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PERSPECTIVE

The Socialist Elite

A number of years ago, when I was pres-
ident of the Bozeman Symphony Society, a lo-
cal citizen, who was a musician and music
teacher in the local school system, came to in-
terview me at my office, apparently believing
that I was a person of some influence in the
community. He wanted my help in obtaining a
government grant to construct a performing arts
center in Bozeman with a seating capacity of
two to three thousand people. We already had a
400-seat auditorium in the Music Department of
Montana State University, and our symphony
concerts rarely attracted more than 600 people,
as is still the case, and they were given in a local
movie theater. This gentleman insisted that we
needed a large center, so that we could stage
operas, popular plays, and other extravaganzas
which would be sure to attract many more peo-
ple.

I asked him if he thought he had the right to
extract, by force, tax money from other people
in order to build a pet project, which would
benefit a few music and theater lovers in the
area. He replied, ‘‘How else can it be done?’’ 1
said that he should seek enough donations from
interested citizens to finance such a project, just
as had been done with our football field at Mon-
tana State University, paid for entirely by do-
nations. ‘‘Oh,”” he said, ‘‘There just aren’t
enough music lovers around to pay for such a
project, not nearly so many as there are sports
lovers.”’ I replied that if there were not enough
music lovers to pay for a performing arts center,
then the community certainly didn’t deserve
one, especially one paid for by the government
through taxes. The gentleman left my office in
a very disgruntled mood. I never saw him
again.

This little story embodies what worries and
frightens me the most about socialism. The ded-
icated socialist honestly believes that he and
others of his persuasion are the elite who are
intellectually superior to all the rest of us and
who can spend our money more wisely than we
can. Not only that, but they have been success-
ful for many years in persuading a majority of



the electorate that they are right. Most people
just don’t realize that socialism is the same old
tyranny mankind has experienced for thousands
of years, with a few modern trappings to lure
the unwary.

—ALAN IDDLES, M.D.
Bozeman, Montana

Pure Socialism

Pure socialism, as detailed by Marx, en-
tails separate answers to the questions of pro-
duction and consumption. The link between
production and consumption in bourgeois soci-
ety, namely that successful production gives
one the means for successful consumption, is to
be abolished under the pure socialist regime.
Instead of trading one’s productive output for
one’s consumption, production is forced and
consumption is free. No trade is necessary, for
production is guaranteed by the coercive pow-
ers of the state (and later is voluntarily per-
formed by selfless men in a utopia) and con-
sumption becomes a basic human right.

Of course, pure socialism is so far from con-
sonance with human nature that it has never
been tried. There never has been a regime that
has totally abolished exchange and money, as
prescribed by Marx. Free consumption simply
creates shortages of scarce goods; forced pro-
duction creates resentment, but not goods and
services of quality. The variants of socialism
that do exist—while impure—partake of the
ideas of forced production and free consump-
tion, which is why they invariably fail. Today,
socialist regimes everywhere are coming to re-
alize this, and they are injecting incentives—
links between successful production and suc-
cessful consumption—into their otherwise rigid
economies. This is a move in the right direc-
tion.

—JosePH S. FuLDA

PERSPECTIVE
Black and White

During a discussion session at a recent FEE
seminar, a participant remarked: ‘“You see
things only in black and white and the world
sometimes operates in shades of gray. For ex-
ample, it was with a government grant that I
was able to earn the doctorate which ultimately
benefited my family, my students, and me. So,
there are instances where the transfer society
can be justified.”’

My response: ‘‘Right and wrong can be
viewed only in terms of black and white; there
are never any grays. If you had held a gun to my
head in order to coerce me into paying for your
education, you surely would have recognized
the immoral nature of your conduct. If you had
combined with others to accomplish the same
end, you still could not have legitimated your
act. Your use of the political process to achieve
your purpose did not convert your wrongful act
into a rightful one. You simply used a more
effective means to plunder what belonged to
me. But whether stealing is committed individ-
ually, collectively, or through the political pro-
cess, and despite any resulting benefits, it re-
mains morally repugnant.

*“Your doctorate may be considered valuable
by your family, your students, and you. But had
my money not been taken from me, I could
have used it to earn my doctorate. Alterna-
tively, I could have donated it to a worthy cause
which might have used it to discover a cure for
cancer. Some would argue that these results
would have been more beneficial than your de-
gree. Actually, it is impossible to measure the
true cost of providing your education because
no one will ever know what would have come
into existence had I, and millions of other vic-
tims, been left free to dispose of our money in
the manner that we, rather than you and the
politicians, chose fit.”’

Moral principles can never be compromised;
they can only be abandoned.

—JAacoB G. HORNBERGER
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The Tucker Car: Did the
Big Guys Do It In?

by Melvin D. Barger

t first, I thought it was astonishing that
APreston Tucker and his fabled car from

the 1940s should suddenly reclaim the
public’s attention, as a result of the new movie
by Francis Ford Coppola.’

Thinking it over, I decided that the Tucker
car’s second coming—if only on the screen—
isn’t so astonishing after all. Ever since Tuck-
er’s short-lived carmaking venture collapsed in
late 1948, myths about him have circulated in
the country. The myths have become part of a
legend that strikes close to the opinions held by
a lot of people. These myths are worth review-
ing because they also touch economic fallacies
which are part of the general folklore.

It should be said at the outset that the Tucker
car was a poorly conceived venture that was
doomed to fail from the start. Though Preston
Tucker was a charming, persuasive person with
novel ideas, he lacked many of the qualities
which were needed for a successful entrepre-
neurial venture. Even had he possessed these
qualities, however, he was entering a business
which had become fiercely competitive and
cost-efficient at every level. The U.S. automo-
tive industry was already dominated by the Big
Three in the late 1940s and would soon shake
out established companies like Studebaker,
Packard, and Hudson.

There was some concern about this situation
by people who argued that it takes many pro-
ducers to bring real competition. The truth,
however, is that the Big Three reached their

Mr. Barger was a business writer associated with Libbey-
Owens-Ford Company and one of its subsidiary firms for
nearly 33 years.

positions because they performed most effi-
ciently among the carmakers who still survived
as the industry grew and matured. The Big-
Three efficiency was not only in designing and
engineering cars, but also in mass-producing,
marketing, and servicing them. Any would-be
contender in this tough market would have had
to offer not only a great car at a competitive
price, but also superb manufacturing and a
sound dealer network with servicing arrange-
ments. The outlook for success was so forbid-
ding that no really new car company had grown
up since Walter Chrysler revamped the Max-
well concern in the 1920s and then went on to
acquire the formidable Dodge interests. The
one newcomer who did achieve some success in
the postwar car building industry was Henry J.
Kaiser, who produced about 750,000 cars in his
nine-year attempt to crack the market. Amaz-
ingly, however, it’s Tucker and his 51 cars that
have stayed in the public memory. Kaiser, an
astute businessman with many successes to his
credit, is largely forgotten.

Preston Tucker burst upon the scene in 1946
with astonishing announcements which prom-
ised a revolutionary new car. First called the
Tucker Torpedo, it purportedly had been under
testing and development fifteen years and
sported amazing safety and performance fea-
tures. It’s hard to believe the response to this
incredible announcement. As a pair of maga-
zine writers recalled in 1982, thousands consid-
ered Tucker a genius, ‘‘an automotive David
who would slay the monopolistic Goliaths of
Detroit.”*?

For two years, Tucker’s ‘“Tin Goose,”” as it



produced.

became known, seemed to fly fairly high. For
his company headquarters, Tucker managed to
obtain from the War Assets Administration a
huge Chicago plant which Dodge had operated
during World War II. Early success in selling
stock and dealerships eventually brought in
about $26 million. Though the responsive pub-
lic became restive over Tucker’s failure to pro-
duce a car, he finally displayed one in a highly
dramatized showing on July 19, 1947. Now
called the Tucker ‘‘48,’’ the display model cap-
tivated crowds with its aerodynamic design,
rear-mounted engine, and such supposedly ad-
vanced safety features as a Cyclops center head-
light which turned with the wheels and a wind-
shield to pop out in an accident.

Though the display model also drew record
crowds when Tucker took it on tour, it turned
out that the vehicle had been hastily put together
and actually had no reverse gear at the original
showing. The suspension system had failed and

The Tucker Torpedo, complete with Cyclops center headlight and pop-out windshield. Only 51 Tucker cars were actually

had been frantically rebuilt just before the
show. Some of the body had been fabricated
around a 1942 Oldsmobile body. The more se-
rious problem was that Tucker apparently had
no sound plan or even blueprints for getting the
car into real production. The 51 Tucker cars
actually produced were hand-built models fab-
ricated at enormous cost. One example of Tuck-
er’s profligate ways was revealed in his pro-
curement of transmissions. Tucker obtained
salvaged transmissions from the defunct Cord
automobile, and then paid a shop owned by his
family $223,105 to rework 25 of them.? With
such weird practices, it’s not surprising that by
late 1948 the firm was all but bankrupt. By
early 1949 it was all over, with less than
$70,000 remaining of the nearly $26 million
raised by Tucker from trusting shareholders and
would-be dealers.

A number of publications, particularly
Collier’s magazine, reported on the failure,

COURTESY HENRY FORD MUSEUM, GREENFIELD VILLAGE
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leaving little doubt that the Tucker venture had
been a business seduction of massive propor-
tions. Tucker himself was exonerated of fraud
charges, and it’s possible that he had, indeed,
fully intended to build and market his dream
car. He was reportedly still determined to
launch another automaking venture when he
died of cancer in 1956 at age 53.

Long before Tucker’s death, the myths were
already circulating in Detroit. I’'m sure I heard
them from fellow workers when I worked on
assembly in a Detroit engine plant in 1951 and
1952. We heard that Tucker had had such a
phenomenal car that the Big Three automakers
moved to block it. One of their alleged tactics
was to bully their own suppliers into refusing to
sell parts to Tucker. They also enlisted the gov-
ernment’s help; and the Securities and Ex-
change Commission helped speed the Tucker
car’s demise by leaking information about the
company. Another ‘‘villain’’—as the new
movie makes clear—was Homer Ferguson, a
U.S. Senator from Michigan who had strong
personal ties to the Big Three establishment.

As a student of free-market economics, I’'m
quick to concede that a government-backed
business conspiracy can work to stifle a new
venture. The involvement of Senator Ferguson
and the SEC does muddy the waters in review-
ing the Tucker collapse. In fact, however,
Tucker needed no help in destroying his com-
pany. The government, if anything, bent the
rules in Tucker’s favor when it awarded him the
plant in Chicago on very generous terms. As for
Senator Ferguson, his more probable concern
was not that Tucker would succeed, but that -he
was headed for a massive failure which would
wipe out shareholders’ investments. The SEC
did not doom Tucker, nor did it really carry out
its role of protecting investors.

Did the Big Three
Shut Out Tucker?

What about the role of the Big Three auto-
makers? Their supposed opposition to Tucker is
inferred as a result of a common fallacy about
big business concerns. There is a widely held
belief that any large business or several ‘‘oli-
gopolists’’ can easily shut out an upstart com-

petitor, either with predatory pricing or some
other tactic. The way this story goes, the dom-
inant business simply applies such pressures
when a new company appears, and then goes
back to its usual exploitative practices after the
would-be contender expires. This is a fallacious
argument that is often used to explain failure. It
can be easily disproved by tracking the number
of times newcomers have dislodged established
firms. It still survives, however, and it contrib-
uted to the Tucker myth.

I find it hard to believe that any top manager
of a Big Three company actually gave more
than a few minutes’ thought to the Tucker ven-
ture, let alone conspired to destroy him. While
Detroit’s auto executives would have been cu-
rious about any new car, they would have been
quick to see that the Tucker program was likely
to unravel by itself. They were also in the midst
of an extraordinary sellers’ market in the late
1940s and had little apprehension that a new
competitor might sweep the industry. Nor was
there need to fear that failure to bring out a
glitzy new body design would cause loss of
market share. Though some of them may have
admired Tucker’s body design, all of them had
new aerodynamic models in progress and
planned for early introduction. Studebaker and
Hudson, in fact, did beat the Big Three to the
market with aerodynamic designs, and yet this
did not help them survive in the long run.

Even if Tucker had offered a truly revolution-
ary car, it’s doubtful that Detroit’s managers
would have panicked about possible ‘‘losses of
billions’’ in the future, as the Coppola movie
suggests. The Big Three automakers already
knew how to design ‘‘dream’’ cars, as both GM
and Chrysler did just before World War IL*
Their concern was not the design of such cars,
but the cost constraints of getting them into pro-
duction. Again, there is far more required for
automotive success than just having a great car.
Any top executive of GM or Ford, in looking
over the Tucker car, would have immediately
questioned whether it could be put into produc-
tion to support the low sales price Tucker had
promised. There would have been questions
about its likelihood of giving trouble-free per-
formance and whether the car really delivered
the excellent gas mileage promised. And it
would have raised some eyebrows if it had been
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known that Tucker had sneaked reworked Cord
transmissions into the car rather than designing
his own.

There is also scant reason to believe, as some
do, that the Detroit automakers bullied their
suppliers into refusing to sell parts to Tucker. I
had personal knowledge of this as a result of
being associated with Libbey-Owens-Ford for
14 years. I learned that Libbey-Owens-Ford had
fabricated Tucker’s pop-out windshield at a
time when LOF supplied 100 percent of Gen-
eral Motors’ automotive glass. Had Tucker
gone into production, LOF would have contin-
ued as his supplier, just as it also supplied glass
to other auto and truck manufacturers. (Ford
Motor Company had its own glass plants.)
Moreover, sales managers are adamant in de-
nying that any carmaker would prevent a sup-
plier from selling to other companies. Rather
than making suppliers totally dependent on
them, carmakers are more interested in having
vendors who are soundly financed and are
likely to have a number of customers in order to
survive the times when auto production is cut
back.

It is possible, of course, that in 1948 some
suppliers would have been more attentive to Big
Three customers than to Tucker. The persistent
fear at supplier firms is that a customer may not
be able to pay the bills. In view of disturbing
rumors that were already circulating about
Tucker Corporation in early 1948, any prospec-
tive suppliers would have been skittish about
selling to the company except on a c.0.d. basis.
Tucker, however, never reached the point of
ordering production parts in volume. He was
never strongly in the market for the parts that
supposedly had been denied to him.:

The most likely Big Three response to
Tucker is that the top auto managers noted his
company and quickly dismissed it as a specula-
tive venture that would not survive. The duty of
following Tucker and reporting on his progress
would have been assigned to the market-
research person who tracked competitors’ activ-
ities. Far from conspiring to destroy Tucker, the
Big Three executives were more concerned
about competing with each other for the long
run.

Another reason given for the Tucker failure is
that the SEC leaked damaging information

which had the effect of stifling sales of Tucker
stock and dealerships. As a result, Tucker fell
far short of raising the total amount that would
have been needed to get into production. While
nobody knows an exact figure for this, $100
million is probably a fair estimate. This was
four times the amount Tucker actually raised.

The Market Responds

Whatever the effect SEC leaks might have
had on Tucker’s venture, his failure to raise
more capital can be easily explained by the or-
dinary behavior of the investment market. The
surprising thing is not that Tucker failed to fi-
nance his venture. What’s really surprising is
that he found investors and dealers who were
gullible enough to risk $26 million with him.
With or without the SEC, the stock market has
an intelligence of its own and puts values on
shares after they have been sold. Though
Tucker was able to milk thousands of small,
trusting investors, he was not likely to tap into
shrewder ones who realized how speculative his
entire venture had become. Price is the stock
market’s way of expressing opinion about com-
pany values, and in Tucker’s case the share
prices plummeted as facts began to surface, vir-
tually foreclosing any hope of raising funds
with new equity offerings.

Another myth is that Tucker did have a rev-
olutionary car which foretold Detroit’s future.
Newspaper articles recently extolled some of
the unusual features of the Tucker car: a pop-out
windshield, a rear engine, a Cyclops light in the
center which turned with the front wheels, a
padded dash, and an aerodynamic body style.
But were these really the way Detroit went in
the future? No carmaker adopted the pop-out
windshield, for example, and the Libbey-
Owens-Ford engineers who supplied it to
Tucker thought it was a bad idea. Few carmak-
ers have adopted a rear engine; and the front-
wheel drive has helped eliminate the long drive
train. The Cyclops light is a gimmicky idea that
intrigues onlookers, but apparently hasn’t been
considered an automotive selling point. Credit
Tucker with the padded dash and the leap into
aerodynamic design, but neither was beyond
Detroit’s capabilities.

A final feature of the Tucker myth was the
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David vs. Goliath aspect, always a subject for
popular appeal. At the end of the Coppola
movie, for example, Tucker is deploring the
fact that there’s no place for the little guy in the
automotive business. This is in line with the
frequently expressed idea that nobody can get
rich anymore. We heard that in 1948, just as we
occasionally hear it 40 years later. Anybody can
disprove it, however, by getting the latest copy
of the Forbes 400 wealthiest people and noting
how many current multimillionaires were pen-
niless or had not even been born back in 1948.
There have been numerous opportunities which
were spotted by people like Ross Perot, Sam
Walton, or Steven Jobs.

Tucker’s point was that the little guy could no
longer enter the carmaking business. My point
is the same, with the added proviso that car-
making is so competitive and risky, and the
capital requirements are so high, that it also
excludes ‘‘big guys.’’ If there are to be new
entrepreneurial ventures in carmaking, they
will logically be carried out by well-financed
companies who already have expertise in heavy
manufacturing. You might think, for example,
that a firm like Deere & Company would use its
experience as a tractor builder to move into pas-
senger cars. Such companies avoid car manu-
facturing as they would the plague, knowing
that it would mean almost certain losses.

The automotive manufacturing business
does, however, offer countless opportunities for
people in related lines. If car building itself is a
“‘big guy’’ business, the industry continues to
provide excellent opportunities for hundreds of
supplier firms. There have also been entrepre-
neurial firms who came up with new automo-
tive tools and ideas. Add to that the companies
which specialize in modifying and rebuilding
stock cars for select markets.

Tucker himself, if he had possessed more
self-understanding and business savvy, might
have prospered as a custom car remodeler. He
did have a love of cars and he had experience in
the automotive field. In a way, the Tucker car
itself was a customized remodeling of existing
car concepts. Tucker’s use of the Cord trans-

mission, for example, showed that he under-
stood nifty innovations which somehow hadn’t
succeeded in the market. But one of Tucker’s
problems was in being carried away by a
‘‘dream’’ while ignoring the practical work
needed to apply it for useful purposes. Mere
possession of a dream does not excuse a person
from exercising prudence in business relation-
ships.

Though Tucker himself escaped conviction
on fraud charges, it is fraudulent at this late date
to blame his failures on the Big Three automak-
ers. There are lots of sins we can lay at the door
of GM, Ford, and Chrysler managements. They
have sometimes been arrogant and complacent;
they have occasionally misjudged their markets;
they have been sluggish in coping with the new
worldwide competition. Their faults are typical
of big companies: poor communications, slow
response to change, and even bad habits grow-
ing out of too much success. Most of the time,
however, market realities tend to correct such
problems. And in criticizing the Big Three, we
should never forget that they are the companies
that were most influential in putting the nation
and even the world on wheels.

Let us also be careful not to add Tucker’s
failure to any catalog of Big Three wrongs.
There’s simply no evidence that any Big Three
company was more than an innocent bystander
while the Tucker venture was running its erratic
course. Tucker did himself in and lost money
for lots of trusting shareholders and prospective
dealers at the same time. And Tucker was never
a victim of anybody or anything other than his
own ineptitude. The Tucker Torpedo was a dud
from the start, and Tucker was the triggerman
with faulty aim. O

1. Tucker—The Man and His Dream, which opened in many
American theaters in early August 1988.

2. Perry R. Duis and Glen E. Holt, ‘“The Tale of the Tin
Goose,” Chicago, October 1982.

3. Lester Velie, ‘‘The Fantastic Story of the Tucker Car,’’ Col-
lier’s, June 25, 1949.

4. See Alfred Sloan, My Years With General Motors (New York:
Doubleday and Co., 1963). It carries a photo of the ‘‘dream car”
designed by GM Styling and introduced in 1938 to test consumer
reaction to advanced ideas.



Foreign Capital: Friend

or Foe?

by William H. Peterson

orning. You get ready for another
Mworkday. You hear the news on your

Sony TV as you wash up with a bar
of Dove soap. You put on your Brooks Brothers
suit or an outfit from Bloomingdale’s. Soon you
drive to work in your Honda equipped with
Bridgestone tires.

At work you call up a customer on a Northern
Telecom phone system after consulting a
spreadsheet on your Sharp terminal. For a mid-
morning snack you nibble on some Keebler
cookies, paying for it with cash from the First
American Bank. On your lunch hour you buy a
sweater at a Benetton store.

Sometimes these brand names have a nice
American ring to them—Keebler, Blooming-
dale’s, Dove, for example. Other times the
brands are recognized as distinctly foreign—
say, Sony, Honda, Benetton.

But in every instance all these brands are not
only foreign-owned, they all have substantial
American operations. They reflect foreign cap-
ital invested here. Is that bad? Some people
think so, and they mean to do something about
it. That something is called protectionism.

Look at First American Bankshares, for ex-
ample. It is a $10 billion bank holding company
with 5,700 employees in 280 branches in New
York, Virginia, Maryland, Georgia, Florida,
Tennessee, and the District of Columbia. Some
critics note that, despite its name, First Ameri-
can’s owners are not Americans but Arabs. The

Dr. Peterson, an adjunct scholar with The Heritage Foun-
dation, is the Burrows T. and Mabel L. Lundy Professor of
the Philosophy of Business at Campbell University, Buies
Creek, North Carolina.

company was purchased in 1982 with ‘‘petro-
dollars’’ by private investors in Kuwait, Abu
Dhabi, and the United Arab Emirates.

Too, while all of the above brands are mar-
keted extensively in America, critics say
darkly, marketing control resides overseas. For
instance, Benetton stores are Italian-owned and
feature knitwear made in Italy.

To be sure, some of those brands are manu-
factured in America—i.e., they wear the label,
‘“Made in the U.S.A.”’ But manufacturing con-
trol lies elsewhere, say the critics. In their eyes
the label is almost as deceiving as the pre-World
War II label sported by some Japanese imports.
Then ‘““MADE IN USA”’ referred to a Japanese
industrial city, Usa, whose letters neatly corre-
sponded with the acronym for the United States
of America.

Northern Telecom, to illustrate further, is a
$5 billion company with 15 manufacturing
plants and five research facilities in the U.S.,
but its headquarters are in Canada. Dove soap is
manufactured in a Baltimore factory owned by
Unilever, a giant British-Dutch consumer-good
conglomerate with such other brands as Pepso-
dent, Lifebuoy, and All. Your Sony TV was
assembled in southern California, your Sharp
terminal in Tennessee, your Honda in Ohio.

Americans, be wary of this development, of
this internationalization of capital, caution the
critics.

Of recent foreign ownership, too: Campeau,
a Canadian retailer, just purchased Blooming-
dale’s; and not long ago Marks & Spencer, a
British merchandiser, bought Brooks Brothers.
Bridgestone of Japan took over Firestone Tire
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and Rubber for a stunning $2.8 billion in 1987.
So the critics vex Congress with the questions:
““Where is the control? Who is in control?”’

In addition, with the fall of the American
dollar, Japanese and other investors have
stepped up the purchase of many resort and
other properties in Hawaii as well as office
buildings and other real estate in large Ameri-
can cities such as Seattle, San Francisco, Los
Angeles, Denver, Houston, Chicago, Atlanta,
New York, Boston, and Washington, D.C.

What is more, by 1990, seven Japanese auto
companies will have established American
“‘transplants’’ to assemble cars in California,
Illinois, Ohio, Michigan, Kentucky, and Ten-
nessee, with a horde of Japanese auto parts and
equipment producers following in their wake
with American manufacturing facilities. By
1992, Detroit estimates that 1.5 million vehi-
cles will be rolling off the assembly lines of
these *‘transplants’ each year.

‘‘Invading America’’

So, Americans, proclaim critics, hold out,
stand fast against this ‘‘invasion’’ of America
by foreign capital—by, what they really mean,
the foreign owners of that capital. They look to
Congress to pass laws impeding these ‘‘out-
siders,”” who, as the critics see it, slowly but
surely are taking over the American economy.

Typical of these critics are Martin and Susan
Tolchin, authors of Buying into America: How
Foreign Money Is Changing the Face of Our
Nation (Times Books, 400 pp., $19.95). Martin
Tolchin is a correspondent with The New York
Times; Susan Tolchin is a professor of public
administration at George Washington Univer-
sity. Their persuasion is further revealed in the
title of their previous book, Dismantling Amer-
ica: The Rush to Deregulate.

In their latest book, they tell us that, sure,
foreign ‘‘takeovers’’ may be completely legal,
but they are being accomplished ‘‘with the
stealth and anonymity of illegal aliens.’” Ac-
cordingly the Tolchins ask the American people
to stop, look, and listen.

Well, all right, listen to their arguments.
Among these are:

Tolchin Argument No. 1: They complain,

among other things, that U.S. laws discriminate
against American companies in favor of foreign
investors. They cite the case of Citicorp’s being
shut out from buying a California bank, only to
see it sold to a Tokyo bank.

Tolchin Argument No. 2: The authors won-
der about the wisdom of states competing for
foreign capital, putting up millions of dollars in
tax abatements and other incentives. They ask:
Don’t those incentives amount to U.S. taxpay-
ers’ subsidizing foreign investments and acqui-
sitions?

Tolchin Argument No. 3: The Tolchins also
question whether some industries are so vital to
our national security or industrial strength that
the U.S. must maintain a controlling interest in
them. They cite such fields as banking, trans-
portation, communications, semiconductors,
machine tools, and biotechnology.

Tolchin Argument No. 4: Again, with the
Japanese, Canadians, British, Arabs, and other
foreigners increasingly becoming holders of
prime commercial and residential real estate,
the Tolchins ask: Are we becoming a nation of
tenants?

And Tolchin Argument No. 5: They also ask
if it is really protectionist to demand a quid pro
quo for foreign access to our markets by having
our foreign trading partners end their restrictive
practices on American trade and investments
abroad. Reciprocity, they claim, is the name of
the game: Foreigners, you open your markets,
and we’ll open ours.

Foreigners. Aliens. Outsiders. People of
other lands, other cultures, other races, subject
to other governments, increasingly taking
charge of our economic affairs.

What we witness, I think, is xenophobia: that
unreasoning fear of something or someone for-
eign—here in its latest form: capital xenopho-
bia, the fear that many critics attach to foreign
capital invested in America.

The xenophobes may concede—but not al-
ways—the urgency of capital as an indispens-
able tool in modern-day production, as a cata-
lyst in creating jobs and industrial progress; but
when that capital originates in other countries,
as noted above, ugh! Disadvantages outweigh
advantages.

But do they?
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Let me try to answer those five Tolchin ar-
guments one by one.

As to the first Tolchin argument on U.S.
laws discriminating against interstate banking
mergers and acquisitions in favor of foreign in-
vestors—yes, the Sherman Antitrust Act of
1890 and the Glass-Steagall Banking Reform
Act of 1933 do inhibit bank expansion across
state lines. The inhibition may be breaking
down today, but it is still relatively easier for a
foreign bank to buy an American bank than for
an American bank to buy a bank in another
state.

So what? This argument has nothing to do
with foreign capital; it has to do with our com-
petition-inhibiting antitrust and other laws.
True enough, Citicorp was accordingly pre-
cluded from bidding for the California bank. So
much the worse for competition—a perennial
antitrust confusion, I submit, over size and
numbers in relation to competition.

To illustrate: Britain has, essentially, but five
commercial banks; the U.S. has some 13,500.
But does this contrast mean banking is really
any less competitive in Britain? Hardly, with
the crucial factor of freedom of entry ever de-
termining the vigor of competition. In any
event, the blame for foreign bank investment
favoritism here lies in Washington and not To-
kyo or Zurich.

This line of rebuttal applies to the second
Tolchin argument on state laws favoring for-
eign investors via tax abatements and other in-
centives. For again, the problem lies not with
foreign capital, but with those states courting
and subsidizing overseas investors at the ex-
pense of firms and all other taxpayers domiciled
within.

Still, without defending them, I can see how
they rationalize, how they subsidize new capital
knowingly, how they perceive a trade-off.
What they lose, these states reason, they more
than gain through the acquisition of more jobs,
greater development, higher realty values and
other tax bases—so that, if they are right, ulti-
mate tax revenues greater than immediate tax
losses accrue.

The third Tolchin argument raises the flag of
national security and industrial strength, citing
certain industries and seeking American con-

trol. But the authors seem to get mixed up over
control, location, and consumer sovereignty.
Any entrepreneur, foreign or domestic, setting
up business in the U.S. has to meet all local,
state, and Federal laws, licenses, and other reg-
ulations, including local, state, and Federal
taxes, with any tax forgiveness expiring in a
matter of years. In brief, legal control, insofar
as a foreign affiliate here is concerned, is en-
tirely American.

Meeting Consumer Demand

Moreover, there is in a sense a larger control
confronting the foreign entrepreneur and inves-
tor. He must still, inescapably, satisfy the con-
sumer, must still meet competition from all
comers, with the consumer having the final say,
with the ultimate control coming through King
and Queen Customer’s life-and-death power to
confer profits or impose losses.

Thus, for example, Japanese managerial
mystique may be vaunted but not invincible. As
pointed out by The Wall Street Journal of June
23, 1988, for example, one decade after its cel-
ebrated takeover of an American firm, Sanyo
Electric has seen its payroll in its Forrest City,
Arkansas, plant slump from 2,000 to 350, its
three dozen or so Japanese executives becoming
but ten, its nine TV assembly lines slimming
down to two, as it shifts production to Mexican
plants. Productivity and quality have simply not
been forthcoming. Sanyo has apparently run
into serious union and other communications
problems.

All of which has been swiftly telegraphed to
Sanyo by the American consumer, the final
controller.

Even so, the transcendency of consumer con-
trol over so-called foreign control should not
blind us to the fact that overseas investments
here can have benefits beyond that of additional
capital. Take, for instance, New United Motor
Manufacturing Inc., NUMMI, the successful
six-year-old joint venture of General Motors
and Toyota, in Fremont, California. Toyota
sought low-cost entry into the U.S. auto mar-
ket; GM sought new techinological and mana-
gerial skills. The marriage worked, and the sov-
ereign consumer is the beneficiary.
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What of the fourth argument of the Tolchins
as seen in their plaintive if not disingenuous
query: Are we becoming a nation of tenants?
The query seems odd in light of the fact that
most Americans—practically two out of every

‘““When goods—and
capital—can’t cross
frontiers, armies will.”’

three—own their homes. Yet practically every
firm in the Fortune 1,000 is a commercial ten-
ant in one degree or another.

So I ask: Landlord or tenant, to own or to
rent, what’s the better option? It all depends, let
me respond, on the firm or the individual—his
age, income, credit rating, etc.—and on the
general situation, including location availabil-
ity, the height of mortgage interest rates, and
o on.

In any event, landlords, foreign or domestic,
are hardly privileged. They must compete.
They can face onerous property taxes, bewil-
dering zoning restrictions, confiscatory laws.
Some landlords, for example, face local rent
control laws stretching from New York City to
Los Angeles, although I concede the foreign
realty investor usually, and most understand-
ably, avoids rent-controlled properties.

And from the viewpoint of the American ten-
ant, commercial or residential, does it follow
that his foreign landlord is any less competitive
or any less concerned for tenant welfare than his
domestic counterpart? The Tolchin query, in
short, does not appear germane. Again, it re-
flects xenophobia.

The fifth Tolchin argument on reciprocity
also does not seem overly germane. For all too
often such reciprocity becomes a cloak for con-
tinuing a policy of protectionism. To reiterate:
Says Congress, bolstered by a host of protec-
tion-minded industries, unions, and other lob-
byists, to foreign investors, ‘‘If you don’t open
your market for our wares and investments,
we’ll not open ours.”’

But who’s hurting whom? On whose side is
Congress? What of those Americans who wish
to sell—and of their constitutional right to
sell—their property, shares, firm, patent, in-

vention, and so forth to foreign investors? What
of American consumers who benefit, inexora-
bly, from such general optimization of capital
investment?

I contend that protectionism betrays more
than xenophobia, that, whatever its form—
tariffs, quotas, licenses, embargoes, exchange
controls—it reflects a hidden agenda of:

® constricting consumer choice,

® infringing on constitutional rights of
life, liberty, and property,

jacking up domestic prices,
suppressing competition,

rejecting foreign technology,

excluding foreign management skills,
setting back job creation,

restraining economic growth,

impeding peaceful international cooper-
ation, and

rebuffing constructive people-to-people
division of labor.

All of which would otherwise flow from free-
dom of trade and investment.

True, ideally, free trade and investment
ought to be worldwide. But we don’t live in an
ideal world. We, critics included, should face
up to the fact that imports finance exports, that
protectionism breeds protectionism, that eco-
nomic retaliation can even breed military reac-
tion.

In this light, the massive Smoot-Hawley Tar-
iff of 1930 went beyond, quite conceivably,
triggering and exacerbating the Great Depres-
sion; it contributed to the frictions ultimately
helping to ignite World War II.

To paraphrase nineteenth-century French
economist Frederic Bastiat: When goods—and
capital—can’t cross frontiers, armies will. Uni-
lateral free trade and investment are still better
than no free trade and investment.

Besides, the Tolchins and other critics of for-
eign investment in America are late in the
game. For, not so long ago Americans were
being warned that our uncaring multinational
companies were heartlessly shifting, production
and jobs to foreign low-wage lands.

Indeed, in 1964 French journalist Jean-
Jacques Servan-Schreiber made an international
splash with his own xenophobic book, The
American Challenge, describing in dire terms
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how IBM, General Motors, Ford, Exxon, Gen-
eral Electric, Dow, DuPont, Kodak, Coca
Cola, and others were taking over the world
economy. Now the shoe of challenge, it seems,
is on the other foot—ours.

But instead of deploring foreign capital and
threatening to shunt it aside, we should wel-
come it with open arms. The accompanying ta-
ble shows wholesome trends: Three million
Americans—that number up by almost half
since just 1980—are working for better than
10,000 foreign affiliates on our shores, with the
number of such affiliates also growing by al-
most half in the same period.

FOREIGN INVESTMENT IN U.S.

1987 % Change
1980 (Est.)  1980-87

Number of foreign

company affiliates 6,822 10,143 48.7
Gross value of plant

and equipment

(billions, current

dollars) $127.8 $349.2 173.2
Employees (millions) 2.034 3.017 48.3

Source: U.S. Commerce Dept., Washington Post

So to the critics of foreign capital, 1 say that
capital whatever its source, is our friend, not
our foe. By boosting productivity, capital
greatly helps meet human needs. It represents,
in the broadest sense, savings turned into vital
tools.

These tools of production are inevitably
risky, ever subject to the vagaries of technol-
ogy, politics, demographics, popular taste, ca-
prices of history, acts of nature such as earth-
quakes, and so on. And, like everybody else,
we Americans need all the tools, all the capital,
we can get.

That capital is not free. It is not permanent. It
flows out as well as in. It must be nurtured. It is
inherently sensitive, timid, ever tentative, ever
ambivalent in that it is at once risk-tolerant and
risk-averse. It can be sullied and bullied, yes,
but not for long. It will flee to safer climes, as
witness capital flight for decades from much of
Latin America, from much of Africa, Asia, and
the rest of the world.

That flight accounts, in part, for the great-
ness, the integrity of tiny Switzerland, home of
secret bank accounts, haven for politically
hounded ‘‘hot money,”’ guardian of, for exam-
ple, Jewish capital spirited out of Hitler’s Ger-
many. _

Virtue has its rewards: The high-saving, cap-
ital-rich, free-enterprise, historically neutral
Swiss, in terms of per capita income, are the
richest people in the world. (The Swiss, inci-
dentally, celebrate their 700th anniversary as a
democratic republic in 1991.) Capital and an
amazing culture have bestowed peace and pros-
perity on the Swiss for centuries.

Too, capital is in a sense nationless, nervous,
suspicious, mobile—ever ready, if need be, to
move. It stays as long as it is treated with rea-
sonable security and respect, as long as it earns
a competitive yield. Indeed, yield, productiv-
ity, gain, is its raison d’ étre—gain for both the
investor and the consumer. The rule is . . .

Capital ever seeks the greatest yield consis-
tent with the least risk.

What of Our Future?

Lucky for generations of Americans, the
United States has long been a magnet for for-
eign capital, as it has been for immigrants from
all over the world. We are a country of immi-
grant people and immigrant capital. The ques-
tion is: Will we continue to be? (The new im-
migration law should give us pause.) Or, will
critics continue to harp on capital’s ethnic or
overseas origins and eventually kill this golden
goose?

Consider. From colonial times to the present
hour, investors in other lands—in Canada,
Latin America, Britain, France, Germany, It-
aly, the Netherlands, Belgium, Spain, Switzer-
land, Scandinavia, Eastern Europe, and, more
recently, Japan, other Pacific Basin countries,
and here and there in the rest of the world—
have bet on America, have risked their savings
here, have spurred job creation here, have
helped America grow and Americans prosper.
As a 1930s pop song put it: ‘“Who could ask for
anything more?”’ O
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Letter to

the Commission

by Robert Hellam

Editors’ Note: The following letter was sent to
the Chairman of the Economic Development
Commission of Seaside, California. The Com-
mission was formed as an advisory body, com-
posed of unpaid volunteer citizens appointed by
the City Council, to represent the views of the
public and the Council to the Economic Devel-
opment Department of the City of Seaside.

June 20, 1988

Dear Tom: _

This is not a letter of resignation. There is no
need for me to resign: my term on the Commis-
sion expires June 30, and, although I am
pleased that you have asked me to stay on, I
have chosen not to seek reappointment. I sup-
pose you could call this a letter of expiration,
then; but I prefer to say a letter of explanation,
and I hope you will share this with the other
commissioners and staff.

I welcome what I see as a more active (I do
not say. ‘‘pro-active’’) Commission, ready to
assert its rightful role, but I believe I have
served long enough. I have been on the Com-
mission for two and a half years, and have ex-
pressed my views as forcefully as I could when-
ever the moment was right and I could get a
word in. (The minutes often have not reflected
my comments, for reasons we have discussed.)
Sometimes my words have met with a hostile
reaction, sometimes with mild impatience,
sometimes with amused tolerance. Often, they
have been dismissed as ‘‘mere’’ philosophy.

Mr. Hellam is a long-time resident of Seaside, California,
and a free-lance writer.

There is no such thing as ‘‘mere’’ philoso-
phy, in my opinion. The axioms that we carry
with us to any enterprise will color everything
that we do. Just as a married couple who do not
view divorce as one of their options is more
likely to stay together, so a city government that
does not see confiscation of private property as
a proper activity is less likely to violate the
rights of its citizens.

Rights are possessed by the people, and only
by the people as individual flesh-and-blood hu-
man beings. Collective rights are a myth.
Rights inhere in the people from birth, granted
by God, not by government. Government has
no rights at all, only specific, limited, enumer-
ated powers granted to it by the people. Our
ancestors thought that these were self-evident
truths.

Since the only proper role of government is to
protect the sovereign people’s rights to life, lib-
erty, and property, it follows that any govern-
ment that takes away those rights without due
process of law is destructive of the very ends it
was established to achieve. The phrase ‘‘due
process of law’’ has become twisted in many
cases into an excuse to justify whatever a gov-
ernmental body wants to do, and today ‘‘due
process’’ is often regarded as meaning no more
than providing advance notice of whatever ad-
verse action the legally constituted authorities
want to take. This makes the phrase meaning-
less, and makes the Constitution a dead letter.
What was once self-evident is now hardly evi-
dent at all.

The supremacy of the people must be re-
spected, not only in words but in actions. The
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City Council, composed of the people’s elected
representatives, is subject to the people. Boards
and commissions, appointed by the people’s
representatives, are subject to the Council. City
staff is supposed to be on the bottom of the
power structure; unfortunately, in real life
things seem to be turned around. Actions that
affect the lives and livelihood of people are
taken lightly, almost on whim. We must take
government seriously, remembering that every
government action is an act of force, funded by
confiscated money and backed up by the threat
of deprivation of life, liberty, or property.

City employees are people like the rest of us,
with the same mixture of good and bad; how-
ever, anyone in a position of power must be
watched carefully. We should not take it for
granted that a city employee has the interests of
the people at heart. Especially, an employee
who does not even live in the city is likely to
regard it only as the source of a paycheck, and
moreover is not subject to the consequences of
his own official acts. A high-ranking city offi-
cial is probably more loyal to his career than to
the particular city for which he is working at the
moment. If you are an ambitious city planner,
hoping to make a name for yourself and move
on up to Fresno or San Jose or Stockton, your
focus may well be on what makes you look
good in the short term, not what is good for the
city in the long term.

Conservatives and liberals alike often preach
piously about the virtues of local government
and local control, waxing poetic about how lo-
cal governments are closest to the people and
most responsive to those whom they were cre-
ated to serve. However, that very closeness can
be a danger. Government at best is a dangerous
tool. At worst, you might see your home or
business destroyed or taken away by the very
government that was designed to protect it.
Even in this day and age, the level of govern-
ment most likely to do that is based not in
Washington but in City Hall. As a Christian and
a libertarian, I am concerned that real people,
real live men and women, girls and boys, not be
sacrificed on the altar of ‘“The People’’ as a
disembodied ideal.

‘“Economic development’” is merely the lat-

est alias of the old ‘‘Progress,”” which had ac-
quired a bad name and a suspicious odor. In a
free society, property is owned individually,
and each property owner has the right to decide
what is the proper use for his land, limited only
by concern for the similar rights of his near
neighbors. When government, meant to be the
people’s servant, seeks to be their master, we
begin to hear phrases like ‘‘economic blight,”’
‘‘underutilization,’” and ‘‘highest and best use
of the land.”” Obviously, these all involve sub-
jective judgments; and to say that someone at
City Hall has better judgment than thousands of
property owners is to set a dangerous precedent.
If you concede that government has authority to
take property from any single person to benefit
another person or business, or simply to fulfill
some almighty plan, then you have given away
your own rights.

We need to be a little less vulnerable to the
appeal of catch-phrases, not only those listed
above, but others as well. ‘‘Increasing the tax
base’’ is often repeated as a sort of mantra, but
when we listen critically, we ask questions: will
‘‘increasing the tax base’’ lower the tax burden
on the people, or will it really facilitate higher
spending, higher salaries, and more power for
the city establishment? Some say that this area
has a shortage of housing; but when we say that
we do not want to be ‘‘just a bedroom
community,”’ do we mean that we want to start
eliminating bedrooms in favor of board rooms?
The people who sleep in those bedrooms are the
city.

The city is not City Hall, not buildings and
streets and lines on a map, but people. A city is
not like a machine, but like an organism. It will
grow, if left alone; it may grow better, with
proper care. Radical interventions will probably
be counterproductive. I grew up here. I loved
Seaside as it was, and I love Seaside as it is. We
must be sure that we are serving the real people
of the real Seaside, not the ideal population of
some professional planner’s dream city. Other-
wise, we may finish by destroying Seaside in
our attempts to help it.

With my best wishes,
Robert Hellam
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Against the

Creation of Wealth:
The Threatening Tide

by Arthur Shenfield

to put it mildly, hardly an object of pride or

admiration, still less of veneration. He is
often derided for having supposedly declared,
‘“The business of America is business.”’
Though they have not descended to the use of
the term, some of his detractors have implied
that in him the unfortunate American people
had a Yahoo in the White House. In fact what
he said was the following:

In American memory President Coolidge is,

After all, the chief business of the American
people is business. They are profoundly con-
cerned with producing, buying, selling, in-
vesting and prospering in the world. I am
strongly of the opinion that the great majority
of people will always find these are moving
impulses of our life. . . . Wealth is the prod-
uct of industry, ambition, character and un-
tiring effort. In all experience, the accumu-
lation of wealth means the multiplication of
schools, the increase of knowledge, the dis-
semination of intelligence, the encourage-
ment of science, the broadening of outlook,
the expansion of liberties, the widening of
culture. Of course, the accumulation of
wealth cannot be justified as the chief end of
existence. But we are compelled to recognize

Dr. Shenfield was visiting scholar at FEE during June of
1988. He was formerly economic director of the Confeder-
ation of British Industry, director of the International In-
stitute for Economic Research, and president of The Mont
Pelerin Society.

it as a means to well-nigh every desirable
achievement. So long as wealth is made the
means and not the end, we need not greatly
fear it. (Calvin Coolidge, Foundations of the
Republic, 1926)

A more unexceptionable statement would be
difficult to conceive. It merits perhaps only one
improvement or extension. That the accumula-
tion of wealth, within the American framework
of liberty under law, produces the expansion of
liberties, is true and important. But even more
important is the fact that both the creation and
the accumulation of wealth are, in their opti-
mum forms, rooted in the liberty in which
Americans claim that their nation was con-
ceived. If Coolidge was any kind of Yahoo,
then so too must John Wesley have been when
he said to his followers, ‘‘Gain all you can.
Save all you can. Give all you can.”’ And as
Irving Kristol has happily said, his half of the
Judaeo-Christian tradition has never held it to
be sinful to be rich. Nor, on its best construction
and contrary to not a few counterindications,
has the Christian half.

Perhaps the causal link between liberty and
the creation of wealth was rarely fully under-
stood by more than a minority of Americans.
Nevertheless, from before the birth of the
American Republic to Coolidge’s time, the
great majority did apprehend its existence and
character in broad terms; and a well-instructed
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minority understood it fully and accurately.
Now, by contrast, of all the siren voices which
assail the American ear, perhaps the most in-
sistent are those which urge the erection of im-
pediments to certain liberties, new and distinct
from former familiar impediments, such as im-
port duties and the paraphernalia of regulatory
commissions. By immediate effect these new
impediments to liberty thwart the creation of
wealth, just at a time when a sizeable and grow-
ing number of Americans, though as yet far
from a majority, have perceived the evils of
protective tariffs and industrial regulation.

The sound of some of these siren voices is
rising to a crescendo, and their persuasiveness
among the general public grows apace. Con-
sider the animus which has thus been developed
against the corporate takeover bidder. In public
discussion it has become almost routine to pic-
ture him as a modern economic ogre. ‘‘Corpo-
rate raider,”’ ‘‘business predator,”” and other
even less complimentary appellations set the
tone of debate. Hence legislators in 29 states
have been moved to pass measures to block his
path. Even so intelligent an observer as Irving
Kristol, whom I have quoted with approbation
above, has succumbed sufficiently to this agi-

tation as to propose to limit company voting
rights to shareholders who have held their
shares for at least a year. The implication is that
the ‘‘predator’s’” wiles succeed mainly by the
enticement of shareholders who are interested
in quick in-and-out gains, not in the long-term
progress of their companies.

Nowadays with the spectacle before our eyes
of the manifest failures of other economic sys-
tems (including various forms of mixed econ-
omy, as well as those of central planning), it has
become less and less plausible to impugn the
superiority of the free enterprise system as a
creator of wealth, though of course many con-
tinue to turn their faces against it on other
grounds.

Free Markets

The free enterprise system is a system of free
markets. Of all its markets, that which more
than any other bears upon its efficiency as a
wealth creator is the market in corporate con-
trol. Long ago, blinkered observers of the cor-
porate scene noted that the owners (i.e., the
shareholders) of the modern, large (or even not
so large) corporation could have little or no di-
rect control over the directors or managers, and
so concluded that corporate democracy had to
be a fiction. Hence, they thought, modern
boards of directors had largely become self-
perpetuating oligarchies. Their interest, not
those of the shareholders, it seemed, deter-
mined the governance of the companies.

These observers failed to note that the market
in corporate control enabled the baton to be
passed to the shareholders. Even if they per-
ceived this, they failed to see that it was not the
actual event which was decisive, but the stand-
ing threat or possibility of it. It is this market
which principally sees to it that managements
must beware of elevating their own interests
above those of their legal masters, or of falling
into ways, of whatever kind, which produce
less wealth than the assets under their control
might produce.

But why should shareholders’ interests ac-
cord with optimum production of wealth? Are
not shareholders often fickle, or conversely,
gripped by mindless inertia, in their attachment
to their companies? Do they not generally know
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little or care little about the business of their
companies? Doubtless they have, as owners,
the right to sit in judgment over the directors of
their companies, but is it not ludicrous to en-
visage them as intelligent or informed judges of
the directors’ performance? All this may be true
(though it must be subject to at least partial
qualification in the case of pension fund, mu-
tual fund, and other institutional shareholders).
However, true or false, it has little bearing on
the matter before us.

Performance vs. Expectations

What counts is the difference between the
performance of the existing management and
the expectations of the ‘‘predator.”’ Hence,
prima facie, if the ‘‘predator’’ is able to offer
the shareholders a buy-out price above the cur-
rent stock market price of their holdings, and to
expect a profit for himself, it must follow that at
least he, putting his money where his mouth is,
and therefore acting with at least some circum-
spection, has confidence that the management’s
performance can be bettered. However, this
may be too simple a view, and so we must
examine the contentions of those who criticize
takeover activity.

First, it is loudly asserted that the typical
‘‘predator’’ has a short-term perspective; that
he is primarily interested in a fast getaway with
short-term gains, often by dismemberment of
his “‘victim’’ companies and a sell-off of their
parts. But why is a short-term perspective nec-
essarily bad and a long-term perspective neces-
sarily good? If a company is irrevocably head-
ing for bankruptcy, a very short-term per-
spective may be right. On the other hand, if a
company’s perspective is such that a particular
investment in research and development is un-
likely to recover its costs in less than a century,
then the long-term view is almost certainly
wrong. The correct view will be somewhere in
arange of perspectives. It will be determined by
the expected pay-off of an investment, dis-
counted by the rate of interest over the period of
expectation, long or short. In principle a rela-
tively long-term perspective has no special
sanctity over a short-term perspective.

But is it not true that the typical ‘‘predator’’
often dismembers companies, selling off parts

of them soon after his takeovers? Does it not
therefore seem to be true that his perspective
tends to be undesirably short-term? For may it
not be true that the value of a company may be
greater than the sum of the market values of its
parts?

In the first place, it is not true that dismem-
berment is an automatic or prevailing practice
of the ‘‘predatory’’ process. Certainly it often
happens, but that is because companies which
are the object of ‘‘predatory’’ attention are of-
ten less successful than they might be precisely
because they have parts which they would do
well to get rid of. Indeed efficient managers
often divest their companies of parts of their
assets even though there is no threat or likeli-

" hood of a takeover bid. Thus in such cases di-

vestiture, with or without the promptings of a
‘‘predator,”’ is a necessary step toward opti-
mum wealth production.

Furthermore, the purchasers of dismembered
parts must believe that their productive poten-
tial exceeds in value the prices to be paid for
them. Thus on both sides the process of dis-
memberment can reasonably be expected to
raise, not depress, the wealth-creating capacity
of the economy. If, however, it is true that the
value of a particular company is greater than the
sum of the market values of its parts, only an
inexpert ‘‘predator’’ would proceed with dis-
memberment, and inexpert ‘‘predators’’ are not
long survivors. For in such a case the predator
would find that the market value of the retained
core of the company would fall. Then the result
of dismemberment would be a net loss, not a
quick gain.

But in any case is it true that the typical
‘‘predator’’ is predisposed to seek quick, short-
term gains, whether by dismemberment or oth-
erwise? This is one of those myths which easily
gain popular credence, especially where the im-
pugned characters are held up to public obloquy
by those considered to be more respectable than
they. In this type of case the respectable char-
acters are supposed to be the businessmen in
established charge of substantial companies,
who are affronted by the pretensions of the
“‘predators.’’ Often they are regarded as the pil-
lars of the business community, while the
“‘predators’’ are new men, to whom the epithet
“‘smart’’ is applied in a pejorative sense.
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In fact, studies of takeover cases have shown
that takeover bidders are as much committed to
rationally long-term purposes as other -business-
men. They would be fools if they were not. For
fast getaways with short-term gains would not
be the end of the bidding game. The gains
would have to be invested somewhere, which
would inevitably bring longer-term consider-
ations into play. If the companies taken over
were, or could be made into, good ones, why
should the gains be invested elsewhere? Why
not in the companies themselves? Thus if nur-
turing and developing the companies were
likely to be profitable, the ‘‘predators’’ would
be likely to perceive this as readily as the ousted
managers themselves.

Secondly, it is often maintained that the
‘‘predator’s’’ buy-out price, which exceeds the
current stock market price, deceives the share-
holders into acceptance, because they do not
realize that the stock market price temporarily
underestimates the true value of their property.
It does so, it is supposed, because stock market
investors are likely to have shorter time per-
spectives than competent managers of sound
companies may have. Thus competent manag-
ers may be ousted by the wiles of the
‘‘predators’’ against the true interests of the
shareholders. Therefore, it is asserted, the
shareholders should not fall headlong into the
arms of the ‘‘predators.’” They should wait.
Then they would often find that the stock mar-
ket price would rise above the *‘predator’s’” ap-
parently attractive offer, once stock market in-
vestors came to perceive the benefits of the
managers’ longer-term plans.

