There are truly very great and very many natural differences among men. Neither the talents, nor the skill, nor the health, nor the capacities of all are the same, and unequal fortune follows of itself upon the nec essary inequality in respect to these endowments." (#26) In paragraphs 31 and 32 Leo outlines a series of obligations that employers have toward their workers. Although some have interpreted Leo's expressions of concern for workers in an inter ventionist sense, a balanced reading reveals that it not only contains a clear condemnation of socialism, but it attempts to offer concrete ways in which class conflict may be avoided. The pope's pastoral heart is displayed here as he expresses his concern that workers should be given what they are "justly due." He also warns against the use of what he calls "the arts of usury," but this admonition must be read within the context of his discussion of fraud and coercion. Had Leo a clearer understanding of the role the market plays in setting interest rates, he probably would have taken the more benign view of "usury" than his successors did.9 This reference should be read as CATHOLICISM'S DEVELOPING SOCIAL TEACHING 465 a prudential, not a fundamental moral, assertion.

In general, it would be difficult to find in this sec tion anything that would generally offend the moral sensibility of the ethical employer. The encyclicalshifts from an economic perspec tive to aim at what it considers a higher ideal. Here is where the distinction between practical policy suggestions and basic moral premises becomes apparent. The responsibility of the civil order is in part to insure that people act in ways that are just in their economic relations. Leo's use of the term "justice" is derived from its classical,Aristotelian Thomistic meaning: "treatment in accord with desert." Contemporary usage of "justice," on the other hand, seems to offer a blank check for a host of entitlement programs.lO Christianity, however, does not stop with the basic demands of justice. By offering a transcen dent perspective, it calls people to the virtue of love as well. Leo doesn't make the mistake of col lapsing the one into the other. In saying that "no one, certainly,is obliged to assistothers out of what is required for his own necessary use," he is not dis pensing the faithful from their obligation to the poor. He chooses, instead, to make an all too fre quently forgotten distinction: "These are duties, not of justice, except in cases of extreme need, but of Christian charity, which obviously cannot be enforced by legal action." (#36) This section of Rerum Novarum provides an outline of the transcendent vision of the human person contained within Christianity. The accep tance of Christianity can only be achieved by an exercise of free will, hence the living out of this commitment must be performed freely as well. In this regard, Leo moves within the classical liberal tradition in believing that freedom may be suffi cient for a just society, but it is not sufficient for a good one.

Limitsof Law The encyclical also expresses a concern that applies as much today as it did when it was penned a century ago. That concern is the supplanting of the church by the state in the former's ministry to human needs. (#45) Paragraph 53 offers a good example of the con fusion that results from the failure to distinguish between the moral principles in which church teaching is anchored and the prudential suggestions made to implement them. Here Leo is addressing himself to the conditions of workers and their moral and spiritual well-being. He enu merates a number of concerns: strikes, disintegra tion of family life, religious backsliding, "incite ments to sin" by the mixing of the sexes, and overwork. He then concludes that "in all these cases, the power and authority of the law, but of course within certain limits, manifestly ought to be employed." Two things should be noted about this passage.

The first is that the overriding concern is the moral, religious, and physical condition of work ers, not the method chosen to achieve their well being. Second, even when permitting a gov ernmental intervention, Leo is quick to establish a limitation set by reason, and that the law must not go further than necessary to remedy the situation. Paragraphs 61-66contain a complex line of rea soning. The pope argues that free consent is not a sufficient criterion for establishing a "just wage." Free consent, he says, fails to provide enough of the context to establish the morality of the wage offered when the wage is not sufficient for the preservation of life.ll He says, "To preserve one's life is a duty common to all individuals, and to neglect this duty is a crime." There are several aspects of Leo's careful argu ment worth noting. It is apparent that he fails fully to grasp the manner in which wage rates affect the whole of the economy. If the rate of wages is arti ficially high, the cost of the products produced by labor will be increased proportionally throughout the whole economy, placing many of those prod ucts outside the reach of the workers, who are also consumers. It is unfortunate that Leo didn't make the connection between the market wage and pric ing system as the economically most efficient way to insure a living wage for workers. This percep tion, that the "just wage" is best insured by the market wage, is by no means alien to Catholic social thought. 12 Another thing to observe about Leo's argument is the underlying goal in recommending this policy.

Did he want to create a socialist or quasi-socialist society because he believed that socialism was the morally superior economic arrangement? Quite the contrary. His interest in insuring that workers obtain the highest wage possible was that he want ed them to become mini-capitalists by being able 466 THE FREEMAN • DECEMBER 1991 to own and maintain property, to become mem bers of the bourgeoisie. He says: If a worker receives a wage sufficiently large to enable him to provide comfortably for him self [and his family,he willeventually be able to] come into the possession of a little wealth. We have seen, infact, that the whole question under consideration cannot be settled effectually unless it is assumed and established as a princi ple, that the right of private property must be regarded as sacred. (#65, emphasis added) Thus, Leo makes an honest, well-intentioned mistake in a particular economic policy prescrip tion, but not in his overall economic framework.

The latter asserts that private property is a good thing for all people, deriving its legitimacy from natural law; further, it evidences a clear under standing of the dynamic nature of the market and the wayin which protection of the right to property can inspire the poor to productivity and social har mony. (#66) Such economic dynamism can only occur, however, "if private wealth is not drained away by crushing taxes of every kind." (#67) Reaction This reading of Rerum Novarum is not a preva lent one today. It comes from a view of the world as expressed by classical liberals. The contents of the document, however, in my mind, lend them selves to such an analysis and are, in fact, wholly consistent in many ways with the development of classical liberal thought in the 20th century, as well as with the thrust of Pope John Paul Irs Centesimus Annus. Articulating a classically lib eral view of the social crisis is obviously not what Leo had in mind when he wrote his encyclical.

Yet, I would contend that classical liberal thought is at least as much in the tradition of Rerum No varum as is the collectivist interpretation it has historically received. Indeed, the standard interpretation given Rerum Novarum in many circles.has obfuscated much of what is authentically liberal in Catholic social thought. Unfortunately, the interpretations of certain theorists have so dominated discussions on what is the proper Christian response to social, political, and economic calamities or injustices, that any classical liberal interpretation of contemporary injustices is greeted as naive, insensitive, or even heretical. This has had a dampening effect on the dialogue that must exist in Catholic, indeed Christian, quar ters if we are to realize an authentic, informed, and workable moral solution to the social crisisthat we are obliged to address. The dearth of classical liberal religious social theorists, and the hostile opposition they receive in many circles, attests to a kind of intellectual monopoly held by non liberals with regard to "accepted" interpretations of papal documents. Having outlined the ground Rerum Novarum shares with a freemarket approach to social organization, a brief look at the reaction to the document, particularly in America, will serve to show how the present intellectual hegemony developed and entrenched itself.

Rerum Novarum wasn't breaking entirely new ground in addressing the social question. While it was the first papal response, there was a tradition of social thought that preceded and influenced Leo's encyclical. Social thinkers prior to Leo were divided into a number of camps. Some condemned the new eco nomic order while others approved of it. Many study circles and round-table conferences arose in the middle of the 19th century that had an impor tant role in influencing Leo's thought. Of these the Geneva Alliance and the Fribourg Union are representative. Leo paid close attention to these groups and their social analysis of the times. He rejected what he perceived to be the materialism of the new economic order, but wasn't averse to technological progress. He became inter ested in the work of the pioneer of social thought in Germany, Bishop Emmanuel von Ketteler of Mainz, as well as the German economist Lujo Brentano. According to Franz H. Mueller, "Ket teler ... had become more and more convinced of the need of government intervention in social and economic matters, and particularly for protective labor legislation. Brentano ... had insisted that only through unionization could the labor market become truly competitive."13This was a represen tative attitude shared by many church leaders.