It must be said that this is a travesty of the
stock market’s performance. We need not go so
far as the ‘‘efficient market’’ theorists, who
hold that the market always takes account of all
knowable factors bearing on prices, to recog-
nize that awareness of future possibilities in-
deed plays a role in the market’s prices. That is
partly why some stocks sell at ten times earn-
ings, others at fifteen times, and yet others at
twenty times. The ‘‘predator’s’ perception of
these factors is more optimistic than the current
perception of other market operators, but his
feel for these things is likely to be well-honed
by practice and experience. If it is not, he will
not for long be a ‘‘predator.”’

Thirdly, the ‘‘predator’s’’ plans may be re-
pellent to many good citizens because, with his
innovations and possible dismemberments, he
may upset the attachment to local interests
which existing managements may have devel-
oped and fostered. The ABC company may
have become the long-established pride of
Pleasantville, and the financier of many good
works for its citizens. What the ‘‘predator’’
may do imports at least a risk that this will
change for the worse. The company’s attach-
ment to ‘‘social responsibility’’ may even be
confidentially pinpointed by the ‘‘predator’” as
one of the causes of its sub-optimal economic
performance.

Closing and Moving
Plants and Factories

This problem is particularly evident in the
widespread animus which has developed in re-
cent years against the liberty of businessmen to
close plants and factories, or to move them from
established locations to others within the U.S.
or abroad.

As far as closing, as distinct from moving,
plants is concerned, public discussion so far
centers only on the question of mandatory no-
tice periods to workers. In some cases, ex-
tended notice may do little harm to business,
and so is often given voluntarily. In many more
it would do harm by adversely affecting the
behavior of workers, suppliers, and creditors.
Hence mandatory notice periods would be a
typical example of the diseconomies produced
by ham-fisted governmental action.

Now suppose that a company decides to
move a plant from the Snow Belt (or the Rust
Belt part of it) to the Sun Belt. We may assume
that it is expected to be more productive in its
new location than in the old (perhaps because of
lower wages, but perhaps for other reasons). It
is obviously good for the Sun Belt. It is also
good for the United States, for any move from
a less productive to a more productive location
must raise the average national productivity.
The notion that it may be bad if its purpose is to
pay lower wages than the Snow Belt rates is
groundless. Not only will the move have an
elevating effect on Sun Belt wages, but quite
apart from the Sun Belt’s equitable right to such
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industry as it can obtain, no valid national pur-
pose can be served by using high-paid labor for
work which can be done by less well-paid labor.

But what about about the effect of the move
on the Snow Belt? Surprisingly, except in the
short run, the Snow Belt also gains from the
move. By the side of the now famous principle
*“There ain’t no such thing as a free lunch,”” we
should erect the principle ‘‘If you want more
jobs and better jobs, you must destroy jobs.’’
All economic history shows that the loss of jobs
is a pre-condition for the elevation and increase
of employment. For example, if New England
had not long ago lost most of its textile jobs to
the South, it would now be poorer, not richer,
than it is. Indeed we can see this effect already
in the Snow Belt (if not yet everywhere in the
Rust Belt) which now has more and better jobs
than it had before the southward move of jobs in
recent years.

Suppose, however, that industry moves not
from North to South, but from the U.S. to for-
eign countries, perhaps to gain the advantage of
lower wage rates. The results are still on bal-
ance likely to be good for the U.S. and for the
losing areas, North or South. There are four
reasons:

1. Profits come home from the foreign loca-
tion to the United States. Even if they are first
reinvested abroad, they will still ultimately
come home.

2. By moving abroad, American capital is
able to produce cheaper goods for the American
consumer, who thus has a surplus income to
buy other home-produced goods or services and
thereby to foster new American jobs.

3. Opportunities open abroad for well-paid
managerial and supervisory jobs for Americans
in the migrated plants.

4. The dollars paid for these cheaper Amer-
ican-produced imports ultimately come home to
buy other American goods or services. As ex-
port industries cannot be protected against for-
eign competition, it follows that their jobs have
a sounder economic foundation than that of pro-
tected industries.

Thus, on balance, the movement of industry
abroad, when based on a realistic assessment of
relative costs, benefits the United States. As for
the losing areas, the net effect is likely, except
in the short run, to be beneficial for the same
reasons as it is for the Snow Belt in the case of
movement to the Sun Belt.

The Concept of
“‘Social Responsibility’’

What about the effect on ‘‘social responsi-
bility’’ to which I referred above? This is some-
times the most powerful motivator of public
opinion against both the ‘‘predator’’ and the
plant mover. We need not here analyze the con-
cept of ‘‘social responsibility’” at length. We
need only state what full analysis establishes,
that it is fundamentally misconceived. Busi-
nesses have no right, still less a duty, to espouse
“‘social responsibility’’ except where, as may
well happen, it coincides with and promotes the
purposes of lawful and successful business it-
self. The business of business is business, just
as the business of a surgeon is surgery, not other
problems of his patients. Business has no ex-
pertise in the solution of social problems, ex-
cept where, as stated above, it coincides with
genuine business purposes. Worse still, having
no expertise in the matter, it is unlikely to be
skilled or successful in its pursuit. Only citi-
zens, acting individually or in relevant groups,
have a right or duty to be concerned with social
problems; and this includes businessmen, but
acting as citizens, not as businessmen.

The ideas and influences which seek to in-
hibit the takeover process and the freedom of
businessmen to move their firms where they
will, are sure to undermine the production of
wealth and its impact on the admirable purposes
outlined in the Coolidge speech with which this
article opened. How deplorable it is that just
when the American people are in some measure
beginning to learn to grapple with older inter-
ests and influences inimical to wealth produc-
tion, they are in growing numbers pursuing the
will-o-the-wisps to which these new debilitating
influences beckon them! O
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The Dark Side of
Modern Voluntarism

by Andrew E. Barniskis

‘ J oluntary civic and charitable effort is an
American tradition, and most of us
have witnessed it at its best at some

time in our lives. A young family’s home will

be damaged by fire, and within minutes people
who have never met them come forth with do-

nations of food, clothing, and furniture. A

neighborhood will donate a weekend of volun-

tary labor to clean up and refurbish a local park
or playground. We take such actions almost for
granted.

But in recent years voluntarism has devel-
oped a dark side, which has also come to be
taken for granted. Too often, volunteer effort is
used by well-meaning people to demonstrate a
false feasibility for their favorite charitable or
civic undertaking, for the purpose of inducing
government to take over the project. The eco-
nomics demonstrated using privately donated
funds and volunteer labor are then replaced by
the economics of coercive taxation, and some-
times even conscripted citizen labor.

A municipality near where I live provides a
useful example, if only because it’s an example
being repeated in hundreds of places across the
country. Several years ago, a highly motivated
young woman and a committee of her environ-
mentally aware friends convinced their town-
ship officials to set up a voluntary recycling
center on township property.

The township received the proceeds from
sale of the recyclable materials, and benefited
somewhat from the reduction of landfill space
used. Meanwhile, the committee built a constit-
uency of other voluntary recyclers, who would
meet on Saturday mornings when residents

Andrew E. Barniskis is an aerospace engineer and consult-
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dropped off their cans, bottles, and newspapers.

In two years, the township took in about
$3,000 and saved perhaps a dozen truckloads’
worth of landfill space. But this was accom-
plished thanks to countless hours of volunteer
labor by workers at the recycling center, and by
residents who took the time to sort, wash, and
bundle their recyclable trash and transport it to
the center on Saturday mornings at their own
expense.

Eventually, one member of the volunteer re-
cycling committee parlayed his new visibility in
the community into election as a township su-
pervisor. Soon, the energetic founder of the
voluntary program was appointed by the town-
ship to the newly created position of Recycling
Coordinator.

As a result of the “‘success’ of the voluntary
recycling program, it soon came about that one
neighborhood in the township was chosen for a
voluntary pilot program for curbside pickup of
recyclables, and a year later—perhaps inevita-
bly—the township supervisors, at the urging of
the now quasi-official volunteer recycling com-
mittee, voted in an ordinance making curbside
recycling mandatory for every resident in the
township.

How different the new mandatory program is
from the cheerful Saturday morning volunteer
efforts! Anyone placing recyclable materials in
their ordinary trash is now subject to a $300
fine. ‘“Scavengers,”” who used to drive around
the streets in the early morning hours, using
their own time and effort to gather recyclables
from trash, are subject to a fine of $300 for
every property they visit. Recyclables now be-
long to the township, by law.

A frightening change of spirit surrounds the
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new program. Thus far, it appears the township
will collect far less for recyclables than it is
paying a contractor for the service of picking
them up, and the volume collected has been a
negligible fraction of the amount of landfill
space still being used. Nevertheless, the town-
ship is proclaiming the program a ‘‘success,”’
while at the same time searching for scapegoats
to blame for why it’s not more successful. Res-
idents are asked to turn in the license numbers
of suspicious vehicles that might be ‘‘scav-
enging,”’” and, in another perversion of volun-
tarism, there is talk of establishing ‘‘block
captains’’ and using Neighborhood Watch
groups to enforce the recycling law. People crit-
icizing the program at public meetings have
been subjected to vicious verbal abuse, includ-
ing suggestions that they leave the country if
they don’t want to be part of a ‘‘civilized
society.”’

The above is only one example of how vol-
untarism ceased being good when perverted by
a collectivist mentality. There are others. In an-

other city, a group of volunteers found a way to
build shelters for homeless people at a cost of
$40 each. Buoyed by their success, they ap-
proached the city with a plan to build more
substantial shelters—but now at a cost of
$10,000 each, to be paid for by a public grant.
It is unexplained why they expect their concept
of public housing to be more successful than the
scores of failures of public housing in the past—
or why a target cost of $40 per unit seemed
appropriate while using their own funds, but
grew to $10,000 when other people’s funds be-
came available.

It has become a cliché for volunteer workers
to decry the ‘‘Me Generation,’’ but they fail to
see that what they offer is something far worse.
In the past, when asked who would undertake a
volunteer effort, volunteers answered, ‘‘Me!”’
Today, their answer is, ‘“You!”’

Somehow, the so-called ‘‘Me Generation’’
seems less self-centered and arrogant—and
certainly far less threatening to our free-
dom. a

Camping: Society

in Miniature

by Eugene L. Gotz

y wife and I are inveterate campers.
We enjoy the pleasures of traveling,
outdoor living, and seeing the coun-

try at a relatively low cost.

Campgrounds fall into two major catego-
ries—those operated by the state or federal gov-
ernment and those privately owned. Essen-
tially, they offer the same basic services—
camping sites, toilet facilities, and water. In
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addition, some campgrounds offer such ser-
vices as electricity, laundries, stores, entertain-
ment, and recreational facilities. Each camp-
ground, either state or private, offers a unique
mix of facilities.

A campground, in a sense, is a miniature
society. Campers generally are strangers, have
a wide range of ages, and come from different
backgrounds. They live within sight and sound
of each other. They share basic necessities such
as toilets, water, and other camp facilities. Per-
haps even more so than in normal living, a fun-
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damental consideration of one’s fellowmen is
essential if the campground is to function in a
satisfactory manner.

It is in this area that there is a primary dif-
ference between state and private campgrounds.
In a private campground, reasonable behavior is
generally observed. People know that if they
present serious behavior problems to their
neighbors and to the campground operator, the
police will be called. And it is precisely this
feature that attracts many people to a private
campground—the prospect of enjoying camp-
ing without rowdiness, petty theft, and exces-
sive drinking in the area. The private camp-
ground operator realizes that to make a profit he
must run a tight ship. As in any business, he
must satisfy the customer.

State campgrounds, on the other hand, can
and often do have local scenes of behavior ab-
horrent to most people. Some campers, albeit a
very few, regard it as their right to behave in
any manner they choose. And if you unfortu-
nately are their neighbor, why that’s your prob-
lem. The staff of most state campgrounds gen-
erally make little effort to enforce any type of
campground discipline. Complaints usually go
unresolved and remain unanswered. The driv-
ing force to satisfy customers—the profit mo-
tive—is missing.

The maintenance of the physical plant of
campgrounds is another area of vast differ-
ences. In private campgrounds toilets flush, hot
water faucets produce hot water, and showers
work. The facilities are reasonably clean and
neat. The stores have adequate supplies. Unfor-
tunately, in state campgrounds the same state-
ments cannot be made across the board. De-
pending on the local area and the staff, the
condition of the facilities ranges from excellent
to awful.

There is a vast difference in grounds mainte-
nance. Private campgrounds operators properly
maintain the grounds and the landscape. Their
campers respect the environs and generally re-
frain from littering and destroying the shrub-
bery. And, here again, in the state campgrounds
the opposite is too often true, reflecting the gen-
eral lack of camp discipline.

The daily fee for the state campgrounds
ranges from $6-$10, for the private camp-
grounds from $10-$14. The private operator has

all the normal business expenses such as taxes,
depreciation, wages, advertising, and so on.
And he still must make a profit. The state camp-
grounds don’t have to make a profit and have
few of the normal business expenses. If the
value received from the private campgrounds is
measured against that from state campgrounds,
it is surprising the state’s fee is so high.

In the interests of fairness and even-handed
reporting, I must point out all state camp-
grounds are not bad, nor are all private camp-
grounds good. Each campground must be eval-
uated in its own right. But, over the long haul
and years of camping, my wife and I have found
that private campgrounds offer by far the more
pleasant experience.

The reasons for this are very basic. When an
enterprise is not driven by the need to be prof-
itable, it tends to become inefficient and unpro-
ductive. If management does not feel the
need to compete, few attempts will be made to
satisfy consumers. Clearly, the public would
gain if the state and federal governments were
to turn campground management over to private
enterprise. O
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Sailing the

Competitive Seas

by William B. Conerly

then went out on the deck to watch the last

few boats come in. It had been a good
day’s sailing for us: we finished the race in the
middle of the fleet, but we had a couple of new
stories to tell. When John grabbed the chair
next to me, I was all set to talk about the wind
shift that had helped us at the end. John,
though, had other interests.

““Tell me, Doctor, what are we going to do
about these Japanese imports?’’ John asked.

I sail on the weekends; Monday through
Friday I’'m an economist for a local company.
Even though I love economics, I didn’t want to
spend the whole cocktail hour talking about it.

““Did you do the race to Drake’s Bay three
years ago?’’ I asked. Without waiting for his
answer I began my story.

‘“After we rounded the point and turned
north, a light fog set in. It wasn’t thick enough
to be dangerous, but we couldn’t see the other
boats.”’

‘I remember that one,’’ John said. ‘‘I never
did figure out where the wind was that day, but
everyone else seemed to find it. I think I was
third from last.”’

I continued: ‘‘After about two hours we hap-
pend to sail close enough to another boat to
see her. It was Fred’s boat, which is pretty
competitive with ours. We sailed side by side,
about a hundred yards apart, and she was
pulling away from us.”’

““You should have been able to keep up with
her,”’ John said. ‘“You’ve beaten her plenty of
times.”’

I picked up my beer at the yacht club’s bar,

Dr. Conerly is an economist in Portland, Oregon, where he
races his sailboat, Leading Indicator.

‘““That’s what we thought. So we started
looking around and decided to ease the Cun-
ningham a bit.”

Racing a sailboat isn’t as simple as letting
the wind catch the sails and push it along. The
sails are airfoils, like airplane wings, but with
an added complication: being made of fabric,
the curvature of the sails isn’t fixed in place.
We have thirteen separate controls that will
change the sail’s shape in one way or another.
The Cunningham is one of those thirteen.

““It was hard to tell at first, but it seemed we
were no longer losing to her. Al was on the
helm, and he’s always pretty good at steering in
puffy conditions. He got on our case about not
working the sheets in time with his course
changes. We put two good fellows on the
sheets—and we started to gain ground. We
even got a little ahead of her.”’

John asked if we had kept our lead. We
hadn’t. After we got moving a bit faster, the
other boat picked up speed. It took them twenty
minutes to find the trick, and I don’t know what
they did; but just as we were feeling confident,
they got their boat moving definitely faster than
ours.

“‘Rob started to look up at the mainsail—
you know how he’s so quiet—and softly said,
‘Maybe there’s too much mast bend. Can we
let off on the backstay a tad bit?” The mast
looked fine to me, but on the rare occasions
when Rob talks, we all listen. We eased the
backstay a little, and then watched the speed-
ometer. We picked up a tenth of a knot in no
time, and started to gain on them.”’

“‘Sounds like a game of leapfrog,”” John re-
marked.
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“It was. Pretty soon we couldn’t find any
more gains out of sail trim. But watching
Fred’s boat helped us spot a tired helmsman
right away. I had been steering for 45 minutes
when they pulled out on us. I felt fine, or
thought I did, but when Murphy took the wheel
he brought our speed right back up.”’

‘‘How did you finish the race?”’

“‘First and second. Turns out we were the
only two boats to have been in sight of anyone
else for most of the race. We got the second,
which is too bad, but that was one of our best
finishes the whole summer.”’

“It sounds to me like you have that other
boat to thank for your good finish, even if they
did beat you.”’

‘“‘Exactly. The speedometer tells you how
fast you are going, but it doesn’t tell you how
fast you could be going, given the wind and
waves. You need a competitor to tell you if you

LEADING INDICATOR/WILLIAM CONERLY

have greater potential. It’s easy to think that
you’re doing your best, but usually you aren’t.

““‘Besides,”” I continued, ‘‘we were able to
learn a trick from him. When the wind turned
light and we were wallowing in the swells, we
saw that he had vanged his boom down hard.
We weren’t used to doing that, but we gave it a
try and it helped.

““All the other crews thought they were
doing their best, but they couldn’t see the other
boats because of the fog. I know most of the
other crews and they’re not lazy. It’s just hard
to be fast when you’re out there by yourself.”

John finished his beer and stood up. ‘‘Well,
Doctor, I’ve got to run. Thanks for the story.
But I really would like to sit down sometime
and talk with you about the danger of foreign
competition.”’

“‘I thought that’s what we were talking
about,”’ I replied. |
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Freedom,
Coercion,
and

Family Size

by David C. Huff

he freedom of a husband and wife to
I bear as many children as they wish is an
implicit aspect of the principles of lib-
erty upon which our nation was founded.
America’s early citizens and statesmen clearly
understood the many social and economic ad-
vantages of large families, recognizing in the
family structure a rich treasure of ingredients
for the sustenance of society which far over-
shadows any benefits a civil government can
provide. As Gary North has observed:

The family . . . provides a basic division of
labor, and this leads to greater productivity.
It provides a zone of safety against life’s
battles with a fallen, recalcitrant environ-
ment. . . . It provides men and women with
a stake in the future, and in so doing, makes
possible habits of thrift that lead to vast cap-
ital growth. . . . It provides welfare and edu-
cation for its members. It reduces the need
for a huge state bureaucracy, so it acts as a
weapon against the illegitimate expansion of
state power.!

As might be expected, the concept of the
family as the cornerstone of a free society, a
principal steward of a society’s capital, and a
key facet (through steady population increase)
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of a society’s economic vitality has not lacked
detractors. Most parents with more than two
children would agree that large families are
subtly and sometimes noisily discouraged
today. The task for advocates of freedom is to
inquire beyond the specific bias against large
families and discern the root ideology involved.
It will prove to be quite familiar.

Any consideration of the freedoms involved
in choosing family size necessarily involves the
larger issue of ownership and property rights.
Even to question the fact that the ownership
and responsibility for children vests exclusively
in their parents once would have seemed super-
fluous. Yet in the current environment of Zero
Population Growth, Planned Parenthood, and
Global 2000, private ownership of children no
longer enjoys unanimous consent: ‘‘The ‘right’
to breed implies ownership of children. This
concept is no longer tenable. Society pays an
even larger share of the cost of raising and edu-
cating children. The idea of ownership is surely
affected by the thrust of the saying that ‘He
who pays the piper calls the tune.” *’2

Does this tune sound familiar? While one ob-
vious response is the insight that a ‘‘society”’
has no existence or identity apart from the indi-
viduals composing it, such a coercive mind-set
merely regurgitates a common statist strategy.
Any drive for omnipotence by the state or its
agents always involves an insatiable appetite to
control private property for the ‘‘good of so-
ciety.”’ And understandably so, since the own-
ership and control of private property is integral
to a free society and therefore an inherent
enemy of central planning.

Given that the tenets of interventionism
idolize the state as a benevolent, all-wise parent
to its children, it is not a difficult leap for gov-
ernment to concoct a policy which includes sei-
zure of the ‘‘right to breed’’ and thereby arro-
gates the ultimate control of family size to the
state. Only then can it begin to enact the kind
of ‘‘necessary’’ controls (to protect society, of
course) envisioned by some: ‘It can be argued
that over-reproduction—that is, the bearing of
more than four children—is a worse crime than
most and should be outlawed. One thinks of the
possibility of raising the minimum age of mar-
riage, of imposing stiff penalties for illegiti-
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mate pregnancy, of compulsory sterilization
after a fifth birth.””3

We see, then, that in order for a bureaucracy
to gain its desired position of pseudo-parent
and thereby the power to control family size, it
must begin by usurping property rights over
children.

Malthus and Human Capital

As alluded to earlier, the barbs directed at
prolific parents generally are launched from the
various elements of the population control
movement. Their basic message is that our
planet is becoming overpopulated, which in
turn will purportedly cause food shortages, de-
stroy the balance of nature, wreck economies,
and generally drive civilized society into ex-
tinction.

This population control ideology had its or-
igins in the theories of Thomas Malthus, who
two centuries ago predicted a population crisis
which would shackle the world in the perpetual
grip of poverty. The passage of time, however,
has not seen the fulfillment of his dismal pro-
phecies—but it has yielded decades of experi-
ence which show that healthy population
growth is an asset, not a threat:

The basic axiom of economics—both clas-
sical and modern—is that wealth is the
product of labor. The mineral resources of
the earth are not wealth until human effort
has been exerted, either to discover or ex-
tract them.

Throughout the ages—until the current
era of statistics-worship—population has
been regarded as the foremost source of
wealth; the prime object of rulers and gov-
ernments has been to attract and increase the
number of their people. Density of popula-
tion and rising population historically have
been the mark of a prosperous, vital civiliza-
tion.*

By their very nature, Malthusian precepts
(which have been substantially disproved) are
ideologically at war against the principle of
human capital expansion through population
increase. This seems strange, when the evi-
dence in favor of large families and growth is
amply available.

So again, to fully comprehend the real issue,
one must uncover the motivation of those who
fret over the ‘‘population bomb.”’ Is the issue
actually conservation—of resources, living
space, and the balance of nature—or is the
issue control of the human capital represented?

The Propaganda Explosion

An exhaustive chronicle of the many factors
working toward family size limitation by force
is beyond the scope of this brief essay. Never-
theless, the fundamental idea which should be
retained is the insight that discouragement of
large families represents but one narrow
symptom of an age-old, chronic illness—inter-
ventionism. The dangerous explosion has not
been population, but propaganda.

Population control is an uncannily accurate
objective for a movement whose prime motiva-
tion is, indeed, control. The march of the state
toward attainment of the power of life and
death over its citizens, if unchecked, will allow
no competing sovereignty on the part of indi-
viduals or families. Thus, not only the right to
bear children, but the very sanctity of human
life must be diligently guarded and defended.
For as Frederic Wertham notes, ‘‘If someone in
authority tells us that we have no right to pro-
create, it is only one step further for him to tell
us we have no right to live.””>

History bears telling witness to an observa-
tion which captures the essence of the family-
limiting philosophy: ‘‘Population control is the
last desperate act and ultimate weapon of a
Welfare State whose lust for power and instinct
for survival knows no political or moral
limits.”’® O
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Racism: Public

and Private

by Walter Block

hen an individual or a group of per-
sons in the private sector discrimi-
nates against a racial or ethnic mi-

nority, the results can be debilitating. Psycho-
logical harm, feelings of isolation, and a sense
of hostility are likely to result.

Fortunately, in the private sector there is a
little-recognized phenomenon which helps to
protect minorities from great economic harm:
the fact that private individuals tend to pay for
their discrimination. For example, if a segment
of the population is discriminated against in em-
ployment, this tends to drive down their wage
rates. However, the lower wages they now
command act as a magnet, inducing other em-
ployers to make them job offers. Employers
who discriminate pass up these lower wages.
Other things equal, competition will tend to
drive the discriminating employers out of busi-
ness.

This is hardly an ideal situation from the
viewpoint of the minority—they would be bet-
ter off with no discrimination. But at least this
aspect of the free market tends to reduce the
injury which would otherwise accompany dis-
crimination.

Things are far worse for the minority victim-
ized by government discrimination. For one
thing, the incomes of prejudiced bureaucrats
and politicians are protected from market
forces. Their incomes do not tend to fall, as
they do for prejudiced businessmen in the pri-
vate sector. For another, civil servants do not
run the risk of bankruptcy at the hands of non-
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discriminating competitors—their jobs are
guaranteed.

Consider, for example, the ‘‘back of the
bus’’ rules which discriminated against blacks
in the South. This aspect of Jim Crow was part
and parcel of government. The buses were part
of the public sector; they were subsidized, and
no competition was allowed. As a result, blacks
had to suffer discrimination for many years, un-
til the “‘back of the bus’ rules finally were
changed through massive demonstrations. Had
blacks been told that they could ride only in the
back of the bus in a market situation, other bus
companies would have been formed, and would
have enjoyed an inside track in competing for
black customers.

Sometimes discrimination in the public sec-
tor is so well camouflaged that few people re-
alize it is taking place. For example, the Hut-
terites were victimized by discriminatory
legislation in the Canadian province of Alberta
that did not even mention them by name! These
people commonly live in colonies of 100 fam-
ilies or more. But the economics of farming in
this part of the prairie are such that each colony
needs two or three square-mile sections to sup-
port itself. An Alberta law which restricted
holdings by size thus made it very difficult for
the Hutterites to form colonies.

But well-hidden public discrimination is by
no means limited to rural areas. In Vancouver
there is a crackdown on illegal suites, and a ban
is in the works for second kitchens in areas
zoned for single-family occupancy. None of the
laws mentions the Sikh community by name;
nonetheless, this spate of legislation singles out
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the East Indian community for discriminatory
treatment. The reason is not difficult to fathom.
Like the Hutterites, Sikhs live in very large
groups. According to Gurnam Singh Sanghera
of the East Indian Workers Association of Can-
ada, many ethnic communities live with three
or four generations under one roof—and with
an extended family in each generation of aunts,
uncles, cousins, and so on.

Were the private sector discriminating
against the Sikhs or Hutterites, these groups
could find accommodations, albeit perhaps at

slightly higher prices. But when they are vic-
timized in the public sector, their plight is far
more serious. They must convince a majority of
the electorate—many of whom are hostile to
them—of the injustice in discriminatory laws.
History tells us this is no easy task.

Given that public-sector discrimination is far
more harmful to minorities than private dis-
crimination, those who sympathize with racial
and ethnic victims should think twice before
entrusting human rights to the state. The market
is a far better alternative. O

Affirmative Action:
A Counterproductive

Policy

by Ernest Pasour

“r. I Yhat teacher was selected for affirma-
tive action reasons.”” That is how I
first heard the term used—implying a

lack of ability on the part of a teacher at my high

school.

The phrase ‘‘affirmative action’ was first
used in a racial discrimination context in Exec-
utive Order No. 10,925 issued by President
John F. Kennedy in 1961. This executive order
indicated that Federal contractors should take
affirmative action to ensure that job applicants
and employees are treated ‘‘without regard to
race, creed, color, or national origin.”” The
civil rights legislation of the 1960s followed in
the same vein.

As initially presented, affirmative action re-
ferred to various activities to ensure the fairness
of hiring and promotion decisions and to spread
information about employment opportunities.
Emphasis was placed on encouraging previ-
ously excluded groups to apply for jobs, admis-
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sion to colleges, and so on—after which the
actual selection was to be made without regard
to group membership.

Affirmative action was originally conceived
because it was thought that simply stopping dis-
crimination against minorities would not over-
come the results of past employment and pro-
motion patterns. Prior to the 1960s, employers
frequently hired by word of mouth and, conse-
quently, friends or relatives of current employ-
ees were more likely to be hired.

Kennedy’s executive order implied equal ac-
cess and nothing else. The system that has
evolved since is a perversion of the original
intent of affirmative action.

A shift in emphasis from equality of prospec-
tive opportunity toward statistical measures of
results was already under way by the time the
Civil Rights Act of 1964 was debated in Con-
gress. Quotas and the right of minorities and
women to have a ‘‘correct’” percentage of their
population employed have since become rally-
ing cries for civil rights activists. Affirmative
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action as it has been applied is detrimental to the
operation of the job market, to white males, and
to the groups it is supposed to benefit.

First, affirmative action promotes the hiring
of less skilled workers. It sometimes forces em-
ployers to choose the best of the minority work-
ers they can find, regardless of whether they
have the required job skills. For example, Duke
University recently adopted a resolution requir-
ing each department to hire at least one new
black for a faculty position by 1993. However,
only six blacks received Ph.D.’s in mathemat-
ics in 1987 in all of the U.S., casting doubts as
to whether it would be possible for each depart-
ment to find a well-qualified black, much less
hire one.

Colleges and universities frequently also
have quotas for how many blacks it is necessary
to admit to ‘‘round out’’ their freshman classes.
An example is the admission practice at Berke-
ley. Only 40 percent of the entering class in
1988 were selected solely on the basis of aca-
demic merit. While whites or Asian-Americans
need at least a 3.7 grade point average in high
school to be considered for admission, most mi-
nority candidates who meet a much lower stan-
dard are automatically admitted. Berkeley con-
tinues this practice of preferential admissions
for minorities even though the graduation rate
of minorities is very low. Sixty-six percent of
whites or Asian-Americans graduate while only
27 percent of blacks graduate.

An Influence on Curriculum

The practice of affirmative action in employ-
ment and admissions policies is now being ex-
tended to the selection of writers to be studied at
universities. At Stanford, race, gender, and na-
tionality of authors are to be considered in book
selection—not merely the quality of their work.
Requiring that books be selected on the basis of
such criteria is absurd. The selection of books
should be based on merit rather than on the
race, gender, or national origin of the authors.
The effect of affirmative action based on quotas
rather than merit is that quality suffers, regard-
less of whether the issue is employment, col-
lege admissions, or book selection.

A closely related point is that affirmative ac-

tion causes reverse discrimination. Discrimina-
tion against white males is just as bad as dis-
crimination against minorities. Some people
say that affirmative action is justified as a way
of making up for past discrimination. Although
discrimination still exists in the U.S., as it does
in the rest of the world, most blacks entering the
job market today were born after the Civil
Rights Act of 1964 and have suffered little or no
prejudice in terms of salary.

When this Civil Rights Act was passed, its
spirit was not one of reverse discrimination but
of getting employers to consider applicants ob-
jectively in filling jobs within their companies.
Hubert Humphrey, a major sponsor of the Act,
swore that he would eat the bill if it were ever
used for discrimination of any sort. The past
cannot be changed and we should stop compen-
sating people who were never hurt at the ex-
pense of people who have done them no harm.
The Alan Bakke Supreme Court case held that it
is reverse discrimination to accept a minority
student at the expense of a white student with
better credentials. Unfortunately, this decision
has had little influence in subsequent cases of
reverse discrimination.

Another problem caused by affirmative ac-
tion is that it places a stigma on groups which
receive preferential treatment, especially on in-
dividuals in those groups who earn their posi-
tions because of their ability. Consider an em-
ployer who hires a member of a minority group
for a high position on the basis of merit, not for
affirmative action reasons. Other employees,
however, are likely to assume that it was an
affirmative action hiring, as are many other mi-
nority hirings. As a result, such employees can
suffer from lack of respect which makes them
less useful to the company.

The increase in racial tensions between
whites and blacks at U.S. colleges, as described
in recent news articles, is also related to pref-
erential admission policies. It is not surprising
that racial tensions have grown worse since af-
firmative action policies were implemented. At
colleges in North Carolina, for example, black
students recently stated that they were treated
like affirmative action cases even if they were
not. Professors, seeking to help, asked them if
they needed tutoring or other assistance, al-
ready assuming that blacks were unqualified.
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Affirmative action also appears to have been
generally ineffective for blacks in the job mar-
ket. Economist Thomas Sowell shows that in
certain places, including some prominent com-
panies and public utilities, there have been
gains. But overall, the economic position of mi-
norities has changed little since ‘‘goals and
timetables’” (quotas) became mandatory in
1971.

As originally conceived, affirmative action
may have been a constructive policy, but it has
been counterproductive in practice. I hope by
the time I am in college that students, teachers,
and others will be selected on the basis of abil-
ity—not according to quotas based on race or
sex. If so, we will have finally achieved true
civil rights for everyone.

O

The Quality of People
and Products

by Jonathan Athens

o to any restaurant, hotel, or business
Gplace that deals directly with the pub-

lic, and the person behind the desk in
the lobby is usually a clean-cut young man or an
attractive, well-dressed woman. This is a com-
mon, unwritten practice employed by most
businesses as a way of ‘‘putting their best”’ for-
ward. Look at almost any advertisement and
you’ll find the same kind of people selling any-
thing from toothpaste to cigarettes. It is a means
of making a product more attractive to the con-
sumer.

Of course, the consumer has the ultimate
choice as to which brand of toothpaste to use or
whether to buy cigarettes. When it comes
to patronizing a hotel or restaurant the con-
sumer has the same right. However, the right of
the business office (or hotel or restaurant) to
choose the kind of person they want to promote
their product or service is slowly being taken
away.

As an advertising consultant for a local news-
paper syndicate, I deal with a variety of busi-
nesses with the goal of helping them attract cus-
tomers as well as prospective employees. One
day a print shop owner called and asked to place
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a classified ad for employment. The print shop
owner told me he wanted a young lady to work
the front desk of his office. She should be adept
at dealing with the public and capable of jug-
gling the paperwork that had piled up.

““‘Can 1 do that?”’ he asked, sounding some-
what unsure.

“‘Certainly,”’ I told him. ‘‘It’s your business,
your money, your advertisement. You can do
what you please.”’ The print shop owner called
back to place the final copy of the employment
ad only to discover that I was wrong. My su-
pervisor explained in detail how and why. It
wasn’t the newspaper’s policy, she said, nor
hers. Rather it was the state’s policy. To adver-
tise for an attractive young lady or man with a
pleasant personality is discrimination on the ba-
sis of age, sex, and appearance. Reluctantly, I
informed the print shop owner and worked with
him to rewrite the ad so that it did not give an
indication of anything other than the job title,
the pay, the location of the shop, and the hours
of business.

The print shop owner began his business
years ago without government grants or assis-
tance, and neither did he have contracts with the
government. Still, he had to play by the gov-
ernment’s rules of hiring and firing. After key-
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ing the advertisement into the computer system,
I sat back and thought of how many people were
going to apply for the job and how many the
owner was going to have to turn down before
finding the right applicant. I then thought of the
number of people who were going to read the ad
not knowing what the employer was specifi-
cally looking for, and waste their time and ef-
fort along with his money just to be told ‘‘no.”’

The Right to Hire

Two forms of civil rights legislation affect
the business owner’s right to hire. Equal Op-
portunity guarantees that a person be considered
for a job without regard to race, age, or sex.
Affirmative Action, on the other hand, com-
mands that a person be hired with regard to such
criteria.

How contradictory the two anti-discrimi-
nation laws are! And the results are pernicious.
If someone is hired on any basis other than in-
dividual merit, the employer will generally
have employees who perform substandard

work. Time, money, and energy are spent try-
ing to correct and/or overcome substandard
work—time that could be devoted to improving
product quality. The bottom line is that a cor-
poration is only as good as its product, and the
product is only as good as its makers.

A popular misconception is that a ‘‘product’’
is merely a material item with physical dimen-
sions. But services are products, too. The prod-
uct a waitress makes is food service. The prod-
uct a salesman makes is selling. The product a
mechanic produces is automotive maintenance.
The product a doctor provides is health care. If
any of these positions were to be filled strictly
by Affirmative Action, what kind of service
would the consumer get? The consumer can al-
ways go to another restaurant for better food
service, another doctor for a second opinion,
and another salesman for a different kind of
product. But what if the options are limited?
What if there are no choices?

The consumer ultimately loses his freedom of
choice. It is a freedom no person and no busi-
ness can afford to be without. g

Achieving Genuine Equality

espite our problems, one of the central facts of American history
has been the achievement of a high degree of individual equality

for most citizens. Perhaps the nation somehow sensed that human

IDEAS
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LIBERTY

i

beings achieve their fulfillment in what they become. Certainly we are
most fully ourselves as we aspire to further development, and enjoy the
freedom to pursue it. It is in connection with our aspiration that we seck
equality for each person. Surely race or sex is an inadequate basis for such
equality. We do not aspire to be black, white, or yellow, male or female.
These categories are facts of existence, but the achievement which we seek
in life must lie elsewhere, and it is elsewhere that the definition of true

equality must also be located.

What we all want, and what some members of society presently lack, is
acceptance as an individual by others. It is that acceptance which consti-
tutes genuine equality. Each of us wants to be a person in his own right.
Such acceptance can hardly be produced by governmental compulsion.
Compulsion smothers any creative response to a problem.

—GEORGE C. RocHE III,

The Balancing Act
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Two Senses of
Human Freedom

by Tibor R. Machan

hen we consider whether a capital-

ist, libertarian society is free,

whether it secures human beings
their maximum individual freedom or liberty,
serious controversies arise. Some agree that, of
course, in capitalism, where one’s private prop-
erty rights are respected, we enjoy the greatest
freedom. Despite the fact that such a system
does not offer the utmost security in life, nor
equality of wealth or even of opportunity, many
maintain that capitalism certainly does secure
for people the maximum freedom.

But there are those, too, who dispute this
contention. Not only do they criticize capital-
ism for failing to ensure for us well-being and
equality of opportunity, they also hold that cap-
italism is, in fact, an enemy of individual free-
dom. Marx made this point in the 19th century,
and in our time many have followed his lead.
For example, in his posthumously published
work, Grundrisse, Marx notes that ‘‘This kind
of [capitalist] individual liberty is . . . at the
same time the most complete suppression of all
individual liberty and total subjugation of indi-
viduality to social conditions which take the
form of material forces—and even of all-
powerful objects that are independent of the in-
dividuals creating them.”’!

Professor Larry Preston, following in Marx’s
footsteps, has advanced a similar claim,
namely, that ‘‘a capitalist market, understood
as a system in which production and distribu-
tion are based on the pursuit of private interest
through the acquisition and transfer of privately
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owned property, generally denies freedom to
most participants.’’? Preston defends this posi-
tion by first advancing the following character-
ization of freedom: ‘‘Free decisions and actions
are identified as those in which an agent’s con-
scious deliberation has played an essential
role.””® He clarifies this by adding that ‘“The
prerequisite of deliberate choice can only be
determined with reference to specific activities
associated with particular roles.”’* Further-
more, ‘A choice is voluntary (freely made) if
the persons who agree to it possess, before they
decide, the relevant capacities and conditions
for deliberation regarding the proposed trans-
action.””®

In contrast, within the Anglo-American po-
litical tradition, freedom has been characterized
quite differently. According to F. A. Hayek:

It meant always the possibility of a person’s
acting according to his own decisions and
plans, in contrast to the position of one who
was irrevocably subject to the will of an-
other, who by arbitrary decision could coerce
him to act or not to act in specific ways. The
time-honored phrase by which this freedom
has often been described is therefore ‘‘inde-
pendence of the arbitrary will of an-
other.”” . . . In this sense ‘‘freedom’’ refers
solely to a relation of men to other men, and
the only infringement on it is coercion by
men.®

For Marxists the emphasis has always been
on possessing the requisite abilities—including
resources and information—to act in any way
one might wish to act after necessary delibera-
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tion. In Hayek and the classical liberal tradi-
tion, however, the emphasis is placed on a
choice being that of the agent, that it be ‘‘his
own’’ decision. Furthermore, unlike Preston,
Hayek does not insist that deliberation has an
‘‘essential role’’ in free choice.

The difference between the two conceptions
of freedom seems to be that whereas Preston
does not stress personal autonomy and self-
determination, Hayek does; and while Hayek
seems to accept decisions of any sort (whimsi-
cal, intentional, negligent, or deliberate), Pres-
ton allows only deliberative or self-consciously
calculated decisions to be free choices.

What Is ‘‘Real’’ Freedom?

Preston holds that ‘‘real’’ freedom is not the
libertarian, capitalist sort. What his theory, fol-
lowing a very respected tradition, proposes is
that one can be really free only if one is on the
right path. Consider again Marx on freedom:
“‘{Flreedom . . . can only consist in socialized
man, the associated producers, rationally regu-
lating their interchange with Nature, bringing it
under their common control, instead of being
ruled by it as by the blind forces of Nature; and
achieving this with the least expenditure of en-
ergy and under conditions most favorable to,
and worthy of, their human nature.””’

Marx was invoking the idea of freedom
which ordinary people invoke when they say
they wish to be ‘‘free’’ of worry, trouble, hard-
ship, psychological blocks, bad memories, dis-
ease, or whatnot. From the time of Plato this
sense of ‘‘human freedom’” has been a power-
ful contender. It refers to our capability of at-
taining full human flourishing, unhindered by
such obstacles as ignorance, illness, or sin. In
our day many think of this sense of freedom
when they refer to Marxist-Leninist type liber-
ation. Unlike the more libertarian sense of this
term—within the American political tradition—
liberation here means guiding one toward
emancipation. Compare the liberation of France
to the liberation of Poland! And consider the
character of Marxist-Leninist liberation move-
ments, which all reject libertarian freedom.

Now Preston’s idea of freedom does not state
explicitly that his understanding of ‘‘free to
choose’” implies that only those are free to

choose who in fact choose properly. But this is
the result of his characterization, nevertheless.
This is because the ‘‘relevant capacities and
conditions for deliberations’” would in the final
analysis include the individual’s ability to select
wisely from among the alternatives. It would
also include the absence of any impediments to
such wise decisions, including ignorance and
poverty, whether imposed by other persons, or
by nature, or by the social system in force. No
doubt, if a social system protects property
rights, this also means that those who have no
wealth or health, or squander them, will face
the obstacle of poverty or ill health in their ef-
fort at successful living.

That there may not be any system that could
“‘remedy’’ this situation is, of course, one of
the major problems of characterizing freedom
along these lines. But by speaking as if such life
circumstances were limitations of liberty, Marx
(or Preston) suggests that there may be social
systems that do not place any restrictions before
persons who might at some stage of their lives
aspire to success. Marx hints at this when he
points to ‘‘the absurdity of considering free
competition as being the final development of
human liberty.”’® Presumably there is a final
development.

Another problem with the Marxian idea Pres-
ton advances is that a deliberation is a rare pro-
cess. Most people proceed through their days
without deliberation, yet acting intentionally—
that is, fleetingly thinking of their objectives
and almost automatically using the means to
attain them, as when they switch on a light as
they enter a room. The intentional character of
such actions may be gleaned from the fact that
if some mishap is associated with them, persons
who took the actions are held responsible for
what they did. These, then, are treated as per-
fectly free actions when they are not forced on
the doers by others. For Preston, however, they
would be unfree actions since they did not in-
volve deliberation—the self-conscious, self-
monitored mental process characteristic of in-
tellectual activities (such as theorizing about
freedom).

It is also important that in Preston’s and
Marx’s characterization of freedom, there is no
consideration of the place of free will. If per-
sons are metaphysically free—possess free will
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or the power of self-determination—they might
not elect to inform themselves about the facts
that may make a choice a wise one. They may
then be regarded as unfree in the Marxist sense.
Nevertheless, in the liberal sense of the term
“freedom,”’ they are free, since they might
have placed themselves in a position of being
better informed—even though they did not do
this—which would mean they are essentially
free.

Women’s Liberation

The different meanings of ‘ ‘human freedom’’
can be more fully appreciated in connection
with the women’s liberation movement, in
which two meanings of ‘‘liberty’’ are promi-
nent, though not always noted. First, women’s
liberation sometimes means the absence of re-
straints imposed by other people who would
keep women under a yoke or treat them as if
they were not of age but in constant need of
guidance (from males or the state). Second, wo-
men’s liberation sometimes means being guided
to a higher state of consciousness and human
emancipation.

Another way—hinted at before—to distin-
guish the two ideas of liberty is to recall the
contrasting meaning of ‘‘liberation’’ for the So-
viet Union and the United States vis-a-vis the
countries of Europe they helped liberate in
World War II. The Soviet Union ‘‘liberated’’
by helping to defeat the Germans and then fully
occupying the eastern European countries,
while the United States helped cast off the Ger-
man forces (e.g., in France) and then left,
which freed these countries to develop them-
selves.

Which sense of the term ‘‘freedom’’ is then
primary? On the one hand, if we are focusing on
progress toward human flourishing, human
freedom may well mean what has been meant in
the tradition from Plato, through Rousseau, He-
gel, Marx, T. H. Green, and many contempo-
rary intellectuals. These thinkers would all join
Marx in the view that the liberal/libertarian con-
ception of human freedom is limited and incom-
plete. To pretend to be concerned with human
freedom when one is really only interested in
freedom from the aggressive intrusion of other
people—as so well expressed in the Colonial

slogan: ‘‘Don’t tread on me!’’—is, according to
this line of thinking, to distort an important
value in human existence. (Even some neoclas-
sical economists prefer to mean by freedom the
maximizing of our options, creating a broad
range of possibilities. Our freedom, they say, is
enhanced with an increase of our wealth.)®

There is something to this, of course. It is
arguable that full human freedom—being unim-
peded by various obstacles in life in reaching
one’s proper goal of self-development—should
mean what members of this tradition have
meant. Yet, on the other hand, the view that
human freedom or liberty, in the aforemen-
tioned sense, is a political concern, lack of
which ought to be dealt with through law and
politics, is highly disputable. This view simply
fails to credit individuals with self-initiated ef-
fort. It demeans them, treats them as helpless
and always in need of guidance from above. It
is paternalistic and ultimately self-defeating if
we extend it to everyone, including those who
advocate totalitarian measures to liberate us.

The ultimate reason behind this drastic and
devastating error is that the conception of free-
dom embraced by the tradition following Plato,
and today mostly promoted by Marxists, pre-
supposes a conception of human nature which is
contrary to fact. Marx did not credit human in-
dividuals with a basic kind of freedom, namely,
freedom of the will or the power of self-
determination.

Neither do Preston and other Marxists (e.g.,
Andrew McLaughlin, Charles Taylor, G. A.
Cohen). Preston notes that ‘‘Capitalist ex-
changes have become coercive because partici-
pants can recognize an alternative situation
which would provide them with substantially
greater freedom, a situation that the capitalist
market prevents them from having.”’!® In other
words, people are not acting freely under capi-
talism because by virtue of the structure of the
system—i.e., its framework of private property
rights—they are forgoing options that they
might enjoy and that it would be beneficial for
them to enjoy.

This treats people as helpless, inept crea-
tures, who are unable on their own initiative to
come to terms with lacking some of what they
might want and benefit from in life. And while
such a conclusion is warranted in societies
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where people face persecution, oppression, and
liquidation from the state if they try to remedy
their circumstances by individual initiative (in-
cluding forming economic alliances), for a so-
ciety in which no such political limits to liberty
are sanctioned, the judgment comes to little
more than either stressing the exceptions or de-
meaning human ability.

The ‘‘freedom’’ Preston thinks people might
enjoy involves what people could benefit from
in their relationship to others, namely, greater
access to information, better conditions for de-
liberation, etc. For example, they might be bet-
ter educated, they might possess more wealth,
etc. This is, of course, not political freedom but
a better standard of living. To obscure the dif-
ference is dangerous.

Making the Most of Our Lives

When Marxists say that we lack freedom or
liberty under capitalism, they don’t make clear
that what they have in mind is something we
probably would lack far more under any other
system—the ability and opportunity to make the
most of our lives. And that is perhaps because if
put this way, it becomes clear that at least under
capitalism everyone has his or her political lib-
erty—freedom from other people’s forcible in-
trusion into one’s life—and in the main this
provides most with a good chance of attaining a
high standard of living. While capitalism is not
preoccupied with the equal distribution of
wealth—or, rather, poverty—it is a system un-
der which those who make a good try have the
chance of reaching considerable economic suc-
cess. (Nor does capitalism assume that every-
one would, or even should, want this!)

The Marxist position sees persons as we do
trees or flowers that grow not from their own
determination but are spurred on by the natural
environment. And if there are deficiencies in
this environment, there will be impediments
standing in the way of growth.

As Preston puts it, ‘“We now realize that the
exchanges of capitalism generally do not repre-
sent agreements in which both (or all) partici-
pants are better off if ‘better off” is viewed as
gaining access to the resources needed to exer-
cise freedom.”’!! Once Preston has defined

“‘free choice’’ as, in effect, ‘‘the best possible
choice one could make,’’ it is no wonder that he
views capitalist exchanges as not being ‘‘free.”’
It may not be immediately obvious that Preston
and this entire tradition hold this conception of
“freedom,’’ but it becomes so, once it is clear
that here the objective is to ensure human per-
fection, the full emancipation of human be-
ings—not merely their freedom to do what they
choose to do, regardless of the outcome. Pres-
ton, like others in this tradition, in effect iden-
tifies human freedom with human success.
Without that identification, human freedom or
liberty simply have no value to him.

The liberal tradition, however, sees human
freedom (from aggression by others) as valu-
able in itself, because it is a constituent part of
human goodness—without the freedom to
choose one’s conduct, one is not the agent of
whatever good behavior one might engage in.
This is not always clearly put in the liberal tra-
dition, but it is there, nevertheless.

In the liberal tradition, government aims at
protecting the individual’s role as the agent of
his own conduct. That is why it stresses indi-
vidual liberty and rights. Once persons enjoy
this protection, they will then do what they
choose, well or badly. Society is not perfect,
but it is politically best if it secures for everyone
a sphere of jurisdiction or personal sovereignty.
The rest is in the hands of individuals.

In contrast, for the Preston/Marx position the
primary task of good government—of those
who understand and have the power to upgrade
the species—is to free human beings from im-
pediments to growth. This is clearly not accom-
plished simply by protecting people against the
aggressive intrusion of other human beings.
No, they need total *‘liberation’’—the preven-
tion of all intrusions such as poverty, disease,
ignorance, illness, and even sin. Thus Preston
holds that ‘‘Physical force need not always be
either morally objectionable or a denial of free-
dom. Efforts physically to restrain drug addicts
from gaining access to drugs may be done for
moral reasons and in the interest of freedom—
to enhance the addicts’ ability to make deliber-
ate choices.’’!?

This is a convenient example for Preston, be-
cause even in contemporary near-capitalist so-
cieties people are not granted the right to con-
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sume the drugs they choose. But for Preston,
the scope within which lack of free choice is
appropriate is far greater. It is only a short dis-
tance to the view that forcing people not to ad-
vocate anti-revolutionary policies or the wrong
religion, or censoring the viewing of trashy
movies and the reading of bad literature, is mor-
ally justified because it enhances the ability of
people to live properly.

Many people who advocate Marxism but find
the Soviet Union politically reprehensible insist
that the Soviets have distorted Marx and that a
proper understanding of Marxism will avoid the
kind of policies that have characterized the
U.S.S.R. throughout its brief history. Some of
those who hold such views are, nevertheless,
wholly disenchanted with capitalism, whether
its ideal version or the watered-down type evi-
dent in some Western societies. Indeed, some
of these people hold out hope for societies
whose leaders proclaim themselves to be Marx-
ists—e.g., Cuba, Nicaragua—even when these
societies are directly allied with the Soviet
Union.

The confusion arises from failing to distin-
guish between what Marx might have liked, and
what his views usher in, especially when his
vision of the future is not coming about auto-
matically, as a matter of historical necessity.
Maybe Marx would have hated Stalin or even
Gorbachev, no one knows. But that the policies
of these Soviet leaders most closely follow
Marx’s views, given that those views are basi-
cally wrong, cannot reasonably be denied.

Marx may have thought that capitalist soci-
eties will turn socialist without much need for
violence. But since this hasn’t happened, so-

cialists have resorted to coercion to force so-
cialism upon various countries in the name of
Marx. And there are plenty of concepts in the
Marxist edifice that give philosophical fuel to
the idea of forced socialization. One of these is
the conception of freedom that Marx and his
followers embrace. Their idea of liberty may
have some grounding in ordinary language. But
in one sense that idea is most destructive toward
the freedom of one individual from the intru-
sions upon his life by another. This is the sense
in which it encourages the idea that people must
be made to be “‘free,”” whether they choose this
or not. O
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Freedom as a Moral Principle

he most important among the few principles of this kind that we

IDEAS
ON
LIBERTY

have developed is individual freedom, which it is most appropriate

to regard as a moral principle of political action. Like all moral
principles, it demands that it be accepted as a value in itself, as a principle
that must be respected without our asking whether the consequences in the
particular instance will be beneficial. We shall not achieve the results we
want if we do not accept it as a creed or presumption so strong that no
considerations of expediency can be allowed to limit it.

—F. A. HAYEK
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Readers’ Forum

To the Editors:

In your September 1988 issue, you carried
a piece entitled ‘“What Should We Do About
Luck?”” Without wishing to plunge into the in-
tricate philosophical issues raised by the ques-
tion of whether having ‘‘character’’ is a matter
of luck, I do wish to make one important ob-
servation. If being competent, self-assured, and
therefore successful is a matter of luck, this is
all the more reason not to penalize success. If
we are, basically, subject to determinism, then
it is surely essential to structure penalties and
rewards in such a way as to manipulate people
into having successful, rewarding lives. The
more scope there is for character to be self-
grounded, the more we might expect people to
strive and succeed without tangible rewards, al-
though we might still want to say that character
is admirable and should be rewarded. But if
character and aptitude are determined mechan-
ically by the outside world, let us by all means
create an outside world in which as many peo-
ple as possible are determined into having char-
acter and aptitude. Either way, reward success,
not failure.
—JonN S. P. RoBsoN
Austin, Texas

To the Editors:

As a Jew and a libertarian, I read with interest
Milton Friedman’s essay, ‘‘Capitalism and the
Jews’’ (The Freeman, October 1988). Dr.
Friedman admitted to having no answer for the
question of why intellectuals, and Jews in par-
ticular, tend to dislike capitalism. I think I have
one.

Judaism stresses education, and college de-
grees are common among Jews. But before we
conclude that Jews’ anti-capitalist beliefs were
instilled by their professors, we must analyze
this argument. It assumes that the professors in

question, in their turn, were radicalized by their
professors, and so on. So where did the original
radical professors come from? While there is
ample truth in the assertion that professors tend
to radicalize students, we must reject it as an-
other chicken-vs.-egg argument.

I find it far more accurate to say that intel-
lectuals tend to feel guilty about not being poor
or not feeling as though they belong to the
working class, as it were. And if one did feel
such guilt, would one support a system that al-
lows citizens to work for their own benefit (cap-
italism), or would one support a system that
demands that citizens do penance by working
for the benefit of others (socialism)? Leftist and
egalitarian beliefs, not surprisingly, have al-
ways figured prominently in the lives of those
who have the most guilt to relieve, and this puts
intellectuals in the same category with film
stars, poets, and writers even though the intel-
lectuals may not be wealthy. One’s surname
need not be Rockefeller or Fonda to regret not
being poor; all one need do is not be poor.
Educated people, in many cases, have the same
sort of vulnerability, since their education re-
lieves them of the necessity of performing man-
ual labor. Since most Jews fall into this cate-
gory, they can be expected to favor guilt-
relieving (egalitarian) politics to any other kind.

For those who are working to win over bright
minds to our side, I therefore recommend,
along with the usual reliance on facts and logic,
an equal emphasis on promoting pride and
self-respect—or anything else that might suc-
cessfully combat guilt.

—ALLAN LEVITE
Dallas, Texas

(Readers are invited to share their opinions
on ideas appearing in The Freeman.)
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Private Property and
the Environment:

Two Views

by Jane S. Shaw and John Hospers

Editors’ Note:

In the May 1988 issue of The Freeman we
published John Hospers' review of Property
Rights and Eminent Domain by Ellen Frankel
Paul. In the following essays, Jane S. Shaw and
John Hospers exchange views on some issues
raised in that review.

Jane S. Shaw:

eople concerned about freedom recog-
Pnize the importance of property rights as

the foundation for a system of coopera-
tion and mutual exchange. Often, however,
they abandon their convictions about the value
of property rights when they address environ-
mental issues. Yet a more thorough understand-
ing of property rights would lead them to rec-
ognize that private rights offer the best hope for
protecting many components of the natural en-
vironment.

Many writers have expressed concern about
environmental devastation such as the loss of
wild animals in Africa and the destruction of
tropical forests in Latin America. In the May
1988 issue of The Freeman, for example, John
Hospers shared his alarm about these losses and
suggested that private property rights are part of
the problem: ‘‘And here the property rights in

Jane S. Shaw is a Senior Associate of the Political Economy
Research Center in Bozeman, Montana.

John Hospers is a professor of philosophy at the Univer-
sity of Southern California and editor of The Monist. He
is the author of numerous books and articles on aesthetics,
ethics, and political economy.

land conflict sharply with the need for retaining
the natural links in the food-chain. . . .”

It’s right to be concerned about environmen-
tal harm, but we need to understand that solu-
tions will occur when private property rights are
strengthened rather than weakened.

Wanton destruction of animals occurs prima-
rily because no one owns wildlife. Contrast
wildlife with cattle: No one worries about the
destruction of livestock and the reason is sim-
ple—cattle are owned and the owner has a di-
rect interest in protecting them.

It is lack of ownership, or common owner-
ship, that leads to destruction. Aristotle ob-
served this more than 2,000 years ago. He noted
that ‘‘what is common to many is taken least
care of, for all men have greater regard for what
is their own than for what they possess in com-
mon with others.”’

As James Gwartney and Richard Stroup
wrote in The Freeman in February 1988, the
devastation of the American buffalo on the
Great Plains came about because no one owned
the buffalo. Without ownership, it was to the
advantage of Indians, and later white men, to
kill whatever buffalo they could. Without own-
ership, no individual could benefit by saving
more buffalo—someone else could easily go af-
ter any buffalo an individual refrained from kill-
ing. Had the buffalo been owned, it would have
been in the interest of the owner to assure that
enough buffalo remained to reproduce for the
future. While ownership of the buffalo was not
practical then, Gwartney and Stroup point out
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that other Indians successfully turned to a sys-
tem of private rights to protect other animals
such as beaver, which did not have the nomadic
characteristics of Plains buffalo.

Of course, common ownership does not al-
ways pose an environmental problem. At earlier
periods of human history, when human beings
were scarce, grazing land could be held in com-
mon. However, even with extremely low levels
of population, people could barely subsist on it!
Similarly, as long as Indians didn’t have horses
or weapons such as guns, they couldn’t threaten
the buffalo. But the Indian standard of living
was extremely low and their population sparse.
Once people got beyond a primitive standard of
living, common property became a serious
problem, one that private ownership corrected.

Private property assures accountability. A
person who owns property will reap the rewards
of good stewardship and bear the consequences
of poor stewardship. The owner who lets his
land erode pays the price because the value of
that land sinks as soon as the erosion becomes
visible. The owner who protects the land en-
hancés or sustains its value. In general, private
property makes good stewardship pay.

When property rights are insecure or incom-
plete, so that someone else bears the costs or
reaps the rewards, accountability is missing.
That is the case with the Amazon rain-forest.

In Brazil, government policies are encourag-
ing deforestation of the rain-forest through sub-
sidies and tax credits. The biggest effect is that
owners of land are reaping the rewards of own-
ership without paying the costs, and thus are
encouraged to act irresponsibly. A study by The
World Resources Institute (by no means a group
committed to private property) concludes that
cattle ranching and settlements by small farmers
are the major factors behind deforestation. Both
of those activities are heavily subsidized by the
government. Author Robert Repetto says that
the subsidies encourage the livestock industry
to cut down trees to promote pastureland and
encourage settlers to turn forests into farmland.
(In addition, the government subsidizes the for-
est products industry.) ‘‘By supplying virtually
- free money, the federal government invited in-
vestors to acquire and clear large tracts of for-
ested lands,’’ says Repetto.

Under a system of true private ownership,
where owners were required to pay the full cost

of their activities, the Amazon forest would be
far more likely to be preserved. Yes, tree-
cutting would occur, but not on today’s scale.
With so much forested land, some conversion
of trees to pasture does not pose an environ-
mental problem; some land undoubtedly will be
more productive as pasture. However, where
cutting is excessively costly, owners would re-
frain from cutting trees. In the U.S., recent eco-
nomic research has shown that contrary to re-
ceived wisdom, cutting down forests in the
Midwest during the 19th century was not waste-
ful. The trees were simply quite valuable when
cut; to keep them standing longer would have
been costly to society.

Furthermore, in a system of private property,
individuals who believe that the forests will be
valuable in the future have a strong incentive to
protect them. Some might be speculators who
believe that the value of endangered species in
the future will outweigh the current cost of pre-
serving the land from cultivation. Under the
present scheme in Brazil, the cost of preserva-
tion is high because taxpayers are subsidizing
so many of the costs of devastation.

Others who would preserve the rain-forest in
a private property system are likely to be private
groups and individuals concerned about ecolog-
ical balance. In fact, today, non-profit organi-
zations such as the World Wildlife Fund and
The Nature Conservancy are taking steps to
save tropical forestlands in Latin America.
(Since they have to work with governments,
however, they face a number of difficulties they
probably wouldn’t face if the land were pri-
vately controlled.)

In conclusion, what causes environmental
destruction is the lack of private property rights,
when resources are owned in common or by the
government. Strengthening private property
rights will improve the chances for wildlife and
forests. d

John Hospers replies:

ane Shaw seems to assume that my quar-
rel is with private property. But it is not:
the deforestation of the Amazon basin
would be an ecological tragedy regardless of by
whom or under what auspices it is done,
whether by private owners, communal owners,
or government owners. If Brazil had a Home-
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stead Act similar to that of the U.S.A. in the
nineteenth century, and the new owners de-
stroyed the forests, the result would be the same
as it now is under a government program of
resettlement. It is what is done that portends
disaster, not by whom it is done.

But, one may say, ecological damage is far
less likely to occur if property is in private
hands. Probably so: government programs are
usually wasteful and counterproductive, and
take little thought for the environment, a matter
which is not usually very high on politicians’
list of priorities. Still, this issue is something of
a ‘‘mixed bag.”” Sometimes it happens the other
way round: in a safari through the Okavanga
basin in Botswana I found (and all safari guides
confirmed this) that lions, leopards, giraffes,
zebras, and antelopes continued to exist at all
only in those large areas designated by the
Botswana government as national parks. In the
areas owned by the native tribes themselves,
there was not a single bit of game to be found—
all the animals had long since been slaughtered
by the natives. The same is true in India and
elsewhere, where hungry people do what they
can to eat today, with not much thought for
tomorrow.

Under private ownership, Botswanans are
now growing cattle, ecological intruders which
(because of their form of grazing, the protection
they need against the tsetse fly—to which all the
native animals are immune—and the construc-
tion of fences, making it impossible for the wild
game to reach the rivers) after a time destroy the
habitat of the native animals. The native ani-
mals can no longer roam free to find food and
water. Private ownership has sealed the doom
of most African wildlife.

You can, indeed, preserve some species of
plant or animal by owning a tract of land and
growing the plant or animal on it. But this won’t
do in the case of migratory animals whose pri-

mary need is to roam, and who would be shot
down the moment they crossed the boundaries
into someone else’s land. And it would hardly
apply at all to birds, which fly over people’s
lands. You can raise condors on your ranch, but
unless there are strictly enforced conservation
laws the birds will be shot down by the owners
of other land who have no soft spot in their
hearts for condors.

‘‘Individuals who believe that the forests will
be valuable in the future have a strong incentive
to protect them,”’ writes Ms. Shaw. (1) Yes,
and not to protect them if for one reason or
another they do nor believe this. (2) Or they
may believe it but not act on it—perhaps they
want quick profits now; there are, surely, peo-
ple who care less about their children and
grandchildren than they care about themselves.
(3) Or, like the Botswanan cattle-growers, they
may not have the luxury of thinking all that
much about tomorrow, because they desper-
ately need the game today, just to survive at all.

The point I was making in the essay was that
vast ecological damage has been and is being
done through the misuse of land in one part of
the world, which affects soil and weather pat-
terns in other parts of the world—that the fate of
these parts is interdependent. (See my paper,
““Ecology and Freedom,’’ in the September
1988 issue of Liberty.)

Thus, the main problem is not whether you
make wise use of your own land for the sake of
your own future and that of your children; the
ecological problem I was trying to dramatize
occurs when the use of your land may have
catastrophic effects on the use by others of their
lands, which may be many thousands of miles
away. How does one provide a motivation for
taking care of your own land, not in order to
preserve your land but to preserve that of oth-
ers? O
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A REVIEWER'’S
NOTEBOOK

Basic Economics

by John Chamberlain

Basic Economics (American Textbook

Committee, P.O. Box 8, Wadley, Alabama
36276, 390 pp., $12.00 paperback), it is that
the author skips about when visualizing his au-
dience. Much of the book is addressed to stu-
dents who have barely learned in high school or
freshman year in college to parrot phrases about
supply and demand. But nothing remains sim-
ple for long in Carson’s expositions. The book
abounds in scores in qualifying distinctions.

First, as an Austrian economist who believes
that individual choices are unpredictable, Car-
son rejects the idea that mathematical certainty
in economics is possible. Statistics tell you what
happened yesterday. ‘‘All attempts to reduce
the complexity of what occurs in the market and
the diversity of human motives in acting in the
market to some one explanation or to mathe-
matical precision must ultimately fail . . . ,”’
says Carson. Still, Carson believes there are
economic principles. Men have natures, and na-
tures may be studied with an eye to determining
likely uniformities.

One of the uniformities of behavior is that
men try to establish their own monopolies.
*“The most basic of all monopolies,’’ says Car-
son, ‘‘is the exclusive right of free men to dis-
pose of their services. Indeed, it is the specific
difference between freedom and slavery. It is a
natural right, hence a natural monopoly, in that
the individual is the only one who can direct the
constructive use of his services.”” Land, of
course, is a monopoly of its owner. So are

If there is a puzzle to Clarence Carson’s

shares in corporations, copyrights, patents, au-
tomobiles, and currencies.

But, having established these points, Carson
finds himself in semantic trouble. Most of our
historic debate about monopoly has not been
cast in these terms. Carson has already said that
one of the definitions of monopoly is the grant
by government of an exclusive privilege to
carry on the traffic in some good or service.
Force enters the picture here. If an individual
should attempt to deliver a first-class letter, he
might find himself under arrest. When govern-
ment, with its monopoly of legal force, intrudes
into the market, ‘it tends to bring habits formed
in another arena with it.”’

The Sherman Antitrust Act quickly became
unenforceable because no one could be sure of
what it meant. The Clayton Act, which suppos-
edly exempted labor organizations from the
provisions of the antitrust laws, declared that
labor is not a commodity. But labor is nonethe-
less bought and sold in the marketplace. Con-
gress, in its attempt to help the unions, was, so
Carson writes, ‘‘caught once again in the illogic
of trying to prevent what does not so clearly
exist, i.e., private monopolies, and doing it by
hampering competition.”” The National Labor
Relations Board, as the constituted clarifier,
was supposed to bring order out of chaos by
insisting on bargaining in good faith. Alas, the
phrase ‘‘good faith’’ eludes easy quantification.

Land, labor, and capital are correctly ac-
cepted by Carson as the basic factors of produc-
tion. They are all scarce to varying extents. It is
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Basic Economics by Clarence Carson is
available at $12.00 paperback from The
Foundation for Economic Education,
Irvington-on-Hudson, NY 10533.

when one turns them into ‘‘isms’’ that semantic
troubles begin. Landism was particularly im-
portant in the Middle Ages, when feudal over-
lords kept their serfs from moving about. But-
towns persisted, often on old Roman and Greek
sites, so there were avenues of escape from serf-
dom. The Black Death gave laborism its big
opening. But labor needed tools. Its guilds tried
to monopolize tools. But fluidity had come to
stay in Western economic systems. The capital-
ist, in his first guise as a mercantilist, had ar-
rived with the eighteenth century.

Karl Marx is described by Carson as a
“‘cosmic thief.’’” He advocated stealing both the
land and all important tools from their owners,
his justification being that all property is theft
anyway. But the cosmic thief was deficient as a
cosmic thinker, as were Lenin, Trotsky, and
Stalin after him. The Russian peasants thought
they were going back to a peasant-owned land-
ism. Bolshevik Party members, with their union
adherents, thought the new day would be one of
laborism. They were all fooled. What happened
was that capitalism, in the form of state capi-
talism, took over in the developed or develop-
ing parts of the world.

It is at this point that Carson falls back on his
remarkable descriptive powers. The last part of
his book goes into detail to explain the various
formulations of mercantilism (in which the new
nation-states vied with each other to corner gold
and silver) and the big breakout in Adam
Smith’s Britain when mercantilism gave way to
free trade. With the lowering of tariffs and the
repeal of the Corn Laws, Britain became, for
the nineteenth century, the workshop of the
world. Carson goes to T. S. Ashton, among
other historians, for his knowledge of the
““workshop’’ period. The tremendous growth of
population in Britain during the Industrial Rev-
olution is explained by the ‘‘substitution of
wheat for inferior cereals . . . the use of brick
instead of timber in the walls. . . .”” There was

more soap and cheap cotton underwear. The
“‘larger towns were paved, drained and sup-
plied with running water. . . .”” Many more
people were surviving birth and childhood dis-
cases.

From England Carson moves on to America,
where the British experience was repeated at a
much faster tempo. Carson includes a look at
Sweden, where capitalism fuels the welfare
state, which ‘‘keeps the cow fat in order to in-
crease the amount of milk it can get from it.”” A
general description of welfarism throughout the
West, and a scathing chapter on Communism as
a centrally planned economy, conclude a book
whose biggest audience may want to tackle it at
the end before going to its beginning. O

IN PURSUIT OF HAPPINESS AND
GOOD GOVERNMENT
by Charles Murray

Simon and Schuster, 1230 Avenue of the Americas, New York,
NY 10020 « 1988 + 301 pages * $17.95 cloth

Reviewed by Joan Kennedy Taylor

he 1988 national election campaign of-
Tfercd a contest over whether Republi-
cans or Democrats could create more
and better social programs to help the family,
educate and care for children, and above all,
alleviate poverty. ‘‘Poverty,”’ writes Charles
Murray, ‘‘has in recent years been to policy
analysts what damnation is to a Baptist
preacher. . . . It is the generic stand-in for the
social problems of our age. Solve the riddle of
poverty, we have often seemed to hope, and the
rest of our problems will solve themselves.”’
Murray’s first successful book, Losing
Ground, argued persuasively the now widely
accepted thesis that poverty programs are part
of the problem rather than the solution. Now, in
this new book, he suggests that, in an even
wider sense (no matter what the politicians say)
the failure of social policy is not a failure of
compassion or human feeling—it is a failure to
connect cause and effect; a failure to have real-
izable goals and standards; a failure to see that
all policies have unintended outcomes, but that
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those unintended outcomes can be positive
rather than negative, if they are policies that
restrain government and maximize individual
choice.

Adam Smith, Bastiat, Mises, Hayek, and
Milton Friedman have explained unintended
outcomes in economics. Now, Charles Murray
details for us how both the invisible hand and
the invisible foot work in that vast spider web of
regulation, redistribution, and indoctrination
that we call ‘‘social policy’’ today—coming to
many of the same conclusions as these freedom
philosophers, although his argument doesn’t
build on theirs.

“‘First, I will associate myself with a partic-
ular set of views,’” he says bluntly. ‘‘Reduced
to their essentials, these views are that man act-
ing in his private capacity—if restrained from
the use of force—is resourceful and benign, ful-
filling his proper destiny; while man acting as a
public and political creature is resourceful and
dangerous, inherently destructive of the rights
and freedoms of his fellowmen. I will explain
these views using the language and logic of the
American Founding Fathers. Next, I will sug-
gest that if one accepts that set of views of man,
the way we assess social policy is pushed in
certain directions.”’

He starts this book by asking, ‘‘What consti-
tutes success in social policy?’” and goes on:
“‘For most of America’s history, this was not a
question that needed asking because there was
no such thing as a ‘social policy’ to succeed or
fail. . . . As late as the 1930s, there was still no
federal ‘policy’ worthy of the label affecting the
family, for example, or education, or religion,
or voluntary associations.”’’

Murray finds complex answers to his ques-
tion by going back to the beginning, to the Dec-
laration of Independence, and re-examining that
little-understood phrase, ‘‘the pursuit of
happiness.’” He starts by asking, ‘“What is
happiness?’’

There is a long philosophical tradition, or
rather, there are two long philosophical tradi-
tions that assumed the question could be an-
swered definitively and attempted to do so. The
first stemmed from Aristotle, focused on the
nature of the good life, and attempted to define
and rank all aspects of happiness. The second,
which arose in the eighteenth century, stressed

individual psychological satisfaction, but both
traditions agreed substantially on how men
should pursue happiness—develop those talents
you have, do your job well, raise a family, con-
tribute to the community—even though they
disagreed profoundly on such issues as whether
or not an outsider could rank ‘‘happiness’’ for
others.

‘It was not until the twentieth century,’’ says
Murray, ‘‘that social science dispensed with the
intellectual content of both traditions and began
to define happiness by the response to question-
naire items.”’ Despite this refreshing irrever-
ence, he proceeds to examine more modern ap-
proaches to the question also, and summarizes a
wealth of argument, experiment, and data col-
lected by contemporary social scientists, to
show that there is hard evidence out there that
there are objective criteria for the pursuit of
happiness.

Government, he says, can provide the ‘‘en-
abling conditions’’ for this pursuit, a frame-
work that has little or nothing to do with the
distribution of material resources other than to
protect a functioning market economy. The
wrongheaded focus on poverty has obscured the
importance of such things as safety from crim-
inals, dignity and self-respect (Murray presents
persuasive evidence that self-respect cannot be
faked, but results from the successful response
to challenge), and finally, the possibility of
self-actualization.

Happiness, of course, pertains to individu-
als—groups, whether united by class, race,
creed, or special interest cannot properly be
said to be happy. So taking the pursuit of hap-
piness seriously as a standard exposes as mean-
ingless all the aggregate statistics that social
policy analysis relies on, statistics showing that
a particular policy creates so many jobs, or
saves so many lives, or raises so many income
levels. Murray hopes to turn the whole field of
social policy analysis on its head, by persuading
analysts that they should ask instead, what ef-
fect will this social policy have on the happiness
(properly understood) of the individuals af-
fected by it?

By this standard, our social policies are
found sadly wanting. The training program that
produces such hopeful aggregate statistics is
found overwhelmingly more likely to teach any
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individual in it that he cannot succeed—only
one in 25 trainees actually finds a job. The
speed limit that ‘‘saves thousands of lives’’ is,
on examination, only infinitesimally raising the
chances that any one individual will escape an
accident caused by someone else, but it exacts a
measurable price in time and money from that
same individual. And happiness, properly
understood, Murray shows, requires the oppor-
tunity to build a self-respect based on effica-
cious individual action and choice—but those
are precisely what most social programs limit or
eradicate.

For all its theoretical bent /n Pursuit is full of
facts, findings in sociology and social psychol-
ogy, summaries of the differing views of schol-
ars and thinkers, and hardheaded, real world
arguments, as well as wonderful ‘‘thought
experiments’’ on how associations (‘‘little
platoons’’) can take the place of government
action—how, for instance, people might join
together to hire teachers to educate their chil-
dren, or to limit the depredations of crime.

This is a book to treasure for a number of
reasons. Primarily, it is a rare example of a
modern liberal arguing himself into a classical
liberal stance. Never mind that in the beginning
the author seems to imply, for instance, that
everyone thinks that food stamps are good—the
more you read, the more you will realize that
this is a book written by someone who has been
a professional policy analyst, for the policy
analysis community as well as the general
reader, using language and data that can reach
that community. Never mind that, like the pa-
tron saint of this book, Thomas Jefferson, Mur-
ray’s standard for the pursuit of happiness
seems to leave room for some government role
in fields such as education. A book that begins
with the Declaration of Independence and ends
by quoting Jefferson on the need for some form
of severely limited government is a valuable
weapon in the fight for freedom, especially
when it is by a fine and original mind whose
argument is a pleasure to follow. O

Joan Kennedy Taylor is a former Contributing
Editor of The Freeman and the editor of the
FEFE anthology, Free Trade: The Necessary
Foundation for World Peace.

PUBLIC CHOICE AND
CONSTITUTIONAL ECONOMICS
edited by James D. Gwartney and Richard E.
Wagner

JAI Press, Inc., 55 Old Post Road, No. 2, Greenwich, Connecticut
06830 * 1988 * 422 pages, $56.50 (Available at $29.95 from
Laissez Faire Books, Department F, 532 Broadway, New York,
NY 10012-3956: Telephone: 212-925-8992)

Reviewed by Robert W. McGee

his book is a compilation of eighteen ar-
I ticles written by authors from slightly
different perspectives. There are essays
by James D. Gwartney and Richard E.
Wagner, James Dorn, James M. Buchanan,
Knut Wicksell, Gordon Tullock, Roger Pilon,
Richard Epstein, Terry Anderson and P. J.
Hill, Peter Bernholz and Malte Faber, Gale
Ann Norton, Peter H. Aranson, Forrest
McDonald, Robert Bish, Robert Higgs, Dwight
R. Lee and Richard B. McKenzie. But unlike
most compilations, there are few gaps or
overlaps, and the authors are writing from a
common viewpoint—public choice, broadly
defined. They all agree that government has
overstepped its bounds. Their discussions range
from how things got out of hand to how we can
get back on course.

The first two chapters provide an especially
good backdrop for those who are new to public
choice theory. Gwartney and Wagner do a fine
job of outlining public choice theory in non-
technical language. Over the last 200 years, the
Constitution has protected political rights fairly
well, but economic rights have been seriously
eroded. Politicians act in their own interests
rather than those of their constituents. Voters
choose candidates who promise them the most.
The result is that democracy takes from the ma-
jority, whose power is dispersed, and gives to
concentrated special interest groups. A few
people benefit a lot, while everyone else has to
pay just a little bit. But the effect is cumulative.
Everyone is trying to live at the expense of ev-
eryone else. As the eighteenth-century Scottish
historian Alexander Tytler said:

A democracy cannot exist as a permanent
form of government. It can only exist until a
majority of voters discover that they can vote
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themselves largess out of the public treasury.
From that moment on, the majority always
votes for the candidate who promises them
the most benefits from the public treasury,
with the result being that democracy always
collapses over a loose fiscal policy.

While government is not supposed to take
property for public use without just compensa-
tion, it now ‘‘takes’’ as a matter of course, for
both public and private use, seldom thinking of
compensating the individuals whose property
has been taken. Rent control laws are but one
of many examples given. One of the most out-
rageous instances is the 1984 Supreme Court
case of Hawaii Housing Authority v. Midkiff,
wherein the court permitted the State of Hawaii
to use eminent domain to take land and apart-
ments from their owners and sell them to the
previous tenants. This action not only was a
taking, but a taking for private rather than
public use. Yet the action was declared consti-
tutional, even though the Constitution grants
authority to government to take only for
“‘public’’ use. The definition of ‘‘public’’ has
become so twisted over the years that it has
come to the point where just about anything
government does is for the ‘‘public.”’

Federal spending is supposedly limited to
common defense and the ‘‘general welfare.”
Yet many Federal expenditures go to benefit
very small groups, such as sugar farmers,
artists at state universities, or any other group
that can line up at the Federal trough. But gov-
ernment control over our lives isn’t limited to
government spending. Government can take
our tax dollars and give them to others, al-
though tax rates can be raised only to a certain
point without generating a backlash. Our
elected representatives get around this by regu-
lating businesses and forcing them to pay for
things that otherwise would be paid for with tax
dollars.

Other constitutional protections of economic
rights have been seriously eroded over the
years. The contract clause has withered and
died on the vine. Parties no longer can enter
into a contract without worrying about violating
a minimum wage law, antitrust law, civil rights
law, labor law, or numerous other statutes and
regulations. The equal protection clause has

been massaged to the point where it now means
whatever the court says it means. None of the
clauses in the Constitution still can be taken at
face value. To learn what each sentence means,
we now must look to case law rather than the
original wording. It is almost as though the
Constitution is void where prohibited by law.

Government is no longer restrained by the
chains of the Constitution. The only limits are
those in the eyes of our elected and unelected
officials. People are now using government to
do what they would be prohibited from doing
as private citizens.

How did we get into this position? Several of
the authors provide answers. As I read each
chapter I could see a multi-layered mosaic
being woven before my eyes that, on the
whole, gives a good, detailed, and scholarly
explanation. One of the most interesting inter-
pretations is given by Robert Higgs. Govern-
ment power (and abuse of individual rights) ex-
pands during times of crisis, and never fully re-
treats after the crisis has passed. Our various
wars, as well as the Great Depression, have
given rise to new governmental powers. Over
the centuries, the power of government has ex-
panded to the point where it now permeates
every aspect of our lives.

How can we get out of this mess? Higgs is
not optimistic. Electing better public officials is
not enough. Neither is appointing better judges.
Things will start to turn around when public
sentiment demands that things be turned
around. In the words of Abraham Lincoln,
‘‘With public sentiment nothing can fail;
without it, nothing can succeed. Consequently,
he who molds public sentiment goes deeper
than he who enacts statutes or pronounces deci-
sions.”’ 4

This book is one of the better ones on public
choice theory. Its scholarly approach, detailed
footnotes, and case, name, and topical indexes
provide a wealth of references for further
study. The fact that it was written by numerous
authors does not detract much from the unity of
the presentation because the editors did a good
job in selecting the articles to be included. [

Professor McGee, who holds doctorates in both
accounting and law, teaches accounting at Se-
ton Hall University.
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THE PRESENT AGE: PROGRESS AND
ANARCHY IN MODERN AMERICA
by Robert Nisbet

Harper & Row, Keystone Industrial Park, Scranton, PA 18512 «
1988 + 145 pp. * $17.95 cloth.

Reviewed by Richard M. Ebeling

obert Nisbet is one of the most re-
R spected sociologists in America. His

works, The Sociological Tradition and
Sociology as an Art Form, have long been clas-
sics in the field. Professor Nisbet also stands out
because, unlike many in his discipline, he is
neither a socialist nor a welfare statist. He views
himself in the tradition of Edmund Burke and
Alexis de Tocqueville, and espouses a conser-
vatism that blends a deep respect for spontane-
ous social order and cultural tradition with a
strong belief in the dignity and autonomy of the
individual. This blending makes Professor Nis-
bet a powerful and eloquent defender of the free
society and individual liberty. Two of his best
works in this defense are The Twilight of Au-
thority (1975) and Conservatism (1986).

In his latest book, The Present Age: Progress
and Anarchy in Modern America, Professor
Nisbet takes critical stock of the political, eco-
nomic, and cultural status of the United States
200 years after the founding of the Republic.

He argues that a fundamental break occurred
in American history with the entrance of the
United States into the First World War in 1917.
Prior to that, he explains, America was a land of
limited government with a small Federal pres-
ence. Americans believed in and practiced po-
litical and economic liberty. The U.S. had a
“‘small town’’ orientation in which the individ-
ual saw himself primarily as a member of a
local community to which he gave his alle-
giance and from which he received support
through a variety of voluntary, religious, and
traditional associations.

This environment (and the social psychology
that went with it) was shattered by America’s
entry into the war. Woodrow Wilson’s ideal
was of a ‘‘national community’’ that would be
guided by strong governmental leadership em-
anating from Washington and manned by a new
intellectual elite that would regulate and mold

economic and cultural affairs. The goal was the
creation of a new state-managed society for a
higher ‘‘moral good.”’

Seventy years later, Professor Nisbet says,
the United States has become a moralizing
world policeman, a vast bureaucratic state in
which government intrudes into practically ev-
ery corner of our economic and personal affairs,
and a culturally bankrupt society in which pur-
suit of short-run monetary rewards has increas-
ingly replaced loyalty and fidelity to all ethical
standards in personal and social conduct.

Since Wilson’s crusade to ‘‘Make the World
Safe for Democracy,’’ Professor Nisbet insists,
America has been armed with the vision that it
has a duty not only to offer a moral example to
the world, but also to take upon itself the re-
sponsibility actively to intervene in the affairs
of other nations to ‘‘teach them’’ good govern-
ment. This policy has bred a vast military es-
tablishment, fostered an often-corrupting sym-
biotic relationship between the Pentagon and
sizable segments of the business community,
and produced disastrous outcomes in foreign
policy. (As an example, Professor Nisbet dis-
cusses Franklin Roosevelt’s naive fawning over
Stalin at the Tehran and Yalta Conferences, all
in the name of getting ‘“Uncle Joe’’ on ‘‘our
side’’ in making a better and more moral post-
war world.)

Domestically, the emergence of a state-
managed ‘‘national community’’ has politicized
every facet of economic and social life. While
Americans constantly complain about the bur-
den and irritations of the new bureaucratic state,
practically everyone wants to see it expand—in
the direction that materially benefits them. Pro-
fessor Nisbet explains that this has arisen from
a subtle shift in the meaning of freedom. As he
expresses it, freedom no longer means ‘‘au-
tonomy from power but participation in
power.”’ In the new lexicon, a free society is
one in which each individual has an equal op-
portunity to plunder all the others.

But it is in the social and cultural realm that
Professor Nisbet sees the worst effects of the
new America that has grown up since 1917.
The omnipresent state has created ‘‘the loose
individual.”” It has intruded upon, disrupted,
and, in many instances, fostered the demise of
the cultural webs of spontaneous social order
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and stability. In so doing, the bureaucratic state
has severed both individuals and groups from
the traditional networks of family, community,
and religion that have historically taught, rein-
forced, and protected the ethical and social val-
ues essential for a sound, healthy, and growing
society. Today the individual has fewer and
fewer attachments to these traditional institu-
tions. The individual has been increasingly
‘‘atomized’’ as the State has destroyed or weak-
ened the intermediary social institutions that
historically separated and protected him from
political authority. Man in modern American
society has lost an Archimedean point to stand
on outside of himself. Hence, modern man col-
lapses into an unending introspection about
himself and how he “‘feels’” about things, with
nothing greater or more worthy outside himself
to which he should aspire. His values have been
reduced to a narrow ‘‘cash nexus’’ and the plea-
sures money can buy.

The critical reader can find many points upon
which to disagree with either the emphasis or
the argument in Professor Nisbet’s analysis. For
example, his conception of the ‘‘cash nexus’’ in
a market economy ignores the positive role the

anonymity of money transactions has played in
enhancing and protecting individual liberty and
freedom of choice. His conception of the work-
ings of trading deals, and corporate takeovers in
financial markets, likewise, suffers from a fun-
damental misunderstanding of how a competi-
tive market establishes avenues for shifting con-
trol of capital resources to more competent
hands.

But it is the general focus and orientation that
make Professor Nisbet’s reflections an insight-
ful contribution to our understanding of late
twentieth-century America. The America of the
1980s would have been radically different from
the America of 1917 even without two World
Wars and the introduction of the Welfare State.
What Professor Nisbet shows is that many of
the most repellant features of the present age are
the unintended consequences of the plans of
those in the political arena who wished to im-
plement an American ‘‘new order’’ at home and
abroad. The question now is, how do we undo
what has been done? a

Professor Ebeling holds the Ludwig von Mises
Chair in Economics at Hillsdale College.
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BaSiC Economics by Clarence B. Carson

“Economics does not ... attempt to answer the
question of why things are the way that they are. It
does, however, give help in answering a whole
range of other questions. It deals with an essential
and pressing aspect of life. Its subject matter is the
production and distribution of goods and all that is
entailed in it. Economics deals with such ques-
tions as who gets what, with how prices are deter-
mined, with the operation of production, and even
why goods are goods. Since this is its field, it also
treats of many matters that have to do with public
policy. Indeed, no single subject appears to oc-
cupy more attention in the issues that arise in this
century than economic questions.”
—CraReNCE B. Carson
Basic Economics
Order from:

The Foundation for Economic Education
Irvington-on-Hudson, New York 10533

Basic Economics, unlike most present-day
books on economic principles, is written in the
Anglo-American and natural law tradition—a tra-
dition which provided the foundations for the
United States Constitution, which provided the
premises for full-fledged private property, free en-
terprise, free trade, and individual responsibility.

paperback $12.00

(The cloth edition of Basic Economics is available
@ $24.95 from the publisher, The American Text-
book Committee, P.O. Box 8, Wadley, Alabama
36276.)
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PERSPECTIVE

Justice and Charity

What is justice? The first thing to remember
is that justice is blind. We have been trying to
tell people that for a great many centuries.
There leaps to mind the famous statue of Justice
with scales held high and sword in hand, and
blindfold over the eyes. Justice does not dis-
criminate. It does not see whether one is of high
or low class, rich or poor, black or white, work-
ing or not working. It does not see one’s na-
tional origin. It does not detect one’s religion. It
treats all men alike and all men equally. That is
the essence of justice. The statue would also
remind us by the sword that it is enforced by the
coercive power of the state. The principal busi-
ness of the state, of law and of government, is
the enforcement of justice, the protecting of the
rights of all people equally.

On the other hand, charity is not based on
coercion, nor is it blind. Charity is discriminat-
ing and voluntary. If you remove the voluntary
aspect of charity, it ceases to be charity. What
would you think if, after Robin Hood had
placed his sword at the throat of some rich man
and deprived him of his purse and scattered his
coins to the poor, that rich man told his friends
how charitable he had been to the poor? There
was no charity in what happened on the rich
man’s part—not a penny’s worth! If you take
away the voluntary aspect of charity, it be-
comes despoliation. It is legal plunder. It is rob-
bery, not charity. Confusing justice and charity
has produced something called ‘‘social
justice,”’ the basis for the welfare state. Social
Jjustice is having a tremendous negative impact
upon the economic well-being of this country.

You cannot have charity or justice when you
forcibly take money from A and give it to B.
You have not charity because it was not freely
willed. You have not justice because you are
not treating A and B alike but are taking from
one and giving to the other. The rights of each
have not been protected, but stripped.

—excerpted from ‘‘The Bible and
Economics,’” a sermon by Dr. D. James
Kennedy, Coral Ridge Ministries



The Decline of
Moral Consciousness

The great tragedy of the welfare state has
been the decline of moral consciousness among
the American people in the twentieth century.
The use of the political process to provide spe-
cial, privileged benefits to certain classes of
people is now considered to be as American as
apple pie. The common belief is that since the
welfare system is now an ingrained part of
American life, people should simply accept its
legitimacy and direct their efforts to making the
system function more efficiently.

This degeneration in moral consciousness
can be found even in some of the most free-
market oriented people in the country. I re-
cently attended a conference whose purpose
was to promote an improved understanding of
the free enterprise system. One keynote speaker
at the conference proudly attributed his business
success to a Small Business Administration
loan. Another keynote speaker called for a
closer partnership in business development be-
tween businessmen and politicians.

Neither speaker even remotely suggested that
the use of the political process to feather a per-
son’s nest is morally wrong. Equally tragic, the
talks appeared to be well-received by the audi-
ences, almost as if the listeners were comforted
by this ‘‘practical approach’’ to free enterprise.

We should never be ashamed or embarrassed
to speak out against the immoral actions of our
own government. How else can we hope to
eradicate the evil which pervades the entire po-
litical system? To remain silent in the face of
wrongdoing not only constitutes cowardice, it
also is an implied acceptance of enshrined po-
litical immorality.

The only legitimate functions of law are the
protection of life, liberty, and property and the
preservation of peace. We have permitted the
politicians to pervert law by using it to direct
lives, limit liberty, and plunder property. The

PERSPECTIVE

result is not peace but rather perpetual conflict
over the distribution of the loot. It is time to
eliminate, not reduce or make more efficient,
government welfare, social security, food
stamps, loan guaranties, subsidies, licenses,
import restrictions, educational grants, and all
other means by which some people use the po-
litical process to gain at the expense of others.
Only by standing firm against the immoral
nature of the welfare state can we hope to raise
the moral consciousness of our fellow citizens.
—JAcoB G. HORNBERGER

The Insanity of Inflation

Sanity consists in limitation; the inordinate is
always insane and always ends in destruction.
Because inflation is indeed inordinate, it too has
a certain insanity about it and naturally it tends
to end in an explosion of destruction, a nihilist
act with money. The insanity of inflation leaves
a mark of insanity on society; it changes a good
society into one which, so long as inflation
lasts, is wholly and fraudulently unjust. All evil
is a breach of order, but only some evil is a
breach of order with unlimited effect; inflation
is an unlimited monetary and economic evil.

—WILLIAM REES-MOGG
The Reigning Error

Reader’s Digest Reprints
Free Trade Article

““The Political Economy of Protectionism,”’
by Thomas J. DiLorenzo, has been reprinted in
the February 1989 Reader’s Digest. This article
originally appeared in the July 1988 issue of
The Freeman.

We have extra copies of the Digest version of
Professor DiLorenzo’s article. Please write to
FEE, stating the quantity you’d like.
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Lessons in

a Supermarket

by John A. Baden and Ramona Marotz-Baden

ozeman, Montana, a town with 30,000
B people, contains a modest supermarket

that offers valuable lessons. This store
has tens of thousands of items of various sizes
and brands, generic labels, and bulk products.
Competition for the consumer’s dollar occurs
among this and other stores, among brands
within the store, and among different products
within individual brands.

Information regarding consumer preferences
toward items in this huge mix of products is
continuously generated by a simple procedure.
People make decisions, a process with which
we are all familiar. Consumers take their selec-
tion of products to the check-out line. There,
check-out clerks tally the price and automati-
cally enter information about the sale on the
store’s computer by passing the product’s bar
code across a scanner.

Among the stores in Bozeman, as elsewhere,
the shopkeepers compete in offering differing
mixes of service and economy. Even the check-
out lines vary in lengths and the degree of ser-
vice. Each self-interested grocer seeks to attract
and satisfy consumers holding varying degrees
of wealth, economic sophistication, nutritional
knowledge, and body-type preference associ-
ated with differing food groups.

Competition responds to differing consumer
preferences for health, economy, convenience,
and vanity. In these stores we see people as

Dr. John Baden is Chairman of the Foundation for Re-
search on Economics and the Environment (FREE), with
offices in Dallas, Texas, and Bozeman, Montana. Dr. Ra-
mona Marotz-Baden is a Senior Associate of FREE and a
Professor at Montana State University.

diverse as ranchers who survived the dust bowls
of the 1930s, refugees of the counterculture of
the 1960s who look like they are in a time warp,
Park City blondes from Dallas summering at
Big Sky, and neo-Spartan hedonists of all ages
who bounce among Montana’s ski slopes,
white-water rivers, and mountain trails. We
find them all in Albertson’s at the University
Mall.

Individuals representing all of these diverse
types shop cheek to jowl, sample ice cream and
fajita strips in the aisles, and peacefully shuffle
through the check-out lines at the supermarket
located between the Bonanza Steak House and
Yogi’s Vegetarian Bakery. The stores and sup-
pliers who fail to satisfy are passed by in favor
of those who offer more attractive products.

This selection of winners is determined by
voluntary transactions. The losers gradually
lose shelf space. Ultimately they either improve
their products or lose out and pass from the
scene. The consumer really is sovereign. The
market registers his preferences and automati-
cally makes the adjustments which harmoni-
ously reconcile demand with supply.

This process is quite remarkable. It demon-
strates that the market is best understood as a
system which organizes information with truly
amazing efficiency and effectiveness. At root,
the market is a social arrangement which effi-
ciently generates information about peoples’
wants and reservations while providing incen-
tives to heed the preferences of others. It is a
system which economizes on the information
required to make rational decisions.
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The recent well-intended but thoroughly pa-
thetic Soviet efforts at economic reform offer a
valuable lesson. The Soviet Union’s failing at-
tempts to mimic the market’s ability to respond
to consumers’ wants demonstrate the impor-
tance of allowing buyers and sellers to commu-
nicate freely. They also teach us how difficult it
is to coordinate economic activities when peo-
ple are not allowed to communicate.

Price controls prohibit buyers and sellers
from communicating their true preferences with
one another. Thus, price controls are best un-
derstood as a form of censorship. Fortunately,
they are rarely found in their worst form in
American supermarkets. That is why these
stores work so well.

Despite their success in meeting citizens’ de-
mands, however, supermarkets are often criti-
cized. Some people object to products with a
lack of fiber, some to products with an excess of
sugar. Some oppose plastic packaging or adver-
tisements that appeal to children.

In this setting offered by a free and open
market system, each can satisfy his wants with-
out imposing his preferences on others. In this
manner, diversity, freedom of choice, and in-
novations are all encouraged. In this imperfect
world, we can hardly ask for anything more.
Yet, there is another huge advantage we nor-
mally take entirely for granted.

Surely the store in the mall provides a model
for efficiently responding to diverse and rapidly
changing preferences. But this efficiency, mar-
velous though it is, is only the minor miracle.
The benefits of harmonious interaction fostered
by market exchange in accordance with the rule
of willing consent are even greater.

Market exchange, subject to willing partici-
pation by full-facultied individuals, permits
people with radically differing views to peace-

fully coexist. In Bozeman we find a substantial
number of hard-core vegetarians. They can
shop peacefully and amicably with rancher and
logger meat eaters who consume vegetables
only as a concession to their health.

Bozeman is also a national center for teeto-
taling Seventh-Day Adventists. The supermar-
ket accommodates their preference for nonalco-
holic wine, and they shop harmoniously with
those whose nightly ritual includes a bottle of
French wine. This peaceful interaction occurs
only because all transactions are voluntary.
Imagine the uproar if the decisions to permit the
selling of wine were determined in the political
arena.

Nearly all analysts who have seriously stud-
ied the free market agree that the market pro-
motes efficiency, diversity, and innovations
which respond to consumers’ changing prefer-
ences. Few, however, appreciate the degree to
which private property rights and free exchange
foster harmony and peace. This set of social
arrangements renounces coercion as a means
for making choices. These arrangements enable
people who feel strongly about such issues as
vegetarianism or prohibition to coexist con-
structively with people holding antithetical
views.

This great benefit of market exchange is of-
ten neglected or underrated. Essentially, mar-
kets economize on that most scarce resource,
love in the Christian sense of the term.

What if the stocking of a grocery store were
determined politically? Think of the fights be-
tween vegetarians and meat eaters; the teetotal-
ers and those who enjoy wine with dinner; the
granola organics who argue against pesticides
and the farmers who find chemicals useful; the
populists who are strongly opposed to corporate
agriculture and those with an interest in these
firms; employed mothers who want the stores
open 24 hours a day, seven days a week, and
the fundamentalists who believe they should be
closed on Sunday.

Fortunately, we have pretty much kept these
decisions out of the political arena. People
make decisions and exercise their consciences
instead of imposing their preferences by using
the force of the state. Peace, progress, and ef-
ficiency are the result we have learned to ex-
pect. O
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Growth Controls and
Individual Liberties

by Jonathan Sandy and Dirk Yandell

fundamental freedom in the United
AStates is the ability to travel, and to

move and live wherever an individual
finds the greatest opportunities. However, this
freedom is increasingly coming under attack.
Although no policies exist that directly regulate
movement, more subtle restrictions are emerg-
ing. Potential entrants to many regions face lim-
its in the form of housing shortages brought
about by residential growth controls.

The argument in support of growth controls
is that rapid population growth reduces the
“‘quality of life’” of existing residents. Mem-
bers of existing communities often fear change,
and want to protect themselves from the risks of
new development. New residents require new
homes that lead to changes in the character of an
existing community. Growth control propo-
nents argue that unregulated growth is the cause
of crowding at beaches, parks, and public fa-
cilities. Unregulated growth is also blamed for
traffic congestion, reduced air and water qual-
ity, the loss of open space, and the destruction
of the natural environment.

The proposed solution is to place a morato-
rium on residential building permits as though
houses were the fundamental cause of ail
growth-related problems. In extreme cases a
municipality may even set a legal population
limit, forbidding entry by law. The shortcom-
ings and inefficiencies of such growth controls
are numerous.

Professors Sandy and Yandell teach economics at the
School of Business Administration, University of San
Diego.

The fundamental flaw in the argument for
growth control is the perception that housing
growth causes a regional expansion. In fact, the
reverse is true. A strong regional economy at-
tracts new residents. New homes are built by
developers in response to this increase in de-
mand. Restrictions on building during an ex-
pansion will result in a deliberate shortage of
housing and will do nothing to solve regional
problems.

Policies that reduce the housing supply sim-
ply do not address the quality of life concerns
that are purported to be the major issues.
Growth controls are offered as a blanket solu-
tion for such diverse issues as traffic, inade-
quate sewage facilities, overcrowding of all
types, the deterioration of air quality, and the
loss of open spaces. In fact, growth controls can
increase all of these problems if development
shifts out from the controlled area.

Traffic provides a good illustration. Can any-
one deny that traffic congestion results from the
improper management of our highways? If
roads were operated in private competitive mar-
kets, drivers would pay some price for the ser-
vice. This price would reflect the demand for
road use so that it would be highest during
prime driving times. The prices would give
drivers and firms the incentive to spread driving
out across the day, reducing traffic congestion.

Rather than focusing directly on the traffic
problem with incentives, however, many met-
ropolitan areas are proposing growth controls as
the solution. When a city restricts housing de-
velopment it causes developers to build on un-
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regulated land on the urban fringe. New home
buyers have no choice but to move farther from
the central business district. The result is longer
daily commutes and a loss of open space. The
intent is to reduce traffic. The result is just the
opposite—more traffic and the attendant in-
crease in air pollution.

Controls Lead to Higher Prices

Of course, growth controls have a more ob-
vious consequence: higher housing costs and
rents. The more severe and broad the controls,
the higher the prices. Building restrictions limit
the supply of homes without reducing demand,
increasing competition for available houses.
Higher prices reduce the ability of low- and
middle-income families to afford a home. Rent-
ers find that rents rise as housing prices climb,
and that a larger percent of income must be paid
for housing. It becomes more difficult for rent-
ers to acquire a down payment, and upward
mobility suffers.

Those who own more than one house, on the
other hand, will gain. They will receive both
capital gains and higher rental income from
their investment property. Those with only one
house may gain depending on the details of the
growth control policy. For example, many such
policies define environmentally sensitive areas
as off-limits to future construction. Owning a
house adjacent to such an area will result in
above-normal appreciation.

For other families who own only one house
the net result of a growth control policy is not
clear. There will be an increase in capital gains,
but this may not translate to an increase in a
family’s standard of living. All houses in the
region will increase in value, so capital gains
will always be tied up in housing, even if the
family moves within the city. The only way to
cash out the capital gains is to move out of the
region.

Renters, who as a group contain a large pro-
portion of poor, young, and minority families,
clearly are made worse off, so growth control
policies are regressive. Further, these policies
are at least somewhat discriminatory given the
demographic characteristics of renters.

It is ironic that growth controls are increasing
in popularity when one considers that a major

goal of all prosperous countries is to provide
adequate and affordable housing for its citizens.
A variety of policies have been enacted in the
United States to support this goal. Housing sub-
sidies for the poor and elderly, FHA and VA
mortgage subsidy programs, and the tax deduct-
ibility of mortgage interest are all designed to
promote home ownership. Growth control pol-
icies are in direct conflict with these goals,
since they increase prices and preclude many
from home ownership and upward mobility.

The state of housing in many socialist coun-
tries is dismal. It is not unusual to wait five
years for the chance to rent a single room in a
government housing project. Parents in many
Eastern bloc nations will place the name of a
newborn child on the official state housing
waiting list so that the child will have a chance
of obtaining a small apartment when he or she
grows up and marries. Housing is regulated by
the state, and families often must share small
units in crowded housing complexes.

Rent control serves as an analogy in the
United States. Trying to rent in controlled areas
is a difficult task. It inevitably includes long
waiting lists (and occasionally kickbacks or
other non-price allocation methods). The con-
trolled rent makes investment in apartments un-
attractive, so the quality and availability of
rental units decline. The lesson is obvious: con-
trolling housing markets yields serious and det-
rimental consequences.

Despite this, housing markets in the U.S. are
already highly regulated. Zoning regulations
and building codes restrict the quantity and
quality of housing. Environmental impact re-
ports and planning studies require years of re-
view before some developments are authorized,
and substantially increase the cost of building.
Even so, the market has had some flexibility to
respond to the demands of consumers about the
types and locations of housing that are pre-
ferred. Willing buyers and sellers have been
allowed to make mutually beneficial ex-
changes. The result is an increase in freedom
and well-being.

Growth controls change all that. Developers
are simply not allowed to respond to the desires
of consumers. Instead, local bureaucrats deter-
mine every aspect of new developments, in-
cluding who can build, what can be built, when
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it can be built, and what facilities must be in-
cluded in the development.

Housing markets play a major role in the
U.S. economy, and the past success of the U.S.
housing market is striking. New residential con-
struction expenditure represents nearly five per-
cent of Gross National Product, and over four
percent of the labor force is employed in resi-
dential construction. In 1985, about 64 percent
of American households owned their own
home. Growth controls threaten this success.

Controls also reduce the freedom of people to
move and live where they hope to find the great-
est opportunities. A simple example shows this
clearly. Consider the declining cities in the
Northeast or Midwest from which people are
exiting in large numbers. This outward migra-
tion has significant negative economic conse-
quences. Local economies are stagnating and
the tax base is eroding. These cities would be
better off if businesses and residents were not
leaving. Should they mandate that no one may
leave so that the remaining residents can main-
tain their quality of life? This is obviously ab-
surd, and would be seen as a blatant attack on
personal freedom and civil liberties. Yet growth
control is really the same thing.