The labor conditions faced by many was the principal impetus for much social debate. Rerum Novarum lent its support to various workers' asso ciations or labor unions. The American effort to secure the Vatican's recognition of the Knights of Labor impressed Leo very much. The Knights of CATHOLICISM'S DEVELOPING SOCIAL TEACHING 467 Labor were the immediate forerunners of the American Federation of Labor (A.F.L.). They had come under suspicion in Rome, and were nearly condemned, due to secret initiation rites and dubi ous leadership.14 However, any thought of condemnation evapo rated once these problems were settled to the Vat ican's satisfaction, and especially after Cardinal Gibbons of Baltimore delivered a brilliant memo rial on behalf of the Knights. Leo was generally moved by labor's plight, and he paid close atten tion to the activities of Cardinals such as Gibbons and Henry Edward Manning of England on behalf of labor. Due to their influence and activities Rerum Novarum became the springboard for the burgeoning labor movement in America and Europe.

The Developmentof SocialThought America, like Europe, had a tradition of social thought that preceded Rerum Novarum. To the reformer's mind, Leo's encyclical gave them the support and recognition they needed to carry out their program. Leo deemed profound change to be necessary.Progress was not to be feared. While lib eralism was to be rejected, so too was socialism. Whereas liberalism denied political intervention in the market and in industry's affairs, socialism overemphasized the role the state should play in both community and industrial life. Leo saw laissez faire as the philosophy of the business and political establishment. He saw socialism making inroads into the thought of the masses, threatening to excite envy, encourage unreal expectations, and act as the true opiate of the people. For Leo, private property, rooted in justice and charity,should be the basis by which the welfare of working men and women is secured. No solution to labor's problem could be had without assistance from religion and the church. To Leo's mind, Catholic charity groups would work in defense of those who suffered from horrible living and working conditions until a more prosperous economic base could develop. Such groups would aid the work of both the state and workmen's asso ciations to help relieve poverty.

The task of giving Rerum Novarum its social interpretation was swiftlytaken up by the progres sive left. While Leo advocated, in a measured way, his belief in the importance of securing a "living wage," eliminating Sunday labor, shortening the work day, and prohibiting or regulating the labor of children and women in factories, these points were seized upon by social activists and served as the launching pad for a much broader array of social advocacy and legislation. Those in sympathy with these planks in Leo's encyclical focused almost exclusively on them, too often at the expense of the rest, and great majority, of the encyclical which attempted to restrict the expan sion of the state. An example of this selective interpretation is pointed out by Aaron Abell, himself sympathetic with the left's social analysis, when he notes that after arguing for the proposals contained in Rerum Novarum, these theorists conclude by wanting to "use the taxing power to favor the mul tiplication of property owners."15 The encyclical expressly warned against this. (#47) The social activists, however, believed that in order to improve the admittedly lessthan· desirable state of the laborer, both a public and pri vate effort must be made. In the minds of such activistspublic response was often equated with an increase in the role of the state. Indeed, they saw the role of government as being chiefly concerned with promoting human welfare. Since the working class, in their way of thinking, contributed more than any other group to the prosperity and mate rial well-being of the commonwealth, the state should be active in effecting legislation on their behalf.

American social movements served, in some cases, to give many the notion that private proper ty was a natural right, but it could and should be extensively regulated by the state. According to Abell, "A social view of property ... served as the entering wedge for much contemporary and future American Catholic participation in social reform." Such a view would seem to be contrary to the view expressed by Leo who articulated a view of prop erty rooted in the individual, but which has social dimensions. Many interpreters of Rerum Novarum, howev er, have overemphasized the social view of proper ty. This reflects a bias against individualism and self-interest because of the belief that property owners will inevitably oppress the poor. The bur den for relieving the poor in this view must fall on the state. According to Abell, "these early state 468 THE FREEMAN • DECEMBER 1991 interventionists upheld the right of workers to organize and to engage their employers on the bat tie field of industry, they doubted labor's power, without the aid of the state, to wring justice from entrenched capital."16 According to one priest, the Reverend Edward Priestly,prior to the promulga tion of Leo's encyclicalpeople were coming to the conclusion "that we must, more than we have hith erto done, make over to the state a closer oversight of the relations between classes."17 Hence, during the 1880ssympathy for the labor movement was born in the hearts of nearly all socially concerned Catholics of importance. In addition, a sympathy toward using the apparatus of the state to empower the downtrodden increased. These were, in the words of Cardinal Gibbons, "the most efficacious means, almost the only means" to combat the rise of monopolies and to check their "heartless avarice which, through greed of gain, pitilessly grinds not only the ~en, but even the women and children in various employments.... "18 The hierarchy's enthusiastic support for labor focused public attention on the condition of workers. Two Catholic congresses also were instrumental in fixing this pro-labor sentiment in people's minds. The first was in Baltimore in 1889, two years prior to the promulgation of Rerum Novarum; the second in Chicago in 1893, two years after. They were organized by the hier archy with the aid of prominent laymen, and were aimed at mobilizing clerical and lay persons for "progressive social action." The congresses were well attended and equated capitalist greed with socialism and communism, all of which were denounced.

These congresses presented papers and argued for political, social, and economic change. Many called for increased government intervention, especiallyin the form of taxes on the rich. In addi tion, the congresses voted to set up study groups and distribute the new encyclicalas widely as pos sible. Organized labor wanted to get the analysisof the encyclicalincluded in labor organs and have it be part of addresses before labor audiences. Pro testant advocates who were friendly to the growing notion of "the social gospel" reacted more than a little enthusiastically. They believed that by encouraging the state to get involved in the redress of abuses against labor, the pope had "ranged him self unmistakably on the side of the new Political Economy."19This "new Political Economy" initi ates, in the American context, the march toward an economy of welfarism and interventionism. The American Economic Association was equally enthusiastic about the new encyclical.

While most economists didn't agree with the whole of it, none could deny its monumental importance. Argument ensued after the promul gation of the encyclical over the single tax iss~e. Henry George saw in it a repudiation of his pro gram. He sent an open letter to the pope attempt ing to explain that under his plan only rent would be transformed into common property. Michael A. Corrigan, the archbishop of New York,forced sup porters of George in his diocese to make public disclaimers. Catholic laymen rushed to George's defense and argued that what was included in the encyclical regarding public policy was not infalli ble. Cardinal Gibbons, among others, argued that supporters of the single tax should be allowed to judge the efficacy of George's proposal as they would be allowed to do with any other public pro posal. Archbishop Corrigan was corrected by Rome, givingall progressive-minded Catholics the freedom to pursue public policy proposals without church interference. Theoretically, all public policy proposals were acceptable as long as they weren't contrary to the faith and moral teaching of the church.

The Rootsof the SocialJusticeMovement This new freedom acknowledged by the Vatican finally established the new movement for social justice. In 1899 the Reverend Thomas J. Ducey argued that the church should now lead the people to emancipation from "social and economic slav ery" imposed on them by "trust kings and kings of monopoly.... "20 However, according to Abell, the social movement never really got off the ground during the decade and a half followingthe promul gation of the encyclical. Abell attributes this to racial dissension that caused division and deep dis unity among Catholics, a reference to the waves of immigration that swept the country in the last half of the 19th and early part of the 20th century. The newer immigrants ran up against the older and more established immigrants who were less sympathetic to their condition, and who felt threatened by the competition for jobs they repCATHOLICISM'S DEVELOPING SOCIAL TEACHING 469 resented. The new arrivals, after 1900,from cen tral and eastern Europe, were often accused of being involved in socialist causes. The Socialist Party, headed by Eugene Debs, was making inroads in all parts of American· society. The period between 1912and the beginning of World War I was the time of its greatest appeal. In 1912 the American Federation of Labor was one-third socialist. The Industrial Workers of the World (1.W.W) offered the more radical trade unionists an outlet until the war, while many Catholic priests and laity became involved in the increas ingly active socialist movement.

The American hierarchy repeatedly censured socialismas being materialistic, justifyingthis posi tion by citing Leo's condemnation of socialism in Rerum Novarum.Social activists in return argued that these condemnations by the hierarchy were "exaggerated," that they even "misinterpreted" Leo's attitude toward socialism. In addition, they "ignored its positive program for Christian social reform. "21 Despite protests from the hierarchy, socialists were making considerable inroads into the Catholic community. FatherJohnRyanand "Semi-Socialism" Around 1905the hierarchy began to articulate a program that would keep those Catholics who were attracted to socialism within the church. Their goal was to head off the burgeoning alliance between Catholic workers and socialists. Catholic social activists and theorists developed a strategy to construct progressive economic reform around what they deemed to be "the really salient pas sages" of RerumNovarum.22 This, of course, often meant those that favored interventionism and wel farism to the exclusion of those that warned against such policies. The new reformers argued that socialism contained in itself seeds of Catholic truth which the socialists had stolen and which Catholic social theorists should now reclaim.