Another example can be used to show that
growth controls are not in the best interests of
society collectively. Suppose all people are ini-
tially suspended in time with no location. All
families will be randomly assigned a residence
location. If we initially had no location, would
we ever agree to growth controls? The answer is
clearly no. We could get assigned to an unde-
sirable area and be unable to move to our pre-
ferred location.

Simply put, the political process that insti-
tutes growth controls excludes the desires of all
potential entrants. The final policy is an “‘us
against them’’ state where the ‘‘us’’ are current
homeowners and the ‘‘them’’ consists of every-
one else.

When people in a region are asked to vote on
growth control policies they must consider ob-
vious trade-offs. Foremost is the question of
how much freedom they are willing to give up
to obtain capital gains on their residences.

Existing homeowners may feel that they can
shift all costs resulting from a building freeze to
renters and potential entrants to the housing

market. To the extent that current owners will
not encounter the higher housing prices, they
are correct. Other costs do exist, however. The
house to which they aspire, for example, may
never be built. Residents may become less mo-
bile and find moving within the city difficult. In
addition, the local economy may suffer. Higher
housing costs can reduce the willingness of
firms to locate in the area. Future employment
opportunities fall as a result.

Developers and landowners have their prop-
erty rights denied when control of building is
passed to government. Landowners will no
longer be able to determine the most efficient
use of their land, and the market-determined
timing of development is altered.

When property rights are given up they may
never be recaptured. A government bureau-
cracy must be put into place to administer the
controls, and will exercise all rights concerning
development. Politically, a return to the prior
state of a freer housing market is unlikely for
several reasons. Everyone who owned a home
prior to the controls has the incentive to main-
tain the controls to protect his capital gains.
Everyone who purchases after the controls has a
vested interest in continuing them. Local poli-
ticians will not give up their expanded role in
housing. In short, once adopted, growth con-
trols are very unlikely to be repealed.

It is clear that appointed or elected officials
will have neither the necessary information nor
the incentives to effectively and efficiently con-
trol development. The results are economic in-
efficiency, the creation of deliberate shortages
of housing, more control over individual rights,
and no guarantees that the negative aspects of
growth will ever be addressed. The personal
costs and economic costs of growth controls
may prove to be exceedingly high. |
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Why Is There a
Drug Problem?

by George C. Leef

any people in the United States reg-
Mularly use ‘‘recreational’’ drugs. But

drug use is not recreation at all. It is
a foolish type of escapism.

Now, there is nothing necessarily wrong with
escapism. We all do it when we read novels or
listen to music or go to the movies. Drug use,
however, is virtually always harmful to the one
who engages in it, and is frequently harmful to
others who are victimized by drug users. There
is as much agreement as one ever finds in this
country with the proposition that we confront a
serious drug problem and that we need to do
something about it.

Most of the discussion about the drug prob-
lem has been about proposed solutions. But, as
is so often the case, most of the ‘‘solutions’”’ fail
to analyze and deal with the causes of the prob-
lem. Attempting a solution before you know the
causes is usually a waste of time and money,
and often makes things worse. So, what I intend
to do in this essay is to venture some thoughts
on this subject: Why are so many people choos-
ing to use drugs?

Let us first keep in mind that drug use is an
individual matter. It is a misuse of language to
say that the United States has a drug problem.
*“The United States’” does not and cannot take
drugs. What we should say is that a large num-
ber of people in the United States use drugs, and
that their use leads to serious harm to them-
selves and often harm to others. We should fo-
cus on the problem at an individual level and
ask: Why do so many people make the stupid
and self-destructive decision to take drugs?

George C. Leef is Associate Professor of Law and Econom-
ics at Northwood Institute, Midland, Michigan, and adjunct
scholar with the Mackinac Center.

Almost everyone knows that drug use is ex-
pensive and debilitating—a threat to one’s
health, job prospects, and family relationships.
Perhaps there are a few who begin using drugs
in the mistaken belief that it is just a harmless
pleasure which they can quit at will, but they
must be a very small minority. The typical drug
user begins and continues his habit knowing
that the long-range consequences of his actions
will be decidedly negative.

Now, why would anyone risk losing the
chance to live a long, healthy, and happy life in
exchange for some immediate pleasure? I can
think of two possible answers. First, someone
who thinks he has no chance to live such a life,
and who faces immediate problems which seem
very severe, might think that taking drugs is
desirable. Second, someone who is very
present-oriented in his decision-making, ignor-
ing or heavily discounting future consider-
ations, might be taken in by the blandishments
of the drug pusher. What I conclude is that drug
use will rise as the number of people who fall
into the above two categories (which are not
mutually exclusive) rises.

Throughout most of our history, drugs have
been legal, but use has been minimal. So, why
has drug use risen so much in the last two de-
cades? I submit that the answer, or a major part
of it at least, must be that we have more people
in the country who are prone to make the deci-
sion to use drugs. That is, there are more people
who are very short-sighted or who view life
with despair or indifference.

Why are there more people who fall into
these categories? Historically, the United States
has been the premier land of hope and oppor-
tunity. Millions of people have immigrated here



58 THE FREEMAN e FEBRUARY 1989

for that reason. The work ethic has been excep-
tionally strong here. The vast majority of Amer-
icans for the last two centuries have accepted
the idea that the proper way to live your life is
to work hard, save, and improve yourself so
that you and your family may have a more pros-
perous future. That ethic is missing in any drug
user. If we can figure out why the work ethic is
in decline, we will have made a big step toward
understanding why there is a drug problem in
this country.

Seeking an Answer

I doubt that I know the entire answer, but I
believe that I know some parts of it.

First, we should look at our system of edu-
cation. As a professional educator, I see proof
every day that our primary and secondary
schools are failing to prepare young people for
the challenges of a competitive world. The hor-
ror stories about our educational collapse are
true. Many students graduate from high school
today with the most feeble reading, writing, and
reasoning skills. (The large numbers who drop
out are even worse off.) In many schools, stan-
dards are so low, and the dogma that a student’s
self-esteem is sacred is so pervasive, that pass-
ing is virtually automatic. In this pathetic envi-
ronment, little is taught, little is expected, and
little is learned.

One lesson, however, is learned all too well:
You don’t have to try to get by. Young people
who see that there is no penalty for failing to
work, to plan, and to exercise personal disci-
pline will want and expect the rest of life to be
that way. That is the mind-set of the drug
user—short-sighted, indifferent, illogical.

A good education does more than just teach
specific skills and facts. It also inculcates cer-
tain habits of mind which make the use of drugs
(and many other forms of destructive, anti-
social behavior) unthinkable. A good education
teaches one not only how to use his mind, but
also to appreciate it as his primary tool for suc-
cess in the competition of life. It should come as
no surprise that many young people who have
an education in name only are attracted to mind-
less diversions, of which drug use is the most
harmful manifestation.

Let us also keep in mind that people with
little education are ill-equipped to cope with the
problems which life inevitably presents. When
a well-educated person confronts a problem, he
is usually able to use his mind to analyze it,
figure out what information he needs, obtain it,
and then use it. But the poorly educated person
doesn’t have those abilities, and is apt to try to
escape from his problems rather than to deal
rationally with them. That escape, of course,
includes turning to drug use.

Furthermore, for the ill-educated, job oppor-
tunities are very scarce. The high school drop-
out or the graduate who can hardly read a set of
instructions isn’t likely to be able to find and
hold a job. The absence of discipline, cooper-
ation, and courtesy, which are also learned as
part of a sound education, makes it harder still
for the ill-educated to keep a job. Idleness and
boredom lure many into drug use.

Second, I think that the growing welfare state
is also part of the explanation of our drug prob-
lem. The concept of welfare (now often referred
to as the ‘‘safety net’’) says that you’ll be taken
care of without regard to your actions or lack of
actions. Welfare encourages, especially in the
poorly educated, a feeling of indifference and
irresponsibility. A child who sees one or both of
his parents doing little or no work and just
barely making ends meet at the government’s
expense is apt to conclude that life will be the
same no matter what you do. And it is people
like that who are most prone to the short-lived
escape which drugs offer. The huge expansion
of the welfare state during the ‘‘Great Society”’
of the mid-1960s corresponds closely with the
onset of the drug problem. Temporal correla-
tions don’t necessarily demonstrate causality,
but I am convinced that there is a connection
here.

Third, I believe that some aspects of our na-
tion’s economic policy are to blame for the rise
in drug use. Because of a plethora of laws and
regulations, it is very difficult today for a poorly
educated person to obtain employment. Sixty
years ago, even an illiterate immigrant could
get a job rather easily. Of course, his wages
would be low at first, and he wouldn’t have
guaranteed job security or any fringe benefits,
but that is exactly why an employer could afford
to give him a chance.
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Today, the poorly educated run up against
minimum wage laws. If their labor isn’t worth
the minimum wage (plus employer Social Se-
curity contributions and other government-
mandated costs), they won’t be hired. More-
over, ‘‘anti-discrimination’’ statutes raise the
possibility that an employer will face a lawsuit
if he dismisses a worker. The unhappy worker
may charge discrimination even if the employ-
er’s decision was made strictly on merit, and
may win if the employer can’t persuade the
court that he had a good business reason for his
action.

These laws make it more costly and risky for
a business to hire people with few skills, and
thus opportunities for gainful employment are
restricted. The number of people prone to drug
use is further increased.

In Losing Ground, Charles Murray argues
that the ‘‘welfare problem’’ is rooted in socio-
logical changes which made welfare depen-
dency easier and more acceptable from the mid-
1960s on. The same is true, I maintain, about
our current drug problem. The decline of qual-
ity education, the rising availability of welfare
benefits, and rules which militate against the
hiring of unskilled people have changed the so-
cial environment for millions. Where previ-
ously young people almost universally had rea-
son to hope for a better future and possessed the
mental acumen to bring it about, today a tragi-
cally large number are unable to read, write,
and think well enough to take advantage of the
limited opportunities open to them. Quite a few
of our problems have their roots in this change
in the social environment. The drug problem is
one of the most serious.

Market Interferences

The common thread in these three factors
which lead to increased drug use is that they are
interferences with the natural order of the free
market. Public schools are a non-market phe-
nomenon, as are the welfare system and restric-
tions on freedom in the labor market. Nobody
wanted these institutions to foster a drug prob-
lem, but I believe that they have contributed
significantly to it. At work here is the law of
unintended consequences. Laws which interfere
with the free market have negative unintended

consequences. The laws I have mentioned,
rather than making life better for people, have
harmed the lives of many.

Even if there were no drugs at all, a nation
with large numbers of ill-educated, indifferent,
and unemployable people would experience se-
rious problems. If these people didn’t turn to
drugs, they would surely turn to some other
vice. A completely successful war on drugs—
which is probably impossible no matter what
level of effort—would simply lead to other
problems we’d have to wage war on.

The drug problem is not the disease itself, but
one of the symptoms of a disease. The drug
problem will go away when we again have a
nation in which no one has any desire to take
drugs. The problem lies in the demand for
drugs, so that is where we must look for the
solution.

If my analysis is correct, curing the disease
will necessarily include the restoration of a
sound educational system. People who are well
educated—or at least not badly educated—will
see the utter irrationality of drug use and abstain
from it. Precisely how we can best go about
restoring a sound educational system is the
topic for many other essays, but I doubt that any
significant progress will be made so long as
education is publicly financed and run.

Solving the drug problem will also necessi-
tate changing our welfare system so that it
doesn’t breed indolence and hopelessness. That
is much easier said than done. And we will need
to open up our labor market so that even those
with few skills will have a chance at finding
jobs.

I don’t know if these changes by themselves
are sufficient to eliminate the drug problem, but
I am confident that they would reduce it greatly.
Without making these changes, it is doubtful
that significant progress can be made.

People in the free market movement have
been advocating privatization of schools, wel-
fare reform, and repeal of labor market inter-
ferences for years, and despite impeccable ar-
guments have made little headway against
determined opposition from powerful special-
interest groups. We may be more successful in
overcoming that opposition if we can show how
much is at stake—a United States without a
serious drug problem. O
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‘‘What Do You
Want to Be?’’

by Margaret Bidinotto

¢ hat do you want to be when you
grow up?’’ is a question my
daughter, Katrina, has heard

countless times from adults unsure of how to
start a conversation with a six-year-old. Like
most children her age, she has a different an-
swer for each questioner——artist, dancer,
teacher, bus driver, actress, mother, store
owner—you name it, she’s going to be it.

We adults smile to ourselves at the infinite
variety and scope of our children’s ambitions.
But we sometimes fail to realize that an idea
vital to the existence of liberty is taking root in
their young minds—an idea that we instill al-
most accidentally, and then spend years inad-
vertently destroying.

‘“What do you want to be?’’ is not a universal
question. Many if not most societies have been
structured for sons to follow in their fathers’
footsteps, while daughters repeat the lives of
their mothers. Individuals have few choices to
make and rarely expect any. Even in the early
years of this country, choices, if not ambitions,
were often severely limited by the primitive
conditions of the society. But with ever-
increasing wealth and well-being, men’s op-
tions grew, and ‘‘What do you want to be?”’
became a valid and meaningful question.

By asking them what they want to be, we
create in children the expectation that they will
choose their own roles in life. Lacking matu-
rity, children seldom fix upon one goal; but
then, rarely do they question the belief that they
someday will. Their observations of what ap-
pear to be fascinating adult occupations bring
out a natural eagerness to be involved, and they

Margaret Bidinotto is a free-lance writer in New Castle,
Pennsylvania.

look forward to that magical day when they will
get to ‘‘pick for real.”’

Making Choices

Human beings need to make choices, to func-
tion and thrive as their nature designed them to
do. Liberty is the only condition under which
legitimate decisions can be made. But for lib-
erty to survive, people must expect—and, more
importantly, want—to make choices. The indi-
vidual who does not expect to make choices, or
who does not want to do so, is in no position to
defend liberty, or his own individual humanity.

It is ironic, then, that this country, full of
opportunity, has so many well-intentioned nay-
sayers. Doting aunts tell a young person, ‘‘you
can’t do that,”” while concerned uncles grum-
ble, ‘‘nobody’s done that before.’” Exasperated
teachers tell him to *‘get serious and grow up,”’
as his parents lecture him to ‘‘come down to
earth and be realistic.”’

By the time he is in his late teens, a person
has heard enough adult exhortations to convince
him that his goals and ambitions were foolish
and nonsensical. By the time he is in his early
twenties, he’s been exposed to enough adults
complaining about their ‘‘lot”’ in life, shirking
their work, playing the lottery, and griping
about their ‘‘lousy luck,”’ to be convinced that
life is just a crapshoot with overwhelming odds.
It is the rare individual who makes it to adult-
hood with his youthful ambitions intact.

Most would agree that it would be the height
of cruelty to tell a starving child, ‘‘just step into
this room and you’ll have all you can eat’”’—
only to have him walk into an empty room. No
one would be surprised if the child became cyn-
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ical or bitter. Nor should it come as surprise
when young people, once promised a rich diet
of unfettered choice, become cynics when
force-fed the thin gruel of pragmatism and de-
terminism.

These young cynics can only look back on
their childhood ambitions with nostalgic long-
ing and, eventually, pain. They will feel some-
what guilty as a small reproachful voice inside
tells them they should have stuck to their goals;
but as time progresses, they will convince
themselves that they ‘‘couldn’t help it,”’ that
circumstances rule their lives, and that they
don’t want to make their own decisions. Then,
they will eagerly embrace any collective that

will absolve their guilt and offer to relieve them
of the personal responsibility of deciding their
own fate. Finally, in time, they will work to
relieve others of that same burden.

The next time a breathless six-year-old bub-
bles enthusiastically about his plans to be ‘‘a
doctor, then a veterinarian, and then a singer,”’
check your amusement and offer him warm ap-
proval instead. Share you own dreams and am-
bitions with the next teenager you encounter
and encourage him to strengthen, not repress,
his own interests. Tell him to close his ears to
the voices preaching pragmatism and determin-
ism, and ask him instead: ‘‘What do you want
to be?”’ O

©JOHN SHEA
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Responding to the Oil
Shock: The U.S.
Economy Since 1973

by Rodolfo Alejo Gonzalez and Roger Nils Folsom

per barrel; today it is less than half as high.

Meanwhile, prices in general have risen al-
most 30 percent.! The price-setting power of
the Organization of Petroleum Exporting Coun-
tries (OPEC) cartel clearly has waned as oil
consumers reduced their oil use, as the end of
oil price controls encouraged oil production in
the U.S. (the second largest producer in 1987,
producing less than the Soviet Union but more
than Saudi Arabia), as non-OPEC countries
such as Britain, Norway, and Mexico greatly
expanded their oil output, and as OPEC’s mem-
bers surreptitiously produced above their OPEC
quotas and discounted below OPEC prices. Oc-
casional intermittent truces in this economic
warfare still twitch the oil markets from time to
time, as will the end of the Iran-Iraq war, but
OPEC’s power is much diminished if not totally
gone.

In the face of these developments, neither
Keynesians nor monetarists have been able to
supply a consistent explanation for the macro-
economic behavior of the U.S. economy since
the first oil shock in 1973. Nevertheless, the
main economic events of this period can be ex-
plained by assuming that private decision mak-

In 1981 the price of crude oil peaked at $36

Professor Gonzalez teaches in the Department of Adminis-
trative Sciences at the Naval Postgraduate School. Profes-
sor Folsom teaches in the Department of Economics at San
Jose State University. Although solely responsible for the
views expressed here, as well as for any errors, the authors
greatly appreciate comments by J. Paul Leigh, Tim Sass,
and David Saurman.

ers responded rationally to the energy ‘‘crisis’’
while policy makers, particularly the monetary
authorities, did not.

In terms of aggregate economic output, en-
ergy is a complementary resource to both labor
and real capital (including other natural re-
sources). The shocks that decreased the avail-
ability of oil to the U.S. in the 1970s must have
greatly decreased the (marginal) productivity of
labor and also capital at that time. In contrast, if
labor and the owners of real capital both be-
lieved that the energy crisis was temporary, and
that energy would once again be plentiful, the
oil shocks may not have significantly depressed
the expected future opportunities for labor and
capital in the 1980s.

Workers and capitalists may have been un-
impressed by the argument—advanced by many
energy ‘‘experts’’ in the 1970s—that the rise in
oil prices was a sign of dwindling worldwide
energy sources. Instead, they may have realized
that high oil prices almost certainly would in-
duce energy conservation and the discovery and
development of new oil supplies not controlled
by the cartel, and might stimulate the develop-
ment of alternatives such as solar power. If they
correctly perceived the energy situation as a
temporary disruption caused by the OPEC car-
tel, they should have assigned a high probabil-
ity to a recovery of energy supplies in a not-
too-distant future.

Cartels rarely prevail for long against com-
petitive market forces that move investment to
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the activities expected to be most profitable.
Moreover, even if a profit-maximizing oil cartel
had a perfect and unassailable monopoly, it
would not reduce oil production permanently,
but would merely shift production to the future.

If we suppose that the suppliers of labor and
capital anticipated the return of more plentiful
energy supplies, and responded rationally to the
difference between existing and expected future
opportunities created by the oil crisis — and by
government policies that were at least partly
reactions to the oil crisis> — by reallocating
labor effort, leisure, and capital use over time,
then the economic history of the U.S. in the
1970s and first half of the 1980s could read as
follows:?

The demand for labor decreased with the fall
in its productivity, but real wages did not fall
significantly because workers did not expect the
oil crisis to last, and therefore they were reluc-
tant to accept real wages lower than those they
expected in the future. Instead they accepted
unemployment and greater leisure, expecting to
increase their labor supply to above-normal lev-
els in the future, when energy supplies and la-
bor productivity had returned to normal.

Decreased productivity also reduced the de-
mand for capital, and owners of capital re-
sponded in the same general way that workers
did. Capital depreciation increases with use, so
rather than accept lower returns, capital owners
opted for a lower rate of depreciation and
greater excess capacity, expecting to use the
saved capacity in the future, when capital again
would earn high returns.

Thus the oil supply contractions of the 1970s
and the resulting decline in productivity had a
negative effect on real national output and in-
come, which was magnified by rational deci-
sions to shift the sale of labor and the use of
plant capacity to an expected more productive
future.

Given the expectation that after the tempo-
rary oil shortage was over, supplies of labor and
capital would be higher than during the short-
age, households must have believed that their
current income was substantially below what it
would be in later years. Therefore, consump-
tion spending was relatively buoyant, leading to
a steep decline in the savings rate measured
against current national output and income.

Inflation and Recession

The supply of money—which government
policy has largely insulated from market
forces—did not adjust quickly enough to the
slowdown in real economic activity. In fact, the
Federal Reserve encouraged the banking system
to provide more money than the public was
willing to hold, in an apparent attempt to induce
more economic growth than was compatible
with the reduced supplies of oil, labor, and cap-
ital. The result was a rise in the inflation rate, as
the public tried to exchange excess money for
goods and services. With stagnant output and
high spending levels, the worsening inflation
decreased the public’s willingness to hold
money even more.

By the end of the 1970s, accelerating infla-
tion had so impaired public confidence in the
government’s willingness to exercise monetary
discipline that there was talk of a flight from
money and possible hyperinflation. This pro-
cess continued until the Federal Reserve
abruptly decreased the money supply growth
rate and induced the 1981-82 recession, which
lasted until sharply lower inflation rates finally
changed the expectation that inflation would get
worse and worse. Unfortunately, the Federal
Reserve reduced the money supply growth rate
so erratically that it took unnecessarily long for
people to realize that monetary policy had in
fact changed.

Meanwhile, Ronald Reagan’s 1980 Presiden-
tial campaign suggested tax cuts that promised
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long-run benefits but that inevitably generated
short-run uncertainty: whether a tax cut would
be adopted at all, what its detailed provisions
would be if adopted, and how long it would last
before the next major tax change. As occurs
with any tax cut proposal, the uncertain promise
of lower tax rates encouraged people to shift
economic activity to the future, when marginal
tax rates might be lower (and almost certainly
not higher), and when the best way to structure
business decisions from a tax standpoint would
be less obscure.

Unfortunately, these unavoidable incentives
to postpone productive economic activity were
compounded by the fact that the Economic Re-
covery Tax Act adopted in August 1981 phased
its tax rate reductions so that they did not be-
come fully effective until January 1984. Also,
there were continual serious Congressional pro-
posals to repeal or modify much or all of the
1981 tax cut, particularly its investment incen-
tives, as occurred in the Tax Equity and Fiscal
Responsibility Act adopted in late 1982. People
were encouraged to postpone economic activity
not only until 1981, but also until the lower
marginal tax rates became fully effective and
the details of the 1982 tax act (and the associ-
ated Internal Revenue Service regulations) be-
came clear. Thus, fiscal policy contributed to
the economy’s below-capacity output between
the 1979 and 1981-82 recessions, and worsened
the length and severity of the 1981-82 reces-
sion.

During this period of low productivity and
relatively high desired spending, many house-
holds were credit-constrained and unable to
borrow as much as they wished. These house-
holds pressed for the Federal tax cuts discussed
above, for state and local tax cuts (for example,
Proposition 13 in California and Proposition
“2.5”’ in Massachusetts), and for continued ex-
pansion of transfer payments and other govern-
ment spending, and were unwilling to let gov-
ernment pay for increased defense spending by
significant reductions in nondefense spending.
In short, these households—unable because of
their credit constraints to dissave as much as
they wished for themselves—pressed for gov-
ernment dissaving. The U.S. government defi-
cit exploded.*

After 1982 the demand for real investment

increased substantially, to prepare for the ex-
pected higher productivity of capital after the
return of normal oil supplies and prices.’ But
because of the decreased saving by households
and dissaving by government, this increase in
real investment had to be financed by a large
change in the international flow of financial
capital, so that the U.S. would have a large net
inflow instead of its usual net outflow. Real
interest rates in the U.S. rose very high in order
to attract this net inflow of financial capital,
which showed up statistically as a very large
U.S. international trade deficit. The capital in-
flow increased the foreign demand for invest-
ment assets in the U.S., raising the international
demand for dollars and consequently lifting the
dollar’s international exchange rate value to un-
precedented heights.

An Inflow of Capital

The net flow of capital was from the rest of
the world into the U.S., rather than the reverse,
because the rise in the demand for investment
relative to domestic savings was more pro-
nounced in the U.S. than elsewhere. Although
the oil shocks affected the whole Western
world, oil was a more important productive in-
put in the U.S. (Oil input per dollar of Gross
Domestic Product was, and is, much higher in
the U.S. than in Europe and Japan.) Conse-
quently, the oil shocks decreased productiv-
ity—and contracted national income and sav-
ing—more in the U.S. than in other important
centers of economic activity, while the need
and willingness to invest in preparation for a
greater abundance of oil was also higher in the
more oil-reliant U.S.

Other things equal, high real interest rates
raise the time value of money and encourage oil
production out of existing fields, but simulta-
neously discourage oil exploration investments
(along with other real investments). Thus the
high real interest rates of the early and middle
1980s hit the major oil producing states such as
Texas, Louisiana, and Oklahoma particularly
hard, by driving oil prices even lower than they
would have dropped otherwise and by decreas-
ing oil exploration below even the levels that
would be expected as a result of very low oil
prices.
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Once the expectation of lower oil prices had
dramatically—albeit unsteadily—come true,
the results were quite straightforward: con-
firmed expectations of much lower oil prices
expanded economic output and greatly reduced
unemployment, excess capacity, real interest
rates, the government budget deficit, and the
size of the trade deficit relative to Gross Do-
mestic Product, and dropped the international
value of the dollar. The most recent data sug-
gest that our trade deficit has begun to decline
not only relative to Gross National Product, but
also absolutely.

Here ends our history. Note that our initial
assumption, that actors in the U.S. economy
expected the oil shortages and resulting declines
in productivity to be temporary, plays a key role
in explaining most of the significant features
(also known as ‘‘problems’’) of the U.S. econ-
omy in the 1970s and early 1980s: slow real
economic growth, severe inflation, high unem-
ployment, excess capacity, low savings rates,
huge government budget deficits, extraordinar-
ily high real interest rates, large trade deficits,
and a very high exchange-rate value of the dol-
lar.

Given the steady improvement in the U.S.
economy since 1982, there is no need to raise
taxes in order to deal with the government bud-
get deficit, which after peaking in fiscal 1986
then dropped by 30 percent. Nor is there any
need to impose inefficient protectionist mea-
sures in order to reduce the trade deficit. Higher
taxes (whether on personal or corporate in-
come, oil, or energy), or higher trade barriers,
would in fact be counterproductive.

The impatient may argue that because the im-
provement in the U.S. economy since 1985 has
been not only steady but also slow, our opti-
mism is too reminiscent of Pollyanna’s. But the
sluggishness of the economy since 1983, as in
1980-82, can be explained easily within the
framework of this paper. In May 1985, after
digesting angry criticisms of U.S. Treasury tax
reform proposals® issued in late November
1984, the Reagan administration seriously pro-
posed massive tax law revision and lower rates.
The promise of lower future marginal tax rates,
together with the enormous uncertainties gener-
ated by very different alternative proposals for

massive revision of the tax code, encouraged
people to postpone productive economic activ-
ity. Tax uncertainty lasted at least until the new
tax law was enacted in late 1986 (numerous
important regulations still remain to be written),
and lower tax rates did not become fully effec-
tive until January 1988. And now we face new
uncertainties about the tax and other economic
policies to be adopted by President Bush and the
Congress elected in 1988. In addition, adjusting
to lower oil prices involves some costs: as re-
sources are reallocated, some activities contract
before others expand.

The economy is in transition. We need only
to enjoy the supply-side benefits that will con-
tinue to come as the economy adjusts to lower
oil prices and lower effective marginal tax
rates. This prediction, of course, assumes that
our legislators and monetary authorities will re-
frain from actions that would derail the current
economic expansion. O

1. As measured by the Gross National Product Implicit Price
Deflator, which rose from 94.0 in 1981 to 121.8 at the end of the
second quarter of 1988. In contrast, the ‘‘crude petroleum’’ com-
ponent of the Producer Price Index fell 58 percent, from 109.6 in
1981 to 46.0 at the end of the second quarter of 1988.

2. The U.S. government could have taken steps, such as price
decontrol of natural gas, to moderate the decrease in energy avail-
ability. Instead, the government decreased the supply of U.S. oil by
continuing existing price controls (introduced by the Nixon admin-
istration as a general anti-inflationary measure in 1971) on oil and
petroleum products, and in 1980, by imposing windfall profit taxes
on domestic oil producers.

3. Our history reads as if there were a single oil shock to the U.S.
economy in the early 1970s when in fact there was an initial shock
with the Arab-Israeli war of 1973, followed by a partial recovery of
oil supplies, and a second shock following the Iranian revolution in
1979. But to treat each shock separately would add substantially to
our history’s length without altering its substance.

4. Our analysis of household behavior builds on two ideas: first,
that consumption depends primarily not on transitory income fluc-
tuations but on expected permanent or ‘‘life-cycle’’ income; second,
that credit constraints can significantly alter households’ abilities to
spend as much as would be appropriate given their expected perma-
nent or ‘‘life-cycle’” income. The first of these ideas was introduced
by Milton Friedman (A Theory of the Consumption Function,
Princeton, 1957), and then in a series of papers by Franco
Modigliani, Richard Brumberg, and Albert Ando (see, for example,
Modigliani’s ““The Life Cycle Hypothesis of Saving, the Demand
for Wealth, and the Supply of Capital,”” Social Research 33, 1966).
The modifications necessary to incorporate credit constraints into
these expected permanent ‘‘life cycle’” income models are being
developed by Thayer Watkins, in papers that have not yet been
published.

5. Some real capital investments undoubtedly were delayed as
investors waited to see whether Congress would respond to the
government budget deficit by repealing the lower tax rates enacted
in 1981 and raising taxes even more than they were raised in 1982,

6. See Charles E. McClure, Jr. and George R. Zodrow, ‘‘Trea-
sury I and the Tax Reform Act of 1986: The Economics and Politics
of Tax Reform,”’ Journal of Economic Perspectives, 1 (Summer
1987), pp. 37-58. The same issue contains a number of related
papers.
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The Entrenchment

of the State

by Matthew Hoffman

ikhail Gorbachev’s new themes for
Mthe Soviet Union, glasnost (open-

ness) and perestroika (reform), and
their scant but widely publicized concrete man-
ifestations, have caused a great stir in the West.
Speculation about what has caused the Soviet
leaders to attempt such changes varies widely,
but one of the most popular theories is that they
are desperate: their empire is crumbling from
within, and if they do not change their system
and relax controls, they will lose their power
completely.

To classical liberals, this line of reasoning is
appealing, for it is consistent with the principles
of the free market. The lack of productivity in-
centives, supplied in a private property order by
the availability of profit, as well as the ineffi-
ciency of a vast, corrupt, bureaucratic system of
economic management devoid of the benefits of
monetary calculation, will cripple the economy
of any socialist nation. As Ludwig von Mises
wrote, ‘‘In the face of the ordinary, everyday
problems which the management of an econ-
omy presents, a socialist society would stand
helpless, for it would have no possible way of
keeping its accounts.””!

The theoretical unworkability of socialism is,
without a doubt, consistent with socialist expe-
rience. To dispute this would be to contradict
the implications of almost all available data
gathered from numerous failures of socialism
around the world.

Mr. Hoffman is a senior in the media department of the
High School for the Performing and Visual Arts in Houston,
Texas.

It is wrong, however, to conclude that the
failures of the stated goals of socialism, and the
resulting public dissatisfaction with the system,
are the causes of the reformation movement
currently under way in the Soviet Union. In
reality, the popularity of an entrenched Com-
munist government is not a factor in its behav-
ior. To such governments, public opinion is ir-
relevant, because it is for all practical purposes
impossible for the populace to rebel success-
fully against their rulers. In fact, no major Com-
munist government has ever been overthrown
from within. To discover why this is so, we
must analyze the system.

The Use of Terror

One of the principal ways a Communist to-
talitarian regime maintains its grip on the pop-
ulace is the unconstrained use of terror.

The Bolshevik Party, for instance, had only
an estimated 200,000 members when it over-
threw Russia’s Kerensky regime in 1917.2
Aleksandr Kerensky was a member of the So-
cialist Revolutionary Party, which had the sup-
port of vast numbers of peasants, and received
58 percent of the vote in the elections of the
Constituent Assembly, a congress elected by
universal suffrage.® The Bolsheviks quickly
abolished the Assembly, but the fact remained
that the majority was clearly against them.
How, then, did they maintain their power?

A short lull followed the Bolshevik coup, but
preparations to consolidate their power began
almost immediately. On December 20, 1917,
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Lenin established the Cheka, a secret police or-
ganization designed to ‘‘combat counterrevolu-
tion, speculation, and sabotage.”4

Several months later, after a failed assassina-
tion attempt directed at Lenin, the Central Com-
mittee resolved that, ‘“To the white terror of the
enemies of the Workers’ and Peasants’ Govern-
ment the workers and peasants will reply by a
mass red terror against the bourgeoisie and its
agents.””>

With this decree, the Cheka was unleashed
upon the population, indiscriminately arresting
and torturing thousands of people, especially
intellectuals. They paralyzed the country with
fear, eliminating trust by creating false resis-
tance organizations, and extracting ‘‘con-
fessions’” from victims at any cost.®

The Cheka, today called the KGB, has grown
over time, and now penetrates every sphere of
Soviet society. It contains hundreds of thou-
sands, if not millions, of people and maintains
a vast network of informants.” Dissidents are
regularly arrested by the KGB and tortured in
mental institutions.® The country is held in an
iron grip of fear.

The use of terror to consolidate power has
been adopted by many, if not all, Communist
regimes. The Chinese Communists, after prom-
ising to maintain private property and free en-
terprise in 1949, began in 1950 a program of
mass terror against property owners and
‘‘counter-revolutionaries,”” in which millions
died.® The Khmer Rouge annihilated approxi-
mately one-third of the Cambodian people dur-
ing their four-year reign.'®

George Orwell, who ironically was a social-
ist, had a keen understanding of the ability of
totalitarians to maintain their power, despite a
lack of popular support. He modeled the work-
ings of his futuristic police state in 1984 after
the Bolsheviks, who practiced most of the re-
pressive measures that Orwell’s imaginary Oce-
ania used. Orwell has the novel’s antagonist
state: ‘‘Obedience is not enough. Unless [a
man] is suffering, how can you be sure that he
is-obeying your will and not his own? Power is
in inflicting pain and humiliation. Power is in
tearing human minds to pieces and putting them
together again in new shapes of your own
choosing.”’!!

After a Communist government secures con-
trol over a people, it usually sets out to con-
struct the utopia it has promised them. This of-
ten satisfies the socialistic intellectuals who
may have been spared in the initial purges, as
well as the masses, who often believe the party
line. Many are convinced that their economic
and political hardships are merely temporary,
and will fade away as the Communist paradise
evolves. In the new atmosphere of fear and lofty
promises, dissent tends to abate. The govern-
ment then will attempt to implement its poli-
cies, which usually include the complete aboli-
tion of private industry and free trade, the
collectivization of farmlands, and bureaucrati-
zation of the economy.

In China, after the initial purge and the end of
the Korean War, the government set out to do
all these things, as did the Soviet Union after its
Civil War. The Soviets enacted programs such
as ‘““War Communism’’ and the ‘‘New Eco-
nomic Policy’” (which allowed limited private
enterprise), and finally settled on their system
of five-year plans. Mao Tse-tung attempted
“‘the Great Leap Forward,’’ the failure of which
ultimately led him to unleash the ‘‘Cultural
Revolution.”’

None of these policies stimulated the econo-
mies of the two countries or improved the citi-
zens’ standards of living. However, they did
put the economies under strict central control,
exercised through immense bureaucracies. To-
day, for example, the People’s Republic of
China has approximately ten million govern-
ment officials.'?

Governments of such size and economic
power are not overthrown. The only coups that
take place do not result from mass uprisings,
but from struggles within the bureaucracy. Vik-
tor Suvorov, a defector from the Soviet Army,
describes gigantic hierarchical factions within
the government, supported by a system of
interdependency.'® These struggles may lead to
government manipulation of the general popu-
lace, often using mob psychology.

When Stalin wished to collectivize Soviet
farms in the late 1920s and early 1930s, he met
with great resistance from the upper class of
peasants (the kulaks) as well as the vast middle
class (the seredniaks). Both groups had nothing
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to gain from the collectivization of their lands.
However, the lower class, called bedniaks,
were quite poor and favored the plan.

Stalin turned the bedniaks against the other
groups, allowing them to attack the other peas-
ants and take what they would. A great civil war
erupted in the rural areas of the Soviet Union,
and Stalin used the opportunity to force the col-
lectivization. In doing so, he caused a famine
that killed between 5 and 10 million people.
Yet, they did not rebel against the government
itself. Stalin had transformed a statist imposi-
tion into a conflict between groups.'*

When the paranoid Stalin perceived the
growing power of his rivals, he began to elim-
inate them one by one, in numerous assassina-
tions and bogus trials. In order to consolidate
his personal control of the state, he engineered
the Great Terror, which resulted in millions of
deaths. Under these horrible political condi-
tions, the people did not rebel.

Similarly, with the failure of Mao Tse-tung’s
““Great Leap Forward’’ in China, various fac-
tions within the government suggested revising
policies in order to cope with the economic
problems of the country. Mao perceived this as
a direct threat to his power, and struck at his
enemies within the party by unleashing the
‘“‘Great Proletarian Cultural Revolution’ in
which children and teenagers were organized in
‘“‘Red Guard’’ groups, and told to annihilate
anything ‘‘traditional,’’ ‘‘luxurious,’” or
“‘revisionist.”” They swept over the country in
what may have been the most phenomenal orgy
of destruction in history, and successfully
purged the party ranks of anti-Maoists. The
economy was left in ruins. The people, how-
ever, did not rise up against the government. '

As the antagonist in 1984 said: ‘It is time for
you to gather some idea of what power means.
The first thing you must realize is that power is
collective.’’*®

Entrenchment in the
United States

Because of the growth of government power
in the United States during the last century,
America has acquired some of the characteris-

tics of the totalitarian nations that facilitate the
entrenchment of power.

Our government continues to send its tenta-
cles deeper and deeper into the nation’s eco-
nomic life. The federal, state, and local gov-
ernments employ almost 16.7 million people,
about 7 percent of the entire population!'’

The collectivization and factionalization of
our society continue, as special interest groups
vie for coercive privileges, power, and govern-
ment largess. Today, 90 million Americans de-
pend on the government for support.'®

In addition, the state controls our children’s
intellectual development through compulsory
education laws, public schools, and school li-
censing. The regulation of thought is essential
to the entrenchment of the state.

If we do not wish to meet the Orwellian fate
of the citizens of the Communist nations, we
must halt the growth of our government, and
reverse the coercive, collectivist trends that
threaten to deliver us to a potentially eternal
tyranny. Walter Cronkite wrote in his preface to
1984: “‘It has been said that /1984 fails as a
prophecy because it succeeded as a warning.
Well, that kind of self-congratulation is, to say
the least, premature. 1984 may not arrive on
time, but there’s always 1985.”° O
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Blockading Ourselves

by Cecil E. Bohanon and T. Norman Van Cott

lockading enemies is a standard wartime
Btactic. The objective, of course, is to

prevent an adversary from trading with
other countries. At the same time, warring na-
tions try to keep their own seaports open. In
light of this centuries-old wartime tactic, it is
curious that nations at peace regularly blockade
themselves by pursuing policies which restrict
imports. The irony of nations turning a wartime
weapon on their own citizens during peacetime
has escaped attention in the flood of recent com-
mentary on international trade.

One might object to this wartime/peacetime
contradiction on the grounds that it is an imper-
fect analogy. Note, however, that the goals of
wartime blockades and peacetime import re-
strictions are similar in that both seek to prevent
foreign goods from entering a particular mar-
ket. Logical consistency implies that if wartime
blockades hurt enemies, peacetime restrictions
hurt our own economies. Alternatively, if
peacetime restrictions improve a nation’s eco-
nomic strength, wartime blockades are treason-
ous.

A Lesson from U.S. History

During the U.S. Civil War, the North block-
aded the major seaports of the South. Historians
generally agree that the South’s economic
strength was sapped by the blockade. Entering
and leaving Confederate seaports became more
costly, usually requiring the skills of blockade
runners.

Professors Bohanon and Van Cott teach in the Department
of Economics at Ball State University, Muncie, Indiana.

The adverse economic effects of the blockade
on the South were twofold. First, the blockade
made imported goods less available, so that the
Confederacy had to eliminate certain uses to
which imports heretofore had been put. The re-
sources the Confederacy previously had been
using to pay for these imports had to be redi-
rected to less-preferred goods. Second, the im-
ports that did slip through the blockade came at
a greater cost. More costly imports meant the
Confederacy had to send more of its production
to foreigners as exports to obtain these imports.

Today’s media pundits sing the praises of ex-
ports and consistently denigrate imports. Fortu-
nately for the North, Abraham Lincoln and his
Secretary of the Navy, Gideon Welles, knew
better. The purpose of the blockade from the
North’s point of view was to reduce the Con-
federacy’s access to imports. Admittedly, the
North also tried to prevent Confederate exports
when, for example, it intercepted cotton-laden
ships bound for England. But these export in-
terruptions served the North’s interest only be-
cause they reduced the Confederacy’s ability to
pay for imports. The North surely would have
been willing to permit Confederate exports,
provided it could have completely eliminated
Confederate imports. Popular wisdom aside,
exporting without importing is counter to a na-
tion’s well-being; it reduces the availability of
goods and services to the inhabitants.

From the time of Adam Smith and David
Ricardo, economists have carried the torch for
free trade. It is common to hear people say that
economists have won all the formal debates on
the subject, but have been steady losers in the
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political arena. Curiously, economists have not
trumpeted the fact that governments’ wartime
actions are consistent with the free-trade doc-
trines of Smith and Ricardo. Perhaps the econ-
omists’ reticence reflects what Milton Fried-
man, in The Optimum Quantity of Money and
Other Essays, describes as a tendency among
economists ‘‘to discard war years as
abnormal.”’

We submit, however, that government offi-
cials’ wartime actions should not be over-
looked. Indeed, the contradiction between their
wartime and peacetime actions can be explained
in terms of the first principles of economics.
These same principles suggest, moreover, an
important consideration if the dream of free
trade is to become a reality.

Why do government officials behave as they
do? The personal benefits and costs to politi-
cians obviously play a key role. Peacetime im-
port restrictions benefit politicians because they
can confer privileges on domestic industries
that are facing foreign competition. Politicians
bear little personal cost because consumers
harmed by the restrictions are spread through-
out the economy and are too unorganized to be
politically important. Politicians cover their
tracks with rhetoric to the effect that imports
‘‘weaken the economy,’”’ ‘‘deter economic
growth,”” and ‘‘destroy jobs.”’

However, if one believed this political rhet-
oric, one would never suggest a wartime block-
ade. Quite the opposite—a better wartime strat-

egy would be to encourage neutral nations to
trade with your enemies. Indeed, why not sub-
sidize your own citizens’ trade with enemy na-
tions, since it supposedly saps your enemies’
economic strength?

Any schoolchild, of course, can see the folly
of this logic. Such policies risk national disas-
ter, which in this case translates into personal
disaster for the policy-makers. For this reason,
the lessons of Smith and Ricardo necessarily
loom large in the calculations of wartime poli-
ticians. When viewed in this perspective, the
contradiction becomes more understandable.

At the risk of belaboring the wartime/
peacetime imagery, the contradiction is similar
to the foxhole religious conversions that occur
during every war. Soldiers under heavy fire
promise God they will ‘‘walk the straight and
narrow’’ if God will get them out of their pre-
dicament. Once safe, however, they return to
their ‘backsliding’’ ways. So it is with govern-
ment officials and international economic pol-
icy. Peace reduces their personal costs of acting
contrary to national economic efficiency.

Raising the Costs

Aside from pointing out the logical inconsis-
tency of protectionist rhetoric, what does the
foregoing tell us? Perhaps the salient point of
the contradiction relates to how personal costs
influence government policy-makers. This in
turn suggests that the path to reform of interna-
tional economic policy must go beyond merely
explaining the economics of trade, as desirable
as this may be. That is, essential to international
economic reform is the idea that peacetime pro-
tectionism must be personally more costly to
government policy-makers. It is quite likely
that reform along -these lines encompasses
changes that are of a quasi-constitutional or
constitutional nature. d
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Popper, Hayek, and
Classical Liberalism

by Jeremy Shearmur

‘ arl Popper, who turned 86 years old
Kthis past July, is justly famous for his
work in the philosophy of science. As
a young man, Popper was inspired by the way
in which Einstein called into question the ideas
of Isaac Newton. Einstein put forward a theory
that, if true, explained why Newton’s work had
been so successful. From Einstein’s theory,
however, there could also be deduced conse-
quences that differed from those of Newton’s
theory; predictions that could be put to the test.
Now Newton’s Principia was possibly the
best-confirmed scientific theory of all time. Al-
exander Pope, when composing an epitaph for
Newton, wrote:

Nature and Nature’s laws lay hid in night,
God said: Let Newton Be! and all was light.

It would scarcely be an exaggeration to say
that, as more and more impressive confirma-
tions of Newton’s work were discovered, a ma-
Jor problem for philosophers became: How can
we explain that, on the basis of experience, we
have knowledge of truths such as Newton’s the-
ory.

Popper reflected on the character of Ein-
stein’s achievement, and was led to a new ac-
count of the development of scientific knowl-
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edge. In Popper’s account, science is the
product not of induction, but of a process of
conjecture and of refutation. Science, which for
Popper is probably mankind’s greatest cultural
achievement, always remains conjectural in its
character, and human beings are seen as ines-
capably fallible.

All this also led Popper to a more general
view of our condition. Popper sees human be-
ings, like other animals, as involved in prob-
lem-solving. We have various inbuilt expecta-
tions and mechanisms by which we interpret the
world around us. But our expectations and our
interpretative mechanisms are fallible. We need
to learn by trial and error. Unlike animals, how-
ever, it is possible for man, using the descrip-
tive and argumentative functions of his lan-
guage, to construct a world of culture, outside
of himself, in which he is able to externalize,
and thus to criticize, his knowledge. By this
means, as Popper has often said, men differ
from the animals, because it is possible for man
to let his theories die in his stead.

Popper is also well-known for his writings on
political philosophy, notably his The Open So-
ciety and Its Enemies. In this work, written dur-
ing the Second World War, Popper drew upon
themes from his philosophy of science. He crit-
icized those who, like Plato, wished to claim
power on the grounds that they had access to
secure knowledge. And he criticized those like
Marx who had allowed their essential humani-
tarianism to be channeled into directions that
were hostile to the Open Society, because they
held false theories of knowledge and of history.
Popper’s Open Society contains much detailed
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critical discussion of both Plato and Marx. In
addition, it contains Popper’s own picture of an
Open Society. Popper is here concerned with
the freedom and well-being of all citizens. He
pictures a democracy as functioning very much
in the spirit of the scientific community. Poli-
tics, for Popper, is a matter of our discovering
problems and putting forward tentative solu-
tions to them. Just as in science, we should then
hold our conjectures open to criticism—to feed-
back and critical responses from all citizens—
so that we can most effectively discover where
things are going wrong.

Learning from Our Mistakes

When Popper was writing, he considered that
the big issue after the war would be the defense
of the ideals of a free society against those who
called them into question, from the left and
from the right. Today, however, we may look
to Popper’s work with a different question in
mind. What form of social organization would
best enable us to learn from his insights about
human fallibility and the need for us to learn
from our mistakes?

Considered from this perspective, Popper’s
work does not fit too easily within the usual
approaches to politics. Popper, when writing
The Open Society, showed great sympathy for
working people. He had no time at all for con-
servatives who felt that working people were
unfit for citizenship, and he was also critical of
the policy of ‘‘laissez faire.”” At the same time,
Popper strongly emphasized the importance of
markets and of the government’s acting only
through a legal framework.

Bryan Magee, at one time a member of the
British Labour Party, has argued that ‘‘the
young Popper worked out what the Philosoph-
ical foundations of democratic socialism should
be.””! And Popper has been hailed as a kind of
secular patron saint of social democracy by a
number of leading political figures, especially
in West Germany.> Magee himself notes that
Popper’s own views have changed and that he
would now describe himself as a liberal in the
‘‘old-fashioned’’ sense. And Popper, in his au-
tobiography, has said that ‘‘if there could be
such a thing as socialism combined with indi-
vidual liberty, I would be a socialist still.””?

But is it the case that the logic of Popper’s
argument points toward one rather than another
form of social organization? I believe that, per-
haps despite the views of the younger Popper,
the logic of his argument points toward a form
of social organization in which the market plays
a major role, and politics a rather restricted one.
I would thus suggest that the best way of mak-
ing use of Popper’s ideas about politics would
be through those ideas that have been advocated
by his old friend, Friedrich Hayek.

Popper and Hayek have influenced one an-
other in many ways. Hayek has told us that his
views on science were importantly changed as a
result of his contacts with Popper. And Pop-
per’s political writings seem to bear the mark of
Hayek’s work (notably in his appreciation of
the importance of markets and of a legal frame-
work for government action).* There are certain
common themes to their writings. Both see hu-
man freedom and well-being as of the greatest
importance. They both see all human beings as
fallible, and give great weight to the idea that,
in designing social institutions, we should put a
premium upon our ability to learn. They both
believe that, in an affluent society, we have an
obligation to help those who need it. And they
both recognize the importance of our being able
to change governments through elections,
rather than only by force.

There are differences between them, how-
ever. Hayek views the market and a liberal con-
stitutional order as a mechanism, by which in-
dividuals can learn by trial and error. For
Popper, learning by trial and error in social af-
fairs is made more the responsibility of govern-
ment. Politicians and civil servants would diag-
nose our problems and offer solutions to them.
Democratic politics is regarded as a mechanism
by which they may learn that they have got
things wrong.

But which is the most effective means
through which we can learn in the realm of
social affairs? Let us contrast the behavior of
the entrepreneur and of the politician.

The entrepreneur wishes to discover if he is
wrong. If he has backed a bad idea, he will want
to discover this as quickly as possible and aban-
don it, because a bad idea will lose him money.
He cannot peddle his bad ideas to people, be-
cause they will buy his ideas—his goods—only
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if they consider them worthwhile. And while no
one likes to discover that they have made a big
mistake, the entrepreneur has every incentive to
abandon old failures and to move on to new and
better ideas. He also has every incentive to try
out bold and daring ideas. There is nothing
wrong with his doing so, for only those citizens
who choose to adopt his idea will share the risk.
And there are excellent mechanisms to tell the
entrepreneur when he has made a mistake.

Contrast with this the politician. When did
you ever hear a politician who still had an elec-
tion to fight admit that he had made a serious
mistake? And if he did admit it, would he ever
be allowed to forget it? Unless he was very
lucky, it would dog him to his grave. Indeed,
politicians typically die with their mistakes.
And so—they seldom admit they are wrong. If
they are wrong, they will attempt to cover it up.
And if they are in power, they will be able to
use the mechanisms of government to force
their errors onto the rest of us, while telling us
that they are successes. Above all, politicians
are interested in power: and thus, in democratic
countries, in their popularity, and in not saying
anything out of turn. After spending over a year
as Director of Studies of a public policy insti-
tute, I was still amazed by the unwillingness of
politicians to say what they really felt about
anything, even in private conversation.

In a country in which government plays a
major role, much of the power is in the hands of
civil servants. Civil servants, while usually
dedicated to their work, are creatures of rou-
tine. And there simply do not exist mechanisms
for assessing whether most of what government
actually does should be undertaken at all, let
alone whether it is being undertaken effec-
tively.’

Above all, it is difficult for us to tell our

masters—whether politicians or civil ser-
vants—in what respect they have got things
wrong, or what in our view the trade-offs
should be between, say, expenditure on one
thing or another, and letting us keep our money
in our own pockets.

The lesson in all this, it seems to me, is that
we should put into the hands of government
nothing that we can organize by other means.
And we should also be reluctant to take from
individuals the power of deciding what they
want and to give it to anyone else. Once that
power is shifted, we move decisions away from
our most effective mechanism of accountabil-
ity: accountability to individuals in the market-
place.

Many years ago, Friedrich Hayek came to the
conclusion that it was not socialism (in which
he had believed as a young man), but institu-
tions in the tradition of classical liberalism that
would do most for the well-being of his fellow
citizens, especially the poor. It seems to me that
it is the tradition of classical liberalism, as ex-
emplified by Hayek’s work, that also offers us
the best institutional model for putting into
practice Karl Popper’s insights about our need
to learn by trial and error in political and social
affairs. g
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Islamic Capitalism: The
Turkish Boom

by Nick Elliott

nce dismissed as the ‘‘sick man of
()Europe,” Turkey is now building a

prosperous future. The Turkish econ-
omy has been growing at a faster rate than that
of any other country in the OECD (Organiza-
tion for Economic Cooperation and Develop-
ment)—including Japan, Great Britain, and the
United States. The Turks seem to have evolved
a successful union of Islam and capitalism, not
always a comfortable mix.

My own impressions were formed on a recent
trip to Istanbul, during which I witnessed the
frenetic commercial activity that is fueling the
Turkish economy. Istanbul is a city with a fast
pace, a whirlwind of people hurrying about
their business, working hard.