Leading this new approach was Father John A. Ryan- "the foremost academician of the Ameri can Catholic social movement."23 Ryan's first book, A LivingWage,was published in 1906and advocated a minimum wage for all. He extended his argument by callingfor other reforms and interventions in subsequent books and arti cles.Among these reforms were "indirect methods of augmenting the worker's income through leg islative action; [including] the eight-hour day; restriction on the labor of women and children; legalization of picketing, persuasion and boy cotting; conciliation and arbitration by state and national boards with compulsory powers; and relief of unemployment by state employment bureaus, labor colonies and social insurance. Like wise provisions should be made against accidents, illness and old age. Finally,the state should launch a housing program, not only condemning and pre venting unsanitary housing and congestion, but erecting decent habitations for the poorer classes, to be rented or sold-preferably sold-on easy conditions."24Ryan also advocated public owner ship of natural monopolies, progressive income and inheritance taxation, taxation on future increases in land values, and prohibition of specu lation on the exchanges.

Ryan understood that socialism tended to destroy the faith of those involved. In that respect he thought it should be condemned. However, he felt that the economic aspect of socialism could be salvaged from its negative religious aspects. Hence, he called hisprogram "Essential Economic Socialism" or "Semi-Socialism," and he believed this didn't fall under church condemnation. He believed that he was complying most faithfully with Leo's desire that the "rights and opportunities of private ownership be sufficiently extensive to safeguard individual and social welfare."25 Ryan maintained that socialismcould best safeguard pri vate ownership with regard to the goods of con sumption, and that it would only be necessary to convert the means of production, and not all con sumer goods, into common property. Ryan believed that economic socialism was not only in the best tradition of Leo, but that its pro motion was good strategy. He felt that if reformers concentrated on refuting the negative religious assumptions of the secular socialist movement, while at the same time arguing in favor of its eco nomic precepts, then Catholics would be lesslikely to get involved in the socialist movement as it was expressing itself politically-seeing the church as a champion of the kind of social reform the masses were demanding.

After 1908 a widespread Catholic movement for social reform began with Ryan as its leader. The first important group to champion social reform was the German Catholic Central Verein.

470 THE FREEMAN • DECEMBER 1991 In 1908 they began with 125,000members and establisheda Central Bureau for the Promotion of SocialEducation and founded a magazine called the Central-Blatt and Social Justice. In 1909 the Central Vereinhad a conventionwhichcalled for more progressive labor legislation. The Verein worked tirelesslyto promote socialeducation and the labor movement. It also sponsored scholar shipsfor the studyofsocialproblemsas they exist ed in Germany.It set up summerschoolsfor social studyin 1912at SpringBank,Wisconsin,and Ford ham University,and lobbied for a Catholicschool of social science to be established. Ryan was encouragedby this blossomingeducationalmove ment and predicted that within a decade it would produce an army of men "able to justifyCatholic oppositionto both the abusesofcapitalismand the excesses of Socialism" with "the ability and the courage to defend plans of positive social reform."26 CatholicSupportfor the LaborMovement The 1909Vereinconventionalsocalledfor sup port of the labor movement.It advocated faithful cooperationwithgroupslikethe AmericanFeder ation of Labor,the National CivicFederation, and the American Associationfor Labor Legislation.

The Vereininfluencewas feltnot onlyamongGer mans; its program was adopted by nearly all Catholics.Thiswaslargelydue to the effortsof the Reverend Peter E. Dietz of New York, one of its most persistent members. Abell says that "just as John A. Ryan was the academician, so Peter E. Dietz was the organizer,of the AmericanCatholic socialmovement."27 In 1909 Dietz attended the convention of the American Federation of Labor in Toronto. He believed Catholicsweren't doing as good a job as the Protestant denominationsin officiallysupport ing the delegation,so he got himselfappointed as a delegate to the 1910 convention, establishinga permanent Catholic delegate position at A.F.L. conventionsin the process,and in a speech to the delegates assured them of Catholic support for trade unionism. During the convention he brought Catholic trade unionrepresentativestogether and formeda permanent organization called the Militia of Christfor SocialService.The Militia'spurposewas to promote understanding of the church's social program and the causeof labor.Its labor program exhibiteda vastinfluenceimmediately,and in 1911 the American Federation of Catholic Societies formed a SocialService Commissionto promote labor'scause.The new SocialServiceCommission systematically circulated Leo's encyclical to be studied and applied with an interventionist slant.

The SocialServiceCommissionwas essentiallyan enlarged Militiaof Christ.These groupscalledfor education and pressed for the establishment of schools,as well as inclusionof socialsciencestudy into the curriculum. These college graduates and professionals formed the Eunomic League ("well-Iawed league") to discuss social problems, and several lecture courses were adopted to reflect the new concerns, the ones at Loyola-Chicagoand Ford ham being the most important. Some seminaries, in additionto The CatholicUniversityofAmerica, placed social studies in their regular curricula. Withthe successfullaunchingof these educational programs, the pre-war Catholic social movement cameto an end. However,thiswasthe mostcritical and important timein the historyof Catholicsocial thought to date. Much has merely been addition, re-definition, and extension of the programs begun during this period. Followingthe war the organizedsocialistmove ment began to disintegrate, and economic prob lems arose which the American Federation of Catholic Societies lacked the ability to address.

The hierarchy formed the National CatholicWar Councilin 1917to deal withpost-warsocialrecon struction.28 Though it condemned socialismin a couple of places, it picked up where pre-war thought left off. In 1919the War Council'sAdmin istrative Committee issued what has been called the Bishops' Program of Social Reconstruction. The statement wasprepared byJohn A. Ryan,and it advocatedsuchremediesfor the country'ssocial ills as: social insurance against unemployment, sick ness,invalidity,and old age;a federalchildlabor law; legal enforcement of labor's right to orga nize; public housing for the working classes; progressive taxation of inheritances, incomes, and excessprofits;stringentregulationofpublic utilities rates; government competition with monopolies ... ; worker participation in manCATHOLICISM'S DEVELOPING SOCIAL TEACHING 471 agement; and cooperative productive societies and co-partnership arrangements in order to enable the majority of wage earners to "become owners ... of the instruments of production. "29 It was with good reason that Ryan would come to be called the "Right Reverend New Dealer."

The bishops changed the name of the Council in 1922 to the National Catholic Welfare Council, and it is today known as the National Conference of Catholic Bishops. They also created a social action arm called the Department of Social Action which was charged with the task of seeing that the Bishops' program was realized. With that, Abell argues, the "reception of Leo XIII's labor encycli cal was complete. "30 The Catholic social movement has continued from that time essentially to argue the same points and advocate the same political and economic agenda. The names, councils, and circumstances have changed, but from Pius XI to John Paul II the social movement has retained its character. The context in which this agenda has been framed, of course, has changed with the passing of time. According to G. J. Hebert, "Social changes during the period after WW II were naturally reflected in Catholic social movements. Special ization and organization became more and more characteristic of Catholic as well as other efforts.

As the role of organized labor in American society was stabilized ... , the labor movement was less prominent than formally as a battleground for social justice.... "31 More than labor, today's liberationist and envi ronmentalist movements are the means by which the Christian left wages its battles for "social jus tice." Indeed, if they have moved in any direction it has been farther to the left as the left-wing Catholic scholar Gregory Baum has recently argued.32 A DramaticDevelopment The latest installment in Catholic social teach ing, and arguably its most dramatic development, comes in Pope John Paul II's Centesimus Annus, which commemorates Leo's encyclical.It may well represent a shift away from centralized planning within the Catholic tradition, and a reversal of the left-wing trend outlined in the previous pages,33 More than any other church document, this latest one celebrates the creativity of entrepreneurs and the virtues required for productivity. John Paul describes these virtues as: "diligence, indus triousness, prudence in taking reasonable risks, reliability and fidelity in interpersonal relation ships, as well as courage in carrying out decisions which are difficult and painful but necessary, both for the overall working of a business and in meet ing possible setbacks." (#32) The pope affirms both the practical and moral legitimacy of profit, entrepreneurship, appropri ate self-interest, productivity, and a stable cur rency. He endorses the right to private property along with its social dimension and callsit a human right. And he distinguishes consumerism from the business economy.

Nowhere does the Holy Father imply that socialism and capitalism are morally equal, a sen timent some detected in his 1987social encyclical, Sollicitudo Rei Socialis. This very deliberate move on the pope's part comes as a surprise to those who anticipated that, having been a principal player in the events that buried collectivism in 1989, John Paul would now employ the considerable prestige and power of his moral authority to anathematize the economic system of free exchange. Instead, John Paul encourages such a system, as long as it is rooted in legal, ethical, and religious traditions. Beyond seeing no contradiction between virtue and freedom (a word frequently employed in his letter), the pope expresses deep reservations throughout the document about various forms of state economic interventions. In this regard, the pope's letter strikes a consid erably different tone from that of the U.S. bishops in their 1986 statement on the U.S. economy, "Economic Justice for All." The latter repeatedly called for increasing the role of the government to remedy social problems and was seen by many business leaders and economists as a moral sanc tion for the redistributivist state.

The pope, on the other hand, having seen the deleterious impact of governmental encroach ments in Eastern European countries, questions the legitimacy of extensive intervention by the welfare state, or what he callsthe "social assistance state." John Paul says, "By intervening directly and depriving society of its responsibility the social assistance state leads to a loss of human energies and an inordinate increase of public agencies, which are more dominated by bureaucratic ways 472 THE FREEMAN -DECEMBER 1991 of thinking than by concern for serving their clients, and which are accompanied by an enor mous increase in spending." (#48) At the beginning of his pontificate some theolo gians thought that John Paul, having lived in a Marxist society, would approach social and eco nomic questions with a certain sensitivity and sym- . pathy to Marxist insights. What appeared to some commentators 34 on his first social encyclical, Laborum Exercens, as a turn to dialogue with Marxists, has ended up being not only a repudia tion of the entire collectivist agenda, root and branch, but the warmest embrace of the free econ omy since the Scholastics.

Centesimus Annus represents an authentic development in the encyclical tradition at the same time that it constitutes a retrieval of the for gotten private property tradition of the Scholas tics, most notably the School of Salamanca in the mid-16th century. This school of thought asserted that what Christianity says about private property is exactly what it says about the whole material order: It is good, but relative. Only God is abso lute.35 To grasp the authentic significance of Centes imus Annus requires a blend of two approaches. First, read it on its own merits. As objectively as possible, one can exegete its various passages to discern its thrust and priorities on the basis of the text of the encyclical itself. Then, read the· docu ment in context of the previous social pronounce ments by the Catholic teaching office over the past 100 years, and see what new themes, develop ments, and directions the present one initiates.

When read for itself,CentesimusAnnus emerges as an uncompromising rejection of collectivism in its Marxist,Communist, socialist,and even welfare statist manifestations. While the encyclical allows for a certain amount of intervention by the state in such areas as wage levels, social security, unem ployment insurance, and the like, Centesimus Annus expresses repeated concern for observing the principle of subsidiarity (first tending to human needs on the local level), and warns against the effects of intervention both on the economic pros perity of a nation and on the dignity and rights of each person. Centesimus Annus, then, indicates a decided preference for what it calls the "business econo my," "market economy," or "free economy," root ed in a legal, ethical, and religious framework. wo ~ C/) ~z o:::io ~o Pope John Paul II. In his encyclicalCentesimus Annus, the pope afflrmsboth the practicaland moral legitimacy of profit, entrepreneurship,appropriateself-interest,pro ductivity,anda stablecurrency.

While it rejects the notion that such a free econom ic system meets all human needs, it distinguishes the economic system from the ethical and cultural context in which it exists. In this way Centesimus Annus can criticize the excesses of materialism and consumerism and still endorse capitalism as being essentially in accord with Christianity. A second way of reading this encyclical reveals it as an even more dramatic document. When read with an awareness of modern Catholic social thought, beginning with Leo XIII's Rerum Novarum, its historical import surfaces. Centes imus Annus evidences the greatest depth of economic understanding and the most deliberate (and least critical) embrace of the system of free exchange on the part of Catholic teaching author ity in .100 years, and possibly since the Middle Ages, as noted previously. Moreover, it contains a modern appreciation for the dynamic nature of free exchange and the way in which wealth is produced.

When seen in this way, CentesimusAnnus rep resents the beginnings of a shift away from the static, zero-sum economic world view that led the church to be suspicious of capitalism and to argue for wealth distribution as the only moral response to poverty.

CATHOLICISM'S DEVELOPING SOCIAL TEACHING 473 There are several implications of this new direction worth considering. As already noted, there is the clear difference in thrust and direction apparent when Centesimus Annus is read along side the 1986 U.S. bishops' letter, "Economic Jus tice for All." This has left the socialjustice estab lishment unprepared to consider social questions from within the framework John Paul has con structed in Centesimus Annus. When one reads over the material these ecclesiastical cognoscenti have produced, it becomes evident that they are unfamiliar with the Continental economic tradi tion represented by Wilhelm Roepke, Ludwig von Mises, E A. Hayek, Israel Kirzner, as well as the insights of the Virginia public choice school and others. A further implication of this encyclical is that entrepreneurs and capitalists have been invited in out of the moral cold to which they felt exiled in the past. The Holy Father has affirmed their basic vocation and role, even while he challenges them to look beyond the economic bottom line and con sider the moral aspects of their work.

A third implication is that this encyclicalconsti tutes the epitaph for liberation and collectivist movements in terms of any official ecclesiastical legitimacy. The "Christian-Marxist dialogue" is dead, as even Gustavo Gutierrez, father of libera tion theology, has recently conceded. Centesimus Annus indicates a turn toward authentic human liberty as a principle for social organization on the part of the world's largest Christian church. Thus a new dialogue has begun. This latest encyclical will go down in history alongside Vatican II's DignitatisHumanae, on reli gious liberty,as representing the impact the Amer ican experiment has had on the teaching of the uni versal church. What Dignitatis Humanae did to open the church to the rights of conscience and religious liberty, Centesimus Annus willdo to open the church to a full and vigorous dialogue with the idea of economic liberty. It is an idea that began . with Catholic scholarship as seen in the Scholas tics; it is fitting that it should be retrieved by this pope.

Conclusion The hegemony of the left in social matters has, over the years, had an increasingly deleterious effect on the traditionally progressive and effective social mission of the church, and may only now be coming to an end. But it is crucial to understand that the reason for this is a fundamen tal misconception on the part of these thinkers regarding the context necessary for economic progress. It has been argued elsewhere that the progressive ideals of the left were co-opted by agents of reaction in an attempt to maintain cen tralized control.36 So my objection here is not so much to the goals of the social reformers (e.g., liv ing wages, decent working conditions, available health care), as much as it is with the programs advocated to achieve these goals. The time has come for more dialogue between free market and socialist theorists within the reli gious community. Some understanding and con sensus must be reached if our goal of "liberating"

the poor from the shackles of poverty and injustice is to be authentically accomplished. There are encouraging signs that these inroads are finally being made. Especially seen in the light of the collapse of the command economies in Eastern Europe, the program of the "progressives" has become some what stale, and is increasingly viewed as restrict ing economic progress and political freedom in many ways. Too often the old policy proposals first articulated by John A. Ryan are retooled and put forth today as viable solutions to economic and political oppression. At times it almost appears that the events-political, economic, and social-of the past 100years, which have exposed the ineffectiveness of much of this social pro gram, had not occurred. Ronald Nash, an evangelical Christian philoso pher, points to a simple fact that should be kept in mind by all Christian social theorists: "Compas sion and love must be coupled with a careful grounding in the relevant philosophical, economic, political and social issues. If the ... social activist proceeds in ignorance of the accepted tools of eco nomic analysis,he risks turning bad situations into something far worse."37 RerumNovarumis not without certain miscon ceptions relative to the practice of the free econo my. Pope Leo appeared concerned that if the government doesn't exercise some control over economic transactions, the "powerful" will take over and abuse the weak. When Leo saw the activ ities of businessmen like J. ~ Morgan, using the coercive power of the state to achieve and main474 THE FREEMAN • DECEMBER 1991 tain monopolies, he reacted against such abuses by calling for interventions that he hoped would insure the widest possible distribution of private property. He failed to see that a freely operating market would act as the best insurance to achieve this goal, but this was a mistake in economic anal ysis, not a mistake in moral principles. It may be said that the economic analysis has been updated in John Paul's Centesimus Annus.