For a country that is still relatively poor, it is
a surprise to find no beggars. Instead, everyone
works, in whatever niche he can find. To the
Western eye, some of these jobs appear very
menial: outside the railroad station a row of men
crouch over jars of polish, offering. to shine
shoes. Everywhere men and boys squat beside
flagons, with a drink of cold water for sale. To
the Turk, these simple jobs are a way to make a
living; and all of these people in their small
ways are contributing to the economic expan-
sion.

Turkey needs a booming economy to support
a booming population. The current population
of 52 million may reach 75 million by the end of
the century.

Mr. Elliott works for the Adam Smith Institute, a free-
market think tank in London. He is a regular contributor to
the journal Economic Affairs, published by the Institute of
Economic Affairs.

In Istanbul, children are everywhere. Turkey
is still emerging from a Third World culture, in
which children are a valued part of the family
economy. They go to work in the family busi-
ness, and they provide for their parents in old
age. In Istanbul, young children work in shops,
sell packets of postcards to tourists, sell bird-
seed to visitors who want to feed the pigeons, or
learn the trade of shoe-blacking.

To the visiting Briton, the sight of a small
child cleaning shoes clashes with the taboos we
have constructed around *‘child labor.’’ In Brit-
ain we have legislated to make children attend
school until the age of 16. We force children to
be taught about kings and queens and glacial
striations, and to go on cross-country runs.
Many of the children who pass through the sys-
tem pick up little in the way of useful knowl-
edge or values.

In Istanbul, children start learning early how
the world works. They learn the rewards of hard
work and application. They learn something
about the pressures and pleasures of indepen-
dence and responsibility. The sight reminded
me of the bootblack hero in Horatio Alger’s
Ragged Dick.

Younger Turks have realized that a large part
of their future will depend on working with for-
eigners from the West. Many of the young chil-
dren have learned the benefits of being able to
sell in more than one language. Stopping at a
postcard shop in Istanbul, I was surrounded by
a group of small boys who asked me where I
was from, and proceeded to tell me in fluent
English what I could buy. When a German
stopped to look, they spoke to him in German.
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These boys had learned their skills from finding
a use for them in everyday life.

Istanbul is a city that bridges two continents,
in more than the geographical sense. On Tur-
key’s eastern border is Iran, the focus of a world
fundamentalist revival, a movement for vigor-
ous and uncompromising imposition of Holy
Law. In Istanbul women cover their faces, and
the wailing from the mosques resonates around
the city, part of a culture that stretches across
Islamic Asia. Yet modern Turkey is founded
upon the ideas of Kemal Atatiirk (1881-1938),
who sought to make Turkey a secular republic.
The Turks are serious about their religion, but
recognize that it has its place.

One reason why Moslems are sometimes sus-
picious of capitalism is that it can disrupt the
Islamic pattern of society. Capitalism entails an
extension of choice, as its foundation and as its
result. By making available new arrays of ma-
terial goods, it tempts the Moslem with Western
values. Capitalism pays no respect to hierar-
chies of power. It allows individual people to
live independently of government, and dis-
perses power to the many. It opens up new net-
works of communication, beyond the critical
supervision of the guardians of Holy Law.
Where Islam is imposed as a rigid code of uni-
formity, capitalism is a threat.

In Istanbul, alongside the mosques are shops
selling Japanese cameras. In amongst the sym-
bols of a traditional and ancient culture you find

the trappings of Western materialism. A con-
trast it may be, but it is also a compliment to the
tolerance of Turkish society. Turkey remains an
Islamic country—a member of the Istamic Con-
ference Organization—but Turkish society re-
tains a flexibility that can admit deviation. It is
marked by an openness that has never been
more valuable than today.

From the East, Turkey must incorporate the
pull of the fundamentalist revival, popular in
universities. From the West come the attrac-
tions of liberalism and permissiveness. Poten-
tially a conflict of values that could fracture
their society, this meeting of East and West is
more likely to be the making of modern Turkey.
Turkey can find prosperity and status as the
go-between in trade and international relations.

Some Turks frown upon the changes that
have accompanied new riches. In Britain some
observers already have started to lament the loss
of the ‘‘simple life’’ in Turkey. Their fears are
groundless: Turkish culture is too deep to be
subsumed by Western life. To most Turks the
future must be an exciting prospect, in a country
gaining respect and influence.

Many Third World governments have foun-
dered in their attempts to modernize their coun-
tries by pursuing false ideas to unworkable con-
clusions. Turkey is one of the better examples,
a country where progress is succeeding by be-
ing left to evolve through the efforts of individ-
uals. O
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Markets and Morality

by Peter J. Hill

and services, most people would agree that

capitalism wins hands down when com-
pared with alternative economic systems such
as socialism. Even so, many critics of private
property and markets prefer a more socialistic
system or at least one that places more power in
the hands of the government. They argue that
although capitalism delivers the goods in a ma-
terial sense, it doesn’t deliver them morally.
That is, capitalism doesn’t satisfy certain basic
standards of justice.

This article challenges that position by exam-
ining several areas where moral issues weigh in
on the side of the marketplace. This is not an
argument that a society based on free markets is
the same as a moral society; people can behave
morally or immorally in a free market system
just as they can in other systems. However,
capitalism does have a number of moral
strengths that are lacking in other economic sys-
tems.

Although the ‘‘market’’ is often considered
an alternative to central planning or state own-
ership of the means of production, it is not a
rigid institutional order like socialism or com-
munism. What we call capitalism or a free-
market society is a society based upon private
property rights. Individuals may own, buy, and
sell property (including their own labor) if they
do not do so fraudulently, and they are free to
do what they want with their property as long as
they do not harm others. Individuals may de-
cide to exchange their property with others,

In terms of sheer ability to provide goods
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thereby creating a market. This market process
is not mandated by anybody and requires only a
well-defined and enforced system of private
property rights in order to exist.

Inherent in capitalism is the ability to: pro-
vide freedom of choice, encourage cooperation,
provide accountability, create wealth for large
numbers of people, and limit the exercise of
excessive power.

Freedom of Choice

A market system assumes very little about

the ideal way to organize economic life. Other

societies may mandate cooperatives, or com-
munes, or cottage industries, or they may pro-
hibit them. But a system of private property
offers a wide range of possible forms of orga-
nization. If cooperatives are desirable, they can
be used; but other forms for organizing produc-
tion are also permissible. And, in fact, the in-
dividual who wishes to ignore the market or
construct alternative institutional arrangements
is perfectly free to do so.

Throughout history certain groups have cho-
sen to operate largely outside the market. One
such group, the Hutterites, lives in the northern
Great Plains of the United States and Canada.
The more than 200 Hutterite agricultural colo-
nies have been remarkably successful in main-
taining their identity and expanding their popu-
lation. Yet they are far from capitalistic. All
property within the Hutterite colony, except the
most basic personal items, is owned in com-
mon. All income is shared equally within the
colony, and no wages are paid for labor.

The Hutterites were able to establish their
colonies without prior approval from anyone in
society. No committee, government agency, or
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group of well-meaning citizens had to meet and
decide if the Hutterite lifestyle should be al-
lowed. The freedom to choose such alternatives
is unique to a free-market society.

In contrast, a centrally planned society does
not grant freedom to those who want to engage
in market transactions. It limits voluntary trade
in the interest of some other goal, and undoubt-
edly would constrain groups like the Hutterites
if the people in power disliked the Hutterites’
form of organization.

Cooperation vs. Conflict

A free-market, private-property system usu-
ally is labeled competitive. Yet one of the major
advantages of the market system is that it en-
courages cooperation rather then mere compe-
tition. Competition does exist in a market-based
system, but competition is prevalent in any so-
ciety in which scarcity exists.

In the marketplace successful competitors co-
operate with, or satisfy, others in the society. In
order to succeed in a private property system,
individuals must offer a ‘‘better deal’’ than their
competitors. They cannot coerce people to buy
their products or services. They must focus
their creative impulses and energy on figuring
out ways to satisfy others. The person who does
this best is the one who succeeds in the market.
Thus, participants in a market economy—
buyers and sellers—continually look for areas
of agreement where they can get along, rather
than concentrating unproductively on the areas
of disagreement.

In contrast, under a collective order, rewards
frequently come from being as truculent and
uncompromising as possible. With collective
decision-making those in stronger political po-
sitions have little reason to look for areas of
agreement; generally, they have a better chance
to succeed by discrediting the opposition to jus-
tify their own position, compromising only
when others are strong.

A good example of the dissension caused by
collective decision-making is the controversy
over teaching the origins of mankind. School
boards—which must make collective deci-
sions—generally have to decide to teach either
that human beings were created or that they
evolved. Such decisions are fraught with con-

flict. People who disagree with the board’s de-
cision march, write letters to the newspaper,
lobby, hire lawyers, and, in general, become
quite exercised. This is almost inevitable when
highly emotional issues are involved since any
collective decision, including one made by ma-
jority vote, is likely to be contrary to the wishes
of a minority. Thus, the decision-makers are in
a no-win situation. If the board allows creation-
ism to be taught, evolutionists will be irate. If
they decide to teach evolution, creationists will
be outraged.

In contrast, consider the decision to be veg-
etarian or carnivorous. There are individuals
who feel every bit as strongly about this issue as
those involved in the origins-of-mankind de-
bate. Nevertheless, there is little chance that a
decision about diet will generate public contro-
versy. Diet is not determined by a collective
decision-making process, so people can interact
rather peacefully about it. The person who be-
lieves that avoiding meat is healthier or morally
correct can pursue such a diet without arguing
with the meat eater. Advocates of a meat diet
can find producers and grocery stores eager to
satisfy their desires. In fact, vegetarians and the
meat eaters can shop at the same stores, pushing
their carts past each other with no conflict. It is
the absence of collective decision-making that
permits this peaceful proximity.

The social harmony that results from a mar-
ket order should be of great interest to those
concerned with moral issues. People of very
different cultures, values, and world views can
live together without rancor under a system of
private rights and markets. A market order re-
quires only minimal agreement on personal
goals or social end-states.

In contrast, alternative institutional orders are
more oriented toward centrally determined
goals. The very existence of such orders re-
quires a more general agreement on what is
“‘good’’ for society. A centrally planned system
not relying on willing exchange of work for pay
must direct individuals to labor to achieve cer-
tain ends, and those ends are not necessarily the
same as workers or consumers would choose
freely. For instance, in the Soviet Union very
little freedom is allowed in occupational choice,
and once one has been assigned a job it is very
difficult to move to a different one.
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Another reason that a system based on pri-
vate property rights encourages social harmony
is that it holds people accountable for what they
do to others. Under a private property regime, a
person who injures another or damages- anoth-
er’s property is responsible for the damages,
and courts enforce this responsibility. The mere
knowledge that damage must be paid for leads
people to act carefully and responsibly. When
people are accountable for their actions, indi-
vidual freedom can be allowed.

In contrast, a centrally planned system holds
individuals far less accountable. Although in
theory the government is charged with enforc-
ing people’s rights, rights in such a system are
ill-defined and the government can and does
respond to the wishes of powerful people with
little regard for the rights or wishes of the pow-
erless. Even in democracies, if government has
the power to grant favors, powerful groups try
to use the government to take what they want.
What they take may have been worth far more
to those from whom it was taken.

Zero-Sum vs. Positive-Sum
Views of the World

Many objections to private property hinge on
income distribution. Well-intentioned people
often think that it is unfair for some to live in
luxury while others have very little. I am sym-
pathetic to the view that the affluent are morally
obligated to share their wealth with those who
have less. But that doesn’t mean that the state is
the appropriate agency for such redistribution.

A significant number of people who object to
the relative position of the wealthy do so be-
cause of a basic misapprehension about where
wealth comes from. They believe that those
who live in luxury do so at the expense of others
who live in poverty. In general this is not true.

The world is not zero-sum. That is, the
wealth of the world is not limited so that it has
to be divided up among everybody, with some
people getting more and others getting less.
While wealth can be obtained by taking it from
others, wealth also can be created by properly
motivated human action. When that happens,
wealth represents a net addition to the well-
being of a society. The significant increases in
per capita wealth since the Industrial Revolu-

tion have come about primarily through the cre-
ation of wealth, not by taking from others.

Under a set of well-defined and enforced
property rights, the only transactions people en-
gage in are ‘‘positive-sum’’ or wealth-creating
transactions, those that occur because all parties
to the transaction believe they will be better off
as a result. In a society where people have se-
cure rights to their property, they will exchange
property only voluntarily, and they will do so
only when they see the potential for improving
their situation. The people they are dealing with
will do the same—engage in transactions only
when they expect to be better off as a result.

A zero-sum world, where one accumulates
more wealth solely by decreasing the wealth of
others, occurs only in the absence of property
rights. In such a world people—either by them-
selves as brigands and thieves or through the
use of governmental power—can obtain com-
mand over resources without obtaining the con-
sent of the owners of the resources.

Some critics argue that many market transac-
tions are not voluntary, that some people are
forced by circumstances to enter into transac-
tions they don’t want. For instance, they argue
that an employer is exploiting workers by hiring
them at the lowest possible wage. Yet in a so-
ciety in which people act voluntarily, without
coercion, the acceptance of such an offer means
that no better wages are available. Indeed, the
employer is expanding the opportunities for the
unfortunate. A law mandating a $4.00 mini-
mum wage, for example, actually decreases the
opportunities for those whose work is worth
only $2.00.

The only way a government—as opposed to
the private sector, which acts through voluntary
giving—can help these people is to give them
wealth that it takes from someone else. Yet the
fact that wealth usually has been created by its
owners, not taken from others, weakens the
moral case for such redistribution. A person
whose creative effort adds to the stock of wealth
without decreasing the well-being of others
would seem to have a moral claim to that new
wealth.

Moreover, under a private property system
that relies on the market process, net additions
to wealth roughly reflect how much one has
added to the wealth of other people. In a market
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system, the only way to become wealthy is to
please others, and the way to become very
wealthy is to please the masses. Henry Ford
catered to the masses with his automobile, sat-
isfying their need for relatively cheap transpor-
tation, and he became immensely wealthy. In
contrast, Henry Royce chose to serve only those
with high incomes by producing an expensive
automobile, and he did not become nearly as
rich. To penalize people who carry out actions
like Henry Ford’s by forcibly taking large
amounts of their income seems perverse.

Unfortunately, the mistaken zero-sum view
of the world is quite prevalent. Many partici-
pants in discussions about Third World poverty
believe that if only the wealthy nations weren’t
so well off, the poor nations would be richer.
Although it certainly is possible that some of the
wealth of some people has been taken from oth-
ers, this is not usually the case. And if such
takings occur, the solution is to move to a re-
gime that protects people’s rights to their prop-
erty.

Ironically, the view that the world is zero-
sum often makes conditions worse. Proponents
of the zero-sum view usually favor large-scale
political reallocation of rights. Such realloca-
tion encourages, indeed requires, that every-
body enter the fray. War is expensive whether it
occurs on the battlefield or in the halls of Con-
gress. When government has the ability to hand
out numerous favors, many citizens compete
for these favors, while others lobby vigorously
to retain their assets. Typically, the net result is
less wealth remaining after reallocation than be-
fore reallocation.

Power

The gravest injustices in the history of man-
kind have occurred when some people have had
excessive power over others. This power some-
times has been economic and at other times po-
litical, but in either case the ability to control
others’ choices has caused enormous suffering.
What sorts of institutions best fragment power
and prevent some people from holding too
much sway over the lives of others?

This question must be answered in the con-
text of a realistic understanding of how the
world operates. Whatever institutional arrange-

ments exist, some people will be more powerful
than others. The relevant issue is not what set of
rules keeps people from having any control over
others, but rather what institutions best limit the
accumulation of power.

History is replete with examples of the mis-
use of coercive power in the hands of the state.
One should therefore be suspicious of institu-
tional arrangements that rely upon massive con-
centrations of power in the hands of the state,
even though the explicit goal is to correct for
injustices in the private economy. Societies
without private property rights concentrate
large amounts of power in the hands of a few,
and that power traditionally has been badly
abused.

A strong case can be made for an institutional
order under which the state enforces clearly de-
fined rules that keep people from imposing
costs on others without their consent, but one in
which the state is also limited in terms of the
costs it can impose on individuals. A society
where the government is responsible for defin-
ing and enforcing property rights, but where its
role is also constitutionally limited, represents a
viable combination. Such a system fragments
power and restrains people from imposing costs
on others without their consent.

Conclusion

A private-property, market system has much
to recommend it. A system is more moral if it
holds individuals accountable for their actions
and encourages them to help others than if it
allows them to impose costs on others without
their consent.

This is not to argue that a market system can
serve as a replacement for a society in which
people act on the basis of moral conscience.
Individual morality certainly will enhance cap-
italism, as it would any system. Honesty, com-
passion, and empathy make our world more liv-
able whatever the institutional arrangement.
Capitalism is not inimical to these qualities.
When alternative economic systems are evalu-
ated within a moral framework, sound reasons
emerge for favoring private property rights and
markets. Markets and morality can serve as
useful complements in maintaining a just so-
ciety. 0
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Taxation

Versus Efficiency

by Richard Jones

dam Smith appreciated specialization.
AIn The Wealth of Nations he cited the

example of pinmakers. By Smith’s es-
timate an eighteenth-century pinmaker could
produce, working by himself, fewer than 20
pins a day. However, by dividing the tasks in-
volved in pinmaking, and with the aid of some
specialized tools, 10 pinmakers could turn out
48,000 pins a day—or about 4,800 per worker.

In our day a skilled plumber can assemble
pipes more efficiently than a carpenter. Not
only does he have more experience at his job,
he has specialized tools. By the same token a
carpenter can frame a house more efficiently
than a surgeon. And that surgeon can perform a
heart bypass operation better than a mechanic.
And the mechanic can . . . well, you get the
idea. Specialization increases efficiency. Effi-
ciency increases productivity. Productivity in-
creases abundance.

All this should be obvious to anyone.

Well, almost anyone. It doesn’t seem so ob-
vious to those who tax us.

Consider an example. Bob the Baker wants
to build a new house. His plans call for a rela-
tively modest structure costing $60,000. Going
by a rule of thumb, Bob knows that half of the
$60,000 will go for materials, the other half for
labor. The $30,000 for labor represents twelve
months’ work, say that of three framers for two

Richard Jones is a winemaker/writer who built his own
house in Sapello, New Mexico.

months each, a cabinet maker for two months,
a plumber for a month, an electrician for a
month, a painter for a month, and a roofer/floor
mechanic for a month. Twelve months of labor
for $30,000.

As a hard-working baker, Bob earns $30,000
a year. Over the past five years he has saved the
$30,000 to pay for the materials. Now you
would suppose that since he earns $30,000 a
year, he can work a year, give the builders that
$30,000 and have his new house paid for.

Right?

Wrong.

Of his $30,000, Bob must turn over approx-
imately half to Federal, state, and local govern-
ments in direct and hidden taxes. He faces sales
taxes, property taxes, excise taxes, Social Se-
curity taxes, amusement taxes, state and Fed-
eral (and perhaps even city) income taxes—
indeed taxes on virtually anything you can think
of. By the time Bob finishes paying his direct
and indirect taxes he has about $15,000 of his
$30,000 left. Consequently, after taxes it will
take him two years, not one, working as a baker
to pay the workmen to build his house.

But suppose Bob is pretty handy with tools.
He has learned a little bit about carpentry,
plumbing, and wiring. The roofing and flooring
he can figure out when he gets there. By his
estimate Bob can build the house by himself in
18 months. That’s six months more than the
combined labor of his specialists. Bob figures
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that he can quit his job as a baker, spend 18
months building his house, then go back to
work baking the last six months of the second
year and come out $7,500 ahead (after paying
$7,500 in taxes on his $15,000 income).

Bob stashes his bread pans and shuts down
his ovens. He saws and nails and plumbs and
wires for 18 months. His house is finished.

Compared to hiring specialists to do the
work, Bob not only has his new house, but an
extra $7,500, too. Everything’s okay, right?

Well, it may be as far as Bob is concerned,
but what about the economy as a whole? Eigh-

|

teen months of work went into building a house
which should have consumed only twelve
months of labor. Six months of lost production
means that fewer goods are produced. The
economy suffers a net loss.

Whether taxation discourages the employ-
ment of carpenters or mechanics, of electricians
or plumbers, the results will be the same. The
more taxation discourages the advantages of
specialization, the fewer goods will be pro-
duced. High taxes might appeal to some people,
but they would seem plain foolish to the keen
mind of Adam Smith. O
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Myths of the Rich Man

by Joseph S. Fulda

hen privatization is contemplated for

such necessaries as potable water or

the streets, the discussion is often
clouded by fear of what ‘‘the rich man’’ who
provides the resources might or might not do.
The rich man might acquire all the drinking
water and let no one else drink, or all the streets
and let no one emerge from his house. Or the
rich man might charge a small fortune for a
glass of water or an afternoon walk on the
streets, with none to stop him, since he is the
owner. The rich man, it is further feared, might
provide no water and build no streets. If the
state does not provide for us by marketing these
resources, perhaps no one will, and society will
perish.

These fears are little more than myths. After
all, there are plenty of other things we need—
food, clothing, shelter—and yet none of the
fears people have of the rich have materialized
in any free market system. Economics teaches
us why these fears are fallacious, and since they
are nevertheless so prominent in discussions of
privatization among the general public, it is
well to review those teachings here.

Society is not at the mercy of the malevolent
rich man controlling its necessities. A man who
holds vast reservoirs of water or large parcels of
land and makes no economic use of it out of
spite (and it is fear of spitefulness that is behind
this myth) will soon find the management costs
of his properties causing him to lose all. The

Joseph S. Fulda is an assistant professor of biomathemat-
ical sciences at the Mt. Sinai School of Medicine and re-
sides in Manhattan.

water will lose its potability, the pipes will be-
come rusty, and the whole system will become
worthless; the streets will fall into disrepair and
require endless reconstruction. Certainly that is
not how the rich man acquired his wealth!

But, still, what if? All that will happen is that
large holdings of real estate will be converted to
streets and reservoirs by others, rich or poor. As
long as free entry—competition—is allowed,
the rich man who has but will not market spites
only himself and will lose his fortune. Someone
else will see the need, convert his property to
the now-more-marketable use and take the rich
man’s erstwhile profits away.

Nor can the rich man buy up all the streets or
reservoirs and charge arbitrarily large sums for
these necessaries. As he raises the price, con-
version of other resources to these purposes be-
comes more attractive. Furthermore, substi-
tutes, once far too expensive even to be
contemplated let alone developed, begin to be-
come attractive as well. All it takes is one per-
son with a vision—be he rich or poor—and the
consumer demand for a water-substitute or a
street-substitute will be satisfied. As Julian Si-
mon demonstrated in The Ultimate Resource,
the human mind, throughout history, has been
uniformly able to find alternatives which satisfy
the very same need as some resource previously
thought to be indispensable.

Finally, we must remark that the situation
itself—a malevolent rich man monopolizing all
but providing none, or providing only at impos-
sibly steep prices—is most artificial. People are
not like that. Besides, empirical studies have
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shown that as capitalist society progresses, the
distribution of resources and funds for capital
tends to become more diffuse and mobile. It is
therefore doubtful on both psychological and
economic grounds whether (without state grants
of monopoly power or the equivalent) the sce-
narios that underlie the myths of the malevolent
rich man could ever come to pass. But the free-
dom-lover may rest assured that even if such
concentrations of wealth and malice somehow
did befall society, all that would occur is ad-
justment—the redistribution and reallocation of
natural resources, capital, labor, and entrepre-
neurial talent—nothing worse than a temporary
inconvenience for the masses, coupled with
special opportunities for those who would turn
the situation to their advantage.

Nor does society, to consider the opposite
fear, depend on the beneficence of the rich man
to provide its necessities. Were none of the rich
interested in providing water or streets, the poor
aspiring to become rich would provide, al-
though perhaps not in large quantities mediated
through big corporations.

Perhaps water would be sold by local ven-
dors. Perhaps streets would be owned by the

homeowners and shopkeepers on the block, in
small lots. Or perhaps workers would acquire
streets in their neighborhood with their union
pension funds, an investment linked to the gen-
eral economic performance of the area, much
like stocks or bonds. I repeatedly say
“‘perhaps,’’ for no one can know just how the
market arrangements for, say, water and streets
would work out.

But work out they would—the price system
guarantees it. As water and streets become
scarcer their prices will rise. As prices rise, the
opportunities available for entrepreneurs will
become increasingly irresistible. In a society
with an economy in which everyone is free to
take advantage of the available opportunities,
one need not worry about the do-nothing rich
any more than the spiteful rich.

Again, of course, the situation is artificial.
Those with the most capital acquired their
riches by taking advantage of opportunities, not
by ignoring them. But even if somehow the rich
will not provide, things will work out as new
entrepreneurs replace the old rich and exercise
their resolve to provide and thus be provided
for. g

Promoting Competition

IDEAS
ON
LIBERTY

e

of the free society are observed — when everyone possesses the

basic rights of private property and freedom of contract. Compe-
tition is not a mode of conduct that anyone has to promote institutionally.
It develops naturally and necessarily among persons who are free to pursue
their own interests. Whatever one’s personal interest or objective may be
— businessman, sculptor, or preacher — the consequence of pursuing it
puts him in competition with all who share that objective. That being the
case, preoccupation with promoting competition is at best a diversion of
effort which could have been used to protect private property and freedom

B y competition, I refer to a situation that exists when the basic rules

of contract.

—SYLVESTER PETRO
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A REVIEWER'’S
NOTEBOOK

The Life of
Herbert
Hoover

by John Chamberlain

¢ ood will win the war.”” So we were
Ftold in 1917 by Herbert Hoover, who
was just home after a three-year period
of feeding Belgian and French civilians who
were trapped in back of the contending Allied
and German armies. Accordingly I signed up to
work on a school farm in Windsor, Connecti-
cut, where I did my bit by shingling a hen house
roof and chopping stumps out of a field destined
for corn. At the age of fourteen I was sure that
Hoover was a man for the ages.

I was not so certain at a later age, when
Hoover, as President, couldn’t contend with
what he called ‘‘the Mississippi Bubble of
1927-29.”” We forget that Hoover, in the White
House, pioneered many of Franklin Roosevelt’s
New Deal devices. His Reconstruction Finance
Corporation tried to save weak banks, his Fed-
eral Reserve Board bought millions of govern-
ment notes in the open market, his Farm Board
tried to prop up wheat prices. His excuse was
that he had to compete with Europe in a world
that had lost touch with Adam Smith. Roosevelt
beat him at the polls in 1932, partly by a prom-
ise to balance the budget. Then Roosevelt pro-
ceeded to double Hoover’s New Dealism in
spades.

George H. Nash, the able historian of Amer-
ican conservatism, is doing a multi-volumed
life of Hoover. He will be wrestling with the

contradictory White House career of Hoover,
the ‘‘chief,”” at some later date. We have al-
ready had a remarkable account from his pen of
Hoover’s pre-1914 days as a mining engineer
all over the world, from the Australian ‘‘out
back’’ to Burma, Siberia, and northern China at
the time of the Boxer Rebellion. Hoover was a
great competitor then. He made his million,
dominating his ventures in silver and other met-
als from a London office, and was ready for
public service when the outbreak of war came in
August of 1914.

Nash’s current installment of the Hoover
saga is called The Life of Herbert Hoover: The
Humanitarian, 1914-1917 (New York: Norton,
497 pp., $25.00). It is a wonderfully researched
story of a venture in practical benevolence that
belies Hoover’s outward demeanor of cold-
hearted efficiency.

In the beginning, when he was setting up his
CRB, or Commission for Relief in Belgium,
Hoover was threatened with competition from
the Rockefeller Foundation. The Swiss also had
ideas of getting into the act. But Hoover insisted
on a monopoly. He couldn’t quite have it all his
own way. The Spanish diplomat Villalobar and
the Belgian banker Emile Francqui dogged him
for three years. There had to be an agency in-
side Belgium to help distribute food in German-
occupied territory. But by February of 1915 the
British Admiralty and the Germans, with
French concurrence, agreed that only a Hoover
could properly coordinate tens of thousands of
people on several continents in saving
9,000,000 Belgians and a much smaller number
of Frenchmen from starvation.

The tens of thousands in the Hoover organi-
zation included volunteer fund-raisers in Amer-
ica, Australia, Canada, Great Britain, Italy, and
Spain; farmers, bankers, accountants, shippers,
and grain merchants in the U.S.; the crews and
owners of dozens of cargo ships crossing the
oceans to British ports and Rotterdam in Hol-
land; diplomats in Madrid and Berlin and Le
Havre; stevedores operating 600 tugs and
barges along canals from Rotterdam into Bel-
gium, where 40,000 volunteers stored the food
in regional warehouses for distribution to hun-
gry people in more than 2,500 communes.

Hoover, says Nash, appeared to sense the
epic actualities of his endeavor as early as
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March of 1915. To a Belgian priest he wrote:
““To beg, borrow and buy nearly $1,800,000
worth of food every week; to ship it overseas
from America, Australia, the Argentine and In-
dia; to traverse three belligerent lines; to trans-
port it through a country with a wholly demor-
alized transportation service; to distribute it
equitably to over 7,000,000 people; to see that
it reaches the civilians only and that it is adapted
to every condition from babyhood to old age

. is a labour only rendered possible by the
most steadfast teamwork on the part of all. . . .
We are under daily zealous surveillance of all
the governments involved; . . . we maintain an
investigation department of our own . . . and
we have the right to demand the absolute con-
fidence and support of our fellow country-
men.”’

Hoover, if he had written to the Belgian
priest again in 1917, would hardly have
changed a word in his estimation of what he had
done. But the difficulties of traversing belliger-
ent lines were multiplied by the shifting attitude
of the Germans in regard to submarine warfare.
The sinking of the Lusitania, and the turn to
unrestricted attacks on all shipping into British,
Dutch, and French ports, forced Hoover to fight
the Germans to obtain respect for the symbol
CRB on the sides of his ships. The matter was
never really settled.

Hoover’s blunt ways of operating did not sit
well with Brand Whitlock, the American am-
bassador to Belgium. Whitlock understood
Hoover’s virtues, but couldn’t regard the eter-
nal squabbling with Francqui over jurisdiction
inside of Belgium with equanimity. He came
almost literally to dislike Hoover. For his part,
Hoover thought Whitlock was something of a
weakling. He would have called him a wimp if
he bad known the word.

Hoover had to get along with the French and
British governments to get regular subsidies for
his ‘‘practical institution.’” But, although he as-
pired to play a big part in the Wilson adminis-
tration once we were in the war, he regarded
most governments as obstacles to be shunted
aside. His way of dealing with governments in-
volved him in undercover operations to plant
stories in the press of two continents. He was a
master of what we would now call media sub-
version. He ghostwrote articles for Ambassador

to Britain Walter Hines Page and for others in
embassy headquarters; he ‘‘edited’’ materials
for the Associated Press. With him, freedom of
the press was freedom to manipulate the press.

He did not butter up the young men who
worked selflessly for him. The most he would
say was a cool ‘‘well done.”” But his youthful
supporters loved him for his assumption that
good men should make correct decisions as a
matter of course.

The British had always to be reassured that
the Germans weren’t stealing neutral-intended
food from the regional warehouses. There were
‘‘angry egos’’ involved in the disputes about
possible thefts. The relief of Belgium depended
on German forbearance. This forbearance was
never total, but what there was of it sufficed.

Hoover’s one great disappointment was the
behavior of his good friend Lindon Bates, head
of the New York office. Bates feared Hoover
was guilty of infringing the Logan Act and mak-
ing foreign policy. No doubt he was. But
9,000,000 people remained alive. g

EQUITY AND GENDER
by Ellen Frankel Paul

Transaction Books, Rutgers University, New Brunswick, NJ
08903 * 1988 * 192 pages * $24.95 cloth, $12.95 paper

Reviewed by Clint Bolick

llen Frankel Paul’s new book may be
E greeted with skepticism: Why do we

need another book on ‘‘comparable
worth,”’” when that theory is deader than a door-
nail?

The answer is simple: rumors of comparable
worth’s well-deserved demise are greatly exag-
gerated. Though presently discredited as a via-
ble discrimination theory in Federal litigation,
comparable worth is very much alive in state
legislatures and in the hearts and minds of rad-
ical feminist groups and their allies.

As Paul notes, ten states have implemented
the results of comparable worth studies, and 20
have commissioned studies. Some states are
considering proposals to extend comparable
worth to the private sector. And Congress is
considering imposing comparable worth at the
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Federal level, at a potential cost of billions of
dollars. In a new administration, comparable
worth advocates may gain even greater momen-
tum.

Of course, it’s not called ‘‘comparable
worth’’ anymore, but rather the more benign-
sounding ‘‘pay equity.’’ But scratch the veneer
of pay equity and the same old beast emerges: a
concept that, as Paul describes it, would destroy
“‘the very foundation of our market-based eco-
nomic system.”’

Paul, who is affiliated with the Social Philos-
ophy and Policy Center at Bowling Green State
University, has a superb ability both to take
complex issues and translate them into English,
and to take simplistic rhetoric and explain its
serious ramifications. Since comparable worth
is at once both deceptively simple and enor-
mously complex, Equity and Gender provides a
vital tool with which to effectively defend the
market.

Paul begins with a dispassionate and compre-
hensive review of the arguments in favor of
comparable worth. She observes at the outset
that *“ ‘[e]lqual pay for equal work’ is not the
objective of the comparable worth advocates,
for that standard has been the law of the land
since 1963.”° Rather, they believe the market
“‘is corrupted by discrimination, for nothing
else can sufficiently explain discrepancies be-
tween women’s wages and men’s.”’

This discriminating ‘‘wage gap’’ can be re-
dressed, the theory holds, by a scientific assess-
ment of the objective worth of jobs to employ-
ers,“to which salaries would be calibrated.
Thus, Paul explains, ‘‘comparable worth pro-
vides the hope of a quick and easy fix for the
injustices foisted upon women by the
marketplace.”’

Paul then presents the arguments of compa-
rable worth opponents, which she observes are
primarily economic. The wage gap, they argue,
is created by the combined impact of women’s
job choices, expanding work-force options for
women, and entry by women into the labor
market in growing numbers. And, they add, the
wage gap is diminishing as women gain more
experience and enter traditionally male jobs.
Moreover, they argue that comparable worth
would be enormously expensive to implement,
thereby reducing America’s ability to compete.

Paul then turns to the progress of comparable
worth in the courts and legislatures, and finds
that while comparable worth has been dealt se-
rious setbacks in the courts, it is winning the
day in the legislative arena. The bulk of the
book thus comprises a useful summary of the
arguments pro and con and the future prospects
for comparable worth.

Paul concludes with her own views on the
issue, and comes down solidly in favor of the
market as the arbiter of salaries. Jobs do not
have inherent value apart from the market, she
argues. She concludes that comparable worth
‘‘depend[s] upon some rather dubious
assumptions’’ and ‘‘embrace[s] a view that is at
odds with our American tradition, [is] unper-
suasive as an ideal, and incapable of being put
into practice without chaotic results.”’

But the bottom line for Paul is that compara-
ble worth destroys the freedom of choice that
the market provides. She observes that the
‘‘women’s movement in the late 1960s and 70s
emphasized women’s capacity, women’s ability
to perform jobs traditionally monopolized by
men. Comparable worth sets a different agenda,
portraying women in an unflattering light that
enshrines their incapacity. Instead of encourag-
ing women to engage in new ventures, it con-
cedes that they will be secretaries, nurses, and
teachers for a long time to come and only asks
that they be paid more.”’

Nonetheless, Paul does not claim the moral
high ground for adversaries of comparable
worth. At the outset, Paul agrees with compa-
rable worth proponents that ultimately *‘justice
and equity must triumph over efficiency.’’ But
she fails to make the point strongly enough that
in bargaining over wages, these values go hand
in hand. While Paul seems to acknowledge that
purely utilitarian arguments are inadequate to
resist comparable worth, she does not present a
compelling moral argument in favor of the mar-
ket.

What defenders of the market must do is to
expose comparable worth as a paternalistic the-
ory that assumes women are incapable of suc-
ceeding on the level playing field guaranteed by
the present anti-discrimination laws. They must
also show it to be an elitist concept, denigrating
the value of blue-collar jobs. And they must
raise the Orwellian specter of a commission of
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‘‘experts’’ determining wages in some mystical
fashion and supplanting the will of individuals.
Paul makes these points, but not graphically
enough to recapture the terms of the debate.

These were the points I attempted to illustrate
when [ represented several female prison guards
in opposing the American Nurses Association’s
unsuccessful comparable worth lawsuit against
the State of Illinois in 1984-85. My clients were
women who defied societal stereotypes and
took on dangerous and unpleasant jobs in order
to earn higher wages—only to have a board of
experts conclude that entry-level secretaries
were ‘‘worth’’ more than prison guards. Such a
notion falls under the weight of its own absur-
dity.

Tactics like these betray comparable worth as
not a ‘‘women’s’’ issue at all, but as an issue of
government control versus individual auton-
omy. The dignity and freedom of women re-
quires the demise of comparable worth. Paul’s
book, thankfully, provides a wealth of ammu-
nition to hasten that demise. O

(Clint Bolick is director of the Landmark Legal
Foundation Center for Civil Rights in Washing-
ton, and author of Changing Course: Civil
Rights at the Crossroads [New Brunswick, NJ:
Transaction Books, 1988].)
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anks are in trouble. But an even greater

crisis lurks beneath the political surface,

on the university blackboards, and in
the principles texts and academic journals. Con-
sider the following argument, made recently by
David Warsh in the May-June 1988 issue of the
Harvard Business Review: ‘‘Money is funny
stuff. Like language, it has meaning only inso-
far as people agree to share it. Unlike language,
however, it requires supervision.’’

Here we have the ‘‘conventional wisdom,”’
accepted by virtually every politician and the
vast majority of professional economists.
Money is different. Money cannot manage it-
self. End of story.

Enter, or should I say ‘‘re-enter,”’ the Aus-
trians. Standing firmly on the intellectual shoul-
ders of Carl Menger, Ludwig von Mises, and
F. A. Hayek, George Selgin has boldly chal-
lenged the status quo in monetary theory. In his
recently published book, The Theory of Free
Banking, Professor Selgin argues that money
will, and must, manage itself.

Ever since Menger, the founder of the Aus-
trian school, wrote his Principles in 1871, Aus-
trian economists have been highly critical of
government involvement in the business of
money and banking. In Menger’s view, money
cannot be arbitrarily created by legislative fiat
precisely because it came into being as the un-
intended consequence of individuals seeking to
better satisfy their wants. Money, to be ac-
cepted widely, must be the product of voluntary
exchange.

Ludwig von Mises refined and extended
Menger’s monetary theory in The Theory of
Money and Credit, published in 1912. Employ-
ing his famous ‘‘regression theorem,’’ Mises
demonstrated that the value of money also
evolves through a historical process of human
interaction. According to Mises, the value of
money today is linked to the ‘‘price’’ of money
yesterday, and the expected value of money to-
morrow will be based on the ‘‘price’’ of money
today. When left alone by government, the
value of money is both dynamic (responsive to
ever-changing economic conditions) and stable
(linked with the remembered past and an imag-
ined future).

Because of its historical continuity, money
provides a reliable ‘‘unit’’ for economic calcu-
lation, the means by which the millions of in-
dividuals within a society are able to coordinate
their activities. This theoretical understanding
of the nature of money provided the Austrians
with a devastating critique of planning in gen-
eral and of central banking in particular.

Unfortunately, this rich tradition in monetary
theory was all but forgotten in the turmoil of the
Keynesian revolution. Divorced from the plans
and purposes of individuals, monetary theory
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was pushed deeper and deeper into the mystical
world of Keynesian ‘‘macro-economics.”’ The
intentions of individuals were replaced with
functional relationships between imaginary ag-
gregates—equations to be manipulated by gov-
ernment officials to serve government ends.

The appearance of The Theory of Free Bank-
ing signals a well-written, well-organized shift
in intellectual currents. Professor Selgin’s book
will shock some. I am delighted.

Soon after opening the book, the reader will
notice the quick precision of Selgin’s prose. Af-
ter a brief overview of a number of historical
episodes of free banking, Selgin moves directly
into a theoretical discussion of the evolution of
money and banking. Here, Menger’s influence
is strong and obvious.

The second part of the book develops the
notion of ‘‘monetary equilibrium,’’ borrowed
from economists such as J. G. Koopmans,
Gottfried Haberler, Fritz Machlup, and Dennis
Robertson. This is the idea that there is both a
demand for and a supply of bank notes which
must continually adjust toward a coordinated
equilibrium.

Selgin fuses the theory of monetary equilib-
rium with the Austrian critique of central bank-
ing as developed by Mises and Hayek. Central
banking, they argued, is neither responsive nor
stable. Besides the obvious political incentives
which discourage sound money management
within a central banking system, central bank-
ers simply cannot obtain the relevant knowledge
required to match the supply of money with
money demand. '

Only market competition and competitive
note issue, Selgin concludes, provide both the
incentives and information necessary to main-
tain monetary equilibrium. Free banking is the
only monetary system that can properly adjust
to changes in the market demand for bank notes
without flooding the market with unneeded, un-
backed paper currency. Selgin reminds us that
fractional banking, when disciplined by free
competition, provides an altogether superior al-
ternative to centralized control and supervision.

While Mises might have objected to the use

of such a mechanical metaphor, the insight of
‘“‘monetary equilibrium’’ is clearly consistent
with the Austrian understanding of money—
even more so than Selgin is willing to admit. In
The Theory of Money and Credit, Mises defined
inflation as ‘‘an increase in the quantity of
money . . . that is not offset by a corresponding
increase in the need for money. . . .”’ Further-
more, ‘‘deflation . . . signifies a diminution of
the quantity of money . . . which is not offset
by a corresponding diminution of the demand
for money. . . .”’

The difference between Selgin and Mises ap-
pears to be one of emphasis. We can quibble
over the proper interpretation of Mises on this
point, but the fact remains that the real-world
problem confronting Mises during the years he
wrote was the rampant inflation generated by
the central banks of both Europe and the United
States. Naturally, Mises emphasized the distor-
tive effects of an over-supply of money. But he
also saw the solution, arguing in 1949 in Hu-
man Action that ‘‘free banking is the only
method available for the prevention of the dan-
gers inherent in credit expansion.”’ According
to Mises, there was ‘‘no reason whatever to
abandon the principle of free enterprise in the
field of banking.”’

Either way, the importance of Selgin’s con-
tribution should not be underrated. Mises did,
in fact, tend to neglect the importance of ‘‘the
demand side’’ of money. With the publication
of The Theory of Free Banking, Selgin joins a
small but growing number of economists who
seek to revive and extend the forgotten Austrian
tradition of free banking. I am thinking also of
F. A. Hayek (Denationalization of Money),
Hans Sennholz (Money and Freedom), and
Lawrence White (Free Banking in Britain).
With books such as Selgin’s, there is hope for
the future of ideas and our banking system. [1

(Matthew Kibbe is a doctoral student in eco-
nomics at George Mason University and a fel-
low at the Center for the Study of Market Pro-
cesses.)
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PERSPECTIVE

Economics and Ecology

Only under certain institutional arrangements
do we find complementarity between economic
and ecologic goals. Specifically, only institu-
tions that tightly link authority to act with re-
sponsibility for the outcome of the action foster
both. Political management often weakens or
eliminates the link between authority and re-
sponsibility.

One good way to produce these benefits is to
design institutions that rely upon clear and en-
forceable property rights which can be freely
exchanged. A free market promotes such ex-
change. For example, such a system holds peo-
ple and firms accountable for the costs of pol-
lution. It also permits them to capture the
benefits of sound environmental management,
as International Paper has done, by blending
wildlife and timber management. In this way,
the reforms advocated by *‘free market environ-
mentalists’’ encourage entrepreneurship as in-
dividuals face incentives to seek more efficient
and valuable outcomes.

—JoHN A. BADEN, Chairman
Foundation for Research on
Economics and the Environment

Automotive Genius

Who rules the marketplace? Consider this ex-
cerpt from ‘‘Charles Kettering: Automotive
Genius,”’ by Mark Bernstein, in the July 1988
issue of Smithsonian:

““When Kettering joined General Motors in
1920, the sales figures and efficiency of GM’s
array of vehicles badly trailed Henry Ford’s sin-
gle Model T. By 1927, the organizational bril-
liance of GM’s celebrated president, Alfred P.
Sloan Jr., coupled with a plethora of improve-
ments from Kettering’s busy lab, had helped
drive the Model T into retirement. With a Ford,
went the inevitable wisecrack, you could have
any color you wanted, provided it was black. At
GM, you could have all sorts of colors. And
you could have higher horsepower for more
zoom, and the new °‘balioon’ tires for a
smoother ride, as well as all the other improve-



ments that made each year’s model comfier
than last year’s.

‘‘ Americans loved it, turning the nation into
the world’s first automotive society. To the
Boss [Kettering], this was the test that mattered;
not results in the laboratory, but response in the
marketplace, which Kettering unquestionably
believed consumers ruled. Once the public saw
something better, Kettering held, it would settle
for nothing less. Henry Ford once told Ketter-
ing that the Model T would never adopt a self-
starter. Kettering replied, ‘Mr. Ford, that is
something you yourself are not going to have
anything to say about.” *’

Man Alone

There is a qualitative distinction between the
behavior of an individual and that of the human
crowd in an extreme situation. A people, na-
tion, class, party, or simply crowd cannot go
beyond a certain limit in a crisis: the instinct of
self-preservation proves too strong. They can
sacrifice a part in the hope of saving the rest,
they can break up into smaller groups and seek
salvation that way. But this is their downfall.

To be alone is an enormous responsibility.
With his back to the wall a man understands: “‘I
am the people, I am the nation, I am the party,
I am the class, and there is nothing else at all.”’
He cannot sacrifice a part of himself, cannot
split himself up or divide into parts and still
live. There is nowhere for him to retreat to, and
the instinct of self-preservation drives him to
extremes—he prefers physical death to a spiri-
tual one.

And an astonishing thing happens. In fight-
ing to preserve his integrity, he is simulta-
neously fighting for his people, his class, or his
party. It is such individuals who win the right
for their communities to live—even, perhaps, if
they are not thinking of it at the time.

““Why should I do it?’’ asks each man in the
crowd. ‘I can do nothing alone.”’

And they are all lost.

“If I don’t do it, who will?’’ asks the man
with his back to the wall.

And everyone is saved.

—VLADIMIR BUKOVSKY
““The Soul of Man Under Socialism’’

PERSPECTIVE
Soviet Agriculture

In a speech calling for farmers throughout the
Soviet Union to be freed from the state-run sys-
tem of collective agriculture, Mikhail Gor-
bachev remarked:

‘‘Comrades, the most important thing today
is to stop the process of depeasantization and to
return the man back to the land as its real
master.”’

—The New York Times,
October 14, 1988

Facing the Facts

At Phoenix House, the highly regarded drug-
rehabilitation center in New York, a typical
therapy group will start out by listening quietly
to all the victim chatter of a recently arrived
addict. Then someone will say something like:
“It isn’t your mother or society or even the
pushers who put the needle in your arm. You
did.”’ And therapy starts from there.

—JouN LEo, writing in the October 17, 1988
issue of U.S. News & World Report

A Vital Difference

American borrowing from abroad in the 19th
century bore little relation to our rising indebt-
edness of the 1980s. When foreign investors in
the 19th century bought stocks and bonds from
our companies, the money generally was put to
productive use. In many cases, the profits from
those enterprises far exceeded the cost of the
capital that was provided.

In contrast, in recent years the U.S. Treasury
has been borrowing heavily abroad to finance
deficits arising from rapid expansions in de-
fense outlays, entitlements, farm subsidies, and
interest payments. No matter how socially wor-
thy or politically necessary those items of fed-
eral expenditure may be, they represent current
consumption. These federal expenditures are
not investments that generate a future return to
repay or even cover the interest on the Treasury
securities issued to help finance them.

—MURRAY WEIDENBAUM
Center for the Study of American Business
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How Smart Is

Big Brother?

by James L. Payne

ne of the attractions of government as a

problem-solver is its presumed advan-

tage in information and technical ex-
pertise. We tend to assume that government
will be better informed than anyone else, and
therefore better able to deal with the complex
problems of our age.

To some extent, this faith in government is
just a blind, primitive trust. For centuries, men
were conditioned to believe that the king was
always right. He was supposed to be God’s
agent, and therefore he knew better than anyone
else what was good for the country. We have
done away with kings, but an aura of divine
wisdom still surrounds the state and its officials.
When you complain about a law, someone is
likely to say, ‘‘But Congress wouldn’t have ap-
proved it if it weren’t right.”’

Another reason we attribute extraordinary
powers to government is its size. We assume
that the larger an organization, the more it
knows. After all, aren’t two heads better than
one? By this logic, a government agency with
thousands of employees must have enormous
knowledge.

Normally, we don’t get a chance to check this
belief in governmental wisdom, since govern-
ment agencies rarely put what they know into
testable form. A recent General Accounting Of-
fice (GAO) study of the Department of Agri-
culture for the years 1972 through 1986, how-
ever, has uncovered a case where an agency

James L. Payne has taught political science at Yale, Wes-
leyan, Johns Hopkins, and Texas A&M. His latest book,
The Culture of Spending, examines the popular arguments
for big government.

took, in effect, a quantitative test of its knowl-
edge. The results are dismaying.

Each year, the Department of Agriculture at-
tempts to estimate how much all the farm sub-
sidy programs are going to cost, so that it can
submit its budget requirements to Congress. To
arrive at this figure, it employs an extensive
procedure involving 18 sub-units within the De-
partment. These different offices funnel infor-
mation into the decision-making process: pro-
jected supply and demand for commodities,
projected prices for commodities, farmer par-
ticipation in various programs, and so on.

The expense of operating this system easily
runs into the millions; depending on how you
do the accounting, it may be as much as 100
million dollars each year. For example, one unit
in the process is the Foreign Agricultural Ser-
vice; its 1985 budget was $86 million. A $2
million World Agricultural Outlook Board also
plays a role, as does the Agricultural Stabiliza-
tion and Conservation Service ($119 million)
and the Agricultural Marketing Service ($32
million), not to mention budget offices, under-
secretaries, and assistant secretaries. Arriving
at agricultural projections isn’t the only func-
tion of these bodies, but it is one of their major
responsibilities.

With all these resources, how well does the
Department of Agriculture do in forecasting its
commodity subsidy costs? The GAO found the
Department’s budget estimates were ‘‘substan-
tially incorrect,’” with an average absolute error
of 4.3 billion dollars. To put this figure in per-
spective, if you predicted that this year’s costs
would be the same as last year’s, your error
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always have
something to
defend or
sell, and this
prompts their
employees to
distort facts and
estimates.

would have been 4.1 billion. In other words,
the most simple-minded extrapolation would
have done a better job in predicting the Depart-
ment of Agriculture’s commodity expenditures
than the Department’s own multi-million dollar
forecasting organization!

Government, it appears, may not be smart at
all. If the experience at the Department of Ag-
riculture is any indication, its intellectual com-
petence rates below that of an ordinary citizen.
Why should this be? The problem is not with
the intelligence of the public officials them-
selves. Individually, they are as bright as the
rest of us. It is the system in which they func-
tion that produces the feeble-mindedness.

First, government information systems are
biased. Government agencies always have
something to defend or sell, and this prompts
their employees to distort facts and estimates.
The cumulative result of these distortions can
be whopping misconceptions about the world.

In the case of the Department of Agriculture,
it wants Congress and the public to approve of
its subsidy programs. It wants to make these
programs seem less expensive, so people won’t

Government agencies

[N
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be shocked by the high price. This bias encour-
ages officials in the budget forecasting process
to underestimate: over the years, the average
net error in the commodity budget forecasts has
been $3.1 billion below the actual cost.

The second problem with government infor-
mation systems is size. It is not true that more
people means more knowledge. Useful knowl-
edge about what will happen in the world
doesn’t come from just coliecting more and
more facts and opinions in one building or in
one report. It involves rejecting points, too,
leaving aside that which is unsound, mislead-
ing, or irrelevant. Large entities typically lack
this ability to discriminate. Every cook is given
a chance to spoil the broth. In the Department of
Agriculture’s forecasting system, the inputs
from the different sub-agencies all go into the
final estimate, yielding an unfocused blend of
true, false, and irrelevant.

When it comes to knowing things, govern-
ment agencies are inherently flawed. Those
who are looking to the intelligence of govern-
ment to solve our problems may be waiting a
long time. O
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Why Deny Health Care?

by Robert K. Oldham

ost Americans would agree that

‘“‘Health care should be available

equally to everyone.”” But now the
thesis of equal availability of health care is be-
ginning to translate into a sub-thesis of “‘If ev-
eryone can’t have a health-care service, then no
one should have it.”’