Where Rerum Novarum exhibits a concern that society be organized in such a way that a vibrant network of what we today would call mediating institutions be active in protecting and promoting the welfare of the commonweal, Cen tesimus Annus explicitly calls for such "interme diate communities" to be left free to extend their positive social impact. (#48 and #49) Taken as a whole, and read in the context of its historical set ting, Rerum Novarum provides one of the most finely honed defenses of the free market and pri vate property order in the annals of Catholic, indeed Christian, social thought up until the appearance of Centesimus Annus, which expands Leo's notion of property beyond land ownership, to include "the possession of know-how, technol ogy and skill." (#32) Both Rerum Novarum and Centesimus Annus are worthy of celebration by those who believe that individual liberty offers the best hope for the common good; and they are worthy of study by religious collectivists who mistakenly believe that religion in general, and Christianity in particular, ought to opt for socialism. D 1. Literally translated Rerum Novarum means "of new things,"

although the general title of the encyclicalactuallyis given as "On the Condition of Workers," or as the renowned Thomist Etienne Gilsonmore accuratelyentitledit,"The Rightsand DutiesofCapital and Labor." 2. Rerum Novarum would be followedby QuadragesimoAnno in 1931,Pius XII's Pentecost Radio Address (1941),Materet Magis tra (1961), Pacem in Terris (1963), Gaudium et Spes (1965), Dig natatisHumanae(1965),PopulorumProgressio(1967),Octogesima Adveniens (1971), Laborum Exercens (1981), Sollicitudo Rei Socialis (1987),and CentesimusAnnus (1991). 3. Francis A. Sullivan, Magisterium:TeachingAuthority in the CatholicChurch(New York: PaulistPress, 1983).Father Sullivan,a professor of ecclesiologyat the pontifical Gregorian University in Rome, providesa balancedand extensiveoverviewof the role of the teachingofficeof the Church. 4. See Robert Nisbet, The Questfor Community:A Study in the Ethicsand OrderofFreedom(SanFrancisco:ICS Press,1990),where he says: "By authority, I do not mean power. Power, I conceive as something external and based upon force. Authority, on the other hand,is rooted in the statutes,functions,and allegianceswhichare the componentsof any association.Authorityis indeedindistinguishable from organization,and perhaps the chiefmeans by which organiza tion,and a senseof organization,becomespart ofhumanpersonality.
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8. Thomas Aquinas, Summa Theologica,II-II, q.6, a.2: "A man wouldnot act unlawfullyif by goingbeforehand to the play he pre pared the way for others: but he acts unlawfullyif by so doing hin ders others from going.... A rich man does not act unlawfullyif he anticipates someone in taking possession of something which at first was common property [i.e.,existingin a state of nature], and gives others.a share: but he sins if he excludes others indiscrimi nately from usingit." 9. See J. T. Noonan, The ScholasticAnalysis of Usury (Cam bridge,Mass.:Harvard UniversityPress,1957). 10. F. A. Hayek, The Constitutionof Liberty(Chicago:The Uni versityof ChicagoPress,1960),pp. 93, 99-100,231-32. 11.The pope divideswhathe callsthe "personal" dimensionfrom the "necessary"dimensionofthe wage rate question.By "personal" he means what a worker and an employeragree upon as a wage;by "necessary"he meansawagesufficientto enable aworkerto acquire life'snecessities.
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475 Free Trade and the Irish Famine by John E Finneran I n the mid-19th century, the political life of Great Britain was torn by a great debate on the principles of protection and free trade. The debate, with its triumph for the free trade cause, remains equally relevant today, for it shows that protection, whatever its theoretical merits, is ruinous in human terms. The corner stone of the free trade victory was the repeal of the corn laws by the Tory government of Sir Robert Peel in 1846. The Toriesand the Com Laws The Tory party had had -an ambivalent history toward protection and free trade. On the one hand, the Tories under William Pitt the Younger had favored free trade. With the onset of the Napoleonic wars, however, this policy was inter rupted. When peace was established, the price of wheat and other grains, with their supply from abroad augmented by the increase in commerce that followed with the peace, went into a steep decline. Heeding the requests of landowners, who constituted the main pillar of Tory support, the Tory government passed the corn law of 1815,the first of a series of such laws that effectivelyexclud ed foreign grains from the domestic market. (It should be noted that the term "corn" in this con text does not refer exclusively to maize, but to grains generally, and to wheat especially.) When the issue of free trade versus protection came to a head, it would split the Tory party asun der. Indeed, Peel himself reflected his party's dual heritage. At first a strong supporter of protection, Mr. Finneran recently received his B.A. in history and in international relations from Tufts University.

Peel became ambiguous, and finally came to favor free trade. Punch magazine satirized Peel's attempt to bridge both wings of his party by a cartoon which showed him as a rider standing astride two horses at once. Punch commented: "The world has been lately astonished by the very rapid act of horse manship performed by SIR R. PEEL on his two celebrated chargers, Protection and Free Trade. Protection is a very heavy charger, but Free Trade is a light and active filly, always going ahead with great speed and energy. The great merit of PEEL consists in the skill he has exhibited in giving the rein, now to one, and now to the other, with won derful dexterity; now tightening the bridle, and now relaxing it; and, indeed, playing fast and loose with wonderful dexterity. Though he evidently has greater control over Free Trade, he controls Pro tection with remarkable adroitness. Altogether, his performance is among the most wonderful efforts of modern horsemanship."l In economic terms, the case against protection is simple enough: It benefits the few at the expense of the many. The protected domestic interest ben efits from the fact that foreign products are exclud ed or can only compete at a significant disadvan tage. Less competition means the domestic interest can raise the price and lessen the quality of its product, leaving domestic consumers (that is, the vast majority of the population) with the choice of paying more for an inferior product or doing without. In the case of basic food products like grain, of course, this is a Hobson's choice,since everyone must eat.

It is no surprise, then, that the corn laws were from the outset vigorously supported by landown476 THE FREEMAN • DECEMBER 1991 ers, who grew domestic grain, and vigorously opposed by non-landowners, who had to pay more for their bread, and by classical liberal theorists. The case against protection had been made elo quently by Adam Smith in his Wealth of Nations as far back as 1776, but the depression of 1838 to 1842 caused a new generation of free trade pro ponents to rise to the fore. An Anti-Corn Law League was founded and expressed its views through meetings, petitions, pamphlets, and speakers. Two great orators, Richard Cobden and John Bright, contributed mightily toward enlisting popular sympathy in the free trade cause. It appears that Peel himself was moving in his own mind slowly but inexorably toward support for repeal of the corn laws in the early 1840s.But any lingering resistance he felt toward repeal were swept away decisively by new and calamitous events in Ireland.

The IrishFamine In August 1845, the potato crop in Ireland failed, beginning the frightful Irish Famine of 1845 to 1848. In the devastating hunger that followed, Ireland's pre-famine population of 8 million was reduced by death and emigration to 6~ million within three years. In addition, in the summer of 1847, 3 million were kept alive solely through charity and public jobs.2 A peacetime famine on such a scale had been unseen in Europe for centuries, and with good rea son: Improved distribution systems meant that the effects of local crop failures could be mitigated by food brought from afar. Without the perverse effects of protection coupled with a land system that kept the Irish peasants cash poor and there fore unduly dependent for survival on their per sonal potato crops, the same should have been true for the Irish famine. Indeed, even as Irishmen were starving, Ireland's abundant wheat and maize harvests were being shipped to England. The effect of the corn laws was thus the following: Despite an abundance of food, both in Great Britain and abroad, the artificially high price of grain placed bread beyond the economic reach of cash-poor Irish deprived through the potato crop failure of their major source of income.

When criticized for advancing free trade mea sures that overreacted to events in Ireland, Peel exclaimed: "You may think I have taken too great precautions against Irish famine; you are mis taken. Events will prove that the precautions are not unnecessary. But even if it were not so, the motive is to rescue a whole population from the possibility of calamity and disease; and I shall, under these circumstances, be easy under such an accusation. "3 The OregonDispute A fortunate by-product of Peel's free trade measures was their effects on relations with the United States. Free trade, in classicalliberal theo ry, is conducive to peace. "Free trade," Richard Cobden asked rhetorically, "What is it? Why, breaking down the barriers that separate nations; those barriers behind which nestle the feelings of pride, revenge, hatred, and jealousy which every now and then break their bonds and deluge whole countries with blood; those feelings which nourish the poison of war and conquest, which assert that without conquest we can have no trade, which fos ter that lust for conquest and dominion which sends forth your warrior chiefs to sanction devas tation through other lands."4 In the case of the Oregon dispute of the 1840s, the theory conformed with reality. America and Great Britain at this time stood on the brink of war over ownership of the Oregon Territory (the pre sent-day states of Oregon and Washington and part of the Canadian province of British Columbia). James K. Polk had been elected to the White House in 1844under the slogan "54 0 40' or Fight!"-a claim to the entire Oregon Territory for the United States. While it would be an exag geration to state that Peel's free trade policyof this time was the sole factor that averted war (certainly America's simultaneous dispute with Mexico which would ultimately degenerate into the Mex ican War was at least as important in causing the U.S. to seek a compromise), Peel's policies did, at least, contribute toward creating an atmosphere that was more conducive to a peaceful resolution of the conflict.

Hence Punch wrote: "The English Premier has taken the happiest method of dealing with the American President. POLK fires off inflamma tory messages,whilePEEL returns the attack with Free-Trade measures. The latter will, we have every hope, prove irresistible, and POLK will not be able to make a successfulstand against the very FREE TRADE AND THE IRISH FAMINE 477 felicitous mode of warfare adopted by our Free Trade Minister. It is not likely that the American people will be misguided enough to continue a hostility, which will be so directly opposed to their own interests .... America may, if it pleases, pelt us with its corn, while we return the compliment by pitching into the United States some of our manu factured articles. This will be much better for both parties than an exchange of lead, whether in the form of swan or grape, or packed in cannister."5 The End of the Peel Ministry Once he had decided on repeal of the corn laws, Peel had to convince a parliamentary majority which proved to be no easy task. In December 1845, Peel tried to effect emergency reductions in tariffs through orders in council, executive orders requiring a cabinet majority but no parliamentary vote, but failed to gain a majority in his own cabi net and was forced to resign. The Whig leader, Lord John Russell, was unable to form a cabinet, and Queen Victoria had to call Peel back. Peel was able to form a new ministry with the addition of William Gladstone, the future Liberal prime min ister, as colonial secretary.

The new Peel ministry's attempts to repeal the corn laws were met in the Tory party with vigorous opposition led by Gladstone's future nemesis, Benjamin Disraeli, until then a little-known mem ber of Parliament. Finally, after a great deal of agi tation, on June 25, 1846, the corn laws were repealed with the support of Whig and Irish mem bers of Parliament. 6 But the old Tory party was irreparably split. Indeed, on the very night that the corn laws were repealed, Peel's government lost a vote of confidence on its larger Irish policy, and Peel's political life came to an end. Only four years later, in 1850, he died following an accident suf fered while riding a horse through Green Park. Winston Churchill summed up Peel's career as follows: "He was not a man of broad and ranging modes of thought, but he understood better than any of his contemporaries the needs of the country, and he had the outstanding courage to change his views in order to meet them. It is true that he split his party, but there are greater crimes than that."7 Peel's own epitaph of his political career, deliv ered the night of his government's fall, deserves to be quoted at length: "I shall, I fear, leave office with a name severely censured by many honorable men who, on public principle, deeply regret the severance of party tieswho deeply regret that severance, not from any interested or personal motives, but because they believe fidelity to party, the existence of a great party, and the maintenance of a great party, to be powerful instruments of good government. I shall surrender power, se verely censured, I fear, by many honorable men, who, from no interested motives, have adhered to the principles of protection, because they looked upon them as important to the welfare and inter ests of the country. I shall leave a name execrated, I know, by every monopolist [Peel's speech, reports Punch, was here interrupted by "Loud cheers and laughter"] who, professing honorable opinions, would maintain protection for his own benefit. But it may be that I shall sometimes be remembered with expressions of goodwill, in those places which are the abodes of men whose lot it is to labor and earn their daily bread by the sweat of their brow; in such places, perhaps, my name may be remembered with expressions of goodwill, when they who inhabit them recruit their exhaust ed strength with abundant and untaxed food, the sweeter because no longer leavened with a sense of injustice."8 D 1. Punch, vol. 10, January 1846-June1846,p. 104.

2. Figures from Edmund Curtis, A History of Ireland (London: Methuen & Co., 1968),p. 368. 3. Punch, "Introduction" to vol. 10,p. 3. (In fact,the pagesto the Introduction are unnumbered.) 4. Richard Cobden,Speeches on Questions of Public Policy, vol. I (London: 1870) p. 79, cited in MichaelHoward, War and the Lib eral Conscience (New Brunswick,New Jersey: Rutgers University Press,1986),pp. 42-43. 5. Punch, p. 155. 6. Technically,the corn lawswere not repealed at this date. Maize wasallowedto enter tarifffree,and tariffsfor other grainsweredras ticallyreduced (the dutyon wheat,for example,was reduced to one fourth of its previouslevel).The billpassedat thistime scheduledan abolitionof graintariffs(exceptfor a "mere nominalduty ... for the purpose of procuring statisticalreturns of the quantity imported") for February 1849. An amendment to repeal the corn laws outright was defeated by a margin of 187 votes. See Punch, "Introduction,"

pp.2-3. 7. WinstonChurchill,A History of the English-Speaking People, vol. 4, "The Great Democracies"(NewYork: Dodd, Mead,and Co., 1965),p. 62. 8. Punch, "Introduction," p. 3.

478 BOOKS CAPTURINGTHE CULTURE: FILM,ART, AND POLITICS by Richard Grenier Ethics and Public Policy Center, 1030 15th Street NW, Washington, DC 20005 • 1991 • 392 pages • $24.95cloth Reviewed by Greg Kaza I deological studies revolve around more than politics; they involve culture as well. Lenin was the first socialist to implement Marx's nightmare vision in the political realm. But another Marxist-the Italian Antonio Gram sci-played a crucial role in Marxism's spread to the cultural realm. Neoconservative Richard Gre nier notes in this intriguing book that Gramsci was "the most prescient analyst of the contemporary relationship of art and politics.... Culture, Gram sci felt, is not simply the superstructure of an eco nomic base-the role assigned to it in orthodox Marxism-but is central to a society." Gramsci's famous slogan was "Capture the cul ture." Grenier documents how Gramsci's disciples continue their "long march through the institu tions" of the cultural world. The collapse of social ism in the Soviet Union and Eastern Europe has totally discredited Lenin's political work. But Gramsci's legacy remains with us in the form of a powerful cultural left. In this collection of essays originally published in Commentary, The Wash ington Times and The New York Times, Grenier explores how "the modern artist's predisposition to estrangement has flung him, in America espe cially,straight into Gramsci's arms."

Many of Grenier's insights would warm the heart of any classical liberal. Reds, Warren Beat ty's film about the Russian Revolution, "has poli tics after all," Grenier observes. "They are what can be called the 'politics of intent,' as opposed to the politics of achievement. If one has noble intentions, and means well toward one's fellow man, and one's heart is pure, and generous, and filled with love, then that is what matters. If one's ideas are unworkable, bring social disruption, dis aster, and even tragedy on a colossal scale-one can't be expected to foresee all that, can one?" Despite the socialisticbias of Reds, there are high lights. At one point, Jack Nicholson, portraying Eugene O'Neill, drily remarks, "Something in me tightens, when an American intellectual's eyes shine at the mention of Russia." Important post-World War II European film makers unknown to the average American-but not to flattering leftist critics-are an easy mark for Grenier. The late director Rainer Werner Fass binder and other "New Wave" film-makers were creations of the West German government. "For without lavish government funding," Grenier observes, "this New German cinema would not only never have survived, it would never have been born." Fassbinder was part of "a subsidized underground cinema."