Recent medical advances have made avail-
able a variety of in-depth approaches to the
treatment of serious disorders such as cancer,
AIDS, and major organ failure that allow for
correction, or a research-based attempt at cor-
rection, of the disorder. Transplantation brings
forth a large number of potential recipients, a
small number of donors, and huge costs for
each kidney, heart, or liver transplant. These
transplant stories are often in the news and may
involve distressing reports of the need for a
transplant in a child, a young mother, or a pro-
ductive, breadwinner father.

The relative infrequency of the transplant di-
lemma has been a major saving grace. Our sym-
pathies go to each patient, and many of us have
contributed to help a specific patient. No effec-
tive system-wide solution to the limited avail-
ability of this expensive technology has come
forth.

Robert K. Oldham, M.D. is Chairman and Scientific Di-
rector of Biotherapeutics Inc., based in Franklin, Tennes-
see, a firm which conducts cancer research for patients in
the private sector.

Dr. Oldham is Director of the Biological Therapy Insti-
tute where he conducts clinical trials of new treatments for
cancer patients. He was the first director of the National
Cancer Institute’s Biological Response Modifier Program.
His articles have appeared in numerous publications, in-
cluding The New England Journal of Medicine and The
Wall Street Journal.

Individuals who can afford to pay for these
transplants represent a major revenue stream for
hospitals with transplant services. There is little
discussion when the individual has the capabil-
ity to pay for a transplant. Is it not a wonder that
the issue of restricting availability to those who
can afford the transplant hasn’t been raised by
ethicists? There has been broad negative reac-
tion to the idea of ‘‘selling’’ organs, but trans-
plant programs go forward when organs are
available for individuals who can pay for the
procedure.

More difficult is the issue of a new cancer
treatment or a new approach to the devastating
problem of AIDS. In both of these situations,
there has been much discussion about access
and opportunity, the cost of research and med-
ical services, and the issue of availability. Gov-
ernment and university officials have often
voiced the view that a certain number of re-
search-based approaches should be available
through their hospitals. Individuals should line
up and wait for the opportunity to avail them-
selves of these research services.

Such a system resembles the National Health
Service of Britain, except that in the United
States, contacts, political pressure, and money
often can abridge a system of equal opportunity
for all. One is reminded of kidney dialysis in its
early days—an expensive technology for which
committees were created to judge the worthi-
ness of individuals in need. In spite of such
committees, patients with resources were gen-
erally able to avail themselves of dialysis.

Once rejected from such a system or once on
a too-long waiting list with too little time, why
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restrain an individual with resources from pur-
suing private options? It would seem obvious
that an individual with resources should be able
to use those resources as he or she sees fit,
while alive and able to make rational decisions.
Yet, there is an increasing call to restrain such
individuals from pursuing private-sector oppor-
tunities to gain access to new medical technol-
ogies for the treatment of cancer or AIDS.
The arguments go something like this: ““If a
medical service isn’t available for everyone,
should it be available for a few? Isn’t it uneth-
ical or morally repugnant for someone with as-
sets to be able to pursue a new, research-based
treatment approach when others, without these
resources, cannot? Shouldn’t there be restraints
on the private sector in the delivery of medical
services to those who wish to pay for them?”’
This thought process would indeed be bizarre
if it were applied to a vital product such as food.
At the moment, no one is crying foul if some-
one with resources chooses to eat more than the
minimum daily requirement. In a similar man-
ner, there has been no call to restrict the avail-
ability of air conditioners for those who wish to
purchase them in spite of the obvious health
advantages of air conditioning to the sick and
elderly who can’t afford them. There has been
no call to remove private rooms or executive
suites from hospitals where they are available to
patients with resources. There has been no call
to restrain travel by those who wish to fly to

Switzerland or Italy or to a distant clinical fa-
cility within the United States for specialized
medical care.

Different Standards of Ethics?

As a physician, I often receive calls from
individuals who ask if I have access to a spe-
cialized technology, a research-based approach,
for the treatment of a relative. I am struck by the
fact that the individual, often a practicing phy-
sician, has not called me about his patients. I
am struck that such individuals often work in
government or universities. Some have been
openly critical of private-sector systems of can-
cer research that might provide opportunities
for those with the resources to afford them—
until someone close needs access and opportu-
nity. What are the ethics of one standard for a
relative and a different approach for a patient?
This curious schizophrenia between the idea
that everyone should have equal access, but that
if everyone can’t have it, no one should, repre-
sents a dangerous thought process.

To translate that to a system where no one
can have access to more health care beyond a
set standard would be a grievous error. Such
thinking outside of the health field is clearly
anomalous. Let’s not apply a unique standard to
health-care services, but let’s apply the same
rules of logic to all basic services that individ-
uals might use, given their resources. d

Arguments Against Socialized

Medicine

IDEAS
ON
LIBERTY

oo

t is a mistake for the government to consider the problems of the sick

Iapan from those of society as a whole. .

. . the broader problem is, in

a moral sense, one of promoting respect for the individual and the
furtherance of initiative and self-providence; in an economic sense, one of
increasing production for the benefit of all citizens; and in a political sense,
one of removing government as a battlefield for special favor and substi-
tuting cohesion and solidarity for division and disintegration.

—DARRYL W. JOHNSON, JR.
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Socialized Medicine: The
Canadian Experience

by Pierre Lemieux

r' I .1he Canadian public health system is of-
ten put forward as an ideal for Ameri-
cans to emulate. It provides all Canadi-

ans with free basic health care: free doctors

visits, free hospital ward care, free surgery, free
drugs and medicine while in the hospital—plus
some free dental care for children as well as free
prescription drugs and other services for the
over-65 and welfare recipients. You just show

your plastic medicare card and you never see a

medical bill.

This extensive national health system was be-
gun in the late 1950s with a system of publicly
funded hospital insurance, and completed in the
late 1960s and early 1970s when comprehen-
sive health insurance was put into place. The
federal government finances about 40 percent
of the costs, provided the provinces set up a
system satisfying federal norms. All provincial
systems thus are very similar, and the Quebec
case which we will examine is fairly typical.

One immediate problem with public health
care is with the funding. Those usually attracted
to such a “‘free’” system are the poor and the
sick—those least able to pay. A political solu-
tion is to force everybody to enroll in the sys-
tem, which amounts to redistributing income
towards participants with higher health risks or
lower income. This is why the Canadian system
is universal and compulsory.

Even if participation is compulsory in the
sense that everyone has to pay a health insur-
ance premium (through general or specific
taxes), some individuals are willing to pay a

Mr. Lemieux is an economist and author living in Montreal.

second time to purchase private insurance and
obtain private care. If you want to avoid this
double system, you do as in Canada: you leg-
islate a monopoly for the public health insur-
ance system.

This means that although complementary in-
surance (providing private or semi-private hos-
pital rooms, ambulance services, etc.) is avail-
able on the market, sale of private insurance
covering the basic insured services is forbidden
by law. Even if a Canadian wants to purchase
basic private insurance besides the public cov-
erage, he cannot find a private company legally
allowed to satisfy his demand.

In this respect, the Canadian system is more
socialized than in many other countries. In the
United Kingdom, for instance, one can buy pri-
vate health insurance even if government insur-
ance is compulsory.

In Canada, then, health care is basically a
socialized industry. In the Province of Quebec,
79 percent of health expenditures are public.
Private health expenditures go mainly for med-
icines, private or semi-private hospital rooms,
and dental services. The question is: how does
such a system perform?

The Costs of Free Care

The first thing to realize is that free public
medicine isn’t really free. What the consumer
doesn’t pay, the taxpayer does, and with a ven-
geance. Public health expenditures in Quebec
amount to 29 percent of the provincial govern-
ment budget. One-fifth of the revenues comes
from a wage tax of 3.22 percent charged to
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employers and the rest comes from general
taxes at the provincial and federal levels. It
costs $1,200 per year in taxes for each Quebec
citizen to have access to the public health sys-
tem. This means that the average two-child
family pays close to $5,000 per year in public
health insurance. This is much more expensive
than the most comprehensive private health in-
surance plan.

Although participating doctors may not
charge more than the rates reimbursed directly
to them by the government, theoretically they
may opt out of the system. But because private
insurance for basic medical needs isn’t avail-
able, there are few customers, and less than one
percent of Quebec doctors work outside the
public health system. The drafting of virtually
all doctors into the public system is the first
major consequence of legally forbidding private
insurers from competing with public health in-
surance.

The second consequence is that a real private
hospital industry cannot develop. Without in-
surance coverage, hospital care costs too much
for most people. In Quebec, there is only one
private for-profit hospital (an old survivor from
the time when the government would issue a

- permit to that kind of institution), but it has to

work within the public health insurance system
and with government-allocated budgets.

The monopoly of basic health insurance has
led to a single, homogeneous public system of
health care delivery. In such a public monop-
oly, bureaucratic uniformity and lack of entre-
preneurship add to the costs. The system is slow
to adjust to changing demands and new tech-
nologies. For instance, day clinics and home
care are underdeveloped as there exist basically
only two types of general hospitals: the non-
profit local hospital and the university hospital.

When Prices Are Zero

Aside from the problems inherent in all mo-
nopolies, the fact that health services are free
leads to familiar economic consequences. Basic
economics tells us that if a commodity is of-
fered at zero price, demand will increase, sup-
ply will drop, and a shortage will develop.

During the first four years of hospitalization
insurance in Quebec, government expenditures

on this program doubled. Since the introduction
of comprehensive public health insurance in
1970, public expenditures for medical services
per capita have grown at an annual rate of 9.4
percent. According to one study, 60 percent of
this increase represented a real increase in
consumption.

There has been much talk of people abusing
the system, such as using hospitals as nursing
homes. But then, on what basis can we talk of
abusing something that carries no price?

As demand rises and expensive technology is
introduced, health costs soar. But with taxes
already at a breaking point, government has lit-
tle recourse but to try to hold down costs. In
Quebec, hospitals have been facing budget cuts
both in operating expenses and in capital expen-
ditures. Hospital equipment is often outdated,
and the number of general hospital beds
dropped by 21 percent from 1972 to 1980.

Since labor is the main component of health
costs, incomes of health workers and profes-
sionals have been brought under tight govern-
ment controls. In Quebec, professional fees and
target incomes are negotiated between doctors’
associations and the Department of Health and
Social Services. Although in theory most doc-
tors still are independent professionals, the gov-
ernment has put a ceiling on certain categories
of income: for instance, any fees earned by a
general practitioner in excess of $164,108 (Ca-
nadian) a year are reimbursed at a rate of only
25 percent.

Not surprisingly, income controls have had a
negative impact on work incentives. From 1972
to 1978, for instance, general practitioners re-
duced by 11 percent the average time they spent
with their patients. In 1977, the first year of the
income ceiling, they reduced their average

work year by two-and-a-half weeks.?

Government controls also have caused mis-
allocations of resources. While doctors are in
short supply in remote regions, hospital beds
are scarce mainly in urban centers. The govern-
ment has reacted with more controls: young
doctors are penalized if they start their practice
in an urban center. And the president of the
Professional Corporation of Physicians has pro-
posed drafting young medical school graduates
to work in remote regions for a period of time.

Nationalization of the health industry also
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In Canada, sale of private insurance
covering the basic insured services is
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has led to increased centralization and politici-
zation. Work stoppages by nurses and hospital
workers have occurred half a dozen times over
the last 20 years, and this does not include a few
one-day strikes by doctors. Ambulance services
and dispatching have been centralized under
government control. As this article was being
written, ambulance drivers and paramedics
were working in jeans, they had covered their
vehicles with protest stickers, and they were
dangerously disrupting operations. The reason:
they want the government to finish nationaliz-
ing what remains under private control in their
industry.

When possible, doctors and nurses have
voted with their feet. A personal anecdote will
illustrate this. When my youngest son was born
in California in 1978, the obstetrician was from
Ontario and the nurse came from Saskatche-
wan. The only American-born in the delivery
room was the baby.

When prices are zero, demand exceeds sup-
ply, and queues form. For many Canadians,
hospital emergency rooms have become their
primary doctor—as is the case with Medicaid
patients in the United States. Patients lie in tem-
porary beds in emergency rooms, sometimes
for days. At Sainte-Justine Hospital, a major
Montreal pediatric hospital, children often wait
many hours before they can see a doctor. Sur-
gery candidates face long waiting lists—it can
take six months to have a cataract removed.
Heart surgeons report patients dying while on
their waiting lists. But then, it’s free.

Or is it? The busy executive, housewife, or
laborer has more productive things to do be-

forbidden by law. Even if a Canadian
wants to purchase basic private
insurance besides the public coverage, he
cannot find a private company legally
allowed to satisfy his demand.

sides waiting in a hospital queue. For these peo-
ple, waiting time carries a much higher cost
than it does to the unemployed single person.
So, if public health insurance reduces the costs
of health services for some of the poor, it in-
creases the costs for many other people. It dis-
criminates against the productive.

The most visible consequence of socialized
medicine in Canada is in the poor quality of
services. Health care has become more and
more impersonal. Patients often feel they are on
an assembly line. Doctors and hospitals already
have more patients than they can handle and no
financial incentive to provide good service.
Their customers are not the ones who write the
checks anyway.

No wonder, then, that medicine in Quebec
consumes only 9 percent of gross domestic
product (7 percent if we consider only public
expenditures) compared to some 11 percent in
the United States. This does not indicate that
health services are delivered efficiently at low
cost. It reflects the fact that prices and remu-
nerations in this industry are arbitrarily fixed,
that services are rationed, and that individuals
are forbidden to spend their medical-care dol-
lars as they wish.

Is It Just?

Supporters of public health insurance reply
that for all its inefficiencies, their system at
least is more just. But even this isn’t true.

Their conception of justice is based on the
idea that certain goods like health (and educa-
tion? and food? where do you stop?) should be
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made available to all through coercive redistri-
bution by the state. If, on the contrary, we de-
fine justice in terms of liberty, then justice for-
bids coercing some (taxpayers, doctors, and
nurses) into providing health services to others.
Providing voluntarily for your neighbor in need
may be morally good. Forcing your neighbor to
help you is morally wrong.

Even if access to health services is a desirable
objective, it is by no means clear that a social-
ized system is the answer. Without market ra-
tioning, queues form. There are ways to jump
the queue, but they are not equally available to
everyone.

In Quebec, you can be relatively sure not to
wait six hours with your sick child in an emer-
gency room if you know how to talk to the
hospital director, or if one of your old class-
mates is a doctor, or if your children attend the
same exclusive private school as your pediatri-
cian’s children. You may get good services if
you deal with a medical clinic in the business
district. And, of course, you will get excellent
services if you fly to the Mayo Clinic in Min-
nesota or to some private hospital in Europe.
The point is that these ways to jump the queue
are pretty expensive for the typical lower-
middle-class housewife, not to talk of the poor.

An Enquiry Commission on Health and So-
cial Services submitted a thick report in Decem-
ber 1987, after having met for 30 months and
spent many millions of dollars. It complains
that ‘“important gaps persist in matters of health
and welfare among different groups.””> Now,
isn’t this statement quite incredible after two
decades of monopolistic socialized health care?
Doesn’t it show that equalizing conditions is an
impossible task, at least when there is some
individual liberty left?

One clear effect of a socialized health system
is to increase the cost of getting above-average
care (while the average is dropping). Some poor
people, in fact, may obtain better care under
socialized medicine. But many in the middle
class will lose. It isn’t clear where justice is to
be found in such a redistribution.

There are two ways to answer the question:
‘“What is the proper amount of medical care in
different cases?”” We may let private initiative
and voluntary relations provide solutions. Or
we may let politics decide. Health care has to be

rationed either by the market or by political and
bureaucratic processes. The latter are no more
just than the former. We often forget that people
who have difficulty making money in the mar-
ket are not necessarily better at jumping queues
in a socialized system.

There is no way to supply all medical ser-
vices to everybody, for the cost would be as-
tronomical. What do you do for a six-year-old
Montreal girl with a rare form of leukemia who
can be cured only in a Wisconsin hospital at a
cost of $350,000—a real case? Paradoxically
for a socialized health system, the family had to
appeal to public charity, a more and more com-
mon occurrence. In the first two months, the
family received more than $100,000, including
a single anonymous donation of $40,000.

This is only one instance of health services
that could have been covered by private health
insurance but are being denied by hard-pressed
public insurance. And the trend is getting
worse. Imagine what will happen as the popu-
lation ages.

There are private solutions to health costs.
Insurance is one. Even in 1964, when insurance
mechanisms were much less developed than to-
day, 43 percent of the Quebec population car-
ried private health insurance, and half of them
had complete coverage. Today, most Ameri-
cans not covered by Medicare or Medicaid
carry some form of private health insurance.
Private charity is another solution, so efficient
that it has not been entirely replaced by the
Canadian socialized system.

Can Trends Be Changed?

People in Quebec have grown so accustomed
to socialized medicine that talks of privatization
usually are limited to subcontracting hospital
laundry or cafeteria services. The idea of sub-
contracting hospital management as a whole is
deemed radical (although it is done on a limited
scale elsewhere in Canada). There have been
suggestions of allowing health maintenance or-
ganizations (HMO’s) in Quebec, but the model
would be that of Ontario, where HMO’s are
totally financed and controlled by the public
health insurance system. The government of
Quebec has repeatedly come out against for-
profit HMO’s.
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Socialized medicine has had a telling effect
on the public mind. In Quebec, 62 percent of
the population now think that people should pay
nothing to see a doctor; 82 percent want hospital
care to remain free. People have come to be-
lieve that it is normal for the state to take care of
their health.

Opponents of private health care do not nec-
essarily quarrel with the efficiency of competi-
tion and private enterprise. They morally op-
pose the idea that some individuals may use
money to purchase better health care. They pre-
fer that everybody has less, provided it is equal.
The Gazette, one of Montreal’s English-
speaking newspapers, ran an editorial arguing
that gearing the quality of health care to the
ability to pay ‘‘is morally and socially
unacceptable.”’*

The idea that health care should be equally
distributed is part of a wider egalitarian culture.
Health is seen as one of the goods of life that
need to be socialized. The Quebec Enquiry
Commission on Health and Social Services was
quite clear on this:

The Commission believes that the reduction
of these inequalities and more generally the
achievement of fairness in the fields of health
and welfare must be one of the first goals of
the system and direct all its interventions. It
is clear that the health and social services
system is not the only one concerned. This
concern applies as strongly to labor, the en-
vironment, education and income security.’

A Few Lessons

Several lessons can be drawn from the Cana-
dian experience with socialized medicine.
First of all, socialized medicine, although of

poor quality, is very expensive. Public health
expenditures consume close to 7 percent of the
Canadian gross domestic product, and account
for much of the difference between the levels of
public expenditure in Canada (47 percent of
gross domestic product) and in the U.S. (37
percent of gross domestic product). So if you do
not want a large public sector, do not national-
ize health.

A second lesson is the danger of political
compromise. One social policy tends to lead to
another. Take, for example, the introduction of
publicly funded hospital insurance in Canada. It
encouraged doctors to send their patients to hos-
pitals because it was cheaper to be treated there.
The political solution was to nationalize the rest
of the industry. Distortions from one govern-
ment intervention often lead to more interven-
tion.

A third lesson deals with the impact of egal-
itarianism. Socialized medicine is both a con-
sequence and a great contributor to the idea that
economic conditions should be equalized by co-
ercion. If proponents of public health insurance
are not challenged on this ground, they will win
this war and many others. Showing that human
inequality is both unavoidable and, within the
context of equal formal rights, desirable, is a
long-run project. But then, as Saint-Exupéry
wrote, ‘Il est vain, si 1’on plante un chéne, d’es-
pérer sabriter bientot sous son feuillage.””® [J

1. Report of the Enquiry Commission on Health and Social Ser-
vices, Government of Quebec, 1988, pp. 148, 339.

2. Gérard Bélanger, ‘‘Les dépenses de santé par rapport a I’éco-
nomie du Québec,’’ Le Médecin du Québec, December 1981, p. 37.

3. Report of the Enquiry Commission on Health and Social Ser-
vices, p. 446 (our translation).

4. ““No Second Class Patients,”’ editorial of The Gazette, May
21, 1988.

5. Report of the Enquiry Commission on Health and Social Ser-
vices, p. 446 (our translation).

6. “‘Itis a vain hope, when planting an oak tree, to hope to soon
take shelter under it.”
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The British Way of
Withholding Care

by Harry Schwartz

r. I Yhe problems associated with socialized
medicine can be symbolized by the fate
of two children, David Barber and Mat-

thew Collier, who died in early 1988 in the

British city of Birmingham.

Both children needed heart transplants to sur-
vive. Their parents became so desperate that
they sued Britain’s National Health Service to
force the NHS to provide the necessary medical
care. Their efforts were in vain: Neither child
got the operation, and neither child is alive to-
day.

The point is not that those who run socialized
healthcare systems would rather see children
die than give them the care they need to survive.
Rather, the point is that all socialized systems
lack one thing: enough money to provide qual-
ity medical care and to take full advantage of
modern medical technology.

In other words, the propagandists are stretch-
ing the truth a long way when they insist that
socialized medicine provides a bountiful distri-
bution of all the medical care people could want
or need. In reality, medical care is rationed in
socialized systems. Managers must decide
which patients will be sacrificed because the
total amount of care provided is based on the
total amount of money available.

J. Enoch Powell, a former British cabinet
member who ran the NHS for three years,
summed up the situation when he said that the

Dr. Schwartz, who lives in Scarsdale, N.Y., has been writ-
ing an editorial column on important people and events in
medicine for Private Practice magazine for more than eight
years.

Reprinted from Private Practice, May 1988.

demand for free medical care is infinite and
cannot be satisfied by a country’s limited re-
sources. David Barber and Matthew Collier are
two depressing examples of what can happen
when the demand for care outstrips the supply
of money.

Britain is not the only country plagued by the
pitfalls of socialized medicine. Until recently,
the Soviet Union’s medical system was praised
to the skies by Soviet propaganda and by naive
Americans who were taken in by that propa-
ganda.

But now that the current Soviet ruler,
Mikhail S. Gorbachev, has called for open and
honest discussion of his country’s problems, the
truth has emerged: Russia’s health-care system
is—and has long been—a disaster. Basic med-
icines are in short supply, while equipment to
treat serious illnesses such as kidney disease is
virtually unavailable.

For instance, the Soviet media have revealed
that the country’s infant-mortality rate in recent
years has been two-and-a-half to three times
greater than that of the United States. The death
rate for all Soviet citizens actually is rising, and
many hospitals lack even basic supplies and
equipment. These revelations explain why, for
most of the past two decades, the Soviet Union
hasn’t bothered to report statistics on its infant
mortality and death rates.

As more and more of American medicine is
socialized through the Medicare program for se-
nior citizens and the Medicaid program for the
poor, rationing—the denial of care to save
money for the government—is becoming evi-
dent here, too.
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For example, in Oregon, legislators recently
decided that the state would not finance heart
and liver transplants. Instead, they made more
money available for preventive activities such
as prenatal care. As a result, a number of Ore-
gon citizens whose lives could have been saved
by transplants were told, in effect, to go ahead
and die because the Oregon Medicaid program
would not help them.

Diagnosis Related Groups

The chief method of rationing care in the
Medicare program is the system of diagnosis
related groups, under which hospitals are paid a
fixed amount to treat beneficiaries. The reim-
bursements are based on each patient’s initial
diagnosis. As a result, hospitals try to discharge
senior citizens as quickly as possible because
the less time they stay in the hospital, the more
profit the hospital makes.

Medicare managers already are trying to in-

troduce a much more radical method of ration-
ing health care by getting as many senior citi-
zens as they can to enroll in health maintenance
organizations.

If this effort to boost HMO enrollment is suc-
cessful, the government will save money be-
cause HMOs will receive a fixed amount annu-
ally for each member, regardless of how much
medical care that member receives. This means
that HMOs have an incentive to give as little
care as possible. The less care provided, the
more money HMOs will make.

One or two generations ago, many people
dreamed that socialized medicine would pro-
vide every citizen with all the health care he
needed or wanted. But history has proved irre-
futably that socialized medicine is simply a
means of imposing Procrustean rationing on the
entire population. In other words, some citizens
receive care and live, while others are denied
care and are permitted to die as quickly as pos-
sible. O
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Moral Criticisms of

the Market

by Ken S. Ewert
A recent issue of The Nation maga-
zine, ‘‘The religious Left is the only
Left we’ve got.”” An overstatement? Perhaps.
However, it points to an interesting fact,
namely that while the opposition to free markets
and less government control has declined in re-
cent years among the ‘‘secular left,”” the polit-
ical-economic views of the ‘‘Christian left”’
seem to remain stubbornly unchanged.

Why is this so? Why are the secular critics of
the market mellowing while the Christian critics
are not?

Perhaps one major reason is the different cri-
teria by which these two ideological allies mea-
sure economic systems. The secular left, after
more than half a century of failed experiments
in anti-free market policies, has begrudgingly
softened its hostility towards the market for pre-
dominantly pragmatic reasons. Within their
camp the attitude seems to be that since it hasn’t
worked, let’s get on with finding something that
will. While this may be less than a heartfelt
conversion to a philosophy of economic free-
dom, at least (for many) this recognition has
meant taking a more sympathetic view of free
markets.

However, within the Christian camp the left-
ist intellectuals seem to be much less influenced
by the demonstrated failure of state-directed
economic policies. They remain unimpressed
with arguments pointing out the efficiency and

ccording to an author writing in a

Mr. Ewert, a graduate of Grove City College, is working on
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productivity of the free market, or statistics and
examples showing the non-workability of tradi-
tional interventionist economic policies. Why?
One likely reason is that the criteria by which
these thinkers choose to measure capitalism are
fundamentally moral in nature, so much so that
socialism, despite its obvious shortcomings, is
still preferred because of its perceived moral
superiority. In their eyes, the justness and mo-
rality of an economic system are vastly more
important than its efficiency.

If indeed the Christian critics of the market
are insisting that an economic system must be
ultimately judged by moral standards, we
should agree and applaud them for their princi-
pled position. They are asking a crucially im-
portant question: is the free market a moral eco-
nomic system?

Unfortunately, these thinkers have answered
the question with a resounding ‘‘No!”’ They
have examined the free market and found it
morally wanting. Some of the most common
reasons given for this indictment are that the
market is based on an ethic of selfishness and it
fosters materialism; it atomizes and dehuman-
izes society by placing too much emphasis on
the individual; and it gives rise to tyrannical
economic powers which subsequently are used
to oppress the weaker and more defenseless
members of society.

If these accusations are correct, the market is
justly condemned. But have these critics cor-
rectly judged the morality of the free market?
Let’s re-examine their charges.
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I. SELFISHNESS

The market, it is suggested, is based on and
encourages an ethic of selfishness. According
to critics of the market, mere survival in this
competitive economic system requires that we
each ‘‘look after Number One.”’ Individuals are
encouraged to focus on the profit motive to the
exclusion of higher goals and as a result self-
ishness becomes almost a virtue. And this, it is
noted, is in stark contrast with the self-
sacrificial love taught by the Scriptures. Instead
of rewarding love, compassion, and kindness
towards others, the free market seems to reward
self-orientation and self-indulgence. Instead of
encouraging us to be concerned about our
neighbor, the free market seems to encourage
us to be concerned about ourselves. Individuals
who might otherwise be benevolent, according
to this view, are corrupted by the demands of an
economic system that forces them to put them-
selves first. In the thinking of these critics, the
market is the logical precursor to the ‘‘me
generation.”’

However, this charge is superficial and mis-
leading in several respects. It is important to
remember that while the free market does allow
“‘self-directed’’ economic actions, it does not
require ‘‘selfish’’ economic actions. There is an
important distinction here. It should be obvious
that all human action is self-directed. Each of us
has been created with a mind, allowing us to set
priorities and goals, and a will, which enables
us to take steps to realize these goals. This is
equally true for those who live in a market econ-
omy and those who live under a politically di-
rected economy. The difference between the
two systems is not between self-directed action
versus non-self-directed action, but rather be-
tween a peaceful pursuit of goals (through vol-
untary exchange in a free economy) versus a
coercive pursuit of goals (through wealth trans-
ferred via the state in a ‘‘planned’’ economy).
In other words, the only question is how will
self-directed action manifest itself: will it take
place through mutually beneficial economic ex-
changes, or through predatory political actions?

Clearly the free market cannot be singled out
and condemned for allowing self-directed ac-
tions to take place, since self-directed actions
are an inescapable part of human life. But can it

be condemned for giving rise to selfishness? In
other words, does the free market engender an
attitude of selfishness in individuals? If we de-
fine selfishness as a devotion to one’s own ad-
vantage or welfare without regard for the wel-
fare of others, it is incontestable that selfishness
does exist in the free economy; many individu-
als act with only themselves ultimately in mind.
And it is true, that according to the clear teach-
ing of Scripture, selfishness is wrong.

But we must bear in mind that although self-
ishness does exist in the free market, it also
exists under other economic systems. Is the So-
viet factory manager less selfish than the Amer-
ican capitalist? Is greed any less prevalent in the
politically directed system which operates via
perpetual bribes, theft from state enterprises,
and political purges? There is no reason to think
so. The reason for this is clear: selfishness is not
an environmentally induced condition, i.e., a
moral disease caused by the economic system,
but rather a result of man’s fallen nature. It is
out of the heart, as Christ said, that a man is
defiled. Moral failure is not spawned by the
environment.

It is clear that not all self-directed action is
necessarily selfish action. For example, when I
enter the marketplace in order to earn wealth to
feed, clothe, house, and provide education or
medical care for my children, I am not acting
selfishly. Likewise, if you or I want to extend
charity to a needy neighbor or friend, we must
first take ‘‘self-directed’’ action to create the
wealth necessary to do so. Such action is hardly
selfish.

The point is this: the free market allows in-
dividuals to peacefully pursue their chosen
goals and priorities, but it doesn’t dictate or
determine those priorities. It does not force an
individual to focus on his own needs and de-
sires, but leaves him or her at liberty to be self-
centered or benevolent. My ultimate goal may
be self-indulgence, or I may make a high pri-
ority of looking after others—the choice is
mine. As to which I should do, the market is
silent. As an economic system, the market sim-
ply does not speak in favor of selfish or unself-
ish priorities.

However, the free market, while not touch-
ing the heart of a man or eliminating selfish-
ness, does in fact restrain selfishness. It chan-
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nels self-centered desires into actions that are
beneficial to others. This is so because in order
to ‘‘get ahead’’ in the free economy, we must
first please other people by producing some-
thing which is of use and value to them. In other
words, the market disciplines each of us to look
outwards and serve others. Only by doing so
can we persuade them to give us what we want
in exchange.

We will return to this theme later, but for
now the point is that in a very practical sense,
the workings of the market persuade even the
most self-indulgent among us to serve others
and to be concerned about the needs and wants
of his neighbor. True, the motivation for doing
so is not necessarily pure or unselfish, but as the
Bible so clearly teaches, it is only God who can
change the hearts of men.

Furthermore, the free market, because of the
incredible wealth it allows to be created, makes
living beyond ourselves practicable. In order to
show tangible love toward our neighbor (min-
ister to his or her physical needs) we must first
have the wealth to do so.

We sometimes need to be reminded that
wealth is not the natural state of affairs.
Throughout most of history the majority of peo-
ple lived under some sort of centrally controlled
economic system and were forced to devote
most of their energies to mere survival. Often
all but the wealthiest individuals lacked the eco-
nomic means to look much beyond themselves
and to aid others who were in need.

But the productivity spawned by economic
freedom has radically changed this. In a free
market, we are not only able to choose unselfish
values and priorities, but we are also able to
create the wealth necessary to fulfill them prac-
tically.

II. MATERIALISM

Another moral indictment of the market,
closely related to the charge of selfishness, is
the belief that the market fosters materialism.
The example most often used to demonstrate
the market’s guilt in this area is the perceived
evil effect of advertising. It is contended that
advertising creates a sort of ‘‘lust’’ in the hearts
of consumers by persuading them that mere ma-
terial possessions will bring joy and fulfillment.

In this sense, the market is condemned for cre-
ating a spirit of materialism and fostering an
ethic of acquisitiveness. The market in general,
and advertising specifically, is a persistent
temptress encouraging each of us to concentrate
on the lowest level of life, mere material goods.

This charge can be answered in much the
same manner as the charge of selfishness. Just
as allowing free exchange doesn’t require self-
ishness, neither does it require materialism. It is
true that when people are economically free,
materialism is possible, and certainly there are
materialistic people in market economies. But
this hardly warrants a condemnation of the mar-
ket. Materialism, like selfishness, can and will
occur under any economic system. It is obvious
that a desire for material goods is far from being
unique to capitalism. Witness, for example, the
response of shoppers as a store puts out a new
rack of genuine cotton shirts in Moscow or a
shipment of fresh meat arrives in a Krakow
shop.

Although the role of advertising has been
much maligned, it in fact provides a vital ser-
vice to consumers. Advertising conveys infor-
mation. It tells consumers what products are
available, how these products can meet their
needs, and what important differences exist
among competing products. The fact that this is
a valuable function becomes apparent if you
imagine trying to buy a used car in a world
without advertising. Either your choice of cars
would be severely limited (to those cars you
happen to stumble upon, i.e., gain knowledge
of) or you would have to pay more (in the form
of time and resources used in seeking out and
comparing cars). In either case, without the
‘““free’” knowledge provided by advertising,
you would be much worse off.

But the economic role of advertising aside,
does advertising actually ‘‘create’’ a desire for
goods? If it does, why do businesses in market-
oriented economics spend billions of dollars
each year on consumer research to find out what
customers want? Why do some advertised prod-
ucts not sell (for example, the Edsel) or cease to
sell well (for example the hula hoop)? In the
market economy consumers are the ultimate
sovereigns of production. Their wants and pri-
orities dictate what is produced; what is pro-
duced doesn’t determine their wants and prior-



106 THE FREEMAN ® MARCH 1989

ities. Many bankrupt businessmen, left with
unsalable (at a profitable price) products wist-
fully wish that the reverse were true.

Moreover, the Bible consistently rejects any
attempt by man to ascribe his sinful tendencies
to his environment. If I am filled with avarice
when I see an advertisement for a new Mer-
cedes, I cannot place the blame on the adver-
tisement. Rather I must recognize that I am re-
sponsible for my thoughts and desires, and that
the problem lies within myself. After all, I
could feel equally acquisitive if I just saw the
Mercedes on the street rather than in an adver-
tisement. Is it wrong for the owner of the Mer-
cedes to incite my desires by driving his car
where I might see it? Hardly.

Just as God did not allow Adam to blame
Satan (the advertiser—and a blatantly false ad-
vertiser at that) or the fruit (the appealing ma-
terial good) for his sin in the Garden, we cannot
lay the blame for materialism on the free market
or on advertising. The materialist’s problem is
the sin within his heart, not his environment.

If we follow the environmental explanation
of materialism to its logical conclusion, the
only solution would appear to be doing away
with all wealth (i.e., eliminate all possible
temptation). If this were the appropriate solu-
tion to the moral problem of materialism, per-
haps the moral high ground must be conceded
to the state-run economies of the world after all.
They have been overwhelmingly successful at
destroying wealth and wealth-creating capital!

III. IMPERSONALISM AND
INDIVIDUALISM

Another common criticism of the market
economy is its supposed impersonal nature and
what some have called ‘‘individualistic
anarchy.”’ According to many Christian critics,
the market encourages self-centered behavior
and discourages relational ties in society. The
non-personal market allocation of goods and
services is seen to be antithetical to the seem-
ingly higher and more noble goal of a loving
and interdependent community. Because of the
economic independence that the market affords,
the individual is cut off from meaningful rela-
tionships with his fellow human beings and di-
vorced from any purpose beyond his own inter-

ests. In short, the free market is accused of
breeding a pathetic and inhumane isolation.

But does the market encourage impersonal
behavior? Certainly not. It is important to un-
derstand that the presence of economic freedom
does not require that all transactions and rela-
tionships take place on an impersonal level. For
example, many people have good friendships
with their customers, suppliers, employees, or
employers. While these relationships are eco-
nomic, they are not merely economic and they
are not impersonal.

Furthermore, while the market leaves us free
to deal with other people solely on the basis of
€conomic motives, we are not required nor even
necessarily encouraged to do so. We are com-
pletely free to deal on a non-economic basis.
Suppose that I am in the business of selling
food, and I find that someone is so poor that he
has nothing to trade for the food that I am of-
fering for sale. In the free market I am com-
pletely free to act apart from economic motives
and make a charitable gift of the food. I have in
no way lost my ability to act in a personal and
non-economic way.

Community Relationships

So the market is not an inherently impersonal
economic system. Nor is it hostile to the for-
mation of community relationships.

An excellent example of a community which
exists within the market system is the family.
Obviously I deal with my wife and children in a
non-market manner. I give them food, shelter,
clothing, and so on, and I certainly don’t expect
any economic gain in return. I do so joyfully,
because I love my family and I value my rela-
tionship with them far above the economic ben-
efits I forgo. Another example is the church. I
have a non-economic and very personal rela-
tionship with people in my church. And there
are countless teams, clubs, organizations, and
associations which I can join, if I choose. If I
want, I can even become part of a commune.
The market economy doesn’t stand in the way
of, or discourage, any of these expressions of
community.

But now we come to the heart of this objec-
tion against the market: what if people will not
voluntarily choose to relate to each other in per-
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sonal or community-type relationships? What if
they choose not to look beyond their own inter-
ests and work for some purpose larger than
themselves? The answer to this is the rather
obvious question: Who should decide what is
the appropriate degree of relationship and com-
munity?

True community, I submit, is something
which must be consensual, meaning it must be
voluntarily established. Think of a marriage or
a church. If people do not choose to enter into
these relationships when they are free to do so,
we may judge their action to be a mistake, but
by what standard can we try to coerce them into
such relationships? Even if there were some ob-
Jective standard of ‘‘optimum community,’’ it
is not at all clear that we would create it by
robbing people of their economic freedom.
There is no reason to believe that individuals
living under a system of economic ‘‘planning’’
are less isolated or have more community by
virtue of their system. The fact that individuals
are forced into a collective group hardly means
that a loving and caring community will result.
Love and care are things which cannot be co-
ercively extracted, but must be freely given.

Moreover, the free market actually encour-
ages the formation and maintenance of the most
basic human community—the family. As the
utopian socialists of past centuries—including
Marx and Engels—recognized, there is a vital
connection between private property and the in-
tegrity of the family. Destroy the one, they rea-
soned, and the other will soon disintegrate.

Their motives were suspect but their analysis
was correct. When the state fails to protect pri-
vate property and instead takes over the func-
tions traditionally provided by the family (such
as education, day care, health care, sickness
and old-age support), the family unit is inevita-
bly weakened. Family bonds are undermined as
the economic resources which formerly allowed
the family to ‘‘care for its own’’ are transferred
to the state. There is little doubt that the disin-
tegration of the family in our country is in large
part due to state intervention. Instead of turning
toward and receiving personal care from within
the family, individuals have been encouraged to
turn toward the impersonal state. The result has
been the disintegration of family bonds. It is
state economic intervention—not the free mar-

ket system—which is inherently impersonal and
antithetical to true human community.

IV. ECONOMIC POWER

The objection to the market on the grounds of
impersonalism is based on the same fallacy as
were the previously discussed charges of self-
ishness and materialism. Each of these claims
indicts the market for ills which in fact are com-
mon to all mankind—{faults that would exist un-
der any economic system. Impersonalism, self-
ishness, and materialism are the consequence of
the fall of man, not the fruit of an economic
system which allows freedom. If these sinful
tendencies are an inescapable reality, the ques-
tion that must be asked is: ‘““What economic
system best restrains sin?”’

This brings us to a fourth moral objection to
the market which is often espoused by the
Christians of the left: that the market, which is
often pictured as a ‘‘dog-eat-dog’’ or ‘‘survival
of the fittest’” system, leaves men free to op-
press each other. It allows the economically
powerful to arbitrarily oppress the economically
weak, the wealthy to tread upon and exploit the
poor. According to this view, wealth is power,
and those with wealth will not necessarily use
their power wisely and justly. Because the na-
ture of man is what it is, this ‘‘economic
power’”’ must be checked by the state and re-
strained for the public good.

But does the market in fact allow individuals
to exploit others? To begin with, there is a great
deal of misunderstanding about this thing called
‘“‘economic power.”” The term is in fact some-
what of a misnomer. When we speak of power,
we normally refer to the ability to force or co-
erce something or someone to do what we de-
sire. The motor in your car has the power to
move the car down the road; this is mechanical
power. The police officer has the power to ar-
rest and jail a lawbreaker; this is civil power.
But what of economic power? If I possess a
great deal of wealth, what unique ability does
this wealth confer?

In reality what the critics of the market call
economic power is only the ability to please
others, and thus ‘‘economic power’’ is not
power in the true sense of the word. Regardless
of a person’s wealth, in the free market he can
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get what he wants only by pleasing another per-
son through offering to exchange something
which the other deems more valuable. Wealth
(assuming it is not used to buy political power)
doesn’t bestow the ability to apply force to or
dominate another individual.

Take for example the employer of labor, an
individual who is often considered to be the
embodiment of economic power and an ex-
ploiter of those less powerful than himself. It is
often forgotten that an employer can get what he
wants—employees for his business—only by
offering something which pleases them, namely
a wage which they consider better than not
working, or better than working for someone
else. He has no power to force them to come
and work for him, but only the power to offer
them a better alternative.

What ensures that he will want to make them
a pleasing offer? The fact that doing so is the
only way to get what he is interested in, namely
their labor, provides a very strong incentive.
But suppose the prospective employee is in very
desperate straits and almost any wage, even one
which seems pitifully low, will please him
enough to work for the employer. In this situ-
ation, it seems as if the employer can get away
with paying ‘‘slave wages’’ and exploiting the
economically weaker employee.

This scenario, however, ignores the effects
of the competition among employers for em-
ployees. In the market economy, employers are
in constant competition with other employers
for the services of employees. They are
““disciplined’’ by this competition to offer top
wages to attract workers. Because of competi-
tion, wages are ‘‘bid up’’ to the level at which
the last employee hired will be paid a wage
which is very nearly equivalent to the value of
what he produces. As long as wages are less
than this level, it pays an employer to hire an-
other employee, since doing so will add to his
profits. Economists call this the marginal pro-
ductivity theory of wages.

But what if there were no competing employ-
ers? For example, what about a *‘one-company
town’’? Without competition, wouldn’t the em-
ployer be able to exploit the employees and pay
‘‘unfair’” wages?

First of all, it is important to remember that in

the free market, an economic exchange occurs
only because the two trading parties believe that
they will be better off after the exchange. In
other words, all exchanges are ‘‘positive sum’’
in that both parties benefit. Thus if an employee
in this one-company town is willing to work for
low wages, it is only because he or she places a
higher value on remaining in the town and
working for a lower wage than moving to an-
other place and finding a higher paying job. The
““power’’ that the employer wields is still only
the ability to offer a superior alternative to the
employee. In choosing to remain and work for
a lower wage, the employee is likely consider-
ing other costs such as those of relocating, find-
ing another job, and retraining, as well as non-
monetary costs, such as the sacrifice of local
friendships or the sacrifice of leaving a beauti-
ful and pleasant town.

Moreover, this situation cannot last for long.
If the employer can pay wages that are signifi-
cantly lower than elsewhere, he will reap
above-average profits and this in turn will at-
tract other employers to move in and take ad-
vantage of the ‘‘cheap labor.”” In so doing,
these new employers become competitors for
employees. They must offer higher wages in
order to persuade employees to come and work
for them, and as a result wages eventually will
be bid up to the level prevailing elsewhere.

Economic Ability to Please

What is true for the employer in relation to
the employee is true for all economic relation-
ships in the free market. Each individual,
though he may be a tyrant at heart, can succeed
only by first benefiting others—by providing
them with an economic service. Regardless of
the amount of wealth he possesses, he is never
freed from this requirement. Economic
“‘power’’ is only the economic ability to please,
and as such it is not something to be feared. Far
from allowing men to oppress each other, the
free market takes this sinful drive for power and
channels it into tangible service for others.

It is also important to consider that the only
alternative to the free market is the political
direction of economic exchanges. As the Public
Choice theorists have so convincingly pointed
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out in recent years, there is no good reason to
suppose that people become less self-interested
when they enter the political sphere. In other
words, to paraphrase Paul Craig Roberts, there
is not necessarily a ‘‘Saul to Paul conversion’’
when an individual enters government. If he
was power-hungry while he was a private-
market participant, he likely will be power-
hungry after he becomes a ‘‘public servant.”’

But there is an important difference. In con-
trast with economic power, political power is
truly something to be feared because of its co-
ercive aspect. The power-seeking individual in
government has power in the true sense of the
word. While in the market he has to please
those he deals with in order to be economically
successful, the same is not true, or is true to a
far lesser degree, in the political sphere. In the
political sphere he can actually abuse one group
of people but still succeed by gaining the favor
of other groups of people.

A classic example is a tariff. This economic
intervention benefits a small group of producers
(and those who work for or sell to the produc-
ers) at the expense of consumers who have to
pay higher prices for the good in question. The
politician gains in power (and perhaps wealth)
because of the significant support he can re-
ceive from the small but well-organized group
of producers. Other examples of the use of po-
litical power that clearly benefit some individ-
uals at the expense of others are government
bail-outs, subsidies, price supports, and licens-
ing monopolies. The fact that these types of
legislation continue despite the fact that they
harm people (usually the least wealthy and most
poorly organized) demonstrates the tendency of
mankind to abuse political power.

In fact, virtually every state intervention into
the economy is for the purpose of benefiting one
party at the expense of another. In each of the
cases mentioned above, some are exploited by

others via the medium of the state. Therefore, if
we are concerned about the powerful oppress-
ing the weak, we should focus our attention on
the abuse of political power. It, and not the
so-called ‘‘economic power’’ of individuals
acting within the free market, is the true source
of tyranny and oppression. Our concern for the
downtrodden should not lead us to denigrate
economic freedom but rather to restrain the
sphere of civil authority.

V. CONCLUSION

The free market is innocent of the charges
leveled at it by its Christian critics. Its alleged
moral shortcomings turn out to be things which
are common to mankind under both free and
command economic systems. While it is true
that the free market restrains human sin, it
makes no pretense of purging people of their
selfishness, materialism, individualism, and
drive for power. And this, perhaps, is the true
sin in the eyes of the market’s critics.

The market is explicitly non-utopian. It
doesn’t promise to recreate man in a new and
more perfect state, but rather it acknowledges
the moral reality of man and works to restrain
the outward manifestations of sin. In this sense
the free market is in complete accord with Bib-
lical teachings. According to Scripture, man
cannot be morally changed through any human
system, be it religious, political, or economic,
but moral regeneration comes solely through
the grace of God.

If the Christian critics of the market expect an
economic system to change the moral character
of people, they are sadly mistaken. Such a task
is clearly beyond the ability of any human in-
stitution or authority. We must be content to
restrain the outward expression of sin, and this
is something which the free market does admi-
rably. O

Governments and Men

GOVERNMENTS, like clocks, go from the motion men give them; and as
governments are made and moved by men, so by them they are ruined, too.
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— WILLIAM PENN
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Scandal at the
Welfare State

by Tibor R. Machan

r' I Yhere is much talk these days about gov-
ernment corruption. Scandals abound
and usuaily involve special benefits ob-

tained by organizations from local, state, or
federal governments. Government officials are
accused of playing favorites as they carry out
their duties. They are charged with accepting
gifts or campaign contributions in return for
giving supporters special treatment.

But there is reason to believe that the more
obvious improprieties are merely routine behav-
ior carried out somewhat ineptly. In other
words, it is very doubtful that politics in our
society involves anything more noble than play-
ing favorites, serving special interests—and ne-
glecting what could be reasonably construed as
the true public interest.

Although the distinction between the public
and the private interest is quite meaningful, the
democratic welfare state totally obscures it.
Such a system favors majority rule regarding
any concern that some member of the public
might have (if it can be brought to public atten-
tion). It treats everyone’s project as a candidate
for public support. And, of course, most every
person or group has different objectives. Thus,
so long as these objectives can be advanced by
political means, they can gain the honorific sta-
tus of ‘‘the public interest.”’

It is noteworthy that this may be the result of
what Professor Benjamin Barber of Rutgers

Tibor Machan teaches philosophy at Auburn University,
Alabama. His recently edited volume Commerce and Mo-
rality was just published by Rowman and Littlefield, and he
is now working on a book titled Public Realms and Private
Rights for the Independent Institute of San Francisco.

University has called a strong democracy—a
political system that subjects all issues of public
concern to a referendum. This approximation of
strong democracy—where, for example, just
wanting to add a porch to one’s home must be
cleared with the representatives of the elector-
ate—has produced our enormous ‘‘welfare”’
state. Yet it was just this prospect that the fram-
ers of the U.S. Constitution wanted to avoid.
That in part accounted for their insistence on a
Bill of Rights, namely, on denying to govern-
ment—democratic, monarchical, or what-
ever—the kind of powers that strong democracy
entails.

To see how confusing things have become in
this kind of strong democracy/welfare state,
consider a few current topics of ‘‘public
concern.”’ Take, for example, wilderness pres-
ervation, an issue that appeals to many and
cannot be considered a bad example—
environmentalists who favor interventionist
policies certainly believe that government pres-
ervation of wilderness areas is in the public in-
terest.

Yet it is not unreasonable to suppose that
many people do not have the wilderness as their
top priority. Sure, they might like and even ben-
efit from some of it. But in the main, they might
prefer having at least part of the wilderness
given up in favor of, say, housing development
which might better suit their needs.

Or take all those Ralph Nader-type crusades
for absolutely safe automobiles, risk-free med-
ical research, and the banning of genetic exper-
iments. Mr. Nader is the paragon of the so-
called public-minded citizen, presumably
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without a self-interested bone in his body.
Whatever his motives, however, his concerns
quite legitimately are not shared by many citi-
zens—e. g., those who would prefer more pow-
erful, maneuverable automobiles that can
quickly get out of tight spots. These people
might well lead better lives without all this
worry about safety—they might be good drivers
for whom Nader’s concern about safety is su-
perfluous.

Jeremy Rifkin, a Nader type who would ban
all genetic experimentation, is another of those
who bill themselves as public interest advo-
cates, presumably without a tinge of self- or
vested interest to their names. But such persons
in fact serve quite particular interests. These
and similar-minded individuals clearly do not
favor the general public. They favor, instead,
some members of it. The rest can fend for them-
selves when Mr. Rifkin and others gain the po-
litical upper hand.

The point is that when government does so
much—in behalf of virtually anyone who can
gain political power or savvy—it is difficult to
tell when it is serving the true public interest.

Everyone is pushing an agenda on the govern-
ment in support of this or that special interest

group.

There is under such a system hardly any bona
Jfide public service at all. In this case, laws often
serve a private or special purpose—e.g., smok-
ing bans in restaurants, prohibition of gam-
bling, mandatory school attendance, business
regulations that serve the goals of some but not
of others. Such a bloated conception of the
‘‘public’’ realm even undermines the integrity
of our judicial system. Courts adjudicating in-
fractions of such special interest lJaws become
arms of a private crusade, not servants of the
public.

An Erosion of Confidence

One consequence of this is that confidence in
the integrity of government officials at every
level, even those engaged in the essential func-
tions of government, is becoming seriously
eroded. The police, defense, and judicial func-
tions all are suffering because government has
become over-extended.
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As government grows beyond its legitimate
functions, scandals become the norm. They cer-
tainly should not be surprising. They merely
represent the more obviously inept ways of try-
ing to get the government to do your own pri-
vate, special bidding.

It is all just a matter of getting your part of the
pie out of Washington—whether it be day care
for your children, a monument to your favorite
subjects, help to unwed mothers, support of fal-
tering corporations, or protection of the textile
industry from foreign competition. Everyone
wants to get the government on his side. Some
people do this in ways that make it all appear on
the up and up. They hire the necessary legal
help to navigate the complicated catacombs of
the welfare state. Others aren’t so adept.

In such a climate it is actually quite surprising
that not more scandals erupt. Probably that is
due to even more corruption—in this case
cover-ups.

Were government doing something more
nearly within its range of expertise—protecting
individual rights from domestic and foreign
threats—some measure of ethical behavior
could be expected from it. But when, despite all
the failures and mismanagement of govern-
ment, people continue to go to it to ask for
bailouts, why be surprised when some do it
more directly, without finesse? And why won-
der at their claim, when caught seeking favors
openly and blatantly, that they are innocent?

In light of this, an old adage gains renewed
support: the majority of people get just the kind
of government they deserve. It is they who
clamor for state favors by dishonestly calling
their objectives the ‘‘public’’ interest. Notice

how many look to political candidates for future
favors, how many support this or that politician
because they expect something in return once
the political office has been gained. Unfortu-
nately, many of us who choose not to play the
political game have the results imposed on us in
the form of higher taxes and more burdensome
regulations.

It may be surprising, after all this, that there
are certain matters which are of genuine public
interest—the Founding Fathers had a clear idea
of the public interest, as have most classical
liberals. The public interest amounts to what is
in everyone’s best interest as a member of the
community—the defense of individual rights
from domestic and foreign aggression. Here is
where our individual human rights unite us into
a cohesive public, with a common interest. We
are justified in establishing a government, with
its massive powers, only if this is our goal—to
protect and maintain the public interest so un-
derstood.

Once we expand the scope of the public—in
effect make the concept ‘‘public’’ quite mean-
ingless—the powers of the state get involved in
tasks that serve only some of the people, and
often at the expense of other people. And that
simply breeds bad government—whether hid-
den, by phony legislation and regulation, or by
means of out-and-out corruption and subse-
quent scandal.

It is therefore not surprising that the welfare
state is so susceptible to misconduct. The lesson
we ought to take away is that the scope of gov-
ernment should be reduced to proper propor-
tions—the defense of individual rights. O

Why History Repeats Itself

Some modern zealots appear to have no better knowledge of truth, nor
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better manner of judging it, than by counting noses.

—JONATHAN SWIFT
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Private Cities

by J. Brian Phillips

ket have been demonstrated as govern-

ments around the world have turned to the
private sector to provide services more effi-
ciently. However, critics of the free market ar-
gue that these benefits are isolated cases—that a
truly free society is unworkable and impracti-
cal. Government, the argument goes, is far bet-
ter equipped to provide the services and public
facilities individuals need and desire.

However, a growing number of American
homeowners are unknowingly demonstrating
just how far privatization can go. Planned unit
developments (PUD’s) are privately developed,
and primarily privately operated, communities.

PUD’s first became popular in the mid-1960s
after Congress passed the 1961 Housing Act
permitting the Federal Housing Administration
to insure condominium mortgages. Today,
nearly 30 million Americans live in approxi-
mately 100,000 planned communities, consist-
ing of single-family homes, townhouses, con-
dominiums, shopping centers, office buildings,
and facilities to house light industry. These
communities range in size from a single condo-
minium building to huge complexes of more
than 50,000 acres. PUD’s include retirement
communities in the sunbelt states, all-adult
communities, and communities catering to fam-
ilies with children.

Whatever the particulars of a given commu-
nity, PUD’s have three common traits: building
and land use restrictions, shared amenities, and
community associations to which all property
owners belong.

In recent years, the benefits of the free mar-

J. Brian Phillips is a free-lance writer based in Houston,
Texas.

The Economist (April 5, 1986) reports that
“‘within their enclaves these associations per-
form all the functions of a small government.”’
The associations, according to one development
company, ‘‘work to assure that the communi-
ties’ amenities, public facilities and other areas
are supported and maintained.”” (New Home
Journal, May/June 1987) In essence, they are a
combination public works/parks and recreation
department. Funding usually comes from main-
tenance fees assessed on each property owner.

Perhaps the most important function of the
community association is enforcing deed re-
strictions. Deed restrictions are a form of pri-
vate ‘‘zoning,”’ in which developers establish
certain rules to prevent undesirable buildings
and land use. Like zoning, deed restrictions
provide continuity within a given area; unlike
zoning, deed restrictions are governed by mar-
ket considerations.

‘“When you are developing a master-planned
community you are essentially trying to make it
so the [homeowner] doesn’t have to leave the
area to get what he wants,’” explains Dennis
Guerra, a project manager for the First Colony
master-planned community near Houston. This
requires a careful marketing study to determine
the amenities homeowners want. Retail shops,
grocery and convenience stores, doctors, den-
tists, animal clinics, and other frequently vis-
ited businesses are often located within the
community.

Most PUD’s consist of a number of vil-
lages—subdivisions within the PUD—
separated by the community’s major roads.
Business areas are located along these thor-
oughfares, which helps ‘‘keep cars essentially

X3
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One of the homes in Houston’s First Colony.
out of the residential areas,”’ says Guerra. In
planning a community, the developer must
work closely with the business community to
construct a plan which benefits businesses and
future homeowners.

This does not mean that businesses dictate a
community’s plan. For many years, Guerra
says, First Colony resisted attempts by various
fast-food chains to build restaurants in the com-
munity. The locations sought by the chains
would have drawn excessive traffic and dis-
rupted the developer’s master plan. Because de-
velopers must be concerned with the long-term
economic success of their projects, such con-
siderations are essential. Conversely, zoning
boards are generally motivated by short-term
political expediency. More significantly, deed
restrictions eliminate zoning bureaucracies and
the accompanying taxes.

While separating commercial and residential
areas is a common justification for zoning, de-
velopers have found that many homeowners
prefer to be close to shopping centers and their
jobs. Indeed, many communities seek busi-
nesses for this very reason. For example, Wind-
ward, a community north of Atlanta which ca-
ters to relocated executives, encourages
corporations to locate facilities within the com-
munity. Dearborn Park, just south of Chicago’s
Loop, is within walking distance of work for
many of its young, professional residents.
Many communities locate light industries along
their perimeters. These mixed-use communities
are becoming increasingly popular, as the free
market seeks to meet the demands of homeown-
ers. This type of flexible land use is nearly al-
ways prohibited by government zoning boards.

The extensive planning required by PUD’s
offers a private alternative to another activity
traditionally undertaken by government: protec-
tion of the environment. Parks, greenbelts, jog-
ging trails, and wooded areas can be found in
nearly every planned community. According to
one development company, this is how it ‘‘en-
hances the values of a master-planned commu-
nity by working with, not against, nature.’’
(New Home Journal, May/June 1987) Some de-
velopers go so far as to operate tree farms
within their communities.

In Washington State, timber industry giant
Weyerhaeuser Company is planning a $1 billion
residential community abutting Puget Sound.
Up to 30 percent of the community will be open
space—golf course, parks, trails, and forests.
At Boca Pointe, a 1,019-acre community in
Boca Raton, Florida, nearly 40 percent of the
development consists of parks, greenbelts,
lakes, and fairways. Kingwood, a community
near Houston also called The Livable Forest,
has more than 30 miles of wooded trails for
walking, jogging, and bike riding.

Golf courses are popular amenities in master-
planned communities, as builders seek to create
a resort-like atmosphere for homeowners.
‘‘Equestrian communities’’—developments
with horseback-riding facilities—have been
built or are planned in Arizona, Illinois, Utah,
and California. The Palm Beach Polo and
Country Club in Florida offers ten polo fields,
45 holes of golf, and two croquet lawns for
residents. Swimming pools, health clubs, tennis
courts, saunas, and other recreational facilities
are also common in PUD’s.

While these facilities are generally built by
the developer, the homeowners association
eventually assumes control and maintenance re-
sponsibilities. Some facilities, such as golf
courses and health clubs, are operated by pri-
vate businesses, and require membership fees.
But all of these recreational facilities are pro-
vided by the private sector, replacing the parks
and recreation departments found in most cities.

Just as city governments organize sports
leagues to use municipal parks, homeowners
associations sponsor activities to utilize the
community’s facilities. Basketball, softball,
and volleyball leagues are popular among
adults. ‘“‘Dads’ clubs’’ organize and operate
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baseball, swimming, and other sports teams for
community children.

Community activism is hardly limited to ath-
letics. The homeowners associations encourage
‘‘grass-roots’’ democracy, and give property
owners an opportunity to influence decisions
regarding their community. Civic associations
also provide support groups, and sponsor art
shows, theater groups, and scouting programs
for children. A civic group in Kingwood, near
Houston, opened a 60,000-volume library in
1983. Fun runs, parades, and holiday celebra-
tions are also common activities within PUD’s.

A High Level of Services

To homeowners, one of the most attractive
features of master-planned communities is their
security. At Las Colinas, near Dallas, a com-
puter-controlled security system provides im-
mediate aid from police, firemen, or medical
professionals. The Towers of Quayside in Mi-
ami is a virtual fortress, with closed-circuit tele-
vision surveillance, an electronic anti-intrusion
beam, and strolling security guards keeping out
unwanted visitors.

While such sophistication is rare, even less
affluent neighborhoods often have some form
of private security protection. Shared costs
make this affordable. Most developers con-
struct gates at the entrances to their communi-
ties. When residents are willing to pay for it,
these gates are manned by security personnel.
Other communities establish volunteer security
patrols, consisting of community residents.

Fire protection—particularly in unincorpo-
rated areas—is usually provided by either pri-
vate companies or volunteer fire departments.
Independent water districts provide water and
sewage treatment. Private companies collect
garbage, and are contracted by the homeowners
association. Catering to families, Centura Parc
in Florida and Lake Valley Ranch in Texas offer
day care for children. Other developers are
also planning to include child care facilities.

Because of the high density of homes in most
PUD’s, they make attractive targets for cities
seeking to expand their tax bases through an-
nexation. Generally, when a PUD is annexed,
most services—water, fire protection, garbage

pick-up, etc.—are then provided by the munic-
ipality. In the process, homeowners lose auton-
omy and the accompanying benefits.

Some services, such as schools, are provided
by the public sector in nearly all PUD’s. Many
communities in unincorporated areas rely on the
county sheriff’s department for security. And
road maintenance, after certain requirements
are met, generally becomes the responsibility of
county road crews. But this does not detract
from the broader lesson to be learned from mas-
ter-planned communities; the private sector can
and does provide nearly all services tradition-
ally assigned to city governments. While oppo-
nents of privatization are arguing that only gov-
emmment can provide certain services—parks
and recreation facilities, land use controls, trash
pick-up, fire protection—private developers are
busily proving otherwise.

Like every human enterprise, PUD’s have
their critics. Deed restrictions, critics argue, are
often excessive. Planned communities aren’t
planned well enough. Streets are often haphaz-
ard. Retail shops are too inconvenient to reach.
Such criticisms are generally intended to justify
some form of government planning, either di-
rect or indirect.

However, no community, regardless of who
plans it, will appeal to everyone. Our tastes in
neighborhoods, like our tastes in movies,
clothes, and food, vary as widely as individuals
themselves. And this is precisely why the free
market is vastly superior to government plan-
ning—freedom allows individuals to choose
and pursue their own values without interfer-
ence from others. The free market operates on
voluntary, contractual agreements; government
policies and programs operate by means of co-
ercion.

In a free, competitive market, developers
must compete to attract customers. Excessive
regulations or inefficient land use will discour-
age potential buyers, and detract from the de-
veloper’s long-term economic self-interest.
Protecting property values through deed restric-
tions and providing high-quality, low-cost ser-
vices make master-planned communities an at-
tractive housing alternative. Thirty million
Americans call them home,; advocates of free-
dom call them a step in the right direction. [
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1992:
Which Vision
for Europe?

by Nick Elliott

with trepidation? This is the question in

the minds of the many onlookers, inside
and outside of Europe, who are waiting ner-
vously to see what form the new Europe will
take.

Nineteen ninety-two is the year that the Sin-
gle European Act comes into force. This Act
was agreed to by the member countries of the
European Community. The aim of it is to dis-
solve the barriers which divide countries within
Europe, to allow more communication and in-
tegration.

Everybody is talking about 1992 because it is
the opportunity for a change of direction. It is a
chance to turn the Community into something
more useful than it has been. At the moment the
problem is that the European leaders have dif-
fering visions. Some would like to use the Com-
munity as a framework for freer trade and less
regulation. On the other side are those who have
always hankered after a federal European gov-
ernment.

The European Economic Community (EEC)
was formed by the Treaties of Rome, signed in
1957 by representatives from Belgium, France,
West Germany, Italy, Luxembourg, and the
Netherlands. The intention was to do away with
tariffs between members, set uniform external

Should we look forward to 1992 or view it

Mr. Elliott works for the Adam Smith Institute, a free-
market think tank in London. He is a regular contributor to
the journal Economic Affairs, published by the Institute of
Economic Affairs.

tariffs, and permit free movement of labor and
capital.

European ‘‘government’’ became a reality in
1967 with the establishment of a European Par-
liament, Council of Ministers, European Com-
mission, and European Court of Justice with
headquarters in Brussels. The collective name
given to these bodies and the EEC was the ‘‘Eu-
ropean Community.”’ Britain joined the Com-
munity in 1973, and there are now twelve mem-
bers: Belgium, Denmark, France, West
Germany, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, Spain, and Britain.

Many of the politicians who originally
planned the European Community envisaged
genuine European government, with legislative
powers gradually relinquished by member gov-
ernments and vested in the European state ma-
chinery. Little has been achieved in this direc-
tion. European government has failed to
establish authority. It has intervened quite
rarely in the affairs of sovereign parliaments,
and Commission rulings have often been disre-
garded. Italy, for example, has been summoned
to the European Court of Justice over 100 times
for failure to comply with Commission direc-
tives, and in 36 of these cases it has continued
to break the rules after being found guilty.

More important than the attempts made at
sovereign European government have been
Community economic policies. The largest part
of Community activity has been agricultural
subsidization. Around two-thirds of the Com-
munity budget every year is spent on the Com-
mon Agricultural Policy (CAP) which is largely
a system of production subsidies for the farmers
of member countries. CAP has added almost
$20 a week to the food bill of the average fam-
ily, and has sponsored massive overproduction.
For the layman, this is what the European Com-
munity amounts to—butter mountains and wine
lakes, and overpaid bureaucrats in Brussels to
administer them.

When the Community was originally formed,
the consensus of principles was very different to
what it is today. The Rome Treaties were writ-
ten in the spirit of the age. They embodied the
corporatist economic and political ethos that
prevailed at the time. Output of coal and steel
and supplies of wheat and milk were to be de-
termined by a single ‘‘supranational authority.”’
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The assumptions were that production decisions
shouldn’t be left to uncoordinated individual
markets, but instead should be managed by
government overseers who could better identify
the best interests of the entire Community.

The whole design of the Community was
framed by the same interventionist preconcep-
tions. It is unfortunate that the Community gov-
emment superstructure has remained largely
untouched by the changes in the foundations of
political thinking since. Although the ideas of
the 1950s have almost been relegated from dis-
course, the dead shell remains. The Commu-
nity, in its old form, has not been popular in
Britain and the same is true, I suspect, among
the silent majorities of the other European
member countries. Contrary to the aim of fos-
tering unity, the Community has been the
source of endless nationalistic antagonisms over
agricultural quotas and price supports.

Community membership has been a burden
to endure. Free marketeers identify 1992 as a
chance to redefine the Community, to make Eu-
rope a free trade zone under its auspices. Mar-
garet Thatcher sees 1992 as the opening for
greater economic integration; she views it as the
chance to remove regulations and trade barriers
which hinder trade links between European
countries.

A different vision is held by Jacques Delors,
who is President of the European Commission,
the executive body of the Community. He is at
least equally concerned to use 1992 to elevate
continental government. He said recently that
he expects 80 percent of future legislation to
come from Brussels.

What Will 1992 Bring?

Nineteen ninety-two remains a year in search
of an identity. No one can be quite sure of what
it will bring. Recent debates, however adver-
sarial, are essential as part of the political pro-
cess of pinning down some points of compro-
mise and agreement. Over the next few years
the consequences of this debate will clarify, and
what exactly is going to happen in 1992 will
become much clearer too.

What is needed is to update the Community
in keeping with the complexion of the 1980s
and 1990s. A good start toward this is the pro-

posal of a Single European Market, a scheme
for removing trade barriers which interrupt the
flow of goods and services between member
countries. The Single European Market is ex-
actly the kind of innovation that the Community
needs. It can bring the Community up to date
with the new consensus for freer markets. It
might also improve the disposition of the En-
glish to be ‘‘European’’ by delivering some tan-
gible benefits.

The Single European Market is potentially a
herald of momentous changes. It will lead to
many new specializations as free competition
traces out the patterns of comparative advan-
tage. Over the last decade British people have
adjusted themselves to living in a more dynamic
and mobile society. Thatcherism has encour-
aged people to assume the outlook of entrepre-
neurship; people are much more ready to look
for their own niche in the inarket.

This will accelerate with the European mar-
ket. There are likely to be many challenges to
traditional patterns of life; a coal pit in Wales
might find it impossible to compete with Euro-
pean rivals. But just as there will be many more
shocks to the ossified Britain of old, so people
will learn to accept it and to thrive.

With the new choices provided by a Euro-
pean market for consumers to shop around in,
government-run enterprises will lose their mo-
nopoly power. One example is the British
Broadcasting Corporation (BBC). With dereg-
ulation of broadcasting on the agenda, and with
the rapid spread of satellite TV, it will soon be
possible in Britain to tune into a multitude of
stations. The BBC will be forced to reform its
snooty attitude toward providing television that
people want to watch. Otherwise it will lose out
to foreign stations which give a better service.

The same stiff wind of competition will be
brought to bear on the archaic practices of
banks, probably to the cosseted profession of
lawyers, and, with the completion of the Chan-
nel tunnel, to ferry services. The National
Union of Seamen will lose its stranglehold on
cross-channel services. Deregulation will snow-
ball as releasing one set of controls renders oth-
ers less easy to enforce.

Most of the moves toward the Single Euro-
pean Market have been very positive. At the
European summit meeting last June, it was



118 THE FREEMAN ® MARCH 1989

agreed that all controls on capital movements
will go, this being preparation for European
competition in financial services. It was de-
cided that all quota and licensing controls on
road haulage will be scrapped. The European
Commission announced in August that there
will be free competition in European air travel
after 1992.

One other trend which is being encouraged is
for Europeans to be much more mobile in work.
There is to be a mutual recognition of university
degrees and diplomas, to allow firms easier ac-
cess to skilled people. This is another wholly
good idea—to encourage firms and individuals
to look beyond their own frontiers. In Britain, it
will help to relieve the labor shortages that are
being encountered by some companies now that
unemployment is falling.

Will It Be a Fortress?

Countries outside of Europe, especially Ja-
pan and the United States, are watching Eu-
rope, suspicious that the free trade ideas of 1992
will be kept within boundaries, behind a wall of
protectionism to exclude everybody else. The
EEC does have a poor record of protectionism,
one that is hard to escape. Onlookers are also
disturbed by talk of a ‘‘reciprocity clause,”’
proposed by the European Commission as a
control on competition for 1992. This clause
would make admittance of a foreign competitor
depend upon mutual openness: before an Amer-
ican bank would be allowed to open a branch in
Europe, the Community members would have
to be satisfied that a European bank would have
the same access to the U.S. banking market.

Some recent precedents have been worrying.
The European Court of Justice recently upheld a
fine on American, Canadian, and Finnish wood
producers who had been convicted of attempt-
ing to fix prices. This sounds like protection in
disguise. Early last summer there were several
cases brought against Japanese firms accused of
‘‘dumping.’’ Duties were imposed on computer
printers which had Japanese components but
were assembled inside the EEC.

Photocopiers made by Matsushita, Konica,
and Toshiba were charged a duty of $280 be-
cause they failed to meet Community require-
ments that at least 40 percent of components be

of EEC origin. The French government at-
tempted to block imports of the British-
assembled Nissan Bluebird on the grounds that
less than 80 percent of the materials are Euro-
pean. The European Commission is expected to
tell the French to admit the Bluebird, and to fix
the local content level at 60 percent.

It is unfortunate that at the very time Wash-
ington is in a protectionist stance, the Commu-
nity is making hostile noises toward the United
States. What threatens is tit-for-tat trade barri-
ers, the first choice for no one. The truth is that
free trade is best and that trade protectionism
harms both the barred and the barrier-builder.

Trade barriers have added $280 to the prices
Europeans must pay for Japanese photocopiers.
The French ban on the Nissan Bluebird has de-
nied the French the opportunity to buy an inex-
pensive car, and is a threat to jobs. The Nissan
plant in England is in Sunderland, a high un-
employment area. Ironically, the ban is also a
threat to French jobs because the cassette play-
ers, high tension leads, sun visors, and door
casings used in the Bluebird are made in
France. Here is clear evidence that trade barri-
ers always backfire.

The case against free trade has been de-
bunked time and again, and there are few who
will defend subsidies in theory. The problem is
that trade policies aren’t being decided with re-
gard to the general well-being, but are backed
by vociferous producer interest groups. Farm
subsidies don’t persist because legislators are
too stupid to see the grain mountains, but be-
cause farmers are organized well enough to
block any change. The French did not ban the
Bluebird out of malign intentions, but because
of pressure from domestic car producers.

Looking at the optimistic side, European
trade barriers could be loosened when article
115 in the Community statutes is abolished as
part of the preparation for freer markets in
1992. This is the clause which permits barriers
against foreign goods entering through another
member country, like Nissan cars assembled in
Britain. It is certain, however, that some pro-
tection will continue. There will still be open
subsidies, as well as more covert forms such as
the cheap loans given out by the German gov-
ernment.

In the past there have been plenty of rebel-
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lions by members against Community policies.
It seems likely that, in the case of trade after
1992, members will put individual interpreta-
tions on Community policy. As is now the case,
some will be more open than others. The Eu-
rocrats probably realize that it is best to avoid
making enemies of America and Japan by erect-
ing a fortress. We must try to keep the European
market from becoming autarkic, and ensure that
it remains the worthy enterprise that it can be.

Britain As the
Awkward Member

It is apt that Margaret Thatcher, as the sym-
bolic leader of the world movement away from
the pretenses of the omnipotent state, has in-
jected some realism into debate over the future
course of Europe. The two issues on which Brit-
ain was recalcitrant last year were tax harmoni-
zation and passport controls. The stand on taxes
was admirably sensible, but the caution over
freeing border controls was pointlessly timid.

As part of the preparations for the Single Eu-
ropean Market, the Commission ordered that
member states harmonize their rates of indirect
taxation. The idea was that, if there is to be free
competition across frontiers, then all competi-
tors should begin from the same point. If tax
rates vary, the theory goes, then some produc-
ers will be penalized by the handicap of high
taxes, while those in low tax countries will start
from an unfair advantage.

For Britain this would mean the imposition of
the VAT (value-added tax—a sales tax) for the
first time on food, fuel, and children’s clothing.
For some other members the adjustments re-
quired would be far more drastic. Denmark
would have to slash its punitive taxes on alco-
hol, while Greece would have to endure a large
tax hike in order to find parity with other mem-
bers. The extension of VAT in Britain would
meet with great resistance, and none of the
changes appeal to the politicians who would
have to foist them on the electorate. European
politicians are often critical of Thatcher’s in-
transigence, but in this they probably welcome
the lead she has set.

The British Chancellor of the Exchequer, Ni-
gel Lawson, has put the case for an alternative

‘‘market-based’” strategy. This would involve
deregulating first and then letting countries
worry about their own tax rates. High tax coun-
tries, he says, would be encouraged to bring
taxes down to compete better in the European
market. Low tax countries would attract the
productive capital and the entrepreneurs. This
scheme has the great merit that it would tend to
make tax rates gravitate downwards. The level-
ing approach of the Commission, in contrast,
entails leveling some rates down and some up.
Another attribute of Lawson’s proposal is that it
doesn’t require any large, drastic, and politi-
cally unpalatable changes. It is the most realis-
tic proposal, and the most likely to succeed.

According to the Single European Act,
agreed to by all member countries in 1986, Eu-
rope will become ‘‘an area without internal
frontiers’” in 1992. On this issue the British
government has become cautiously jealous of
island status, and has decided that to allow for-
eigners to visit with the utmost ease is no longer
a good idea. The reason given is that it would
also ease access for terrorists, illicit drugs, and
for animals with rabies.

Before 1914 only Russia and Turkey required
passports for entry, with movement free be-
tween all the other European countries. During
the First World War, passport controls were in-
troduced as a wartime expedient, one of the
many that have fettered us ever since.

The terrorist excuse is weak. The terrorist
organization which afflicts Britain the most is
the IRA, based in the Republic of Ireland,
which is the only European country whose na-
tionals require no passport for entry to Britain.
Identifying terrorists has never been the prob-
lem. We know who they are, but we need to
catch them at it. Nor is it beyond the means of
professional terrorist organizations to buy false
identities or to use unknown new recruits.

Without passport controls the import of nar-
cotics would still be an offense, and animals
would still be subject to quarantine restrictions.
Stopping people from buying and selling drugs
has become something of a blind crusade, pur-
sued without regard for civil liberties. When
innocent people can be forcibly strip-searched
on their way home from holiday, then the law is
surely amiss. Our priority should be the well-
being of the many people who would visit Brit-
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ain to do business or just to take photographs of
the Tower of London. If we make it more in-
convenient for them to come, then they will go
and spend their money in Paris or Rome in-
stead.

On the issue of passport controls, the Com-
mission is right and the British government is
being reactionary. But what is more important
than winning this argument is resisting the
clamor for compulsory identity cards. In Sep-
tember a Home Office civil servant argued that
1992 may necessitate identity cards to keep
track of foreigners who will come and go from
Britain. Identity cards have also been called for
recently as a method of controlling crime in
Britain. The idea is a thoroughly pernicious
one, open to many abuses. If we must choose
between the two, then passports are the lesser of
two evils.

What is likely to happen is that the influx of
visitors will be far more than anyone antici-
pated. The French already are claiming that
British Rail has underestimated the volume of
traffic it will have to carry to and from the
Channel ports and tunnel in the 1990s. When-
ever I have traveled in and out through Dover,
it has seemed that the passport controls are little
more than a token pretense, with no serious
attempt at the impossible task of monitoring
masses of travelers. It is likely that, come 1992,
the frontier controls simply will be swamped
and that in virtually everything but name, we
will have free movement. The biggest cost will
be the $18 million customs and immigration
facility being built at Waterloo station in Lon-
don, designed to control the flow of incoming
Europeans.

The Ideological Quarrel

It is not a good thing for European unity that
Jacques Delors is President of the European
Commission, the organizing body for 1992. He
is both an abrasive personality and a tout for
old-style socialism. Delors’ vision for Europe is
a political one. He wants to construct a central
European government that will rule all of Eu-
rope as a federation.

Put bluntly, Delors has horrified Thatcher
and shocked her into rejection. Nothing could
be more depressing for her than the thought of

absolute rule by the Eurocrats of Brussels. This
is what she said in her speech in Bruges in
September: ‘“We have not successfully rolled
back the frontiers of the state in Britain, only to
see them reimposed at a European level, with a
European superstate exercising a new domi-
nance from Brussels.”

The quarrel is not only about the form of
European government, because Delors is also
clearly unhappy about some of the implications
of the Single European Market. He warned that
*“too much freedom can be repressive,”’ mean-
ing that he wants a European government which
interferes and regulates. In the same speech he
called for a new Keynes or Beveridge to remedy
unemployment. Both of these intellectuals were
British, and it is in Britain that their ideas were
applied in their purest forms. Both of them,
unlike Delors, were liberals who did not desire
the monster state that they helped create. It has
been part of the battle of the last ten years to rid
Britain of their legacy. If the European Com-
munity is to prosper, it must discard the nos-
trums of that era. When Delors looks back with
misty eyes to that mythical golden age, he
shows once again that he is not suitable to lead
Europe to 1992.

Imposition Is Not the Way

The countries of the European Community
have developed over history as separate na-
tions. They have each evolved their own indi-
vidual customs and practices to suit their na-
tional needs and predispositions. As any
American who has traveled on a Eurail ticket
will testify, English behavior is distinct from
French, as is German from Italian.

These nations also have developed along sep-
arate political traditions. English politics devel-
oped consistently with a social tradition of in-
dividualism, Italian politics must incorporate
the diverse historical developments of different
regions, and so on. Europe has never been a
state. The political system of each European
country is uniquely suited to the evolved neces-
sities of that country.

Given this, a sovereign European govern-
ment would be alien, it would create conflicts,
and it would be unstable. It would be a govern-
ment that has never been endowed with any
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authority by subject Europeans. And there is no
record to recommend it. The danger is that it
would assume all the worst faults of the old
Brussels European Community administration.
It would be distant, bureaucratic, interfering,
and wasteful. But in the new version, it would
be a superstate with much greater funds and
powers.

Imposed uniformity will never succeed in
Europe. Nations will cooperate and find points
of common reference spontaneously, where
they need to. One of the early costs of British
membership in the Community was the impo-
sition of currency decimalization—counting in
tens. The aim of this was to achieve harmony in
accounting units across the continent, not at all
a bad idea. However, ‘‘imperial’’ money
(pounds, shillings, and pence, with 240 pence
to the pound) had endured in Britain for many
centuries, people knew how to use it without a
second thought, and it had a comfortable fit in
the economy. When decimalization came, it
had its costs. For a few weeks it threw Britain
into turmoil. While the end result of compara-
bility was useful, it would have been less dis-
ruptive to have let the British people adopt the
new money where they needed it.

As part of 1992, Britain is going to be forced
into using kilos and grams rather than pounds
and ounces. Once again, this will throw the
country into confusion for weeks; it is a need-
less and pedantic change because both imperial
and metric weights have been displayed on
goods since 1974. Of course, over the past 15
years very few people have taken any notice of
metric weights, preferring to stick with what
they have tried and tested.

The weights and measures that we use in
Britain have lasted, refined by the testing of
time. By contrast, metric weights originate in
the rationalist tradition of France; they are the
creation of designing minds. An interesting test
of their alternative merits came when the
French attempted a cardboard egg box that
would hold ten eggs. This was all very rational
and consistent no doubt, but the eggs fell out.
The apparently irrational British box of six may
be an unwieldy number for balance sheets, but
at least it holds eggs. This may seem a trivial
example, but it shows the clash of principles
very clearly.

To take a more serious example, suppose the
European Commission decreed that, for the
sake of completing the pattern, everyone in the
Community should drive on the right. In Britain
this would create enormous costs. Steering
wheels would have to be converted; British car
manufacturers would have to alter their machin-
ery; and drivers would have to relearn the habits
of a lifetime. There undoubtedly would be a
surge in the number of accidents.

For the most part, even after 1992, English
people still will live in England, the French will
live in France, Danes will live in Denmark. It is
obviously sensible that the rules and customs of
each country should be suited to the conve-
nience of the people who live there.

Pursuing Uniformity

More serious still is the needless pursuit of
uniformity in politics and economics. However
imperfect, the democracies of Europe do reflect
at least some of the requirements of the people
who live under them. European government
threatens to replace that with something more
distant and less responsive. In the economies of
Europe we have the chance to free ourselves
from the stifling controls of the old Commu-
nity. Each country and region should be left to
develop naturally, to find specialties.

In another way, we should be grateful to
Jacques Delors for waking up the rest of Europe
to the wayward ideas which some of the archi-
tects of 1992 are entertaining. He is unlikely to
succeed because he is a man after his time.
Those leaders of Europe, like Prime Minister
Thatcher, Premier Schluter in Denmark, and
Prime Minister Silva in Portugal, who have
used the market to solve local and national
problems, will not want it suffocated from
abroad.

The political constitution of the European
Community is controversial among member na-
tions. There is unlikely to be a workable con-
sensus that involves anything but nominal rule
from Brussels. For this we should be glad, and
it gives grounds for being quite optimistic about
the results of 1992. If it has the right ideas
behind it, the European Community could be
the best opportunity for free trade and economic
liberalism in this century. O
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My Son and

the

Guatemalan Indians

by C. F. Fischer, III

visited Honduras with a small group of

Episcopalians from south Alabama and
northwest Florida, to repair and paint mission
and clinic buildings in the rural areas. He paid
his own way, and with exception of his first and
last nights there, all of his nights were spent in
a sleeping bag.

It was quite an adventure and experience for
a teenager—a blond, blue-eyed ‘‘gringo’’ if
ever there was one—whom most would have
considered quite privileged at home. It was also
a time of considerable concern and suspense for
his parents. (Is he sick? Is he safe? Can he get
a doctor? Can he get to a phone?)

In 1987 he visited Guatemala with a similar
group of six, including the bishop and his wife.
The bishop soon became sick and returned
home. This only added to our worries. (Was it
the food or water? What if Ted became sick in
a remote village? Who was the new leader?)

The group completed its mission and re-
turned safely to the United States. All, that is,
except my son. It seems that he had to do a little
more exploring on his own, and: ‘‘Pray tell me,
just when would it ever be cheaper and more
convenient to do what one must do?”’ For the
first time—the very moment I learned that he
did not return with the group—I knew that he
was much safer there than here.

Since then he has returned to Guatemala
‘‘solo’’ several times to explore volcanos and
Indian ruins, visit the most remote villages,
take Spanish courses, and just learn more about
the country and its people in general.

Mr. Fischer is president of Hartford & Slocomb Railroad
Company in Dothan, Alabama.

Several years ago my youngest son, Ted,

Soon he came to realize that he could visit
Central American countries the rest of his life,
giving of his time, energy, and what little
money he could come up with. But, the results
would be extremely temporary and barely no-
ticeable at very best.

Recently, he concluded that a venture in free
enterprise would likely produce the best, quick-
est, and most lasting benefit for the people of
Central America—and most especially for the
poor Indians in Guatemala.

Accordingly, he went to the most remote In-
dian villages and purchased samples of colorful
woven cloth handcrafts, mainly bracelets and
belts. These he brought back to Birmingham,
Alabama, where he attends school. Every bou-
tique, shop, and store in the major malls in
Birmingham that saw the samples immediately
placed orders. Soon other merchandisers in
New York, Baltimore, Chicago, Los Angeles,
and elsewhere saw or heard about these items,
became interested, and began placing orders.

This was all the excuse my son needed to
return to Guatemala personally to get more sup-
plies and set up a dependable network for future
orders. Although he had been assured by two
U.S. Customs offices and the Caribbean Basin
Initiative office that these products were exempt
from customs under the Caribbean Basin Initia-
tive, Houston Customs seemed unaware of this.
The customs people in Houston could not figure
out how to classify a few dozen woven cloth
bracelets, so the goods were held.

After missing a couple of flights, and facing
an early Monday class, my son had no choice
but to leave his precious little cargo and get on
the next flight out of Houston.
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“Welcome to the real world, son. Did you
not know that you should engage the services of
a customs broker? Oh, I know that a broker isn’t
required by law. But, I also know that a broker
is required by the facts, conditions, and circum-
stances. Don’t get one and you can wait for
clearance until your merchandise rots.

‘‘But, not to worry. On a few hundred dollars
worth of bracelets (at origin) your brokerage fee
probably won’t exceed $200.

‘‘ Among other things, you see, your customs
broker must prepare and file the ‘Consumption
Entry’ form (probably $60 minimum), then post
the ‘Bond Fee’ (probably $20 minimum), then
the ‘Immediate Delivery Permit’ ($10 or more),
‘Appraisement & Liquidation Service’ ($5 or
more), ‘Estimated U.S. Customs Duty’ (who
knows?), ‘Messenger Service’ ($10 minimum),
and so on, possibly including delivery orders,
additional entry classifications, and the like.

‘“‘Like it or not you will have to engage the
services of a broker. U.S. Customs will see to
that!”’

My son reacted simply and forthrightly. He
acknowledged that the ‘‘system’’ is extremely
boring, time-consuming, and frustrating. But,
he was determined to proceed within it.

He has since contacted other U.S. Customs
Offices. Fortunately, the number of different
answers he received did not exceed the number
of government offices contacted. With a little
experience under his belt, he moved forward.

Meanwhile, we—this is my first official in-
volvement—have contacted our Senator and
Representative to see if they can determine if
these imports are exempt or not. If not, what’s
the deal? If we’re lucky we at least will have a
clue soon.

Meanwhile, back at the Indian villages in
Guatemala, the natives are weaving colorful
bracelets of the most intricate designs which
they are happy to sell to my son’s group for four
cents each. It is, to be sure, tedious, back-
breaking work. There are no printed patterns or
computer printouts. Designs come from the
head, and execution comes from the fingers and
toes. Typically an Indian sits on a rock, ties the
structural yarn around his or her toe, and begins
weaving the bracelet.

Four cents per bracelet seems like a pitifully

low price. And in some respects that may be
true. On the other hand, however, less than two
months ago the same bracelets were being
bought by a ‘‘city native’’ for only two cents
each. And the “‘city native’’ also sold staples to
the Indians at 20 times the going prices in An-
tigua or Guatemala City.

The Indians are very happy to get four cents
per bracelet. That’s twice as much as they re-
ceived less than two months ago. More impor-
tant, the men who pick up the bracelets deliver
staples at cost. These workers likewise earn
four cents per bracelet. They too are pleased to
earn so much.

Thus the first large order—8,000 cloth brace-
lets—arrived by air. U.S. Customs in Birming-
ham yielded to U.S. Customs in Mobile, which
in turn insisted upon a customs broker.

The customs broker’s fee and charges
equalled the cost of 3,275 bracelets, and the
duty was equivalent to the price of 1,120 brace-
lets at the point of purchase. Broken down and
stated somewhat differently, ‘‘Preparation and
Filing of the Consumption Entry Form’’ cost
1,500 bracelets. ‘‘Postage’’—buying, licking,
and affixing one 25-cent stamp—cost 250
bracelets; ‘‘Messenger Service’” cost 250
bracelets; ‘‘Bond Fee’’ cost 500 bracelets; and
$O on.

In the final analysis, 50 Indians work more
than a week producing something you can see,
touch, wear, and enjoy—and earn less than the
broker’s charges for shuffling government pa-
pers for an hour. Something is terribly wrong,
and I don’t feel that it is with the poor, hard-
working Indians.

Fortunately—or unfortunately—my son has
yet to learn about state and Federal unemploy-
ment taxes, Workers’ Compensation, F.I.C.A.,
city license fees, state franchise taxes, state and
Federal personal and corporate income taxes,
sales and use taxes, wage and hour laws, and so
on. He doesn’t even yet realize that he must
now retain a lawyer and an accountant to advise
him about insurance, product liability, state
laws and taxes, and fair employment practices.

But, he is working through the market to im-
prove the lot of the Indians, while trying to
better himself in the process. I admire and love
him even more for his effort. O
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A REVIEWER'’S
NOTEBOOK

The Velvet Prison

by John Chamberlain

rom Hungary, in a sometimes difficult
F prose text, there comes an enigmatic

book about the fate of literature under
totalitarian governments. It is called The Velvet
Prison: Artists Under State Socialism, and is by
Miklos Haraszti, a dissident who is introduced
to us by a fellow dissident, George Konrad, and
translated from the Hungarian by Katalin and
Stephen Landesmann with the help of Steve
Wasserman (New York: Basic Books, 165 pp.,
$14.95).

One calls the book enigmatic because Ha-
raszti skips from sections in which he mocks
himself to more serious passages in which he
seems to be saying it is quite normal for an artist
to work within the confines of any culture that
is his national inheritance. The excuse has a
sometimes unnecessarily forgiving tone.

Haraszti’s thesis is that socialist writing
comes in two forms, depending on the state of
affairs pertaining to any given moment in a to-
talitarian society. If one is under a Stalin, Com-
munist pictorial art will be poster work, and
literature will follow a propagandist line. There
will be strict censorship exercised from a cen-
tral point. Under a Khrushchev or a Gorbachev,
however, things might differ. In periods of re-
laxation, artists under socialism may be permit-
ted a wide degree of self-censorship. The ones
that seem to be good socialist citizens will be
rewarded by ample funds and good working
conditions—hence the term ‘‘velvet prison.”’

What Haraszti says may very well be true for
Hungary. He doesn’t talk much about specific
Hungarian authors, so it is difficult to see where
‘‘soft aesthetics’’ may take over. In medieval
times the architects of Chartres Cathedral would

have endorsed everything Haraszti might have
had to say about working in a culture. But in
Soviet Russia the Haraszti thesis doesn’t check
out.

True enough, there was plenty of poster work
under Stalin. But the writers who were permit-
ted latitudes under Khrushchev did not ask for
velvet prison cells. Doctor Zhivago and various
books by Solzhenitsyn were uncompromising.
Indeed, Solzhenitsyn’s Gulag Archipelago still
awaits a Soviet publication under the so-called
relaxed Gorbachev.

The Haraszti book does not check with Max
Eastman’s excellent Artists in Uniform, written
many years ago and unfortunately now out of
print. Max dealt with Soviet writers both in the
pre-Stalin period, when Lenin and Trotsky were
permissive about art, and in the gloomy night
when the totalitarian ‘‘inquisition’’ took over.
In Leningrad, in the first days of Bolshevism,
poets were permitted their lyricism. They could
sing to the moon if they pleased. But the story
of Yesenin, who married the American dancer,
Isadora Duncan, is symptomatic. Yesenin had
hoped to travel about Russia with Isadora, sing-
ing while she danced. But when Lenin and
Trotsky ceased to have a direct influence on
Yesenin, he took to reading texts he couldn’t
understand. Says Eastman, ‘It was the two-
fold misfortune of Yesenin’s lyric nature to be
born into an age of gigantic concentration upon
a practical undertaking, and into a company of
engineers whose blueprints took the form of
metaphysical demonstrations that the universe
itself, or man and all society and all history, is
that undertaking.”’

In short, Yesenin was convinced there was
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no room for poets under either militant or a
more relaxed socialism. ‘‘My poems,’’ he
wrote, ‘‘are no longer needed here.”” So his
suicide followed.

In Eastman’s story of what happened after
Stalin grabbed the power and the printing
presses, there were more suicides. Maiakovsky,
after announcing his surrender to the politi-
cians, offered a ‘‘thunderous manifesto of
defeat’” and shot himself. There was an epi-
demic of suicides of poets of lesser importance.
An exception, Eugene Zamyatin, author of the
beautiful novel We, did not make any great ef-
fort to keep himself from being framed. Pan-
teleimon Romanov recanted his ‘‘mistake’” of
writing Three Pairs of Silk Stockings, which
called attention to evils that had already been
attacked by government. Isaac Babyel, author
of Horse Army and Odessa Stories, refused to
behave ‘‘like a recruiting sergeant’’ (he
wouldn’t write ‘‘ballyhoo’” for the Red Army),
and he shut up voluntarily. Boris Pilnyak, a
great talent, rewrote a novel in order to get a
visa to America. Says Eastman, ‘‘Probably no
work of art in the world’s history was ever com-
pleted in more direct violation of the artist’s
conscience, or with a more unadulterated mo-
tive of self-preservation than Pilnyak’s The
Volga Falls to the Caspian Sea.

In Hungary, apparently, there were fewer
suicides in Stalinist times. Says Haraszti, ‘‘al-
though the tradition of ‘productive, revolution-
ary, and national themes’ survived into the
post-Stalin era, it was discovered that aesthetic
regulation alone would do the trick.”” No such
discovery was made in Russia when Khrush-
chev denounced Stalin. Solzhenitsyn welcomed
the denunciation for what it did to get a few of
his books into print, but he now lives in Ver-
mont and refuses to change his style to conform
to any ‘‘aesthetic regulation’’ that Gorbachev
might want.

Where are the fairly decent works of art or
literature that have emerged from Hungary un-
der self-censorship? No doubt there are some.
But Ben Shahn, the perceptive painter who
wrote The Shape of Content (New York: Vin-
tage Books) is dubious of the value of any sys-
tem of conforming. ‘‘Nonconformity,”’ he
says, ‘‘is not only a desirable thing, it is a fac-
tual thing. One need only remark that all art is

based upon nonconformity, has been bought ei-
ther with the blood or with the reputation of
nonconformists. Without nonconformity we
would have had no Bill of Rights or Magna
Carta, no public education system, no nation
upon this continent, no science at all, no phi-
losophy, and considerable fewer religions. All
that is pretty obvious.”’

The good artist, says Shahn, has no really
vested interest in the status quo. Hitler, a bad
architect who wanted to kill expressionism,
tried to establish a Nordic status quo, ‘“a cloy-
ing art of kirche, kiiche, and kinder . . . [it was]
stillborn and unremembered.’’ German expres-
sionism hasn’t come back, but there will be
other rebels.

In Hungary, according to The Christian Sci-
ence Monitor, they are ‘taking a giant, if little-
noticed leap toward letting capitalism out of the
closet.”’ If a nonconforming art is to go with
this leap, Haraszti is the man to discover it. But
he has been too concerned with maintaining his
sardonic pose. a

WHEN GOVERNMENT GOES PRIVATE:
SUCCESSFUL ALTERNATIVES

TO PUBLIC SERVICES

by Randall Fitzgerald

Universe Books, 381 Park Avenue South, New York, NY 10016
1988 « 330 pages * $24.95 cloth

Reviewed by Robert W. McGee

y the time I got halfway through the
Bintroduction to this book, I wanted to
send a copy to the mayor of the town
where I live. Randall Fitzgerald documents lit-
erally hundreds of ways that local and national
governments can cut costs without cutting ser-
vices by turning over government functions to
the private sector. Nearly every line contains
useful information for anyone interested in
learning ways to shrink the size of government.
Fitzgerald shows that there is a third alternative
to either cutting back on services or raising
taxes—privatize.
The “‘bottom line’’ of this book is that the
private sector can do just about anything better
and cheaper than government. The reason? In-
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centives, which are unleashed by breaking the
government monopoly and opening up the ser-
vice in question to the competitive forces of the
marketplace. A secondary theme of the book is
that privatization is an idea whose time has
come. Numerous municipalities are turning to
privatization to reduce costs and provide better
service. Some cities have been able to com-
pletely eliminate property taxes by privatizing
everything. More than 50 countries have also
been bitten by the privatization bug and have
started turning over functions previously pro-
vided by government to the private sector.

Privatization has many faces—at least 22
have been documented so far. Government can
sell or give away state-owned enterprises, as
Britain has been doing. Services can be con-
tracted out to one or more private companies.
Enterprises can be turned over to employees
and allowed to sink or swim. State monopolies
can be repealed, thus opening up the way to
competition. User fees can replace taxes. Nu-
merous methods have been tried and they all
result in reduced cost and/or better service.
Here are some examples:

When Central Park’s Wollman Skating Rink
was closed in 1980, New York City officials
estimated it would take two years and cost $4.9
million to repair. Six years and nearly $13 mil-
lion later they estimated it would take another
$3 million and two years to complete the reno-
vation. Businessman Donald Trump made a
deal with City Hall and did the job in 312
months for slightly over $2 million. Trump was
able to circumvent New York State’s Wicks
Law, which requires the use of separate con-
tractors for construction, plumbing, electrical,
and ventilation work. Mayor Koch was so
shocked at the result that he ordered a study to
determine how Trump could beat City Hall so
badly.

North of Boston, a privately owned and op-
erated incinerator turns garbage into energy for
20 towns having a combined population of over
a half million. The towns now pay only $22 per
ton to have their garbage taken away, compared
to $100 a ton that is charged by the government-
operated landfill.

A study prepared for the U.S. Department of
Housing and Urban Development examined
eight municipal services, comparing the cost of

having government provide the service to the
cost of having the service contracted out. It
found that asphalt paving cost 95 percent more
when done by municipal workers, janitorial ser-
vices cost 73 percent more, and 5 of the other
services cost at least 37 percent more when per-
formed by government workers. Payroll prepa-
ration costs were about the same regardless of
who performed the service. The study also
showed that the savings were not due to lower
wage rates in the private sector—the private
sector employees earned an average of $106 a
month more than the government workers. Sav-
ings were made possible because of the inher-
ently more efficient structure of private, com-

- petitive enterprise.

Prisons are also being privatized. A prison in
Florida was turned over to a private company
when the company offered to provide the ser-
vice for $24 a day per prisoner, compared to the
$37 a day offered by the sheriff. Shortly after
taking over, the private company raised guards’
salaries from $8,100 to $13,500. California
contracts out to the private sector for more than
a dozen detention facilities. Prisoners who were
temporarily housed in a private Pennsylvania
jail did not want to return to the state-owned
facility they came from because the conditions
at the privately run prison were much more hu-
mane.

Even streets are being privatized. At least
1,000 streets in St. Louis and adjoining areas
have been privatized. The result has been sky-
rocketing property values, as deteriorating
neighborhoods reversed the trend toward decay.
Neighborhoods became stabilized and safer,
and community pride increased. Houston sold
some of its streets to homeowners to raise
money and experienced similar results.

There seems to be almost no limit to what can
be privatized. The U.S. military could save bil-
lions by contracting out numerous functions
now performed by military personnel such as
lawn-mowing, cooking, and selling groceries.
Selling the post office and privatizing social se-
curity could save taxpayers and consumers bil-
lions more. Selling off surplus government as-
sets would enable the federal government to
make the social security system solvent and
could provide enough funds to wipe out the def-
icit, were it not for the fact that Congress sets up
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road blocks to prevent such sales from happen-
ing.

If you have time to read only one book on
privatization, this book would be a good
choice. It summarizes what has been happening
in the privatization revolution and cites numer-
ous books and articles that can be referred to for
further investigation. The index is also quite
thorough. 0

(Professor McGee holds a law degree and
teaches accounting at Seton Hall University.)

SEARCHING FOR SAFETY
by Aaron Wildavsky

Transaction Books, Rutgers University, New Brunswick, New
Jersey 08903 + 1988 + 253 pages * $32.95 cloth; $16.95 paperback

Reviewed by John Semmens

hat is safe? While the purveyors of
government safety regulations
think they know, the odds are they

are wrong. Since all action is designed to deal
with the future, and the future is unknown, all
action is inherently speculative. Though the ad-
vocates of statutory and regulatory approaches
to coping with the hazards of an uncertain future
believe they are ensuring safety, the reality is
that the only thing likely to be ensured is stag-
nation.

This book is premised on the idea that safety
is not a known, utopian condition, but rather a
changing relative improvement over a previous
more precarious condition. The question of how
better to achieve safety is aptly posed by the
so-called ‘“‘jogger’s dilemma.’”’ The dilemma
consists of confronting two interrelated facts
about the effects of jogging on a person’s
health. In general, over the long run, exercise
tends to improve physical health and increase
longevity. However, the process of strenuous
exercise places the body under stress. One’s
chances of dying due to stress are, thus, greater
during an hour of exercise than an hour of re-
pose.

Should one incur the short-run risk of jogging
with its attendant stress in order to obtain the
long-run benefit of better health? The most in-

telligent response to such a question is that it
depends. Not every individual faces the same
risk-reward ratio. Not every circumstance is
well suited to the contemplated exercise (as I
write this, it is 110 degrees outside). The vari-
ety of contingencies that can affect the decision
to take or avoid the short-run risk argue in favor
of a flexible, decentralized process for decision-
making.

Safety regulation and legislation, though, are
the opposite of flexible and decentralized. Gov-
ernment-imposed rules must be stable and stan-
dardized. “‘Flexibility’’ in the hands of govern-
ment can too easily degenerate into arbitrary
abuse of authority. No matter how hard govern-
ment tries to decentralize, it will always fall
short of matching its rules to the unique circum-
stances of each individual. Only freedom and
the marketplace hold forth the prospect for ad-
equately coping with the changing needs of
unique individuals.

The current politicization of safety, by in-
flicting the force of government on more and
more areas of our lives, threatens the safety it
purports to be protecting. Banning or severely
restricting ‘‘dangerous’’ research and experi-
ments may prevent the improbable disasters the
regulators fear. Unfortunately, progress may
also be obstructed. Insisting that expensive
safety equipment be mandated to guard against
the tiniest hazards has a retarding effect on eco-
nomic growth. Safety demagogues are quick to
assert their superior virtue for placing the sav-
ing of even one life ahead of economics.

Professor Wildavsky effectively refutes this
fallacy by pointing out that economic growth
also saves lives. The improved living condi-
tions made possible by economic growth actu-
ally contribute to longer, healthier lives. By
way of illustration, he offers an interesting sta-
tistic: for a 45-year-old working man, a 15 per-
cent increase in take-home pay has the same
statistical impact on his longevity as would the
elimination of all workplace hazards. Thus,
even if government programs to remove work
hazards actually eliminated all risk, it is likely
that the net result in most instances still would
be negative. Sacrificing economic growth in
pursuit of expensive safety rules, therefore,
may well cost more lives than are saved.

The progress that has yielded our current,
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relatively safe mode of living involved the in-
tentional taking of risks. Daring to venture into
the unknown is an unavoidable step in develop-
ing new and better ways of living. Purposefully
accepting risk is a necessary part of attaining
greater safety in the long run.

The interconnectedness of risk and safety in-
validates the simplistic strategy of outlawing
hazards. If we are to improve rather than atro-
phy we must move ahead by taking chances.
The discovery of safer ways of doing things can
be conducted most expeditiously by individuals
free to act and to bear responsibility for the
consequences. The social mechanism most
adept at facilitating the process of rational risk-
taking is freedom.

Professor Wildavsky’s book is not always
easy reading, but it is full of sound logic and
useful illustrations. It will be especially helpful
for those free market partisans who, for want of
a firm scientific foundation, have conceded
safety regulation to government. Not only can
we rely upon the market to take care of safety,
but if we value life and limb we will insist upon
a market approach. O

(John Semmens is an economist with the Laissez
Faire Institute, a free-market research organi-
zation headquartered in Tempe, Arizona.)

THE ART OF REASONING
by David Kelley

W. W. Norton & Company, 500 Fifth Avenue, New York, NY
10110 » 1988 » 412 pages *» $19.95 cloth

Reviewed by David M. Brown

avid Kelley’s new logic text, The Art of
DReasoning, is “‘must’’ reading for those
dedicated to advancing liberty.

Of course, logic supports freedom over stat-
ism no matter what text one relies on. But
Kelley seems to understand the relationship be-
tween first principles and final policy conclu-
sions somewhat better than many other philos-

ophy professors. His exposition thus tends to be
more informative than the usual textbook treat-
ment, even while avoiding technical issues not
really relevant to the needs of the typical stu-
dent. (There’s nothing in here about truth ta-
bles, for instance, or about exactly how statis-
ticians calculate probability variances.)