Grenier writes, "When you see [the Greek director Kostantinos Costa-Gavras in Europe] there are no evasions. He's your straight, mind numbing Marxist. ... But whenever he flies to America he converts to free enterprise .... He takes Americans for political illiterates, and fair is fair, he's usually right." The Frenchman Franc;oisTruffaut was a differ ent sort of film-maker. Grenier observes that it "was not hard for General de Gaulle or his culture minister, Andre Malraux, to grasp that France had produced in Truffaut and [his followers] a school of film-makers whose conservatism, both cultural and political, was profound .... [Truffaut] simply could not abide a cinema that told him, in accor dance with the modish ideas of the Marxianized French elite culture of his early years, that the world was a rotten place, evil, doomed .... " De Gaulle and Malraux moved quickly. Fassbinder was part of a government-subsidized, left-wing cinema, whileTruffaut wassubsidized by a govern ment of the political right.

Some libertarians may be disturbed by Gre nier's reduction of culture to the Cold War, but they should be more troubled by the scant atten tion paid to the South and Midwest, arguably the foundation of American culture. This comes as lit tIe surprise. To a neoconservative such as Grenier, New York is the center of the world. Despite this oversight, Grenier's book does contain one obser vation about that vast tract of land west of the Hudson River. Clint Eastwood, he writes, "draws the skilled industrial workers, farmers, men who if they no longer work with their hands come from a different America than the Vassar that produced Jane Fonda and Meryl Streep." Fine. But there is much more that Grenier could have said about the South and Midwest. Shortly after the Bolsheviks took power in the Soviet Union, Lenin declared, "Of all the arts, for us cinema is the most important." Richard Grenier observes, "Only in America ... is it possible for a critic to be in the editorial offices of an influential organ of the press ... and have an editor say: 'Who's Gramsci?'" Two good reasons, despite its shortcomings, to read this book. D Greg Kaza is Vice Presidentfor Policy Researchat The MackinacCenterof Midland, Michigan, and co-authorof the book, Michigan: An Agenda for the '90s.

THE NATIONALREVIEWCOLLEGE GUIDE:AMERICA'S50 TOP LIBERAL ARTS SCHOOLS edited by Charles Sykes and Brad Miner A National Review Book, 150 E. 35th Street, New York, NY 10016 • 1991 • 212 pages • $14.95 paper Reviewedby RaymondJ. Keating I n this age of "political correctness," "cultural diversity," "deconstructionism," and "gender neutrality," one might think that it is no longer possible to receive a traditional, well-grounded liberal arts education. And although it is increas ingly difficult to find sound liberal arts colleges and universities, Charles Sykes and Brad Miner have proven that it is not, in fact, impossible. Their new book presents the prospective college student, his or her parents, and the high school counselor with a steady rudder for evaluating academic quality. The editors identify three styles of American higher education. One is the "land-grant" institu tion, which is based on "technical expertise impor tant to a particular region." A second is the "Ger man" university, focused on "highly technical research." The third style, and the editors' over arching preference, is the "English" university, as it is "designed to graduate well-rounded scholar citizens."

The criteria for evaluating academic excellence used by Sykes and Miner by no means typify the average college guide. Size, percentage of faculty Ph.D.'s, amount of research grants, or the number of published works by faculty members are not to be found among their tools of evaluation. The edi479 tors have three primary criteria upon which a col lege or university is judged: 1. by the quality and availability of the faculty; 2. by the quality of the curriculum, with special regard for schools with a liberal arts "core" ... that respects the tradition of the West; 3. by the quality of the intellectual environment: that elusive interaction among students, faculty, administrators, alumni, and townspeople-the entire university community. As for the faculty,the editors consider "teaching ability above other measures of performance." This contrasts sharply with the prevailing, though misguided, publish-or-perish mentality in aca demia today.

Sykes's and Miner's criteria, while firmly grounded on the traditional ideal of what a college should be, represent, in today's environment, the exception rather than the rule. For if they were not the exception, such a book wouldn't be needed. It is, in fact, a most useful college guide, as its sole focus is on the quality of education. William F. Buckley Jr., in the book's introduc tion, expounds on this idea of a quality education: "And such education, [the editors] are convinced, requires not merely that graduates of an institution emerge technically qualified to handle the machin ery of the modern world. They must learn some thing about what happened in the evolution of the modern world. And they must be exposed to some of the reasons why the bias gradually crystallized in favor of human freedom, and why the freedom of the marketplace is essential to that freedom." Such thoughts on education are deemed outmod ed by many academic institutions, and by some are even considered taboo.

Indeed, the search for truth has been supplant ed in many academic settings by relativism, egali tarianism' multi-culturalism, and an over-sensi tized environment that excludes debate. Sykes and Miner, on the contrary, in their own words, "have opted as often as possible for schools that have not supplanted education with political indoctrination, have not subverted justice in pur suit of equality-whatever that is." They explicitly "reject any university that tolerates ... assaults on academic freedom." A few of the editors' own comments about var ious colleges and universities are in order to gain a feelfor the temperament of this guide (all the insti480 THE FREEMAN • DECEMBER 1991 tutions chosen by Sykes and Miner are worth con sideration; the comments I have selected are mere ly for illustration): "Although it is hopelessly out of step to pursue wisdom rather than 'diversity' these days, that seems exactly what BU's [Boston University's] new pilot core curriculum attempts to do."

"It is worthwhile to recall that nearly all of the early American colleges and universities began as church-related institutions, reflecting the belief that liberal learning was integrally tied to a recog nition of the role of faith in history and culture." "It is no exaggeration to say that the history of liberal learning in the twentieth century has largely been the story of higher education's response to the remarkable core curriculum put into place dur ing the first half century by Columbia College." "[Furman's student volunteer] program not only instillsthe values of voluntarism, but also pro vides a firsthand lesson in non-statist approaches to social problems." "While the vast majority of schools compro mised both their independence and academic integrity by accepting ... federal controls, Hills dale fought back in a decade-long struggle that cul minated in Hillsdale's refusal to all federal support. ... Since then, Hillsdale has gone it alone, building its programs around the traditional prin ciples of freedom, morality, free enterprise, indi vidualism, and independence."

"There is no mistaking the traditionalism of campus life at [Thomas] Aquinas. Students address one another as Mr. and Miss in the class room, adhere to a dress code, eschew drugs, and follow a strict moral code." The NationalReviewCollegeGuideis unique. It doesn't adhere to current academic trends but, rather, critically evaluates them in light of a tradi tional, proven core of knowledge. The fact that Columbia is the only Ivy League school to make this top 50list is instructive. The Ivies have faltered in recent times. For example, "At Yale," the edi tors. note, "the denial of a core of knowledge is made explicit." Sykes and Miner advise these insti tutions to "return to the basics-to teach under graduates systematically a core of tested knowl edge, and to revive the tradition and discipline so rigorously followed throughout all but a few recent years in their long histories." Sykes and Miner issue other caveats pertaining to some of the socalled top institutions in this nation. For example: "Imagine the surprise of stu dents in Duke's English Department who take a sensible-sounding course in Shakespeare only to discover that the professor teaches King Learas a critique of sixteenth-century British capitalism."

In this period of slackening academic stan dards and gross politicization, this book should be a primary source for those who seek a quality education. D Mr. Keating is New York Director of Citizens for a Sound Economy. DRUGS AND CRIME edited by Michael Tonry and James Q. Wilson Universityof ChicagoPress, 11030 S. LangleyAvenue, Chicago, IL 60628 -1990 - 574 pages - $39.95 cloth Reviewedby Doug Bandow T he socalled drug war remains one of the most contentious issues facing us. There seems little doubt that the government's attempt to stamp out illicit drug use has failed. According to the National Institute on Drug Abuse, 74.4million people over the age of 12 have tried drugs, despite decades of prohibition. Nearly 27 million people use illegal substances at least once a year. Rates of drug use are now falling, but the declines started before the periodic escalations of the drug war during the 1980s.