This is not to imply that the book, with one of
its more gratifying exercises pitting F. A.
Hayek against J. K. Galbraith, was written with
a primarily political purpose in mind. As the
author comments, ‘‘The value of these logical
skills is not limited to political arguments.
.. . In a philosophy class, the issue might be
free will versus determinism; in literature, it
might be different interpretations of Hamlet.
Discussing these ideas means presenting rea-
sons for or against them. . . . In our own per-
sonal lives, finally, we all have choices to
make, major ones or minor, and here too we
need to weigh the reasons on each side and to
consider all the relevant issues.’’

The reader who studies this text and absorbs
its lessons will be admirably equipped. Kelley
begins by sketching the nature of concepts, the
building blocks of premises. Then he takes on
many of the usual topics, including the nature of
propositions and syllogisms, inductive reason-
ing, etc. His chapter on dissecting and diagram-
ming arguments is particularly interesting and
helpful. Here the reader learns to detect im-
plicit, unspoken premises, and to analyze the
criss-crossing arguments and counter-argu-
ments of debates.

Chapters are interspersed with practice quiz-
zes for which answers reside in the back of the
book. For more detailed exercises there are no
answers to turn to; the student gets practice in
thinking entirely on his own. That’s fine, espe-
cially since the meaty sample  arguments are
drawn from a wide variety of intriguing con-
temporary and classical sources. Logic, it turns
out, can be fun as well as relevant. O

(Mr. Brown is a free-lance writer in Trenton,
New Jersey.)
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PERSPECTIVE

Look Around

Look around the world today and ask: where
are the victories against poverty most dramatic?
Where is the race to the future being won?
Where is peace most secure?

Again and again, the answer can be found in
that small group of nations where men and
women have freedom: freedom to pray and to
speak, freedom to vote, assemble and dissent,
and freedom to seek their fortune without fear
or without favor, and where freedom is coupled
with moral responsibility: responsibility to
one’s community, responsibility to one’s coun-
trymen, and ultimately and inescapably respon-
sibility to the God who rules us all. For the
abiding hope and the unlimited possibilities of
freedom rest in the strength of freedom’s moral
foundations as well as in that crucial link be-
tween our economic and our personal and po-
litical freedom.

—WiLLiaM E. SiMON
Speaking at Templeton College, Oxford

Protecting the Irresponsible

Most people agree that government should
punish irresponsible conduct which infringes,
in a direct way, on the rights of others. Thus,
there is common agreement on the legitimacy of
laws against such conduct as murder, assault,
rape, and theft.

However, there is also a wide range of con-
duct which many people consider irresponsible
but which does not directly impact against oth-
ers. Examples include the denying of God, re-
fusing to care for others, viewing pornography,
listening to rock and roll, believing in commu-
nism, ingesting drugs, and attempting suicide.

Should government punish individuals for
pursuing actions which are harmful only to
themselves? The answer is unequivocally no!
Individuals have the absolute right to engage in
this type of conduct and it is the sovereign duty
of government to protect the exercise of this
right.

The essence of freedom is the right to choose



between alternative courses of action. If an in-
dividual is not permitted to choose an irrespon-
sible course of action that harms only himself,
then he cannot truly be considered free. Does
this mean that advocates of liberty necessarily
approve of the choices which others make with
respect to their own lives? Of course not. But
we view liberty as so crucially important to hu-
man life that we are willing not only to tolerate
these choices but also to affirm the right of oth-
ers to make them.

Why is freedom of choice so vitally impor-
tant? There are three reasons. First, freedom of
choice is a God-given right and, therefore, can-
not legitimately be taken away by man. God
wants us to choose good over bad, and virtue
over vice, but under no circumstances does He
force us to do so. He leaves us free to choose
our own way, recognizing that each individual
must ultimately bear the consequences of his
own choices. Since God permits man to sin
against himself, government has no legitimate
authority to prevent him from doing so.

Second, freedom of choice is necessary for
individual growth. In order to improve and per-
fect himself, an individual must be provided the
widest possible latitude to choose between good
and evil. The ultimate conquest over self can
take place only through a continuous process of
choosing between good and bad, moral and im-
moral. It is this process of choosing that enables
an individual to move forward in his aim of
constantly refining himself.

Third, freedom of choice makes the pursuit
of correct conduct meaningful. If a person is
coerced into doing good, or prevented from do-
ing bad, then his actions mean nothing. It is
only when the individual voluntarily and delib-
erately pursues good for its own sake, rather
than as a result of coercion or manipulation, that
his conduct has positive meaning for both him-
self and his God.

The true test of a free society, then, is the
extent to which laws protect, rather than pun-
ish, the pursuit of irresponsible conduct which
does not directly harm others. Not only is free-
dom of choice a divine right, it is the only
method for individuals to reform themselves in
meaningful ways.

—JacoB G. HORNBERGER

PERSPECTIVE
Where Your Mail Went

The Postal Service may soon have to file en-
vironmental impact statements for all the mail it
is dumping in America’s trash boxes and dump-
sters. For example, a Rhode Island carrier was
arrested after 94,000 letters were found buried
in his backyard. A 1987 survey by Doubleday
and Company found that up to 14 percent of
bulk business mail was either thrown away or
lost. One Arlington, Virginia, postal clerk told
a customer, ‘“We don’t have room for the junk
mail—so we’ve been throwing it out.”” In 1987,
1,315 postal workers were fired for theft and/or
mistreatment of mail. A Postal Inspection Ser-
vice audit found properly addressed mail
dumped in the trash at 76 percent of the post
offices it visited. A survey by Doubleday found
that up to 14 percent of properly addressed
third-class mail vanished in the postal labyrinth.
The throwing away of mail has become so per-
vasive that postal inspectors have notified em-
ployees that it is bad for the Postal Service’s
business. —JAMES BOVARD

‘“The Slow Death of the U.S. Postal
Service,”’ published by the Cato Institute

Regulatory Chaos

At first blush, the regulatory system seems
reasonably orderly. Administrative agencies
provide oversight before products go on the
market, while the courts supervise matters far-
ther down the line. But the structure beneath is
much more chaotic. The hierarchy of regulatory
powers is so fragmented that the system can
never say ‘‘yes,”’ only ‘‘maybe.”’ One agen-
cy’s approval may be trumped by a second’s
disapproval. Approvals by two agencies may be
refuted shortly afterward by a federal court.
And approvals of all three may be rejected by a
liability court following an accident decades
later. . . .

Any endeavor can tolerate only so much un-
certainty. Compounding scientific doubt with
unnecessary layers of regulatory unknowns will
sink many undertakings regardless of their sci-
entific and economic merits.

—PETER HUBER, writing in
Technology Review
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The Real Meaning of
Tax Loopholes

by James L. Payne

ax loopholes are one of the great mys-

I teries of modern politics. They are

wrong, everyone seems to say, and cru-

sades are mounted against them time and again.

Yet the evil never gets stamped out, for loop-

holes keep creeping back into the tax code.
What causes this curious inconsistency?

The root of the problem is a misunderstand-
ing about taxpayers. At first glance, taxpayers
seem to be selfish individuals who spend their
income on their own pleasures. Being preoccu-
pied with their private needs, they ignore the
needs of the community. Therefore, govern-
ment is brought in to reflect those needs. It
takes away some of the citizen’s money in taxes
and spends it on worthy public purposes.

This all seems logical until you notice one
thing: it is based on a distinction between per-
sonal and public spending that is largely ficti-
tious, especially today. In the past, when most
public spending funded truly public goods like
police protection and the judicial system, there
was some validity in saying that taxes supported
community functions not funded privately. But
today, most government spending goes for pri-
vate goods—things citizens can and do buy for
themselves. In other words, government wants
for us what we already want for ourselves.

James L. Payne is a political scientist specializing in Con-
gress and economic policy. His latest book, The Culture of
Spending, sponsored by the Cato Institute, examines con-
gressional confusions about the budget.

Take housing. The need for a nice home is a
personal desire. Yet nice homes for people are
also a social good. Hence politicians have set up
numerous subsidy programs to help people get
decent housing, from government-backed loans
to public housing projects.

It’s the same with most other spending pro-
grams. Citizen desires for education, opera
tickets, quality medical care, or comfortable re-
tirement are private needs. But from the public
(governmental) point of view, it is also good for
citizens to have these things. Hence the govern-
ment has programs to purchase them: loan pro-
grams to pay for college, subsidies for the arts,
payments for medical care, and government re-
tirement programs.

In the business world, we see the same over-
lap between public and private spending. Take
research and development. Companies want to
discover new products for a self-oriented rea-
son—to improve sales and profits. But the de-
velopment of new products is also a public
good, since these mean more jobs, more ex-
ports, and benefits to consumers. Hence, gov-
ernment has programs to subsidize private cor-
porate research.

Normally, legislators miss the connection be-
tween private and public spending. They take
money from people who would have purchased
housing, and (after losses in the taxing and
spending process) give it back to people who
want housing. They take funds from college-
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Every so often, politicians notice that people are
privately spending money on exactly the same
thing that the politicians want them to have.

Then they create a tax loophole. ~

bound students and their parents, and (again,
with waste) funnel it back to them in loan pro-
grams and other subsidies. They take money
from firms that would have used it for research,
and (again, minus overhead costs) channel it
back to research through government grants and
subsidies.

Every so often, however, politicians notice
that people are privately spending money on
exactly the same thing that the politicians want
them to have. Then they create a tax loophole,
now called by its prettier name, a ‘‘tax
deduction.’’ They declare that the income spent
on the worthy purpose is exempt from taxation.
The money you put aside for your retirement—
a worthy purpose—is exempt from taxation.
The money you donate to charity—a worthy
purpose—is exempt from taxation. The money
you spend on home ownership (interest) is ex-
empt from taxation. The money a business
spends on research is exempt from taxation.

This is not to say that the deductions are al-

ways taken in the spirit intended. This is where
the negative connotation of ‘‘loophole’” comes
in. As happens with any government regula-
tion, some people extend the interpretation of
the law. They get the lower taxes without really
doing the socially desired thing. For example, a
company might send its scientists for a vacation
in Hawaii, calling it a ‘‘research conference’’ in
order to take the research tax deduction. As
Congress finds out about such abuses, it moves
to abolish the deduction. But then it hears about
the useful, non-abusive spending of the same
kind, and moves to re-establish the deduction.
And so we go round and round.

How can we promote socially useful private
spending without adding a lot of red tape? The
solution is so simple most politicians rush right
past it: cut government spending. Stop trying to
give people things through government pro-
grams that they can buy for themselves. With
less spending you can have lower taxes, and
people will have the money to buy them! [
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The Invisible
Hand
at Work

by Jane S. Shaw

friend of mine recently received an in-
Aheritance that appeared large enough to

let her quit work. She was then em-
ployed as a part-time English teacher and
wanted to spend more time with her 11-year-old
daughter and pursue intellectual interests such
as history and German literature.

My friend, whom I’ll call Ellen, is a gentle
person who lives simply, loves humanity, and
has a great interest in culture. The last thing she
would ever think of is hurting people or depriv-
ing them of something valued. Yet she was
about to deprive students of an excellent
teacher.

In considering whether to continue teaching
or not, Ellen looked at her job—as most of us
do—in terms of what it did for her. Did it pay
well? Did it provide meaning in her life? Was it
emotionally rewarding or mostly tedious? Much
lower on the list, or completely forgotten in the
calculation, was whether or not her students
might lose a good teacher.

Most jobs exist because they provide a prod-
uct or service that someone wants. Yet, like
Ellen, we rarely think about them this way.

We read ‘‘how to’’ books that tell us how to
improve job satisfaction through higher pay and
better relationships with the boss. We never
read about how our job benefits our customers.

In the press, it’s the jobholder, not the cus-
tomer, who gets our attention. High unemploy-
ment dismays us because it means people are
left without jobs and income—rather than be-
cause people lose the opportunity to buy goods

Jane S. Shaw is a Senior Associate of the Political Economy
Research Center in Bozeman, Montana.

or services, even though their losses, too, may
be substantial.

Our focus on the jobholder is so intense that
we tend to suppose that those who work with
little or no pay, such as Peace Corps volunteers,
are doing more for society than, say, Sears Roe-
buck & Co. employees in the same country. Yet
however admirable it may be, personal sacrifice
doesn’t make a person more effective.

Our emphasis on job satisfaction is really an
example of Adam Smith’s ‘‘invisible hand’’ at
work. By pursuing our own desires we inad-
vertently satisfy those of others. That is because
the only way we can earn income is by provid-
ing what other people want. Their wishes create
our jobs.

So, paradoxically, a hardhearted and selfish
entrepreneur who builds a great business selling
clothes or canning soup may improve the lives
of millions of people while a Peace Corps vol-
unteer may help only a few. This entrepreneur
may care nothing personally about his custom-
ers, and his character may not deserve our
praise, but in order to succeed he has to con-
sider what other people want—convenience,
economy, good taste, for example,—and pro-
vide it at a reasonable cost.

It is sad but indisputable that without this
desire for material gain, most people would be
unlikely to give as careful consideration to the
desires of others. Even tender-hearted Ellen
weighed income and job satisfaction against the
trial and tribulation of teaching high school stu-
dents. What made her different was that her
desire for material gain was so very modest. Yet
by wanting little, she gave little as well.

If income meant more to Ellen—if she were
more greedy—she would have tailored her tal-
ents to provide services that people want. Iron-
ically, without such greed and with a little in-
come, she could pretty much do what she
pleased.

In the end, it didn’t turn out that way. Ellen
soon found that the property she had inherited
doesn’t provide enough income for her to live
comfortably. So, she is back at work again, this
time teaching German to college students, and
she is earning extra income working at a retail
store. I don’t think she realizes it, but her need
for income has had a positive result—it has led
her to help others. g
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The Tide in the Affairs

of Men

by Milton Friedman and Rose D. Friedman

There is a tide in the affairs of men,

Which, taken at the flood, leads on to fortune;

Omitted, all the voyage of their life

Is bound in shallows and in miseries.
SHAKESPEARE, Julius Caesar

hakespeare’s image is an apt text for our

essay. There are powerful tides in the af-

fairs of men, interpreted as the collective
entity we call society, just as in the affairs of
individuals. The tides in the affairs of society
are slow to become apparent, as one tide begins
to overrun its predecessor. Each tide lasts a long
time—decades, not hours—once it begins to
flood and leaves its mark on its successor even
after it recedes.

How tides begin in the minds of men, spread
to the conduct of public policy, often generate
their own reversal, and are succeeded by an-
other tide—all this is a vast topic insufficiently
explored by historians, economists, and other
social scientists.’

The aim of this brief essay is modest: to

Milton Friedman and Rose D. Friedman, both economists,
are the authors of Capitalism and Freedom and Free to
Choose. Milton Friedman, recipient of the Nobel prize for
economics in 1976, is senior research fellow at the Hoover
Institution and Paul Snowden Russell Distinguished Service
Professor of Economics, Emeritus, at the University of Chi-
cago.

This essay originally appeared as a chapter in Thinking
About America: The United States in the 1990s, edited by
Annelise Anderson and Dennis L. Bark. It is reprinted here
with permission of the publishers, Hoover Institution Press,
Stanford, California.

present a hypothesis that has become increas-
ingly plausible to us over the years, to illustrate
it with experience over the past three centuries,
and to discuss some of its implications. The
hypothesis is that a major change in social and
economic policy is preceded by a shift in the
climate of intellectual opinion, itself generated,
at least in part, by contemporaneous social, po-
litical, and economic circumstances. This shift
may begin in one country but, if it proves last-
ing, ultimately spreads worldwide. At first it
will have little effect on social and economic
policy. After a lag, sometimes of decades, an
intellectual tide ““taken at its flood’” will spread
at first gradually, then more rapidly, to the pub-
lic at large and through the public’s pressure on
government will affect the course of economic,
social, and political policy. As the tide in events
reaches its flood, the intellectual tide starts to
ebb, offset by what A. V. Dicey calls counter-
currents of opinion. The counter-currents typi-
cally represent a reaction to the practical con-
sequences attributed to the earlier intellectual
tide. Promise tends to be utopian. Performance
never is and therefore disappoints. The initial
protagonists of the intellectual tide die out and
the intellectual quality of their followers and
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supporters inevitably declines. It takes intellec-
tual independence and courage to start a
counter-current to dominant opinion. It takes
far less of either to climb on a bandwagon. The
venturesome, independent, and courageous
young seek new fields to conquer and that calls
for exploring the new and untried. The counter-
currents that gather force set in motion the next
tidal wave, and the process is repeated.

Needless to say, this sketch is oversimplified
and excessively formalized. In particular it
omits any discussion of the subtle mutual inter-
action between intellectual opinion, public
opinion, and the course of events. Gradual
changes in policy and institutional arrange-
ments are always going on. Major changes sel-
dom occur, however, except at times of crisis,
when, to use Richard Weaver’s evocative
phrase, ‘‘ideas have consequences.’’ The intel-
lectual tide is spread to the public by all manner
of intellectual retailers—teachers and preach-
ers, journalists in print and on television, pun-
dits and politicians. The public begins to react
to the crisis according to the options that intel-
lectuals have explored, options that effectively
limit the alternatives open to the powers that be.
In almost every tide a crisis can be identified as
the catalyst for a major change in the direction
of policy.

We shall illustrate the relevance of our hy-
pothesis with the two latest completed tides as
well as the tide that, as we put it in the title of
the final chapter of Free to Choose, is turning.?

The Rise of Laissez-Faire:
The Adam Smith Tide

The first tide we discuss begins in the eigh-
teenth century in Scotland with a reaction
against mercantilism expressed in the writings
of David Hume, Adam Smith’s Theory of
Moral Sentiments (1759), and above all Smith’s
The Wealth of Nations (1776).

The Wealth of Nations is widely and correctly
regarded as the foundation stone of modern sci-
entific economics. Its normative thrust and its
influence on the wider intellectual world are of
greater interest for our present purpose. Its
rapid success in influencing the intellectual
community doubtless reflected the seeds
planted by Hume and others—the intellectual

counter-currents to the mercantilist tide—as
well as the early stages of the Industrial Revo-
lution.

On the other side of the Atlantic 1776 also
saw the proclamation of the Declaration of In-
dependence—in many ways the political twin
of Smith’s economics. Smith’s work quickly
became common currency to the Founding Fa-
thers. Alexander Hamilton documented that
phenomenon in a backhanded way in his 1791
Report on Manufactures. He quoted Smith ex-
tensively and praised him profusely while at the
same time devoting the substance of his report
to arguing that Smith’s doctrines did not apply
to the United States, which needed not free in-
ternational trade but the protection of infant in-
dustries by tariffs—an example of the homage
that vice, even intellectual vice, pays to virtue.

Smith had no illusions about the impact of his
intellectual ideas on public policy: ‘‘To expect
that the freedom of trade should ever be entirely
restored in Great Britain, is as absurd as to ex-
pect that an Oceana or Utopia should ever be
established in it. Not only the prejudices of the
public, but what is much more unconquerable,
the private interests of many individuals, irre-
sistibly oppose it.”?

His prediction proved false. By the early
nineteenth century the ideas of laissez-faire, of
the operation of the invisible hand, of the un-
desirability of government intervention into
economic matters, had swept first the intellec-
tual world and then public policy. Bentham,
Ricardo, James Mill, and John Stuart Mill were
actively engaged in spreading these ideas and
promoting them politically. Maria Edgeworth
was writing novels based on Ricardian econom-
ics. Cobden and Bright were campaigning for
the repeal of the corn laws. Reinforced by pres-
sures arising out of the Industrial Revolution,
these ideas were beginning to affect public pol-
icy, though the process was delayed by the Na-
poleonic Wars with the accompanying high
government spending and restrictions on inter-
national trade. Yet the wars also furnished the
needed catalytic crisis.

The repeal of the corn laws in 1846 is gen-
erally regarded as the final triumph of Smith
after a 70-year delay. In fact some reductions in
trade barriers had started much earlier, and
many nonagricultural items continued to be pro-
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tected by tariffs until 1874. Thereafter only rev-
enue tariffs remained on such items as spirits,
wine, beer, and tobacco, countervailed by ex-
cise duties on competing domestic products. So
it took nearly a century for the completing of
one response to Adam Smith.

U.S. Experience

The other countries of Europe and the United
States did not follow the British lead by estab-
lishing complete free trade in goods. During
most of the nineteenth century, however, U.S.
duties on imports were primarily for revenue,
though protection did play a significant role, as
rancorous political debates, particularly be-
tween the North and the South, testify. Except
for a few years after the War of 1812, customs
provided between 90 and 100 percent of total
Federal revenues up to the Civil War. And ex-
cept for a few years during and after that war,
customs provided half or more of Federal rev-
enues until the Spanish-American War at the
end of the century.

Nontariff barriers such as quotas were non-
existent. Movement of people and capital was
hardly impeded at all. The United States in par-
ticular had completely free immigration. In Eu-
rope before World War I “‘the inhabitant of
London,”” in John Maynard Keynes’s eloquent
words, ‘‘could secure . . . cheap and comfort-
able means of transit to any country or climate
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without passport or other formality . . . and
could . . . proceed abroad to foreign quarters,

without knowledge of the religion, language, or
customs . . . and would consider himself
greatly aggrieved and much surprised at the
least interference.””*

Hamilton’s success in achieving protectionist
legislation in the United States reflects the ab-
sence of effective ideological commitment by
policy makers to avoiding intervention by gov-
ernment into economic activity, despite the in-
tellectual tide set in motion by Adam Smith, the
French physiocrats, and their later followers.
However, strong belief in states’ rights meant
that states, not the federal government, played
the major role. Many states established state
banks, built canals, and engaged in other com-
mercial enterprises. The catalytic crisis that
produced a drastic change was the panic of
1837, in the course of which many, perhaps
most, government enterprises went bankrupt.
That panic served the same role in discrediting
government enterprise as the Great Depression
did nearly a century later in discrediting private
enterprise.

In the aftermath the ideas of Adam Smith
offered both an explanation and an obvious al-
ternative option; tariffs aside, near complete
laissez-faire and nonintervention reigned into
the next century.

Measuring the role of government in the
economy is not easy. One readily available,
though admittedly imperfect, measure is the ra-
tio of government spending to national income.
At the height of laissez-faire, peacetime gov-
ernment spending was less than 10 percent of
national income in both the United States and
Great Britain. Two-thirds of U.S. spending was
by state and local governments, with about half
for education; Federal spending was generally
less than 3 percent of national income, with half
of that for the military.

A striking example of the worldwide impact
of the Adam Smith tide—this time in practice,
not in ideas—is provided by post-Meiji Japan.
For centuries prior to the Meiji Restoration in
1867, Japan had been almost completely iso-
lated from the Western world. The new rulers
had no ideological understanding, let alone
commitment, to laissez-faire. On the contrary,
they attached little value to individual freedom,
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either political or economic. Their overriding
objective was simply to strengthen the power
and glory of their country. Nevertheless, when
the Meiji rulers burst into a Western world in
which laissez-faire Britain was the dominant
economy, they simply took for granted that
Britain’s policy was the one to emulate. They
did not by any means extend complete eco-
nomic and political freedom to their citizens,
but they did go a long way, with dramatic and
highly favorable results.’

The absence of a widespread ideological un-
derpinning for these policies helps explain their
lack of robustness. After World War I Japan
succumbed to centralized control by a military
dictatorship—a policy that led to economic
stagnation, military adventurism, and finally
Japan’s entry into World War II on the side of
the Nazis.

On the broader scale the tide that swept the
nineteenth century brought greater political as
well as economic freedom: widening rights and
a higher standard of living for individuals ac-
companied increased international trade and hu-
man contact. It was heralded as a century of
peace—but that is somewhat overstated. The
tide did not prevent the U.S. Civil War, the
Crimean War, the Franco-Prussian War, or
other local conflicts. But there was no major
widespread conflict between 1815 and 1914
comparable either to the Napoleonic Wars of
the preceding years or to the world wars of the
later years.

Despite occasional financial panics and cri-
ses, Britain and the United States experienced
remarkable economic growth during the nine-
teenth century. The United States in particular
became a mecca for the poor of all lands. All
this was associated with—and many, including
us, would say it was a result of—the increasing
adoption of laissez-faire as the guiding principle
of government policy.

The Rise of the Welfare State:
The Fabian Tide

This remarkable progress did not prevent the
intellectual tide from turning away from indi-
vidualism and toward collectivism. Indeed, it
doubtless contributed to that result. According
to Dicey, ‘‘from 1848 onwards an alteration

becomes perceptible in the intellectual and
moral atmosphere of England.’’® The flood
stage, when collectivism began to dominate in-
tellectual opinion, came some decades later.
The founding of the Fabian Society, dedicated
to the gradual establishment of socialism, by
George Bernard Shaw, Sidney Webb, and oth-
ers in 1883 is perhaps as good a dividing date as
any for Britain. A comparable date for the
United States is 1885, when the American Eco-
nomic Association was founded by a group of
young economists who had returned from study
in Germany imbued with socialist ideas, which
they hoped to spread through the association—a
hope that was largely frustrated when the asso-
ciation shortly adopted a policy of ‘‘non-
partisanship and avoidance of official commit-
ments on practical economic questions and
political issues.’’” Confirming evidence is pro-
vided by the publication in 1888 of Edward Bel-
lamy’s socialist utopian romance, Looking
Backwards, which sold over a million copies.

How can we explain this shift in the intellec-
tual tide when the growing pains of laissez-faire
policies had long been overcome and impres-
sive positive gains had been achieved? Dicey
gives one indirect answer:

The beneficial effect of State intervention,
especially in the form of legislation, is direct,
immediate, and so to speak, visible, whilst
its evil effects are gradual and indirect, and
lie out of sight . . . few are those who realize
the undeniable truth that State help kills self-
help. Hence the majority of mankind must
almost of necessity look with undue favor
upon governmental intervention. This natural
bias can be counteracted only by the exist-
ence . . . , as in England between 1830 and
1860, of a presumption or prejudice in favor
of individual liberty—that is, of laissez-faire.
The mere decline, therefore, of faith in self-
help . . . is of itself sufficient to account for
the growth of legislation tending toward
socialism.®

A more direct answer is that two effects of
the success of laissez-faire fostered a reaction.
First, success made residual evils stand out all
the more sharply, both encouraging reformers
to press for governmental solutions and making
the public more sympathetic to their appeals.
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Second, it became more reasonable to antici-
pate that government would be effective in at-
tacking the residual evils. A severely limited
government has few favors to give; hence there
is little incentive to corrupt government offi-
cials, and government service has few attrac-
tions for persons concerned primarily with per-
sonal enrichment. Government was engaged
primarily in enforcing laws against murder,
theft, and the like and in providing municipal
services such as local police and fire protec-
tion—activities that engendered almost unani-
mous citizen support. For these and other rea-
sons, Britain, which went furthest toward
complete laissez-faire, became legendary in the
late nineteenth and early twentieth centuries for
its incorruptible civil service and law-abiding
citizenry—precisely the reverse of its reputation
a century earlier. In the United States neither
the quality of the civil service nor respect for the
law ever reached the heights they did in Britain,
but both improved over the course of the cen-

tury.

Fabian Socialism Triumphs

Whatever the reasons, Fabian socialism be-
came the dominant intellectual current in Brit-
ian, driving out, at the one extreme, radical
Marxism, and at the other, laissez-faire. Grad-
ually that intellectual current came to dominate
first public opinion and then government pol-
icy. World War I hastened the process, but it
was already well under way before the war, as
is demonstrated by Dicey’s prescient remarks in
his 1914 preface to the second edition of Law
and Public Opinion:

By 1900, the doctrine of laissez-faire, in
spite of the large element of truth which it
contains, had more or less lost its hold upon
the English people . . . It also was in 1900
apparent to any impartial observer that the
feelings or the opinions which had given
strength to collectivism would continue to
tell as strongly upon the legislation of the
twentieth century as they already told upon
the later legislation of the nineteenth century

. . and this conclusion would naturally have
been confirmed by the fact that in the sphere
of finance there had occurred a revival of

belief in protective tariffs, then known by the
name of a demand for *‘fair trade’’ [echoes of
19871].

Dicey lists “‘the laws which most directly illus-
trate the progress of collectivism,’’ from the
beginning of the twentieth century, starting
with the Old Age Pension Act of 1908. In re-
spect of a later act (the Mental Deficiency Act,
1913), he remarks that it ‘‘is the first step along
a path on which no sane man can decline to
enter, but which, if too far pursued, will bring
statesmen across difficulties hard to meet with-
out considerable interference with individual
liberty.””®

Clearly the seeds had been sown from which
Britain’s full-fledged welfare state grew, at first
slowly in the interwar period and then with a
final burst after World War II, marked perhaps
by the adoption of the National Health Service
and the panoply of measures recommended in
the Beveridge report.

In the United States the development was
similar, though somewhat delayed. After the
popular success of Bellamy’s utopian fantasy
came the era of the muckrakers, led by Lincoln
Steffens, Ray Stannard Baker, and Ida M. Tar-
bell, with their exposures of alleged corruption
and malfeasance in municipal government, la-
bor, and trusts. Upton Sinclair used the novel to
promote socialist ideas, his most successful be-
ing The Jungle (1906), which resulted from an
assignment by a socialist newspaper to investi-
gate conditions in the Chicago stockyards. Sin-
clair wrote the novel to create sympathy for the
workers, but it did far more to arouse indigna-
tion at the unsanitary conditions under which
meat was processed. On a different level Louis
Dembitz Brandeis criticized the financial com-
munity. His volume of essays, Other People’s
Money and How the Bankers Use It (1914), has
been described as ‘‘a frontal assault on monop-
oly and interlocking directorates.””!°

““The Populist party, through which William
Jennings Bryan rose to’’ the nomination for the
presidency on the Democratic ticket in 1896,
“‘called not merely for regulation of .the rail-
roads but for outright government ownership
and operation.”’'! The Interstate Commerce
Commission, created in 1887, was shortly fol-
lowed by the 1890 Sherman Antitrust Act and
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later by the 1906 Food and Drug Act, for which
Sinclair’s novel served as the catalyst. The
modern welfare state was well on its way.
World War I greatly expanded the role of gov-
ernment, notably by the takeover of the rail-
roads. The postwar period brought something
of a reaction, with the major exception of Pro-
hibition.

As late as 1929 Federal spending amounted
to only 3.2 percent of the national income; one-
third of this was spent on the military, including
veterans’ benefits, and one-half on the military
plus interest on the public debt. State and local
spending was nearly three times as large—9
percent of national income—with more than
half on education and highways. Spending by
federal, state, and local governments on what
today is described as income support, Social
Security, and welfare totaled less than 1 percent
of national income.

The world of ideas was different. By 1929
socialism was the dominant ideology on the na-
tion’s campuses. The New Republic and The
Nation were the intellectuals’ favorite journals
of opinion and Norman Thomas their political
hero. The impact of opinion on the world of
practice, however, had so far been modest. The
critical catalyst for a major change was, of
course, the Great Depression, which rightly or
wrongly shattered the public’s confidence in
private enterprise, leading it to regard govern-
ment involvement as the only effective recourse
in time of trouble and to treat government as a
potential benefactor rather than simply a police-
man and umpire.

The effect was dramatic. Federal government
spending grew to roughly 30 percent of national
income by the 1980s, or to nearly tenfold its
1929 level. State and local spending also grew,
though far less dramatically, so that by the
1980s total government spending was over 40
percent of national income. And spending un-
derstates the role government came to play.
Many intrusions into people’s lives involve lit-
tle or no spending: tariffs and quotas, price and
wage controls, ceilings on interest rates, local
ceilings on rents, zoning requirements, building
codes, and so on.

The delayed impact of the intellectual climate
of the 1920s illustrates one aspect of the influ-
ence of intellectual opinion—producing options

for adoption when the time is ripe. Despite Nor-
man Thomas’s popularity on the campus, he
received less than 1 percent of the popular vote
for president in 1928 and only 2 percent in
1932. Nonetheless, we concluded that ‘‘the So-
cialist party was the most influential political
party in the United States in the first decades of
the twentieth century . . . [A]lmost every eco-
nomic plank in its 1928 presidential platform
has by now [1980] been enacted into law’’1?

Like the earlier tide, the Fabian tide was
worldwide. It contributed no less to the success
of the Russian and Chinese communist revolu-
tions than to the welfare state in Britain and the
New Deal in the United States. And it largely
explains the adoption of centralized planning in
India and other British and European former
colonies when they achieved independence. A
major exception was Hong Kong, one of the
few British colonial possessions that remained
under the control of the Colonial Office. It
never departed from the Adam Smith tide and as
a result was a precursor to the next tide.

The Resurgence of Free
Markets: The Hayek Tide

As in the preceding wave, the world of ideas
started to change direction just as the tide in the
world of practice was cresting.!® Throughout
the ascendancy of socialist ideas there had, of
course, been counter-currents—kept alive in
Britain by G. K. Chesterton, Lionel Robbins,
Friedrich Hayek, and some of their colleagues
at the London School of Economics; in Austria
by Ludwig von Mises and his disciples; and in
the United States by Albert Jay Nock, H. L.
Mencken, and other popular writers; Henry Si-
mons, Frank Knight, and Jacob Viner at the
University of Chicago; and Gottfried Haberler
and Joseph Schumpeter at Harvard—to mention
only a few.

Hayek’s Road to Serfdom, a surprise best-
seller in Britain and in the United States in
1944, was probably the first real inroad in the
dominant intellectual view. Yet the impact of
the free-market counter-current on the dominant
tide of intellectual opinion, though perceptible
to those directly involved, was at first minute.
Even for those of us who were actively promot-
ing free markets in the 1950s and 1960s it is
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difficult to recall how strong and pervasive was
the intellectual climate of the times.

The tale of two books by the present authors,
both directed at the general public and both pro-
moting the same policies, provides striking ev-
idence of the change in the climate of opinion.
The first, Capitalism and Freedom, published
in 1962 and destined to sell more than 400,000
copies in the next eighteen years, was not re-
viewed at the time in a single popular American
periodical—not in the New York Times, the
Chicago Tribune, Newsweek, Time, you name
it. The second, Free to Choose, published in
1980, was reviewed by every major publication
(by some more than once), became the year’s
best-selling nonfiction book in the United
States, and received worldwide attention.

Further evidence of the change in the intel-
lectual climate is the proliferation of think tanks
promoting the ideas of limited government and
reliance on free markets. In a recent talk Ed
Feulner, president of the Heritage Foundation,
could mention only four that existed three de-
cades ago: the Hoover Institution, still here to-
day; the Intercollegiate Society of Individual-
ists, which has changed its name but kept the
initials; an embryonic American Enterprise In-
stitute; and the Center for Strategic and Inter-
national Studies. He should also have included
Leonard Read’s Foundation for Economic Ed-
ucation (FEE).

Translating Ideas into Action

By contrast, Feulner noted a long list of ad-
ditional institutions currently devoted to devel-
oping and spreading the idea of limited govern-
ment and free markets, plus a host of others
trying to translate ideas into action. The same
contrast is true of publications. FEE’s Freeman
was the only one he or we can think of that was
promoting the ideas of freedom 30 to 40 years
ago. Today numerous publications promote
these ideas, though with great differences in spe-
cific areas: The Freeman, National Review, Hu-
man Events, The American Spectator, Policy
Review, and Reason. Even the New Republic
and The Nation are no longer the undeviating
proponents of socialist orthodoxy that they were
three decades ago.

Why this great shift in public attitudes? The

persuasive power of such books as Friedrich
Hayek’s Road to Serfdom, Ayn Rand’s Foun-
tainhead and Atlas Shrugged, our own Capital-
ism and Freedom, and numerous others led
people to think about the problem in a different
way and to become aware that government fail-
ure was as real as market failure. Nevertheless,
we conjecture that the extraordinary force of
experience was the major reason for the change.

Experience turned the great hopes that the
collectivists and socialists had placed in Russia
and China to ashes. Indeed, the only hope in
those countries comes from recent moves to-
ward the free market. Similarly experience
dampened, to put it mildly, the extravagant
hopes placed in Fabian socialism and the wel-
fare state in Britain and in the New Deal in the
United States. One major government program
after another, each started with the best of in-
tentions, resulted in more problems than solu-
tions.

Few today still regard nationalization of en-
terprises as a way to promote more efficient
production. Few still believe that every social
problem can be solved by throwing government
(that is, taxpayer) money at it. In these areas
liberal ideas—in the original nineteenth-century
meaning of liberal—have won the battle. The
neoconservatives are correct in defining them-
selves as (modern) liberals mugged by reality.
They still retain many of their earlier values but
have been driven to recognize that they cannot
achieve them through government.

In this country the Vietnam War helped to
undermine belief in the beneficence of govern-
ment. And most of all, as Dicey predicted
nearly 75 years ago, the rising burden of taxa-
tion caused the general public to react against
the growth of government and its spreading
influence. !4

In both the United States and Britain respect
for the law declined in the twentieth century
under the impact of the widening scope of gov-
ernment, strongly reinforced in the United
States by Prohibition. The growing range of fa-
vors governments could give led to a steady
increase in what economists have come to call
rent-seeking and what the public refers to as
special-interest lobbying.

Worldwide the contrast between the stagna-
tion of those poorer countries that engaged in
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central planning (India, the former African col-
onies, Central American countries) and the
rapid progress of the few that followed a largely
free-market policy (notably the Four Tigers of
the Far East: Hong Kong, Singapore, Taiwan,
and South Korea) strongly reinforced the expe-
rience of the advanced countries of the West.

Ideas played a significant part, as in earlier
episodes, less by persuading the public than by
keeping options open, providing alternative
policies to adopt when changes had to be made.

As in the two earlier waves, practice has
lagged far behind ideas, so that both Britain and
the United States are further from the ideal of a
free society than they were 30 to 40 years ago in
almost every dimension. In 1950 spending by
U.S. federal, state, and local governments was
25 percent of national income; in 1985 it was 44
percent. In the past 30 years a host of new gov-
ernment agencies has been created: a Depart-
ment of Education, a National Endowment for
the Arts and another for the humanities, EPA,
OSHA, and so on. Civil servants in these and
many additional agencies decide for us what is
in our best interest.

Nonetheless, practice has started to change.
The catalytic crisis sparking the change was, we
believe, the worldwide wave of inflation during
the 1970s, originating in excessively expansive
monetary growth in the United States in the
1960s. The episode was catalytic in two re-
spects: first, stagflation destroyed the credibil-
ity of Keynesian monetary and fiscal policy and
hence of the government’s capacity to fine-tune
the economy; second, it brought into play
Dicey’s ‘‘weight of taxation’’ through bracket
creep and the implicit repudiation of govem-
ment debt.

Already in the 1970s military conscription
was terminated, airlines deregulated, and regu-
lation Q, which limited the interest rates that
banks could pay on deposits, eliminated. In
1982 the Civil Aeronautics Board that regulated
the airlines was eliminated. Though govern-
ment spending as a fraction of national income
has continued to rise, the rate of increase has
slowed. No major new spending programs have
been passed since 1981. The increase in non-
military government spending has been pre-
dominantly the effect of earlier programs.

The Tides Sweep Worldwide

As in earlier waves, the tides of both opinion
and practice have swept worldwide. Britain
went further in the direction of collectivism
than the United States and still remains more
collectivist—with both a higher ratio of govern-
ment spending to national income and far more
extensive nationalization of industry. Yet Brit-
ain has made more progress under Margaret
Thatcher than the United States has under Ron-
ald Reagan.

Equally impressive are changes in the com-
munist world. Even there it was impossible to
repress all counter-currents, as Solzhenitsyn,
Sakharov, and many other brave men and
women so eloquently testify. But beyond the
counter-currents, the economic reforms in Hun-
gary, Solidarity in Poland, the widened resort to
markets in China, the current reformist talk in
the Soviet Union—these owe as much to the
force of events and the options kept open by
intellectual ideas as do the election of Margaret
Thatcher and Ronald Reagan in the West. True,
it is doubtful that such reforms will be permitted
to go far enough to threaten the power of the
current political elite. But that does not lessen
their value as testimony to the power of ideas.

One interesting and instructive phenomenon
is that freeing the market has been equally or
more vigorously pursued under ostensibly left-
wing governments as under ostensibly right-
wing governments. Communist countries aside,
one striking example is the U-turn in French
policy effected by Mitterrand, a lifelong social-
ist. In Australia a Labour government replaced
a conservative government and then moved
sharply to widen the role of the market. New
Zealand, under a Labour government headed by
David Lange, first elected in 1984 and re-
elected in 1987, has gone further than any other
country in dismantling government controls and
economic intervention.

By contrast, Germany, though it owed its
dramatic post-World War 1I recovery to the
free-market policies of Ludwig Erhard, has
steadily moved away from those policies first
under a Social Democratic government and,
more recently, under conservative govern-
ments. Can the explanation for this aberration
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be that the dramatic move to free-market poli-
cies was primarily the result of one man’s (Er-
hard’s) actions and not of a change in public
opinion?

All in all the force of ideas, propelled by the
pressure of events, is clearly no respecter of
geography or ideology or party label.

Conclusion

We have surveyed briefly two completed
pairs of tides in the climate of opinion and the
““affairs of men’’ and one pair still in progress.
Each tide lasted between 50 and 100 years. First
came the tide in the climate of public opinion:
toward free markets and laissez-faire from, say,
1776 to 1883 in Britain, 1776 to 1885 in the
United States; toward collectivism from 1883 to
1950 in Britain, from 1885 to 1970 in the
United States. Some decades later came the tide
in the ‘‘affairs of men’’: toward laissez-faire
from, say, 1820 to 1900 in Britain, 1840 to
1930 in the United States; toward collectivism
from, say, 1900 to 1978 in Britain, 1930 to
1980 in the United States. Needless to say,
these are only the roughest of dates. They could
easily be set a decade or so earlier or later.

Two new pairs of tides are now in their rising
phases: in public opinion, toward renewed reli-
ance on markets and more limited government,
beginning in about 1950 in Britain and 1970 in
the United States; in public policy, beginning in
1978 in Britain and 1980 in the United States,
and even more recently in other countries.

If the completed tides are any guide, the cur-
rent wave in opinion is approaching middle age
and in public policy is still in its infancy. Both
are therefore still rising and the flood stage,
certainly in affairs, is yet to come.

For those who believe in a free society and a
narrowly limited role for government, that is
reason for optimism, but it is not a reason for
complacency. Nothing is inevitable about the
course of history—however it may appear in
retrospect. ‘‘Because we live in a largely free
society, we tend to forget how limited is the
span of time and the part of the globe for which

there has ever been anything like political free-
dom: the typical state of mankind is tyranny,
servitude, and misery.”’!>

The encouraging tide in affairs that is in its
infancy can still be aborted, can be over-
whelmed by a renewed tide of collectivism. The
expanded role of government even in Western
societies that pride themselves in being part of
the free world has created many vested interests
that will strongly resist the loss of privileges
that they have come to regard as their right.
Everyone is capable of believing that what is
good for oneself is good for the country and
therefore of justifying a special exception to a
general rule that we all profess to favor.

Yet the lesson of the two earlier waves is
clear: once a tide in opinion or in affairs is
strongly set, it tends to overwhelm counter-
currents and to keep going for a long time in the
same direction. The tides are capable of ignor-
ing geography, political labels, and other hin-
drances to their continuance. Yet it is also worth
recalling that their very success tends to create
conditions that may ultimately reverse them.[]
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Everyone Can Win

in a Truly

Competitive Market

by Alan W. Bock
dvocates of a free and open economy
A in a free and open society often find
themselves hampered—and some-
times hamper themselves—because of a wide-
spread misunderstanding of the word *‘competi-
tion.”” Where friends of freedom simply mean
an absence of arbitrary restriction, opponents
and neutral observers often think they are en-
dorsing and promoting a vicious, dog-
eat-dog-cut-throat-you-have-to-be-No.-1 pro-
cess that many find distasteful and unhealthy.
The word ‘‘competition’” means something
drastically different in the context of economics
than it does in the context of sports, war, or
national hegemony. In economics the meaning
is limited. It simply means that access to mar-
kets is open—or at least available to all comers
on a nondiscriminatory basis. If anybody who
wants to can offer goods or services without
being subject to a veto by government or those
already in that business (assuming they can
raise the capital to do so and attract customers),
then the market is said to be competitive. No-
body can keep competitors out by force of law.
This meaning of competition is often sub-
sumed by or identified with another meaning
derived roughly from sports and more pervasive
in our culture. This meaning was described in a
recent article in The New Age Journal by Alfie

Mr. Bock is Senior Columnist of The Orange County Reg-
ister, where this article first appeared on April 28, 1988.

Kohn as ‘‘mutually exclusive goal attainment—
my success requires your failure; our fates are
negatively linked.’” Only one person can win
the race, or one team win the game; everybody
else is defined as a ““loser.”” You have to be No.
1 or nothing.

There is little question that this understanding
of competition can be personally and psycho-
logically destructive and socially disruptive. If
only one person in a race can be the winner, a
lot of others may have their self-esteem dam-
aged—or decide not to participate in advance.
If winning is the only thing, then cheating and
humiliation are likely to be common. A society
that assumes that this is what competition is all
about is likely to be characterized by a high
level of stress, anxiety, or burnout.

That said, it should be noted that many critics
of competition erect a straw man to knock
down. Even in sports, which furnishes the par-
adigm, few believe, or act as if they believe,
that winning is really everything. Even coaches
who say things like ‘‘winning isn’t everything;
it’s the only thing,”” providing easy targets for
critics of destructive competition, often turn out
in practice to be advocates of sportsmanship,
cooperation, teamwork, and losing well when
you lose rather than one-dimensional, win-
at-all-costs fanatics.

But even if the straw man of the destructively
competitive mindset were entirely accurate, it
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would have nothing to do with competition as it
is understood by an economist.

In a competitive—i.e., open—marketplace,
it is decidedly not the case that you’re nothing if
you’re not No. 1. Although some businessmen
get caught up in the rhetoric of being No. 1, or
of beating the competition as in a footrace or
football game, in most markets you can make a
respectable—even lavish—living as No. 2, No.
6, or No. 17.

In the market that came closest to resembling
a monopolistic model for a while—the com-
puter industry, dominated for decades by
IBM—several other companies survived, pros-
pered, and even became large by most stan-
dards. The latest revolution—personal comput-
ers—was pioneered and dominated for a while
by upstarts—because access to the market was
open. For all its market power, IBM couldn’t
keep competitors out by law or force.

Values Important to
Economic Competition

For all the gamelike rhetoric, economic com-
petition places a premium on the values of co-
operation, loyalty, openness to new ideas, and
flexibility that critics say are subverted by the
destructive kind of competition. In economic
competition in an open marketplace, you win
by pleasing customers, not by destroying rivals.

In economic competition, success comes to

those who are constructive rather than destruc-
tive in their approach. An open marketplace
based on truly voluntary exchanges produces
untold opportunities for mutually beneficial
“‘win-win’’ relationships. It is theoretically
possible (though perhaps unlikely in practice,
given human frailty) for economic competition
to produce a situation where there are no losers,
where nobody needs to feel inadequate.

Note also that economic competition does not
require people to enter the rat-race. If markets
are truly open, people are quite free to be laid-
back or unconventional, even to drop out of the
system or twist the system to fit their particular
preferences. Back in the 60s a number of peo-
ple who claimed to hate capitalism made a
pretty good living running head shops or mak-
ing tie-dyed earth shoes and the like.

The rule for the entrepreneur in a competitive
marketplace is: ‘‘Find a need and fill it.”” Since
people are so diverse, their perceived needs are
diverse. An open market provides more inter-
stices where people can break away from a sti-
fling corporate lifestyle and do well than does a
more controlled economy.

Ironically, an open or competitive economy
provides more scope for expression of the val-
ues of those who are concerned about the de-
structive aspects of gotta-be-No.-1 competitive-
ness than does a controlled economy. It’s a
shame that a semantic hangup seems to prevent
many from understanding this. O
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Coping with
Smoking

by Tibor R. Machan

‘ ’ arious legislative bodies are enacting
laws forbidding business proprietors
from permitting smoking on their pri-

vate property—in offices, cinemas, aircraft,
stores, and other places. Such policies are
touted as a means to combat a harmful habit and
to foster public health. But there are serious
problems with this approach to the problems of
smoking.

Owners of private establishments are being
prevented—mostly by city ordinances—from
deciding who will be permitted to smoke on
their premises. But such government-mandated
prohibitions ignore the rights of those who
don’t mind smoking as well as those who wish
to live in a tolerant society. Since smokers now
are in the minority, some believe this is the time
to descend on them in full force. Their critics
are willing to ignore individual rights to free-
dom of association and private property.

Of course, the issue often is presented in a
way that makes it appear that smokers are the
ones who violate individual rights. They are
said to be assaulting the rest of us with their
smoking. But is this really the case? And are the
laws really designed to protect the rights of in-
dividuals against the intrusions of smokers?

No doubt, smokers can be annoying. Their
smoke even may be harmful to those around
them. One need not dispute these contentions
still to be concerned with their rights.

In most cases, anti-smoking ordinances
aren’t limited to public places such as municipal

Tibor Machan teaches philosophy at Auburn University,
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Realms and Private Rights for the Independent Institute of
San Francisco.

courts. If the government confined itself to pro-
tecting the rights of nonsmokers in bona fide
public areas, there would be nothing wrong
with the current trend in legislation.

Instead of such a limited approach, however,
government has embarked upon the full regi-
mentation of people’s choices concerning
smoking. The government, under the leadership
of public health officials, has decided to bully
smokers, regardless of whether they violate
anyone’s rights or merely indulge with the con-
sent of others. This is where government-
mandated smoking bans have reached a danger-
ous phase.

There are many risks that people suffer will-
ingly. And in a society that respects individual
rights this has to be accepted. Boxers, football
players, nurses, doctors, and many other people
expose themselves to risks of harm that come
from others’ behavior. What is central, how-
ever, is that when this exposure is voluntary, in
a free society it may not be interfered with. The
sovereignty of persons may not be sacrificed
even for the sake of their physical health.

Respecting Individual Rights

Individuals’ property rights are supposed to
be protected by the Fifth Amendment. Not un-
less property is taken for public use—for the
sake of a legitimate state activity—is it properly
subject to government seizure. By treating the
offices, work spaces, and lobbies of private
firms as if they were public property, a grave
injustice is done to the owners.

When private property comes under govern-
ment control, practices may be prohibited sim-
ply because those who engage in them are in the
minority or waver from preferred government
policy. Members of minority groups can easily
lose their sphere of autonomy.

There is no need, however, to resort to gov-
ernment intervention to manage the public
problems engendered by smoking. There are
many cases of annoying and even harmful prac-
tices that can be isolated and kept from intrud-
ing on others. And they do not involve violating
anyone’s right to freedom of association and
private property.
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The smoking issue can be handled quite sim-
ply. In my house, shop, or factory, I should be
the one who decides whether there will be
smoking. This is what it means to respect my
individual rights. Just as I may print anything I
want on my printing press, or allow anyone to
say whatever he or she wants in my lecture hall,
so I should be free to decide whether people
may smoke in my facilities.

Those displeased by my decision need not
come to my facilities to work, play, or what-
ever. If the concern is great and the opportunity
to work in a given place is highly valued, ne-
gotiations or contract talks can ensue in behalf
of separating smokers from nonsmokers. In
many cases all that’s needed is to bring the
problem to light. Maybe the firm’s insurance
costs will be high where there is smoking, or
maybe a change in policy will come about be-
cause customers and workers are gradually
leaving.

In some cases it may go so far as to involve
tort litigation. Exposing employees to serious
dangers that are not part of the job description
and of which they were not warned may be
actionable. But what the company does initially
at least must be its decision. And the onus of
proof in these cases must be on those who claim
to have suffered unjustified harm. Government
legislation and regulation often subvert this
carefully conceived process, just because some
people are impatient with how others run their
own lives and properties.

Consider the somewhat analogous case of
freedom of religion. If I own and run a private
school, I decide whether students may pray. In
state schools, of course, the state decides. And
a sound system of government won’t get on the
side of either the prayers or the non-prayers.
Similarly, the state should say nothing about the
ultimate benefits or harms of smoking. This is

no different from the well-respected view that
the state shouldn’t get on the side of a particular
religion or even a scientific theory.

It is important to note that for many people,
smoking is not categorically, universally bad.
For some people it may be O.K. to smoke, just
as it could be O.K. to have a couple of drinks or
to run five miles a day. For others, smoking is
clearly harmful to their health. In either case,
health may not be the highest good for many
people. All things considered, even those
whose health suffers may wish to smoke. In a
free society, people are free to do what is
wrong, so long as they don’t violate the rights
of others.

But, some will cry out, here’s the rub: smok-
ing can adversely affect others, and there is rea-
son for those who could be harmed to stay away
from smokers.

But this doesn’t mean that we should force
someone who doesn’t mind smoking to stay
way from smokers. If I own a restaurant and
choose to permit smoking, you have no right to
come in and force someone not to smoke. You
must deal with me first and I might accommo-
date you or I might not, depending on my val-
ues and choices. In a free society this sh