At the same time the harm from prohibition and the ever more Draconian enforcement policies legislated by vote-minded politicians has sharply escalated. The U.S. now has more than one million people in prison, giving it the highest rate of imprisonment in the industrial world. Young blacks are more likely to die in urban gun battles resulting from drug prohibition than they were serving in the army in Vietnam. Drug users seeking to pay the inflated prices of illegal sub stances commit thousands of property crimes in cities and suburbs. Children, who receive lesser criminal punishments, are increasingly recruited into the drug trade; many also become users. Even James Q. Wilson admits in Drugs and Crime that "attempting to suppress the use of drugs is costly-very costly."Although he believes that legalization would result in greater problems, many of the essays in Drugs and Crime suggest otherwise, demonstrating how prohibition funds a violent criminal underground while failing to halt drug sales.

For instance, one study of New York City noted that drugs have transformed "the conduct norms of the criminal underclass subculture .... Crack has dramatically expanded the prosperity of the crim inal underclass economy as well as incorporated and strengthened new elements into the criminal underclass subculture." Were drugs not illegal, of course, there would be little ill-gotten wealth to dispense. Alas, the apparent success of police efforts in New York to end street sales has proved largely illusory. "Such intense police pressure, however, did not eliminate drug-selling activity or make major reductions in the number of sellers. Rather, heroin and cocaine sellers developed new strate gies for marketing their products," conclude the researchers. Two other experts have contributed a detailed study of state and local enforcement efforts. The solution to drug abuse, they observe, is hard to find: "While 'the drug problem' and responses to it seem simple enough from the distance of a politi cian's podium, a preacher's pulpit, or an editorial ist's desk, from close up they reveal an almost dis orienting complexity of goals, techniques, and targets. How best to use limited, and largely unco ordinated, enforcement, adjudication, and punish ment resources to address the multifaceted drug problem is anything but obvious."

What is obvious, however, is that tougher enforcement tends to push up drug prices, and hence property crime by addicts stealing to satisfy their habits. The researchers conclude that the evi dence does "suggest that the possibility of a trade off, at least in the short run, between reducing drug consumption and reducing crime is not merely hypothetical. " Another form of violent drug crime inflamed by stricter enforcement policies is described as "sys temic" by researchers: the assaults and killingsthat occur naturally in the course of the drug trade. "Both the nature of the business and the state of the customer-often nervous, perhaps feeling deprivation effects-make violence a frequent outcome in the drug trade." The form of drug-related violence of least con cern is that committed by users because of the pharmacological effects of the drugs themselves. BOOKS 481 The authors of another chapter in Drugs and Crime observe that "use of illicit drugs does not appear to be strongly related to onset and partici pation in predatory crime.... Most of the under lying causative factors, such as irregular employ ment or weak attachment to school or parents, are not amenable to intervention by the justice system.

Moreover, general prevalence figures for drug use do not give much hope that even major reductions in the numbers of people who use illicit drugs could significantlyreduce the numbers of incidents of predatory crime." In the end, even Wilson, critic of drug legaliza tion though he may be, seems to recognize that the drug problem is not easily manageable by govern ment. "Above all, we do not know how to alter the moral climate so that drug use is regarded as loath some," he complains. And until we do change that moral climate, drug use will continue, irrespective of the severity of the government's war on drugs. Drugsand Crimeis first and foremost a valuable resource as to the relationship between drugs, the drug laws, and crime. Its honest appraisal of that relationship makes it much more, however-a case for withdrawing the criminal law from what is most fundamentally a moral problem. D Doug Bandowis a SeniorFellowat the Cato Instituteand a former SpecialAssistantto PresidentReagan.

FREE MARKETENVIRONMENTALISM by Terry L. Anderson and Donald R. Leal Pacific Research Institute for Public Policy, 177 Post Street, San Francisco, CA 94108 • 1991 • 208 pages $28.95cloth, $14.95paper Reviewedby WilliamH. Peterson Propertyshould be in a certainsense common, but, as a generalrule, private;for, when everyone hasa distinctinterest,men willnot complainofone another, and they will make more progress, becauseeveryonewillbeattendingto hisown busi ness. Aristotle, Politics,Book II, Ch. 5 T hus did Aristotle take Plato's advocacy of communism to task. Aristotle's stress on private property rights is reflected in the approach to environmental concerns taken by research associates Terry Anderson and Donald 482 THE FREEMAN • DECEMBER 1991 Leal of the Political Economy Research Center at Bozeman, Montana, in their study on how Amer ica should best manage its natural resources and achieve environmental quality.

Anderson and Leal maintain that most of the proposed solutions to perceived environmental problems today callfor centralized, politicized,and bureaucratized approaches that are not even con sistent with the science of ecology.Moreover, they hold these solutions pit winners against losers in a zero-sum game that tears at America's socialfabric. Their brilliant answer of what they call "free market environmentalism" depends on an Aris totelian voluntary exchange of property rights between consenting owners that promotes human cooperation and mutuality of interests. In short, it offers, say Anderson and Leal, "an alternative that channels the heightened environmental con sciousness into win-win solutions that can sustain economic growth, enhance environmental quality, and promote [social]harmony." The authors furnish an example of such har mony in the case of the National Audubon Soci ety's Rainey Wildlife Sanctuary in Louisiana.

There the Society,a group opposed to oil and gas development in most wilderness settings, acted differently when it happened to own the land and mineral rights in an extensive area that is home for deer, armadillo, muskrat, otter, mink, thousands of geese, and many other birds. That home has in no way been measurably damaged by the Society's allowing Consolidated Oil and Gas to extract oil from the wildlife sanc tuary for years in exchange for royalties so that the wildlife group can better carryon its work. To be sure, the Society imposed extra precautions on the company oil wells to prevent pollution in the huge marshland, but the environmentalist group/ business firm partnership still evidences what the authors see as a win-win environmental solution. This solution may provide the key to what to do about the Interior Department's proposal to per mit oil exploration in the 1.5 million acre coastal plain of Alaska's Arctic National Wildlife Refuge-about 8·percent of the nation's largest preserve. That plain may contain as many as 9.2 billion barrels of economically recoverable oil, quite possibly America's last great oil reserve, according to petroleum geologists.

But the proposal, backed by President Bush, encounters strong opposition in the environmen tally sensitive, politically attuned Congress.,Still, this opposition seems to ignore the Rainey Sanctu ary and the Alaska pipeline experience of success fully preserving wildlife while producing a valu able resource. And it ignores various recent Middle Eastern oil disruptions, the latest involving Desert Storm. The note on Congress and President Bush points up the inevitable intrusion of politics and the consequent diminution of private property rights in most proposed solutions to pollution. The Clean Air Act of 1977, for example, requires the "best available technology" standards for new coal-fired electricity generating plants. But these standards, administered by the Environmental Protection Agency, precluded specific pollutants emission criteria, thereby not allowing plants to burn cleaner, low-sulfur western coal without hav ing to install expensive stack-gas scrubbers, which cost a lot more to buy and operate.

Where's the politics? Just here: A "clean air/dirty coal" coalition of environmentalists and eastern coal producers lobbied Congress and the EPA for the technological fix. The eastern coal producers worried that a sensible environmental policy would induce electric utilities to buy low sulfur western coal to the exclusion of high-sulfur eastern coal. The environmentalists, for their part, are just not particularly cost-conscious when it comes to pollution control, often arguing that the best solution isn't good enough, that "pure" air and water really means 100 percent pure. The upshot has been not only the undermining of private property rights but higher-cost elec tricity for consumers and, ironically, still more air pollution due to a reduction in the rate of replacement of older, dirtier utility furnaces and boilers. Anderson and Leal neatly encapsulate their strategy of getting private property rights to clinch the war on pollution by noting a sign on the side of a commercial garbage truck: "It may be garbage to you, but it's our bread and butter." D Dr. Peterson,an adjunctscholaratthe HeritageFoundation, is the Lundy Professorof BusinessPhilosophyat Campbell University,BuiesCreek, North Carolina.
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